HEALTH FINANCE
DEVELOPMENT PROJECT
| (492 - 0446)

'PROJECT PAPER

USAID/Philippines
SEPTEMBER 1991




Pb" AP - b3

HEALTH FINANCE DEVELOPMENT PrOJECT
(492-0446)
ROJECT PAPER

TABLE OF CONTENTS

PROJECT DATA SHEET

PROJECT AUTHORIZATION
SUMMARY AND RECOMMENDATIONS
ACRONYMS AND ABBREVIATIONS

I. PROJECT BACKGROUND AND RATIONALE

A. Situational Analysis
1. Macroeconomic Context
2. The Health Transition
3. Delivery of Health Services
4. Financing of the Health System
5. Access to Health Services

B. Problem Statement

C. Approach to the Problem
1. Future Role of the Government in the Health Sector
2. HCF Policy Reform : .

D. Project Rationale
i. PRelationship of the Project to USAID Strategy
2. Relationship of the Project to GOP Strategy
3. Relationship of the Project to Other Donor Assistance

II. PROJECT DESCRIPTION
A. Project Goal, Purpose, and End-of-Project Status
1. Goal and Purpose
2. Project Components
3. End-of-Project Status
4. Subsequent Activities

B. Component 1 - Policy Formulation
1. Project Output
2. Project Activities
3. Project Inputs
C. Component 2 - Health Care Financing Mechanisms
1. Project Output
2. Project Activities
3. Project Inputs
D. Component 3 - Hospital Financing Reforms
1. Project Output
2. Project Activities
3. Project Inputs
E. Beneficiaries
F. Sustainabilitv

Page

€ do e s
-l b b

WWONWNN — e



oOOm>»

TMmoOoO

III.

Iv.

V. M
A.
B
C.

COST ESTIMATE AND FINANCIAL PLAW

Cost Estimate

Methods of Implementation and Financing
Financial Monitoring

Audits

IMPLEMENTATION PLAN
A.

Administrative Arrangement

1. Project Management

2. Demonstration Scheme
Activity Schedule

1. Pre-obligation Actions

2. Schedule of Major Events
Procurement Plan

‘Gray Amendment

Gender Issues
Environmental Concerns

ONITORING AND EVALUATION PLANS

HFD Project Databases
Monitoring Plan
1. Project Monitoring
2. Policy Monitoriny
Evaluation Plan

VI. SUMMARIES OF ANALYSES

monm)

VII.

ANNEXES

HIIOTTMOO D>

Technical Analysis

Financial Analyses

Economic Analysis

Social Soundness Analysis

Institutional and Administrative Analysis

CONDITIONS, COVENANTS, AND WAIVERS

GOP Request for Assistance

Logical Framework

Project Matrices - Components 1, 2, and 3
PID Approval Cable and Response

Statutory Checklist

Gray Amendment Certification

Scope of Hork for Personal Services Contract
Initial Environment Examination

Standard Project Analyses

Technical Analysis

Financial and Sustainability Analysis
Economic Analysis

Social Soundness Analysis

Institutional and Administrative Analysis
List of References

U'Ith-‘



LiST OF FIGURES AND TABLES

List of Figures

L -N-- RN Y1, ] 3 L PO -

HCF Policy Process

HFD Project Compoaents, Activities, and EOP

HFD Project/Program Assistance

Conceptual Framework for the Improvement and
Expansion of Medicare

Conceptual Framework for Private Sector HCF Options
Conceptual Framework Hospital Financing Reforms
Management-Ownership Matrix of Hospitals
Organizational Chart

Scope of HFD Project Contract and Grant

List of Tables

OO N AU WA —
N -0

Illustrative Financial Plan

Planned Yearly Obligations and Expenditures
Summary of Cost Estimates and Financial Plan
Projection of Expenditures by Fiscal Year
and Project Element

Methods of Implementation and Financing
Projection of Expenditures by Fiscal Year

and Project Element with Inflation and Contingency Details

Calendar of Major Events

Major Implementation Events in Component 1

Major Implementation Events in Component 2

Major Implementation Events in Component 3
Indicators of Progress and Benchmarks

End of Project Indicators, Sources of Information,
and Locus of Respensibility



AHMOPI

ANE
ASO
BHS
CBA
CHN
DOH
ECC
ECF
GNP
GOP
GSIS
HAAI
HCE
HCF
HFD
HIF
HMO
HPDTC
HPDS
IPA
MAS
MIS
NCHFD
NGO
NHA
0CS
- OHFS
OPHN
PCU
PHA
PMA
PMCC
PPGP
PPO
PSC
RAO
RHU
SIF
SSS
TA
USAID

ACRONYMS AND ABEREVIATIONS

Association of Health Maintenance Organizations in the

Philippines

Asia and Near East

Administrative Services Only

Barangay Health Stations

Collective Bargaining Agreements

Core Hospital Network

Department of Health

Employees Compensation Commission
Employees Compensation Fund

Gross National Product

Government of the Philippines

Government Service Insurance System

Health and Accident Insurance

Health Care Expenditures

Health Care Financing

Health Finance Development

Health Insurance Fund

Health Maintenance Organization

Health Policy oovelopment Technical Commi ttee
Health Policy Development Staff

Individual Practice Assoctation

Management Advisory Service

Management Information System

National Counci) for Health Policy Development
Non-Government Organization

National Health Accounts

Otfice of Chief of Staff

Office of Hospitals and Facilities Services
Office of Population, Health and Nutrition
Project Coordinating Unit

Philippine Hospital Association

Philippine Medical Association

Philippine Medical Care Commission

Prepaid Group Practice

Preferred Provider Organization

Personal Services Contract (Contractor)
Regional Audit Office

Rural Health Unit

State Insurance Fund

Soctal Security System

Technical Assistance

United States Agency For International Development



AGENCY FOR INTERNATIONAL DRVELOPMENY

PROJECT DATA SHEET

1. TRANSACTION CODE
A= Add
C = Chaye
—=t D r Dealote

émendmmt Number

DOCUMENT
CODE
3

2 COUNTRY/ENTITY
Philippines

8. PROJECT NUMBER

{ 492-0446 ]

4. BUREAU/OFFICE
Asia

| 5

Health Finance Development

5. YROJFCT TITLE (mdqumngfo characters)

]

6. PROJECT ASSISTANCE COMPLETION DATE (PACD) 7. ESTIMATED DATE OF OBLIGATION
(Under ‘5 below, enter 1, 2, 3, or 4)
MM . DD, YY
loj 9] 3| 0| 9| 6, Atndd Fy [9Y 5. quastee B c. rinat Fy B | 4f
8. COSTS ($000 OR EQUI'VALENT §1 = )
FIRST FY __ ‘LIFE OF PROJECT
A FUNDING SOURCE B. FX C.L/C D, Total E.FX > R LJC G. Total
AD Appropristed Total 2365 1135 3.500 8753 11247, 20,000
(Grany) ( 2365 )1C 1135 )¢ 3,500 ) 8753 (11247 N €20.000 )
(Loan) { )i ¢ M ( 1K M ( )i )
Other |1,
U.S. a, -
Host Country
Other Donor(s) 0 1247 1.247 Q f855 6,855
TOTAL S €| 2365 2382 4,747 8753 18102 26,855
9. SCHEDULE OF AID FUNDING ($000)
B C. PRIMARY : E. AMOUNT APPROVED ' :
gﬁ:&%igyﬁg;&g TECH. CODZ D. OBLIGATIONS TO DATE THIS ACTION F.LIFE OF PROJECT
CODE [1.Grant}2. Loan 1. Grant 2. Loan 1. Grant 2. Loan 1.'Grant 2 Loan
(1) HE 580 | 520 1,000 12,500 '
(2) PSEF| 799 | 840 2,500 . 2,500
(3) SAL 5,000
(4)
TOTALS 3,500 20,000
10. SECONDARY TECHNICAL CODES (maximum & codes of 3 positions each) l 11. SECONDARY PURPOSE CODE
. | 582
12. SPECIAL CONCERNS CODES (maximum ! codes of 4 pon'ric’m: each)
A Code DEL EQTY .
B. 2Zmount
13, PROJECT PURPOSE {maximum 480 characters) ,
To establish a process for formulating and implementing health sector
policies, regulations and legislation supportive of health-care market
improvement. :
14. SCHEDIILED EVALUATIONS 15. SOURCE/ORIGIN OF GOODS AND SERVICES
COMMYY MM oYY MM | YY - N
tmeerim {1109 14 [-|1120974]  minn [0(6]916] |0 000, O 941, T toet, O] Oher(Specit) .,

6. AMENDMENTS/NATURE OF CHANGE PROPOSED (This és page 1 of & pege PP Amendment)

Note: The provisions of the payment verification policy regarding methods of
implementation and financing, financial capability of recipients, and
adequacy of audit coverage have been adequately addressed

/,

this

ument

'/,a./ea St

a%égrdJ Controller
DATE DOCUMENT RECZIVED

17. APPROVED
BY

) 2.
Si ] {
! st Malcolm Butler//é.ma\-“m/&‘\
o

v

Ti*le -

Director
USAID/Philippines

Dl!eSlgn;& DD
1]

L

Yy

i

IN AID/W, OR FOR AID/\! DOCU-
MENTS, DATE OF RISTRIBUTION

MM, DD K YY

" "AID 13304 (8-79)

—'0/"



PROJECT AUTHORIZATION

Philippines Health Finance Development Project
Philippines

Project No. 492-0446

1. Pursuant to Sections 104 and 106 of the Foreign Assistance Act of
1961, as amended, I hereby authorize the Health Finance Development
Project, Philippines (the "Project") for the Republic of the Philippines
(the "Cooperating Country") tnvoiving planned obligations not to exceed
Twenty Million United States Doilars ($20,000,000) in grant funds over a
four-year period from the date of authorization, subject to the
availability of funds in accordance with the A.I.D. OYB/allotment
process, to assist in financing foreign exchange and certain local
currency costs of the project. The planned 11fe of the project is five
years from the date of initial obligation.

2. The Project will assist the Cooperating Country to establish a
process for formulating and implementing health sector policies,
reyulations and legislation supportive of health-care market

improvement. Funding will be provided for technical assistance, selected
commodities, research, training, demonstration projects, and operational
support costs. : ’

3. The Project Agreement, which may be negotiated and executed by the
officer(s) to whom such authority is delegated in accordance with A.I.D.
regulations and Delegations of Authority, shall be subject to the
following essential terms and covenants and major conditions, together
with such other terms and conditions as A.I.D. may deem appropriate.

4.a. mwiﬂﬂmmgmum_ﬁnmumf_mm

Commodities financed by A.I.D. under the Project shall have their source
and origin in the Cooperating Country or in the United States, except as
A.1.D. may otherwise agree in writing. Except for ocean shipping, the
suppliers of commodities or services shall have the Cooperating Country or
the United States as their place of nationality, except as A.I.D. may
otherwise agree in writing. Ocean shipping financed by A.I.D. under the
Project shall, except as A.I.D. may otherwise agree in writing, be
financed only under flag vessels of the United States.

4.b. Other

Prior to any disbursement, or the issuance of any commitment documents
under the Project Agreement, the Cooperating Country shall furnish in form
and substance satisfactory to A.I.D., a plan for the institutionalization
of Health Policy Development Staff in the Cooperating Country's Department
of Health.



4.c. Prior to any disbursement, or the issuance of any commitment document
under the Project Agreement to finance new activities each Project
Year, the Cooperating Country shall furnish, in form and substance
acceptabie to A.I.D., an annual implementation plan.

Clearances:
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DRM:JAPatterson
QPE:PDeuster
OFM:JStanford
OLA:LChiles
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Q§O:SHeishman

Signature:/h o 4-/£~‘/‘L

Malcolaf Butley
Director
USAID/Philippines
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SUMMARY AND RECOMMENDATIONS

PROJECT TITLE AND _NUMBER: Health Finance Development Project
(492-0446)
GRANTEE: Tihe Government of the Philippines (GOP).
MPLEM N Y: Department of Health

Philippine Medical Care Commission

N v N RMS: U.S. $20 million grant from Development
Assistance (DA).
LIFE OF PROJECT: August 26, 1991 to September 30, 1996.
T POSE: To establish a process for formulating and implementing

health sector policies, regulations and legislation supportive of health
care market improvement.

T TION: The Health Finance Development (HFD) Project
s the ¥nitial step In USAID support for the complex task of restructuring
the Philippine health sector. Recognizing the level of effort required,
USAID s proposing a two-phased approach to health finance development
assistance. The HFD project, is a five-year projectized package focused
on capacity development, technology transfer, research and demonstration
projects. A second phase, if appropriate, could consist largely of
program assistance support for policy and administrative changes from the
HFD Project leading to the attainment of sectoral policy and performance
benchmarks.

The HFD Project has three Interrelated components which address the need
for a careful restructuring of the health sector to ensure a more
equitable access to efficient and effective health services. Component 1
will develop GOP's capacity for private/public sector interactive and
research-based health finance policy process. Component 2 will seek to
improve efficiency and expanded coverage of the national health care
financing program and develop options for other health financing schemes.
Component 3 will focus on hospital sector restructuring at the macro level
and hospital institutional reform at the micro level. Policy proposals
resulting from Components 2 and 3 will be fed into Component 1 for
appropriate health policy actions.

End of project purpose-level indicators for the HFD Project will include
pluralistic development and demonstration of a core set of market-oriented
policies which will serve as the foundation for health sector
restructuring. Project assistance will finance technical assistance,
training, policy studies and research, demonstration projects, 1imited
commodities, monitoring, evaluation and audits.
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10.
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12.

: The GOP plans to provide the Peso equivalent
of approximately $6.825 mi11ion of GOP funds in support of the health
financing policy process over the five-year 1ife of. project.

A1l statutory requirements have been met.
(See Annex F.)

A1l project issues have been
satisfactorily resolved; these are detailed in the Action Memorandum
requesting Project Authorization.

RECOMMENDATION: Authorization of a grant of U.S. $20 million, if
negotiations do not significantly alter the Project in form or
substance.

PROJECT COMMITTEE: The USAID Project Committee members are:

" OPHN: Patricia Moser, Oscar Picazo

DRM: Fatima Verzosa
OPE: Gil Dy-Liacco
OFM: Catherine Placido
OLA: Lisa Chiles

PESO: MVillanueva

CSO: HReynolds



Infectious diseases persist as major health problems in the Philippines,
but chronic and degenerative diseases are becoming more prevalent as a result
of the demographic and epidemiologic transition and rapid urbanization. In
financial terms, this means that the Philippines has to generate higher level
of resources to meet not only the public-health needs of fits increasing
population but also the more costly medical-care requirements of the aging and

urbanizing segment of {ts people.

Faced with this prospect, the nation may fii 1t difficult to marshall the
required capital tnvestments and operating resources unless the Government of
the Philippines (GOP) initiates comprehensive policy reform in health care
financing (KCF). HCF policy reform is made urgent by current macroeconomic
difficulties, the changing age structure of the population that ushers in the
epidemiologic transition, problems in financing of health care, and
inefficiencies in medical-care delivery -- all of which can potentially 1imit
access to and utilization of health services which, i1n turn, have adverse

impact on health status.

1. Macroeconomic Context

The Philippinz economy continues to suffer from major structural
weaknesses, a symptom of which is the persistent GOP fiscal deficit. The GOP
deficit, 1n turn, has a direct impact on social service provision since
appropriations for such services are usually the first to shrink in times of
sluggish growth. Historically, the proportion of the GOP budget devoted to
the health sector has been low. 1In 1983, 1t reached a record high of 4.5%,
but on account of the economic slowdown spawned by the debt crisis in the
mid-1980s, 1t fell to just 2.6% by 1987. The decline was due chiefly to the
increasing demands for debt servicing: the proportion of GOP budget allocated
to debt service grew from 15.1% in 1983 to 45.0% 1n 1987.

Although the economy has experienced some recovery in recent years, major
structural weaknesses remain. Among the indicators of these continuing
weaknesses are annual imports exceeding exports, foreign and local investments
below structural requirements, a weak tax base and revenue generation, and
continual growth in debt-servicing requirements. As a result, economic
projections indicate a less-than-robust economic growth with GNP expanding
only by 4-5% annually over the next few years. The fiscal shortfall is
anticipated to continue, and the Department of Health (DOH) budget may be
unable to expand in response to population growth, shifting health
requirements, and cost inflation. These trends do not bode weli for
government-provided health services.
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2. 71 Health T Pt

The Philippine health profile still indicates the prevalence of
infectious, and therefore preventable, diseases such as respiratory
Infections, measles, diarrh:a, tuberculosis, and malaria. These diseases
typically afflict the young. The age structure of the Philippine population,
however, is changing. By year 2000, 72.4% of -the population will be 15 years
or older, compared to 63.3% in 1980 and 66.2% In 1990. This demographic
transition exacts a corresponding change in the nation's health profile.
Already, the Philippines is beginning to experience the epidemiologic or
health transition. In the past few years, degenerative and chronic aiiments,
notably cardiovascular diseases and malignant neoplasms, have become top-%en
causes of 111ness and death. Urbanization and fndustrialization have also
brought with them ailments associated with congestion and modern-day stress
such as accidents, trauma, hypertension, and work-related disabilities.

The health transition has a profound impact on health financing
requirements. First, diseases of aging and modern-day stress typically
require hospitalization and personal care by a physician and are, therefore,
more expensive to treat. Second, financing these new needs competes with the

“financtal requirements of public health. Since the country continues to
grapple with major public-health problems, careful and prudent financing
reform must te undertaken such that these problems are not neglected in favor
of the more visible, and therefore more politically demanding, problems of
aging and urbanization.

B-QQLuLy_gv_g' x f Health Services

A range of private and government practitioners and facilities provide
health services.

a. i - The private sector includes
pharmacists, physicians in solo or group practice, small hospitals and
maternity centers, diagnostic centers, empioyer-based health facilities,
health maintenance organizations, secondary- and tertiary-care institutions,
traditicnal birth attendants, and indigenous healers. The modern private
sector concentrates largely on the provision of curative and rehabilitative
care to upper- and middie-income households.

About 45% of all hospital beds are in private hospitals. Although there
are more private than public hospitals, private facilities tend to be either
very small operations in towns or large facilities in urban areas,
particularly in Metro Manila. Greater public-private cooperation has been
Initiated through hospital networks, sister hospital arrangements, and the
privatization of support services in certain government health facilities.

Viability seems to be a major issue among private health service
providers. Althcugh private health sector investments are not well monitored,
anecdotal evidence suggests that they are hindered by regulatory, policy,
recurrent financing, and information constraints.
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b. Publi.c Sector - The DOH provides a range of preventive,

curative, and rehabilitative services, mostly aimed toward low-income groups.
At the lowest level are the primary health care facilities, consisting of
barangay (village) health stations (BHS), with a midwife or paramedic, and
rural health units (RHU), staffed by a team consisting usually of a physician,
a nurse, and a midwife. There are 9,184 BHSs and 2,072 RHUs nationwide,
making government health services available to about 70% of the population.
BHSs and RHUs usually refer more complicated cases to the district hospital
(with about 50 beds), provincial hospital (100-150 beds), or regional hospital
(200-250 beds). A small number of medical centers (250 beds or more), mostly
located in Metro Manila, provide more specialized care.

Since 1986, DOH has made major budget realignments towards fncreasing the
funding of public health services. However, curative services continue to
account for a large proportion of the yearly appropriations. The skewed
allocation of health resources reflects, to a large extent, the legacy of
pork-barrel accommodations. Better investment and budgetting rules need to be
developed for the public sector. 1In the face of serious resource scarcity,
misallocation means jeopardizing more cost-effective-preventive interventions.

Government health facilities also lack financial sustainability. In 1989,
public hospitals wera able to recover only 10% of their recurrent costs.
Pricing mechanisms have not been adequately used in public hospitals to
generate resources, improve referral, and rationalize demand and utilization.
Implicit subsidies and free-care practices cause overutilization of inpatient

services.

While hospitals account for the major portion of the GOP health budget,
the government has not devoted much attention into the way they use and
generate resources. Due to bureaucratic inertia, legal rigidities, and lack
of information, the implicit incentive and management structures within public
hospitals have not been sufficiently examined and restructured to yield
potential efficiency savings.

4. Einancing of the Health System

The range of funding mechanisms that his evolved in the Philippines --
taxation, compulsory health insurance, prepayment through health maintenance
organizations (HMOs), private health insurance, fee-for-service -- makes it
sophisticated by developing-country standards. However, the health sector
continues to suffer from resource scarcity. Policy reforms are required to
steer government-mandated health funds and to stimulate the growth of
private-sector financing schemes. ‘ ' T

Nationa Hea y aAre xpenditures - Total
(public and private) health care expenditure (HCE) as a proportion of gross
national product (GNP) is only about 2.5%, lower than the 5% prescribed by the
World Health Organization (WHO) for middle-income countries, and lower than
that of Thailand and Malaysia (with at least 3%), China and India (with at
least 4%), and South Korea (with 5%L). The Philippine HCE per capita also lags
behind such countries as Thailand, Malaysia, South Korea, and even Papua New
Guinea. On the basis of these comparisons, the Philippine health sector is
clearly underfinanced. :
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Government HCE represents less than a third of total HCE. Because they
are drawn largely from tax revenuer, government health resources are subject
to the GOP fiscal situation. With the economic recovery in 1986, the GOP
health budget more than doubled in nominal terms to Pesos 7.6 billion by
1990. However, this substantial increase was insufficient to offset _
inflationary pressures during the period. Thus, in real terms, not until 1990
did government HCE reattain the real per capita level established in 1983.
Unfortunately, the recent Persian Guif crisis has triggered severe reductions
in the 1991 GOP budget, again resulting in declining health appropriation.

Private-sector HCE accounts for roughly 75% of total HCE. Trend analysis
shows that whenever the GOP health budget is reduced, private HCE increases.
While there is no inherent problem in the private sector financing the slack
caused by GOP budget cuts, under the current structure, private HCE are
primarily out-of-pocket, 1.e., personal payment for services when utilized.
Health insurance accounts for only about 5%. Hith 49% of the households below
the poverty 1ine, this arrangemeat is untenable: it pushes poor families to
financial distress when a member gets sick, at a time when the goverment,
because of budget reduction, is least able to help them. Clearly, there is a
need to expand equitable rick-sharing arrangements to reduce out-ot'-pocket HCE

- at the time of §1lness.

b. Medicare Program - In 1972, the Philippines

established a compulsory health insurance system. The current program
(Medicare I) covers all civil service and private sector wage-earners,
non-owner employees, and their dependents. Under Medicare I, employers and
emplcyees contribute 1.25 percent of their respective payroll and earnings
(with a celling) to the Health Insurance Fund (HIF). The HIF is collected by
the Government Service Insurance System (GSIS) for civil servants and by the
Social Security System (SSS. for private-sector employees. The Philippine
Medical Care Commission (PMCC) is the policymaking body for the Medicare

Program.

