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EXECUTIVE SUMMARY

Hedlth sector reform ams to dter the role of the date in hedth care financing and ddivery. In a
changing ideologica and policy environment, the state is being encouraged to reducedirect provisonof
services, and to adopt an indirect rolein service provisor to ensure hedth careisddivered, but often
through other actors or agents. This new role requires the Sate to enter into new relationships with
private, NGO and community actors. It must ‘enabl€ or ‘regulate’ these actors, which might take the
form of contracting out, the promotion of the private sector, or the creation of public ‘arms-length’

agencies.

The main purpose of these reforms is to encourage competition, greater managerial autonomy and
respongbility, consumer choice, and to promote private sector and NGO operators. Through these
operators, and theincentives generated by the new arrangements, service efficiency, responsivenessand
qudity are expected to improve.

The new mode s of service provision do not banish government but rather requireit to take on rolesthat
aredifferent, often unfamiliar, and often more adminigtratively complex and paliticaly senstive. Bt little
atention has been given to consdering how these new tasks should be performed, and whether
governments have the capacity to adopt these new roles.

Thisreview paper providesthe background to research that will take placein four country case-studies
to examine these issues. A key focus of this paper concerns government's capacity to fulfil the new
rolesexpected of it. The paper selectsfour important new reform arrangements. autonomous hospitals;
user fees, contracting out; and regulation or enablement of the private sector, since these represent
different dimensions of the public/private mix. Theratiorale for each reform, the extent of changeand

lessons learned are briefly reviewed.

For al the reforms in the role of government considered, government capacity to manage the new
sarvice provison arangements is questioned.  The criticd dements of cgpacity important to the
organisations(s) involved in the service arrangement are often absent. For example, skills are often

lacking (eg. government officers ability to negotiate contracting out arrangements, or define appropriate
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fee schedules). Organisationsand systemsfor performing the new roles, particularly information systems
for monitoring, are often undeveloped (eg. accounting systems for revenue, information systems for
regulating private providers). And resourcesto fund governments regulatory and enabling roles (eg. the
financid resources of medica councils), and to develop important el ements of capacity through training
and infrastructure devel opment, are often inadequate.

The broader externd, indtitutiona conditions (economic, politica, lega) which promote capacity to
provide sarvices effectively are often uncertain or vulnerable. For example, the Sze of the private sector
inmany contexts placeslimitson the potentid for contracting; theindependence of autonomous hospitas
from political and bureaucratic interference is limited; and the necessary adminigtrative frameworks to

dlow fadilities to retain fee revenue are lacking in anumber of countries.

An undergtanding isrequired of what capacities are necessary to manage the new reationships. Where
there exists considerable experience, asin the case of user fees, thisisardatively easy task. However,
where thereisless experience and consequently less understanding of the factors contributing towards
success of a particular reform, the problem is more difficult. For example, with contracting, it is
currently difficult to say which are important capacitiesfor success. isit the existence of alarge private
sector, strong negotiating skills in the MOH, good economic andysis skills in the MOH, strong
monitoring arrangements, or effectiverule of law - or what combination of these capacities? The paper
therefore raises many questions, which fieldwork in four countries (Ghana, Sri Lanka, India and
Zimbabwe) will address.



1. INTRODUCTION

Asaresult of changingideologies, donor pressure and fiscal congraints, many countriessincethe 1980s
have experienced reforms in the role of government. Neo-liberd thinking, put into practice through
gabilization and structura adjustment programmes, has advocated areduction inthe sze and functions
of the gate. The new conventiond view is that the ate should not directly provide services, unless
market failure makesdirect provision necessary. Rather, the state should becomeanindirect provider,
adopting a role which ensures that essentia services are provided, but not necessarily producing or
ddivering these services. The state's new role should be to encourage (or enable) adiversity of service
providers, including ‘arms-length’ public agencies, and actors in the private, non-governmental and
community sectors. Thismight be achieved through service deregul ation and contracting out of services.

The gate should aso maintain some form of regulaion. The main purpose of these reformsisto
encourage competition, managerid responsbility and accountability and consumer choice, and through
these to improve the efficiency, responsveness and quality of service ddivery.

The hedlth sector has not escaped these trends. Health sector reforms in developing countries have
changed, or amto change, therole of the statein anumber of ways: private finance has been introduced
to supplement public funding; policies are being implemented to endble greater private sector

participationin hedth care provison; governmentsare using public fundsto purchase privately provided
sarvices, and there have been measuresto restructure (decentrdize) and commerciaize (through arms-

length agencies) the public sector.

This paper explores a number of issuesrelevant to thesereforms. In particular the paper=samsareto:

I. review the arguments relevant to the hedlth sector which favour changesin therole of the state,
including thefailure of public sector bureauicracies, and economic and inditutiona argumentsfor

new forms of service provison;

. review and andyse hedth sector reform experience in developing countries, focusing on
sdlected new forms of hedth service financing and ddivery and the lessons learnt from this

experience;



i provide a context for subsequent country case study research, and help develop research

guestions on government capacity to perform its new service provison roles.,

Section 2 reviews problems facing public sector bureaucracies in the hedlth sector and introducesthe
notion of weak 'capacity’ in such organizations. A broad typology of reformsbeing implemented in the
hedlth sector is presented.

Section 3 describes two conceptua frameworks (economic and inditutiond) which are, to differing
degress, informing reforms in the role of government in the West and in developing countries. These
two frameworks were chosen because they are currently dominant amongst donors and in the
internationa policy environment. It should be stressed that they are not necessarily the most gppropriate
perspectives for examining the role of government in developing country contexts. A range of

competing perspectives on therole of the sate- Marxigt, structuralist and dependency theories- aenat
discussed because they are not explicitly informing the hedlth sector reforms under review.

The new mode s of service provision do not banish government but rather requireit to takeon rolesthat
are different, often unfamiliar, and often more adminigratively complex and politicaly sengtive. A key
focus of the paper concerns government's capacity to fulfill the new roles expected of it: thefind part of
section 3 presents aframework for gpproaching the difficult and disputed issue of capacity.

Sections 47, which condtitute the bulk of the paper, use the conceptua frameworks to analyse
international experience of the new role of government in the hedlth sector. The rationae, scope and
nature of the changes are reviewed, and the key lessons or implications emergng with respect to

government 'cgpacity’ are highlighted.



2. PROBLEMSFACING PUBLIC SECTOR BUREAUCRACIES: SYMPTOMSAND
DIAGNOSES

21  TheProblem and Its Causes

Public sector bureaucracies face a hierarchy of problems which, in the hedlth sector, often generate
inefficient, inequitable, unresponsive and poor quaity services. The main symptoms of bureauicratic
falurein the health sector in devel oping countries are documented € sewhere (World Bank 1993; Mills

1995) and are highlighted in Table 1.

Table 1: The size of the problem

Type of problem Example
Allocative Resources are not allocated to the most cost-effective interventions which
inefficiency would reduce the burden of disease for those with the worst health status,

namely the rural poor. Resource allocations are skewed towards urban,
curative and hospital-based care

Technica Resources within a facility are used inefficiently: inputs of staff and drugsin
inefficiency particular may be inefficiently utilized.

Inequity The distribution of resources and personnel do not favour those most in need.
Low Health services are not responsive or accountable to users, especially marginal
responsiveness groups. Also staff are not responsive to individual patients.

Quality Poor structural and process quality: limited or poorly functioning equipment;

lack of drugs; poor staff manners.

Source: Mills 1995

Explanations for poor performance relae to questions of government (in)capacity to performitsroles.
Explanationsrelating to different elements of wesk bureaucratic capacity, and theingtitutional conditions
within which bureaucracies operate, are suggested here. These broadly relateto the basic approach to
capacity outlined in section 3.3.

Skills and professionalization of actors within bureaucracies
Within hedlth sector bureaucratic organizations, actors who are responsible for policy planning or

implementation have generated inefficiencies, primarily because of limited management skills, the
3



dominance of medica doctorsin the bureaucratic hierarchy, and the poor incentive structures provided
by bureaucraticingdtitutions. High achieversin government service may not be rewarded, and may even
be pendized. Theremay belittleincentivefor government aff to act asagentsfor consumers, and they
may indeed identify more closdy with the interests of service providers (Stewart 1993).

According to critics, the dominant role of the medica profession in decision-making generates both
inefficient and inequitable consequences (Jackson and Price 1994). Doctorsdecidewhat level and mix
of sarvices are to be provided according to their own definition and assessment of need, without
reference to users perceptions or assessments.  Allocative inefficiency in the hedth sector is dso
encouraged because professonad gatus and incentive mechanisms encourage staff and resource
dlocations to favour hospital-based, curative and high-technology care. Sheltered from comptition,
doctors do not face the consequences of their resource use decisions, and sheltered from user choice,
they may be more interested in improving ther lifestyles and working conditions than in being
accountableto and meseting the needs of users. Furthermore, doctors prioritiestend to be reflected and
reinforced by wedthier, urban consumer preferences at the expense of meeting the needs of poorer

groups.

In many developing countries headth sector management is dominated by medicaly-trained staff who
have limited management training (Mills 1995) and limited technica <kills for planning. The lack of
capacity in skillsis exacerbated by the weak incentives to use these skillswithin bureaucracies, and by
the weak managerid and information systems discussed below.

Findly an important factor affecting the efficiency of agentsin the health sector islow funding. Limited
resource availability exacerbates skill shortagesand crestes shortages of complementary inputs, essentiad
for gaff to carry out their tasks. Low and eroded wages also help explain poor staff motivation and the

diversion of public resourcesto private use (Mills 1995).

Bureaucratic organizations and administrative systems

Critiques of public sector bureaucracies originate from trendsin \Western economies and societiesmore
generaly (Jacksonand Price 1994). Inthe West new organizationa formsand cultural-politica vaues
have emerged which emphasize the wesknesses of centralized, hierarchica organizations based on
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command and control, and the strengths of flexible and devolved management and labour marketswhich
ensure rapid response to changing needs, the primacy of the consumer and the power of market forces
(Harvey 1989).

Hedlth sector bureaucracies in developing countries are or have been over centralized. Centrdized
decisonrmeking distances power from communities, reduces accountability, and can mean that
decisionsabout servicesor pricesdo not reflect local health needs or economic circumstances. Inother

words centrdization limits consultation and participation in the policy process.

Perhaps the key (neo-liberd) criticiam of public sector bureaucracies is their monopoligtic nature -
higtoricdly they have been sheltered from the winds of competitive market forces. The monopoly
power of bureaucratic decison-makers in the hedth sector, who are often medicdly quaified,
grengthensthis group-sinfluence over resource dlocation decisons, and contributesto inefficient use of
resources, reduced user choice and unresponsivenessto users. In the absence of market disciplinary
powers, dack and wasteful practices arise because incentives seldom exist to ensure efficient use of
budgets. There are no market sanctions which threaten job loss for the individua or market 'exit’
(bankruptcy and closure) for the organization. Promoation for theindividud, or market 'entry’ for new
competitors, isaso restricted. Monopoly power alows providers (unconscioudy or conscioudy) to
lower the quaity and quantity of services. In other words lack of competition causes services to be

unresponsive to user demands (‘voice)) and dissatisfaction (‘exit')".

Centrdization, limited competitive pressures and the unfettered power of providers and professiona
groups in bureaucracies are reflected in the weak and inefficient management and information systems
for planning, budgeting, accounting and monitoring. The following public enterprise wesknesses have
been identified (World Bank 1994; Jackson and Price 1994):

C unclear or non-existent goals and objectives:. leading to unclear management purpose or

1 Lack of bureaucratic accountability to the public, particularly marginal groups with alimited political voice, are dangers that
have been recognized by analysts on the left (for example Michels 1962). Weber (1968: 987) also viewed the rational, public-
service orientated bureaucracy as an ided-typical onstruction open to monopolistic and unaccountable tendencies:
"...'democracy’ as such is opposed to the 'rule’ of bureaucracy.”



direction; and preventing assessment of the organization's performance’. Inability to judge
performance contributes to the reduced accountability of managers.

