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Health Care Financing

Health Care Financing Policy and Health Policy are the two sides of the same coin.  One can not be effective without the other.

I. Introduction

This paper introduces the reader to the subject of health care financing.  We use this term—health care financing—to mean the approaches to mobilize funds for health care.  According to this definition, health care financing is a means to an end; an instrument chosen to achieve specific societal goals.  Developing health care financing policy is a complex task, however.  When a nation adopts a particular financing approach, it alters the economic incentives to patients and the providers, changes the access of health care for particular population groups and frequently transforms the organization of health care delivery.

Health care is financed with different sources of funds, some from the government and some from the private sector.  Section II focuses on the relative importance of public and private sector financing.  The National Health Accounts for Egypt are used to illustrate the multiple sources of funds for most countries, suggesting how difficult it can be to coordinate the various sources of funding to promote efficiency, equity, and sustainability.

Section III presents arguments for the  importance of  health care financing  from four perspectives:  philosophical, policy, market failure, and changing macro-environment.  In section IV, we briefly explain the various financing approaches.  The financing method chosen has critical consequences on the amount raised, equity among income and intergenerational groups, and losses in production resulting from the economic distortions created by the financing approach (George Schieber and Akiko Maeda, 1997).   As a result, the positive and negative impacts of a financing policy require careful analysis.  In Section V we pose the question, “What criteria might a society use in selecting the approach or combination of approaches to use in financing health care?”   Six major criteria have evolved and are now commonly used to evaluate health care financing options.  These criteria are the capacity to raise funds, equity, risk pooling, efficiency, quality of services and sustainability.

Money does not produce health care; the financial resources have to be converted into services through delivery organizations.  Health care financing policy has a significant impact on the structure and organization of health care delivery.  Section VI explains how financing alters the relationship between patients and providers and their transactions.  Once funds have been mobilized, the funding agency must decide how to pay provider organizations and practitioners. The payment mechanism establishes the incentive structure for health service suppliers.  Section VII presents various payment mechanisms and how they affect the behavior of providers.  The chosen financing approach, combined with the organization of health care delivery and the chosen incentive structure, determine who has access to health care, the cost of health care, productive efficiency, and quality of services.

Finally, in section VIII we provide a crude assessment of the performance of the major financing and organization systems in high income nations.  Section IX concludes.

II.  Public and Private Shares in Funding Health Care
In most nations, private sector financing plays a major role in funding health care. Private financing refers to payments to health care providers directly from private sources, including direct household expenditures such as out-of-pocket payments, expenditures through private insurance plans, employers’ direct payments for health services, and charitable contributions (Schieber and Maeda 1997).
 Often the importance of private financing is overlooked in policy discussions, however, because the Ministry of Health and the Ministry of Finance focus on government spending for health care.  

Figure 1 illustrates several points regarding how critical private financing of health care is in most regions of the world.  First of all, there are significant differences by level of economic development.  For developing countries, private financing accounts for almost half of total health expenditures.  In contrast, governments in established market economies play a larger role in health care financing, mostly through government-operated insurance or mandated social insurance.  Secondly, the private share in total health spending varies considerably by region.  Private financing constitutes more than half of total health expenditures in South Asia and close to half of total expenditures in Sub-Saharan Africa, East Asia and the Middle East. In others areas that either have higher incomes or socialistic traditions, such as Europe and Latin America, the private sector role is less important.

In establishing policy for health care financing, the analyst needs to look at the whole picture to see how to combine the best of private and public financing.  Policy goals of efficiency, equity, and sustainability will often require public policy to set the rules for private funding of health services.  Policymakers will often need to know the proportion of revenues from the private and public sectors as well as the uses of those revenues.  These issues can be analyzed using National Health Accounts (NHA).  NHA analysis was presented in Module 2 and will be reviewed in this module through the example of Egypt.

How can NHA be used to analyze the sources and uses of funds in the health sector?  Consider Table 1, which presents the National Health Accounts for Egypt for fiscal year 1994-94.  This last four columns describe how much of Egypt’s health care financing originated in the private sector (from firms, syndicates, private insurers, and households.  By summing the total percentage of expenditures (the last row) for these four categories, we see that over half (54.9%) of Egypt’s health care expenditures came from private sector.  This well illustrates the fact noted above that private financing plays a major role in most developing and middle-income countries.




Foreign donors have played a significant role in financing health care services for developing countries, but this role has been declining in recent years.  In Egypt, for example, foreign donors provided a little less than one percent of health expenditures in 1994-95. Public financing accounts for the remainder of health expenditures -- 44.3 percent in the case of Egypt.  

As Egypt’s NHA illustrates, many countries utilize multiple sources of revenues (the column headings) to finance various different health services (the row headings).  The multiplicity of funding sources complicates the task of formulating effective health policy. Coordination of different funding sources to promote efficiency and equity can be very difficult. For example, in Egypt teaching hospitals (Table 1 row 2), are funded both by the Ministry of Health (column 1) and the Teaching Hospital Organization (column 2), a separate government financing agency.  University hospitals are funded by both the Ministry of Health and the Ministry of Education.  Partially thanks to these multiple funding sources, tertiary hospitals and large medical centers often receive large amounts of financing even though they serve a small fraction of the population.  This is one example of how NHA can be used to analyze the flows of funds in the health sector and their potential impact on allocative efficiency and equity.  

NHA clearly trace the use of funds in the health sector.  For example, in Egypt roughly one-third of national health expenditures are used for purchases in private pharmacies, where the safety of drugs and quality may or may not be monitored and regulated.  As shown in Table 1, 63 percent of household health expenditures went to private pharmacies; we can deduce that almost one third of Egypt’s total health expenditures consisted of household spending in private pharmacies. As in many countries, private health expenditures mostly take place in private sector facilities.

	Table 1: Financing Flows, Egypt FY 1994/95 - Financing intermediaries to providers (LE millions)
	

	
	Public financing
	Donors
	Private financing
	
	

	
	MOH
	THIO
	MOF
	MOE
	MOSA
	Others
	HIO
	Foreign Donors
	Firms
	Syndic-ates
	Private insurers
	House-holds
	TOTAL
	%

TOTAL

	MOH facilities
	1,305
	
	
	
	
	
	17
	
	
	
	
	80
	1,402
	18.7

	Teaching Hosp.
	14
	97
	
	
	
	
	3
	2
	2
	
	
	1
	118
	1.6

	Univ. Hosp.
	30
	
	
	517
	
	
	30
	26
	1
	
	1
	2
	606
	8.1

	NPC
	
	
	20
	
	
	
	
	5
	
	
	
	2
	27
	0.4

	NCMC
	
	
	1
	
	
	
	
	
	
	
	
	1
	2
	0.03

	NODCAR
	
	
	5
	
	
	
	
	
	
	
	
	
	5
	0.1

	Vacsera
	
	
	5
	
	
	
	
	
	
	
	
	
	5
	0.1

	Other public
	4
	
	
	
	
	190
	6
	
	
	
	
	
	200
	2.7

	HIO
	1
	
	
	
	
	
	530
	
	
	
	
	49
	580
	7.7

	CCOs 
	11
	
	15
	
	
	
	28
	3
	221
	
	
	49
	330
	4.4

	Private Hosp.
	42
	
	
	
	
	
	71
	
	23
	20
	5
	120
	281
	3.7

	Private Clinics
	
	
	
	
	
	
	
	
	57
	5
	5
	670
	737
	9.8

	Pharmacies
	17
	
	
	
	
	
	237
	
	60
	1
	5
	2,396
	2,716
	36.1

	NGOs
	3
	
	
	
	6
	
	6
	25
	
	
	
	70
	110
	1.5

	Traditional
	
	
	
	
	
	
	
	
	
	
	
	8
	8
	0.1

	Others
	
	
	
	
	
	
	
	
	
	
	
	332
	332
	4.4

	Foreign providers
	52
	
	
	
	
	
	5
	
	
	
	
	
	57
	0.8

	Administration of private insurance
	
	
	
	
	
	
	
	
	
	
	1
	
	1
	0.01

	TOTAL
	1,479
	97
	46
	517
	6
	190
	933
	61
	364
	26
	17
	3,780
	7,516
	

	% TOTAL
	19.7
	0.1
	0.6
	6.9
	0.1
	2.5
	12.4
	0.8
	4.8
	0.3
	0.2
	49.6
	
	


Notes to table:  

1.
All figures are in nominal LE.

2.
Totals may not equal the sum of the rows and columns, because of rounding up.

III.  Why is Health Care Financing an Important Subject?  

Why is financing health care treated as a special topic?  We often hear that health care is a basic necessity.  Many poor persons cannot afford it.  Therefore, the government must establish health care financing policy to address this issue.  If this was the sole reason for treating health care specially, why then do we not also give special treatment to the financing of other basic needs, such as, food, clothing and transportation? Here we argue that health care has other special characteristics which warrant government action.  Public health programs such as clean water, sanitation and health education are public goods.  Preventive programs such as immunization produce measurable externalities.  In addition, empirical studies have found that most people undervalue preventive measures, possibly because of  high discount rates given to future benefits or the uncertainty of these benefits.  Equally important, the probability is small and uncertain for a given person to be struck with a serious accident or illness, such as, cancer, stroke and myocardial infarction.  The medical costs for treating these serious illness are beyond the financial means of most households. Meanwhile a capital market does not exist for the individual to borrow for these medical expenses.  As a result,  many households face bankruptcy when a serious illness strikes.  For these reasons every civilized society is concerned about health care financing policy.

There are several specific philosophical, policy, market failure, and macro-environmental arguments made for the importance of health care financing policy.

A.  Philosophical Reasons
The importance of health care financing can be argued from egalitarian as well as utilitarian philosophies.  From the egalitarian perspective, every person has certain positive rights.  Health care is a fundamental necessity for human‘s well-being.  Our ability to learn, to work, to achieve our potential and enjoy life depends on our health condition.  Furthermore, every human being should have a right to be free from pain and suffering that can be relieved through health care.  A just and fair society, then, has the responsibility to provide sufficient funds to assure everyone has equal access to adequate health care.  The egalitarian philosophy dictates that the government take primary responsibility for developing the most effective and efficient approach to mobilize the necessary funds for every citizen’s health care.  

In contrast, utilitarians do not believe citizens have positive rights to health care.  Utilitarians view health care in the context of how health care contributes to health (Grossman 1972) and how much health affects a nation’s total welfare. Good health is considered a social good which must be traded-off with other human wants, as opposed to a fundamental right. The government has the responsibility to organize funding for the portion of health care that could most efficiently  improve the  nation’s productivity because the labor productivity of a population depends on the health status of the workforce.  When worker health status is low, economic productivity will be less than its potential, negatively effecting the social welfare of the population.  Furthermore, the ability to learn, particularly for children, depends heavily on health status.  Poor health may reduce the human capital of a nation. The government should finance only those health services that can improve health more than alternative means such as nutrition programs.  Equal access to health care and equal health status are not a direct concern of the government.

If a nation bases its health care financing decision on utilitarian principles, health care would not receive top priority consideration because evidence does not show that health care was a top contributor to better health.  Health status—as typically indicated by infant mortality rate, life expectancy, and days of healthy life—is determined by various aspects of human consumption, of which health care, is only one.  Numerous empirical studies of the strength of various determinants on indicators of health status have been conducted by many researchers (see, for example, Hicks 1980; Wheeler 1980; Wolfe 1985; WHO 1986; Musgrove 1987; Wolfe and Berman 1987; Over 1992a; World Bank 1993b). These investigations have applied various regression techniques to cross‑sectional household data (see Wolfe and Berman on Nicaragua), as well as to cross‑sectional country data for various groupings of countries (Hicks, Wheeler, and the World Bank, 1993). All these studies have found that nutrition, education, income, and lifestyle have a positive and statistically significant relationship to health status.  Environmental pollution has a negative relationship to health status.

Health care, via health spending, appeared to be positively associated with improved life expectancy.  This finding, however, has not been confirmed by empirical studies examining the association between infant mortality and health spending in both Latin America and Africa during the mid‑ and late 1980s, when declines in per capita incomes and health expenditures occurred in most countries in both regions (see Musgrove 1988 on Latin America and Elmendorf 1993 on Africa).  In conclusion, how much a nation should spend on health care to impact on health status is still in dispute and appears to vary by income level. There  is strong evidence that spending on nutrition, public health and prevention, and education of women is most cost-effective in improving health status in low-income nations.  In middle income countries increased spending on programs that reduce environmental pollution seems to be more cost/effective.  Nonetheless, there is still considerable scope for governments to improve health status through health care policy.

B.  Policy Reasons 

In addition to philosophical reasons which shape a nation’s policy, it is widely accepted that the amount of financial resources mobilized for health care and how they are used depend on health care financing policy.  Moreover, there are several other important considerations. For instance,  


a.
In establishing and managing a health care system, the government or the market has very few effective instruments by which to influence the system’s performance and outcome.  Financing is the principal instrument with which to determine resource flows, distribution of resources, and incentive structures for health providers.


b.
Rich and poor nations alike have found that, unless the society has an organized financing scheme, household spending for major illnesses frequently can be the principal cause of poverty.  For example, studies in poor rural Chinese counties found that the number one cause of poverty was household expenditures for serious illness.  In 1993, thirty percent of the households that incurred any health expenditures had to sell their assets or to borrow to pay for their medical expenses and which placed the household in debt (Y.L. Liu and W.C. Hsiao 1995).  


c.
High-income countries have found that health care financing policy determines whether the nation has an effective mechanism to control and manage health care cost inflation.  For example, the UK, Sweden, and Canada adopted largely a “single source” of financing for health care which gave these nations effective means with which to control health care cost inflation.  Meanwhile, the USA adopted a “multiple sources” strategy in financing health care and found it difficult to control health care cost inflation.  


d.
Unless a nation has a rational and integrated financing policy, the health care costs of the elderly, disabled, and less healthy persons are left for the government to finance and the costs become a heavy financial burden on the Treasury.  For example, both in the United States and South Africa, where there was no coherent health care financing policy, a private insurance market gradually developed to cover the affluent and employed population, leaving the unemployed, elderly, and less healthy population uninsured.   Responding to public demand and political pressure, the US government had to shoulder the burden of funding the health care for the elderly, the poor and the disabled.  Ironically, many privately-insured affluent and healthy people now complain bitterly about over-taxation and government interference in health care financing.    President Clinton found strong opposition to his efforts to extend insurance to the 15% of Americans who are still  uninsured.  


e.
Health care financing policy determines who will have access to basic health care, what services are offered, and their quality.  Thus, it is a major determinant of whether a society provides equal access to basic health care for its people.  

C. Market Failure Reasons

The distribution of health risks are highly skewed.   In low-income countries studies have found one percent of the population incurred 20-25% of the total health expenditures and ten percent of the population incurred approximately 60% of total health expenditures.  In other words the financial risk is concentrated in a very small proportion of the total population. The skewed distribution of risks causes two serious market failures in the private health insurance market: adverse selection and risk selection.

· Adverse selection -- consumers know much more about their own health conditions and their propensity to use medical services.  The consumers will select the insurance plan that will benefit them the most.  It is very difficult, if not impossible, for an insurance company to counterbalance this asymmetry of information. Consequently, insurance plans have to restrict who can enroll and how insurance is sold.  Otherwise, adverse selection may bankrupt an insurance company.

· Risk selection -- insurance companies have strong motivation to exclude the high-risk individuals and only insure healthy persons in order to maximize their profit and maintain financial stability.  Regulations have been ineffective in controlling risk selection to a reasonable level because of the numerous ways in which insurance companies can select the better risks to insure.

Generally speaking, private health insurance has not found its way to low-income countries in a significant way because it is unfeasible.  Most middle-income countries and even many high-income countries have not been able to develop a significant market for private health insurance either.  Private insurance, a product of consumer demand for economic security that emerged in affluent nations, requires a sophisticated administrative infra‑structure to operate. This includes uniform accounting procedures for hospitals, accurate and uniform clinical record systems, computerized claim auditing procedures to detect fraud and abuse, technical know‑how in designing and marketing health insurance‑products, the capacity to calculate the actuarial premium rates, the sophisticated underwriting methods to select risk and prevent adverse selection. Most low and middle-income nations simply do not have the necessary infra‑structure for private insurance to operate and earn a profit.

D.  Macro-environmental Reasons 

The last two decades have brought about economic, demographic, epidemiological, socio-cultural and political changes which have in turn propelled major changes in the financing of health care.