"Medicare I now covers 38% of the population. It currently covers only the
wage-based economy; a parallel program for the informal sector -- farmers,
fishermen, small-scale craftsmen, and traders —- remains to be implemented.

To be sure, even among the formally-employed, Medicare is able to reach much
less than its potential target.

Hhile Med!care's coverage rate looks impressive, the insured still face
significant financial risk because the benefit package covers only inpatient
care and is not indexed against price increases. Inflation has gradually
eroded the Medicare support value such that a typical patient in 1990 )
self-financed 70% of hospitalization costs, much higher than the 30% average
cost-sharing in the early 1970s. The current benefit structure also provides
incentives for costly hospitalization and disincentives for preventive care.

Medicare I serves as a financing instrument for government and private
hospitals. The proliferation of private hospttals, especially in the 1970s,
was probably due to Medicare. However, the absence of an adequate management
information system seriously hampers program operation, resulting in fraud and
abuse. Slow claims processing also inhibits individuals and providers from
using Medicare. Hence, in 1985, Medicare accounted for only 3% of total HCE.
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The HIF, however, is in healthy, financial condition. As of 1990, SSS had
reserves amounting to P4.5 bi111on while GSIS had P620 mi11fon. Translated
Into reserve capacity (i.e., the number of years current reserves can cover
current levels of expenses), the HIF of SSS can last for § years compared to
GSIS' 1.4 years, or a combined weighted average of 4.3 years, higher than the
2-3 years that private actuaries consider safe. From purely financia)
considerations, therefore, much can be done to improve the Medicare benefit
package, even to include some preventive/outpatient care. Rendering these
financial figures into actual benefits for enrollees, however, will require
HIF policy and operatfonal reforms. The differential reserve capacities of
SSS and GSIS also need to be addressed. Over the longer term, the benefits of
integrating the HIF of SSS and GSIS must be constdered.

umployees Compensation Fund - The Employees
Compensation (EC) Fund is a compulsory social-insurance scheme that gives
tax-exempt benefits to employees' work-related disability or death. The
health benefits of the EC Program are in the form of medical services for

Injury or sickness and rehabiiitation service in cases of permanent disability.
.. -4

‘ Administratively, the EC Program operates very much 1ike Medicare. The
Employees Compensation Commission (ECC) is the policy formulating body under

- the Department of Labor and Employment; SSS and GSIS serve as the collecting
and claims processing agencies. EC. contributions are paid entirely by the
employer, unlike Medicare where the employee shares 50% of the premfum. As of
1987, EC covered an estimated 12.2 million workers, representing 59% of the
employed and 2)% of the Philippine population for that year.

A central issue that the ECC has to resolve s the excessive reserve
capacity of SSS. As of 1988, SSS had total State Insurance Fund reserves of
P3.9 billion, equivalent to 59 years of that year's level of expenses. The
corresponding figures for GSIS for the same year were P386 million and 3
years. For both the EC and Medicare Programs, policymakers face the jssue of
beneficiary responsiveness vs. fund stability with respect to SSS, f.e., the
optimum Tevel of reserves that meets the twin requirements of financial
viabi1ity and increased benefit package.

Overlaps also exist between the benefits provided by the EC Program and
the Medicare Program. Hence, there is a need to review the possibility of
integrating the EC's medical, ambulatory, and rehabilitative services with
- those of Medicare.

d. Private Health Insurance - As of 1988, there -
were 102 companies involved in health and accident insurance (HAAI) in the
Philippines. Of these, 76% were domestic nonlife, 151 were foreign nonlife,
and 7% were domestic 1ife companies. Gross premiums collected by these
companies in 1988 amounted to P469 million, of which 56.3% were for nonlife
HAAI and 43.7% were for life insurance. Group health insurance premiums
amounted to P146 mi11ion compared to P58.5 mi1lion for ordinary (family and
individual) insurance. The predominance and faster growth of group health
Insurance to HAAI as a whole stem from the conscious effort of 1ife insurance
companies to focus on group accounts. :
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In terms of investments, the number of HAAI companies has not expanded
considerably since the 1970s. Industry sources state that profits from health
insurance products are typically lower than 2%, compared to 10% for life
insurance. Industry cost analyses show that profits are reduced by high
administrative and marketing costs. In addition, the industry faces pricing
problems, regulatory rigidities, high premium taxes, lack of an industry
association that can lobby for policy changes, difficulty of marketing to
low-1ncome households, low consumer awareness of the benefits of risk-sharing,
and inadequate diversity of health insurance offerings. As a result of these
difficulties, private insurance benefit accounts for only about 1% of total

HCE.

e. ealth Maintenance YEgan P
Philippine HMCs are efther of the prepaid group practice (PPGP) or the
individual proctice assoctation (IPA) model. In terms of ownership, HMOs can
be investor-based, community-based, or employer-initiated. Some 19 HMOs offe:
services on an {ndividual, family, or group/corporate basis. The major
investor-based HMOs have banded themselves into the Association of HMOs in the
Philippines (AHMOPI). In the first quarter of 1991, total HMO enroliment was
estimated at 500,000, or.roughly 1% of the population. There has been rapid
growth in HMO enrolliment over the past two years but there are no available
data to show whether this growth has been at the expense of commercial
indemnity insurors. :

HMOs are optimistic about their potential growth. However, reported
provider abuses inhibit many households from enrolling. Both the government
and the Industry association agree that regulation, now lacking, would
alleviate these abuses and provide the framework under which HMOs can thrive.
Such a regulatory framework should also define how tieups between PMCC and
HMOs should operate.

:‘h.,h -

fﬂ iDL OYVEer —F o 2520 HOALEL HMener:s 8 - In:
addition to requiring contributions to the EC Fund, the Labor Code of the
Philippines specifies the minimum medical, dental, and occupational-safety
obligations of employers. Some companies (e.g. mining concerns, plantations)
finance health services for their workers, either fully or with partial
subsidy. In addition to what the Labor Code prescribes, collective bargatning
agreements (CBA) usually specify health benefits that are due to employees,
laborers, and their dependents, e.g., free or subsidized consultations, credit
lines at pharmacies, and salary-deductible hospitalization expenses. Health
benefits may also be voluntarily provided by compantes without CBA as part of
their corporate philosophy.

Information on these schemes, however, are largely unavailable. From a
policy perspective, 1t is important to see the extent of these in-plant or
off-plant employee-provided benefits, their operational constraints, and
possibilities of 1inking them with other mandated health programs as
cost-reduction or efficiency-enhancing strategiles.



. C ity-Fi - Community health
financing refers to community mobilization of resources to fully or partially
support health services of its members. Early examples of these schemes
involved donations of labor or materfals to rural clinics and community drug
funds -~ all generally oriented towards the provision of primary health care.
Because these are typically located in poor rural areas, their ability to
cover the cost of comprehensive medical services is insufficient; these have
to be supplemented externally. Thus, one review of worldwide experience in
these schemes concludes that community financing should just be one element in
2 balanced financing approach.

, Some novel community financing schemrs, however, have emerged in the

Philippines in recent years, e.g., cooperatives for health financing, patients

with common i11ness (diabetes, cancer) grouping themselves for a variety of .

reasons. It appears that the chief strength of these schemes is in enrolling

eligible members. Such strength is useful for the implementation of programs

:hag p. .vide grants to poor communities, or in tieups with existing pcol of
unds. :

h. User Fees - User fees 10 goVL. ..ecve veeewne . oo, /iTies can

be a substantfal source of funds but their potential has not been extensively
.tapped. Public hospitals retain professional and pharmaceutical fees from
Medicare patients, but because they must turn over all other revenues to the
National Treasury, there is 1ittle incentive to coilect them. The cost
recovery rate in government facilities was only about 10 percent in 1989.

Fee-for-service is by far the most pervasive mode of financing private
health care. In the absence or lack of risk-sharing mechanisms, this mode of
payment tends to be inequitable, even to the non-poor. Fee-for-service
funding also tends to constrain development of the health care market since it
places the burden of health sector financing on the sick.

5. Acgess to Health Sexvices

Uneven spatial distribution of heaith resources, increasing health care
costs, and lack of sustainable financing mechanisms constrain access to
private and government health services by a great number of Filipinos.

a. vei 3 - About half of all practicing doctors
are in Metro Manila and Southern Tagalog, although these regions account for.
only a quarter of the country's population. The maldistribution of dentists
is even more extreme with two-thirds of them in Metro Manila and Southern
Tagalog. Midwives and nurses are relatively more dispersed. ack of
incentives and appropriate training in "grassroots medicine” srevent many
health professionals from practicing in rural areas.

Hhiie public health facilities are well distributed, private clinics and
hospitals are not. Among others, lack of financial incentives in poor rural
areas drives them to high-income urban areas, as in other countries.



b. Financial Access - In addition to constraints posed

by the predominantly fee-for-service HCF system, increasing medical costs alsc
pose serfous barriers to health services. Since 1977, the price index for
medical services and supplies has grown at an average annual rate of 16.2
percent, higher than the 13.9 percent average annual increase in consumer
prices for the same period. The current Medicare reimbursement system is
neither intended nor able to control health care costs. In fact, Medicare
authorities are wary of improving the benefit package because past
improvements, among others, resulted tn undue cost increase.

c. Access and Utilization - As a result of physical, -
financial, and possibly cultural ard behavioral barriers to health services,
data from the Vital Statistics Division of the Natiorial Census and Statistics
Office reveal that in 1988, 59.4% of all deaths had no professional medical
attendance. Access to and utilization of health services also vary widely by
gecgraphic area and income class.

B. PROBLEM STATEMENT

Ph1lippine HCF trends show that the govermment cannot, ‘now and 1n the
future, be expected to adequately address the health needs of all Filipinos.
Current national spending in health is low, even by developing-country -~ -
standards. While there is consensus on the need to expand government health
resources, macroeconomic problems make it difficuit, 1f not impossible, to do
so. Meanwhile, the Philippine population continues to grow at a worrisome
rate of 2.4% per year, health care costs are increasing faster than ordinary
households c¢an afford, and health needs are shifting towards more expensive
curative services.

The financial implications of these trends are substantial. The problem
of health care financing in the Philippines, therefore, is how to increase the
level of health-sector investments, rationalize their allocatfon, and enhance
operational efficiency by Improving the structure of incentives in the sector.

Given the above diagnosis, the Philippine HCF problem must be approached
from the standpoint not only of resource and investment mobilization but also
efficlency improvement. HWith the GOP budget impasse, additional health
resources can come only from:

* efficiency savings within the health sector;

w incremental funds that can be generated by reforming and improving
the incentive structure for existing health financing and delivery
arrangements; E

* fresh resources that can be tapped by introducing new and creative
financing mechanisms: and

* tapping existing pools of resources (e.g., excess reserve capacities
of mandated health funds) through policy change.
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These new resources can be generated largely from the private sector.
Thus, the Health Finance Development (HFD) Project concentrates on the
examination of private sector constraints, the identification of viable
private sector health financing schemes, and improving warket mechanisms such
that private investors see health as a productive economic sector and not only

as a public-budget consumption item.

C. ARPROACE TO THE PROBLEM

Increasing health investments and maximizing their effectiveness will
require radical changes in the way health services are provided and financed.
In the long term, this will require overall sectoral restructuring in which
appropriate market incentives are established for quality, equity, expanded
access to care, and greater private-sector participation.

To achieve these aims, it is imperative to (1) reorient the role of the
government in the health sector and (2) involve private providers/financers of
health care in- the decision-making process, and provéde them with the
information necessary for efficient investment decisions. From being the
major service provider, the DOH realizes that it has to take on developmental
functions associated with the establishment of legal and regulatory framework
which makes private investment and.provision grow, and to administer public
resources more efficiently in order to finance care for the poor. In the
short-term, the DOH and PMCC plan to undertake a HCF policy reform program
that assists them evolve as development-oriented health agencles, divest
services that do not directiy address equity and public-health goals, and
create a market environment that widens financtal participation in the sector.

For its part, the private sector must be attuned and responsive to
structural changes and excercise voice in setting appropriate market
directions. Current mechanisms for private sector participation and feedback
fn the GOP health finance policy process is $nformal and 1imited. Therefore,
a major element in the DOH HCF policy reform program will be institutional-

" 1zation of this wider participation.

To recognize and respond to different HCF incentive structures, the
private sector also needs access to low-cost capital to demonstrate alternate
delivery and finance systems and access to information on the sector. These
will be made available through the HFD Project.

1. Future Role of Government -
in the Health Secter

Historically, DOH involvement in the health sector has been tn health
service delivery. For public health services, this is Justified on the
grounds of market failure, t.e., left to itself, the free and unregulated
market tends to underproduce public goods such as public health. DOH health
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services soon expanded into the provision of hospital services, and due to
political and technical constraints, these services quickly absorbed a
disproportionate share of the GOP health budget, even in the face of already

existing private providers.

The DOH s aware that due to serious budgetary problems, it cannot be
expected to meet rising national health requirements, especially with the
impending health transition and rising health care costs. The private sector
has to be stimulated to generate health investments and provide services to
assist the government achieve national health goals. This approach
necessitates creating a policy climate conducive to private sector growth.
More fundamentally, it necessitates changes in the role of the government in
the health sector. From service provision, the DOH envisions to take on
paramount roles assoclated with the assessment of national health problems,
the organization of health resources, and the settting of standards.

a. - The assessment function relates to
the DOH's role in the identification of health problems at the national and
subnational levels. Such role requires the marshalling of Information and
data to assess current health problems and forecast Tikely health scenarios
based on-trends in demography, epidemiology, urbanization, economic grovith,
and medical technoiogy. These data are critical not only for purposes of
national health planning but also for private investment scanning. A critica
constraint to private-sector participation 1= health care has been the dearth
of information required for health investment decisions, e.g., demographic ani
epidemiologic trends, mortality and morbidity bases for actuarial analyses,
geographic location of existing health facilities, cost data. To pursue its
assessment function, the DOH intends to strengthen epidemiological
sur¥eillance. health facilities mapping, and health data generation and
analysis. '

b 1z ] - The organizing function relates to

the DOH's role in coordinating public and private health-sector acttvities,
encouraging multisectoral interest and participation in the sector, and
promoting investments in the health care market. It entatls analysis of
sectoral constraints, definition of the proper roles of the government and the
private sector in health, and planning government resources carefully so that
they do not compete with the private investments. More fundamentally, the
organizing function requires the DOH to take-the lead in tdentifying and
crafting appropriate policies that address sectoral constratints so that
resources flow effectively into the sector in support of national health goals.

Cc. - - Widening private-sector

participation also requires that the DOH strengthen 1ts role as health service
regulator. Horldwide experience has shown that market forces alone do not
efficiently allocate health resources towvard meeting health status and
development goals. Information asymmetry between provider and consumer, the
probabilistic nature of the demand for health care, third-party payment
systems, the exigency of need over demand, and medical quality standards --
these product characteristics require standards and regulations. The rise of
third-party payment systems also requires -legal and financial standards to
protect



=11 -

consumers and financiers. Hence, as the private sector becomes more involved
in the health care market, the DOH and the PMCC know that they should assume
greater regulatory responsibility. .

The HFD Project provides the DOH with the unique opportunity to examine
its role and craft policles that lead to the achievement of national health
goals. The real goal, however, ts not just to put new laws on the books but
to achieve a lasting transformation of the role of the government and ensure
that laws, policies, and regulations can be implemented.

2. HCF Policy Reform
a. Scope of Poli~y Reform - Shifting the role of the -
government and stimulating the growth of the private sector in health service
provision and financing necessitate a deliberate policy reform program that
addresses both the demand for and supply of health services.

On the demand side, the DOH and PMCC realize the need to craft reforms
required to enable households and consumers to have financial access to health
services and to reduce the financial risk of households in case of 11lness.
For poor households, demand financing enables them to t-ansform their health
needs into health demands.

Demand financing entalls improvement and expansion of Medicare and other
mandated health programs as well as examination of the current and potential
roles of HMOs, private insurors, employer-provided health benefits, community
pools of resources, and other funding mechanisms. It also entails looking at
ways by which the organization of government-mandated health programs and
funds can be improved, and how private-sector providers and insurors can
establish tieups to such already-established pools of resources.

Worldwide experience shows a wide range of generig policy instruments that

can influence demand. Among these are:

* Tax treatment of pfemiums and industry regulation of private
insurors and HMOs;

* Reimbursement rules, speed of payment, beneficiary base, and
- regulation of government-mardated health insurance program;

* Coverage laws of employer-provided health benefits; and
* Subsidies and indigent coverage.

On the supply side, the DOH intends to ook closely at hospitals since
they are the largest users of health resources. The reform interest is not
in hospitals, per se, but in the improvement of the incentive structure and
operating procedures in these institutions, both public and private, towards
greater efficliency and effectiveness. " '
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Hospitals are production units that employ factors of production (inputs)
to produce health services (outputs). This framework provides a convenient
way of identifying generic policy instruments that can be used to fmprove
hospital efficiency ard effectiveness. Among these are:

* Decentralization and autonomy laws which impact on the way
public hospitals are governed, managed, financed, and owned;

* Faclility licensing requirements and locational restrictions that
impact on physical plant;

* Credit policies, tax laws, zad investment regulations that
impact on the flow of financial capital;

* Import tariffs, customs regulations, and trade restrictions that
impact on equipment and supplies;

* Professional Ticensing and employment regulations that impact on
the supply of labor;

* Various incentives/disincentives that 1hpact on the geogvaphic
distribution of health facilities, including certification of

need:

* Public investment decisions with regard hospital infrastructure
and support infrastructure such as roads, communication, and
power; and '

* Pricing and reimbursement rules.

The HFD Project will provide DOH with resources to identify and use
policy tnstruments that improve the demand and supply of health services.

The GOP's pincer-1ike approach to HCF policy reform -~ 1.e., demand and
supply addressed in tandem -- ts not only suitable; it is necessary. Parallel
reforms in financing and provision are complementary and mutually
reinforcing. First, demand financing encourages supply, as shown in the
growth of ‘private rural clinics and hospitals in the early years of Medicare.
Second, financial access enables consumers to widen their choice of providers
which, in turn, stimulates competition and efficiency. Third, demand
financing without corresponding efficiency improvements in service delivery
only drives up health care costs.

The HFD Project, therefore, considers assistance to the GOP in -
supply-efficiency improvements (Component 3) as important as demand financing
(Component 2). Resource mobilization in health can be easily nullified
unless cost containment measures are put in place. The Project provides
resources for the examination of macro as well as micro issues in the
operation of hospitals for the purpose of improving their efficiency.
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b. HCF Policy Process - HCF policy reform is
particularly difficult in the Philippines because of the high degree of
pluralism, both in service delivery and financing. Pluralism adds a
complicating dimension to the complex nature of HCF issues. Philippine
soctety operates on the basis of consensus and Filipinos, in general, have
high regard for decisions arrived at on the basis of broad-based and
transparent consultation.

Because the Philippine HCF arena is filled with varying interests, it 1s
imperative that the private sector —- professional societies, trade
associations of providers and insurers, non-governmental organizations (NGOs),
employer groups, and consumer and labor groups -- has broad access to the HCF
policy process. More fundamentally, it is imperative that the HCF policy
process is institutionalized and becomes an ongoing, dynamic, and iterative
exercise. The development of this participatory policy process is the
cornerstone of the HFD Project.

At present, the elements of the HCF policy process in thé Philippines are
not well developed. HCF changes are difficult to introduce due to:

* the absence of an agreed upon national policy agenda and strategic
framework that can provide sectoral direction:

* the lack of rational and broad-based mechanisms that provide the
means for the consideration and crafting of health policles,
regulations, and legislation:

* the scarcity of information needed for making critical decisions,
building consensus, and evaluating alternative options at the macro
and operational levels; and

* the dearth of data and resources for demonstrating the viability of
variqys modes of providing and financing health services.

The DOH envisions a health policy process that addresses these
constraints. 1In September 1990, 1t launched a Health Policy Reform
Initiative (HPRI) to estzblish a process for studying, testing, implementing,
monitoring, and evaluating policy reforms in health care financing. Figure )
outlines the DOH's policy process. The policy process provides mechanisms by
‘which health finance policy initiatives can be:

Proposed and studied;
Demonstrated/pilot-tested, if necessary; -
Recommended for policy action:
Implemented;

Monitored and evaluated; and

Revised, 1f necessary.

*» % % % % »

The health policy reform mechanisms proposed through the HPRI are:
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* A National Committee for Health Policy Development (NCHPD) composad
of key policy advocates representing the various agencies and
interest groups involved in the health sector, headed by the
Secretary of Health and designated by the President through an
Executive Order. -

* A Health Policy Development Technical Committee (HPDTC) composed of
key policy analysts headed by the DOH Chief of Staff and designated
by the Secretary of Health through an Administrative Order.

* A Health Policy Development Staff (HPDS) composed of DOH personnel
dedicated to managing the HFD Project and tracking the HCF policy
reform process.

Inputs from the HPRI will come from a variety of sources as determined by
the DOH. The HFD Project will be a major supporter of this health finance
policy Reform Initiative. _

3. Brivate Sector Response

“To "ensure the responsiveness of the private sector to structural changes
In the health Finance market, the DOH will develop mechanisms for involving
the private sector in the formalized health policy decision-marking process.
To effectively participate, the private sector will need access to (1) the
policy process; (2) information on the current health market; (3) financial
capital and technical assistance to develop and demonstrate viable
alternatives for health services delivery and finance; and (4) training and
other capacity-building activities needed to assume new and more efficient
roles in the sector. Promotion of these private sector directed activities
fs an important element of the HFD Project approach.

D. PROJECT RATIONALE )

to USAID Strategy

The HFD Project's goal and purpose and anticipated outcomes directly
reflect the thrust of the Asia and Near East (ANE) Bureau's FY 1990 HCF
strategy, "Creating Resources for Health: A Strategy to Expand Development of
Health Sectors in the ANE Region." 1In addition, the design reflects USAID's
direction set in both the Philiprines Assistance Strategy Statement (FY - -
1991-1995) of March 1990 and the Health Care Financing Strategy of April 1990.

a. - The ANE Bureau's HCF strategy calls for
the expansion of "financial pluralism in the health sectors in ANE countries
such that governments have the opportunity to cost-effectively allocate public
budgets to the poor most in need and to public health activities."” :
Specifically, the objectives of the ANE Strateay are:

* to increase efficiency and effectiveness by creating or improving
financial management skiils and institutional systems for health
resource generation/recovery which drive the health care system
toward cost-containment while motivating quality;
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* to improve equity by creating/tapping plural pools of local resources
for .cost-recovery in both product and service aspects of health care
provision; and

* to extend coverage and access by expanding/creating plural pools of
financial resources for investment in health care improvement or
expansion, both of services and fnput products.

b. Mj i - The Mission's overall country
strategy and specific HCF strategy support the ANE HCF objectives. The
Philippine Assistance Strategy Statement (PASS) places emphasis on the
efficient and effective delivery of social services, on the one hand, and
increased pluralism in economic activities, on the other. The Mission's HCF
strategy takes into account the pluralism that 1s already in place in the
Philippine health system and efficiency-improving initiatives being undertaken
by the government and the private sector. Thus, the purpose of health sector
assistance to the Philippines, as stated in the PASS, 1s to continue the
diversification of health care financing and delivery focusing on the
equitable and cost-efficient distribution of national health resources. 1In
pursuit of this strategy, the HFD Project seeks to develop the health care
market in order to improve health service quality, equity, coverage,
efficlency, and private investment and financing.