C lack of managerial autonomy, responsibility, and therefore accountability. even if
performance gods are carified and made unambiguous, they cannot be achieved in an
environment where managers have limited autonomy from their bureauicratic superiors, or from
palitica interference. Centralized budgeting, for example, withdraws financid respongibility
from hospita managers, and therefore providesthemwith littleincentive to use resources cost-
effectivey. Politicd interference preventsthe pursuit of controversd strategic decisons, suchas
rationdization of hedth gaff and redundancies. Even at the top of the managerid hierarchy
government regulaions often prevent Ministries of Hedlth from taking actions to improve
efficiency, such as adjugting staff levels to loca workloads (Mills 1995). Because nationa
hospitds are often the symboalic focus of public and media hedth policy concerns, politica
interferencein their management isaso common. Thismixed government/enterprise rdationship
blurs accountability and thedlocation of respongbility: politicians can blame managersfor non
achievement of objectives, while incompetent managers can blame these deviaions on

minigterid or other politicd interferences.

C lack of information and transparency of information: in the absence of compstition,
centralized health sector bureaucracieshave fewer incentivesto gather or reved information on
prices, quantities, codts etc. Moreover, they often do not have the capacity to gather such
information. Monopoligtic bureaucracies may measure performanceinterndly, but if thereare
no competitive forces providing incentives to improve poor performance, the results of these

evauations may be inconsequentid.

I nstitutional conditionsfor capacity: the state and governmental frameworks
It is not smply the characterigtics of bureaucratic organizations and the actors operating within them
which determine weak capacity and poor performance: the surrounding politica and economic

2 Merton's (1968) critiques of bureaucracies also identified the problem of goal displacement, whereby organizational
procedures (means) come to dominate the work and objectives of the organization, replacing the original aims of the organization
(serving the public).



environment may congrain or enable these organizations. In the 1990s, there has been increasing
concern amongst donors about issues of good or bad 'governance (Moore 1993). It is argued that
poor economic performance, in particular alack of private sector investment, isthe result of failure of
government and the indtitutions of the state more generdly (AM90s 1994; World Bank 1992).

Governments have not provided a stable environment and legd framework for private investment, and
have ddlayed undertaking essentid changes in state ingtitutions which would be conducive to efficient

public adminigration, such as reforms of the civil service, financia sectors and public enterprises.

The broader ingtitutiond problems or congtraints facing governmentsin developing countries are often
said to berooted in thelegacy of the colonia state (AM90s 1994; Cammack 1988). At independence
the State was over-extended, centralized and authoritarian in Structure with few organic links with civil

society and therefore limited politica legitimacy or accountability (Cammack 1988). After
independence the centralized state and its bureaucracies expanded: hedlth, education and jobs were
provided by the state to help build a'nation’ (Anderson 1983), and to provide abasis of legitimacy and
support for political leaders. These processes contributed to the development of neo-patrimoniaism
within these administrations, as the leaders of the state built aweb of support through patronage.

Asareault of the consequences of thislegacy, the statein many devel oping countries has been criticized
because it has dtifled competition and has been a predatory as opposed to a service-orientated
administration (AM90s 1994). In the health sector it is said to have weskened civil society and stifled
private, NGO and community initiatives, alocated resources according to palitica and bureaucratic
criteria (ie. rent seeking) rather than efficiency or equity gods; lacked the legitimacy or insrumentsto
implement its plans, been inflexible to loca needs or changing economic circumstances, and
disempowered local communities and users of health services dueto its centralized and unaccountable

relaionship with the mass of the population.

2.2  Responsesand Prescriptions

Mogt hedlth professionds and policy-makersin devel oping countries accept that health sector reforms
of some type are required. During recent years a degree of consensus has been reached about the
gppropriae nature of reform (WHO 1993). Many andysts agree that public financing is desirable,
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athough there has been considerableinterest in waysto supplement public financefor publicly provided
serviceswith private finance (through, for example, user feesor privateinsurance schemes). Most other
reforms are directed at hedlth care ddivery. They attempt to change the bureaucratic or management
structure (eg. decentrdization) or introduce new market structures and incentive mechanisms (eg.
contracting out) (Mills 1995).

Both bureaucratic and market-orientated reformsinvolve decentrdization and new government-operator
relationships, whereby more respons bility for service ddivery isshifted from central governmenttoarms
length and more autonomous public bodies (eg. autonomous hospitals, didtrict hedth management
boards) or private operators.

Given thewide range of new government-operator relationshipswhich haveemerged, itisimpossbleto
review them dl. In sections 4-7 we have selected relationships which (i) gppear to be important in
terms of the scde and scope of their implementation and (i) represent different dimensions of the
public/private mix. These reforms are highlighted in bold in Table 2.

Table 2: Categorization of policy responsesto reform therole of the statein health care

PRODUCTION/DELIVERY

Public Private
FINANCING Public Autonomous hospitals Contracting out
Decentralization
Private User fees Enhancerole of pure
Community Financing private sector




3. THEORETICAL FRAMEWORKSFOR ANALYSIS

3.1  Economic Theory and the Role of Government

Neo-liberd arguments explain the need for sate intervention in terms of problemsof market falure. A
number of problems are associated with the functioning of hedlth care markets and these have been
frequently reviewed (eg. Bennett 1991; Donddson and Gerard 1993). There has been extensve
debate about the severity of these problems in practice (Birdsal 1989). The key point is that the
severity of market fallureisan empirica question, theanswer towhichwill differ according to thetype of
service under consideration. For example, treatment of cancer has strong asymmetries of information
between provider and patient, the potential for monopoly and consi derable uncertainty about the need
for sarvices. In contrast a service such as immunization has strong merit good and externdity

characterigtics, but asymmetric information and monopoly are less likely to be problematic.

Furthermore the severity of market failure will depend upon the specific features of the country and
hedlth care sysem under congderation. Some critical externd factors which affect the severity of

market fallure include:

I. The epidemiological profile within the country: the disease pattern commonly associated
with low income countriesisthat of ahigh burden of diseasefrom communicabledissasesand a
much lesser burden from non-communicable diseases and injuries’. Ascommunicable diseases
have grester externdities, it has been argued tha as countries indudtridize and their
epidemiologicd profile shifts towards non-communicable diseases, the role of government
should decline (Birdsall 1989). Thishowever ignoresthe effect of other market failuressuch as
informationa asymmetries.

i. Sophistication of care provided: the complexity of care exacerbates problems of imperfect

information. The more high technology solutions which are available, the greater the chances

3 For example, using the indicator Disability Adjusted Life Year (DALY) the World Bank (1993) estimatedthet in Sub-Seharan
Africa 71.3% of the disease burden was caused by communicable diseases, whereas in the established market economiesit was
only 9.7%, with 78.4% caused by non-communicable diseases and 11.9% by injuries.



Vii.

that people may be provided with unnecessary care. Purchasing power and the nature of a
country's hedlth care sysemwill influence the extent to which sophisticated medicd interventions
become available.

Professional ethicsand regulation: asymmetricinformation between the doctor or hedth care
provider and the patient may not lead to problems if the physician is a good agent for the
patient: ie. ghe paysmost attention to the preferences and needs of the patient rather thenletting
his or her own preferences dominate. Strong professona ethics or an active and effective

regulatory system may encourage gppropriate behaviour amongst hedth professionds.

Organization and devel opment of the busi ness sector : incountrieswherethe business sector
isonly minimally developed, problems of monopoly power are likely to be particularly acute.
Alternatively there may be severd private producers but implicit agreements between these

producers inhibit competition.

Education: informationa problems may be lessacute amongst awell-educated popul ace who
aerdaivey wdl informed, for example about the benefits of interventions such asimmunization

and ante-natal care.

The media and civil society: if mediawithin acountry arefree and active then they may reduce
the degree of market failure within the hedlth sector through, for example, helping to publicize
and hence deter cases of medical mapractice, or providing information about the benefits (and
costs) of different interventions. Consumer groups and trade unions may play asmilar active

role.

Social values:. the values prevadent in a society do not affect the severity of market failure as
such, but will affect the degree to which hedlth care is perceived asamerit good which should

be accessbleto dll.

Thus economic theory suggeststhat the gppropriate rolesfor the sate vis-a visthe market are context-

specific and depend upon a precise specification of the service under consideration.
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Furthermore the exigence of market falure done does not judtify tota public financing and
production/ddivery of hedth care:

C firgly, the range of market falluresimply rather subtle and specific roles for governments, for
example externdity and merit good characterigticsimply public subsidy of services, asopposed
to public production or full public funding. Monopoly problemsimply aneed for government
regulation of provider price and qudlity;

C secondly, the characterigtics of health care which give rise to market failures are dso likely to
cause government failures. For example, problems of asymmetric information equally enable
public sector doctors to pursue their own interests rather than the welfare of the patient: they
may have different incentives to private sector doctors but these are not necessarily better.

The above analysis suggedts that the gppropriate role for government vis-a-vis the market should be
conddered empiricaly and cautioudy:

"(T)he existence of market failure does notnecessarily imply that the gover nment should
intervene. It hasto be shown that the gover nment can correct the market failure, without

introducing offsetting problems." (Stiglitz 1988)

Perhaps ultimately, the appropriate role for the State depends upon government's capacity to intervene
or regulate effectively.

Although economic andysis provides guidance as to which generic roles government should perform
(financing, production, reguletion, trandfers), it says very little about the precise form which this
intervention should take. For example an gppropriate response to externality problemsis government
subsidy of the service. But how should this subsidy be delivered? It could take the form of vouchers
direct to consumers, subsidiesin kind to private providers combined with an agreement that the service
issold at alower price, or the direct production of the service by the public sector and itsddlivery a a

price less than margind cost. Economic andysis of the role of state does not enable us to didinguish
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which of theseis optimd.

3.2 Ingitutional Approaches, I ncentivesand Motivations

An dternative goproach to andysing the appropriate extent of market exchangeisrooted iningtitutiona

economics.  Williamson (1985) argued that the appropriate inditutiona form for producing and

delivering agood depends on which form minimizestransaction costs. Whereinformation isexpensive
to acquire, transactions costs are high and market- based arrangements may be inappropriate. Under
such circumstances it may be more efficient for the service to be produced and ddivered by a
bureaucratic organization. However, for that organization to operate efficiently, it is essentid thet the
individuals within the organization are faced with appropriate incertives.

The inditutiond relationships in the new forms of service production and ddivery in industridized
countries, and theincentives generated by them, areaprominent rationdefor thereforms. For example,
Culyer et al. (1990) suggested that:

"The principle which permeates all these changes (ie. the NHSreforms) isthe separation
of the purchaser and provider functions and the creation thereby of greater
‘transparency’ in trading so that the prices, volume and quality of services are explicit

and providers can be made more accountable.’

Generating more information through these new indtitutiond relationships to enhance accountability is
seen to be a key aspect of reformsin the West (Jackson and Palmer 1988).

In developing countries ingtitutiond rationaes for reform have been less commonly explored, but the
indtitutiond argumentsfor and againg reform are particularly reevant in the devel oping country context.
North (1990) argued that whilst it is possibleto transplant new production processes and technologies
in developing countries, itisnot possible to trangplant accompanying ingtitutionswhich areimportant for
success, inditutions evolve over time in response to pressures upon them. To trangplant hedlth sector
reforms devised in the West to developing countries may not be appropriate due to the different
indtitutiona characteristics of therecipient country. Thereformsamto create adivision between direct

12



providers and the Minigtry, which is financing or regulaing these agencies. Monitoring and operating
these new rdationships requires more information and incurs higher transaction costs. Yet in many
countries the indtitutions which can ded with resulting transaction costs may not be in place. This
question highlightsthe underlying issue: do governments have the capacity to perform new serviceroles?