Economic changes:  Oil price increases  set off a world economic crisis in the late 1970s and 1980s and led to widespread decline in the economic performance of many low-income countries. (see Figure 2) A number of these countries particularly in  Africa and Latin America were already heavily burdened by debt.  This period forced them to undergo a process of economic stabilization and structural adjustment. These adjustments, which included devaluation of currencies, reduction in government spending, and the implementation of measures to improve public sector efficiency, frequently resulted in increased unemployment and declining real wages. At the same time many Asian countries experienced significant growth in their economies and these countries found their health care financing and delivery system obsolete. The recent political and economic reform in central and eastern Europe has also led to dramatic structural changes in the former centrally planned economies.







Demographic changes:  The demographic patterns of developing countries underwent a change in the 1970s and 1980s.  Fertility and growth rates, on average, declined (though there is still great disparity  between the developed and least developed countries in areas such as population growth, life expectancy and infant mortality rates), and life expectancy  increased. The result of these two factors has been and will continue to be a significant increase in the population as a whole and of those over age 60.(see Figure 3 )
Epidemiological changes:  In the last ten years global morbidity and mortality rates have fallen substantially.  Unfortunately this is not true for the least developed countries whose rates have remained steady.  While the disease pattern has changed and chronic disease has been increasing, infectious disease rates have not always fallen.   This is in 

part due to migration and urban growth.  Injuries and accidents have emerged as leading causes of morbidity and hospitalization.(WHO 1993)  It is expected that these trends will intensify in the next several decades (see Table 2).

Table 2.    Change in Rank Order of Disease Burden for Top 

                  12 Leading Causes Worldwide, 1990 - 2020

	   Rank 

Order
	Disease or Injury 

1990


	Disease or Injury 

2020



	1
	lower respiratory infections
	ischaemic heart disease



	2
	diarrhoeal diseases
	unipolar major depression



	3
	perinatal related conditions
	traffic accidents



	4
	unipolar major depression
	cerebrovascular disease



	5
	ischaemic heart disease
	chronic obstructive pulmonary disease

	6
	cerebrovascular disease
	lower respiratory infections



	7
	Tuberculosis
	cerebrovascular disease



	8
	Measles
	war



	9
	traffic accidents
	diarrhoeal diseases



	10
	congenital anomalies
	HIV



	11
	malaria
	perinatal related conditions



	12
	chronic obstructive pulmonary disease
	violence




italics = those which do not appear in top fifteen list for subsequent/previous date

Source:  Murray, C.J.L. and Lopez A.D., ed.  The Global Burden of Disease. 1996.

Social and cultural changes:  Improved communication, transportation, and levels of education, have contributed to changes in lifestyle, nutrition,  social and family structures, values, and expectations. These changes have brought on new social problems including the breakdown of  the traditional network of support from family and society.  They have also increased demand for and improved access to health care. 

Political changes:  The growing number of democracies emerging from African and Latin American political struggles and evolution, and the tremendous upheaval of entire political structures in eastern and central Europe have signaled a change in political orientation and ideologies worldwide. At the same time government intervention in health has weakened. “In a few countries, political ideologies have led to a deliberate reduction in government financing, but more generally the economic recession has meant that, although many governments have maintained or even increased the proportion of the government budget going to health, this has often meant a reduction in real terms. In order to meet increasing demands and the consumer's higher expectations of health services, governments have had to look for new ways of financing care and improving cost‑effectiveness.” (WHO 1993)

IV.  Methods of Health Care Financing

There are several methods of financing health care, each of which has its own strengths and weaknesses.  The method that a nation chooses to employ depends greatly on  its history, culture, and current institutions and on the trade-offs in objectives that  the nation is willing to make.  This section presents the different methods of financing.  The next section lays out the key criteria that could be used to evaluate these methods when a nation considers which approach or combination of approaches may be best suited for that country. The final outcome, of course, depends greatly on politics.

Two points merit emphasis: First, few countries use one method exclusively, developing countries typically finance the bulk of their health expenditures from more than one sources.  Second, because of the advantages and disadvantages of the different financing methods, no method provides a magic solution to the pressing problems in health care financing of the low-income countries. Explicitly or implicitly, trade‑offs need to be made in choosing one method over the other or using different methods to different degrees.

The major methods of  financing are: government revenue, social and private insurance, user fees, and community financing.  Various organizations of health care delivery are usually combined with each financing method.   Under general revenue financing and social insurance, often financing is integrated with the provision of health services -- the same agency both funds and operates health posts, clinics, and hospitals to provide health care. International agencies, however, have recently pushed many middle-income nations to separate government financing from provision.  Private insurance plans typically act as third-party payers, they neither own nor manage the facilities nor employs the practitioners.  User fees, the oldest method of financing, requires the patients to pay a fee when they use a health service.  The fee can be based on the cost of producing the service, a flat copayment or a percentage of the charge.  Private sector providers usually set the charge according to whatever the market will bear (but at least high enough to cover their costs). User fees for public-sector-provided services have been encouraged by the World Bank and United States Agency for International Development (USAID) during the last decade.  Under this approach, government facilities charge patients to finance a portion of their operating expenses. Under most community financing schemes, the financing and delivery of primary care are integrated, but the financing and provision of secondary and tertiary services are separated.  Providers are usually private for-profit or non-profit firms or NGOs.

The following section gives a detailed description of these major financing methods and discusses their advantages as well as disadvantages.

A.  Government Financing

Government financing can take a number of forms: general tax revenues and deficit financing, the use of inflation, earmarked taxes, government sponsored lotteries and betting, etc. The three main forms of government financing are general tax, inflation, and earmarked tax.

1. General Tax
The largest component of general tax revenues in low‑income countries are duties on imports and exports. At least until recently, this gave a relatively favorable position to nations which export oil and minerals compared with agriculturally based economies facing a weaker demand for their products. The second most important source of tax revenue in developing countries is taxes on business transactions and profits, which tend to yield more revenues than personal income taxes, the third most important source.

General tax revenues have long been used in every country of the world to finance certain components of health care (Sorkin, 1978), and usually they are the most important source of financing, although their degree of importance varies significantly. A recent  IMF study (IMF Government Financial Statistics 1996),  reports the median percent of national income collected as tax was 18% (ranging from 8% to 44%) for low-income countries while median for high-income nations was 48%.  Despite its relative importance of government financing for health care in low-income countries, low tax ratios often translate to limited capacity and insufficient public finance for health care.

General tax revenues may not be a stable source of finance for health care. This is largely the result of factors such as the low political priority frequently given to the health care in national budget decisions; the instability of developing country economies (especially those heavily dependent upon taxes on imports and exports); the frequent use of public expenditure as a tool of macro‑economic policy.

In practice, politics plays a significant role in allocating general tax revenues to the health sector and among different programs within the health sector.  The distribution of power often favors high- and middle-income residents in the urban areas; the resulting politically-determined allocation of tax funds among programs often reduces rather than enhances the equity of health care delivery. For example, the majority of tax‑financed health services are often provided for the urban population in low- and middle-income countries, while the rural areas receive fewer services. Priority is often given to tertiary hospitals utilizing costly equipment (frequently imported) and serving the economic and political elite of the country.

	Box 1.  The Bias Toward Financing Tertiary Care: The Case of Kenya
The bias of government health financing toward tertiary hospitals, found in many countries, can be illustrated by the case of Kenya.  In fiscal year 1993-94, thirteen percent of the total Kenyan government recurrent budget for health was allocated to one national hospital located in the capital.  This hospital provides inpatient services for twenty to thirty thousand patients per year.  Meanwhile, only twenty-six percent of the government recurrent health budget was allocated to primary health care for the benefit of all of Kenya’s twenty-six million people.




General tax revenues may be supplemented by borrowing and spending funds in the present and repaying them over some period of time. Deficit finance may be raised nationally or internationally, through mechanisms such as the issuing of bonds or certificates or long term low‑interest loans. When it is used, deficit financing is typically for specific construction or programs. Unless such projects contribute directly to increased output which can be taxed to service the debt, the deficit must be repaid from general tax revenues. Therefore, in low- and middle-income countries, high inflation rates and lack of confidence in the government's abilities to honor eventual redemption of the bond may make it difficult to utilize deficit financing as a source of support for health care.

· Targeting tax funds:
When the government uses general revenue to finance health care it has to decide how the funds will be used and who should benefit.  The tax funds can be targeted to subsidize different services or population groups.  Five major targeting practices are used today, they are:    

-  Vertical programs:

Funds are targeted to support public health programs that are often organized on a vertical basis, controlled by the central government.  Examples are programs for prevention, immunization, and maternal & child health.  The services are either provided directly by the government or by NGOs.   

-  Facilities:

Under this approach, tax revenues are targeted and used to support government owned facilities which provide services to all citizens who choose to use these public facilities, free of charge (or with some user fees).  Usually the government directly operates and manages these facilities.  The locus of power rests with the government where the nation's political process determines the amount of funds to be allocated and who should benefit. This targeting approach provides the greatest amount of integration between financing, payment, and organization of delivery.  However, several serious deficiencies have been experienced in government managed hospitals and clinics.  They are explained in the section on efficiency and quality in the later part of this paper.  

-  Class of service (e.g., ward services in public hospitals):  

Some nations decide to assure that their citizens have equal access to a ‘basic level’ of services.  If the patients are willing and able to pay more, they can seek services at higher levels that may have better quality and amenities.  In other words, the equity standard is defined as assuring the availability to all of a minimum level of services rather than assuring equality in access to health services.  Under this approach, the government uses general tax revenue to subsidize in full (or nearly-full) the cost of the C-class (ward) services in public hospitals and public clinics.   Patients can voluntarily choose which class of services they will use.  If the patients wish, they can pay more for higher service levels (A or B classes) provided by public hospitals or go to private hospitals and private-practicing physicians and pay full charges.

-  Population groups by income or age:  

The government targets tax funds to support designated income or age groups.  Under a program for the low-income people,  those who pass a means-test will become eligible for free (or nearly free) health services.  The patient may be restricted to obtain health services provided by the public hospitals only.  Alternatively, the patients may choose either private or public hospitals and physicians.  An example of the latter approach is the US Medicaid program in which services for those who passed a means test are financed by general taxes and the patients have free choice of providers.  

In recent years, several lower-middle income nations have developed national health insurance schemes to cover all citizens.  The government targets its funds to subsidize the poor by paying for their health insurance benefit package (e.g., Colombia and the Philippines), while middle- and high-income persons have to pay a wage tax or premium for insurance.

-  Region or  community (e.g., ethnic community or a poor region):  

The government targets tax funds to finance health care services to a particular region where most of the population may be very poor or they belong to an ethnic minority group.  An example of this is the Chinese Poverty Alleviation Program or the Indian Health Service in the USA.  

-  All citizens (national health insurance):  

Under this approach, the government uses general tax revenue to fund universal health insurance. The tax funds may be supplemented somewhat by wage taxes and  copayments by patients. The benefit package is clearly defined and the patients have to pay directly for any services that are not covered by the package. Patients have a choice of providers, and they may be public or private facilities (e.g., Canada).

2. Inflation 

Inflation may also be employed as an alternative means of financing health services (Sorkin, 1986). When governments spend more than their revenues, they may finance this deficit by printing more money. However, without a simultaneous expansion in output, the increased volume of money leads to price increases in order to bid resources away from existing users. Its major problem is that its burden is highly uneven, falling most heavily on the elderly with fixed incomes and those with inflexible wages. Moreover, many countries lack the ability to keep inflation under control, resulting in hyper‑inflation with serious consequences for economic growth, savings and investment.

3. Earmarked Tax  

Some governments may "earmark" a particular tax for health purposes. For example, taxes on the sale of particular products may be earmarked for health services at either national level or within a particular local government area. The problem with such sales taxes is that they are often difficult to administer, may be politically unpopular, and are regressive (falling proportionally more on low‑income families) if, as is often the case, taxes are levied on items such as alcohol and tobacco or recreational events.  An advantage of this source of financing is that it is possible to assign a tax to fund certain priority programs. Abel‑Smith (1985) observes that it might be practical to earmark for health the tax revenues on certain goods and activities which may have adverse health implications (e.g. alcohol, tobacco, cars, etc.).

B.  Insurance

Insurance serves two principal functions in improving the economic welfare of a nation.  First, insurance pools together the financial risks facing a large group of people each of whom have a small probability of significant losses.  Operating through the statistical “Law of Large Numbers” this small probability of losses to individuals can be transformed into a more predictable, certain aggregated loss.  Second, insurance enables individuals to transfer their risks to an insurance plan by paying a premium; the insurance plan agrees to pay specified benefits when uncertain events occur such as bone fracture.

Under insurance plans, the insurance can provided covered services directly by organizing and manages the provisions. This is called the direct  provision model (Brian Abel-Smith, 1973). The insurance plan may contract with selected providers and negotiate a payment schedule.  This is called indirect provision, the most common form of operation for private insurance and Bismarckian social insurance.  This model significantly alters the economic relationship between the consumers and providers (see figures 4a and 4b).  In the usual economic transactions, the consumer receives services from providers and he/she pays a price directly for the services.  An insurance model with indirect provision transforms the bilateral relationship to a trilateral one as shown in Figure 4b.  Consumers may demand and receive services from providers but the payments are made by the insurance plan.  There is a loss in efficiency due to the moral hazard. Moreover, the providers may feel less constrained from inducing demand for greater quantity, and prescribe more expensive drugs and tests in order to obtain greater income since the higher costs will not be paid by the patients.  Economics does not have an adequate theory to depict the trilateral model.  Most economic models take the simplistic and one-sided approach by modeling the effects of insurance on consumer behavior (moral hazard) but ignoring the supply-side effects.  These models usually assume the insurance plan is a passive payer and the providers do not alter their medical decisions in the presence of insurance.  Yet the medical and sociological literature provide numerous testimonies to the changes in providers’ behavior when insurance is present.





Insurance is used by most middle- and high-income nations to finance a significant portion of their nation’s health expenditures.  There are two major types of insurance programs to finance health care: social insurance and private insurance.

1. Social Insurance

Two characteristics distinguish social insurance from private.  First, social insurance is compulsory.  Everyone in the eligible group must enroll and pay the specified premium (contribution).  Once a person has paid the minimum number of payments he or she is entitled to the specified benefits.  Second, social insurance premiums and benefits are described in social compacts (laws) established through legislation.  These premium payment obligations and benefits can be revised more easily than those of  private insurance which are defined in legal contracts.

Economic literature often describes social insurance financing as indistinguishable from government tax financing.  Social insurance experts vehemently disagree (Robert Ball, Robert J. Meyers, 1994).  Economists view social insurance as a tax financed program mainly because the contribution is compulsory.  However, economic analyses ignore many major social and institutional differences between a general tax revenue financed insurance (e.g. Canada) from social insurance (e.g. Germany, Japan, Taiwan).  The differences are:

· Social insurance is not a right of all citizens but only covers those who are eligible and have met the minimum contribution requirements.

· The benefits are usually related to the contribution base.

· People perceive that they paid a premium contribution in exchange for the right to specified benefits.  In other words the benefits are not welfare from the government.

· Contributions (premiums) paid for social insurance programs are earmarked for the programs and separated from general taxes. Social insurance is required to maintain its  own solvency,  and thus have greater transparency and accountability to the people.  In the better designed and managed social insurance programs (e.g., Medicare in USA), the program’s expected revenues and expenditures have to be in balance for the next 25 years to be actuarially sound (see Box 2).

· Contribution rates and benefits cannot be unilaterally changed by executive government decision.  The social compact can only be altered through new legislation which requires consensus and support of all interested parties.

We treat the social insurance funded by designated contributions (could be wage tax, flat sum, earmark tax or fees) as separate and distinct from general tax revenue financed from general tax financed national health insurance (e.g., Canada).

Box 2.  Actuarial Calculations for Social Insurance: The Example of Medicare

Unlike programs financed through general tax revenues, social insurance programs are meant to maintain their own solvency.  Officials charged with managing social insurance programs, such as the Board of Trustees for the Medicare hospital insurance program in the U.S., are held accountable for accurate assessments of the actuarial soundness of the program for decades into the future. The importance of these calculations is well illustrated by the fact that the projected deficit in the Medicare hospital insurance trust fund drives the current political debate in the U.S. over the future of Medicare.

This box uses the Medicare experience to illustrate the actuarial calculations required for a well-managed social insurance program. The Medicare hospital insurance (HI, or “Part A”) program helps finance health services--hospital, home health, skilled nursing facility, and hospice care--for 38 million elderly and disabled Americans.  The program is financed primarily by a payroll tax.   Program income that is not needed to pay current benefits and administrative expenses is deposited in the trust fund and invested in U.S. Treasury securities.