Many of the elements of the HFD Project are being ushered in by the HCF
benchmarks of the Child Survival Program. This Program provides a $50
million grant ass‘stance to GOP over a 5-year period, beginning 1990,
conditioned upon the achievement of a set of performance targets.

The Child Survival Program has provided the venue for clarifying,
focusing, and sharpening GOP strategy in the health sector in- general and
health care financing in particular. The pioneering HCF studies being
undertaken as part of Program benchmarks will provide the DOH additional
empirical inputs for the development of a national health care financing
strategy. The Child Survival Program is assisting DOH to pursue policy
objectives in the areas 1isted below. A1l of these activities will be
continued_and expanded under the HFD Project:

* Cost containment for DOH services:

* Improved cost-recovery for DOH facilities and services;

* Privatization of DOH speclalty hospitals and DOH support services;
* Expansion of private-sector participation in health planning;

* Increased role of the private sector in the provision of health
services; and )

* Stimulation and facilitation of HMO development. .
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2. Relati hi f the Proiect
to GOP Strategy'

The updated Medium-Term Philippine Development Plan (1986-1992) placed
greater emphasis on developing the health sector and proposes to compensate
for past neglect by expanding and improving health services. Key objectives
of the Plan are to increase government resource allocation to the health
sector, improve the sustainability of health services, expand private sector
participation in health, and improve the sectoral policy and regulatory

environment.

While obtaining more appropriations for the health sector continues to be
a DOH strategy, the Department is also looking into possibilities of tapping
extra-budgetary sources, including:

* Expanding the coverage of Medicare to the informal sector;

* Mediggre-HMO tieups;
* User fee generation and retention at public hospitals; and

* Expanded role of local government units (LGUs) in the financing of
health care.

The DOH also continues to place emphasis on organizational reforms
designed to achieve greater efficiency in the delivery of health services,
Including the integration of health services at the field level and area-based
planning to improve the identification of high-risk groups. The thrust
towards greater private-sector participation 1s being realized through the
privatization of health facilities, networking arrangements between DOM and
private hospitals to address problems of scale; and continuing dialogue with
private funders (e.g., HMOs) and providers.

3. Relationship of the Project

Although several major donors are supporting the Philippine health sector,
only USAID has committed specific funding for health financing initiatives.
Hith the exception of the World Bank-financed Philippine Health Development
Project, which provides US$600,000 for broader health policy studies and
analyses, no other donor assistance is being provided in the field of health:
policy and health sector restructuring. ‘fhe DOH is closely coordinating USAID
and Horid Bank initiatives in the health policy arena. Other donor sector
loans and grants for infrastructure improvements and technical assistance
assume that the current structure of health services provision and financing
will be maintained. Japanese aid has been focused on equipping DOH provincial
hospitals (23 to date). German assistance, 1imited to the public sector,
focuses on improving health information and management systems at the district
level.
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The DOH has begun to work with the Asfian Development Bank (ADB) in the
design of a health sector loan which is expected to upgrade current hospital
facilities and rationalize the system. The ADB has provided $400,000 for a
study on a "Philippine National Hospital Service Development Plan." The ADB
fs contemplating a 5--year loan project in the sector for $30 million plus some
grant-financed technical assistasce. The study and proposed ADB assistance
are being developed by the DOH in concert vith Component 3, Hospital Financing

Reforms of the HFD Project.

WHO s providing 1imited technical assistance in health management and
medical records. The International Labor Organization funded a May 1989 study
of Medicare under the United Nations Development Programme's Technical Support
to the Review of Social Security Policies and Administration Project.

The International Health Policy Program, a health research inftiative
funded by the Pew Trust, Carnegie Melion, the Horld Bank and WHO, has
developed local academic capacity in health finance and funded five health
policy studies in the Philippines. Four of the studies deal with health care
related matters including health manpower in the Philippines, hospital cost
comparison, prepaid managed health care, and drug consumption behavior. The

~HFD will utilize resources developed under this Program in carrying out health
Finance policy related research. .



1. Geal and Purpose

The goal of HFD assistanc: is to develop the health care market in order
to improve health service quality, equity, coverage, efficiency, and private
participation. This goa! will be measured by an increase in the utilization
of health services in the five lowest income deciles. The goal is premised on
the assumption that better access to and utilization of health services lead
to better health status.

As a first step towards this goal, the KFD project purpose is tq
-establish a process for formulating and implementing health sector policies,
regulations, and legislation supportive of health-care market improvement.
(See logical framework.) This improvement will be achieved through a careful
restructuring of the health sector that results in more equitable access to .
efficient and effective health services delivered by private and public
providers. .

As the GOP meets success in developing appropriate financing policies to
meet Project goals, USAID will consider development of an additional support
mechanism at the mid-point of Project implementation. The purpose of this
proposed HFD Program assistance would be to assist the GOP in implementation
and institutionalization of a subset of priority financing policies to serve
as the foundation for health sector restructuring.

2. .Emle.c:t_cgmp_gn_em

The Project has three interrelated components which are depicted
-graphically in Figure 2 and described briefly below. -

* Component 1 will develop the country's capacity for transparent,
private/public-sector interactive, and research-based policy
formulation process. This .entails the establishment of mechanisms
which allow private-sector access to the health care-financing policy
process. The existence of this health policy process is integral to
the achievement of the outputs expected from Components 2 and 3 of
this Project, making the three components interdependent.

* Component 2 will seek to improve efficlency and expanded coverage
of the national HCF program. This will be done via (a) reforms in
the Medicare I Program, and (b) the development of strategic options -
for encouraging the growth of other HCF schemes such as private
risk-sharing, employer-provided health benefits, and community
financing schemes.
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* Component 3 will seek to improve the efficiency and effectiveness
of hospital-based care provided through public and private
hospitals. Activities will focus upon hospital sector restructuring
at the macro level and hospital institutional reform at the micro
level. : .

The policy proposals arising from both Components 2 and 3 must be fed into
the kealth finance policy process established via Component 1 for the
appropriate health policy actions.

3. - - ]
The outcome (end-of-project status) expected upon completion of this ,
Project is an integrated set of policies and strengthened capabilities which

will serve as a basis for health sector restructuring. These are divided into
three areas to reflect Project components.

a. ML&&M-MW

This end-of-project status will be a National Health Care Financing
Policy and include:

* A process for private sector participation 1n health finance
decision-making and access to health finance information;

. Increased private sector capacity to conduct and utilize health
finance research and ‘sustain the health policy process:

* Improved health sector access to the legislative and executive
policy processes; :

. Increased private and public sector awarehess of and advocacy
for potential health finance solutions; and

* Improved flow of information to the private sector.

blmmmﬂmummmm
f National Health G Fj .
Mechanisms
This enc-of-project status will include the following:

* PMCC policy on Medicare I reforms;

* GOP policy of encouraging broader private and public-sector
risk-sharing for health:

* Demonstration of viable private sector options for health
financing coverage; and

* Improved capacity in the private sector to recognize and respond
to incentives for investment and growth in private financing
mechanisms.
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the Financing of Hospitals

Hospital sector end-of-project status will include:

* Increased private sector capacity to efficiently manage the
provision of health services given the structure of health
financing;

* Demonstration of alternative private sector health care delivery
and financing mechanisms:

* A strategic DOH plan for hospital financing, including sectoral
and institutional reforms which promote allocative and
operational efficiency; and

* A GOP policy of stimulating private hospitals to pursue national
health goals.

4. Subsequent Activities

Assuming successful implementation of the HFD Project, a second phase of
HFD assistance may be proposed. This could consist largely of policy-based
cash disbursements beginning in FY 1994 to support and offset the costs of
implementation of a specific set of priority health finance policies developed
under HFD Project assistance (see Figure 3).

Initial discussions for this proposed follow-on activity have highlighted
the following potential areas for support: .

* Transition of the role of the Department of Health;
* Implementation of a national health care financing policy;

* Restructuring of the ownership, governance, financing, and management
of DOH hospitals: and )

* Province- or region-wide demonstration of structural reforms in
financing and provision of services.

Preliminary budget estimates value this program at a minimum of US$30
mi1lion over a five year period. - If proposed, the HFD Program Assistance
Initial Proposal (PAIP) would be sctheduled for approval in January 1993, with
Program Assistance Approval Document (PAAD) approval in August 1993. Initia)
disbursement would be scheduled for August 1994,

B. COMPONENT 1 -
POLICY FORMULATION

1. Bxoject OQutput
The output of this component is the formation of capacity for

research-based policy formulation and the establishment of mechanisms for an
Interactive and transparent HCF policy process. Project activities will
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support the broader DOH health policy process -- an iterative, dynamic process
leading to the design and promulgation of appropriate policies, regulations,
and legislation needed to improve the health care market and thereby achieve
national health goals. The Project will establish the multisectoral health
finance policy forum which will be supported by information generated from the
National Health Accounts (NHA) Database and the Health Policy Database.

2. Project Activiti

Project assistance will fall into three categories: (a) support for the
HCF policy process: (b) support for the multisectoral health finance policy
forum; and (c) development of the NHA Database and Health Policy Database.

a. r th ] - The
DOH has launched the Health Policy Reform Inftiative to establish a process
for testing, implementing, monitoring, and evaluating HCF policy reforms. To
provide guidance for this Reform Initiative, a multisectoral National Councii
for Health Policy Development (NCHPD) will be established by an Executive
Order with representation from the DOH, related government agencies,
professional societies, the research and academic community, and trade
associations of private providers and insurors. The Health Policy Development
Staff (HPDS) being established within the DOH will take lead responsibility
for the attainment of the expected output of this component. The Health
Policy Development Technical Committee (HPDTC) will provide technical guidance
for the HCF policy process. The steps in the HCF policy process are shown
schematically in Figure 1 and described below:

() mmmﬂuhﬂmmwuum

This framework will constitute the policy areas, policy questions,
and policy issues that must be considered in order to effect

consideration and identify the influential policy-makers who must be
involved in the process. A pretiminary health financing policy ’
framework, developed by the DOH as fnput to the HPSC deliberations,
contains the following five policy areas:

* the priority areas for future public health budgets based upon
epidemiologic, demographic, economic, and soclal trends;

* - strategles for encouraging the private sector to pursue -national .
health goals: :

* measures for enhancing efficiency in the public and private
sectors;

* development of a national health tnsurance system: and

* articulation of new perspectives on the health sector in the
Philippines.
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In developing the Policy Framework, the NCHPD will consider the
situation at the national and subnational (regional and provincial)
perspectives so that special geographic concerns are incorporated
into the Policy Framework.

(2) Desian of a Health Financing Policy Research Agenda

The policy areas, fssues, and questions articulated in the Health
Financing Policy Framework will inform the design of the research
agenda. Considerable work has been done in this area. In 1990, the
DOH, using funds from the Philippine Health Development Project
(PHDP), commissioned the Philippine Institute for Development Studies
(PIDS) to develop a comprehensive HCF research agenda in relation to
Medicare II. The research agenda, completed in November 1990,
identifies studies necessary to develop a national health care
financing system. Six studies are also being completed as part of
HCF benchmarks of the USAID-funded Child Survival Program of the
DOH. Finally, background studies are being conducted as input to
project. design of the HFD Project. The studies that are efther
planaed or already in progress are:

* development and analysis of HCF baseline data:
* background study on health insurance in the Philippines;

* analysis of constraints to private sector participation in the
health care market;

* 'énalysis of constraints in hospital management;
* user fees and cost containment practices; and

* patterns of local-national government sharing in the financing
of health care. - .

(3) Health Financing Research Studies
The HPDS will coordinate these studies. Studies funded under the
PHDP and the Child Survival Program represent the first wave of

research efforts. Subsequent studies will be determined by the
policy issues identified in the policy framework.

In addition tc studies currently being done, the HFD Project will
fund generic research which leads to the identification or
clarification of HCF policy issues and eventually to the formulation
of policy. Examples of such research are model1ing exercises which
forecast the impact of the epidemiologic transition: the cost-benefit
studies of certain health interventions such as Vitamin A
supplementation, fodine suppiementation, and Hepatitis B vaccination
if expanded nationally; or the epidemiologic and financial impact of
current or emerging diseases such as AIDS.



(4) Devclopment of a fiealth Financing Policy Agenda

The findings from the research studies will be channeled to the HPSC
and 1ts associated units to review polfcy implications and make
policy recommendations. The policy recommendations emanating from
this review process will constitute the offictal Health Financing
Policy Agenda for the DOH. By their nature, certain policy
recommendations can be proposed for immediate adoption as soon as
careful analyses of their impact hr: been evaluated. These will be
immediately proposed .y the HPSC for promulgation of the appropriate
level of policy, regulation, or legislation.

(5) Demonstration Projects

Certain policy recomm::1ations will need to be tested and validated
for thetir feasibility. For these initiatives, the HFD Project will
support demonstration projects where the policies and their impact
can be evaluated. The HPDS wil) oversee the demonstration projects,
evaluate their impact, and then Propose appropriate steps toward
policy, regulation, or legislation.

(6)

The final step in the HCF policy process 1s the promulgation of
appropriate policy actions. There are four levels of policy actions
that can be taken for any policy recommmendation:

Constitutional Law:
Republic Acts;
Executive Orders: and
Administrative Orders

The HPDS will dentify the appropriate action that must be taken for
each policy recommendation and initiate the necessarv administrative
or organizational steps.

(7> Policy Monitoring and Evaluation

Once a policy action has been taken, the DOH w111 have to monitor 1t
to assure that 1t has been implemented according to the correct
operational guidelines. The DOH will also evaluate the impact of a
policy action to measure its effectiveness and revise 1t If
appropriate. Health policies must be dynamic, responding to the
evolving needs and concerns of the health sector. "The monttoring and
evaluation function wil) guarantee this dynamism by creating a
feedback loop where promulgated policies can be reconsidered in the
Policy Framework for further study and revision, if necessary.

The Health Policy Reform Initiative is not intended as a rigid, sequential
process. It should be viewed as a fluld, dynamic, and fterative process
which can be accessed at any step. Certain policy issues may not require
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further research in order to develop policy recommendations. Some policy
recommendations may be so straightforward that policy actions can be
Initiated without demonstration. The major advantage -of the health
finance policy process is that it establishes a fiamework for policy
formulation that canbe accessed at the appropriate step in the process
depending upon the policy 1ssue.

b. IPPOL L L LIIACLICCTOXa L Healvy
in Poli Fo - In order to foster a continuing health

policy dialogue that is independent of the health policy process described
above, an independent forum for health policy will be created. The forum will
have representatives from the Philippine Medical Association (PMA), the
Philippine Hospital Association (PHA), the PMCC, the AHMOPI, pharmaceutical
companies, the private medical sector, interest groups, the community at

. large, and the DOH, formed in a loose association to discuss and debate policy
Issues. This independent forum will guarantee all concerned parties access to
the health policy dialogue and create a venue where ideas can be generated,

" Issues raised, and positions argued in a neutral environment and consensus
built for specific actions. Appropriate linkages of the multisectoral health
Finance policy forum to the pclicy process will be developed.

The Project will provide resources to establish the Forum, publ’sh a
regular newsletter on current health financing policy issues, and provide
competitive small grants for forum members to complete research and
.demonstration activities.

5 i : - Data on the sources and uses of funds in the
health sector are anecdotal at best. As a result, it is difficult to assess
the efficacy of health expenditures without a clear picture of allocations and
expenditures. The project will assist the DOH to develop a National Health
-Accounts (NHA) Database which can track public and private sector health
-expenditures byrsource and category on an annual basis. Examples of data
generated from this source are total annual health expenditures, public vs.
private expenditures, capital vs. recurrent costs, primary care vs. secondary
and tertiary care, expenditures by region and expenditures by type of
service. The NHA Database wi1l be updated periodically to provide
decisionmakers with time series trends.

At present, there 1s no catalogue of existing health policies which can. be
accessed on a timely basis. Formulating new health policy is impossible
without knowledge of existing policy upon which it must build. The HFD
Project will create a Health Policy Database which catalogues and archives
existing health policy for easy reference and access.

3. Project Inputs

a. Technical Assistance - The Project will provide

domestic and expatriate technical assistance on a-long-term and short-term
basis for the following purposes:
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* technical support for the NCHPD, the HPDTC, and HPDS;

* specific téchnlcaI input to the health policy process, especially in
the formulation of the Health Financing Policy Framework, Health
Policy Research Agenda, and Health Financing Policy Agenda;

* design of research methodologies and protocols and actual conduct of
studies;

* policy monitoring and evaluation:

* technical support for the multisectoral forum for health finance
policy;

* technical support to domestic institutions to strengthen their HCF
training, research, and policy analysis capacities; and

* design of the NHA Database and the Health Policy Database.

: b. Ir_u.ning - Project inputs for short-term and long-term
training, both locally and abroad, will support the health policy process and
the health policy rescarch. The HFD Project will support the following
training activities:

* capacity-buiiding workshops/éourses on heaith finance policy
development; : :

* orientation visits for decisionmakers involved in the health finance
policy process to the US and third countries with analagous
experience in health policy development;

* §trengthen1ng educaticnal programs in health service administration
and health economics offered by domestic institutions through the
provision of fellowships, internships and scholarships;

* collaborative arrangements with U.S. institutions through the
provision of fellowships, scholarships, und internships which focus
on the design, methodology, and data analysis of health financing
studfes. .

C. Research - Much of the research to be supported by the HFD. ..
Project will be done through Component 2 and Component 3. - For example,
elements of the Medicare I evaluation, provider and beneficiary profiles,. and
the health care financing environment will be supported via Component 2 while
sectoral and institutional diagnostic studies for hospitals will be supported
:Ia]CSmponent 3. Specific research which will be conducted under Component 1}
ncludes:

* primary data collection and secondary data analyses which contribute
to the establishment of the NHA Database;

* generic studies which contribute to identifying and clarlfyind heaith
financing policy Issues; and
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the archiving and cataloguing of existing health policies in the
Hiealth Policy Database;

d. Commodities - The HFD Project will procure computers and
accompanying software commensurate with the data management needs generated by
the health financing research and the MHA Database. These commodities will be
used by the HPDS and the local institution chosen as the locus of the NHA
Database. An assessement of computer needs will be done immediately upon
commencement of the Project to determine the amount and specifications of the
hardware and software that will be needed in order to expedite procurement.

e. Local Costs - The HFD Project will provide local costs

¢ for the following purposes:

* Additional administrative support required for Project implementation
_for the NCHPD, the HPDTC, and the HPDS; ’

* Seminars and workshops to facilitate the health policy process, which
will be held at critical junctures to raisesawareness, gain
consensus, obtain technical inputs, or formalize key steps in the
policy process.

* Support for health policy actions: Legislation will have to be
crafted and consensus built within legislative bodies. Regulations
will have to be drafted. Local costs will provide some additional
adminjstrative support to overcome obstacles at this final and
crucial step in the health policy process. :

* Seminars, workshops, and ﬁublications to disseminate findings from
HCF studtes. :

* Seminars and workshops sponsored by the Muitisectoral Forum for-
Health Policy.

* Small'granfs to domestic institutions in support of seminars,
workshops, training, research, and policy analysis.

The output of this component 1s improved efficiency and’ expanded coverage
of the national HCF program. The activities under this component will seek to
‘effect reforms in the existing Medicare Program to tmprove its equity,
accessibility, and impact upon health status, and to encourage the development
of private sector options for health care financing.
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2. Project Activiti

The HFD Project will assist in the following major efforts: (a)
improvement and expansion of the Medicare program; and (b) private-sector HCF

options.

a. Improvement and Expansion of Medicare -
The current compulsory medical insurance program, known as Medicare I,
provides partial reimbursement for in-patient care for enrolled members in the
wage-based sector. SSS. administers the program on behalf of private-sector
employees, and GSIS administers the program or behalf of civil servants and
civil service retirees. PMCC provides oversight for both SSS and GSIS
Medicare programs. Medicare I reaches about 38% of the population but
contributes only 3% of total annual health expenditures. There is no Medicare
coverage provided to the self-employed, the unemployed, and the poor.

Activities under this component seek to expand the number of people who
receive Medicare coverage and increase the benefits 1t provides to its
members. In addition, it will provide informaiion on the nonwage-based
sector. To reach those objectives, the activities under this component will
~-be conducted in a sequence of Diagnostic Stage studies which produce policy
Tecommendations; a Destgn Stage where policy recommendations are translated
into concrete interventions, syst'ms, and plans of action for their adoption;
a Demonstration Stage where field trials can evaluate effectiveness and
impact; and a Policy Stage where findings are fed into the Health Policy
Process developed under Component 1. Figure 4 shows the conceptual framework
for the improvement and expansion of Medicare. ;

The activities which will be carried out to improve and expand the
Medicare program are:

(1) Medicare I Reforms

There have been several studies on the strengths and weaknesses of
administrative and operaticnal aspects of the Medicare Program.
Hhile none of these studies have been comprehensive in scope, they
have tdentified several distinct problem areas which need to be
addressed immediately. For example, there is a need for a uniform
management information system (MIS) which can track utilization and

expenditures.

The HFD Project will assist the PMCC to examine the Medicare program
~ 1n a more comprehensive fashion. The comprehensive assessment will -
focus on the following elements of the Medicare I program:

* a profile of beneficiaries and providers:

* an actuarial analysis of the current benefit package and premium
levels; C
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. analysis of utilization patterns among different beneficiary
segments and provider units:

* structure and level of contrlbutionsﬁ

* analysis of reimbursement procedures;

*  review of administrative procedures such as collection of
contributions, claims processing, disbursements, and management
information systems;

*  assessment of PMCC role in coordination and oversight;

e

organizational analysis of roles, relaticnships,
responsibilities, and authorities of the principal agencies
implementing the Medicare I and other government-mandated health
programs, 1.e., PMCC, GSIS, SSS, and ECC; and

* analysis of the impact of Medicare I reimbursement structure on
the organization and delivery of health services.

Much of this evaluation can be done with secondary data from other
studies. In some instances, the management information systems being
one example, there is no need for further assessment since a
consensus exists for immediate action. In other instances, primary
data may be necessary to better define the problem and delineate
options. The purpose of the Medicare I evaluation proposed through
this Project 1s to provide a framework for a comprehensive review of
the Medicare I Program.

The results of this assessment will generate recommendations aimad at

improving the Medicare Program. It is anticipated that those

recommendations will cover, at a minimum, the following areas:

* modification in the benefit structure so that the package 1s
expanded beyond hospital care and the compensation to the
enrollee s increased;

* making the contribution structure progressive rather than
regressive; ' :

* proposals for expediting payment to providers;
* proposals for cost containment;

* contractual arrangements with providers which fncorporate
providers in the risk equation:

* proposals for expanding Medicare coverage of the employed,
wage-based sector; )
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* policy for reserve requirements; and

* proposals for reorganization and possible merger of
government-mandated health funds.