Ingtitutional approaches may aso help to anadyseissues of appropriate incentives and the motivation of
individua actorswithin organizations. Organizationsface theproblem of motivating employeesto work
towardsorganizationa gods. Although employment contractsallow the employer to specify arange of
tasks to be carried out, motivating the employee to do the job better is not aSmply a question of giving
commands. Thecommand normdly takestheform of an end god, not the method and attitude of doing
it. AsSimon (1991) stressed, the manner in which atask is executed is a question of motivation and
commitment. The organizationd factors which provide incentives and disincentives for efficient and
effective behaviour by human agents and organizations are clearly important consderationsfor policy-
makers, and should influence policy mechanisms designed to promote gppropriate worker motivation,
loydty and identification with organizational objectives. These organizationa characteristics may be

bureaucratic or market-based mechanisms (Smon 1991).

Many of the problems identified in public sector bureaucracies, such as lack of competition and
accountability, inappropriate incentives for government staff and over-centraization, sem from
indtitutiona weaknesses. The new models of government-operator relationships attempt to respond to
theseingtitutiona problems. Cassels(1995), one of the few authorsto addressinditutiond reforminthe
hedlth sector, identifies three key principles:

C srengthening of management and accountability;
C specification of priorities, objectives, sandards and monitoring of outputs, outcomes and
resource Use;

C clarification of indtitutiond relationships.

These principles could be devel oped further. There are other important ingtitutional aspects of reform
including, for example:
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C giving communitiesagreeter role in decison-making (eg. community financing initiatives). This
islinked to the principle of accountability;

C enhancing autonomy and responsibility of decisonmakers(eg. trust hospital gatusmay insulate
large hospitals from politicd interference);

C creeting the type of socid environment which will support the new forms of government by
grengthening the rule of law, mass media and interest groups.

3.3  Capacity

Both the economic gpproach, and more specificdly theinditutiona approach, stressthe importance of
government capacity. There has been much debate about quite what the term ‘capacity’ envelopes”.
The broad approach to the question >do gover nments have the capacity to provide public services

effectively, efficiently and equitably?- is outlined below.

The capacity to provide servicesis not only amatter of government capacity, but the capacity of other
organizationsinvolved in sarvice provison - thereare networks of organizationsinvolved in many of the

new service arrangements. Capacity can be examined at two levels.

C elementsinterna to the organization(s) or service arrangement;

C the surrounding congraints and incentives within which the organization(s) or arrangements
operate - thesodid, economic and palitica (ie. indtitutional) contexts which influence capacity to

perform effectively and efficently.

Elements of capacity

The dimensions or dements of cgpacity within the organization(s) include the following (Batley 1995):

C the skills and professionalization of personnel: in this sense ‘capacity building' often means

developing skills to formulate policy, negotiate with donors, draw up plans, etc. More

4 Refer to Batley (1995) for afuller discussion of capacity and its assessment.

14



importantly, it concerns how the skills of staff are mobilized through incentives, such as
personnel policies and reward systems.  Skills may not be technica but may be experience-
related and unstructured understandings.

organizational and administrative structures or systems do the systems to implement
government policies exist, promote the right incentives, and run effectively? Are budgetary,
monitoring and planning systems in place? Are there clear objectives and are responsibilities

meatched to implementation authorities? |sthere an effective flow of information?

finance: both of the above e ements depend upon adequate financing. Thisisoften an externa
factor, but in some of the reforms service arrangements have the capacity to raise their own
resources, set budgets, plan and control expenditure. The capacity to raise and manage
financid resourceswill be animportant eement of capacity for some service arrangements (eg.

autonomous hospitals, user fees).

I nstitutional conditionsfor capacity

In order for government to fulfill its new roles, the inditutions of the Sate and civil society must be

structured in such a manner as to support new service arrangements. Some of the externa factors

which congtrain or encourage providersto ddiver services effectively, efficiently and equitably include:

C

financial and economic conditions: eg. budget constraints, macro-economic recession.

civil-public sector interaction: grester 'voice for users will encourage accountability. The
existence of active media, consumer groups, trade unions, professona associations, etc. will
contributeto the extent and success of reformswhich are designed to improve consumer choice
and responsivenessto users. Collaboration may aso bring new skillsand experienceinto public
sector management.

private sector development: the private sector cannot be encouraged or contracted if it is
week and limited competition exits. A gtrong private sector may increase new service

arrangements capacity because of competitiveforces, and because of the resourcesit can offer
15



for hedth care.

C political structures and practices. sysemsaof decting or gopointing senior saff will influence
accountability, dlegiance and planning horizons of an organization. The overd! leve of
democracy and accountability, and the influence of the public vis-avis politicians and
bureaucrats, will determine the nature of service arrangements and their performance with

respect to dlocative efficiency, equity and responsiveness to users.

C legal and administrative frameworks these will shape the environment and the incentives
which influence service arrangements. their powers and duties, their room for manoeuvre, the

standards they are expected to achieve etc.

The dements and conditions of capacity listed above are broad variables which need to be explored
when ng capacity. But they do not show which particular ements or conditions (ettributes) are
necessary for a particular service arrangement to perform well, for two reasons.  Firdly, different
attributes of capacity will be required for different tasks. To consider capacity in the abgtract is not
particularly helpful; capacity needsto be defined with respect to specific functions. For example, we
can speak of government's ‘capacity to regulate private provider quality’ or 'to contract out non-dinica
sarvices. Thus afirst step in assessng government's capacity to take on new government-operator
relaionshipsisto define precisaly what tasks these new roles require of government. Secondly, good
performance may be associated with unexpected and locally-specific capacity attributes.

Toidentify the atributeswhichindicate an arrangement hasthe capacity to provide services effectively,
efficiently and equitably, there are & least two approaches.

I. by logica deduction - examining the roles of the service operators and government and listing
the attributes considered necessary;

. by induction from observed cases of good practice, identifying the attributes associated with
good performance.
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Both approaches will be adopted in the research. In sections 47, which anayse and review
internationa experiencewith thefour policy reformshighlighted in Table 2, theinductive gpproach based
on experience is dominant: the experience of four new service arrangements is reviewed, and the

attributes contributing to good performance are summarized at the end of each arrangement.
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4, BUREAUCRATIC COMMERCIALIZATION: AUTONOMOUSHOSPITALS

41 Introduction

The restructuring of public hedth bureaucracies has been proposed as a means to strengthen
management incentives and to improve bureaucratic performance in developing countries (Mills 1995;
World Bank 1993). Management decentralization is the most common prescription:

".. (1)t seems clear that some measure of decentralization isa pre-requisite for improved
efficiency since it is the first step in informing local managers of the resource
consequences of their actions, and giving them some ability and incentive to improve

their performance" (Mills 1995).

The creation of independent hospital management boards at teaching and referrd hospitas, previoudy
directly managed by the Minigtry of Hedlth, isoneform of decentralization proposed or implementedin
many developing countries with the active support of donors. Large hospitals have been targeted for
reform because they consume a high proportion of the nationa health budget and are often the most
inefficient parts of the public health sysem (Barnum and Kutzin 1993; World Bank 1994). Making
hospita management autonomous represents a form of delegation to a 'paragtatal’ or ‘arms-length'
agency (Millset al. 1990), with boards being granted responsibility for planning (at lesst inthe short to
medium term), revenue raising, and management roles such as personnd, budgeting, expenditure and
procurement of other inputs (see Table 3). Raising revenue to reduce the hospital's use of government

fundsis often a key reform objective.

Because autonomous hospita policy isat an early stage in most countries, few eva uations have been
conducted. Oneissue which appears central to the success of autonomous hospitd policy isthe nature
or degree of autonomy which is granted to the management board. If the board is delegated few
responghilities - in particular, if it has no control over affing levels - or if control over arange of
respongbilitiesislimited (asin the case of deconcentration - Table 3), management incentiveswill not be
dragticaly changed. If, onthe other hand, the government iswilling to delegate full responsibility to the
board for arange of management functions, especialy with respect to financia control, the palicy will be
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expected to haveagreater impact on management incentives and hospitd performance. Furthermore, if
the hospital board ismaderesponsiblefor raising alarge proportion of itsrevenue, the arrangement may
be closer to aform of privatization than delegation. Clearly, across (and possibly within) countriesthe
degree of autonomy given to hospitals will differ.

Table 3: Types of decentralized system

Deconcentration Devolution to Delegation to Privatization
to sub-national loca ‘arms-length’
Functions offices government parastatals
Legidative - *x - -
Policy-making - *x ** *x
Regulation of NGO/private services - *x *
Ra/mueralgng * * % *k*k *k %k
Planning and resource allocation *x *x *xk *xx
Management
Perg)nnd * * % *k*k *k %k
Budgeting & expenditure *x *x *xk *xx
Procurement of supplies * *x *xk *xx
Malntenance * * % *k*k *k %k
Key:  *** Extensive responsibilities o Some responsibilities
* Limited responsibilities - No responsibilities

Source: Millset al. (1990)

4.2 Rationale

Policy on autonomous hospitalsin devel oping countries has been informed by hedlth sector reformsin
industrial countries (for example NHS trusgts in the UK), and influenced by the hedlth sector reform
agendaof international actors such asthe World Bank (McPake 1995). Theargumentsfor changeare
both economic and indtitutiona. The following policy objectives have been identified by McPake
(1995).

i. Improve efficiency
The policy creates a olit between the purchaser (Ministry of Hedthand others) and the provider (the
hospitd), with managerid respongbility removed from alarge, bureaucratic and hierarchica organization

based on command and control mechanisms.  According to proponents of public sector
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commercidization or corporatization (World Bank 1994), greater independence from hierarchy and

control will generate better management incentives, practices and performance at the hospitd in the

following ways

C

Responsibility and accountability: grester respongbility for hospita menagers will provide
incentives to spend budgets more efficiently and to generate revenue (if user fees are charged
and retained a the hospitd). Autonomy will aso increase managers ability to take action on
percaived inefficiencies and may hep darify lines of respongiility;

Greater management flexibility and innovation: for example through greater control over
budgets with scopeto vire funds between budget items according to the hospital's requirements
(McPake 1995). Greater freedom to innovate may aso facilitate the contracting out of

non-clinica services, and contribute to the devel opment of stronger management systems, such
astheclarification of organizationd objectivesand the devel opment of performanceindicators,

Managerial freedom from interference: efficiency may beincreased if managers are freeto
pursue their objectives without interference from politicians or upper levels of the bureauicratic
hierarchy (World Bank 1994). Politicians may oppose strategic or controversia decisonssuch
asraiondization and politicaly senstive redundancies, despitethefact that the hospital needsto
adjust staff or bed levelsto loca workloads (Mills 1995).

ii. Improve responsivenessto users

Autonomy should make service delivery more responsive to users needs and preferencesthrough two
mechanisms

Market based incentives:. in Stuations where fees are charged and revenue is retained by the
hospital, market- based incentives may cause providersto be moreresponsiveto patients needs
and to provide better quality services,

Increasing downward accountability. removing decisonrmaking from a centrdized
bureaucracy to managers who are closer to service ddivery, and involving public

representatives on independent hospital management boards, has been advocated asameans of
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increasing accountability downwards.

iii. Reduce the financial and managerial burden of central hospitals

Autonomous hospita policy can beviewed aspart of adrategy to shift government financing away from
tertiary care towards more cost-effective care (McPake 1995). Autonomous hospitals are normdly
expected to devel op dternative sources of financing to reduce the burden they impose on the Minigtry of
Hedlth budget, dlowing redlocation of government resourcesto an essentia package of cost-effective
interventions (World Bank 1993). In Ghana and The Gambia the policy was also seen as away of
reducing the Ministry's managerid responsihilities, freeing scarce personnel to ded with moreimportant
tasks (McPake 1995; Weinberg 1993).