The Social Security Act requires that the Board of Trustees oversee solvency of the HI trust fund, including making annual reports to Congress on the trust fund’s financial and actuarial status.  To do so, the Board must make careful predictions of program revenues and expenditures for 25 or more years into the future.

Expected program revenues and expenditures depend on several factors.   Since revenues are based on a payroll tax, predicted revenues are a function of the size and characteristics of the work force and the level of workers’ earnings. These in turn will depend upon many economic and demographic factors, including future birth rates, death rates, labor force participation rates, and rates of wage increase.  Program expenditures in any given year will also be a complicated function of many factors, including the number  and characteristics of program beneficiaries, changes in health service prices, hospital and skilled nursing facility admission rates and home health agency visit rates.  Projections of the HI trust fund balance were calculated based on historical data and projections regarding several of these factors, as illustrated in the following table.


Components of Historical and Projected Increases in HI Inpatient Hospital Payments

(percent increase over previous year, on an incurred basis, using intermediate assumptions)
	
	Historical Data
	Projections

	
	1991
	1992
	1993
	1994
	1995
	2000
	2005
	2010
	2015
	2020

	Labor
	
	
	
	
	
	
	
	
	
	

	Average hourly wages
	3.9
	5.9
	1.7
	2.4
	3.5
	4.0
	4.4
	4.5
	4.5
	4.5

	Hospital hourly wage differential
	0.8
	-1.9
	1.8
	0.7
	-.09
	0.1
	0.1
	0.1
	0.1
	0.1

	Hospital hourly wages
	4.7
	3.9
	3.5
	3.1
	2.6
	4.1
	4.5
	4.6
	4.6
	4.6

	Non-labor
	
	
	
	
	
	
	
	
	
	

	Consumer Price Index (CPI)
	4.1
	2.9
	2.8
	2.5
	2.9
	3.4
	3.5
	3.5
	3.5
	3.5

	Hospital price input intensity
	-1.5
	-1.1
	-0.6
	-0.4
	1.1
	-0.5
	0.0
	0.0
	0.0
	0.0

	Non-labor hospital prices
	2.5
	1.8
	2.2
	2.1
	4.0
	2.9
	3.5
	3.5
	3.5
	3.5

	Units of Service
	
	
	
	
	
	
	
	
	
	

	HI enrollment
	2.2
	2.1
	2.1
	2.6
	1.8
	1.3
	1.5
	1.9
	2.7
	2.7

	Admission incidence
	-0.1
	0.7
	0.5
	0.4
	-0.7
	1.1
	0.6
	0.2
	-0.1
	-0.2


Based on such actuarial calculations, the Board projected a deficit in the HI trust fund beginning in 2001 that will continue to grow as the baby boom generation retires (see figure below).




The projected deficit in the HI trust fund drives the current debate in the U.S. over the future of Medicare, even though the trust fund will remain solvent for several more years.  This is one example of how a relatively well-managed social insurance program holds the government accountable for sustainable health care financing.

Data Source: The 1997 Annual Report of the Board of Trustees of the Federal Hospital Insurance Trust Fund, House Document 105-73 (105th Congress, 1st Session).  

Social insurance can insure against the financial risks of sickness, disability, retirement, death, etc. for either the whole population or a part of it. The entire system of social protection is often termed "social security". Social insurance is conventionally financed by imposing mandatory premium payments on employed workers as a percentage of their wages, and by imposing on their employers a similar or somewhat higher payroll tax. The payments are referred to as social insurance contributions and qualify those covered for a range of benefits. Governments may in some instances also contribute to the schemes.  Beneficiaries may have to pay a user fees (termed copayment and coinsurance) in addition to their wage tax.  In some countries, in order to include those workers outside the formal sector, insurance payments may also be calculated on measures of income or wealth other than wages, such as the value of crops produced.
While the benefit package and contribution rate is usually standardized under a social insurance plan, it can be administered through a variety of organizations: government agency, parastatal organization, non-profit sickness funds or insurers, or for-profit commercial insurance companies.  When the insurance plan is directed and managed by a single national agency, the risks are usually pooled nationally, (e.g. Medicare programs in the United States and Philippines, the universal social insurance in Taiwan).

Social insurance was first developed under Bismarck which relied on multiple insurers (both for-profit and non-profit) to insure and to administer the insurance.  This model is often referred to as Bismarckian or mandated social insurance.  Frequently, these insurance plans may have different contribution rates because they pool different risk groups (e.g. by region or industry), and their benefit packages may also vary somewhat to suit the particular demands of the insured group (e.g. fishermen or miners).  The Bismarckian approach was the most widely adopted model of social insurance in the world; it was used in Europe, Latin America, Japan and Korea.

The contribution to social insurance schemes should be determined actuarially, on the basis of the incidence of illness, the conditions of eligibility for benefit, and the value of those benefits and the population insured. Since risks are pooled,  high-risk persons receive greater benefits.

In most of the low-income countries, governments often have compulsory social insurance to cover government employees and workers employed by large firms. (e.g. firms which employ more than 25 persons).   Social insurance is seldom extended to cover the rural population because it is difficult to collect premiums from farmers and to screen eligibility.  For low-income nations, social insurance usually can cover only 10%-15% of the total population.  In middle-income nations perhaps 40%-60% of the population can be covered.

Critics of social insurance argue that it tends to promote or reinforce high‑cost, hospital‑based, doctor‑centered, curative health care. Social insurance plans also frequently result in marked inequalities in the quantity and the quality of services between those covered by the plans and those who are not. Insured workers and their dependents tend to obtain more resources per capita than those not covered by insurance since the funds for these plans originate from contributions from the most productive sectors of the economy (e.g. industry, banks, commerce or mining) rather than the poorer agricultural sector in which the majority of the population works.

However, on the positive side, social insurance can relieve the pressure on ministries of health to devote resources to urban medical services, it can indirectly make more resources available to those in rural areas if the government can substitute social insurance financing for government tax financing and shift the tax funds to the rural areas, but this is seldom done for political reasons. 

There are two types of social insurance programs.  One is a government-operated plan, where the benefits structure and contribution rates are standardized.  The second type of social insurance is when the government makes the insurance compulsory, yet allows the consumer to choose among several insurance plans (private and public).  The government specifies a standard benefit package and the actuarial standards with which the private plans must comply.  

Government-operated plan:  A public plan can either make direct or indirect provision of services to its insured.  Most nations have chosen to rely mainly on direct provision of services by owning and operating hospitals, clinics, and health stations.  Spain and Portugal are the best examples.  Some people believe that the integration of financing and service delivery could enhance efficiency.  

A government-run social insurance plan faces many political pressures.  Resource allocation decisions and payment policy to providers are affected by politics.  The social insurance plan could also become a political chip where the existing government would promise greater benefits to the currently insured in order to gain their political support.  Yet, with aging of the population and the rapid inflation of health care cost, the increasing cost of the benefits could become an unbearable burden on the next generations who may not be born yet.  This has been the experience of the Medicare programs of the USA and many South American nations.

Another difficulty encountered under direct provisions was that when hospitals and clinics were owned and managed by a government-run social insurance program, political patronage can become rampant in personnel hiring.  Moreover, medical care becomes bureaucratized and leads to decline in the quality of services, less efficiency, and inflated costs.  Yet patients have no choice but to seek care from the social insurance plan operated hospitals and clinics, unless they can afford to pay the full charge and go to private sector facilities.  

On the other hand, government operated social insurance plans can be operated with an indirect provision of services by giving patients a choice of public and private providers.  Taiwan, which has recently implemented a government-operated universal insurance plan allows patients to have free choice of providers.

Mandated purchase from private and public insurance plans (the Bismarckian model):  Under a universal scheme, the government mandates that everyone must purchase health insurance.  Citizens have a choice to purchase insurance from several public or private plans, mostly offered by nonprofit firms.  In many countries, these insurance plans are called "sickness funds."  Sickness funds can also be established by large industrial enterprises, trade unions, and/or local governments.  Germany, Japan, France, and Korea are the most prominent examples of nations who use this financing scheme.  These mandated insurance plans usually give patients a choice of providers. 

The organization of health care delivery varies under different social insurance schemes.  In Japan, most specialists are salaried hospital staff and, therefore, physician and hospital services are integrated.  Meanwhile, physicians and hospital are separate entities in Germany and France. Payments are made separately to hospitals and physicians by the insurance plan.  Consequently, medical services are less integrated when patients are hospitalized and efficiency is reduced because there is less coordination and less substitution of services between hospital and physician.  

Compared to a government operated social insurance plan, the mandated social insurance scheme overcomes many political and bureaucratic shortcomings because the private plans are not public agencies, hence somewhat insulated from politics.  The indirect provision of services reduces bureaucratization of medicine.  Moreover, insurance plans often must compete with each other for business which promotes efficiency.  

However, the mandate approach with multiple insurance plans often faces adverse selection by the consumer and aging of its insured.  For example, many locally-based sickness funds in Germany were originally organized to cover farmers in their region.  As the younger people in the villages moved to the cities to seek higher paying jobs, these community-based plans were left with an increasingly elderly population.  Consequently, its premium rates had to be increased sharply.  This created inequities in financing among sickness funds because the healthy risks were not adequately pooled.  The government had to intervene to cross-subsidize sickness funds in order to even out the risks insured by different sickness funds.  


Two Case Studies:

Insurance financing requires a clearly defined benefit package.  In recent years a great deal of attention has been given to the appropriate design of a benefit package.  Several  ‘normative approaches’ have been suggested (e.g., WDR 1993, Hammer & Berman in Berman 1995).  In the real world, the design of a benefit package is much more complicated because a number of factors has to enter into the design process.  The theoretically desirable benefit package must consider what the consumers want, the benefits also have to be balanced with their cost and how much the consumers are willing to pay.  The Colombian Case on Benefit Package Design  illustrates the technical and political considerations that govern the design of the benefit package.  This case shows how the political, budgetary and organizational factors constrain the decision makers.  
Designing, developing, and administering social insurance programs involves a series of complex undertakings.  First, the decision maker  has to decide what groups of people can be covered since the eligibility depends on the enrolled person paying a contribution.  It is easier to enroll people and collect premiums through their place of work.  It is much more difficult to cover farmers and people who are working in the informal sector (such as: the self-employed taxi drivers, peddlers and domestic workers).  The Colombia Case on Enrollment and Collection, illustrates the difficulties and alternatives in deploying mandated social insurance for universal coverage.  This case also shows the severe problems encountered due to adverse selection and risk selection.  

Social Insurance requires legislation.  However, the law can only be implemented when a number of necessary conditions are present, these include:  regulations, institutions, management systems, human resources, and  finance.  The Philippine Case on National Health Insurance  illustrates the gaps between passing a law and making it a reality that benefits the people.  
2.  Voluntary Private Insurance 

Private insurance is offered by nonprofit or for-profit insurance companies. Consumers voluntarily choose insurance package that best fit their preferences. Private insurance are offered on an individual and group basis.  

Under individual insurance the premium is calculated actuarially based on that individual’s risk characteristics and the underwriting rules used to select the risk.  The premium charged is closely related to the expected benefits plus administrative expenses and profit margin.  Usually the marketing and administrative expenses plus the profit margin take 40-50% of the premium.  With these high expenses, private insurance’s major concern is buyers’ adverse selection because the premium rate is far above the actuarially fair premium (i.e.  the cost of  expected benefit payments).  Thus, insurance companies require the buyers of individual health insurance to pass a medical examination. 

Insurance companies offer group health insurance to large employers or occupational associations. Employers usually select only one or a few insurance benefit plans from which the employee may choose.   The premium is calculated on a group basis.  Often the employees are divided into two groups: single persons and families.  For each category the risk is pooled across age/sex and health status.  Thus there is significant income transfer by the younger workers to the older workers and by families without children to those with several children.  In order to minimize adverse selection, private insurance companies often require a minimum number or percentage of employees to enroll in the plan.  For example when employees are offered only one group insurance, the insurance company requires that a minimum of 75% of  eligible workers must enroll.  Insurance companies also use other techniques to limit their own financial liability such as using “experience rating” to determine the group premium rates.

Required Reading:  Deborah J. Chollet and Maureen Lewis, “Private Insurance: Principles and Practice,”  paper prepared for World Bank conference on Innovations in Health Care Financing, March 10-11, 1997, Washington, D.C.

C.  User Fees 

User fees are  schemes where patients pay a fee to the provider at the point when services

are rendered.  They have always been employed by private sector providers to obtain revenues.  The amount of user fees can be determined based on different principles.  The amount can be the full charges, copayment -- a flat amount preset for each visit, and coinsurance -- patients responsible to pay a percent of full charge.

Historically, public sector providers rarely charged patients significant user fees.  Fees’ effectiveness depends greatly on appropriate methods of administration and collection  (see Box 3). Proponents say user-fee financing will improve allocative efficiency, foster greater responsibility of users and accountability of providers - increase revenues which will be spent to improve quality of services and expand coverage.  Critics question the ability of this form of financing to do any of these things and raise serious doubts about the wisdom of implementing this form of financing.  The major objection was raised on equity grounds that the poor can’t afford to pay and they will decrease their use of “necessary services”.  (Reddy and Vandemoortele 1996)  Below we briefly discuss each of these. 

Box 3. Six Ways to Improve Systems of User Fees

· Make an effort to explain medical charges to patients.

Most patients at public health facilities in low income nations are unfamiliar with medical fees.  They may be uneasy with the idea of paying for something they do not understand.  Simple and innovative ways should be used to explain fee schedules and billing procedures to consumers. For example, an information campaign can be launched to explain how the system functions. Visible signs can be posted listing the prices for medical services.  

· Motivate health facility staff to administer and collect fees.

Health staff will have better incentives to administer and collect fees when fees are retained at the point of collection.  This way, the money can be used to improve the quality of care, maintain facilities, and pay for recurrent expenditures on salaries.  Another way to provide incentive for collection is to offer prizes for hospitals that recover the largest proportion of costs through user fees.

· Set up systematic collection procedures to improve hospital cost-recovery rates.

Hospitals lose large amounts of revenue when patients are released without paying their costly inpatient charges.  Administrators can serve as “gatekeepers” to collect these fees.  In a survey of hospital fee collection systems in West Africa, Vogel (1988) recommends: well-established hospital admissions offices; a system for documenting payment; a rigorously enforced system for determining exemption eligibility; training for all staff on the importance of fee collection; variable-interval checks to establish whether the above recommendations are carried out; and periodic audits of hospital financial transactions.

· Structure prices so that patients believe they are receiving value for their money.

The way fees are structured can influence users’ perceptions of the value they are receiving for their money.  A flat fee is common for health centers in many low income countries.  Although administratively simple, a flat fee is not well received by users when the health center is understaffed or has drug supply shortages (McPake, Hanson, and Mills 1992).  Patients often respond more favorably to a fee-for-service approach or charging for each episode of illness, since then they know what they are purchasing

· Adjust user fees for inflation and invest revenues appropriately.

User fees need to be regularly adjusted to keep pace with inflation.  In Guinea-Bissau,  the fee for a consultation at a national/regional hospital in the 1980s was PG100, set in 1978 and never adjusted despite an annual inflation rate that reached around 100 percent in 1986-88.  (By comparison, a kilo of rice cost PG1,000 and a chicken between PG4,000 and PG6,000.) Money should be invested wisely to hold its value. For example, revenues should not be held in cash but rather in local institutions for essential drug supplies, because drugs are often imported and may increase in value if the exchange rate is devalued.

· Permit alternative forms of payment for low-income households.

Low-income families have more difficulty paying for health care during certain seasons.  For instance, farm households are most likely to have access to cash after a harvest.  Allowing in-kind payment may enhance patients’ willingness and ability to pay for health services.  










Source: Shaw and Griffin 1995.

· Increase the resources available for health services
If there is little price elasticity of demand for health services then we would expect that user fees would be a good method to expand the resource base for health services.  Studies conducted in the 1980s have supported this hypothesis (Heller 1982 and Akin et al 1985) and have been interpreted to mean that this demonstrated high willingness and ability to pay more for health care supports user fees as a viable method to increase health care resources.  However willingness to pay may be greater than ability to pay, that is, a person or household may be willing to pay for health services (particularly urgent care) but not in fact have sufficient income to do so.  In this case payment could drain resources from other pressing needs such as housing, food, etc.  The issue of willingness versus ability to pay aside, more recent studies have found that income elasticity of demand is quite high, and higher still for infants and children.  These studies have also found that price elasticity is much more pronounced among the poor than among the rich  (see Table 3).  The result has been a much greater decrease in utilization of services with the introduction of fees, among the poor and children. 