Details of the Design Stage must necessarily await the specific
recommendations emanating from the Medicare evaluation. The examples
presented here are 11lustrative of the kinds of design work that will
be necessary once recommendations have been accepted:

decentralized claims processing;

restructured benefit package and premium levels;

development of an MIS;

development of quality assurance and utilization review system
restructuring organizational forms .
systems and procedures for cost containment

steps to improve fund management :

plans for enrolling new members

wdevelopment of a relative value scale .to reimburse providers

» % % D %

The systems and interventions for Medicare I reform should be
designed as components of a comprehensive package of interdependent
interventions whose adoption and application will lead to the
anticipated outcomes. '

(2) PMCC Tieups

Since 1987, PMCC has worked with two HMOs on a trial basis to
experiment with potential 1inkages between the Medicare Program as
funder and HMOs as service providers. An evaluation completed in
April 1991 lays the basis for the conceptual design of systems to-
improve and expand this linkage. PMCC has no experienca
collaborating with private insurors or provider groups. The project
will,_support further in-depth evaluation of the HMO tieups, and
examine the potential for 1inkages with private insurors and provider
groups.

Based upon this evaluation, recommendations will be, made for
expanding PMCC's relationship with alternative administrative and

reimbursement schemes. The HFD Project will pilot-test various
options for private insurance 1inkagas with Medicare such as:

* expanded HMO tieups;

* private insurance administrative services only (ASO)
sub-contracts;

* Preferred provider organization (PPO) tieups; and

* provision of reinsurance mechantsms.
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(3) Development of Medicare MIS

There 1s no reliable MIS for the Medicare program which can be used
by PMCC and the Medicare fund administrators to monitor utilization
and costs, validate claims, and control abuses in the program. The
HFD Project will combine its resources with those from the PMCC,
GSIS, and SSS to design and pilot-test an MIS that will allow PMCC to
monitor utilization levels by provider and beneficiaries, assess
quality of care, track revenues and expenditures, and control

abuses. HWith these information at 1ts disposal, PMCC can then
appropriately evaluate new administrative and health delivery options

4) Merging of Medicare and Other Mandated Health Funds

There are four separate corporate entities currently responsible for
implementing Medicare and other government-mandated health funds:
GSIS and SSS administer the Medicare funds on behalf of PMCC while
the ECC provides workmen's disability compensation and attendant
medical benefits for the formaliy-employed sector. This arrangement
divides responsibilities, dissipates PMCC authority as the unifying

-organizatlon responsible for policy and decisicns, and weakens
coordination of benefits among the health funds.

The HFD Project will undertake a study to assess the administrative, -
technical, and political feasibility of integrating the SSS-GSIS
Medicare funds and the medical-care component of the EC fund under
one umbrella fund managed by the PMCC or an analogous organizational
entity. The results of this assessment will be reported to the PMCC
and the HPSC for appropriate policy action.

(5) mmmm_mwhnmummm

Large portions of the population still have no Medicare coverage.
There has been no systematic effort to provide Medicare or any other
health insurance coverage to the self-employed, unemployed, and the
rural poor. Information on these population groups 1s inadequate or
nonexistent. Until reliable data can be generated, 1t will be
impossible to develop plans for providing health insurance coverage
to these groups.

The HFD Project will support research activities that fdentify the
noncovered population and develop their sociceconomic and health
profiles. The research will cover the following areas: '

beneficiary profile;

ability to pay;

eligibility criteria;

benefit and premium structures;
administrative systems requirements;
delivery systems; and

collection mechanisms.

* » % P % P
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b. ] - i - The health
insurance industry in the Philippines, excluding the Medicare Program, 1s
sti11 in its embryonic stage of development. Private health insurance,
including coverage provided by HMOs, accounts for only 1% of total annual
national health expenditures. Private companies seif-insure thelr employees
in a variety of ways, either through maintenance of free-standing clinics
employing their own service providers, or through some type of reimbursement
system. But very 1ittle is known elther about the extent of this type of
coverage or their annual expenditures on health. Community health financing
schemes have been developed in some areas but they are poorly documented.

Interviews with providers indicate that many persons availing of public
tertiary- and to some extent secondary-care services could afford to pay for
these services in private hospitals if some risk-sharing financing mechanism
requiring periodic premium payments existed. If a greater number of persons
can have their care financed through risk-sharing arrangements, 1t would
reduce demand and, concommitantly, government subsidy to tertiary-care and
secondary-care facilities. This element of the HFD Project will address
equity concerns by expanding the population covered by risk-sharing financing
mechanisms, thus reducing demand on public facilities by persons who can
afford health insurance and allowing government facilities to focus scarce
resources on 1ts real constituency, the population unaule to pay under any
circumstances.

Project activities will explore strategic options for health care
financing outside of the Medicare program with a view toward encouraging
alternative health financing mechanisms. that incorporate risk-sharing
arrangements among providers, beneficiaries, and insurers. It will explore
strategies for public/private sector cooperation towards expanding the
population covered with risk-sharing arrangements. Figure 5 shows the
conceptual framework for activities.in this subcomponent. -

Private-sector activities will consist of: (a) risk-sharing arrangeménts;
(b) employer-provided health benefits; (c) community financing schemes.

A1) Private-Sector Risk-Sharing Arrangements

The private sector 1s poised to play a larger role in health
financing. However, the government must create an environment which
stimulates private investment in the health insurance industry while
guaranteeing that the private sector pursues national goals of cost
containment and efficiency in the health sector.

Studies will be commissioned on the private insurance industry to
construct profiles of population groups covered by private insurance,
assess potential market segments where private coverage could be
expanded, and identify policy and environmental constraints which
impede further expansion of private insurance. These studies will
Tead to policy options which encourage expanded private involvement
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in health insurance as long s efficiency and cost containment
objectives are maintained. The HFD Project will also provide
demonstration piojects for the health insurance industry which
promote further investment in this field, eitber through 1inkages
with Medicare or independently.

(2) Employer-Provided Health Bepefits

Studies will be commissioned to analyze the magnitude and types of
employer-provided benefits, the policy and environment constraints
under which such benefits are provided, and the current and potential
fmpact of these schemes on the efficient delivery and financing of
health services. The HFD Project will also explore mechanisms for
Integrating employer-provided benefit schemes either with Medicare.or
with private insurers.

(3) Community Financing

Community financing schemes offer mechanisms to extend risk-sharing
financing arrangements to the self-employed, the unemployed, and the
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poor. Hhile successful community financing schemes exist, 1ittle has
been done to document the operation or assess the reasons for success
or faflure.

The Project will take a systematic approach toward evaluating
existing community financing schemes and examining either the
policies or environmental constraints under which they operate.
Resources will be availabie to test pllot schemes with potential to
improve access and equity, contain costs, and increase efficiency.
These might include schemes in which the local or national
governments purchase health services on behalf of the poor and the
unemployed through grants or contracts with private or public
clinics/hospitals, HMOs, and community-managed health facilities.

(4)  Generic Marketing of Risk-Sharing Concepts

The concepts of insurance and risk-sharing are quite complicated and
are not well understood by elther health care providers or
consumers. Lack of information and understanding constitutes one of
the greatest constraints to the expansion of health fnsurance and

“risk-sharing financing arrangements in the Philippines.

The HFD Project will support demonstration schemes such as a generic
marketing campaign targetted towards decisionmakers, health - --- .
providers, consumers, and the insurance industry which clarifies the
concepts of prepayment, pooled risk, capitation, etc. This generic
marketing campaign will support ‘efforts by PMCC and private insurors
to market thelir products to employee and consumer groups.

3. Project Inputs

PMCC will coordinate all 1nputs to be provided under this component of the
HFD Project. The anticipated inputs to be provided are:

a. Technical Assistance - Local and expatriate

technical assistance will assist the Project by providing technical support t&
the following activities:

®

Medicare evaluation, including analysis of secondary data, design of
primary data collection instruments and data analysis, and policy or
administrative recommendations: . .

design of HMO, PPO, and private hcalth tnsurance tie-ups with
Medicare; :

design and evaluation of demonstration projects arising from Medicare
evaluation;

design and analysis of background studies on noncovered population;
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* design of alternative administration and reimbursement schemes for
health financing;

* provision of options for merging the mandated health programs of
PMCC, GSIS, SSS, and ECC; .

* design of studies and demonstrations on private risk-sharing schemes,
employer-provided health benefits, and community financing schemes:
and .

* design of generic risk-sharing marketing campaign.

b. TIraining - The HFD Project will support training
activities in the following areas: i

* strengthening administrative capacities in the PMCC, SSS, and GSIS;

* strengthening administrative and technical capacities of the HMOs,
PPOs, and private insurors involved in Medicare I tieups:

* study tours to observe social insurance schemes and managed care
programs in other countries; and

* strengthening the capacity of organized groups 1n the Informal sector
to engage in social insurance or in the private health insurance
system.

c. Research - The HFD Project will provide resources for the
following research activities:

Evaluation studies of Medicare I;

Evaluation of Medicare/HMO tieups;

Design of MIS for Medicare;

*Assessment of GSIS/SSS/ECC/PMCC merger;

Profile of noncovered population; and

Assessment of private sector, employer-provided and community
risk-sharing schemes.

d. Commodities - The hardware and software needed for the
data management requirements of the MIS for the Medicare program may be
procured via this 1nput. '

e. onstra - Examples of the types of
demonstration projects supported via this input are: '

* development of an MIS for the Medicare program;

* assoclated reforms in the Medicare Program subsequent to the
Medicare I evaluation;

* expanding PMCC-HMO tleups;
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* Introducing tieup arrangements between PMCC and PPOs or private
insurors

* merging of the Medicare Fund administered by SSS and GSIS and,
possibly, Medicare with the medical-benefit component of the EC
Fund;

* community health financing schemes;

* risk-sharing health financing schemes with cooperatives or other
organized groups; - o

. buy-in to Medicare I by orga»ized groups in the lnformal»éector;

* tieups between organized groups and HMOs, PPOs, or private
insurors;

* reinsurance schemes for HMOs, PPOs, or. private fnsurors; and

* generic marketing campalign on risk-sharing concepts and health
fnsurance. . :

e. Local Costs - The local-cost nput will primarily
support the following types of activities: -

* semlnars/wbrkshops to review findings from the Medicare I
evaluation;

* publications to disseminate findings of Medicare I evaluation:
* workshops to design Interventions for Medicare I;

* seminars/workshops to review fIﬁdIngs from diagnostic studies
needed to design alternative financing schemes; and

* workshops to review results of demonstration projects.

D. COMPONENT 3 -

HOSPITAL FINANCING REFORMS

In 1989, the DOH developed a "Policy Framework for.the National Hospital
Development Plan" which provides guidelines for the formation of long-range - -
development plans in the hospital sector. The Policy Framework analyzes the
interrelationships among the DOM hospital system, the private hospital sector,
the public health sector, and the operations of individual hospitals at the
institutional tevel, and identifies five principal areas requiring policy:

Macro/sectoral issues:

* DOH hospital system

* Interface between private and DOH hospitals

* Interface between hospitals and public health
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Micro/operational issues:
*  DOH hospital institutional operations
* Private hospital institutional operations

Using this framework, the DOH has developed a conceptual model for
hospital reform package which addresses macro-level issues under the rubric of
Hospital Sector Restructuring uand micro-leve! issues under the rubric of
Hospital Institutional Reform. The HFD Project will provide assistance in
selected activities of the DOH hospital reform package.

1. Projact Output

The output of this component is the improvement in the efficiency and
effectiveness of hospital-based care provided through public and private
hospitals in the Philippines. Efficliency and effectiveness in this context is
defined as cost-effective production and delivery of services of acceptable
standard of qualily to meet health needs.

2. 2!:::- ! E !. .!.

The HFD Project will assist In comprehensive hospital reform through
activities at both the macro/sectoral and micro/institutional levels. At the
macro level, the Project will provide resources for (a) bringing market
discipline into the public sector via a range of privatization options for
selected public facilities, and (b) influencing the private sector to
undertake public health activities. This macro/sectoral restructuring will be
complemented by micro/institutional improvement envisioned to increase
hospital efficiency and effectiveness. The conceptual framework for this-
component of the Project is shown in Figure 6.

a. Sectoral Resgtructuring - Activities under this
component will seek to effect policy changes which enhance efficiency and
effectiveness in the delivery of hospital care by directing the resources of
the entire hospital sector, both public and private, toward the achievement of
national health goals. The following issues are of particular concern:

* concentrating government resources on effective and efficient
services for the poor who are most in need of public subsidy;

* devolving authority and accountability of DOH hospitals towar
- more peripheral administrative levels; :

* engendering greater private investment in the provision of
hospital care; and

* providing the policy environment and incentive structures which
encourage private hospitals to pursue national health goals.

- The three activity areas under Hospital Sector Restructuring involve: (a)
innovations in management and ownership of public hospitals; (b) private
hospital system reform; and (c) public core hospital network (CHN) management.
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The current hospital system structure in the Philippines is
generally viewed as consisting of two components: the public
sector and the private sector. A closar look at the system
reveals that the distinction ts not that simple. WNhen viewed
from the perspectives of yovernance, management of operation,
financing of hospital services, and ownership, pubiic and
private hospitals exhibit multiple permutations of management
and ownership.

For example, some DOH hospitals have a corporate structure and
operate like a private hospital with subsidy from government;
otiter DOH hospitals have contracted some services — Janitorial,
security, laundry, dietary —- to the private sector. On the
other hand, some privately owned hospitals are financed through
government financial institutions 1ike the Development Bank of
tie Philippines, SSS, and GSIS, and many of these private
hospitals contract beds to the DOH for, the care of the indigent.

Figure 7 zhows a conceptual framework Tor viewing hospitals
afong the spectrum of ownership, governance, ¥inancing, and
management. e objective of the activities iIn this
subcomponent 1s to Find the proper mix of hospitals within this
spectrun. The HFD Project will develop a taxonomy of government
and private hospitals utilizing the criteria of governance,
management of operation, firancing, and ownership. Both public
and private hozpitals will then be ciassified within this
management-ownership matrisx. .

Examples of the kinds of functions thai could be classified
within the management-cwnership matrix arc:

revenue retention;

pricing and fre structures:

contracting services to private entities;
representation on the Board of Directors;
ownership of shares;

disposition of surplus or profits;
sourcing of capital; ‘ :

status of employees; and

risk for loss.

Project activities will allow the DOH to experiment with
alternative forms of governance, management, financing, and
ownership which will serve as a basis for policies to move
public and private hospitals towards a better
management-ownership matrix mix. Among the management-ownership
options for experimentation and demonstration are:
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* revenue retention and independent pricing 1n public
hospitals;

private management of public hospitals:

private sector representation in public hospital governance:
public sector representation in private hospital governance;
corporatization of government hospitals;

limited public subsidy of private hospital beds;
full-cost private rcoms within government hospitals; and
redeployment (sale and reinvestment) of public sector
health assets via market mechanisms.

(2) Private Hospltal System Reform

As part of overall private hospital system reform, this subcomponent
will create the policy environment necessary for private hospitals to
achieve economic and financial viability in response to the needs of
the market, the health needs of the people, and natioval health

goals. Project activities in this subcomponent will be initiated by
a Diagnostic Study of the private hospital sector. i roux this study,
spectfic policies will be identified for further analysis and
demonstration. Interviews with private providers and DOH
policymakers indicate that these policies may include:

* improved networking between public and private hospitals;

. reducing publié sector competition for private-paylng'
patients;

* increasing actess to capital at costs affordable by the
hospital market;

* providing 1ncentives and tax concession§ in return for
provision of public health services;

* reducing the burden on private hd?pltals for providing care
to the indigent;

. reforming the regulatory code for private hospitals;

# coordinating procurement of capital intensive technology
and providing incentives for rational acquisition; and

* permitting private hospitals to receive philanthropic or
in-kind donations without paying duties.

(3) Public Core Hospital Network Management

The DOH 1s responsible for 537 public hospitals which can be
categorized into medical centers, provincial/general hospitals,
district hospitals, municipal hospitals, and extension hospitals.
These range from 1,000-bed specialty hospitals to 15-bed primary care
facilities.
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The DOH has undertaken a careful analysis of its entire hospttal
system and has identified 188 core hospitals that 1t considers the
essential nucleus which guarantees its equity and service
objectives. The core hospital network (CHN) includes tertiary
regional hospitals/medical centers, secondary/tertiary provincial
hospitals, and selected secondary district hospitals.

The DOH 1s giving priority to CHN hospitals in terms of operations
upgrading. The DOH will seek to identify more efficient means of
managing the remaining public institutions, including possible
devolution of authority and management or complete divestiture.

The HFD Project will assist the DOH to create an appropriate network
management structure for the CHN in which the DOH central office is
analogous to the corporate headquarters and its core hospitals are
analogous to branch offices. The network management structure will
seek organizational and management mechanisms for closer
collaboration among CHN hospitals in planning, financing, 1nvestment
procurement, distribution, and human resources. The Project will
also assist the DOH to pllot-test the CHN management structure on a
demonstration basis.

b. Institutional Reform - As part of an overall
package of hospital institutional reform, activities under this subcomponent
will examine efficlency and effectiveness 1ssues at the individual .
institutional level, both in public and private hospitals. There {s a general
consensus that measures must be taken to improve government hospital
efficiency and quality of care over the long term, but there 1s no consensus
regarding how that objective can be achieved. Although private hospitals
account for 50% of the beds in the Philippines, data on the efficiency,
quality, and accessibility of private hospital services are anecdotal at
present. :

The HFD Project will undertake diagnostic studies which will analyze
operations of public and private hospitals at the institutional level. These
diagnost[; studies will include:

* an Organizational Analysis which examines structures,
functions, roles, relationships, responsibilities, and authority
at the corporate, administrative, clinical service and support
service level;

* a Management Analysis which examines the planning, organizing,
implementation, and control functions in hospitals;

*  a Clinical Service 4nalysis which assesses the range of
clinical services and the quality of care being delivered;

* a Financial Analysis which examines the budgetting,
accounting, pricing, bi11ing, and collection functions; and
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* a Support Services Analysic which examines personal
management, dietary, laundry, medical records, pharmacy and
other support services in public and private hospitals.

The findings from these analyses will be presented 1n the form of policy
recommendations to the DOH for public and private hospital institutional
reform. These recommendations will be fed into the Health Policy Process
created via Component 1. The HFD Project will also design and field-test an
Institutional level hospital MIS as demonstration scheme for one basic input
to Institutional level management improvement.

c. Hospital Facilities Databage - at present, the
DOH has a rudimentary health facilities database vhich manually collects and
compiles service statistics reported on a routine basis by public and priva*e
hospitals. Systems have been conceptualized to strengthen the analyses and
enrich the Information produced from this source, but the DOH lacks the human,
finzncial, and material resources needed to convert the present service
statistics collection system into a bonafide health facilities database.

The HFD Project will assist the DOH to develop a Health Facilities

. Database which collects routine information from public and private hospitals
and which can merge the data with population, cost, expenditure, and other
data to provide more detailed analyses. Assistance will be provided to DOH
central office, where data will be compiled and analyzed.

3. Project Inputs

This component of the Project will be coordinated through the DOH's Office
of Rospitals and Facilities Services. The process that will be used to -
achleve the expacted output of this component will be similar to that process
employed in Component | and Component 2, namely: a Diagnostic Stage of
fact-finding and research studles which will define and clarify issues and
produce recommendations for action;. a Design Stage to produce concrete plans
of action; a Demonstration Stage to-assess efficiency and impact of policy
recommendations; and a Policy Stage where findings can be channelled into
the health policy process under Component 1.

The HFD Project will provide the following tnputs:

a. Technical Assistance - Local and expatriate
technical assistance will assist the HFD Project by providing technicat
support to the following activities: ‘

& development of a management-ownership matrix for hospitals:

’ design and evaluation of demonstration projects for the Hospital
Sector Restructuring;

* design of the methodology and research protocol for the
sectoral-level and Institutionai-level Diagnostic Studies: and
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* design and installation of a Health Facilities Database at the
central and hospital levels.

b. Iraining - Training activities which will be supported
through the HFD Project are: .

* strengthening domestic training programs in hospital
administration and management;

* strengthening manpover capacities within the DOH on the design
and management of a Health Facilities Database, and analysis and
interpretation of data outputs; '

* in-country short-term training programs in hospital MIS; managed
care; quality assurance; and budgetting, accounting, and pricing.

c. Research - Research activities to be conducted during the
Diagnostic Stage of this Project will involve:

* development of a mahagement—ownership matrix to classify
hospitals, and identification of options vor seeking the optimum
management-ownership mix for public and private hospitals:

* sectoral profiles and Industry studies of private hospital;;

* development of policy options which encourage private hospitals
to pursue natfonal health goals;

* institutional-level diagnostic studies of public and private
hospitals. ' :

* development of a systems design for the Health FacllitiesvData.
Base; and

* development of a coré hospital network management structure.

d. Commodities - The hardware and software needed for data

management and analysis for the Health Facilities Database will be procured
through this input.

e. tration 3 - Specific geographic
areas (provinces or regions) will be -chosen for all demonstration activities. .
The chosen area(s) should have a reasonably well-developed Infrastructure and
a strong commitment to change. Where appropriate, however, demonstration
activities may be carried out outside of the demonstration area.

The field level demonstration projects which will be supported via this
input are:

* pilot-testing different permutations for management and
ownership of government hospitals;
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* pilot-testing policy options which encourage private hospitals
to pursue national health goals;
* pilot-testing Institution-level hospital MIS;
& testing and operationalizing the Health Facilities Database; and

4 pilot-testing the CHN management structure.

£. Local Costs - The local-cost input will support the

following types of activities:

* semin&rslworkshops to develop diagnostic stage research
protocols and to present findings;

. publication of research findings;

o seminars/workshops to support design and evaluation of

demonstration projects;

2E.Wmmmm

Beneficlaries of this Project consist of both health-service consumers and
heaith-service providers.

Consumers will realize benefits in any of the following ways:

]

Expansion of financial access through'third-party payment systems,
employer-provided benefits, and community financing schemes.

- Expansion of Medicare coverage to the informal sector will benefit

the self-employed segment of the economy.

Expansion of the Medicare benefit package to include preventive
services. This will benefit mostly women and chfildren, who have

significant preventtive health requirements (family planning,

fmmunizations, pre- and post-natal care).

Lower out-of-pocket expenses as a result of increased Medicare
support values. This benefit will be of general application.

Contalnment of health care cbsts as a result of éfficiency
Improvement -1n health service delivery and regulation of medical
costs through updated relative vaiue scale or other system.

Better quality of care resulting from hospital systems improvement
and the formulation of appropriate health-service delivery standards.