4.3  TheExtent and Nature of Autonomous Hospital Policy

Hospitad boards are not a new arrangement. In many developing countries teaching and referra
hospitds have had separate or distinct management arrangements for many years. However the
autonomy of these boards has been relatively limited with respect to raising and retaining revenue or
management functions. Since the 1980s reforms have, at |east on paper, strengthened or crested new
management boards at tertiary hospitalsin anumber of countriesincluding Burkina Faso, Burundi, The
Gambia, Ghana, Kenya, Mauritania, Tunisia, Uganda, Zambia and Zimbabwe (McPake 1995; Mills
1995; World Bank 1993). The policy appears particularly prevaent in Sub-Saharan Africa

Therange of functionsde egated in principle and in practice, and therefore the degree of decentraization
(see Table 3), varies from country to country. In Ghanaand The Gambia autonomous hospitals have
not been granted increased autonomy over thefull range of functionslisted. In The Gambiathe dutiesof
the Royd Victoria Hospitd Management Board, created under the legd framework of the Medica
Services Act of 1988, are to:

“formulate policiesfor the efficient operations of the hospital.. and any other institution

under its control” (quoted from McPake 1995).

But the Board haslittle control over key aspectsof financial and personnel policy: assets cannot be sold
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without the approva of the Ministry of Finance; fee levels are set by the centre; the Board has no
influence over conditions of employment or disciplinary mattersand only aconsultativeroleinthehiring
of gaff (McPake 1995). In Ghanathelegal framework for hospital reform provides abroader range of
powers or functions for the two hospital boards in the country. The following roles are specified in
PNDC Law 209, though this legidation has not yet been implemented:

"improve and monitor the quality of care; appoint and evaluate the administrator and
other hospital staff; assess periodically the adequacy of the hospital's resources,
recommend fee levels, and provide.. the facilities and equipment of the hospitals’

(Government of Ghana document, quoted in McPake 1995).

In both these countries hospita managers control over budgets is restricted, for example managers
cannot vire resources between budget headings (Weinberg, 1993). Ability to procure supplies and
complementary inputs is dso restricted.

Since 1990 the Tunisian government has converted e even large public hospital sinto semi-autonomous
organizations (World Bank 1993). The hospitds must operate within their annual budget and have the
freedom to shift funds across budget categories, but they il have limited autonomy over the key aspect
of gaffing, asdl saff are governed by civil service regulations.

44  Lessonsfrom Experience

Astherearedmost no evauations of the policy's performancein termsof achievement of objectives (for
example, greater efficiency or responsveness), this section consders whether te organizationd

sructures created by the reforms, and the contexts in which they have been implemented, arelikely to
improve incentives and achieve the policy's objectives. Lessons are discussed in relation to the three

gods of commerciadization presented above.

i. Promoting efficiency
From deduction, and from limited experience in Ghana, The Gambia and Tunisa, the following
dimengonsof thereform appear to beimportant for generating management incentives and mechanisms
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to improve efficiency.

Organizational structure. The power and rolesalotted to the Board and its degree of autonomy from
the Minigtry of Health influence success. In the countriesin which experience with hospital boards has
been documented (notably Ghana, The Gambiaand Tunisa) the centre gppearsto have deegated some
day-to-day management functionsto the Boards, but excluded them from important financid rolesand
longer term Strategic activities. Redtrictionson capita investment and personnd policy, in particular, are
key areas of decisionmaking which affect the hospitas resource use, service provision and efficiency.

Governments may be reluctant to del egate these functions because of the hospital's prominence in the
nationa hedth system and the need for national coordination. Asaresult theincentivesfacing hospita
managers will not have changed sgnificantly, while managers ability to take action on perceived
inefficiencies will dill be very limited. However, complete separation from the Minigry of Hedth was
consdered undesirable by managersin Ghanaand The Gambia, since health sector activitieswould be
more difficult to coordinate (Weinberg 1993). These opinions suggest that while greater autonomy is
desired by management, thereisrecognition that anationa hospital providesapublic service and cannot
function as an independent private firm.

Whatever degree of autonomy is delegated, clear legd frameworks and organizationd Structure are
important to avoid confused lines of respongbility and accountability - a common Stuation with
‘ams-length’ agencies (Gilson et al. 1994).

Board composition and skills. The Board'scompostion and the skillsof itsmemberswill determineits
representativeness and the effectiveness of decisonmaking. With respect to composition, thereisa
trade-off between participative objectives and effectivefunctioning. A diveraty of interestsrepresented
on the Board may constrain quick and decisive decision-making, and aless participative gpproach may
increase the effective functioning of the Board (McPake 1995). However, representation of diverse
interests and negotiation may lead to more effective debate, questioning and a consensus on problem

resolution, increasing the legitimacy of decison-making.

If innovative management and budgeting are to be a priority for the Board, business and financiad
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management skills will be required (Weinberg 1993). For example, experiments with functiona

budgeting at the Royd Victoriahospitd in The Gambia, and with programme budgeting in Ghana, faced
congraints because of shortages in skilled staff (Issaka Tinorgah and Waddington 1993). The
management functions delegated to a board will determine the mix of skills required to fulfil these
functions. Atamoregenerd level, however, factors congraining theintroduction of new personnel and

skills onto boards might include:

C the availability of managers with appropriate skills, and the resources and organizations

necessary for training;

C the ability to recruit and legitimize the presence of staff with business skills on hospita boards:
shifting the balance of power within hospital management away from diniciansto managershas
been acontroversid aspect of hedlth sector reform in the UK (Peck and Spurgeon 1993), and
is likdy to be difficult in developing countries where the medical professon dominates

managemen;

C thelegitimacy of and hedth worker compliancewith aboard's new management philosophy and
practices. new private sector management practices and styles may conflict with treditiond
public service vaues and objectives, such as equity. This may undermine the reform, since
success will be dependent on agreement of objectives between management and employees
(Flynn 1990; SSimon 1991). If management adopts efficiency- based vdueswhileitsemployees
remain loya to public service objectives, potentid efficiency gains may not be achieved.
Changing the organizationa culture, incentives and motivation of employees, for example
through performance- related bonus payments, may be the most difficult task facing these new

arangements.

Mar ket contexts. The crestion of autonomous hospitalsin most devel oping country contextsisunlikely
to result in competitive, market-based incentives to improve efficiency, due to the absence of
competition (Mills1995). Thepolicy involvesapurchaser-provider split, but large public hospitalsmay

not face any competition on the provider sde.
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ii. Improving responsivenessto users

As yet there is no evidence that autonomous hospital status increases staff responsiveness to users
needs. Evidence is needed to illugtrate how the two mechanisms for improving responsveness
described in section 4.2 affect responsiveness.

C Do user feesmake staff more responsiveto their patients: needs? Thismechanismisonly likely
to work if the conditions for consumer-led competition exist (including the existence of
dternative providers, effective demand on the part of consumers, informed consumers). In

particular, users must have the opportunity to shift their demand - or to 'exit'.

C Doesthe crestion of an arms-length agency bring managers closer to usersand service ddivery
practices, and does the incluson of community representatives on the hospital board increase
the accountability of hospitd management downwards and give consumers agregter 'voice in
decisonrmaking? In particular, does the new organizationd structure have clear lines of
accountability? Inability to identify exactly who isrespongblefor different functions, or whois
respons blefor poor performance or for the solution of pecific problems, isacommon problem
associated with decentrdization (Mogedd et al. 1995).

iii. Reduce the financial and managerial burden of national hospitals

Dataon cost recovery levelsat particular autonomous hospitaswere not found in theliterature. Raising
cost recovery ratestoincreasefinancid autonomy will beadifficult task for hospita management, given
the low income of many patients and the capacities required to develop cost information and improve
billing and collection of fees. In Sri Lanka the Sri Jayawardana Hospitd, an autonomous hospital

established by the Parliamentary Act no.54 (1983), has failed to recover costs due to a low bed
occupancy rate of about 50% and faces severe financid difficulties (persona communication, N.

Attanayake). |If fees are set at cost recovery levels many users will require either insurance or

exemptions (Mills 1995). Withdrawd of date financing from nationd hospitds, or even partid

withdrawd, will be politicaly difficult. Despite the fact that autonomy will reduce formal government
respongbility for a hospital board's decisons, the government islikely to face problemsif servicesare
withdrawn or if fees areincreased. Find accountability for anationd hospitd is ill likely to lie a the
door of the Miniger: in The Gambia, boards are established by the Minister of Hedlth; in Ghana the
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boards of the two teaching hospitasare directly accountableto the Minister of Health (M cPake 1995).

4.5

Implicationsfor Government Capacity

Theattributes of capacity required for good autonomous hospital performancearemainly identified from

logica deduction, since experience of the attributes which determine good performanceislimited. The

following appear to be important capacity issues.

Elements of capacity

C

compostion and skills of the management board: do board members have familiarity with
private sector management practices; do users and other stakeholders have avoice- arethey
represented on the board; are hospital staff represented and do they agree with the direction of
hospitd policy; does management have financid kills?

clear specification of the Board's responghilities, vis-a-vis the centre: clear organizationd
gructure and lines of responghility;

relaively autonomous status from the centre: adequate authority delegated to the Board to use
fundsflexibly to meet local circumstances, epecidly in relaion to control over gaff levelsand

Wages,

capacity to collect fees and administer an exemption policy;

Broader conditions

C

economic resources. sufficient revenue to enable the hospital to function without periodic

financid crises, and to reduce the budget dlocated to the hospital fromthe centre;

lega frameworks: to establish boards and clarify functions and accountability;

political factors: transparent procedures for appointing senior dtaff; political feasibility of
reducing the Ministry's commitment and responghility for the hospitd.
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5. INCREASING PRIVATE FINANCE: USER FEES
51 Introduction

User fees for government hedth services have been introduced or increased in many developing
countries. Policy reviews emphasise that user fees should not be seen as an isolated revenuerasing
device, but as a means of contributing to better incentives and improved performance in the public
sector interms of equity, quality, efficiency and sustainability (Creese 1991; Kutzin 1994; Gilson et al.
1995; Bennett and Ngalande-Banda 1994).

For user feesto be an effective policy tool, experienceindicatesthat governments must support theaims
of user fee systems with policies to promote equity (including exemptions), and a broader reform
'package including adminigrative or organizationd restructuring (eg. decentralization and greater loca
respongbility for revenue use) to improve manageria incentivesand capacities. Without thesereforms,
itisunlikely that user fee revenue will be converted into qudity improvements, that poor or vulnerable
groups will be protected from the burden of fees, or that efficiency gainswill be redized (Creese and
Kutzin 1994; Kutzin 1994; Gilson et al. 1995; Russdll and Gilson 1995; Bennett and Ngalande-Banda
1994).

52 Rationale
The following rationaes for charging patients have been identified:
railsng additional revenue

C
C improving the qudity of care
C increesing efficiency

C

improving the equity of financing.

Efficency may be enhanced on the demand-dde if fees discourage 'frivolous use of services (World
Bank 1987) and if fee schedules can be designed to encourage appropriate use of the referral system
(through ‘cascading’ prices) and greater utilization of services essentid to public hedth (through
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exemptions). On the supply-dde, fee revenue can enhance technicd efficiency by financing
complementary inputs (Mills 1995).