Recent experience, however, suggests that fees introduced concurrently with quality improvements not only increase health facility utilization but do so in a progressive manner.  Research by Knippenberg et al (1990) on Bamako Initiative-type activities in Benin, Sierra Leone, and Guinea suggests that fees introduced in a climate of notable quality improvements may lead to higher utilization.  These facility-based findings do not, however, indicate which socioeconomic groups account for the increased use in public facilities.

Table 3.  Elasticity of Demand for Health Services:

Overall, by Income Quartile and by Age

	Study 

(Year Published)
	Location

(Year of Data)
	
	Results
	

	Jimenez (1989)
	Ethiopia (1985)
	Overall:
	-0.05 to -0.50
	

	Jimenez (1989)
	Sudan (1986)
	Overall:
	-0.37
	

	Yoder (1989)
	Swaziland (1985)
	Overall:
	-0.32
	

	Gertler & 

Van der Gaag (1989)
	Cote d’Ivoire (1985)
	Rural Hospitals

Income Quartile

     Lowest

     Second

     Third

     Highest
	Adults

-0.47 to -1.34

-0.44 to -1.27

-0.41 to -1.18

-0.29 to -0.71
	Children

-0.65 to -2.32

-0.58 to -1.98

-0.49 to -1.60

-0.12 to -0.48

	Gertler & 

Van der Gaag (1989)
	Peru (1985)
	Rural Hospitals

Overall:

Income Quartile

     Lowest

     Second

     Third

     Highest
	-0.57 to -0.50

Adults

-0.57 to -1.36

-0.38 to -0.91

-0.16 to -0.37

-0.01 to -0.04
	-0.41 to -0.81

Children

-0.67 to -1.72

-0.48 to -1.20

-0.22 to -0.54

-0.03 to -0.09

	Sauerborn et al (1994)
	Burkina Faso (1985)
	Overall:

Age Groups:

     <1

     1-14

     15+

Income Quartile

     Lowest

     Second

     Third

     Highest
	-0.79

-3.64

-1.73

.0.27

-1.44

-1.21

-1.39

-0.12
	


Source:  Reddy, Sanjay and Vandenmoortele, Jan.  User Financing of Basic Social Services:  


A review of theoretical arguments and empirical evidence.  Office of Evaluation, Policy and


Planning.  UNICEF, New York, 1996.  

The user fees approach has not raised a significant amount to finance health care.  In developing countries -particularly in Sub-Saharan Africa- the percent of recurrent expenditures raised from user fees has been low (most under 10%; Shaw and Griffin, 1995).  Furthermore, up-to-now there is little evidence to support the hypothesis that the introduction of user fees is accompanied by improvements in quality of services.

· improve the efficiency with which resources are used

In simple economic theory, user fees should motivate users to reduce excessive use of services and increase accountability of providers.

This argument fails to take into account the travel and waiting “costs” associated with visiting a health care facility which are in many cases already sufficiently high to discourage unnecessary use.  Moreover, user fees, when used with privatization of health care, encourage practitioners to increase the quantity of drugs, injections, and tests, because their incomes are tied to the quantity of services given.  Patients are not able to 

choose not to receive -and pay for- unnecessary care because they rarely have sufficient knowledge of medicine to discern the difference between necessary and superfluous care.

Finally user fees do not pool the risk since everyone pays for their own health care. This leaves individuals vulnerable to the high costs of serious illnesses.

In summary, while it has become a common strategy in developing countries to charge user fees for public sector provided services in an effort to “reduce the gap between demand for and supply of services” ( Reddy and Vandemoortele 1996). There are many possible negative ramifications of adopting this method of financing.  It is important to fully understand the limitations of such a financing method and to consider the possible impact given the context of a particular nation.

D.  Community Financing

Community financing is based on two principles:  community cooperation and self-reliance.  Recognizing health care is a basic necessity, some health care is a merit good, and cooperative action can improve the social welfare of its members, the community takes collective action to mobilize the cooperation of all its members to finance, organize, and manage health care.  Community financing may be encouraged and supported by the government through its policies and regulations, technical and financial assistance, but, ideally, a community financing organization is not owned, operated, or managed by the central or local governments.  

The consumer (community member) pays a contribution in advance for a package of benefits.  The contribution may only cover a portion of the cost of the benefits while local employers and the government finance the remainder.  This contribution is a financial vehicle for consumers to budget in advance for the services they expect to use, regardless of whether the cost of the service is large or small.  In exchange for an advance payment, the community financing organization organizes and provides primary health services and drugs when the consumer needs them.  In other words, the community organization creates a HMO for primary care.  When patients need hospitalization, the community financing may pay a portion of the hospital bill. 

Unlike insurance financing, provision of primary care  and financing are integrated together under community financing.   This practice was dictated by necessity and efficiency and quality reasons.  Rural areas of low income nations often do not have qualified primary care providers unless the community or the government recruit, train and organize them.  In addition, the administrative expenses for claim payments could be costly and the necessity and quality of services rendered by for-profit private clinics are difficult to monitor.
Sources of funds for community financing consist primarily of the following:
· Prepayment for health care:  Unlike insurance, which should cover only catastrophic expenses, the services covered by community financing are selected based on their cost-effectiveness and people's willingness to pay that often include primary care.

· Cooperative funding from the members, local employers, and the government; 

· Pooling the health risks of community members; and, 

· Ideally, membership and contribution are compulsory for all members of the community in order to avoid adverse selection and free-rider problems.  

Under community financing, the provision and management of prevention and primary health care is done by communities.  A community is defined as a cohesive group of households, having a strong social bond and mutual trust that enables them to enter into a social contract with each other.  In the urban area, this may mean a neighborhood.  In the rural area, this may mean a village.  However, a neighborhood or a village may not have a sufficient number of residents to pool the risk.  Consequently, adjacent communities may have to be grouped together to form a community financing unit, but each community would have representatives on the Board of the community financing organization to direct and supervise its affairs.

Community financing requires social mobilization and management know‑how. Initially, it requires the support and mobilization of leaders and members of the community. Maintenance of community financing requires knowledge in bookkeeping, accounting, financial control and operation management in order to sustain the operation and to deliver primary care efficiently. Most successful community financing initiatives also have outside stimuli and support from donors or the government (see Box 4).

The most successful type of community financing has been revolving drug funds where the community organizes a pharmacy with a stock of the commonly used drugs through joint financing from the community, government, and foreign donors. The recurrent cost of the pharmacy is financed through user fees paid by those who use the drugs (Dunlop 1993 and Carrin 1987).

There have been numerous community‑based projects that finance immunization and primary care in addition to drugs. The Bamako Initiative is the latest example of a community‑financed program for drugs and primary care. This program seems to be quite successful and widespread in African nations. Other community financing programs include Indonesia’s Dena Sehat (see Box 4), the Cooperative Medical System in the People's Republic of China, the health card in Thailand, and the Benin project.

There are several shortcomings associated with community financing. Many schemes have not been sustained over time because of the lack of funds for recurrent cost and poor management (Stinson 1987, and Vaca et al 1987). As Creese (1991) explains, "There is widespread evidence, even in poor communities, of a willingness of communities to make sacrifices for the construction or upgrading of health posts or even hospitals." However, communities often lack an effective approach to fund recurrent costs. In addition, community financing often fails because of poor management, particularly when foreign exchange is needed to finance the purchase of drugs and supplies.  Finally, community financing often relies on user fees to generate a portion of revenues for  the recurrent cost, which makes it vulnerable to many of the problems discussed in the section of this paper on user fees.  The poorest people in the community still would not have access to health services and drugs when the price exceeds their capacity to pay.

Box 4.  Community Financing: Indonesia’s Dena Sehat

Since the 1970s, Indonesia has promoted community-based health funds called Dena Sehat.  These primarily rural health funds range in scale from small village-based funds collecting 5 cents a month from 50 households, to professionally-managed district-level health funds covering thousands of households and employing several full-time staff members.  Financing relies primarily on collection of premiums from members, often supplemented by government subsidies and funds from cooperative agriculture, handicrafts, or money lending.  These moneys assure members access to a basic benefit package of health care services.  

Dena Sehat schemes are premised on the broader Indonesian policy of promoting community health maintenance assurance with the goals of universal coverage, social equity, capitation payment systems, emphasis on prevention, both public and private provision, and quality assurance. Through creative government initiative that systematically emphasizes community involvement, authorities have been able to double the population covered by Dena Sehat from 6 million in 1988 to 12 million in 1994, representing 13% of Indonesian villages.

The central feature of Dena Sehat is community involvement, supervised and monitored by local authorities.  A Dena Sehat is run by the community itself through such institutions as the “family welfare movement,” the village cooperative, and religious organizations.

The government plays an enabling role in the establishment of Dena Sehat.  Usually government officials initiate the process by organizing meetings between health providers, local authorities, religious sectors, and key persons in the community, including community-wide meetings. The next step generally is a community self survey.   Government officials help to train surveyors as well as assist with analysis and presentation of the results to the community.

A second round of community meetings is then facilitated by government authorities. The goals is to reach a reasonably informed and community-wide choice of health package and to commit, as a community, to its implementation.  A government technical assistance team presents a pre-calculated menu of health care benefit designs and their financing requirements.  Community members then choose the services to be covered by the fund, balancing their needs against their ability and willingness to finance the package.  Poor rural communities often choose a package of basic outpatient and curative care, combined with free preventive services.  The community also chooses teams to be responsible for managing and overseeing implementation of the Dena Sehat. 

Many communities have completed these preliminaries and initiated the Dena Sehat in a period of about six months.  Thereafter, continued government supervision and monitoring, combined with monthly or bimonthly community meetings, guide fund management.  Usually at the close of the fund’s first year, a community self assessment is conducted to evaluate and improve the fund.

This systematic process of establishing and sustaining Dena Sehat relies on community involvement and government promotion of it, encouraging a community to take an active role in assuring access to health care for all community members.

V.  How Does a Nation Decide on a Health Care Financing Policy?

Health care financing policy is a means to an end and thus dependent on what ends are to be achieved.  A society must decide what goals they are trying to reach with health care financing policy.  Without goals any policy will do.  This concept is summed up vividly in a dialogue between the Cheshire Cat and Alice in the children’s novel Alice in Wonderland:


A:
“Would you tell me please , which way I ought to go from here?”


CC: 
“That depends a good deal on where you want to get to” 


A:
“I don’t much (know) where-”


CC:
“Then it doesn’t much matter which way you go.” 
(LG Carroll)

The criteria a nation uses  to select the appropriate method of health care financing tends to be focused on the ability (or perceived ability) of a  method to achieve six key objectives:  capacity to generate revenue, equity, risk pooling, efficiency, quality and sustainability.  Unfortunately, it is impossible to optimize all of these objectives;  countries must make trade-offs between the six objectives.   The policy choice depends heavily on the social values embraced by the public and the political power structure and process in the nation.  The politics determines what trade-offs are acceptable.

We discuss these major objectives below.  

A. Capacity to Raise Revenue
A major objective in deciding on a health care financing method pertains to its ability to mobilize additional financial resources for health care.  In low-income countries, the ability for the government to collect general taxes seems to be severely limited.  Often, there is little capacity for the government to increase its total tax revenue or to re-allocate more funds for health care.  Earmark taxes, (e.g., cigarette and alcohol taxes) are more promising.  Social insurance, financed by wage taxes has greater capacity to raise additional revenues.  However, that is limited to the workers who are employed in the formal sector.  Empirical evidence shows user fees have not been a major source of revenue for public facilities.  When community financing can be organized and managed well, it seems to have the capacity to mobilize significant amounts of new funds and to improve efficiency and quality of health care provision.  

B.  Equity 

Achieving equity is a goal pursued by policy-makers across the spectrum nations. But what is equity? How should it be defined? And how is it to be measured? Answers to these questions are far from self-evident. Furthermore, implementing the principle of equity into health care programs has been fraught with practical difficulties, including the lack of financial resources.  

There is much disagreement among academics and policy-makers over the meaning of equity.  Not everyone takes the view that equity is about equality. Sometimes equity objectives are expressed in terms of  equality but at other times may be specified in minimum standards (LeGrand and Robinson 1984).   Moreover, distributional issues and equity are not as one and the same.  Equity is a concept based on social justice derived from egalitarianism, and it is not a matter of individual preferences. Egalitarians emphasize fraternity or solidarity -- collectivist philosophy of social justice which means people have certain “positive” rights such as the right to health care.  This is different from altruistic motive which leads people to prefer equity in health care and display willingness to sacrifice their own resources to achieve it.  Under altruism we may still attain Pareto optimum redistribution.

Philosophy aside, studies on equity in health care usually focus on three components: equity in financing of health care, equity in provision and equity of outcome. For the sake of clarity, we will briefly discuss each of the three components below.

1. Equity in Financing  

In contrast to equity in delivery of health care, studies of equity in the finance of health care without exception begin with the premise that health care ought to be financed according to ability to pay.

Equity in finance of health care can be examined in three ways:  vertical, horizontal and intergenerational as used in the public finance literature.  Vertical equity addresses the issue of progressivity in finance -- payment according to ability to pay.  Horizontal equity addresses the question of equal treatment of equals,  denoting an equalization of the burden or the risk.   Both interpretations require a definition of "ability to pay". Should this be measured by income? By income plus imputed income from physical assets such as the family's house?  The latter may be preferable; however, data limitations meant that the former has been used in the empirical work in most studies to date. Intergenerational equity examines both cost (contributions paid) and benefit of different age cohorts.

Vertical Equity:  The concept of vertical equity in financing is based on the principle of “equal sacrifice” in utility.  Since the marginal utility of income declines as income rises, this principle calls for higher tax rates on higher incomes in order to ensure that the reduction in utility of the payers is equal.  In addressing the issue of vertical equity, consideration must be given to the precise form that the differential treatment of unequals should take. A progressive system is one in which health care payments rise as a proportion of income as income rises, whereas a regressive system is one in which payments fall as a proportion of income as income rises. A proportional system is one in which health care payments account for the same proportion of income for everyone, regardless of their income.

Previous work on progressivity in the financing of health care has been based on tabulations of health care payments by various income groups. Measuring the progressivity of health care financing systems, therefore, requires household-level data on pre-tax income and health care payments, with the latter usually broken down into: (1) taxation; (2) social insurance contributions; (3) private insurance premiums; (4) out-of-pocket payments. At best they can indicate whether a system is progressive, regressive, or proportional. A more illuminating approach to assessing the progressivity of health care financing systems is to employ progressivity indices (Wagstaff et al., 1989). A variety of such indices have been proposed in the literature on tax progressivity (Lambert, 1989). Two such indices (those of Kakwani (1977) and Suits (1977)) have been employed in studies of the equity issues in high-income countries (Wagstaff et al, 1992), but have as yet not been applied to the studies of middle- or low-income countries. 

Horizontal equity:  Horizontal equity is defined in terms of the extent to which those of equal ability to pay actually making equal payments, regardless of, for example, gender, marital status, occupation, place of residence. In practice this implies that the differential risk of illness among different groups should be considered when designing finance systems.  Mooney (1987) provides a concise hierarchy of horizontal equity goals that might be attempted through budgetary allocations.  Horizontal inequity might arise for a number of reasons.   In a tax-funded system, horizontal inequity could occur through anomalies in the personal income tax system (e.g., certain tax relief). In a mandated social insurance system, different occupational groups may be eligible for different health insurance schemes or may face different contribution schedules. Although horizontal equity appears to be regarded by policy-makers in some developed economies as an important issue in the finance of health care (Hurst, 1991), it does not seem to concern health planners in developing economies.

2. Equity in Provision of Health Care  

Culyer and Wagstaff (1993:431-457) propose that equity in health care  “entail distributing  care in such a way as to get as close as is feasible to an equal distribution of health.” Equity in the delivery of health care is generally set on the premise that health care should be distributed according to need rather than willingness and ability to pay. 

Most studies of equity in the delivery of health care have been based on the concept of horizontal equity.  Horizontal equity is taken in this context to mean that people in equal need of health care should receive the same treatment regardless of their income. Most empirical work in this area has been to establish the extent to which this principle of horizontal  equity has been violated.  Such an assessment involves a complex set of issues.  There are many factors which influence the degree to which care is needed.  For one thing, illness is not a perfect proxy for need as some people who are ill cannot be helped by health services.  While it is assumed in most analyses of equity of delivery (given available data) that those in different degrees of ill health have different medical needs and that those in the same state of ill health have the same need , this is not necessarily the case.  There are also cost variations in accessing services.  These include travel costs and waiting times, all of which may vary with income, and with type of delivery system, as do the effects of these costs.