Possible reduction 1n the burden of lower-1ncome groups through the
operation of cross-subsidy mechanism In the Medicare system. These
benefits will be captured by households below the poverty line.
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Health-service -providers (doctors, clinics, hospitals) will realize
benefits in any of the following ways:

* Expanded clientele. As the informal sector is brought into the
Medicare system, the number of patients with financial access
multiplies, with direct positive impact on all providers.

. Increased utilization of health facilities. The inclusion of
preventive services as a covered Medicare benefit will increase the
frequency of clinic visits which will benefit general practitioners,
pediatricians, nurses, and midwives.

. Removal of policy and operational constraints will benefit hospitals.
* Cost containment schemes will benefit providers as a whole.

In the course of the HCF policy reform, however, 1t {is 1ikely that some
health service providers will lose. The losses can come in the following
forms:

100 Reduction in the incomes of high-charging doctors as a result of the
-application of relative value scales and other medical-cost reguiattions.

* Possible reduction in the rate of hospitalization as a result of
better preventive measures. This will adversely affect -
hospital»ba;ed docftors.

* Inefficient health factilities and practitioners which may find
themselves unable to compete in the health care market.

*  Redundant hospital staff (doctors.'nﬁrses.,
off as a result of a privatization program.

F. SUSTAINABILITY

Sustainability of health related activities is largely dependent on
continued political will, including client advocacy; adequate financial
resources available for the activity; and institutional interest and capacity
to maintain and continue development of the activity. The HFD Project.
addresses each of these issues in the three areas of Project activity which
need to be sustained for long-term, rational reform of the health finance
system. These three areas are: 1) the research-based, participatory policy
process to be established by the DOH with private sector -involvement; 2)-- -.. -
improved natioral health financing through reform of the Medicare I system and
promotion of private sector financing options and 3) hospital finance reform
for the public and private sectors.

support employees) laid

For the policy process, and other Project areas as appropriate, political
support is being built within and outside the DOH through participatory
development of the HFD Project, mandating responsibility for this area to the
DOH, public/private workshops on various health finance and health policy
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topics, development of a health policy agenda and health finance sector
directions, development of a formalized public health finance policy forum,
and development of a health infofmation database for public use. In addition,
the DOH is institutionalizing a Health Policy Development Staff to provide
leadership in this arena. -

Financial resources to continue support for the heavy load of on-going
research and database management, and for the policy forum are of concern
although these 1tems will represent less than .2% of the projected future DOH
budget. Various means of securing longer-term financing for these items will
be reviewed 1n Project implementation. Ideas to date include endowment of a
private research institution and research grants as a condition of proposed
HFD Program assistance and charging membership fees to private organizations
for participation in and access to the policy forum and health databases. The
planned inclusion of the Health Policy Development Staff positions as DOH
staffing plantilla items will ensure their on-going support.

Development of institutional capacity to continue managing the policy
process, conducting and utilizing research, and maintaining the databases is
an important element of the HFD Project and a major element in ensuring the .
Tong-term sustainability of the restructuring process. Capacity will be
developed through ensuring that technical assistance teams work with
appropriate counterparts, training courses are developed as needed,
opportunities for training are provided, and local firms and Institutions are
used to the extent possible in implementing Project activities. i

In the areas of improving national health care financing and hospttal
reform, sustainabtiity will depend largely on the continued political
commi tment to enact and implement polictes and regulations, appropriate sector
response to demonstrated changes, and availability of short-term capital to
providers and financers to implement reforms. In addition to the above means
of improving the 1ikelthood that Project activities will be sustained, the
Project design has considered the following:

Financtal support to the GOP for conttinued Eolltlcal commitment to
and to offset the additional costs of implementing a subset of these
policies on a broader scale through the HFD Program to be initiated
in FY 1993.

Training courses developed to increase private sector capacities to
respond to demonstrated changes will be on a fee basis as possible.

Replication of viable demonstration -schemes on a broader scale .will
be largely dependent on interest and financing from the private and
public sectors; however, design and evaluation of demonstration
schemes will include review of sustainability issues related to the
proposed scheme.



A. COST ESTIMATE

Phase I of HFD assistance, the HFD Project, is estimated to cost US{26.855
million over 1ts Five year 1ife (Table 1). Project funds will be provided by
USAID and GOP. AID will provide approximateiy US$20 million (74% of total
project cost) subject to the avallability of funds and GOP is expected to
contribute approximately the equivalent of LiS$6.855 million (26% of total
project cost).

Total USAID Project contribution will be used to finance technical
assistance, training, research, demonstration projects, commodities and for
monitoring, evaluation and audits.

Planned obligations of USAID Project funds are US$3.5 million In FY 91,
US$3.0 mil1Tdon 1n FY 92, US$7.0 million in FY 93, US$4.5 mi1lion 1n FY 94 and
US$2.0 mi1lion in FY 95 (Table 2).

About 56% of the total USAID Project cost (or US$11.247 million) will be -
local expenditures and the balance of 44% (or US$8.753 million) will be -
foreign exchange (Takle 3). Table 4 shows the projection of local and forelign

~exchange costs by project element over the five-year 1ife of the project.

The GOP is expected to contribute the equivalent of US$6.855 million. A
study of the DOH's (implementing agency) financial position has determined it
has the capacity to provide the expected counterpart contribution. This
contribution will consist of DOH expendtture for salaries, commodities, and
activities which lead to project implementation. Funds will be provided and
expended through the regular GOP budgetary process.

B. METHODS OF IMPLEMENTATION AND FINANCING

Table 5 summarizes the methods of implementation and financing for the HFD
Project. The Project will tentatively be implemented through:

* A grant to a policy formulation consortium;
* An Institutional contracé for demonstration projects;
* One personal services contract (PSC);

* Host country contracts for 1imited technical services, research,
training, and commodities: and

* USAID direct and 1imited host country contracts for minitoring,
evaluation, and audits.
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The contracting arrangements are discussed in detall tn the next section
(IV. Implementation Plan). The majority of financing will bz through USAID
direct payment. Funds disbursement methods and financial management systems
for these contracts will follow standard USAID procedures.

On a limited basis, USAID will reimburse the GOP for local currency costs
that the GOP will implement through host country contracting. Under this
procedure, the GOP disburses 1ts own furds to pay for operating requirements
aga'nst implementation plans agrzed upon by USAID and the GOP. The GOP is
then reimbursed on the basts of certified financial reports submitted to USAID

A recent USAID requested assessment of the DOH determined it has a.

- 'satisfactory' contracting capabtility for contracts in the size range required
for this Project. Additionally, USAID, through & contractor (CPA firm), is
currently (1) assessing the capabi]ity of DOH to meet USAID's financial
reporting requirements, and (2) developing a computerized reporting system of
GOP counterpart contribution. Results of the study/assessment will be
fncorporated into Project implementation.

USAID's financial support for research and demonstration activities
conducted by private-sector organizations will be implemented through a
cooperative agreement with a local NGO that (a) 1is duly registered with
USAID: (b) has acceptable financtial management and accounting systems for
control and use of USAID funds; and (c) has the ability to maintain
procedures that will minimize the time elapsing between the transfer of funds
and their disbursements. Financing will be disbursed to the NGO through the
advance payment method. :

C. EINANCIAL MONITORING

USAID will review the financial records and reports of the project. .
Through these reviews, USAID will be able to adequately monitor the financial
activities of -the project including the counterpart contribution. If
necessary, funds will be used for financtial monitoring or studies.

D. AUDITS

The project provides funds for non-federal audits of project acitivities
following guidelines from the AID Office of the Inspector General. Primary
responsibility for audits of AID-funded projects 1ies with the Regional Audit
Office (RAO). However, RAO may contract non-federal.auditors for this purpose.



Table 1

strative Financi

($ 000)
AID Grant GOP Total
Project FY Current Future Total Lop Lop
Elements Obligation Years An- Costs Contri- Costs
ticipated . bution
Technical Assistance 1,970 4,129 6,099 - - 6,099
Training 222 2,180 2,402 -— 2,402
Research 523 1,242 1,765 - 1,765
.Demonstrations 662 7,931 8,593 - 8,593
Commodities 123 18 141 - 141
Monitoring, .
Evaluation, and Audits 0 1,000 1,000 - 1,000
Counterpart
Contribution - - -— 6,855 6,855
TOTAL 3,500 16,500 20,000 6,855 26,855




- 54 -

Table 2

Planned Yearly Obligations and Expenditures
($ 000)

Counterpart

6,855

"Fiscal Years
1 2 3 4 5
1991 1992 1993 1994 1995 1996
I. USAID
LOP Funding 20,000
Planned
Obligations 3,500 3,000 7,000 4,500 2,000 0
Planned
Expenditures 0 1,996 6,27 4,539 3,908 3,286
Projected
Mortgage
LOP-Cumulattive .
Obltgations 16,500 13,500 6,500 2,000 0 0
% Mortgage/LOP 82.5% 67.5% 32.5% 10.0% 0.0% 0.0
- Projected
Pipeline
(Cum. Obl.- .
Cum. Exp.) 3,500 4,504 5,233 5,194 3,286 0
(Pipeline/ '
obl.) - 100.0% 69% 39% 29% 16% o%
II. GOP Counterpart
In kind and
Cash outlays - 1,247 1,312 1,341 1,427 1,508
Total GOF
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: Table 3
Summary of Cost Estimates and Financial Plan
($ 000)
USAID Total Total
Project Elements '
Lc FX USAID GoP
Technical Assistance 2,160 3,939 6,099 -—
Training 762 1,640 2,402 -
Research 1,236 529 1,765 -—
Demonstrations 7,089 1,504 8,593 -
Commodities (o) 141 141 -
Monitoring,
Evaluation, and Audit 0 . 1,000 1,000 -
Counterpart '
Contribution - -— - 6,855
TOTAL 11,247 8,753 20,000 6,855

Details are shown in Table 4.
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Table 4
ojecti nditures
i 1l Year ] h nt
($ 000)
Fiscal Years
Project 2 3 4 5 TOTAL
Elements Lc FX LC FX LC FX LC FX LC FfX AID GOP

Technical

Assistance 315 397 415 923 512 923 466 886 452 810 6099 -
Training 106 116 182 475 173 444 155 407. 146 198 2402 -
Research 366 157 465 199 233 99 37 86 37 1765 -
Demonstra- _
" tions 348 .68 2881 344 1552 418 1440 369 868 305 8593 -
Commodities 0 123 0 18 0 0 0 0 0 0 141 -
"Monitoring,

Evalvation,

and Audit 0 0 0 369 0 185 62 0 384 1000 -
‘Counterpart

Contribution 1247 - 1312 - 1361 - 1427 - 1508 - - 6,855
TOTAL 2382 861 5255 2328 3831 2069 3574 1761 3060 1734 20000 6,855
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Table 5
Methods of Implementation
and Finanging
Project Method of Method of Approximate
Components Implementation Financing Amount*
($ 000)
Tech. Assistance AID Direct Contract/Grant Direct Payment $5;§49
AID Direct/HC Contract Reimbursable/ 750
Direct Payment
Training AID Direct Contract/Grant Direct Payment 2,041
AID Direct/HC Contract Relmbursable/ 361
Direct Payment
. .Research -AID Direct Contract/Grant Direct Payment 1,265
AID Direct/HC Contract Direct Payment 500
Demonstrations AID Direct Contract/Grant - Direct Payment 7,089
AID Direct/HC Contract Reimbursable/ 1,504
Direct Payment
Commodities HC Contract Direct Payment 141
Monitoring,
Evaluation, and
Audits AID Direct/HC Contract Direct Payment 1,000
TOTAL $20,000



The HFD Project wiil be implemented and monltored with close collaboratior
at all stages among the four major particirants — USAID, the GOP, a policy
formulation grantee, and the technical assistance contractors. (See Figure
8.) Collaboration will be essential as each will have a related role to play
as dictated by the agreements and contracts that govern their relationships.
Therefore, the GOP will be responsible for establishing appropriate
coordinating mechanisms, such as regular meetings, to assess progress and -

. 1dentify and.overcome constraints. Within this coilaborative framework, the

.

roles of the four major participants are discussed below.

a. USAID - USAID will assign the Chief, Health and Nutrition
Division as the Project Officer for the HFD Project. She wiil be assisted by
a project team including a full-time foreign service national (FSN) health -
care financing specialist who will serve as preject manager, and three FSN
health project management specialists (one health technical specialist, one
financtal analyst, and a project management assistant) who will work part-time

- on the Project. In addition to these incumbent OPHi staff, OE or project

funded PSC staff may be required to work for the Project under the supervision
of the Chief of the Healgh and Nutrition Division.

The project team will be supported by a USAID project committee including
representatives from the Office of Development Resource Management {ODRM), the
Office of the Legal Advisor (OLA), the Office of Fipancial Management (OFM),
the Office of Program Economist and the Contract Services Office (CS0). -

The project team will assist the GOP in project implementation and oversee
proJect monitoring. It will work closely with GOP counterparts and be the
main contact point between the GOP, the policy consortium, the TA consul tants,
and USAID. The project team will also be responsible for fulfilling USAID
internal reporting requirements such as submission of quarterly project status
reports and accrual repoits. The project team will be assisted as required by
other USAID offices, including staff personnel in ODRM, OFM, "OLA, €SO, and ‘the"
Executive Office.

b. GOP - NEDA will be the signatory of the Grant and wil
provide GOP technical oversight for project implementation. The Department of
Health (DOH) will be the primary GOP counterpart agency, under which four DOH
organizational units will have direct rasponsibility for the implementation of
Project activities: the Oirice of the Chief of Staff (0CS); the Health Policy
Development Staff (HPDS); the Phiiippine Medical Care Commission (PMCC); and
the Office of Hospitals and Facilities Services (OHFS).



7 .

-0

Figure 8
Organizational Chart
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Key:
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Policy Development Technical Committee; HPDS - Health Policy Development
Staff; OCS - Office of the Chief of Statf; OHFS - Office of Hospitals and Facilities
Services; PCU - Project Coordinating Unit; MAS - Management Advisory Service
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(1) DOH Office of Chief of Staff (OCS)

The Chief of Staff will have overall responsibility for GOP project
management and for ensuring coordination and collaboration among all
project participants. Two units in OCS will have princigal roles in
project implementation: the Project Coordinating Unit (PCU) and the
Management Advisory Service (MAS). Initially, the PCU will (1)
administer local currency financing provided by USAID; (2) monitor
and report on DOH grantee/contractor progress: and (3) oversee the
preparation of Project implementation plans, the meeting of
condittons precedent, GOP financial reporting, and other
administrative actions ac required. The MAS will assist PCU in 1ts
Project management functions.

(2) Health Policy Development Staff (HPDS)

During the initial six months of the Project, the DOH will broaden
the mandate of the MAS to form the Health Policy Development Staff
(HPDS). The HPDS will then take on respoasibility for management of
DOH donor-financed policy tnitiatives as well as institutionaltzatton
of *ae internal DOH policy process.

The HPDS will be managed by the Chief of MAS and will fnttially be
staffed by three contract positions from the PCU and the - o
Project-funded personal services contractor (PSC). - In the first year
of the Project, DOH plantilla position for a full-time health
economist will be added. A plan for further development and
Institutionalization of the HPDS 1s in process.

The HPDS will implement Component 1 (Policy Formulation) of the .
Project and develop mechanisms to integrate Components 2 and 3 into
the poltcy process. A Nattonal Council for Health Policy Development
comprised of senior level decision makers from public and private
sectors will provide policy guidance to the DOH and MDPS. A Health
Policy Development Technical Committee comprised of technical experts
. from the sealth sector and academia will serve in a technica!l
advisory capacity to the DOH and HPDS.

The HPDS will be assisted in Project management activities by a
USAID-funded PSC. The HPDS will be responsible for the development
and/or approval of all Project technical assistance requests.

(3) PMCC

PMCC will have primary responsibility for the implementation of
Component 2 (Health Care Financing Mechanisms) of the Project. PMCC
staff will prepare and submit to OCS annual implementation plans and
monitor progress against these plans. To facilitate Project
implementation, PMCC will develop an HCF Mechanisms Steering
Committee to provide access to thc broader health insurance communt ty
and to provide implementation guidance. This committee will be
composed of representatives from public sector social insurance
programs, health insurance trade organizations, HMO trade
organizations, the hospital associations, among others.



Under the direction of the DOH Undersecretary for Hospitals, the OHFS
will take responsibility for implementation of Component 3 (Hospftal
Financing Reforms) of the Project, for both the public and private
sectors. OHFS will develop and approve annual implementation plans,
provide overall direction to TA contractors and grantees, and
coordinate with public and private hospital administrators and owners.

To support its role In these activities, OFHS will convene a Hospital
Steering Committee comprised of representatives from local private
and public institutions and Project TA contractors and grantees.

c. i . - Assistance
will be solicited from a domestic institution to assist the DOH with
establishing and formalizing the Health Policy Process described under
Component 1. A grant will be made to an {nstitution with recognized capacity
in health economics, health policy analysis, and health policy formulation;
and which has established linkages to the key individuals and Institutions
which influence-the health poiicy agenda in the Philippines. The Grantee will -
have responsibility for a) assisting the DOH with operationalizing the Health
Policy Process, b) creating a National Health Accounts and Health Policy Data
Base; and ¢) supporting the development of an independent forum for health
finance policy. g

d. Technical Assistance Contractors-In ..
. Vlew of the complexity of the Project, the DOH and USAID have agreed that the
bulk of project activities will be administered by technical assistance
contractors, consisting of an institutional contractor for demonstration
projects and a personal services contractor. '

This arrangement will minimize DOH and USAID staff time otherwise required
forkProJect administration. The Project contractors will have the following
tasks: '

provision of technical assistance or TA subcontracts;
procurement or funding of .research services;
arrangement for in-country and overseas training;
design and management of demonstration projects;
procurement of commodities; and _. ... e e .

- arrangement for the delivery of all -other goods and services required
by the Project.

* > > » » »
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Figure S

Scope of HFD Project Contract and Grant

Component 2
HCF Mechanisms

Tech. Assistance

Training

Research

Demonstrations
(Technical Assistance
and Training)

3\",0 S

odie

Commodities

Local Costs
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In the pursuit of these tasks, the contractors will be responsible for:

& establishing 1inks with public entities involved in the Project:
DOH, PMCC, SSS, GSIS, ECC, and government health service facilities;

* establishing 1inks with private-sector entities: private providers
and insurers, HMOs, professional societies, and NGOs;

& channelling required resources for training, demonstrations, and
commodities to the public and private sectors;

& establishing arrangements with local and overseas research, afademic.
and consulting institutions; :

a providing technical and logistic support for units and committees
established for carrying out the purposes of the Project; and

* creating appropriate administrative setups so that each contractor's
tasks are carried out expeditlously.

The Steering Committee for Insurance and the Steering Committee for
Hospitals will be responsible for identifying appropriate demonstration
schemes to be funded under the Project. These demonstration schemes will be
tested in both private and public entities. The Steering Committees will (1)
develop criteria for selecting demonstration schemes and the locus of these
schemes, and (2) draw up guidelines for participation. The institutional
contractor for demonstration projects will (1) provide technical advice on the
design, budgetting, monitoring, and evaluation of these schemes, and (2)
provide summary of findings and recommendations on these schemes to the policy
formulation grantee and to the Health Policy Development Staff for possible
policy, regulatory, and legislative action.

B. ACTIVITY SCHEDULE
1.2 _lln !n E!.

The Project 1s designed with a 5-year implementation period. Mission
authorization and ProAg signing are expected not ‘later than August 1991.--
Thus, the project activity completion date (PACD) is September 30, 1996.

To give the Project a headstart, the Mission has formulated the PSC's
scope of work and the position is being advertised (Annex G). The Mission 1s
also in the process of setting aside $220,000 of PD&S as bridging funds to
Inttiate Project activities, of which $120,000 will be a grant to the DOH and
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$60,000 1s reserved to fund a feasibility study of providing for child
survival services in the Medicare benefit package. The study will assess the
financial and health impacts of Medicare reimbursement for outpatient and
preventive services (specifically child survival and family planning services)
and develop utilization controls for these services. The study 1s part of the
Medicare research agenda (Component 2) and is ranked high in the priority of
PMCC, SSS, and GSIS.

2. Schedule of Major Events

Project planning, fund obligation, and project implementation activities
- all operate on annual cycles which closely follow the U.S. fiscal year.
Project funds will be disbursed on a yearly basis subsequent to GOP and USAID
approval of annual implementation plans and budgets. Table 7 presents the
calendar of major events while Tables 8, 9, and 10 show the Gantt chart of
major impiementation events by component for the entire 1ife of the Project.
Project activities In the three Project components are expected to begin in
September 1991.

C. PROCUREMENT PLAN
As agreed upon by the DOH and USAID, the Project will be implemented
through a Policy Formulation Consortium (Grantee); an Institutional Contractor
for Demonstration Projects; a PSC: direct USAID contracts for monitoring,
evaluation, and audit; and host-country contracts for research, monitoring,
and evaluation. The respective scopes of these contracts and grant are shown
in Figure 9 and discussed below.

The grantee/contractors will work directly under the supervision and
guldance of the DOH Chief of Staff and USAID. They are required to obtain
clearance from the Chief of Staff and USAID for all major implementation
actions in the Project. They are also required to submit quarterly and annual
status reports and financial reports to DOH and USAID. The HPDS will manage
these contracts.

The Policy Formulation Grant will be awarded to a loca) institution with
predominant capability in policy research and formulation. The Institutional
Contract for Demonstration Projects and the PSC will be awarded on a
competitive basis. The USAID contracts for monttoring, evaluation, and audits
may be accessed through existing IQCs. The host-country contracts will be °
awarded on a competitive basis. -~~~ - - - T

Goods and services procured through this Project will have, as their
source and origin, Geographic Code 000, the United States, and the
Philippines. Procurement will adhere to A.I.D.'s Buy America Policy.
Exceptions, as needed, will be requested on a case-bay-case basis. A contract
for the majority of professional services will be competitively awarded to a
U.S. Institutionai contractor. A waiver to allow the U.S. institutional
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contractor to subcontract with local firms for professional services in exces
of $250,000 will be requested at the point of contract signing. This s to
ensure further development of local professional capacity which 1s an
important element in the long-term sustainability of the policy process.
Also, due to HFD Project commitment to continue development of local
capabilities, and as allowed within the Buy America Policy, the Policy
Formulation Grant will be awarded to a local fnstitution. As commodities
required will be minimal, it is expected that the fnstitutional contractor an
the local grantee will procure most commodities locally, off the shelf.
Commodity procurement will also adhere to the Buy America Policy.

D. GRAY AMENDMENT

USAID will fully consider the potential involvement of small and/or
economically and soclally disadvantaged U.S. enterprises for services provided
under this Project. Considering the magnitude and diversity of technical
assistance required, the Project may consider a large contract with a
consortium of U.S. compantes and provide for & set-aside for subcontracts with
8(A) firms. Although it 1s 11kely that such technical assistance wil) be
-procured using open competition, special considerations will be given to
proposals from firms that will utilize the resources of small and/or
disadvantaged U.S. firms, Including a requirement that firms submit along with
thelr proposals a subcontracting plan that uttlizes Gray Amendment entitiec.