User feesmay contribute to amore equitabl e financing system by charging those who can afford to pay
and exempting the poor. Charging patientswho are ableto pay will aso release more public resources
for services which benefit the poor. In addition, as the poor often resort to private care because
government facility standards are S0 low, user fees combined with quaity improvements (especidly
improved drug supplies) may make government carerdively more affordablethan that of more distant
private providers (Litvack and Bodart 1993). This emphasizes the importance of converting fee

revenue into service improvements.

Theinditutiond argumentsfor user feesare closdy related to economic rationaes. User feesmay make
providers more accountable to communities and responsive to patients needs because they need to
attract patients and their money. Providers may aso become more efficient because of this consumer
led competition (Mills 1995). The reforms necessary to support user fees aso have indtitutiona

implications. For example, decentrdization to alow facilities to retain revenue may enhance facility

managers financia autonomy and their sense of responghbility for usng budgets efficiently.

5.3 TheExtent and Nature of User Fee Systems

Two broad user fee 'models have been distinguished in the literature: nationd user fee sysemswhich
are often centraly organized; and more decentralized community financing schemes (Nolan and Turbat
1993). Often the two models co-exist (Cameroon, Kenya, Zambia). This review focuses on the
experience of nationa user fee policies, but rdevant evidence from community financing projects is
referred to.

User fee reforms have been most extengve in sub- Saharan Africa, where the gap between resources
and health needs and the influence of international donors have perhaps been grestest. Most countries
in ub-Saharan Africa had user fee systems in operation by 1993 (Table 4). In South Asa political

traditions of free service ddivery are il rdatively powerful (Bangladesh, India, Sri Lanka), but in other
Asan countriesthere are both relaively new fee systems (PapuaNew Guinea) and well establishedfee
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systems (Thalland). In Asian countries experiencing rapid liberdization (Cambodia, Ching, Vietnam)
there has been a rapid shift towards charging patients. Evidence from Lain America and the
Middle- Eastern crescent is more patchy.

Table 4: Countries with user fee systems

Region National user fee system User fees charged, but not part of a
national system?

Sub-Saharan Africa Benin, Burundi, Cameroon, Cote D'lvoire, Burkina Faso, Central African
Djibouti, Ethiopia, The Gambia, Ghana, Republic, Madagascar, Mauritania,
Guinea, Kenya, Lesotho, Mali, Niger, Zaire, Zambia

M ozambique, Namibia, Niger, Senegd,
South Africa, Swaziland, Zimbabwe

South Asia Bangladesh®, India, Nepal
Central, South-East and East China, Cambodia, Indonesia, Malaysia, Thailand, Vietnam
Asia Papua New Guinea, South Korea®,

Thailand, Vietnam
Latin America and the Belize, Bolivia, Brazil®, Chile, Colombia, no information
Caribbean Costa Rica, Dominican Republic, El

Salvador, Honduras, Jamaica, Mexico,

Peru, St. Lucia
Middle-Eastern Crescent Egypt, Iran, Jordan, Yemen Arab Republic no information

& User fee or pre-payment community financing schemes, set up as projects in specific areas of a country

® |n South Korea and Brazil most hospital services are provided by the private sector, financed by national insurance (Barnum and
Kutzin 1993)

¢ In Bangladesh most health services are free, but a small outpatient feeis charged at district or regional hospitals

Sources. Barnum and Kutzin 1993; Nolan and Turbat 1993; Russell and Gilson 1995

User fee sysemsvary consderably from country to country. Insome, fee schedulesarerddtively clear,
relaively up to date and consistently enforced by a strong state (Thailand), while in others fees are
incongstently gpplied, or lesswedll established and rgpidly evolving (Kenya, Zambia). |nsome countries
awesk dtate presence during periods of conflict facilitated the local and ad hoc development of user
fees (Cambodia, Uganda): in these countries governments are trying to establish aframework for more
effective implementation and coordination of fee sysems.

5.4 Lessonsfrom Experience

Of the palicy reforms considered in this paper user feesare the most widdy implemented and analysed.
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It isnot possible hereto provide acompletereview of experience; instead wefocuson threekey areas
of policy design and implementation (setting fee schedules, managing revenue, and exemptions for the
poor) which appear to be critica to the success of user fee policies and rai se serious questions about
government capecity.

i. Setting and coor dinating fee schedules

Governments need to structure fee schedules carefully in order to generate the right incentivesfor users
and providers and achieve broader hedlth sector objectives such as efficiency and equity. From
experience, fee schedule design and implementation should consider the following points.

C Fee charging systems different fee charging systems (regigtration fee, fee per consultation, per
episode of illness, per prescription script, per drug item) generate different incentives on user
and provider 9des. For example, charging registration or consultation fees when drugs or
supplies are not available has proved very unpopular (Kenya - Mbiti et al. 1993; Zambia -
Booth et al. 1995). Payment for aspects of service quality which are more perceptible and
valued by patients, such asreadily available drugs, appearsto be amore acceptable method of

rasing money.

C Fee schedules: if fees are to recover costs and encourage efficiency, they should reflect the
cogtsof providing services. But cost information in many Ministriesof Hedlthiscurrently limited
(Zimbabwe- Hecht et al. 1993). A system of 'cascading' chargesisrecommended to promote
gppropriate use of the referra system (lowest prices at first contact facilities, higher pricesin
digrict hospitals, and the highest pricesin generd hospitals). To complement these incentives,

waivers or reduced prices for referras should be built into fee schedules.

C Feeincreases. wheretheleve of pricesissat by law, feelevelsareinfrequently increased and
inflation erodes the red vaue of fee revenue (Barnum and Kutzin 1993; Kutzin 1994;
Zimbabwe - Hecht et al 1993). Periodic adjustmentsto feelevelslinked to inflation should be
built into the system as an administrative procedure rather than a political act.

C Public and staff information: in Papua New Guinea fees were introduced at rura hedth
centres and aidposts without consultation with staff and the public. This led to resentment
amongd gtaff and confusionin the community: people sayed away from facilitiesin fear of being
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charged excessive fees (Thomason et al. 1994). To ensure consgtent policy implementation,
hedth workers should be familiar with fee schedules. To inform patients and ensure aff
compliance, fee schedules should be displayed at facilities and public information campaigns
conducted.

C Levels of decision-making and accountability: prices should beflexible across geographica
aress, set according to loca economic circumstances and needs. FHexibility and accountability
downwards to the community requires sub-nationa decison-making capacity either at the
fadlity, community or didtrict leve. In addition central guiddines are required to support and
coordinate local efforts.

Nationd user fee systems have frequently been implemented without sufficient planning or loca capacity.
Asareault feelevelshave been uncoordinated. In Papua New Guines, for example, inadequate policy
guidelines resulted in fees a hedth centres that were equa to or higher than those in hospitals
(Thomason et al. 1994).

ii. Retention and management of revenue

Quadlity improvement is one of the most important objectives of user fee policy. Drug availahility in
particular has been shown to be a crucia variable contributing to increased service utilization after the
introduction of fees (Litvack and Bodart 1993; Knippenberg et al. 1990). In order to ensurethat user
fees lead to improvements in qudity, anumber of capacities are required.

C Collection and local retention of revenue: fee collection requiresthe development of aswift
billing and collection systlem which is consstently enforced by trained clerks (Hecht et al.
1993). Revenueretention a the collecting facility providesincentivesfor effectivefee collection
and the revenue is more likely to support quality improvements (Mills 1995; Bennett and
Ngdande-Banda 1994). However, in a number of countries local revenue retention is rot

permitted and revenueislogt to the treasury (Russell and Gilson 1995).

C Accounting, banking and auditing: management systems and skills for accounting, banking,
making expenditure plans and auditing are essentia requirements for a user fee system, butin
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many countriesthese skillsand systems are often inadequate or do not exist (Zimbabwe- Hedt
et al. 1993; Papua New Guinea - Thomason et al. 1994). In Kenya recent user fee policies
have given high priority to staff training which covers aspects of financid management and the
development of financid information systlems (Mbiti et al. 1993). Local banking capacity is
aso essentid for paying in revenue.

Revenue expenditure decisions. the degree of decentrdization of decison-making and
accountability may be animportant factor affecting whether or not qudity improvements occur
(Gilson et al. 1995). Involving communities and hedth workersin the management of revenue
(for example, on locd hedth boards) will contribute to more accountable and transparent
decisonrmaking that is more acceptable to loca people and better targeted at loca hedth
needs and priorities (Bennett and Ngalande-Banda 1994). Upward accountability is aso
important: local expenditure decisons should be supported and coordinated by nationa
guidelines to ensure broader policy objectives are being pursued. In Kenyalocd expenditure
plans haveto be checked by the district accountant and Hedlth Management Board, and by the
national Hedlth Care Financing Secretariat (Russdll and Gilson 1995).

Todate, thereismixed evidence of quaity improvementsfollowing theintroduction of fees. Thefactors

which influence fees impact on qudity remain largely unexplored, but decentraized financia control

appears to be a key &ctor promoting community involvement in decison-making and service

improvements.

iii. Exemptionsfor the poor

There is no documenteation of an exemption policy in a developing country which successully,

consstently and cost-effectively distinguishes between those able and unable to pay (Kutzin 1994;

Gilsonet al. 1995). Inthe design and implementation of exemption policies, governments must address

the following questions and respongibilities.

Definition of eligibility criteria: criteriafor defining the digible poor are normaly vague (the
indigent’, the 'destitute) and offer little guidance to hedlth or community workersimplementing
the policy (Nolan and Turbat 1993; Russell and Gilson 1995). In only two countries are
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household income criteriagpecified in quantitative terms (Thailand and Zimbabwe- Russl and
Gilson 1995), but such fixed criteria are aso problematic®.

Screening procedures: effective implementation of means testing, ather in the fadility or the
community, is often congrained by limited information about households ability to pay and the
cods of obtaining the information (Russell and Gilson 1995). Exemption policies need to be
implemented locally as hedth Saff (at least in lower leve fadilities) and community leeders are
likely to befamiliar with local peopleand their livelihoods (Willis 1993). Upward accountability
to nationd policy guidelinesisaso necessary to ensure accessto exemptionsisavailable across
fadilities. A disadvantage of decentralized discretion over exemptionsisthat loca adminigtrators
may be exposed to pressure from friends, relatives and influentid economic and political

contacts (Gilson et al. 1995; Willis1993), causing 'leakage' of benefitsto non-ligible groups.

Public and staff information: ignorance of digibility for exemption is a common reason for
non-utilization of services, or for not claiming exemptions (Zambia- Booth et al. 1995; Papua
New Guinea- Thomason et al. 1994). Clear information about eigibility for exemptionsneeds
to be provided to the public, especialy the poor, and hedth workers should be familiar with dl
igibility criteria, especidly for specia cases such asreferras.

55 Implicationsfor Government Capacity

From the above lessons, it is clear that a broad range of capacities are required by governments to

design and implement a successful user fee policy ‘package. The attributes of capacity required for

good user fee performance are described below.

Elements of capacity

From experience, sib-nationd decison-making leves (facility, community, digtrict) have played an

important role in the implementation of user fee and exemption policy. Trained staff and adequate

systemsarerequired for billing and collecting fees, conducting meanstests/granting exemptions, kesping

5 Eligibility criteria based upon household income may be inappropriate to people's economic circumstances in some areas and
are often not adjusted for inflation (Zimbabwe - Hecht et al. 1993). Most importantly, measuring household income is difficult.
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accounts, budgeting, development of expenditure plansand overseeing expenditure, and measuring and
monitoring outputs (including revenues, expenditures, service utilization rates, numbers and types of
people exempted).

Loca management systems must be sufficient to specify objectives or target outputs, and must be
cgpable of maintaining and using financid information. Loca management=s decision-making sructures
for setting fees and spending revenue need to be accountable and transparent to the community.