Vertical equity in the provision of care can be interpreted as amount of health care those in greater need receive as compared with the amount of health care those of less need receive.  It is much more problematic to measure and appropriately interpret and less informative than horizontal equity.  It raises the question “what is the precise form that the differential treatment of unequals should take? --Should the relationship between need and treatment be proportional?”(Van Doorslaer, Wagstaff, and Rutten 1993)   

3.  Equity of Health Outcomes
Equity in outcome suggests that all to have the same level of healthiness regardless of income, location, race and other factors.  This entails that the equity or inequity of a system be judged by the level of illness/death among different groups of people (region, income, occupation, race, etc.) rather than access to care. Wagstaff and Van Doorslaer write that it is “difficult to rationalize a concern about the distribution of medical care other than in terms of  a concern about the distribution of health itself.” (1993:49)  Sen’s (1987:36-37) focus on "capabilities" (the "real opportunities you have regarding the life you may lead") suggests that the guiding principle of equity be "equality of capabilities"; that people should have access to health care whenever these services can improve their capabilities equally on the margin.  

C.  Risk Pooling

The probability is very small for an individual to suffer from a major accident or disease which requires large financial expenditures.  These small probabilities also vary by age and sex.  In order to pool these risks of catastrophic losses, the risk pool must be sufficiently large.  Actuarial calculations show that a minimum group size of more than 5,000 people may be stable enough for the law of large numbers to work and the financial losses can be predictable with reasonable variance.  Ideally, the group size should be close to 10,000 lives.  When the risk pool is small, various insurance devices can be used to stabilize the expected financial loss.  But these insurance devices, such as stop-loss insurance and re-insurance are usually only available in high-income countries.  

D.  Efficiency

The problem of limited public resources for social development in many developing nations such as in Sub-Saharan Africa and China  has stimulated a search for policies that can attain a twin goal of reducing pressure on the public budget, while sustaining the momentum for social improvement.  Given the limited resources available for health, it is imperative to raise and use resources as efficiently as possible.  Inequitable distribution of available funds, insufficient coordination between different sources of financing, and inadequate attention to cost and efficiency aspects are identified as some of the major problems of health sector financing in developing countries.  Resource allocation decisions have in the past been inefficient and inequitable and are now reflected in an emphasis on expensive urban and hospital-based curative care which is not directed at the major causes of ill health.

There are  three related but different aspects of the concept of efficiency:  efficiency in raising finance, efficiency in public finance, efficiency in provisions of health care. Below we briefly summarize these.

1.  Efficiency in Financing
There are several important considerations in terms of raising finance in general.  They are:

· Excess burden.  -When the government imposes taxes to finance the purchase of goods and to pay public employees, the total burden may exceed the revenue collected because an efficiency loss, i.e., excess burden (see Box 5).  For example, when income tax is levied, it reduces the net income to the workers.  They may reduce the number of hours they would work.  The nation has less labor supply and the total economic production may decrease.  Excess burden (also called deadweight loss, or efficiency cost) measures the difference between the total loss of economic welfare of a tax as it is actually imposed and the loss which would result if the same tax revenue had been collected without distorting economic decisions in the private sector (Musgrave & Musgrave, 1989).  Excess burden results as a by-product of providing public services, since taxes are needed to pay for them.  The efficiency loss for the economy arising from excess burden could be significant.

Different forms of tax produce different levels of excess burden.  Only one form of tax -- a lump-sum tax which is unrelated to economic activity, does not generate excess burden.  However,  it is unacceptable on equity grounds. Equitable taxation based on economic activity (such as income, consumption, or wealth) inevitably interferes with economic choice, thereby, causing an excess burden.  Thus, it is a challenge to government to find an optimal taxation so as to minimize excess burden, while simultaneously pursuing a high standard of equity.



· Administrative cost and net yield of a source of finance.  -The net resources available for the purposes of health care services consist of total revenue minus the administrative and other costs of collection;  most of the administrative efficiency concerns refer to the difference between the gross and the net yield of a source of finance.

· Actual  versus targeted yields.  -Administrative corruption or tax evasion on the part of those liable for taxation or fees may reduce the actual yield much below its targeted yield (e.g. income tax, user fees).

· Flexibility.  -Freedom and flexibility in the management of funds are important, since excessively stringent reporting requirements can increase administrative costs, while restrictions on the allocation of funds between expenditure categories can cause inefficiencies in the delivery of services. The public sector sources and external sources are typically less flexible than private sector sources in this respect.

2.  Efficiency in the Provision of Health Care Services
Economists and policy makers have focused on the demand side of the health care system.  However, the utilization of health care resources is largely determined by the supply-side market.  Supply-side measures designed to encourage efficiency and equity are therefore important prerequisites for the overall success of a health care system.  

Efficiency in the provision of health care can generally be divided into two categories:  allocative efficiency and production efficiency.

Allocative efficiency:  Increased attention is being given to the study of how to achieve a socially optimal allocation of resources, i.e. economic analysis of how to allocate resources between alternative health activities.  Allocative efficiency deals with how to allocate limited resources to  programs which will result in the highest benefit.  In heath care, allocative efficiency involves determining which inputs can achieve a particular improved level of output (health status) with the least cost.  This implies that, in the health care sector, one should attempt to reallocate resources from the most costly services (especially tertiary hospitals and other specialized institutions) to basic health services including prevention, such as immunization, vector control and health education.

Production efficiency, also termed technical efficiency, refers to the relationship between input and output.  Whatever combination of inputs is used, it should produce maximum feasible output.   Production efficiency asks the question: "Given that some activity is worth doing, what is the best way of doing it?" Therefore, production efficiency may be interpreted as the pursuit of maximum output for a given level of resources or minimum cost for a given level of output.   

E.   Sustainability

Sustainability has been narrowly defined as "the ability of the system to produce benefits valued sufficiently by users and stakeholders to ensure enough resources to continue activities with long-term benefits. Stafanini and Ruck (1991/92) give a broader definition of sustainability;  "a program or project is sustainable if through the services it delivers, outputs are delivered which both the local and national community value to such an extent that they are prepared to provide time, resources, and political support to sustain them so that longer term outcomes may be achieved.“

The literature identifies the “main components" required to achieve sustainable development as: financial sustainability, political sustainability, and organizational/managerial sustainability.  The term "sustainability" is used in slightly different ways in relation to these different aspects.

· Financial sustainability:   The decline of  low-income  nation’s  economies   in    the 1980s led to economic structural adjustments, declining donor assistance, and a decrease in government spending on health.  Maintaining stable financing for health care in the presence of uncertainty or cyclical fluctuations has become a vitally important consideration.  


Recently there has been greater emphasis on creating health care financing systems which can sustain themselves without external contributions. The issue of financial sustainability is closely tied to concerns about cost escalation and affordability for the low-income population.  Efforts such as social or voluntary private health insurance and the Bamako Initiative, a form of community financing launched in 1987, have been expanding to achieve sustainable systems.  While these mechanisms have been somewhat successful in achieving sustainability, they have been criticized by NGOs, academic institutions and multilateral organizations for having  some unintended consequences including adversely affecting access by the poor and unfairly increasing the economic burden carried by the patients.

· Political Sustainability:  Politics determines the amount of general taxes available and how it can be used for health care.  These decisions depend on the stability of the government and how long the leaders  remain in office.  In low-income countries some programs are supported by foreign donors or foreign loans. International politics influences how stable these funds might be.  Many worthy health programs were not sustained because of political changes, domestically or internationally.

Organizational Sustainability:  While  adequate  financial  support is  the  necessary foundation for a sustainable health care system, the success of a health program also depends on its organization. Organizational sustainability depends on such factors as changes of political and market forces, managerial and technical capabilities, and trained health professionals.


Recent literature on organization and management  has proposed the need to integrate different organizational theories. (Bolman & Deal 1991).  This literature argues the need to integrate the structural, human resource, political, and symbolic frame in analyzing different aspects of the life of an organization.  A practical guide on "Using the open system model" (Harrison 1987) also integrates multiple dimensions of the organization (purposes, culture, behavior, processes, technology, and structure) in this model.  

F.   Quality 

Quality of services provided is a central concern to patients.  Health care provision is subject to financial constraints and thus influenced by the financing methods.  It is obvious that a financing system which generates inadequate resources for the health sector has a negative impact on the quality of health care. It is less obvious that a financing system which pumps generous resources into the health care system and  does not impose any effective financial constraints on patients or providers may also have a negative impact on quality. For example, while the comprehensive insurance coverage and open-ended fee-for-service payment method are credited with the rapid development and diffusion of new  medical technology in the USA, adverse health outcomes have occurred as a result of the overuse of some technology.

"Quality of care" is an elusive concept to define.  As recently as 1990, Reerink (1990) asked whether the task was “mission impossible”.  Donabedian, whose work has directed much of the thinking in the effort to define quality of care developed the now standard method of determining quality by examining the structure, process, and outcomes of medical treatments.  But problems arose with the application of this methodology for examining quality of health care.  The structure, process, and outcome framework was developed to examine discrete medical procedures and is more appropriate for the development of clinical standards than for the assessment of health care organizations and systems with complex components.  

Donebedian also linked the concept of quality of care to an assessment process in which "quality of care is the extent to which actual care is in conformity with pre-set criteria for good care."   Drawing on the work of Freeborn and Greenlick, Williamson, and others, Donabedian included accessibility, continuity, and efficiency in his definition of quality.  He also included effectiveness and created categories: technical care, management of interpersonal care, and amenities of care (1980) in which effectiveness could be judged. 

Criteria for quality have more commonly been developed with only individuals in mind rather than of public and community health care. Reerink (1990) points out that most current methods for measuring the quality of care often focus on issues that may not be significant in low-income countries. It is important to be aware of the inexact match between the current framework for measuring quality in the USA and Western European nations and the situation in many nations around the world which do not even  have accreditation procedure for their hospitals and specialists.

Quality of care does not mean the same thing for users, health care providers, and policy makers.  For example, the definition of technical care given by health care professionals is inconsistent with that given by the public (beyond the confines of drug availability).  Thus, it’s unlikely that one measurement of quality can serve the different parties.

· Patient’s Assessment:  For   patients,   quality  of care  is  the  focus  of  attention.   User perceptions are important because their perception of quality is one of the most important determinants in choosing a provider and in willingness to pay. In many nations, especially in Africa, the overriding factor in users' opinions is the availability of drugs.  Conflicts between the interests of the villagers and the village health workers are often reported in the literature.  The villagers' expectation of curative services often cannot be met by the village health worker because of inadequate stocks of medicines.  For example, Verheul (1991) describes the preference of the population in Benin for injections, a preference that cannot be met by the village health workers because of a lack of supplies.  This situation causes dissatisfaction among the villagers and a perception of low quality care.  This perception then leads to a decreasing demand for public sector services.

Patient’s perceptions of quality go much beyond the technical elements.  The Bamako Initiative explored the issue of user perception of care and its effect on utilization.   Where drugs and supplies were available, user's perception of quality had to do with perceived effectiveness of the treatment, convenience, and quality of patient-provider relationship.  In some cases the villagers complained of rude staff, lack of respect and dialogue, long waiting time, and having to bribe staff to receive treatment,  instead of about the technical elements of their care (McPake et al, 1993).

· Provider’s assessment:   In  contrast to users of services, providers  perceive technical quality of services as related to training and organizational structure.  The criteria used by providers to assess quality differ greatly from those of  patient’s. (Korte et al, 1992)

For instance, Knippenberg et al developed a methodology for monitoring Bamako Initiative activities through the use of an "effective coverage" rate.  The methodology is an assessment of professionally-defined indicators of quality and an identification of management interventions.  As a result of only having providers determine the criteria, the method left out many aspects of quality that are significant to patients. 

A common strategy adopted for improving quality involves decentralizing the control and management of health facilities.  However, the potential benefits of decentralization have often been hampered by lack of trained and motivated personnel, and supervision structures.  Such deficiencies and, possibly, constraints within the organization of the services have reduced the quality of care, which has a negative effect on utilization and as a result, cost recovery is reduced.

The influence of users on technical quality through community co-management can be determined by examining community participation, quality, and organizational capacity issues.  Again, the difference between professionally and user defined technical quality and the public needs requires further elaboration.  

Deficiencies in quality of care are often poorly documented and documentation of attempts at improvement are worse.  Select studies have focused on cost or the evaluation of technical care, such as therapeutic accuracy; but few studies have focused on the overall pattern of service delivery. 

VI.  Organization of Provision

How a nation structures its system of payment and delivery of health care can have an enormous effect on the behavior of the key actors in the system, including patients, hospital administrators, physicians, pharmacists, and insurance objectives.  The behaviors of these actors are constrained and motivated by the structure of the system and its incentives, and their behavioral reactions determine health care outcomes.  

Financing of health care cannot be treated in isolation from the organization of delivery and payment mechanisms. In high-income nations the debate in the past was focused on which financing method to use for health care, and most of them have now adopted either a social insurance scheme or general tax financed insurance.  However, these nations learned that insurance financing lessens the economic constraints on both patients and providers, which can cause rapid inflation of health expenditures. Increasingly the debate is on which system of financing/payment/delivery organization is more effective to control health expenditure inflation.  When the financing and payment systems are not systematically linked and coordinated, it can lead to rapid inflation of health care costs and decline in quality of services.  Furthermore, organization and management of providers affects both the availability and quality of services provided and the productive efficiency.

Several elements of organization seems to determine the performance of efficiency and quality.  They include centralization versus de-centralization of the system, ownership of the financing or provider organization (public, parastatal, private non-profit, private for profit), vertical integration of health services, and integration of financing and provision.  

Various models of financing and provision of health service have been adopted by different nations.  We summarize them in Table 4.  Under most financing approaches patients have a choice of providers.  Two exceptions are:  the general tax revenue financed/ targeting funds to public facilities and social insurance/ direct provision.  In either case the funding agencies also organize, control, and manage the providers.  Experience shows that these forms of combining together the financing and providers organizations seem to have a significant negative impact on efficiency and quality when they are managed by the government or parastatal agencies.  

Under general tax financing, most low income countries target their tax funds only to government owned and managed hospitals by directly allocating an annual budget to the hospitals.  Then the hospitals are managed under a set of bureaucratic rules. Global evidence shows that this model suffers from inefficiency and is unresponsive to patients’ demands.  Often strong civil service unions are organized by the hospital workers and medical professionals and these public hospitals promote more the interests of the staff rather than for the patients (e.g., Ecuador, Colombia, Mexico, Cyprus, U.K., Sweden).   As a result, many countries are restructuring the organization of their public hospitals by separating financing from provision. Under this scheme the government targets its tax revenue to the patients (i.e. the money follows the patient), and the hospital’s revenue depends on how many patients choose that hospital.   The government hospitals were reorganized as autonomous organizations called ‘public trusts’, managed by their own board.  

The world wide experience seems to show that it works better if  choice and the purchasing power are placed in the hands of the patients rather than in a bureaucratic agency.  When patients have a choice of providers, it forces the providers to compete.   Competition may enhance technical efficiency because hospitals needs to minimize their costs in order to compete on price.  Furthermore, the providers have to compete for patients on quality of services.  In theory this strategy seems to be sound.  However, in practice hospitals most often compete for the ‘good’ doctors, rather than compete directly for patients.   Patients usually follow the doctors.  Hence, hospitals purchase expensive equipment and install laboratories, provide more supporting staff, give high compensation and many privileges to physicians in order to attract them.  As a result, the cost of health care escalates (e.g., Singapore).   Now we have learned that under any insurance scheme, when patients can select their own specialists and hospitals, there has to be supply-side control on new technology and the number of specialists (e.g., Canada).  Alternatively, there has to be a gatekeeper (e.g., GP Fundholder) or an organized intermediary such as the managed care organizations in the USA.  

In low and middle income countries we observe generally that the quality of services improves as patients have a choice of providers.  However that is not a sufficient condition.  The funding must be adequate to support a reasonable supply of staff and drugs, along with good management.
Table 4. Topology of Various Systems of Financing and Delivery Organization

	Financing: 


	General Revenue
 Targeting funds to:


	National Health

      Insurance
	    Social Insurance:
	Private Insurance
	  Self Pay

	
	Facilities
	Class of service
	Poor 

Population
	
	Direct Provision
	Indirect Provision


	
	

	Provision:

	
	
	
	
	
	
	
	

	Government Providers
	      X*
	     X
	         X
	           X
	       X
	      X
	         X
	       X



	Non-Government

Providers


	
	
	         X
	           X
	
	      X
	         X
	      X




*Patients may have to pay user fees, supplies, or under-the-table payments.