E. GENDER ISSUES

Health programs are generally viewed as gender-sensitive. Statistics show
the predominance of women as health providers and consumers of services.
Because of a women's blological role, special attention s given to her person
as childbearer and childcarer. This reality augurs well for women's ‘
participation i1n health care financing.

The HFD Project will 11kely have a highly favorable fmpact on women, both
because women and their children are among the primary benefictaries of the
improved functioning of the health system and because women constitute the
majority in almost all health-related professions, including the DOH where
women occupy 66% of the medical and allied professionals at the central and
field levels. Despite their numbers, however, only few women occupy key
decision making and executive positions in the health industry. To ensure
women's partictpation in the health: policy process, . the project will need to
provide opportunities for women's groups and organizations to articulate ‘
women's Interests and participate collectively in the policy process.

A potential negative effect of the Project may come from Incveased
reliance on persons in {ncome categories above the lowest dectiles to pay for
services, elther as cost-sharers in the public system or as beneficiarfes of
an insurance scheme. As womes iIn general are more economically disadvantaged
than men 1n the Philtppine workpiace, women may shoulder a disproportionately
larger burden of financing the sector. To ensure this 1s not the case, the
policy development process will include gender disaggregated review of policy
impacts.



Table 7
Calendar of Major Events
Action Completion Responsibility

PIOT for PSC signed; position advertised June 1991 USAID
DOH letter of request for assistance sent June 1991 DOH
NEDA Tetter of concurrence sent July 1991 NEDA
Project authorized Aug. 1991 USAID
ProAg signed, initial funds obligated Aug. 1991 DOH/USAID
RFPs for Institutional contractor issued Sep. 1991 DOH/USAID
PSC on board Sep. 1991 USAID
Initial CPs satisfied Oct. 1991 DOH
Year 1 budget and implementation plan submitted Nov. 199] DOH
Year 1 project funds committed Nov. 1991 USAID
Grant to policy consortium signed Nov. 1991 USAID/Grantee
First meeting of HPSC held Dec. 1991 DOH
Institutlonal contractor on board - Apr. 1992 DOH/USAXID
Year 1 project accomplishments reviewed July 1992 DOH/USAID
Year 2 -
HFD PAIP preparation initiated -~ Aug. 1992  DOH/USAID
Year 2 budget and implementation plan submitte Aug. 1592 DOH/Contractors
Year 2 project funds committed Sep. 1992 USAID
HFD PAIP approved Jan. 1993 USAID
Year 2 project accomplishments reviewed July 1993 DOH/USAID
HFD PAAD completed Aug. 1993 DOH/USAID
Year 3 budget and implementation plan submitted Aug. 1993 DOH/Contractors
Year 3 project funds committed . Sep. 1993 USAID
RFP for midterm evaluation i1ssued Nov. 1993 - DOK/USAID
Year 3 project accomplishments reviewed July 1994 DOH/USAID
Midterm evaluation completed Aug. 1994 Contractors
initial HFD Program Tranche L Aug. 1994 USAID
Year 4 budget and implementation plan submitted -Aug. 1994 DOH/Contractors
Year 4 project funds committed Sep. 1994 USAID
Year 4 project accomplishments revieved . -July-1995 ---- DOH/USAID
Year 5
Year 5 budget and implementation plan submitted Aug. 1995 DOH/Contractors
Second HFD Pregram Tranche Aug. 1995 USAID
Year § project funds committed Sep. 1995 USAID
RFP for EOP evaluation issued Dec. 1995 USAID
‘Closeout procedures initiated Feb. 1996 USAID
EOP evaluation commences June 1996 Contractors
PACD Sep. 1996
Project closeout completed Mar. 1997
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Table 8

Benchmark

Year 1 Ydix 2 Year 3 Year 4 Year S

1.1 Formation of health policy .deliberating

units XXX
1.2 Formulation of Health Policy Framawork xTXE
1.3 Formulation of HealthPinancing Policy.

Research Agenda xxxse
1.4 Formulation of Health Policy Agenda xeee xXXX b~ - < xXXX
2.1 Development of NHA Database

* HNe2ds analysis and systems design XXX

* Locus for NHA Database xex "

* Study protocols and data collection xxXeeeeexs XXXXXTXXXR

* Computer procuremant e .

* Data analysis and report ' XX

* Data updates . ZXAXXXXXXICCIICELTITALLRXICNTL
2.2 Development  of Health Financiag Policy Database

* Inventory of Philippine policies XxxxTexesex

* Yearly updates exx XX xxeX

* Classification and cataloguing xxxXx :

* ‘Inventory of other countries’ policias XXXXXX :
2.3 Generic Studies for Policy Formulation

* Determinants and ressarch agenda xRXY

* Research studies X Y X X IR It I XTI
3.1 Creation of Multisectoral Health Policy Forum

* Locus for Forum xexx .

* Governance and membership .

* Hiring of staff; procurement of equipment xeee

* Yearly plan of activities, xXX

-

Routine activities




Table 9

Benchmark -

Year 1 Year 2 Year 3 Year 4 Year S
1.1 Medicare I Reforms
BBREBRBBBBBBRBBREBBBBABBBBBRBRBR
CCccCccceeeeeceeeeeececcececeececeeeece
DDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDQDDD“
1.2 PMCC Tieupn AAAAA
BBBBBBBBBB
CCCCCCCCCCCCCCCCCCCCCCCCCCCCCCCeeee
DDDDDDDDDDDDDDDDDDDDDDDDDDDDDD
1.3 Medicare MI3 AAAAA
BBBBB :
cccceeceecceecccee
DDDDDDDDDD
1.4 Merging of Medicare and Other Mandsated )
_ Health Benefits ) ARAAAMAAAARAN °
DDDDDDDDDD
1.5 Profile of Noncoversd Population Groups AAAARARAAA
1.6 Private-Sector Risk-Sharing Arrangements AAAA .
BBBBBBBBBRREBRBBEBBBBBBBREB
ccceceeececececcecececeececeeceeeececeeee
DDDDDQDDDD
2.1 Employer-Provided Health Benefits AAAAA "
’ BBQBBQBBBBBHBBBBBBBB
. CCCCCCCCCCCCCCCCECCCCCCCCCCCCCCCCee
. DDDDDDDDDD
2.2 Community rinancing AAARAARAAN
BBBBBBBBEBBBBBBRBBBBB
cccceeeceececceccecceececeececeecee
, DDDDDDDDDD
2.3 Generic Marketing of Risk-Sharing Concepts ‘. AAAAA 7
. BBBBB

gcceeceecececeecceeecececeececeeceee

Legend: A - diagnostic studios; B - design st

age; C - demonstration stage; D - policy stage
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Table 10 |
[ .4

Benchmark o Year 1 Yedr 2 - Year 3 Year 4 Year 5

1.1 Innovations in Management-Ownership of Public Hospitals
* [] . -

Diagnostic Stage
= Develcp managemantment-ownership
matrix

AAAAAAAAAA
= Classify hospitals according to matrix AAAAAAMANA
= Identify hospitals te progress along

ratrix and propose method for proceeding AAAAAAAAAR
* Design Stage .
= Individual hospital profiles . _ BBbﬂBBBBBBBBBBBBBBBBBBBBEBBBBB
=~ Plan of action for moving along matrix BB3HBBBBEBBBBBEBBBBBBBBBBEBBBB
* Demonstration Stags -
-Specinltyhospil:ala . CCI-I(l(l(ll(l-llllll(ll(l(l.llvlvc. .
= Provincial and distriet hospitals CCCCCCCCLCCCCCCCCCCCCCCCCCECee

¥ Policy Stage DDbbDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDD

1.2 Private Hospital Systems Reform
* Diagnostic Stage
= Develop a policy agenda AARAAAAARA
= Fact-finding AAAAAAAAAAAAARRA
- = Develop quidelines for policy . AAAAARARAA
* Policy Stage DDDDDDDDDDDDDDDDDDDDDDDDDDDDDD
1.3 Public Core Hospital Network Management .
* Diagnostic Stage . AARAARAARAA
* Desiqu Stage BBHBBBEBEB
* Demonstration Stage Cccceceecececeeececceeeceee
* . .

Policy Stage * DDDDDDDDDDDDDDDDDDDDDDDDDDDDDD

Hospital Institutional Lavel Reforms

* Diagnoatic Stage AAARAAAARA .

* Design-Stage . - BBBBBRBBBBBBBBBB °. -

* Demonstration Stage ccceececeecececececeeeeee
*

Policy Stags DDDDDDDDDDOHDDDDDDDDDDDDD

3.1 Health Pacilities Database
* Diagnostic Staga AAAAARRAAA
* Design Stage
= Systems design BBBBBBBBBB
= Computer procuremant BBBBB3B
= Training : BBBBEEDRBB
* Demonstration Stage .
= Data inputting, processing and analyeis ceceecececee
=~ Reporting. - cceceeeceece .
* Quarterly Update cccccccccccccccccccccccccccccc

Legend: A = diagnostie studiea; B ~ design ptage; € = demonstration gtaga; D - poliocy stage
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Table 11, Incicators ef Prograss and Donahmarks

DENCHMARK

2.3.8 Yearly ?pdaln
[

OUTPUT ¥ MILESTONE INDICATOR OF PROGRESS TIME
1. Capacky bullding for 1. Insthulonaliration of 1.1 Formation of heath 104 Eloouva Order éraating HPSC cr '
wansparem, public-private Heakh Policy Process * palicy dekberaling units . 112 Adminisirative Order arwating HPY 2 menths
seclor interactive, and : . . 1.1.3 Adminisuativa Ordarcreating Health
tesearch-hased solicy Policy Teohnial Group
formulation. l
1.2 Farmulation of Palicy 1.2, Invanlody of policy lssues, 4 monthy
Franework qu-nloc'u. end sreas :
1,2.2 Sivering Commbiae repon
' femaliding Hazkh Flnanaing :
Poficy Pimmmll
1.3 Fonmutailon of Health 131 Waxlishbp (o discuss Poiay 4 ‘months
Finanaing Policy Researct Framewort and priorhize rasearch
Agends . lssuas -
1.2.2 Bivesta Commitan ropon formaliziay 2 months
Heahh Flnarcing fMlasez-ch Agonda |,
1.4 Formutatlon of Pohg 144 Anmus) jesza of resaasch issues Asinual
Agenda 142 Annunl Steesing Comminea ropont
. an Polloy Apenda
1.5 Pefioy Monhoring 2nd 1.8.4 Enatishment of cysiom for mondicring
Evakiatlon and svakation
1.5.2 Monltoring of prasmuigation d pefoy Annual
actios -
1.5.% Moniodag of conformanoe ef polloy Annuat
changes wih oporations guidelines
- astabliished in poliny actan
1.4 Evnllmlcﬂolhpu:l of policy change Annual
2. Crcaton of Hyakh Financing 2.1 Devaiopment of Natlonal . [ 213 Needs analysis 1o determing output 1 month
‘ and Heath Pollcy Datatages Hasakh Accounts (NHA) Database indicarors .
. 212 ﬁ'nml dasign specilyiny data I menths
numn. data inpuats, dala
Pmnihg, hardwar, and soltware
uqdmmenll
2.1.3 ldemifidation of loous for NHA Daubua 3 manths
2.1.8 Design olpdmuy cata aolisction 12 months
protocals and klentificasion of
sec 1y sowcaes of dala
2,1.§ Data coliection € menths
2.1.6 Compuler procurement & months
2.1.7 Data arplysis and repon 6 menths
Annual
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Tablel]l , Indicatots of Progress and Denchmarks

OUTPUT 1 MILESTONE ' OENCHMARK INDICATOR OF PROGRESS TIME
1. Capacity building for . 22 Davelopment of Health 221 Inventory of explick and impck 0 months
transparent, public~privale Finanaing Polisy Database policies at macro level (Exccutive
scctor Interaclive, and Orderc/Ropublia Acts) :
rescarch-based policy 2.2.2 Invantory of aupiich and impliok 8 months
fomwation, paficles at mioro leval . -
(Administrative Orders)
2.2.3 Inventary of related financing & months
policies from cther countrias .
2.2.4 Classification of heakh 3 months
finanaing policics o
2.2.5 Cataloguing for acoess and swinevas 3 months
2.3 Generlo Swudles for Polloy 2.2.1 Idontification of determinants of 4 months
Formulation future hoalh status and theie . Lo
Impact upon resources
2.3.2 Creation of a broad research 4 months
agenda'to nddross (utura heatth
- * Issuos . N P
2.3.3 Commissloning of rosearch studios continuous
‘on a continuing basis
- 3, Esablishment of Muki~ 3.1 Creatlon of Muhisectoral 3.1.1 Idcniifloatien of locus for the 3 months
Sectora! Farum for Forum for Heahh Poliay Forum .
Palicy Discussions 2.1.2 Fomwutatlon of membership and 2 months
governange guidlines :
3.1.3 Hiring of stall and procurement of 3 months
enuipment ) .
2.1.4 Davalopment of annual plan of 1 month
aotiviles :
3.1.5' Conduct of rowine aciivkies continuous




Tabla ,ﬂ, Continued ..,

INDICATOR OF PROGAESS

OUYPUT 2 MILESTONE DENCHMARK DIAGNOSTIC | DEGIGN JDEMONSTRATION roLicy
. ETAGE "BTAGE STAGE BTAGE
(G) (0) . (€) (0)

2, Impraved efficlancy 1. Improvemant and 1.1 Madicara | Rafonns 36 months |36 months| * 36 months 40 months
and expanded coverage Expansion of Medicare  [1.2 PMCC-Tleups Imonths |12 manths 42 months 36 months
ol the natlonal HCF * Program 1.3 ‘Davelopment of Cnianths | 6 manihs 10 maomhs 12 months
program . Madicare MIS )

1.4 Merging of Madibare and 12 monihs * 12 months
olher Heakh Funes
1.5 Profile of Noncaverad 12 months
Poputation Groups'
2. Sinategio Options far 2.1 Private Sector Risk- Gmonths |24 months 36 months 12 months
Heahh Care Financing 8haring Amangumants
.|22 Employer-Provided Emonths |24 manths 36 monihs 12 months
Benefis : ’
. 2.3: Communky Fi ancing Smonths 124 months| -"30 months . |12 months
2.4 Goriaria Marke' 1g of Gmamths. | Gmanths| 24 menths
Risk-Sharing Conaepts




Tablel} _, Contiwed ...

. . . INDICATOR OF PROGRESS
OUTPUT 3 . MILESTONE BENCHMARK . DIAGNOSTIC | DESIGN |DEMONSTRATION POLICY
r . STAGE ETAGE STAGE STAGE
- Q) (8) () (0)
3. Improved efficlancy 1. HospRa! Sector 1.1 Innavations In Managemenv 15 momths {27 months 42 monthsg 40 months
and sffeciiveness Restructuring. . Ownership of Public Hasphals
in the hosphal sector : :
1.2 Private Hosphal 10 months : 24 months
Systems Refornd
1.3 Puhlio.Cera Hasphal ..12:months |12months| 24 months |26 months
Notwark Managiitént ] - )
2. Hasphal Insthutional 2.1 Hosphal Insthuional 12months |12 manths 12 months 12 mocths
Refarm Lovel Reforms | .
3. Hoahh Faoliiles 3.1 Haakh Faalities ' 2months |14 menths
Dambase .Dambasge .
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The soctal soundness analysis deals with the ways in which women and their
families can benefit from pre-pald health care and the protection from having
to pay unanticipated, large bi11s for curative care. Because small children
are so froquently 111 and the mothers normally bear the burden of child care,
being covered by health insurance 1s both a financial and psychological
benefit. The overall assessment for the impact of the project on women in the
Philippines is very favorable.

F. ENVIRONMENTAL CONCERNS

A Categorical Exclusion from A.I.D.'s Initia! Environmental Examination,
Environmental Assessment and Environmental Impact Summary requirements has
been granted this Project. This is in accordance with A.I.D. Regulation 16,
Section 216.2(c)(2)(vi11) which provides for categorical exclusion for .
"programs involving nutrition, health care or population and family planning
services, except to the extent designed to include activities directly
affecting the envircnment...” The Approval for Categorical Exclusion is
fncluded as Annex H, Initial Environmental Examination.



V. MONITORING AND EVALUATION PLANS

The purpose of monitoring and evaluation is to determine project status
and progress. For tie HFD Project, monitoring of Project progress, policy
reform, and policy impact will be undertaken. .

A. HED PROJECT DATABASES

The Project will put in place three databases for Project monitoring and
evaluation: '

* For Component 1, a National Health Accounts Database will be
established to provide information on the sources and application of
funds in the health sector. This database will permit analysis of
the structure of health care expenditures and thelir trends over time.

* ‘For Component 2, the Medicare MIS will be established at PMCC to
provide financial reports on the Medicare Program. As the database
evelves, it 1s also envisioned to provide regular data on beneficlary
profile, utilization patterns, and analysis of costs and expenses.

* For Component 3, a Health Facilities Database will be established at
the DOH Office of Hospital Operations and Management Services to
provide regularly updated data on the location of health facilities,
utilization patterns and, for sentinel facilities, basic
health-service cost data.

These Project databases will support and complement existing
surveys/databases that GOP regularly conducts. The Family Income and
Expenditures Survey, conducted every 3-5 years, includes queries on household
expenditures on health. The National Health Survey, conducted every 5 years,
provides "information on patterns of heaith service access. The Field Health
Service Health Information System regularly provides information on the
activities of DOH field units. S

B. MONITORING PLAN
1. Project Monitorinc

Periodic project monitoring will be conducted to assess the implementation
of HFD Project activities. The DOH Chief of Staff, HPDS and other DOH
implementing units, OPHN, and project grantee/contractors will have respective
responsibilities for this task. :
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To ensure that project inputs are used for intended activities, HPDS
will hold annual planning workshops with OPHN, DOH implementing units, and
grantee/contractors to establish project deliverables and the resources
required to achieve them. It will also require DOH implementing units and
grantee/contractors to complete annual workplans and submit quarterly and
annual performance and financial reports. HPDS will maintain a project
::n:toring system that provides regular flow of data on project resources and

efr use.

: The Office of the Chief of Staff is responsible for overall monitoring of
project outputs. Table - lists project benchmarks and the indicative number

. of months required for their completion. To ensure that these project

- benchmarks are met, the Office of the Chief of Staff will schedule regular
meetings with OPHN, DOK implementing units, and grantee/contractors to assess

benchmark status, identify possible constraints, and determine future courses

of action.

OPHN 1s responsible for monitoring DOH and grantee/contractors adherence
to the project implementation schedule; approving all workplans, terms of
references, and scopes of work: and ensuring that planned USAID financial
resources flow to the Project. If necessary, OPHN wil] comtract management
audits to determine 1ssues and constraints velated to project implementation.

2. Policy Monitors

In view of the Project's emphasis on policy reform, policy tracking and
policy impact assessment are designed as integral Project activities. The
HPDS will be primarily responsible for HCF policy tracking. A Health Policy
Database will be established under component 1, based at the HPDS, to provide
an inventory of all existing HCF policies in the Philippines, catalogue HCF
legislative Initfatives in Congress, and compile GOP executive and .
administrative HCF §ssuances. This Database will monftor:

* the promulgation of HCF policy actions in terms of Republic Acts,
Executive Orders, Administrative Orders, or parastatal Board
_Resolutions;

* the conformance of policy changes with operations guidelines
established in the policy actions; and

* remaining policy actions needed.

The Project provides reasources to-conduct-HCF policy tracking and -
policy impact studies, following the Mission's macroeconomic policy model.
These studies will focus on purpose-level indicators, namely: policy on
Medicare I reforms; policy of encouraging broader private- and public-sector
risk-sharing for health: strategy for hospital financing, fncluding sectoral
and institutional reforms which promote allocative and operational efficiency;
and policy of stimulating private hospitals to pursue national health goals.
The results of these HCF poticy.tracking and policy impact studies will be
discussed in annual dialogues between DOH.and USAID. These formal dialogues
will also serve as veaue for the assessment of the quality and pace of policy
reform.
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C. EVALUATION PLAN

- Two project evaluaticns will be conducted: a Mid-Term evaluation to be
Initiated by early FY 1994 and a final evaluation three months prior to the
Project Assistance Completion Date in FY 1995.

The mid-term evaluation will focus on progress towards meeting the
Indicators of the end-of-project status and the following areas of concern:

1.  Assessment of the adequacy of project design, implementation
processes, and the capacity of Project implementing units and
grantee/contractors; and recommendations for revisions to improve
implementation for the second half of the project and for HFD Program
strategies.

2. Identification of specific policy Insiruments that encourage broader
private and public-sector risk-sharing for health, and stimulate
private hospitals to pursue natfonal health goals.

Policy for and progress in implementing Medicare I Reforms.

Progress in DOH hospital restructoring.

Assessment of Private Optibnsvfor Health Care Financing.

S O s w

Assessment of the HFD assisted policy process with respect to issues
of democratic pluralism.

7. Assessment of GOP capacity-building 1n Health Financing Policy
Process as a result of the project.

8. Assessment of adequacy of information being gathered to meet final
evaluation needs and update Project evaluation criteria as needed.

The final evaluation will examine the extent to which the goals and
purposes have been achieved. It will focus on the end-of-project output
indicators, the measures of goal achievement and the conditions that indicate
that the purpose has been achieved (See Annex A. Logical Framework). It will
also review 1ssues of sustalnability and identify additional GOP or donor
activities needed to ensure long-term results.

The DOH will participate in the development of the scope of work for the
mid-term and final evaluations, and is expected to actively ‘contribute -to -the
actual evaluation. The primary users of information collected under this
project are USAID/Manila, GOP agencies (DOH, PMCC, ECC, NEDA), private sector
groups, and other USAID missions that are considering the development of

similar projects.

The mid-term and final evaluattons will be completed by contractors
Independent of the TA contractors. USAID plans to contract with qualified
8(A) or Gray Amendment firms for these evaluations.



Evaluation Indicators Sources of Information 'Responslbillty

xx% increase in the uti1i- Naticnal Health Survey "~ HPDS

zation of health services Special Surveys

by persons in the National Statistics
five lowest income deciles . Office

Policy on Medicare I Executive and DOH Admin- PMCC

reforms Istrative Orders ‘

Policy of encouraging .DOH Administrative Orders PMCC

broader private- and public-
sector risk-sharing for

health
Strategy for hospital finan- DOH Administrative and OHFS
cing, Including sectoral other Department Orders

and institutional reforms
which promote allocative
and operational efficiency

Policy of stimulating Executive and DOH OHFS
private hospitals to pursue Administrative Orders
national health goals




Extensive analytical work has been conducted over the past fow years to
define the problems of health care financing in the Philipptnes and fdentify
technically appropriate methods of addressing them. Annex J provides a 1ist
of basic references used in the preparation of this Project. The following
technical analysis assesses two major groups of technologies to be adopted in
the Project: one dealing with demand financing, the other with improving
provider efficiency and effectiveness.