However, the role of the centre remains criticad. The centre must have the systems to provide policy
guiddines for sub-nationa levels, in order to support and coordinate the implementation of fee
schedules, criteria and procedures for means testing patients, and spending revenue. This may include
compiling cost information to help set fees, monitoring the impact of fees nationdly, checking that
guiddines on fees, exemption procedures and revenue expenditure are adhered to, and auditing
accounts. To prevent regiond inequities developing, the central level needs to be able to redirect
resources to support facilitiesin poorer areas which exempt alarge proportion of patients. Significant
economic resources are likely to be required to ensure that staff receive appropriate support and

management training, and that the user fee palicy iswel publicized.

Broader conditions

Legd or adminidrative frameworks which alow retention of fee revenue a facility level need to bein
place. In severd countries (for example Ethiopia, Jordan, Namibia, South Africa and Zimbabwe in
1993) facilities could not retain revenue, providing disincentives to collect fees and limiting potentia
quaity improvements (Barnum and Kutzin 1993; Hecht et al. 1993; Russell and Gilson 1995). Such
frameworks require reform, but this can be along and difficult process involving negotiation with the

Ministry of Finance (Papua New Guinea - Thomason et al. 1994).

The palitica feashility of reforms which involve decentrdization, retention of revenue a the facility,
resource reallocation and exemptionsfor the poor is open to question on many counts, and will depend
upon established power structures, types of democratic representation, and the government'sstanding
with vested interest groups. The location and accountability of decison-making areimportant factors

influencing processes such as fee setting, revenue expenditure and granting exemptions.  Involving
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communities and their representatives in decison-making will, in theory, enhance decison-making
capacity by increasing the power of user voices and a sense of ownership and accountability in public
decisonr-making. However, these civil-governmenta structures may be difficult to developin contexts
wherethe state hastraditionally been overextended or centralized, whereloca organizationsare poorly

developed, or where the poor do not have avoicein loca ‘community' organizations.
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6. GOVERNMENT PURCHASE OF PRIVATE SERVICES

6.1 Introduction

The most important devel opmentsin this category congtitute various forms of contracting arrangements
whereby government uses public fundsto purchasethe services of private sector providers. It hasbeen
suggested that contracting arrangements enable governments to enjoy some of the positive aspects of
markets whilst retaining control over quality, quantity and the price of services provided. In
industrialized countries there has been consderable interest in the managed market concept whereby
contracting arrangementsfor clinica services are used throughout the health sector in order to promote
competition between different providers (Enthoven 1988, Hurst 1991). There has been considerable
discussion about the extent to which such reforms are either replicable or desirablein the developing
country context (Mills 1995, Broomberg 1994, Collins et al. 1994). However, there are dternative
formsof contracting which congtitute |ess dramatic departures from the status quo and which have been

spreading rapidly in both developed and developing worlds.

Forms of contracting include:

C Non-clinical contracting out: contracting of private providers to produce services such as
laundry, waste disposd, billing, catering, cleaning etc.

C Clinical contracting out: contracting of private providersto provideclinica servicessuch as
ambulatory care, acute care, chronic care and diagnostic services.

C Whole hospital management arrangements. assets are retained by the public sector but
regpongibility for managing and operating these assets are contracted out to the private sector.
Thisarrangement may take numerousforms, for example medica and nursing staff may continue
to be publicly employed or may be hired privately.

C Leasing: public sector leases or rents private sector assets. Thisis particularly common for
high cogt high-technology assets. In generd under aleasing arrangement the public sector would
be respongiblefor the operation and use of theasset. If thisisnot the casethen the arrangement
is substantiadly smilar to a contracting out arrangement as described above.

C Joint ventures: the digtinguishing fegture of such arrangementsisthat both public and private
sectors contribute to the capita requirements of a project. Who takes responshility for
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operating the new facility and how revenueis shared between public and private sector interests
will vary between contracts.

One form of contracting which is common in certain developing countries is that of a contractua

relationship between an insurance agency and hedlth care providers. Where the insurance agency is
publicly owned thisisaform of government purchase of private services. Such arrangementshave often
been in existence for along time and have not been introduced specifically as part of the changesinthe

role of the state under adjustment.

6.2 Rationale

Economic rationale

The corereason for contracting isto promote efficiency. Thismay mean providing the same standard of

servicea alower cogt or providing ahigher sandard of serviceat the same cost. There areanumber of

economic reasons why contracting arrangements may enhance efficiency.

C Creation of competition amongst providers: mos atention has been given to this point.
However, there has been considerable debate about the extent to which rea competition is
likely to occur in developing countries dueto the limited size of the private sector (Broomberg
1994). Thisis more obvioudy the case for contracting out clinical services. For non-dinica
services (such as ceaning and laundry) the market may be rather more competitive.

C Increased technical efficiency through economies of scale or economies of scope: one
contractor may be ableto providethe same serviceto anumber of different hedth carefacilities
in order to reap economies of scale. Or, for certain non-clinica services such aslaundry and
catering, the same contractor may provide the service across different sectors (eg. by aso
providing laundry facilities to hotdls).

C Improved allocation of risk: contracting dlowsaredistribution of risk, which may be efficient
if different actors have different degrees of risk averseness.
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I nstitutional rationale

C Clarification of organizational objectives: in theory the process of contracting requiresthe
government to clarify organizationa objectives and determine means by which achievement of
objectiveswill be measured. It isthus likely to promote transparency.

C Autonomy: contracting services may be ameansto promote the autonomy of decison makers
and protect them from unnecessary poalitical or central government interference.

C Freedom from bureaucratic regulations: this might take many forms. For example, by
operating outsde the public sector, contracted services may escape over-rigid personne or
procurement systems. Leasing arrangements alow government to access private sector capitd,
which may be more readily and quickly available than public invesment funds.

C Innovation: contractua arrangements may facilitate more innovative formsof serviceddivery

by introducing private sector niche players into the market.

6.3  TheExtent and Nature of Change

Up to now no devel oping countries have implemented afull-blown managed market approach to hedlth
care such as that upon which the UK and Dutch reforms are based. However, Colombian reforms
involve digtinguishing purchaser and provider roles and consumer choice between competing hedlth
plans offered by both public and private providers (Gonzal ez Sedano 1995) and Mexico issmilarly
planning a purchaser/provider split (Frenk et al. 1994). Decentraization reformsin Zambiainvolve
individua digtrict hedth teams being contracted by the MOH to provide services (Government of the
Republic of Zambia1992). Zimbabweisapparently considering amanaged market gpproach with the
assistance of ODA (persona communication, K. Grant). Morelimited formsof contracting, particularly
contracting for non-clinical services, are widespread in the developing world (see Table 5), thoughitis
difficult to say to what extent the contracts cited in the table are new and associated with recent changes
in the role of government. The extent of dlinical contracting is consderably more limited than thet of
non-clinica contracting. For genera inpatient and outpatient services, contracting arrangements seem
most established in Southern Africa. Often these arrangements have been in place for severd years.
South- East Asaprovides severd examples of contracting for high technology services. Organizations
have engaged in such contracts both in order to alow rapid investment in high technology services and
tolimit therisk of these expengveitems of equipment rgpidly becoming obsolete. Leasing arrangements
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do not appear popular elsawhere. 1t ispossiblethat in many devel oping countries private sector access

to capitd is poorer than that of the public sector.

Table 5: Known contracting arrangementsin the health sectors of developing countries’

Type of contract Service Country/region with arrangement
Non-clinica Laundry Bombay, Maaysia, RSA, Sri Lanka, Zimbabwe
Cleaning Thailand, Jamaica
Security Lesotho, RSA
Maintenance Venezuela, RSA, Zimbabwe
Billing Zimbabwe
Catering Bombay, Lesotho, Malaysia, RSA
Clinica Acute care RSA, Zimbabwe and PNG (mine hospital), (many countriesin
Sub-Saharan Africaif implicit contracts with mission facilities are
considered)
Ambulatory Namibia, RSA (GPs)
Long tem RSA (TB and psychiatric care)
Diagnostic Thailand (CT, ESWL, MRI), Maaysia (CT, X-ray, radiotherapy)
Nigeria, RSA
Laboratory Bombay (vector control)
Public Hedlth
Whole hospital China, Balivia
management
Leasing High tech diagnostic Thailand (contracting arrangements for such services vary, but fall
somewhere between contracting out and leasing).
Joint ventures Not known

Sources: Aljunid 1995, Bennett and Ngalande-Banda 1994, Bhatia 1995, Alvarez et al 1995, WHO 1991.

There isdso only limited experience with management contracts, perhaps with the sole exception of
China. In China, management contracts for health departments and ingtitutions have recently become
widespread with more than 50% of hedlth care ingtitutions run on a contract basis in 1992 and over
90% in some more commercidized regions such as Guangdong and Jlin (Dezhi 1992). The popularity
of management contracts for hedlth facilitiesin Chinaiis perhaps explained by the widespread use of
such contracts in public enterprises. In Balivia a donor-supported NGO took on the management

8 Thistable isfar from comprehensive but it depicts the arrangements found from a literature review on clinical and non-dirical
contracting in six countries and from research commissioned by the Health Economics and Financing Programme of the London
School of Hygiene and Tropica Medicine.
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contract for anumber of ambulatory carefacilities (Fiedier 1990). There appear to befew instances of
joint ventures in the developing world.

6.4  Lessonsfrom experience

Evauationsof contracting arrangementsfor hedth carein devel oping countriesarefew and far between
so much of theavailable evidenceisanecdotal’. Literaturefromindustrialized countries has shed doubt
on the ability of competitive contracting arrangements for clinica services to regp efficiency gains.

Contractud relationships are frequently characterized by trust between thetwo main parties; studies of
contracting out for socid servicesin the US suggest that over time strong bilateral relationshipsdevelop
limiting the degree of competition when the contract is renewed (Propper 1992). Inditutiond
economics would offer an explanation for this: when there is a consderable degree of uncertainty

inherent in the contract (as there dmost dways is in hedth care) then the conditions set out in the
contract must be complemented by trust between the two cortracting partners (Williamson 1985).

Evidenceis sronger for efficiency gains from non-clinical contracting (Walsh 1995).

The limited evidence from devel oping countries does suggest that contracting may bring with it greater
efficiency, a least in certain regpects. A sudy of clinica services provided by a mining hospitd in
Zimbabwe, under contract to the Ministry of Public Hedlth, indicated that the prices charged to
government by the mining hospital were comparable to the costs to government of running anearby
public hospitd, but qudity of care at the mine hospital was condderably higher (M cPake and Hongoro
1993). In Bombay, catering services offered by privately contracted companies appeared to offer
better vaue for money than those provided in-house (Bhatia1995). An assessment of the contracting
out of cleaning servicesin Thailand suggested that the service was purchased from the private sector a a
congderably lower price than it would cost to provide in-house (Tangcharoensathien et al. 1995).

However, these same studies aso identified problems with the contracting arrangement which may
adversdly affect efficiency. In Thaland, for example, ward ssters complained that when cleaning
services were provided in-house, cleaning staff could be requested to carry out Smple patient service

7 The results of the research commissioned by the Health Economics and Financing Programme of the London School of
Hygiene and Tropical Medicine are currently being prepared for publication.
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functionsif the need arose, whereas when the service was contracted out this was no longer possible
(Tangcharoensathien et al. 1995). Elsawhere, when maintenance services have been contracted out it
has been observed that dthough the service operates more efficiently overall, hospitad staff have less
control over the contracted service and may find that the order in which items of equipment arerepaired
does not match hospital priorities (WHO 1991). If efficiency isimproved through contracting then the
mechanism through which this occurs is not yet clear. There is little good evidence of competition

amongst contractorsin the developing world.