By: William C. Hsiao, ‘97

In most low-income countries, the government tax revenue is severely limited and funds allocated for health have to compete with other national priorities.  Limited resources may mean the health services have to be rationed by waiting lines, no choice of doctors, few good drugs, and /or poor comfort and amenities.  As a result, the middle-class population such as civil servants and formal sector workers demand a separate and better financed system that offers a higher quality of services.  They often demand a separate social insurance plan and where a larger amount per person was paid for health care.  Moreover, the affluent people who can afford to pay may not be satisfied with the quality of the services offered by either the tax funded or social insurance funded services.  They seek their services from private hospitals  and practitioners who offer greater convenience and perhaps higher quality.  In many countries the affluent people demand  private insurance to finance their health services provided by private sector.  Figure 5 gives a crude depiction of most frequent relationship how the quality of services varies with the financing methods.  

VII.  Stages in the Development of Health Care Financing Systems

Figure 5 also shows how the financing systems progress with the economic development of a nation.   In the low-income countries tax funds usually finance 40-60% of the total health expenditures, 10-15% financed by social insurance (most likely covering civil servants) and 40-50% from the patients’ direct out-of-pocket payments.  Private insurance is negligible or non-existent.  As a country industrializes and its per capita income grows, social insurance usually expands because the number of workers in the formal sector grows.  Private insurance began to emerge but plays a very small role.  The major portion of the total national health expenditures is still financed by tax funds or patients’ direct payments.  This general description applies to most low-income and middle-income nations.  The difference comes from the relative proportion of total health expenditures financed from general revenue and direct out-of-pocket.

The most dramatic transformation of health care financing occurs when a nation moves from middle-income to high-income.  At the higher levels of economic development, a nation’s taxing capacity and its ability to collect the taxes grow.  The government has greater fiscal capacity to achieve the social and economic goals of the people.  Several models of health care financing/organization emerge (shown in Figure 5).  The Bismarckian model is the  most prevalent one.  It is a natural development by expanding the social insurance that already exists in a nation to cover all the workers and self-employed.  Meanwhile the government would fund the premiums for the poor and unemployed.  The affluent population may continue to be insured through private insurance.  

Other models, National Health Service, the National Health Insurance and Medisave, come from deliberate government policies.  U.K. and some affluent commonwealth nations established the national health service after W.W.II.  The hardship and suffering endured during and immediately after the War by all united the people.  Social class distinctions were vastly reduced and politics changed.  Nations thrust forward national health service or universal insurance as a means of promoting equity in health.  

The national health insurance model (e.g. Canada) emerged twenty years later (in the late 1960s).  Benefiting from the experience of European nations and constrained  by its political and economic structure, Canada decided to establish a universal health insurance scheme jointly financed by the general revenue of  federal and provincial governments, a small portion of funding came from wage tax.  Patients had free choice of providers.  

Singapore implemented its Medisave scheme in 1983.  It was strongly influenced by the prevalent economic view then that excess demand by patients was the principal cause of health cost inflation.  Singapore built on its cultural heritage of “self-reliance” and created a compulsory individual savings scheme for payment of hospital costs.  The government nonetheless, continued to subsidize a major share of the total health expenditure.  However, the tax funds were targeted to subsidize public polyclinics and “C” class services in public hospitals.  Patients can choose their provider and class of service.  When patients go to private sector providers or  “A” class services in public hospitals, they have to pay the full cost.  The Medisave savings fund can be used only to pay for hospital care.  Subsequently, Singapore found funds accumulated by individuals in Medisave accounts were inadequate to pay for major hospitalization costs in higher-class services.  Thus in 1991, Singapore established a public catastrophic insurance and consumers pay the premium from their funds in the Medisave account.  When patients choose to go to private sector clinics for outpatient services, the patients have to pay the full charge out-of-pocket.  When patients choose private sector hospitals or a higher class of beds in public hospitals, patients have to pay a high deductible amount then the catastrophic insurance pays the remainder (patients pay a coinsurance above the deductible).

World War II also was a crucial event in determining the health care financing approach for the USA  A wage freeze was imposed during the war years.  Yet, employers had to compete for workers in a situation where there was a labor shortage.  Consequently, employers offered non-cash compensations such as generous insurance and other fringe benefits to attract workers.   Employment-based private insurance flourished.  Once established, private health insurance industry became a powerful economic and political force.  

Now among the high-income nations, only the USA continues with its voluntary private insurance approach, resulted from its strong vested interest group politics and powerful medical and insurance lobbies.  There is no universal coverage nor standard basic benefit package of services for everyone.  Private insurance covers those who are employed by larger firms and the high-income self-employed professionals.  The burden for insuring the elderly, disabled, and the poor was left for the government.  Yet, 15% of the American people, mostly lower-income persons, remain uninsured.



 

Required readings: 

Hsiao, William C.  (1995).  “Medical Savings Accounts: Lessons from Singapore,”  Health Affairs  (Summer 1995), pp.260-266.

Yip, Winnie C., and William C. Hsiao.  (1997).  “Medical Savings Accounts: Lessons from the People’s Republic of China.”  Forthcoming in Health Affairs.

VIII.  Payment Mechanisms

Payment mechanisms determine the amount and flow of money from a third party payer and/or a patient, to providers of care in exchange for services. The type of payment method used defines financial incentives and who bears the risk.  Payment, along with financing and the organization of provision, affect the equity, efficiency, quality and sustainability of a health care system. When higher rates are paid for curative medicine, the incentive structure tilts in that direction, drawing medical professionals and capital investment to these services. If the payment rate tilts in favor of primary care and prevention, resources swings in that direction. Thus payment rates determine resource allocation and use.


A payment mechanism defines both the unit or combination of services for which a provider is paid and the amount to be paid for services provided. “The unit or combination of services for which payment is commonly made can vary greatly, ranging from all the services rendered by a provider over a given period of time (e.g. a month of salary) , to single acts performed by a professional (e.g. an injection under a fee-for-service payment mechanism).  Prices can be implicitly or explicitly negotiated between payers and providers, or can be set by administrators.  Prices may be cost related or maybe “customary” charges made by providers.  In other cases they may reflect policy intentions such as the intention to deter people from using the service or encourage them to do so.” (WHO 1993).

The payment system establishes the crucial incentive structure to the providers, and provides the economic motivational force in medical decisions.  The basis of payment influences efficiency and quality.  

Hospitals can be paid on the basis of fee-for-service, per diem, per admission, per DRG, or prospective budget.  Physicians can be paid on the basis of fee-for-service, capitation, or salary. These payment mechanisms are rarely applied alone but rather two or more forms are combined and tailored to a specific health care delivery and financing system.

Each of these different methods of payment imply different incentives for providers and the method also shifts the financial risk to different actors in the system.   Because patients do not have adequate knowledge of what is the appropriate service and/or level of care for a given illness, providers can affect the quantity and intensity of services given.  Their medical decisions are strongly influenced by their financial and professional interests not solely the interests of the patient.  For example, hospitals and physicians have an incentive to deliver more units of service under a fee-for-service system, regardless of their medical necessity.  When hospitals are paid on a planned or actual number of beds occupied, they have an incentive to keep their beds fully occupied by increasing the patient length of stay in the hospital. When physicians are paid a salary, they have an incentive to see as few patients as possible, and this may result in waiting lines.

Payment mechanisms shift the risk of the cost of treatment between patient and provider who bears the financial risk.  Payment mechanisms that pay providers according to each unit of service give providers incentives to increase the units of service provided.  Conversely, a payment method which makes the provider bear the financial risk gives the provider incentive to minimize units of service.  Each of the different payment mechanisms defines a particular set of incentives and risks for providers and patients (or insurer).

IX.  Evaluation of the Major Financing and Organization Systems in High-Income Nations


Table 5 presents an evaluation of the most prevalent models of health care financing and organization adopted by high-income nations.  We give a brief description of each model then the evaluation.

A.  Government Financing

1. General tax (central government),  targeting public providers
Under this scheme the locus of power rests with the central government where the nation's political process determines how the resources will be allocated, for what, and to whom.  

The government directly owns, operates, and manages the facilities.  Physicians may be salaried employees.  Sometimes only specialists are employed by the hospitals, while primary care physicians receive their compensation through capitation, (such as in the U.K. before 1990).  This approach provides the greatest amount of integration between financing, payment, and organization of delivery.  

2. General tax (local government), targeting public providers 

Sweden exemplifies nations that use the general tax approach but decentralize the responsibility to the regional government.  In Sweden, the county government provides financing and delivery of health services to its residents.  The Swedish approach has sometimes been referred to as "direct democracy"
 since local tax is linked to a highly visible local service.  Thus, people can compare their tax payments to the benefits they receive.  Under this system, the locus of power rests with the county government and there is a check and balance on the government through a community-based democracy.  

Under the Swedish system, hospitals are owned and managed by the county government.  Most physicians are salaried by the hospitals but others practice as independent entrepreneurs, paid on a fee-for-service basis.   Since the late 1980s Sweden has introduced internal markets in order to improve efficiency and quality of services.  Now the patients have greater choice of physicians and physicians can choose to which hospital they send their patients.  

3.  General tax, targeting class of service
This approach decentralizes the locus of power and places it in the hands of the patients who can choose the provider and the class of service.  Higher-income people who can and are willing to pay higher prices have wider choices and many would choose private sector providers.  The demand for expensive curative medical services by these privately insured people usually dominates resource allocation and causes expenditure inflation.  Over time, public hospitals deteriorate due to the lack of universal support.  Senior physicians may limit the hours they will treat public patients so that they can devote more of their time to their private practice from which physicians can charge a high fee.  Eventually, health care becomes a two-tiered system with rapid inflation due to lack of adequate market constraints on the private sector.  

4.  National Health Insurance   

Canada is the best known nation with NHI which is financed jointly by the federal and provincial governments.  The federal government provides a fixed sum to each province for health care.  The provincial government has to use its own tax revenues to finance the balance of health care cost.  Hence, the provinces have strong self-interest to control cost at an affordable level.  Unlike the UK, Canada takes a different approach on the payment and organization of services. The patients have the freedom to choose any specialist or hospital.  Canada has a mixture of public and private hospitals and its physicians practice as independent entrepreneurs and receive payments on a fee-for-service basis.  However, to control resource allocation and health expenditure inflation, Canada uses a single source payment with a global budget.  Canada also controls the supply of new technology and number of physicians.

B.  Social Insurance 

C. Patchwork Financing 

Some nations rely on voluntary private insurance (e.g., USA and South Africa).  Under this scheme an insurance market develops for those who can pay and are willing to pay for insurance, and for the ease of enrolling buyers and reduce adverse selection, most of the insurance is offered through the place of employment.  Individual insurance is offered to those who pass the medical underwriting.  Profit motive and market competition among insurers encourage insurance plans to select good risks to insure and reject the high-risk populations.  As a result, the elderly, disabled, the poor and partially employed and unemployed people were left uninsured.  The government may have to finance the health care for those who are not insured. 

According to its advocates the society’s social welfare would be maximized through this voluntary insurance approach to health care financing. People buy insurance according to their own preference.  The free choice promotes competition among private insurance plans.  Plans will develop  a variety of benefit packages and delivery arrangements to meet the consumers' preferences.  Consumer demand will force insurance plans and HMO's to compete on price.  The insurance plans, in turn, will pressure providers into delivering the highest quality of care at the minimum cost. Therefore the system will operate efficiently. This theory, however, has not been borne out by the facts.

Several barriers impede the working of  market competition in health insurance.  First, adverse selection by consumers and risk selection by the insurers make it difficult to establish effective competition among insurance plans.  Second, the strength of professional dominance by physicians over medical decisions  was much stronger than the forces on the demand side.  Often physicians and hospitals have the market power to set prices and influence the volume of services.  Over the past decades, the USA has experienced rapid  health care cost inflation.  As a result, the USA has abandoned the free market competition approach and turned to the Managed Care Model.  Under this model, insurance buyers are organized into purchaser alliances to establish greater market power to bargain with insurance plans and managed care organizations.  In order to compete on price and quality of services, the managed care organizations have to negotiate and control prices and utilization of providers, and manage the services given.  Whether the managed care approach can contain the overall health cost inflation in the long-run remains to be proven.

D.  PRIVATE 
An Assessment of the Alternatives of Financing and Delivery Organization

Table 5 summarizes our assessment of the relative equity and efficiency of the various alternative methods of financing , payment and delivery organization used by select affluent countries.  We give a brief description of each.

1.  Universal coverage

The experience of the United States illustrates that universal coverage cannot be achieved through a free market alone. Price competition in an insurance market, along with adverse selection, drives insurance firms to insure the most healthy people. Most of the elderly, disabled, and sick are left uncovered. At the same time, young adults and healthy people may not want to purchase insurance. If they do, they want their risks to be pooled separately so that they can pay the lowest premium. Furthermore, the poor cannot afford the insurance costs. The result of these market forces leaves a large portion of the population uninsured.

Affluent nations have demonstrated that universal coverage can only be attained through compulsory programs. The government can use a general tax or government‑run social insurance to cover everyone, or it can mandate that all citizens should enroll in a public or private insurance plan and provide premium subsidies for the poor and high‑risk populations such as the elderly and disabled.

2.  Equal Access
Universal coverage does not ensure reasonably equal access to health care by all citizens. Equal access can only be achieved through a fairly even distribution of health facilities and health professionals across regions. The availability of health facilities depends on two factors: capital investments and the payment policy for recurrent costs and for physician services. Both factors are influenced by the locus of financial power. Market competition draws the resources to those who can pay more. Since income is not evenly distributed across communities, supply is uneven. In most nations with financing based on self‑pay or pluralistic financing, the number of physicians and hospital beds per 100,000 people can differ as much as four‑ or fivefold between rich and poor communities.

In contrast, general tax and social insurance financing places decision making in the hands of a government agency. The political process usually produces a more even distribution of capital investments across regions.

The distribution of health professionals and capital investments is also affected by payment policy. Physicians have a natural tendency to gravitate toward medical centers located in cities. If more favorable payment rates are given to urban medical services, there is an increasing concentration of hospitals, physicians, dentists, and nurses in cities.

3.  Equity in Financing
Progressivity is a fundamental equity principle in financing. For any compulsory social program, the amount that people pay in taxes should be proportional to their ability to pay.

Income tax rates are usually set to rise as a person's taxable income increases, so general tax financing is a progressive tool. Social insurance is usually financed from a payroll tax with a limit on the maximum amount of income subject to the tax, which makes it mildly regressive. Employment‑based private insurance (as in the United States, Chile and South Africa) charges high‑ or low‑paid employees the same amount, regardless of their income. Thus it is regressive.

Another equity consideration in health care financing is risk pooling. In an insurance plan, the healthy members subsidize the cost of the less healthy members. General tax financing plans or public social insurance plans pool the risks of all the people in a region or a nation. Mandated social insurance plans pool the risk of smaller population groups, such as occupational groups. Employment‑based private plans are the least equitable, because persons who can be employed full‑time tend to be the healthiest members of the population, rather than the disabled or the elderly. Therefore those people with a high health risk are not pooled and are excluded.

4.  Controlling Health Expenditures
During the past few decades, health expenditures in most nations have been rising at a faster rate than the per capita income. As governments and consumers find health expenditure taking a larger share of their income, they look for ways to control the rate of increase.

One option is to constrain the supply side. Countries such as the United Kingdom and Sweden, which use general tax financing, have successfully constrained inflation in the area of health care through the governmental budget process, where health care has to compete with other public programs. Another supply‑side approach, if services are provided indirectly, is to use the payment system to moderate inflation. High-income nations have found two such measures to be effective: a prospective global budget and incentive structure. Without a global budget with payments made through a single channel, the financing system gives providers control over price and/or volume. In addition, the system of payment system can be used to control the incentive structure of providers and thereby keep expenditures down. Hospital payment based on a per day basis, for example, encourages longer length of stay, whereas payment based on diagnosis‑related groups (DRGs) induces hospitals to discharge patients earlier. Higher payment rates for primary care services encourages physicians to supply those rather than more expensive services.

Some nations employ a demand‑side strategy to try to constrain inflation in the health care field. The United States, Korea, and Singapore have adopted this approach. Korea established a very high rate of cost‑sharing by patients (De Geynt 1991). The United States developed a more sophisticated competitive strategy known as Managed Care, attributable in large part to Alain Enthoven. Under this scheme, consumers can choose between competing insurance plans and health maintenance organizations (HMOs). At the same time, cost sharing for the consumer is increased. The strategy chosen by Singapore was to have employers and employees contribute to an individual saving fund for each employee. This savings fund, known as the Medisave plan, can only be used to pay for hospital services. Any unused balance can be bequeathed to the individual's survivors. At the time of obtaining a health service, the consumer pays 100 percent of the cost of health care by drawing on his or her Medisave fund. The empirical evidence to date suggests that the demand‑side strategies do not seem to have been effective in constraining the increases in health expenditures.