1. Demand Financing

The Project seeks to promote third-party payment systems such as health

Insurance, managed care, and tleups to mandated heaith funds. The underlying

‘~technical premise 1s to shift the type of health spending from predominantly
out-of-pocket (fee-for-service) expenditures to third-party payments. The
theoretical and empirical lterature indicates that Cue to the
unpredictability of sickness, the substantial financtal risks assoclated with
sickness, and high incidence of medical indigency, fee-for-service arrangement
s tnequitable and unsustainable.

Health insurance and managed care arrangements, on the other hand, pool
individual risks and therofore offer a better option for financing health
care. Managed care systems extend the concept of risk-pooling further: - by
combining the financing and delivery of health care through capitation, HMOs
place providers at risk, thereby establishing a bufit-in efficiency mechanism
In heaith service delivery.

The Project takes cognizance of two major criticisms on third-party
payment systems —- moral hazard and adverse selection — which can lead to
medical cost inflation and segments of the population without coverage. Moral
hazard occurs in an insurance setting because both the patient and the
provider know that someone else is paying the bi11, hence theoretically there
Is an all-but-infinite demand for health care. On the other hand, adverse
selection occurs because hoth patients and insurors know that people
self-select to buy insurance, 1.e., the sick are more 1ikely to buy- health
A-surance than the healthy. Similarly,. insurors avoid-anyone 1ikely to have
large health-service demand.

On closer scrutiny, the compulsory nature of the Medicare Program prevents
adverse selection. In the case of private voluntary insurance, adverse
selection can be dealt with by requiring insurors to operate more on community
rather than individual rating. The Project addresses {he issue of moral
hazard and cost inflation through a range of policy instruments including
uniform physician reimbursement through RVS or DRG systems, utilization
control, peer review, and possible establishment of a monopsonistic mechanism
in which Medtcare becomes a maJor purchaser of services through annual cost
agreements with professional societies and trade associations.
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Hhile cost inflation and adverse selection reduce the attractiveness of
the health insurance option, a number of developing countries -- Taiwan, South
Korea, Malaysia, Indonesia —- prefer the health-insurance or managed-care
route in the development of their health care systems. HNo developing country
reforming 1ts health-care system has opted for the perpetuation of .
fee-for-service arrangement, or the expansion of a tax-funded national health
service. It appears from these countries' preference that the benefits of a
third-party payment system, such as 1ts ability to generate resources, pool
risks, and expand health-care access, far outweigh the costs.

2.

Many of the problems in the Philippine health sector arise from a poorly
functioning health-care market. The government health system co-exists, and
often competes, with private providers. This overlapping of roles and
7unctions engenders wastage, inhibits resource generation, and often prevents
the government from targetting 1ts services to those most in need. On the
other hand, prdvate providers confront a range of -ecenomic disincentives that
restricts their capacity to pursue national health goals.

The basic technical premise of this-Project 1s to improve market
mechanisms in order to stimulate Investments and 1imit the role of the
-government into those activities in'which 1t has a comparative advantage.
 Hith scarce resources, the government ought to 1imit tts services to those
with the greatest health impact (1.e., preventive services) and target the
curative services 1t provides to those most in need. Incentives must also be
provided (or at least disincentives must be removed) to stimulate the private
sector. :

To operationalize these principles, the Project will pursue strategies in
privatization and core hospital network. As defined in the Project, the
privatization strategy permits the government to shed off facilities or
services 1n which it does not have a comparative advantage and which do not
advance its equity objectives. It also permits government health facilities
to achieve autonomy in revenue generation and use of resources — two factors
that have substantial impact on efficiency improvement. Horldwide experfence:
shows that privatization is a technically sound strategy of bringing market
discipiine into the health system. .

The core hospital network is a useful conceptual and operational tool.
devised by the DOH to select facilities for institutional upgrading and
thereby concentrate on those hospitals and clinics. which pursue its equity and
public-health objectives. Through this strategy, government resources can be
used more efficiently and with greater health fmpact. The networking -
arrangeTent inherent 1n this concept also addresses problems of scale and
referral. -



B. EINANCIAL ANALYSES

The operating financial systems under the project are familiar to both AID
and the GOP and pose no anticipated problems. DOH has been recently assessed
by an outside auditor to have the capacity to financially manage a project and
conduct contracting on the scale required for HFD implementation. Long-term
public sector resource requirements to sustain project activities are
equivalent to .2% of the prcjected DOH budget, certainly within the realm of
possibility aiven expected project benefits.

The economic benefits of the project would arise from increased allocative
and operational efficiency in the health sector. Improved policy formulation,
expanded use of risk-sharing mechanisms, operational efficiency gains, and '
hospital institutional reform would 11kely yleld a substantial financial cost
savings. These gains would enable the DOH to expand preventive health care
services that would decrease family health expenditures, and which add to the
overall productive capacity of the economy through gains in worker :
productivity and the return to education. Economic growth wouid also be
obtatned from the expamsion of the private health care sector.

The direct costs of the project include the costs of capacity buiiding tn
health financing policy formulation, training, demonstration projects, - -
research, data collection and analysis, and the purchase of computers and
software for data management. The Indirect costs include possible increases
In health care costs due to the expansion of health insurance, the potential
for decreasing access to health care for the poor, and the possibility that
some government health care workers may be displaced.

The selected project approaches, using both expatriate and local
expertise, and mainly conducting training in-country are cost-effective. The
selected approaches minimize expiicit and implicit costs in assisting the
health financing development effort.

The economic benefits of the project are more than sufficient in size to
offset the minimum required to cover the econom!c costs. Reductions in family
health expenditures and the additional gross value added of divested hospitals
would Tikely yield sufficient economic benefits to Justify the project. Using
a social discount rate of 15 percent, the project must achieve an annuval
eccnomic return valued at $3.3 militon at 199) prices for twenty years.

Annual family health expenditures need only be reduced by .95 percent per year
($.26 per family), and only 50 of ‘349 hospitals be divested to meet the._... ..
minimum required benefits to cover the direct economic costs of the project.

D.  SOCIAL SOUNDNESS ANALYSIS

The soclal soundness analysis (SSA) focused on the socfocultural
feasibility of the three project components (1.e., health policy formulation,
health financing schemes, and hospital reforms), anticipated soclal fmpacts
particularly on women, spread effects and project sustainability.
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The findings of the SSA support the following conclusions and

recommendations:

1) Prevalling practices in the country reflect cuitural elements which
are congenfal to the adoption of prepaid health schemes:

2) HKhile the income levels of the greater majority of the population are
low and 1nsufficient to provide for future health needs, adequate information
and explanation on the value and the protection of pre-paid health care can
persuade some segments of this population to participate in soctal insurance
schemes. There are documented NGO experiences attesting to the feasibility of

pre-payment schemes among lower income populations.

3) There 1s a need for project activities to reach out to socially
marginalized groups, the ultimate beneficiaries of the project, 1f these
groups are to be involved more meaningfully in the policy making process
envisioned in the project. There ts a body of itterature on appropriate
training and popular education approaches evolved by NGOs and academic-supnort
groups, that the project can effectively utilize.. These approaches and
methods are generally described as evocative and participatory, involving
beneficlary groups as partners $n research, advocacy and action.

4) The inability of some benefictaries.to avall of benefits provided

}under existing soctal insurance schemes is partly due to their lack of

-~

avwareness of the nature of the benefits and the avaflment procedures

" required. Continuous information and education campaigns are necessary to

optimize members' benefits from existing schemes.

5)  Under the proposed Local Government Code, local government units are
expected to play key roles in the health financing scene and that their entry

into the process must be anticipated.

6) Innovations in public hospttal management indicate that in urban
areas, determination of levels of indigency after quality service has been
provided can lead to substantiai increases in the amounts given as voluntary
donations.

7)  Current programs attempting to expand benefits of Medicare members
through a tie-up project with HMOs, underscore the importance of information
dissemination to members as well as the need to resolve conflicting interests
of some provides and HMO managers.

8) The primary beneficlaries of the project.are women and. young children -
since they are among the major users of health services, and suffer o
disproportaiorately from poor quality health services. They are 2xpected to
benefit from any attempt to increase resources and improve over all efficiency
of the use of these resources for health care. Other beneficiaries are the
poor in rural and urban communities who frequentiy incur debts to pay for
unanticipated medical bills in case of serfous illnesses.



9) Homen play a critical role tn health provision in the current system
and the HFDP can further strengthen their participation in health policy
formulation and financing. One way' s to involve women's groups, alliances,
and networks in policy research, advocacy, training, demonstration or pilot
schemes for health financing. )

100 The project's spread effects will depend to a large extent on the
process and the outcome of the policy formulation process. Given the target
beneficiaries of the improved policy formulation process, the expansion of
current social insurance schemes and increasing the efficiency of hospitals,
it ts Inevitable that depressed and disadvantaged communities will be able to
ga;n access to health services which were otherwise inaccessible to them

efore.

11)  In developing the database and social indicators to track the impacts
of a national financing policy, special attention should be given to
participation rates of specific population groups such as tribal communitfes,
fisherfolk, low-income women and workers. Case studies and other qualitative
research methods may be employed to monitor and assess social impacts of the
project at individual, family and community levels.

12) On the whole, the project is considered socially sound and
sustainable, particularly, if the processes proposed and the suggestions
presented could be implemented in such a manner that soclally marginalized
groups will be more actively involved and followed-up on their health .
practices s¢ that this tnformation can be used to supplement aggregate data
collected at macro levels.

The National Economic Development Authority (NEDA) will be the signatovv
on the Project Grant Agreement. Project resources will flow from USAID to the
implementing agencies: the DOH, the local Pclicy Formulation Consortium
grantee, and a U.S institutional contractor. The DOH Chief of Staff will
provide overall direction to the separate Project components. Financial and
technical administration for all Project resources will be mandated to the
HPDS. Similar models of DOH administrative arrangements for transferring,
using and accounting for Project resources have already been satisfactorily
demonstrated thrcugh management of the Child Survival Program and the Family
Planning Assistance Project. Selection of contractors and grantees will
include revley of thelr admintstrative capabilities.

Institutional and administrative capacities for managing the policy
process, selecting and conducting appropriite research, and building private
sector constituencies for reform will be developed through the HFD Project.
Policy implementors will include various DOH Offices and the PMCC. Research
capabilities will be strengthened in local academic institutions, professional
societies, consulting firms, and NGOs through training and utilizing these
groups to conduct research.
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VII. CONDITIONS, "‘covmm-.rs AND WAIVERS

The following conditions, covenants and waivers are tncluded tn the
Project Authortzation:

Commodities financed by A.I.D. under the Project shall have their source
and origin tn the Cooperating Country or in the United States, except as
A.1.D. may otherwise agrae in wricing. Except for ocean shipping, the
suppliers of commcditles or services shall have the Cooperating Country or
the United States as their place of nationaltty, except as A.I.D. may
otherwise agree tn writing. Ocean shipping financed by A.I.D. under the
Project shall, except as A.I.D. may otherwise agree in writing, be
financed only as flag vessels of the United States.

Other

Prior to any disbursement, or the tssuance of any commitment documents
under the Project Agreement, the Cooperating Country shall furnish in form
and substance satisfactory to A.1.D., a plan for the institutionalization
of Hea:th Policy Development Staff in the Cooperating Country's Department
of Health.

Prior to any disbursement, or the tssuance of any commitment documents
under the Project Agreement to finance new activities each Project Year,
the Cooperating Country shall furnish, in form and substance acceptable to
A.I.D., an annual implementation plan.

Halvers will be requested as required during Project Implem@ntation.
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> ,\ngﬁ'? gig, Amber Avenue Pasig, Metro Manila
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(@) NATIONAL ECONOMIC AND DEVELOPMENT AUTHORITY

Tels, 6310945 to 64

—
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Mr. Malcolm g\.‘m
Mission Directd = _
U.S. Agency for International o QS
Development . :5 3'.‘,."
Ramon Magsaysay Center R Qi
Roxas Boulevard, Manila 2o ==
) . = >

Dear Director Butler::

We wish to convey the request of the .Gove.rnmeﬁtv of the
Philippines for $50 million grant assistance to finance the
proposed Health Finance Development Project. .

To be implemented by the Department of Health (DoOH),
the project aims to increage equitable access to
efficiently-provided health services in order to achieve
improvement in the overall health status of Filipinos. The
project will involve the formulation of a Nationql ‘Health

The following specific ramnAnante a-g envisioned for
the project:. .. .. ) . -

development of DOH capacity for reszarch-based

i / . policy <formulation an” the development of
LA ~ mechanisms in the ‘public arena which allow access
S - to the health policy process;
DRM - - . i )
"] 2. Health care Financing - which will work towards
‘f.{_,g-—_,.--- ‘ tlie advancement of social equity by improving the
I efficiency - and coverage of the national health
CAR__ insurance program; and
e . ' ,
§Gio 3. _HosSpital_ Reforms - which will enhanze efficiency
“V - . and effectiveneus of hospital-based care provided
(133 7 through public and private hospitals. C
GRAD 1 7. 111,
\Aa'f

JUL 91532
OEFICE OF TH:
DIRECTO::

1. Poliey Formulation - which will  involve- the.

Cable Address: NEDAPHIL
P.0. Box 419, Greenhills

Q3AI1393Y
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The DOH is working Closely with, USAIP in the
formulation of the details ot the prbjéct'design. It is
hoped that the final project design wiil be available in
July for review and final clearance by the Investment
Coordination Committee and the NEDA Board. : .

USAID’g - favorable action on this request tor grant
assistance wilj] contribute'greatly towards the achievement
of the GOP’'s deveLopment:goals in the health sqctor”

Thank you and best regards.

Very truly yours,

cavefano w, PADERANGA, JR.

‘Secretary fcr-Socio-Economic Planning

Cc: Setretary Al fredo R.A, Bengzon, DOH
Undersecretary Mario Taguiwalc, DOH
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PROJECT DESIGI: SUMMARY
LOGICAL FRAMEWORK

Project Tit's and Number: HEALTH FINANCE DEVELOPMENT SROJECT (492-0448)

UFE OF PROJECT:
From FY 1931 10 FY 1998

Total U.8. Funding $20,000,000
Date Prepared:  July 24, 1991

Towogmcmmwomuhmlohwm
health service quality, equity, coverage, etiiciency, snd

n the five lowest income docles.
* 10% increass in proportion of DOH budget devoted to
fieid health services (14.3% to 15.7%),

Basefing and follow-up household health care demand
surveys using RAT in project areas

————
NARRATIVE SUMMARY OB.JECTIVELY VERIFIABLE iNDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS !
W1)hwmu&daco¢mmwmua (A-2) Measires of Coef Achiovoments [28%)] {A~4) Assumptiona for achioving goal targets:
which this project conttustes:
‘lnauuhmutluuonofheanh:m:bywm Nationsl Heahh Survey Batter sccess and utiization had 10 better health status.

Stable political and economic conditions

(8-1) Project Aurpose: (8-2) Concttions that wi indicats purposs: has boan ) 3B4) Assumptions for achiaving purpose:
achicved: End-of-Prajoct Status,
Touubl:haprmnhvmmhphmm
meok&:.ugnuummhmwu * Policy on Medicsra | reforr.s Froject monitoring/svalustion Muaannmmwwmmnm.
heafin-care masket improvement. . 'Polcyolmouammudupdnuwnmmu edo -
risk-gharing tor hoohh
* Strategic plan for hospltal finencing, Including sectored -do-
end tastutionel raforms witich promote allocatve snd
operational sfiiciency
'Polcyoul.‘rﬂmthgmnhowﬂdnowm -do-
i heanth goals
{C-1) Projoct Cutpusts: (C-2) Magnitudo of cutputs: [ =] (C-4) Assumpiiona for Achieving Outputs:
e.e.-m-cmayummwam -mammsmmmw Project monoring/evelkustion Nuoopmmaa*imummmnmn !
Interactive, end research-based polcy formuiation. other cesderating unfts the heaith polcy Inkiatives identifiec by the current .
'FMMWMMMFM -do- Administration,
® Development of Health Financing 4o
* Policy .. Demonstration schemses yiekd successhd results.
= Assesrch Agenda
- Agenca -
wz-wmmwmd 20 % Increase bn tha proportion of heshh care Nationa! Heakth Accounts
the national HCF program 3 provided through risk-sharing mechanisms :
(B%-10.4%).
Output 3 - improved siiciancy ané sFacavencss of - 6% Increace In read bucoatary expenurss to Nationsl Health Accounts

hosplisl-based care

mpodanyeonmwmmmm
¢ In cne province, public hosplials refiect:
-imcmoovummbybm:mprmucta
memders
= 10% increses In financing from non-GOP sources
-heruuhmaropaﬁonolhcwﬂdmmdmuh

private comtracts

wmmmdmw
Project monitoring/evalustion

(0-1) AJO Project inputs:

1. Technical Assistonco

2 Tralning

J. Aesearch

4. Demonrsirations

3. Commodities

6. Monltaring, eveuaticn end euclt

{D-2) Imglementation Targst (Type and Quantity):($000}

A ooR

0,090 2470
2,402 39
1.788 )

,  8sss 2757
1 tes

003 2489

20,600 (1)

©-y

Project monitoring/evelustion {e.g. quartssly reports,.
financial reports, demonstration project svaluations)

(D-4) Assumpions for providing Inprtss
Timely avaliedity cf USAID and DOH funde.,
Contractors end commocdities ars avellable as needsd,
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Project Matrices by Component



Frumework,
Policy Agenda,
and Policy
Actions

(Locus: DOH).

Component 1:

Policy Formulation

SUPPORT TO THE HCF POLICY. PROCESS Lt
% |lICF Policy

Resaarch,
Seminars & Horkshopn

Demonstration
Projects

Training

Techniocal
Assistance

Policy frameciork brepa- .
ration

Policy agenda formu-
lation

Consensus-building
activities .

Identification of speciai’

geograrhic concerns,
i.e8., regicnal/prov’'l
HCF persapectives

Policy impagt monitoring
and evaluation

HICF Research
Agenda and
Research
Studies

{Locus: reaearch
& academic
community)

Atdroness-raising and
tapagity-building in
identifiad key players
and declsionmakers

Tesining of Congreas-

ional staff in poliay

formulation and legis-
lative drafting

Experts visits to the

-Philippines

Oriontation to US and
third-country [ICF aystems

Davelopment and retention

proarau'fo‘ HCF policy
analysts ’

-

Design of lICF research
agenda

] Conduct of generic

studies/fact-finding
activities, e.g.:
= sectoral modelling
HCF policy aimulation
rasource planning
impact of epideaio-
logical transition
=~ cost/benefit
analyies of health
interventions

Reueﬁrch publication
and advoeszcy

Ling-term and short-term Collaberative arrange~-

training programs in
= health accnomiocs

= health service admin.
= health care finanaing

ments with U.S,

- unlveraltiea &
prof’l societies

- trade agso, &
coem’l . ‘rms

- gov't agencies, °
e.g., HCFA
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. 1
Component 1: Continued...

Resoarch, -
Seminars & Horkshops

Demonstration
Projeats ’

. .Training .

Technical
Assistance

SUPPORT TO THE MULTISECTORAL POLICY FORUM

(Locus: interest
groups)

Consensus-btuilding
activitiag

Generation and dissem-
ination of issues
papers ‘

Documentation and dis-
somination of aysatems
innovation

Dev't 6f an independent
forum for health polioy
as Joint venture among
- prof'l and specialty
societies (PHA,
PNA, &te.)
= trade associaticnsa
(PHA, AHMOPI, drug
companles)
= qonsumer, labor,.
employers, NGOs, &
other advocacy groups
- DOH, PMCC

HCF DATA BASE

* National Health. .

Accounts (NHA)
(Locus: ?)