Thereisno evidence asyet that contracting out in devel oping countrieshas hel ped capture economies of
scae. In Bombay a study of contracted-out laundry servicesfound that some contracted-out services
were performed on amuch smaller scale (by dhobis washing by hand) and at low cost (Bhatia 1995).

There is atanly evidence of risk shifting in contracting out arrangements. However this does not
adwayswork inthe government'sfavour. In South Africaandysisof the pricing structure for contracted
clinica services suggested that the government dmost wholly boretherisksassociated with variationsin
the cogts of careat contracted hospitals (persona communication, J. Broomberg). Smilarly, in Thailand
the contracts for high technology equipment seemed to shift the risk towards government rather than

away fromit.

One of the supposed indtitutiona rationaes for contracting was the clarification of organizationd

objectives. None of the developing country studiesavailable suggest that thiswas elther astated god of
reform or an unplanned yet beneficid result. Infact contracting often seemsto havedevelopedinanad
hoc manner with little concrete planning and few specified objectives. For example, the contract with
the mine hospital in Zimbabwe did not clearly define the type of cases which thehospital should trest,
but smply agreed to remburse on afee-for-servicebasisdl care provided by the hospitd to the generd
populace. Asaresult the cost of servicesat the hospital accounted for 70% of thetota provincial non-
sdary hedth costs (McPake and Hongoro 1993). One of the most significant forms of government
purchase of private servicesin Sub-Saharan Africaisthat of government subsidiesto misson hospitals.
Yet there is generdly only a broad agreement between government and an umbrela organization
representing the missons. Tanzania gppears to be an exception: there are explicit contracts in place

between the various dioceses and government, identifying the functions and objectives which misson
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hospitals should pursue.

It wasa so hypothesized that the contracting process may help to avoid overly bureaucratic government
regulations and generdly promote greater flexibility. On occason Minidries of Hedlth have clearly
entered into contractsfor thisreason. In Lesotho security servicesat the main hospita were contracted
out since it took a long time to dismiss and replace in-house security guards who were found to be
corrupt. In Thailand interviews with hospita managers suggested that one of the main reasons why
lessing arrangementsfor high-technol ogy equipment had been negotiated with the private sector wasto
enable teaching hospitals to gain access to new items of equipment without going through lengthy
government procedures. In Zambiathe new decentralized system with contracting between the MOH
and the digtricts was partidly motivated by a desire to free hedth care ddivery from rigid and over-
centralized bureaucratic regulations and to give districts grester autonomy (Government of the Republic
of Zambia 1992).

At the same time bureaucratic controls may affect the contracting processitself. In Thailand the price
for cleaning service contracts was centraly controlled by the Ministry of Finance. Ministry of Hedlth
andystsargued that cleaning ahospital was subgantidly harder work than cleaning other public facilities
such as schools and offices, and that the quality of service procured under the contracting arrangement
could be inadequate because of the low price (Tangcharoensathien et al. 1995).

6.5 Implicationsfor Government Capacity

Theevidence available suggeststhat contracting may in some circumstances offer benefits. However, in
order for these benefits to be regped a number of preconditions must hold.

Elements of capacity

At the levd of individual skills there are a number of capacities which Ministries of Hedth require in
order to contract services successfully. Planning skills are necessary to set redlistic objectives and
monitor their achievement. Skillsare required to negotiate with contractorsand adviseonlegdly binding
contracts.  Some capacity for economic analysis is required to assess whether or not contracting

sarvices truly represents a more efficient option than in-house provison. Appropriate systems are
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necessary to underpin these skills. For example, monitoring of providers requires good information
systems.

The review of experience would suggest that these skills and systems are rarely sufficiently strong.
Contracted services rarely seem to have benefited from the formulation of clear and achievable
objectives and thus contracting has not been able sgnificantly to improve trangparency. It could be
argued that if the necessary <kills to formulate clear objectives were missng from direct service
provision then they are unlikely to materidize Smply because contracting is established. The fact that
under many contracts in developing countries government dmost entirely bears the risk suggests that
negotiating skillsin government tend to be weeker than those in the privete sector.

Contracting may occur a many different levels in the hedlth care system: an individud hospital may
contract out services, adistrict may do so, or the Ministry of Hedth may develop contracts with the
didricts (as in Zambia). Many of the contracts discussed above operate at the facility leve (eg. the
laundry servicefor aparticular hospitd is contracted out), and thusfacility level saff have akey rolein
monitoring. Successful contracting may thusrequire e least some of the skillsand systems listed above
to be possessed at relatively low levels of the hedlth care system. Where awhole serviceis contracted
out by the central minigtry it ispossiblethat the government is quite distanced from the service provider.
Particularly careful monitoring is required under these circumstances. Inthe 1970sthere wasapublic
outcry in South Africa about the quality of care provided to mentdly ill people by a private provider
under contract to the government. Government appeared not to be monitoring the qudity of careand
the outcry was simulated by the media, highlighting the importance of broader inditutions, and in
particular ardatively well-developed media

Broader conditions

Much of the concern voiced in the literature about contracting for heglth care in developing countries
relates to the limited size of the private sector (Broomberg 1994; Mills 1995). The lack of joint
ventures and leasing arrangements observed in developing countries may suggest that private sector
capacity is indeed too limited for more complex forms of contracting to be viable,

Furthermore, ingtability in the revenue base of developing country governments may aso inhibit
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successful contracting.  Contractud arrangements may require government to commit funds for an
extended period and require regular payments. However, government budgetary cycles are generaly
annud and given the financid uncertainty, Minitries of Hedth may wish to retain some degree of
flexibility in the use of funds during the mid to long term (Mills 1995). Privete firms may not wish to
enter into contracts if they fear they will not be paid on time.



7. THE PURE PRIVATE SECTOR

7.1 Introduction

Whereas in industrid sectors of the economy the emphadis in reform has been in shifting to 'purely
private forms of services, in hedth care purdy private solutions have received less atention. There
have been only extremdy limited atempits to transfer ownership of existing government hedth care
facilities. Ingtead the focus of reform has been on defining which services should be delivered privately
and which publicly, and onimproving linkswith the existing (often substantid) private sector. The 1993
World Development Report (World Bank 1993) recommended that certain low priority services be
provided entirely by the private sector astheir publicly funded provison could not be judtified. At the
sametimethe World Development Report recognized the need for improved government regul ation of
the private sector. Given that the key concern of this document is cgpacity, our focusin thissectionis
not on the private sector per se but rather on government's reationship with the private sector,

especidly government's ability to regulate and enable the private sector.

The sze, scde ad nature of the pure, private hedth care sector in developing countries varies
congderably. In many developing countries, particularly thosein South and South- East ASig, there has
awaysbeen asubstantid private sector. In Sub-Saharan Africathe privatefor-profit sector tendsto be
smdl (except for traditiond heders) but mission hedth care providers often play akey role. Therange
of exigting Stuations meansthat countries attemptsto regul ate and enable the private sector havetaken

avariety of forms.

Maynard defined regul ation asthe'control of prices, qudity or quantity of heath care (Maynard 1982).
In addition governments may wish to control the didribution of providers through regulatory
ingruments.  Enabling has more pogtive connotations than regulation; however it may be directed at
amilar varidbles. For example, enabling actions may be amed a increasing the number of private
providers, or improving the quality of care which they offer, or encouraging providersto locateinrurd

aeas. A wide range of specific regulatory and enabling instruments have been adopted by different



countries.

C Licenang: both of individua practitioners and the private premises from which they operate.
Licenang of different cadres of medica staff controls both the quality and quantity of medica
manpower. Licensing of private premises aso controls the number and distribution of private
practices and may specify certain structura standards which must be met in order for the
practice to operate.

C Price stting: ether in aband or specified fixed fees.

C Madpractice legidation: endbling authorities to identify and punish providers who offer

unacceptable standards of care. Private practitionersmay be prosecuted through thelaw courts

or face investigation by the medica council.

C Control of medical school curricula

C Certificate of need legidation: controlling the accumulation of high-technology equipment and

facilities by private providers.

C Fnandid incentives: induding (i) incentives such astax bresksamed at increasing the number or
shifting the digtribution of private providers and (i) incentives aimed at encouraging private
providersto perform certain activities, generdly public hedth activities such asimmunization or
diseese natification.

C Control of private practice by doctors employed in the public sector.

C Training schemes for private providers.

C Accreditation schemes for private facilities.

C Structuring the financid incentives which private providersface through payment schemes this
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srategy can only be pursued where there is a substantial degree of hedlth insurance or public
funding and the gtate has influence over the form of payment. As hedth insurance and public
subsidy tend to belimited inlowincome countries, thisis primarily astrategy pursued by middle

and high income countries.

Itisinteresting to note that few of themeasureslisted above aretargeted directly at increasing the Sze of
the pure private sector; instead they am to enhancetherole of the sector in contributing to the nation's
hedth.

7.2 Rationale

In section 3.1 it was pointed out that different forms of market failure will occur with different types of
hedth care sarvices, and thus different forms of government intervention will be more or less
gopropriate. The principd reasonsfor government intervention in the hedlth care market place arelikely
to rdaeto (i) imperfect information and the consequent need for some form of qudity control and (i)

lack of attention by private providersto public hedth issues.

7.3  TheExtent and Nature of Change

The main changes associated with structurd adjustment which have taken place in the relaionship
between government and the private sector are reviewed in Table 6, with country examples. Many of
the key indruments enabling government to influence the behaviour of the private sector, such asthe
establishment of medicd and other professond councils, licenang laws and, in Sub-Saharan Africa,
subsidies to misson hospitals, have been in placefor many yearsand thusare not included inthetable.
These basic instruments probably continue to be the most important onesin regulaing and enabling the

private sector.

Although severa countrieshave on paper espoused policiesenhancing therole of the private sector, the

extent of changeinthisareaisnot greet. Perhgpsthe dlearest Sgn of liberdization and changing policies
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isthereped of prohibitivelegidation. A handful of Sub-Saharan African countries prohibited or heavily
circumscribed therole of private for-profit practitioners shortly after Independence, but during the past
fiveto ten yearsdl of these countries have repeded or dtered thislegidation so asto facilitate private

practice.

Severd countries have devel oped schemes attempting to encourage private practitionersto play amore
activerolein public hedth. These schemesinclude provison of freeinputs for public hedth activities
(such as providgon of free vaccines in Nigeria, Maaysa, Iran and Si Lanka, and provison of free
condomsin Nigeriaand Zimbabwe) (WHO 1991). Elsawhere (such asEthiopia) private providersmay
purchase supplies from the government store thus benefiting from an implicit subsidy (Bennett and
Ngadande-Banda 1994).

Table 6: Extent of changein the relationship between government and the pure private
sector

Reform Examples of countrieswhich have adopted reform
Repeal of prohibitive legislation Malawi, Mozambique, Tanzania, Zambia

Untargeted government subsidies Pakistan, Thailand, Zimbabwe

Incentives targeted at increasing the private supply of Nigeria, Malaysia, Iran, Sri Lanka, Zimbabwe

public health services

Liberalization of regulations governing private practice by Malaysia, Mozambique
public doctors

Training Nepal, Zimbabwe
Accreditation schemes Mexico
National health insurance schemes permitting access to Taiwan, Thailand

private providers

Sources: Aljunid 1995, Bennett et al 1994, Kafle et al 1992, Ngalande-Banda and Walt 1995, WHO 1991.

A number of studies have documented a complex pattern of government subsidiesin countries. Often
these subsidies are not products of recent policies to enhance the role of the private sector, but rather
reflect the palitica influence of privateproviders. In Thailand the Board of Investment was ableto grant
tax holidays to new or newly expanding private hospitas; this was done for many years without any
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coordination with the MOH (Bennett and Tangcharoensathien 1994). A study in Zimbabwe shortly
after Independence found that government subsidiesthrough tax relief on insurance premiums etc were

highly inequitable.