5.  Efficient Use of Resources
The extent to which resources are used efficiently depends on three factors: resource allocation, technology diffusion, and administrative efficiency.

Resources may be allocated among prevention, primary care, and curative medicine. The effectiveness of prevention and primary care as measured by cost‑benefit ratios has long been documented. Consumers, however, have not demonstrated a strong willingness to pay for prevention and primary care in comparison with curative medicine. Perhaps this is because a sick person knows for certain that he or she will personally benefit from health care and thus has a strong incentive to pay for relief from suffering. Moreover, prevention and primary care do not necessarily produce immediate benefits. These services tend to reduce the probability that a person will become ill in the future or that a minor illness will become a serious one, rather than relieving immediate suffering or remedying life‑threatening conditions.

The resource problem created by many new technologies is that they are adopted before their benefits are clearly demonstrated. Hospitals rush to install them in order to attract consumers, whose lack of medical knowledge usually leads them to choose the provider that offers the latest and most dazzling technology. Hospitals and physicians also want sophisticated technology for prestige and profit. Unless capital outlays are carefully planned, equipment and facilities may proliferate, with considerable duplication and waste.

In the area of administrative efficiency, the pluralistic or free‑choice approach incurs higher administrative costs than other financing strategies. Hospitals and clinics must prepare information and submit claims to insurance plans that have different requirements. Meanwhile, the insurance companies have to review the claims, monitor utilization, and pay for services, as well as market their product.

Equally important, the pluralistic or free‑choice method of financing cannot exert sufficient market pressure to ensure that hospitals and clinics are managed efficiently. The strategy of directly providing services in public hospitals and clinics has not proved any better, however, in large part because of political patronage and bureaucratic inefficiency. The administration of public institutions in many nations seems to be less efficient than that of private hospitals and clinics. A financing system that provides services indirectly while controlling health expenditures through a global budget seems to be capable of imposing fiscal discipline on the total system without bureaucratizing hospitals and clinics.

E.  Summary 
Experience has shown that health care has several distinct characteristics which make it different from the normal private goods and commodities.  In order to provide social protection for their citizens and/or to promote solidarity among their peoples, all high-income nations except the US explicitly organized financing for health care covering everyone.

Financing of health care cannot be treated in isolation this is another major lesson.  Financing must be integrated with payment and delivery organization to produce an effective health care system that can best achieve a nation's health care objectives, such as universal and equal access, control of health expenditure inflation at a reasonable rate, and efficient use of resources, and reasonable quality of services.  

Nations with universal coverage provide services either directly or indirectly. In the former system, patients have less choice as to provider, and the health care system frequently develops bureaucratic features.  Consequently, the efficiency and quality of services decline. The method of indirect provision offers patients more freedom of choice and fewer bureaucratic problems.

Table 5.  Assessment of Alternative Methods of Financing, Payment, and 
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Glossary

Ability-to-pay: The economic capacity of an individual or organization to offer payment, usually in money, to obtain a good or service.

Actuarially fair premium: An insurance premium charged to an individual which equals the expected losses of the individual. 

Administrative cost: The cost associated with administering a program, i.e., organization and management.  For example, the net revenue raised by a tax is less than the total revenue by the amount of administrative cost (costs of collection).

Adverse selection: A process that occurs when individuals with different expected losses are charged the same premiums, whereby those with low expected losses drop out of the insurance pool, leaving only individuals with high expected losses. In other words, individuals with high expected health expenditures are more likely to purchase insurance or to purchase a more generous insurance package than people with low expected levels of expenditures. Adverse selection can make it difficult to sustain private insurance markets. 


Allocative efficiency: The extent to which the distribution of resources results in greatest benefits.

Allocative efficiency requires that an economy provide its members with the amounts and types of goods and services that they most prefer.  In standard economic theory it occurs when resources are allocated in such a way that any change to the amounts or types of outputs currently being produced (which might make someone better off) would make someone worse off.  This is sometimes also called “Pareto efficiency” or “Pareto optimality.”

Asymmetry of information: A situation in which the parties on opposite sides of a transaction have differing amounts of information relevant to the transaction. 

Bismarckian social insurance:  A form of social insurance developed in Germany by Bismarck that involves compulsory enrollment and mandated contributions to social insurance, administered through multiple private non-profit insurers (e.g., Sickness funds).

Capitation: A payment mechanism whereby an organization receives a fixed, pre-specified amount of money per time period (e.g., month, year) for each individual for which it is responsible for meeting defined health needs (e.g., primary care, primary and secondary care). 

Case Mix:  The mix of patients treated within a particular institutional setting, such as a hospital.

Community: A cohesive group of households that share strong social bonds and mutual trust (e.g., a village or urban neighborhood), enabling community members to enter into a social contract with one another.

Community financing: A method of financing and organizing health services, based on community cooperation and self reliance, under which each community member pays a contribution in advance for a package of benefits. Community financing schemes combine financing  and provision of health care at the primary care level (like a primary care HMO) and reimburse hospitals for acute services. They pool the risk of community members, often with additional funding from local employers and the government.

Community rating: A situation in which all members of an insurance pool are charged the same premium, regardless of their risk status. 

Cooperative Medical System (CMS): A system of community financing of health services (primarily preventive and primary care) developed in China beginning in the early 1950s, based on the communal system of agriculture and village communal welfare funds.

Cost-effectiveness: Cost-effectiveness analysis compares interventions or programs based on the criterion of maximum benefit for a given level of resources.  An option is cost-effective when inputs are combined so as to minimize the cost of any given output.

Cream-skimming: A process whereby an insurer tries to select the most favorable individuals with expected losses below the premium charged (or the capitation payment received) in order to increase profits. Cream-skimming can make it difficult or impossible for individuals with high expected losses to purchase private insurance.  Also see Risk selection.

Deficit financing: A planned excess of expenditure over income.  Most governments often spend more than they raise in taxation, the difference being financed by borrowing.

Diagnosis-based payment:  A mechanism whereby the provider or health care organization receives a fixed, pre-specified payment for each instance in which they treat an individual with a specified diagnosis (e.g., myocardial infarction, pneumonia, compound fracture). 

Diagnosis Related Groups (DRGs): Groupings of diagnostic categories drawn from the International Classification of Diseases and modified to account for surgical procedures, patient age, presence or absence of significant co-morbidities or complications, and other relevant criteria.  DRGs are the case-mix measures used in Medicare’s prospective payment system in the United States.  Modifications of the DRG system have been adopted in several other countries as a tool for hospital management and/or reimbursement. 

Direct provision: An arrangement whereby health services covered by an insurance plan are provided directly by the plan through providers that the insurer organizes and manages (cf. Indirect provision).

Earmarked tax:  A tax for which revenues are designated for a specific purpose.  For example, revenues from a tobacco tax may be “earmarked” for health services.

Efficiency: see “Allocative efficiency” and “Technical efficiency.”

Egalitarianism:  A philosophy that emphasizes equity, particularly equal access to basic goods such as health care.  The egalitarian philosophy views health care as a fundamental necessity for human well-being and thus as a right of all citizens.

Elasticity: A measure of the percentage change in one variable brought about by a 1 percent change in some other variable, most often used to describe how the quantity of a good demanded responds to a change in its price (the price elasticity of demand).  For example, an elasticity of demand of -2 means that a 1 percent increase in price causes quantity demanded to fall by 2 percent.

Equity: Fairness in the allocation of resources or treatments among different individuals or groups.  In health policy, equity usually refers to universal and equal access to reasonable health care and a fair distribution of the financial burden of financing health care among different income groups. Also see Vertical equity and Horizontal equity.

Excess burden: Since taxation changes behavior (e.g., income taxes may discourage earning more income), taxes cause a loss in efficiency in addition to generating revenue.  This constitutes an “excess burden”  in the sense that the loss of surplus from the imposition of a tax exceeds the value of  the tax revenues collected. Excess burden (also called deadweight loss or efficiency cost) is the difference between the total loss of economic welfare from a tax and the loss that would have resulted if the same tax revenue had been collected without distorting economic decisions  in the private sector.

Experience rating:  A method of setting insurance premiums in which insureds are charged according to their own previous expenditures or cost experience (i.e., higher risks pay more), in contrast to Community rating in which all members of an insurance pool are charged the same premium, regardless of their risk status.

Externality: The result of an activity that causes incidental benefits or damages to others with no corresponding compensation provided to or paid by those who generate the externality. 

Fee-for-service (FFS):  A payment mechanism whereby a provider or health care organization receives a payment each time a reimbursable service is provided (e.g., office visit, surgical procedure, diagnostic test). 

Financing: Raising revenues to pay for a good or service. 

Global budget: A payment mechanism whereby an organization, group of providers, or provider receives a total budget for a defined period of time. 

Global burden of disease: An indicator that quantifies the loss of healthy life from disease, measured in disability-adjusted life years.

Health care financing: Mobilizing funds for health care.

Health maintenance organization (HMO): One specific kind of managed care organization (see Managed care) that integrates financing with provision of care by a staff of providers (staff-model HMO) or by contracting with a separate, selected group of providers (group-model HMO).

Horizontal equity: The principle that those who are in identical or similar circumstances should pay similar amounts in taxes and should receive similar amounts in benefits.  

Indirect provision: An arrangement under which health services covered by an insurance plan are provided indirectly by the plan through providers that are independent of the insurer.  The insurer (e.g., a social insurance entity or a private insurance company) selects and contracts with health service providers and negotiates a payment method (e.g., fee schedule) to govern reimbursement for covered services.  See Figure 4b, the Trilateral Exchange Model.

Induced demand: see Supplier-induced demand.

Inflationary financing: Raising revenues by printing money and thereby causing or contributing to general price increases.  

Managed Care: A system that integrates the financing and delivery of health care services to enrolled individuals. Enrollees have a financial incentive to use selected participating providers who agree to furnish a broad range of services to members for a prearranged, discounted amount.  In addition, managed care systems usually maintain ongoing quality assurance and utilization review programs.

Mandated social insurance: see Bismarckian social insurance.

Market failure: A situation in which a market economy fails to attain economic efficiency. 

Medisave: The health financing scheme adopted in Singapore in 1983, featuring compulsory individual savings accounts for hospitalization expenditures.

Medical Savings Accounts (MSAs): Individual savings accounts whose funds are designated to cover medical expenditures only.  Singapore’s Medisave scheme is one example of this health financing alternative.

Moral hazard: A tendency for losses to be greater or more frequent when covered by insurance. 

National Health Insurance: A universal health insurance scheme for a nation (e.g., Canada) jointly financed by central and provincial governments.

National Health Service: A vertically integrated, publicly owned system of health providers, usually financed through general tax revenues, such as in the United Kingdom (before the 1990s) and New Zealand. 

Pareto optimality:  A situation in which it is not possible to make any one person better off without making at least one other person worse off.

Payment mechanism: The method or mechanism by which insurers pay providers for rendering services to patients.  The payment mechanism determines the amount and flow of money from a third party payer and/or patient to providers of care in exchange for services. The type of payment method defines incentives and who bears risk.

Per diem payment: A payment method whereby the provider (e.g., a hospital) is paid a fixed amount per day of services rendered.

Pluralistic financing: see  Patchwork financing.

Productive efficiency: see Technical efficiency.

Progressivity (of financing): The extent to which financing is based on progressive taxation, i.e., the rich pay a larger fraction of their income than the poor.

Progressive tax: A tax such that the rich pay a larger fraction of their income than the poor. 

Prospective payment:  A method of paying for health care services in which full amounts or rates of payment are established in advance, and providers are paid these amounts regardless of the costs they actually incur.

Public good: A good that once produced is available to all on a nonexclusive basis.  Many public goods are also nonrival--additional individuals may benefit from the good at zero marginal costs. 

Quality:  The provision of a reasonably high standard of technical services, with adequate access, and doctor/patient relations satisfying to the patients.

Recurrent costs:  The costs of a program (e.g., a local health provider or drug fund) that recur each time period, such as salaries, rather than are incurred only once, such as initial construction and capital costs.

Regressive tax: A tax such that the poor pay a larger fraction of their income than the rich. 

Resource allocation: The assignment or allocation of scarce inputs to the production of outputs.

Revolving drug funds: A form of community financing in which the community organizes a pharmacy with a stock of commonly used drugs.  Financing often comes not only from the community but also from the government and foreign donors, with recurrent costs covered through user fees.

Risk pooling: Risk pooling occurs when transactors each facing possible large losses agree to contribute a small premium payment to a common pool, to be used to compensate whichever of them actually suffers the loss.  Contributions must cover losses plus administration costs.  Risk pooling thus provides protection against the risk of large financial losses due to the catastrophic costs of medical care.

Risk selection: A process whereby insurers seek to exclude high-risk individuals from coverage and only insure healthier persons in order to maximize profit (also see Cream Skimming). Regulations have been ineffective in controlling risk selection because of the numerous ways in which insurers can select the better risks to insure (e.g., targeted marketing, benefit design).

Sickness funds: Insurance plans from which citizens may purchase health insurance under a mandated social insurance system (see  Bismarckian social insurance).  These funds, often non-profit organizations, can be established by private insurers in different regions, large industrial enterprises, trade unions, or local governments

Social insurance: A term mainly used to denote compulsory health insurance, usually part of a social security system, funded from specific (mainly payroll) contributions and managed either by a government agency or autonomous body (e.g., sickness fund, private insurer, or mutual aid society). Social insurance differs from tax financing of universal coverage in that it only covers those who are eligible and who have met the minimum contribution requirements, and the contributions are earmarked for the social insurance program.

Stop-loss insurance: An insurance arrangement under which the insured party is not responsible to pay for losses above a specified amount; losses are ‘stopped’ by the ceiling on insured liability.

Supplier-Induced Demand:  A phenomenon whereby a health care provider, usually a physician, influences the level of a person’s demand for health services.  Supplier-induced demand arises from the existence of asymmetry of information between a patient and a provider. Patients often have insufficient information to judge what services they need.  Professional ethics encourages supplier-induced demand in the interest of patients.  An important issue in the health sector, however, is to what extent providers may exploit their informational advantage to induce demand in pursuit of their own financial interests. 

Sustainability:  Ability to be sustained over the long term. In health care,  the availability of financial and capital resources as well as political support for long-term provision of health care. Sustainability can be analyzed in terms of its financial, organizational, and political components.  

Target yield:  The amount of tax revenue that a tax is intended to raise.  Actual yield may fall short of target yield because of such factors as tax evasion and corruption.  

Targeted tax financing: Financing of services such as health care through allocation of tax revenues to specially designated programs or groups (e.g., public health programs, facilities in poor regions).

Technical efficiency:  The choice of a combination of input resources that can produce a specific service at the lowest cost.  Alternatively, technical efficiency can be defined as the maximum output for a given level of input.

User fees: Fees paid to providers by users (i.e., patients) when services are rendered.  Often “user fee” is used in a narrow sense, referring only to a fee paid by patients for services provided by government-operated facilities.

Utilitarianism:  The doctrine that the value of any policy is to be judged by its impact on human well being (measured in “utils”).  Utilitarians view health in the context of how health contributes to a nation’s welfare; good health is considered a social good that must be traded-off with other human wants (i.e., not necessarily a right of all citizens).

Vertical Equity:  The principle that those who are in different circumstances with respect to a characteristic of concern for equity should be treated correspondingly differently (e.g., those with greater economic capacity to pay should pay more; those with greater need should receive more). 

Willingness-to-pay:  The maximum amount of money that an individual is prepared to pay for a given good or service (e.g., to ensure that a proposed health care measure is undertaken). 

Glossary References

Module 1.  “Glossary.” 

Nicholson, Walter.  1992.  “Glossary of Frequently Used Terms.” In Microeconomic Theory: Basic Principles and Extensions. Fifth Edition.  Fort Worth, TX: Dryden Press, pp. 811-816.

Prospective Payment Assessment Commission. “Appendix B: Glossary.” In Medicare and the American Health Care System: Report to Congress.  June 1993, pp. 165-170.

World Bank.  1996.  “Glossary.” In China: Issue and Options in Health Financing. China and Mongolia Department.  Report No. 15278-CHA, pp. Ii-v.

World Health Organization.  1997.  “Glossary of Selected Terms.” In Health Economics: A Guide to Selected WHO Literature, Colette McKinnon and German Velasquez, Supplement: January 1994-May 1996, pp. 63-70.

References 

Aas MIH. “Incentives and Financing Methods.”  Health Policy. 1995; 34 205-220.

Abel-Smith, Brian. 1990.  “Assessing the Experience of Health Financing in Selected 



Industrial and Developing Countries.”  Paper presented at the seminar Health 



Financing and the Role of Health Insurance in Selected Countries in Asia, Bali,


Indonesia.

Abel-Smith B.  Paying for health for all. World Health. 1986; May: 2-3.

Abel-Smith B.  Global perspective on health service financing.  Social Science and

Medicine 1985; 21 (9):  957-963.

Abel-Smith B and P Rawal.  "Can the poor afford "free" health care:  A case study of 
Tanzania".  Health Policy and Planning 1992;7(4):329-41.  

Akins, JS et al. The Demand for Primary Health Services in the Third World.  Rourman 
and Allenheld, New Jersey 1985.

Board of Trustees of the Federal Hospital Insurance Trust Fund.  The 1997 Annual 


Report of the Board of Trustees of the Federal Hospital Insurance Trust Fund, 


House Document 105-73 (105th Congress, 1st Session).  

Bodenheimer T, and Grumbach K. “Reimbursing Physicians and Hospitals.” JAMA 1994 
272,(12) 971-977.

Bolman G., and Deal T.E.  Reframing Organizations: Artistry, Choice, and Leadership. 
San Francisco: Jossey-Bass, 1991.

Berman P. ed. Health Sector Reform in Developing Countries: Making Health 
Development Sustainable.  Boston MA:  Harvard University Press, 1995. 

Carrin G.  "Community financing of drugs in sub-Saharan Africa."  International Journal 


of Health Planning and Management 1987; 2: 125-145.

Chellaraj, Gnanaraj., Adeyi, Olusoji., Preker, Alexander S., and Goldstein, Ellen.  Trends 


in Health Status, Health Services and Health Finance:  The Transition in Central 


and Eastern Europe.  Volume II or II.  Statistical Annex.  World Bank Technical


Paper Draft (Not for citation).  Washington, DC, World Bank.  August 16, 1996.

Creese A.  User charges for health care:  A review of recent experience.  Health Policy 


and Planning 1991; 6 (4): 309-319.

Culyer, A. J. 1989. "Cost Containment in Europe." Health care Financing Review 
Suppl.:21‑22.

Culyer, A. J. and Wagstaff A.  “Equity and Equality in Health and Health Care.” Journal 
of Health Economics 1993, 12(4): 431-457.
Day and Klein. “Britain’s Health Care Experiment.” Health Affairs 1991; 10(3):39-59.

De Ferranti D.  “Paying for Health Services in Developing Countries:  An Overview.”


World Bank Staff Working Paper No. 721.  Washington:  World Bank, 1985.

DeGeynt, W. 1991.  "Managing Health Expenditures Under National Health Insurance-


The Case of Korea."  World Bank Technical Paper 156.  Asia Technical


Department Series.  Washington, DC.

DeMarco WJ. "Understanding Capitation." Demarco and Associates: Primer 1995.

Donabedian A.  "Explorations in Quality Assessment and Monitoring:  The Definition of Quality and Approaches to its Assessment (Volume 1).  Health Administration Press, 1980.  

Donaldson, C. & Gerard, K.  Economics of health care financing: The visible hand. 
London: Macmillan Inc., 1993.

Doorslaer E, Wagstaff A, and F Rutten.  Equity in the Finance and Delivery of Home Care.  London:  Oxford University Press, 1993.  

Dunlop DW.  "Health care financing:  Recent experience in Africa."  Social Science and

Medicine 1982; 17 (24).

Dunlop DW.  “Pharmaceutical Financing in Africa:  Issues, Microeconomic Context 


and Microanalysis of Pharmaceutical Cost Recover Schemes.”  Washington, 

DC:  World Bank, 1993 (forthcoming).

Dunlop, David W., and Martins, Jo M.  "An International Assessment of Health Care


Financing, Lessons for Developing Countries."  Economic Development 


Institute of the World Bank (Edi Seminar Series) Washington, World Bank,

 1995.

Elmendorf E. 1993 “Structural Adjustment and Health in Africa in the 1980’s” Paper 
presented at the American Public Health Association Meeting, San Francisco.

Enthoven, A., and R. Kronic. 1989. "A Consumer‑Choice Health Plan for the 1990s: Universal Health Insurance in a System Designed to Promote Quality and Economy." New England journal of Medicine  320(1 and 2).

Gertler P and J van der Gaag . The Willingness to Pay for Medical Care.   Baltimore:  John Hopkins University Press, 1990. 

Gilson L.  "Government Health Care Charges:  Is Equity Being Abandoned?"  EPC Publication No. 15.  London:  1988.  

Heller P. "A Model of the Demand for Medical and Health Services in Peninsular Malaysia." Social Science and Medicine  1982; 16:276-84.

Hicks N. “Economic Growth and Human Resources.” World Bank staff Working 
Paper 408. Washington, D.C. 1980.

Hsiao, William C. “Abnormal economics in the health sector.”  Health Policy 1995; 31 

(1-3):  1-309.

Hsiao, William C., and Sen, Priti Dave.  Cooperative Financing for Health Care in Rural

India.  (September 10 Draft paper) Harvard University School of Public Health


Cambridge, MA (1995)

Hsiao, W. C. 1984. "Transformation of Health Care in China." New England journal of Medicine. 1984; 310:932‑36.

IDB.  Economic and Social Progress in Latin America: 1996 Report.  Washington: John 
Hopkins University Press.  1996 

International Labour Organization. "Postwar Trends in Social Security: Medicare I. " International Labor Review. 1949.

Kakwani N.C. "Measurement of Tax Progressivity: an International Comparison." 

 Economic Journal 1977; 87:71-80.

Knippenberg R, Levy Bruhl D, Drame K, Soucat A, and C Debeugny.  "The Bamako Initiative:  Primary Health Care Experience."  Children in the Tropics 184/185.  Paris:  International Children's Centre, 1990.  

Korte et al. "Financing Health Services in Sub-Saharan Africa: Options for Decision-


makers during Adjustment." Social Science and Medicine.  1992; 34(1): 1-9.

Lambert P.J.  "The Distribution and Redistribution of Income, A Mathematical 


Analysis."   Oxford: Basil Blackwell. 1989

Le Grand J.  “Equity, health, and health care.”  Social Justice Research 1987;1:257-274.  

Lee K. and Mills A.  “The Economics of Health in Developing Countries”. Oxford:  
Oxford University Press. 1983

Mandl PE.  "Annotated Bibliography on Community Financing for Local Health Services."  New York:  UNICEF, November 1988.  

McPake B, Hanson K, and A Mills.  "Implementing the Bamako Initiative in Africa:  A Review and Five Case Studies."  PHP Departmental Publication No. 8.  London:  PHP Department, 1992.  

McPake B.  User charges for health services in developing countries:  A review of the economic literature.  Social Science and Medicine 1993;36(11):1397-1405.  

McGuire A, Fenn P, and Mayhew K. ed. Providing Health Care: the Economics of 
Alternative Systems of Finance and Delivery. .  Oxford:  Oxford University Press. 
(1991)

McGreevy, William. 1990. "Social Security in Latin America." Paper presented at the seminar Health Financing and Health Insurance in Asia, Bali, Indonesia.

McGreevy W. "Options to Enhance Efficiency and Equity." Issues Paper for Social 
Spending and Social Security in Latin America:   LATHR.  September 19, 1988.

McPake, Barbara, Kara Hanson, and Anne Mills.  1992. “Implementing the Bamako 
Initiative in Africa.” PHP Publication 8.  London School of Hygiene and Tropical 
Medicine. Processed.

Meyers, R.J. Social Security.  2d ed. Bryn Mawr, Pa.:  McCahan Foundation. 1981.

Mills A and Lee K. Health Economics Research in Developing Countries. Oxford:  
Oxford University Press. (1993)

Mooney G.  "What does equity in health mean?"  World Health Statistics Quarterly 1987;40(4):296-303.  

Murray C.J.L. and Lopez A.D. ed.  The Global Burden of Disease.  Boston:  Harvard 
University  Press. (1996)

Musgrave, R. A., & Musgrave, P. B. (1989). Public finance in theory and practice. New York: 
McGraw-Hill Book Company.

Musgrove P.  “What should consumers in poor countries pay for publicly provided

           health services?”  Social Science and Medicine 1986.

Musgrove P.  “The Economic crisis and Its Impact on Health and Health Care in Latin 
America and the Caribbean.” International Journal of Health Services 1987; 
17(3):411-41.

Musgrove P. ed. ”Crisis Economica y Salud: La Experiencia de Cinco Paises 
Latinamericanos en los Anos Ochenta.”  Panamerican Health Organization, 
Washington D.C.  1988.

O’Flaherty, WD., and Derrett, JDM, eds.  “The Concept of Duty in South Asia.”  Vikas


Publishing, 1978.

Over M. “Economics for Health Sector Analysis: Concepts and Cases.”  EDI Technical 
Materials Series; World Bank, Washington D.C. 1992.

Reddy, Sanjay and Vandenmoortele, Jan.  User Financing of Basic Social Services:


A review of theoretical arguments and empirical evidence. New York;  Office of Evaluation, 


Policy and Planning.  Unicef, 1996.

Reerink E.  “Defining quality of care:  Mission Impossible?”  Quality Assurance in Health Care 1990:2(3/4).  

Reinhardt, Uwe E. 1989.  “Respondent to Bengt Johnsson:  What Can Americans


Learn from Europeans?”  Health Care Financing Review Suppl.: 97-104.

Ron, A., Brian Abel‑Smith, and G. Tamburi. Health Insurance in Developing Countries. Geneva:  International Labour Office. 1990.

Shaw, R. Paul, and Charles C. Griffin.  Financing Health Case in Sub-Saharan Africa 


through User Fees and Insurance.  World Bank, Washington D.C.  1995.  

Shepard, DS., Carrin, G., and P Nyandagazi.  “Self-Financing of Health Care at           


Government Health Centers in Rwanda.”  (Draft) Cambridge, MA:  Harvard


Institute for International Development, 1987.

Shieber, George, and Akiko Maeda.  “A Curmudgeon’s Guide to Financing Health Care 


in Developing Countries,”  paper presented at the Innovations in Health Care 


Financing conference, March 10-11, 1997, Washington, D.C.

Smith, A.  “The Moral Society.”  1776.

Sorkin, Al.  Expenditures and financing of health services.  Health Economics in 


Developing Countries Chapter 6, Lexington Books, 1978.

Sorkin AL. Financing health development projects: some macro-economic considerations. Social Science and Medicine 1986; 22(3): 345-349.

Stinson W, Pipp M, Seims LR, and P Sayer.  "Community Financing of Primary Health Care - the PRICOR Experience - A Comparative Analysis."  Chevy Chase, MD:  PRICOR, 1987.  

Suits D. "Measurement of Tax Progressivity." American Economic Review 1977; 


67:747-52.

Vaca V, Kreider SD, Kreider MS.  "Financing Primary Health Care Programs:  Can they be Self-Sufficient?"  A Study prepared for the Christian Medical Commission.  Geneva, Switzerland:  Christian Medical Commission of the World Council for Churches, 1987.  

Van Doorslaer E., Wagstaff, and Rutten F. ed.  A. Equity in the Finance and Delivery of 

Health 
Care: An International Perspective.  Oxford:  Oxford University Press. 

 1993.

Vogel, Ronald J.  Cost Recovery in the Health Sector: Selected Country Studies in West 


Africa.  Technical Paper 82. Washington, D.C.: World Bank.

Waddington C and KA Enyimayew.  A price to pay, Part 2:  The impact of user charges in the Ashanti-Akim region of Ghana.  International Journal of Health Planning and Management 1990; 4:17-47.  

Wagstaff et al. “Equity in the Finance and Delivery of Health Care: Some Tentative 
Cross-
country Comparisons.” Oxford Review of Economic Policy 1989; 5(1):89-
112.

Wagstaff et al. "On the Measurement of inequalities in Health." Social Science and 

Medicine 1991; 33:545-57.

Wheeler D. 1980  “Human Resource Development and Economic Growth in Developing 
Countries.” World Bank staff Working Paper 408. Washington, D.C.

Wolfe, BL. “Health Status and Medical Expenditures: Is there a Link?” IRP Discussion 
Paper DP -Financing in Health.  Oxford:  Oxford University Press. (1993)

World Bank.  Development in Practice-Better Health in Africa  Experience and Lessons 


Learned.  Washington, DC,  World Bank 1994.

World Bank.  World Development Report, 1996:  From Plan to Market.  New


York, Oxford University Press for the World Bank, 1996.

World Bank Technical Paper 156. Asia Technical Department Series. Washington, DC

World Health Organization.  “Intersectoral Action for Health: The Role of Intersectoral 
Cooperation in National Strategies for Health for All.”  Background Document 
for the Thirty-ninth World Health Organization Assembly A39. Geneva: 1986.

World Health Organization.  “Prevention of Maternal Mortality.”  Report of a 


World Health Organization Inter-regional Meeting, November 11-15, 1985.


Geneva:  World Health Organization, 1985.

World Health Organization Study Group Report.  Evaluation of Recent Changes in the 
Financing of Health Services.  WHO Technical Report Series, World Health 
Organization; Geneva
1993.

Zschock, DK.  General Reviews of medical delivery under social security in 


Developing countries.  International Social Security Review XXXV 


1982 (1): 3-15.

Zschock, DK.  Health Care Financing in developing countries.  American Public


Health Association International Programmes:  Monograph Series No. 1,


APHA Washington, DC, 1975.  
� Accordingly, public financing can be taken to include not only health expenditures from government budgets but also from publicly-mandated health insurance programs as well as external borrowings and grants (Schieber and Maeda 1997).





.	Culyer AJ.  Cost Containment in Europe.  Health Care Financing Review 1989; Suppl:21-32.  





PAGE  
77

_938332786

_938333962/private.xls
Chart1

		Sub Saharan Africa

		East Asia & Pacific

		South Asia

		Europe & Central Asia

		Latin America & Caribbean

		Middle East & North Africa

		Established Market Economies

		Developing



Figure 1.  Private Share of Total Health Spending

49

47

55

31

43

48

23

45



Sheet1

		Sub Saharan Africa		49

		East Asia & Pacific		47

		South Asia		55

		Europe & Central Asia		31

		Latin America & Caribbean		43

		Middle East & North Africa		48

		Established Market Economies		23

		Developing		45





Sheet2

		





Sheet3

		






_938336369

_938333138/tax burden1.ppt


Box 5:  The Excess Burden of Taxation



         Diagram 5.1 shows demand and supply curves for medical visits.  The demand curve has a downward slope because as the price increases, fewer patients are willing to pay for the medical visits (and any given patient will buy fewer visits).  The opposite is true for supply.  The supply curve has an upward slope because as the price increases, more physicians will provide the medical service (and any given physician may supply more visits).  Equilibrium (point X) is where supply equals demand;it is the market's answer to how many medical visits will be traded and at what price.  In this example, the equilibrium is $30 per visit and 50 visits per week.  

          Although the equilibrium price for a medical visit is $30, people are willing to trade at other prices (and quantities). Area A represents the consumer surplus: how much the total value of medical visits to consumers exceeds the price they pay ($30).  By the same logic, area B represents producer surplus, or how much the price paid exceeds what a producer would have been willing to accept (diagram 5.2).    

          Diagram 5.3 demonstrates the situation when a lump sum sales tax of $4 tax is imposed for each visit. Physicians would have to charge $34/visit in order to receive the original price of $30 net of taxes. The result is as if the supply curve shifted upward $4, and the new market equilibrium is at $32.6/visit and 46.67 visits/week.  Consumers pay $32.6/visit, of which physicians receive $28.6 and $4 goes to the government. The crucial point is that area D is lost.  Area D is neither part of the government’s tax yield nor surplus to consumers and producers. This part of the reduction in the surplus is a pure loss to the economy known as the “deadweight” cost of the tax, or the excess burden of taxation.  In diagram 5.4  the tax per visit was doubled.  As a result, the price to patients increases, and the number of medical visit supplied decreased.  The economic surplus (A”+B”) is smaller.  The government's tax revenue (area C’) might be smaller too, despite the higher tax rate, since a smaller quantity is traded.  The only area that unambiguously increases is D’, the excess burden of the tax.  Note that the deadweight loss from a tax rises more than proportionally  as the tax rate increase.
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