In many middleincome countries there has been recent interest in compul sory hedth insurance schemes.
Thailand introduced such ascheme in 1991, Taiwan has just expanded coverage of hedlth insurance
schemesto cover thewhole population and Maaysais carefully considering the establishment of sucha
scheme. Where such schemesexist and become significant purchasersof private hedth care, they offer
perhaps the best chance of influencing private provider behaviour. In Latin America compulsory

schemes have been established for many years, and many of them are currently undergoing radica

reform. One of the objectives of ongoing reform efforts isto creste improved incentives for service

providersto control the cost of service provison while maintaining qudity.

7.4  Lessonsfrom Experience

There hasbeen anotablelack of andysisof country experience with instrumentsto influencethe private
sector. |n particular, comparative andyss examining the success of dternative regulatory and enabling
indrumentsislacking. Availableinformation tendsto be from case-sudieswhich draw upon acountry's
experiencewith aparticular reformor policy. Given thedifferencesin country experience and thewide

range of regulatory and enabling insruments, it is difficult to draw out genera lessons.

Ngdande-Banda and Walt (1995) analysed the effects of the 1987 legidation in Maawi liberdizing
private practice. Their study suggests that there was rapid expangion of private practice amongs the
paramedica cadres but only limited growth amongst private physicians. This was partly atributed to
invesment barriers and partly to the uncertain economic and politicd dimae in Mdawi. In
Mozambique liberaization was targeted a the private non-profit sector (WHO 1991) and there has
gpparently been considerable expansion in this sector, at least in Maputo.

A criticad question concerns the effectiveness of regulations governing the private sector once private
sector activity is liberdized. Unfortunately the evidence available suggests that reguletion is often
ineffective. In Mdaysia only 39 complaints came before the Medicd Council in afive year period
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despite many more accusations of malpractice in the newspapers (Aljunid 1995). In Indiatheintegrity
of some medical coundils® has been questioned as complaintsto councils have beenignored, midaid or
only brought to a hearing when considerable pressure has been exerted by consumer organizations
(Times of India 1992, Y esudian 1994). In Zimbabwe the Minisiry of Health has had to intervene on
occasion to ensure that malpractice hearings were publicized rather than 'hushed up' by the medica
council (Bennett and Ngalande-Banda 1994). Anaysis of experience in the indudtrialized world
suggestsasmilar situation; medical councilsbeing more concerned to protect the role and reputation of

the professona rather than the health of the patient (Rosenthal 1992).

In Sub-Saharan Africa resource shortages have been cited as a mgor problem affecting the
effectiveness of regulatory bodies. In Mdawi, athough the Medica Council hasmanaged to maintainits
basic functions of licenang practitioners, limited funds have prevented it from securing regular patient
reporting from private practitioners, or ensuring that practitioners attend refresher courses on an annua

basis. Both of thesearefunctionswhich it isofficialy respongblefor carrying out (Ngalande-Bandaand
Wt 1995). In Ghanamedical and professiona councilswere established during the 1950s; however it
was only during the late 1980s that these bodies started to receive funds from government and operate
effectively. The greater the sSze of the private sector, the greater the resources necessary to ensure
effective regulation.

Problems do not lie only with medica councils. Licensng and ingpection divisons of government
minidries (induding the Minigtry of Hedth) tend to be susceptible to corruption (Klitgaard 1988);
licencesmay be granted to the politically powerful or wedthy rather than to those providing satisfactory

facilities.

Although government subsidies to private hedth care providers appear widespread, there have been
few attempts to andyse their success. In Maaysa a government programme to encourage privete
practitioners to offer hepdtitis B vaccinations by subsidizing the vaccine foundered when cheaper
vaccines became commercidly available (Aljunid 1995). In Zimbabwe during the early 1980svaccines

were provided freeto private practitioners. However, when it wasfound that private practitionerswere

8 Medical councilsin Indiaare established at the state level.
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dill charging for immunizations, this programme aso ended (Bennett and Ngdande-Banda 1994). It
would appear in this case that the agreement between the private sector and government was not
aufficiently clear or enforceable. Other subsidies to the private sector often have very poorly defined
objectives and are open to capture by influentia groups. In Thalland until recently, Sgnificant subsdies
were being given to the private sector through tax relief on high technology equipment imported from
oversees, dthough increasing the availability of high technology equipment was not in line with official
MOH policy. Moreover, the Board of Investment continued to provide corporate tax relief to new
private hospitas starting up in Bangkok athough the bed to population ratio in Bangkok was aready
higher than MOH targets (Bennett and Tangcharoensathien 1994).

Some 'enabling’ measures seem to have met with more success. Kafle et al. (1992) describe a
programme of training for private pharmacy ass stantsin Nepa which would appear to have raised the
quality of care provided by pharmacies. Garner and Lorenz (1992) write optimisticaly about the
implementation of aprivately organized accreditation schemein Mexico, dthough at thetime of writing
the scheme was not yet implemented.

Despite limited evidence, it would gppear that there are systemetic problemsin the implementation of
regulations in both developed and developing countries.  Experience with less punitive means to
influence private sector behaviour (such astraining and accreditation schemes) is perhgps more positive,
but much more analysisis required to support thisassertion. In conclusion, policiesto expand therole
of the private sector need to be accompanied by careful thought asto how quality of carein the sector

can be assured.

7.5 Implicationsfor Government Capacity

A report o a1991 WHO meeting states that ‘Countries often felt that although they have the
authority to monitor (private sector behaviour) they do not have the capacity (WHO 1991). This
assertion was supported by astatement from the Sri Lankan government noting that ' Thereis adequate
provision in the legislation to take regulatory action whenever the need arises. The monitoring
mechanisms need further strengthening, the constraint being inadequate funding and personnel’.

The question of information and monitoring iskey to the success of regulatory and enabling measures.
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Regulation requires that the regulator have sufficient information about the behaviour of hedth care
providersto be able to determine when aviolation of legidation hastaken place, and moreover to have
aufficient evidence to prove that this is the case. Equdly, for enabling measures (such as financid

incentivesfor vaccinations) to work, government must be ableto determine who deserves payment and
how much. Regulation and enabling measures d so depend upon agood understanding of theincentives

which private providers face and how these can be manipulated.

Consderableindividua skillsarethus required for effective regulation and enablement. At theleve of
systems, strong informetion and monitoring systems are critical. For example, without a database
holding basic detailsof dl private providers, many providerswill escape the regulatory net. Often such
databasesin devel oping countries are poorly organized and out of date. M uch regulatory authority tends
to be delegated to medical councils. Asthebehaviour of such councils suggeststhat they do not dways
pursuetheinterests of the consumer, it isimportant that the MOH carefully monitorstheir behaviour. It
would appear that severd governments have under-estimated the resources which effectiveregulaion

requires.

Therearedso severd broader inditutiond factorswhich arelikely to affect the success of regulation and
enabling. Dedlings between government and the private sector need to be transparent. Government
bodies deding with the private sector must have aclear line of accountability; otherwiseit becomesvery
easy for regulatory capture, or even corruption, to occur. The experiences described above point tothe
importanceof civil society inregulation and engbling. Therole of themedia(asin Zimbabwe and India)
and of consumer organizations (as in India) may be critical to ensuring that private providers offer

adequate care.
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8. CONCLUSIONSAND IMPLICATIONS FOR RESEARCH

This paper has examined the broad arguments for reform of the role of government in hedth care, as
well as actud experience in four specific areas: autonomous hospitals, user fees, contracting with the
private sector and regulating and enabling the private sector. Subsequent research in four country case
gudies (Ghana, Sri Lanka, India, Zimbabwe) will examine these same reforms where possible.

Sections 4-7 of the paper suggest that the extent of country experiencewith, and consequently analys's
of, thesereformsismixed. Implementation of user feesis perhgpsthe most widespread reform and dso
the most analysed, and there is now a relatively good understanding of the types of capacities and
preconditions necessary for user fee systemsto operate successfully. Despite policy statementsby both
individua country governments and international donors advocating private sector expanson in hedth
care, it would gppear that only ahandful of countries have implemented policy measures ddiberatdy
designed to expand the private sector. These countriestend to be those which previoudy had the most
repressive policies vis-a-vis the private sector. However, many developing countries already have a
ggnificant private hedth care sector and measures in place to influence the behaviour of this sector.
There has been virtudly no research andysing the success (or fallure) of these regulatory and enabling

measures.

Experience to date with autonomous hospitals and contracting is quite limited, dthough preliminary
andyses of these experiences are just beginning to emerge. Although extensve contracting
arrangements in the form of managed markets are not observed in developing countries, small scae
contracting ismuch morewidespread. Reforms creeting autonomous hospitalshave been undertakenin
only ahandful of developing countries.

Using economic and ingtitutiona perspectives, section 3 of the paper suggested that there were reasons
for reforming the role of government in hedth care. The review of experience would suggest that
inditutional arguments are a least as important as economic ones. dthough the overdl reforms are
driven by afree market ideology rooted in neo-liberd economic theory, neo-liberd theory haslittleto
say about what to do if marketsareimperfect. The preciseformswhich reforms have taken depend far
more on a series of inditutional concerns (relating to autonomy, accountability, trangparency €tc).
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Undergtanding of the full range of indtitutiond principles behind reform in the hedth sector is il
relatively weak and could be further strengthened.

Oneof thefeatures of thispaper has been to highlight the great variety in the reformstaking place. This
has congderable implications for the country-levd fiddwork whereit will be essentid to specify tightly:

C the service being produced
C the new form of service provision being used
C the ingtitutional context.

Section 4 has Sarted to provide the necessary frameworksfor thisdescription (eg. theliging of different
formsof contracting, different regulatory and enabling measures etc) but will be added to and revised as

the research progresses.

For dl of thereformsin the role of government considered above, government capacity to manage the
new service provision arrangements has been questioned. The critical elements of capacity important
for the organizations(s) involved in the service arrangement were often lacking. For example, skillswere
often lacking (eg. government officers ability to negotiate contracting out arrangements, or define
gppropriate fee schedules). Organizations and systems for performing the new roles, particularly
information systems for monitoring, were often undeveloped (eg. accounting systems for revenue
collected, information systems for regulating private providers). And resources to fund governments
regulatory and enabling roles (eg. financid resources made available to medica councils), and to
develop important elements of capacity through training and infrastructure development, were often
inadequate.

The broader externa conditions (economic, palitica, legd) which promote capacity to provide services
effectively were often uncertain or vulnerable. For example, the size of the private sector in many
contexts placeslimitson the potentid for contracting. Theindependence of autonomous hospitalsfrom
politica interference was limited. And the necessary adminidrative frameworks to dlow facilitiesto

retain fee revenue were lacking in anumber of countries.



The andlysis of capacity presented in sections 47 was somewhat eclectic, drawing only upon the
incapacities dready identified in published studies. In order for fieldwork to provide amore thorough
andysis of cgpacity, an understanding is required of what capacities are necessary to manage the new
relaionships. Where there exists cons derable experience, asin the case of user fees, thisisardatively
easy task. In fact section 5.5 aready provides a reasonable checklist for the necessary capacities.

However, wherethereisless experience and consequently less understanding of thefactors contributing
towards the success of a particular reform, the problem is more intractable. For example, with

contracting it iscurrently difficult tosay which areimportant capacitiesfor success. isit theexistenceof a
large private sector, strong negotiating skillsin the MOH, good economic anayssin the MOH, strong
monitoring arrangements or effective rule of law - or what combination of these capacities? Such an

understanding can only be built up over time as documentation of country experience accumulates.
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