* HCF Policy
Data Base

(Locus: DOH)

Asseasment of existing .

sources of data

Documentation of
HCF policies
- in ths Philippines
= in other countries

Support to local

institutions

= interest determinz-
tion.and capacity
assessmont

= improvement of
linkages

= upgrading o?
carahbilitics

~ trainingz of
Forum facilitators

Observation visaits
to other ocountries

Development of a

replicable Hational
Health Acoounte
database

Design and evaluation
of NHA st

Developnent of datsbasa
on HCF polioies made
and status of ongoing
policy, regulatory, and
legislative initiatives

- Constitutional Law

= xepublia Acts

= Execuvive Orders

, = Adninistrative Orderz

Development of an Hé?
policy briefing module




Component 2: Health Care Financing Mechanisms

------------------- ------------_--------------h---------q-----;--------.--. ——-

Subcomponents: ) Rasoarch, Demonstration Training Techniacal
Seminars & Workshops | . Projects . . Aszistance |
------------------ -------------.-----------------------------—--—---A’- demmw 7 Lol T T T T ¥ S ey
IMPROVEMENT AND EXPANSION OF MEDICARE
% Medicare I Evaluation of Pilot-testing of Training for PMCZ, Design/evaluation of
Raforms Medicare 1 improved Madicare I 653, and GSIS: appropriave intervan-
. " = beneficiary/pro- benefits under exiating = gov't rogulatory .tions/policiesn
(Locus: PMCC) vider profiles : type of providora funotion - rate and astandard
- benefit package ) . = Hedicare Fund setting
& premium lovels Pilot-testing of management = QA/UR
= utilization pat- alternative admin./ = admin. systems dev’t ~ risk assessment
terns .reimbturaement schemss * ~ benefit package
= structure/level = decentralized claims design
of contributions processing = reserve req'ts for
= reimburaement - dev’'t of RVS (rela- insurers
procedures tive value scales)

= QA/UR systems
(quality asaur- .
ance and utiligation

review)
- o O e 0. e e e e e e e e e e e vaocee
* PMCC Tieups Evaluation of current - Pilot-testing and For PMCC, 8SS, GSI8:
PHMCC-HMO tieups evaluation of PMCC - 8dain. aystems dev't
(Locus: providers ticupsa: ’
and PHCC) ‘ Dasign of other = expanded PMCC-EMO For H40s, private
tieup arrangements tieups - insurers, PPOsa:
’ =~ private insurance = ASO funotions
ASO (admin. services - QA/UR
only) subocntraots = claims payment
= PPQ (vprefarred pro- = risk asaessment
vidar organization)
option

Deaign/evaluation of
appropriate interven-

tions/tieups

Syastems/measures for

QA/UR: :

= preadmission certi-

fication
= qoncurrent revie
= referral aystem

Provision of reinsurance
mechanisms for

- exlisting HCF schemes
= alternative schemen

Rainsurance options

L4

& Medicare Bystems analyais of Design and pilot-teat Tralning programs on
MIS MIS requirements = claims payment MI8 and qomputer appli-
: = information needs system cations
(Locus: PMCC) analygis g = coat und utiligation
= data colleation data system
inatruments = quality assurance
= implementation tools
options

Software and selsct
hardware for
= alaims processi
= eligidbility sys

od’

ng
teas

=~ accreditation systems

= coat and utilig
database

ation



Component 2: Continued...
Subcomponents Research, Demonstration . Training Teohnlcal
. Seminars & Horkshops Projeots Assistzice

¥ Merging of
Medicare and

Adninistrative. tech-
nical, and political

Other GOP- feasibility study on: -
Mandated flealth = the integraticn of
Funds the SSS and 83SI1S

administered Hedlcaro
(Locus: PMCC}) Fund

Study tours to
countries with unified
funds

= the integration of the

Medicars Fund and the
nedical-services com-
ponent of thas EC Fund

PRIVATE-SECTOR HCF .OPTIONS

Background astudiss on:
= the private insur-
ance market
- managed-care (HHO)
" arrangements
= policy and onvlron-
mental consatraints

* Private Sector
Risk-Sharing
Arrangements

(Locus: privata
HMOs, insurers)

% Employer-
Provided
Bencfits

Background studies on:
= magnitude/types of
health benefits

provided
=~ policy and environ-
mental consatraints

(Locus: employers)

cechoroanaeenne - - o i om0 0 o e

% Community
Financing
Schemes

Baockground studies on:

- magnitude/types of
schemes

- existinx/potential
linkages with
prroviders/funders

= policy and environ-
mental constraints

(Locus: commu-
itiesn)

* Demonstration, of

-services in bahalf

Legal and administrative
requiremants for the
integration of health
funds

Executive programs in
investment promotion managed ocare
= through- linkages

with Medicare
- as independent

private entities

Ganerio marketing
c? risk-sharing '
conacepts

Dasign of alternative
produact offerings
of HMOs and private
insurers

Mechanisms for integ-
rating employer-
provided benefit
schenes
= with Medicare
= with private
insurers/HMOs

Pilst~testing and
evaluation of novel
tinanoing/dalivery
mechanisma, e.g.,
where ths gov't
purchases health

Training programe to
organize groups for
- enrollrant
- oligibility

Training programs to
improve managerial and
of the indigent via technical askills
contracts/grants with
~ private and public
hospitals/oclinics
* H0s
* gommunity-managed
haalth facilities

Grant or contraoct
develop-ont

Byatola dovolopnent )

Profile of nonooverad
population

—-- L T



Subcomponents,

Component 3: Hospital FPinancing Reforms

Resoarch,
Seminars & Horkshops

SECTORAL RESTRUCTURING

* Innovations in
Hanagement~
Ounership of
Public Hospitalg

(Locus: public
hospitals)

& System Reform
in Privatoe
Hospitals

(Locus: private
hospitals)

Examination of orit-
ical aspaots of
public hospitals
involving:
= governance
= managament of
operations
- financing of
hosp. services
~ oWnership of hosp-
ital assets

Dav’'t of taxonomy/
matrix of managoment-
ounership structures
t0 analyze how publia
hospitals can move to-
an appropriate stage
in the “privatization

_ continuum”

Examination of corit-
ical anpects of
private hoapitals
involving:
= policy and environ-
mental constraints’
= finanoisl viability
= performance of
public health %asks
= care for the
medically indigant
- medical technology
finanoing and acqui-
sition
- other conatraints

Demonstration'_‘
Projects

Training

Techniocal .
Assistance

Plot-testing and
evaluation of:
= decsntralization of
. &uthority to LQUs,
PVOs, or privato
Proprietary aentities

- private management

gontracts
= user fee generation
and- revenue retention
~ autonomous opera-
tion/corporatization
"= servico contraciin_
= chain operation of
some public hospitals
= private sactor/
community rcpresoent-
ation in boards
= redeployment of
gov't health sector
assets via zale or
reinvestment

-

DOH staff training in

.~ hospital admin,

= finanocial/business
planning

= contraat design,
evaluation,. and
monitoring

Exccutive and staf?
training programs in
~ managed care
« business mgt.

Statutory revisions
allowing autonomous
hoaspital management

Chain wmanagement of
hospitals

Dev’t of npaaifloationl
for demonstration :
scheman

Experiences of other
countries in publio
hospital restructuring

Pilot-testing and
evaluation of:
= gov't funding/
provision cf iacent-
ives to publio
health programs of
private hozpitals
= bed subsidy program
for the indigent
- rationalization of
medical technology
acquiaition and pro-
vision of incantives
for proper spatial
distribution
- improved notworking
arrangoments

Private-zector staff
training on
= specifications of
gov't-funded programs
- monitoring require-
ménts .
= medical technology
finanoing

Dasign/evaluation of

private sector demons-
trations

Hedical technology
assassment




Subcomponents .

%* Public Core
tlospital Network
(CHN) Managoment

(Locus: public

&nd private
hospitals)

Conpoﬁent 3: Continued,..

Reasearch,
Seminars & Workshops

Davelopment of appro-
priate CHN: .

- management/reporting
structure, e.g.,’
relationship between
DOH central office
and indiv., hospitals

- referral systen

- specification of
CHN model hoapitals
at various levels
of care

Asseasment of current/
potential networking
arrangements hetwesn
CHN and private
hospitals

" Deamonstration
Schemes

Training

Teachnical
Assistance

Demonstration of appro-
priate schemes to
improve CHN operations

Naotwork management
]

Chain operation of
hospitals

Pilot-testing and
evaluation of
= bulk purchasing
= equipment sharing
= training and
research
- other interhospital
linkages - . -~

INSTITUTIONAL REFORMS °

* Institutional
Hanagemant of
Private and
Public Hospitals

(Loous: .publia

and private
hospitals)

% Hospital Facili-
ties Data Base

(Locus: DOH)

Diagnostic studies
- organizational
analysis
- managemant analysis
= alinical service
analysis
= financial analysis
= support services
analysis
Informatior. needs
analysis and dev't
of output indicators

Network management

Design/evaluation of
private-public networking
arrangements

Pilot-~testing and
evaluation of

' appropriate aohemos/.

programs basad on
diagnostio studies

Training programs in
*= hospital admin.
- QA/UR‘prograns

Systems design and
inatallation

Quality assurance/
utilization review
programs

' Pllot-testing and

evaluaticn of central
and facility-level
information system

ection, analyszis, and
interpretation

Systems maintenance

Trainingnin.data coll;.

‘Systems design and

installation
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"SUBJECT: EIALTE FINANCE DEVELOPMENT PROJECT (£02-nrsgy o3
PID APPROVAL |

1. SUMMARY: .

A- ENE VIEVS EZALTE FINANCE AS TEg STRUCTURE OF o
'INCENTIVES ¥HICH DRIVES QUALITY, DETERMINES EQUITT, AND' T S
LIMITS OR EXPANDS PZOPLZ’S 4CCpig 0. LABT.. NE ALSO ‘st - D 17
BEALTY AS & FROTUCTIVE SECTOR OF THE ECCNOMY AND & o
COMPONZNT 07 MASZET-17D ECONOMIC GROWTH. TEE STRUCTURE Piso %
OF INCENTIVES AND, EINCE, GROYTE AND INVESTMENT IN TEF - 2 I 4
SECTOR; ARZ DETERMINZD 57 4 FRAMEWORE OF LAYS AND - - 25—
BEGULATIONS. AFTER MULTIPLT poss PID REVIEY EXCEANGES |__AZ0
0F VIEWS YWITE TRE MISSION, WE AGREE ON MOST DESIGN . ' EE9%
ISSUZS, BUT STILL EAVE T0 Nimpoy DIFFIRENCES ON SPECIFIC: Cis
ACTIVITIES 10 BT INCLULZD IN Tgs FIRST PEASE OF £ EFALTS DD
FINANCE PROGRAM IOR TAZ PEILIPPIVES AND FLANS FOR - —¢%
DEVELOPING TEE SECOND FSASE, AV .

: . _ %ggﬁ Z
T ononanlR0JECT DESIGK SHOULD PROCEED TO DETERMINE PEASF )
[ OBJECTIVES AND WEAT FRQJECT ELEMENTS EEYOND TE: PID . LN
JESIGN ARE NECZSSART 70 ACE{EVE ISESE OBJECTIVES. 1IN A
. : ’ : . RiG/1

'SETTING PEASE I OBJECTIVES: pNg ACTIVITIYS, MISSION IS . -

€AUTIONED T0 CONSIDER Tap SUSTAINARILITY OF PEASE I E=—==-o7]

ACTIVITIES. &R
‘ASX TE&T TEE M
MODIFIED SINgT
IN TEZ MODIFIED

N THESE -DZSIGN Dic
ISSION ALVIS: Koy I1S DESIGN HAS EEEN
TEE PID, aND SEEX ENE BUREAU CONCURRENCE
DEZSIGN &PPROACH

ISIONS ARE MADE, WE.

S APPROVED FOR DTSIGN OF A PROJECT
EOSE MODIFICATIONS. 5D SUMMARY .

TEE ENE BUREAY PROJECT KREVIEW

; - ITS REVIEY OF THE PID
PECTIVE.ON“HEALTK CARE

42 BUREAU’S, axp

\5 INDICATED
» 1959. SUESEQUEN
S FLXES OF =5
LISCuUssIons
DIFFERENCES,

TPIDI
VITH T

. ENE BUREAU REVIEY:
- COMMITTE: (PRC) ME
SUGGESTED 7
"FINAN
“PERES?S, THE Dig
TEEIR VISIT oFf
INCLUDING T5: MISSION
WELL AS WASEINGTON
EAVE NARROYED TEESE

- €. 7§
PAPER (Pp)

L emmen o

1/3R
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- AGREEMZNT THAT HEALTH CARE FINANCE .15 NOT JustT TRYING TO
GET MOZE MOKEIY To pg MCRZ 1HInGS; BATEZE, It IS A vAY 70
RESTRUCTURE TRE HREALTA SECTOR WITR INCENTIVES FOR
"QUALITY, LQUITY, ZXFANDED ACCESS T0 CARE AND GREATER
PRIVATZ SECTOR'PARTICIPATION.

TO ACHIEVE TZESE LIMS, TEF PROJECY MUST HELE T0
TRANSFORM THE RoLp OF GOVERNMZINT FRoM BEING TEZ MaJor
DIRECT PROVILDIR Tg SETTING TH: LEGAL iND REGULATORY
FRAMZ¥WORX WHICY MAKES PRiVATE INVESTMINT ANT FROVISION
GRO¥. AND 'TQ ADMINISTERI NG PULLIC RESOURCES MORE
EFFICIINTLY 1y ORLZR TO FINANCE CAREZ FOR THE FOOR.

¥E COMMEND THE MISSION FOR TAKING THE FIRST STIEP TOWARD
EXTENDING ITS FOLICY REIFORM AND PRIVATE SZCTOR
DEVELOPMENT OBJECTIVES To THE HIALTE SECTOR. TEE KEY TO
THIS AFPROACH IS RECOGNIZING TEAT EEALTH Is A PRODUCTIVE
AND GEOWING SZICTOR O0F TEZ NATIONZL ECONOMY, NOT JUST &
PUBLIC BUDGET CONSUMPTION ITEM. ) :

YL SIE-EXCTILINT OPPORTGNITI:S FOR RESTRUCTURING TEE
EEALTE SLCTOR IN THEZ PEILIPPINES . AS TEE FID NOTES,
MPEDICZRE I HAS ALREADY 3TLFED Tmy PEILIPFINES 70 ACHIEVE
A JIGEZR DIGRIE 0F FLUAALISH IN BIALTE FINANCEZ AND
SERTICE PROVISION THiN IN MOST COUNTRIZS, 4KD MEDIpaRg
11, WIICE WOULL INCREiST EEAlTy CARE OFTIONS FOR THE
FOOR IS ALREADY ON T2 T0pzs. PRIVATE INSURANCE Ig

ELL ESTABLISHED, PRESERTING FURTEER OETIONS FOR
PRIVATIZATION. T5IRR ARE GoOD TRAINIKG'CAPRBILITIES IN
BASIC 3BUSINESS aND ZINANCE aREss 10 WEICE EzalTR
SPECIALIZATIONS COULD Bz ADpDzD. POTENTIAL .FOR FURTAZIR -
PRIVATE INVESTMENT, EoTg FEILIFPIKE AKD -U.S., IS GOOoD.
¥E -RECOGNIZE TEAT TiCTICAL DECISIONS ABoUyf HOW BEST -T¢

ITURTHIR PEILIPPINE PROGRESS 1IN EEALTH RESTRUCTURING £RT
IN.EIS . -

CRITICAL T0 TEZ SUCCESS OF TEE PROGEM. EI
DISCUSSION VITH THE AL/ENT, THE MISSION DIRECTOR AGREED
T0 RIvIEy PROGRAM TACTICS CAREFULLY:

3. NEZD F0R ADDID PROJECT ELENENTS: TEE pyc FOUND TEZ

PID A GOOB START TO%ARD TAXING ADVAKTAGY OF TEESE

OPFORTUNITIES FOR RISTRUCTURING TEE EEALTR SECTOR, 3UT
CONCLUDED THAT THE FID APPROLCE STOFS SEORT OF CERTAIN
ROJECT ELEMINTS NECISSAKY FOR SUSTAINABLE KISULTS.

TEE.PID FROPOSES TO STUDY AnD DEMONSTRATE POSSIBLE
SCEEMZS To STIMULATE PRIVATE.INVESTNENT, PRIVATET
PROVISION, AnD NORE EFFICIENT USZ 0OF RESOURCES Iy THI
HIALTH SECTOS. IZESE vOTID INFCRM POLICY MATERS 2un
ET.

#41c9
KXAN
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UNCLES SETTION g2 OF 3 ST=TT 172139
(EUILD CONSTITUEINCIES FCE LEGAL 4MD 2ICULATUEY..RIFORM.

BEOWEVEIE, TEE RIAL ©GAL 1S AOT JUST T0 PUT NZW LaAWS ON
TEX ECOXS, BUT TO ACEIEVE & LASTING TEANSFORMATION CF
TZZ ROLE OF GOVERNMINT AHD ENSURE TZAT TET LAYS CAN 52
IMPLEIMSNTED. TEE PROCZSS DESCRIEED IN TEE PID KZEDS TO
TL A CONTINUING ONE, NCT & ONEI-TIME EFFORT. - -

TEIS REQUIAES T3AT THI FaCJZCT STRENGTEEIN CAPASILITIES:

- OF THE GOVERNMENT 70 BEGULATE TEZ SZALTE SZCTOR AND
TO ATMINISTEIE FINANCING OF SZRVICES FOR THE POOR,

- 0¥ TEZ PRIVATE SECTOR TO R2SPOND TO A NEW STRUGCTURE -
0F INCENTIVES TO DIVISE AND MANAGE FINANCING SCHEMES AND
TO INVEST IN SEKVICZ PRCVISION, FACILITIZES AND INPUT
INDUSTRIZES, ' : ’

- bF SZLECTEY zinvio any LLUUVALURD AU LUNDUULL AOALNLRG
IN NZW ARZAS OF SPECIALIZATION RELATED TO EEALTE
TINANCE MANAGEMENT, AND ABMLNISiRATIQN, AND

- OF GOVIRNMENT AND FRIVATE SICTORS 10 ACCISS U.S
EZ£1T5 BUSINISS ZXPEATISZ. -

TEX TRANSFORMATION OF TEE DOR raOM & LAKGE EEALTH CAET
PROVIDER TO AN INSTITUTION CAPAZLE Or REGULATING AND
HONITORING TEE EZALTE SECTOR REQUIRZIS NEW SKILLS, AND
RZORIENTATION OF OLD ROLES AND ATTITUDES. GOVERNMENT
CLFACITY 0 MOBILIZE A BRCAD CONSTITUENCY FCE THE NZZLED
PZIFORMS OR TO DESIGN &ND ADMINISTER REIGULATIONS
‘NZICZSSARY T0 REVARD EFFICIENCY IN FINANCING AND -
PROVIDING EZALTE SERVICES MUST BE STRENGTEINED. EOTH
"GOVERNMINT AND PRIVATE SECTORS WILL NEZED MORE ‘ '
"SPECIALIZZD SZILLS TO DESIGN, MANAGE. OR ADMINISTER MORE
ESTICIENT —- BUT MORE COMPLEX -- FINANCING SCEEMES.
ACCESS TO U.S. BUSINZSS EXFERTISE IN EEALTH FINANCE AND
MANAGEMENT, AS WELL AS POTENTIAL INVESTMINT AND TRADING
"PLRAINERS, NIEDS TO EX STRENGTHENED. ' .

UNL25S PEILIPFINE CAMABILITIES GROW IN THESE AREAS, TEE
"STUDIES AND DEMONSTR..TIONS PROPOSED IN TEF PID COULD BZ
COMPLETED SUCCESSFULLY, EUT TEE PRCJECT WOULD NOT HAVE
MUCZ IMPACT ON THE ROLE 07 GOVERNMENT, NOR WOULD IT -SZT

IN BOTICN A CONTINUING PHOCESS ZOR SECTORAL RZFORM. THE
PID APPROACHE WILL BUILD CAPACITY . TO SOME EXTENT, BUT WE
SEZ A NEED FOR EXFLICIT CAPACITY-BUILLING INPUTS-IN - - -

PARALLEL WITH THE STUDY AND DEMONSTRATION INPUTS TKE PID
PROFOSES. '

THEREZ AKE GTEER ZLEMEINTS WKICK ARE IMPLIED EY TEE PID,
BUT WEICHE DESERVE GRFATER EMPHASIS. 1IN ADDITION TO )
DEVELOPING A FAVORALLE CLIMATE FOR INVESTMENT, TEZ
PROJECT SEUULD ALSO FAOVIDEL TA AND 2UNLING FOX -
FEASIEILITY STUDIES AND BUSINESS FLANS %HICE COULD LEAD
TO FEILIPPIKE AND U.S. INKVESTMENT IN HEALTE SERVICES,
FACILITIES, Ok INPUT INDUSTRIES. IF THE GOVERNMENT
WISHES TO CONTKACT FOR PRIVATE INSUNANCE FOR THE POOR OK

. | N (QP
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2/ ENCL&SSIFIEQ SIATE 174189/3%2

70 CONTEACT .OUT MEDICARE I COVERsgq RIVATE
COMPANIES, IT-¥ILL KEED TO PURCHﬁgE 32 ;ié:;;é Z0R
RZINSURANCE COVERAGE. OTHERVISE (CuMPANIZS eILi FEEL
TEAT SXTENDIRG COVERAGT TO TEZSE Nzv GROUES IS T00
RISET. TEEREFORE, SUCH COVER&GE SEQULD EZ CONSIDEREL
UNDER-T2Z RISK MANASEMEINT COMTOYTNT OF TEE PROJLCT.
PRIVATIZATION OF EOSFITALS 7T00, IS A COMELEX .
UKDZATALING. _TOR EXLMPLE, THL PRIVATIZATION OF ,
SINGAFOIE GENERRL EOSPITAL WS CONTRACTED OUT AT LOS 5
4ILLION FOR TECENICAL SUPFORT OVER FOUR AND ONE-EALF

TEARS TO ADAPT INFOEMATION AND COST ACCOUNTING STSTENMS,

TRAIK MANAGERS ANT CPEXALGES, ANL OTHER NECESSARY

ACTIVITIES. TEIS IS A PARTICULARLY LARGE (1,6¢8 BZDS)
AND COMPLEX EXAMPLE. 1IN THKE EGYET COST RECOVERY
PROJICT NEARLY DOLS 1 MILLION WIRE ALLOWED PR
H0SPITAL. THE FROJECT SEOGLD ALLOY IGNDS TO COVER" Sucd
CEANGZ-CVER COSTS. SOMF FUGKLS SEOULD ALSO E: ALLOWETD
TOR S®LEZCTED MEDICLL TECENOLOGY TAANSEER TO iMPROVE
TEFFICIZNCY. 'ALSO EXPEZRIINCZ CLSIWEEZRT BAS SECWN TBAT
ULTINATELY THE XESTRUCTUXIKC OF AN iNTIRE FROVINCE

(INDCNESIA) MAY BT KTCESSARY TO TEST THE YHOLE STRUCTUKE

0F INCENTIVEIS AND DEMOKSTRAT: TEE FEASIEILITY GF KEEFOEM
TO A" 5RCAD CONSTITUZINCY. WEILT NOT ALL DEMONSTRATIONS
¥OULD ZE COSTLY, THEST INTERVEINTIONS WOULD REQUIEE MORE
TImMzZ, ﬂCN;Y AND ATTENTION YEAN THE PID PROVIDES.

4.3 ﬁISSION's TAX ADDITIONS: W% A?PRECfATE MISSION
RISPONSE TO A DXAFT OF THIS CABLE. VWX EBELLIIVE TEE
MISSION’S AX OF Mi¥CH 7 OFFERS .4 RIASONAZLE AFPPROACE T0
INGORPORATING ATDITIONAL ELEMENTS NEZIDZD FOR PROGRAM
SUCCESS. ’ _

'BI_LEAVING TAE FP DISIGN OFEH TO INCLUSION OF

ET X .

#4199

NNKN
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FELSIBILITY STURIES 4D pusipcss PLANS, “CEANGE ovr.
CUKDS IO FRIVATIZATION EFFORTS , 4 pISs MAINAGEMENT
SOUPOLSNT AND TECELJLOGY TEANSFR Tog IKEROVED
EFZICIZNCIZS IN PAGVIDING Esalgs SERVICIS, TEZ MISSIon
ELS COXSIDIRABLY STZINGTALNZL Tip PIL-LEVZIL DESIGH. Tg
TAX ALSO ADDS £ MOST INMZGATANT MISSINg ELENENT, CEPACITY
SUILDING CF T3X TZZARTMENT OF Ezarrts oy EELLTE CARE
FINANCING. IN ADDING 5Ucs ACTIVITILS, WS SEART TER
LooTON DIRECTOR’S COLCIEN THAT 743y iE QUOTE, SAFZ
SUQUOTE INVISTMENTS, I.E. SUSTAINIZLE L TEZIR OwN
BIC3T. EOWEVER, ¥E CONSILZR IT MORE IMEGRTANT THLT Ty
END_03 PROGRAM. STATUS RSSGLT In 4 GOVERNMENTAL CABACITY
TO INCOURAGE £ EEALTE MARXET ELLCT pg STIMULATE
STTORDABLE SINANCING SCEIMES Aup PRIvams PROVISION OF
SXEVICES. IT IS IMPORTANT TEXREZORE, THAT EHASE J
\CSIVITIES ESTABLISE A TIRM FOUNDATION o EXPERIINTIAL
55Z ¥IICE ENCOURAGES TEX GOTERNMENT 1o CONTINUE ITS
TFORTS T0 RESTRUCTURE EIALTH CARs FROVISION ON 4
FINANCIALLY SUSTAINARLZ BASIS. S |

S. NEIZD FOR ADDITIONAL RISQURCES: T&E MARCE 7 FeX
WEICE INCLUDES ADLITIONAL PROJECT ACTIVITIES IMFLIES A

NEZED FOE ADDITIONAL PESOUXCZS .¥5IcH WILL BE ACCOMMODATED
TEROUGKE A FELVET PROGRAM AFPROACE. WE ACCEFT TEIS
LPPROACH, 30T -REQUEST TEAT TEE MISSION ADVISE AID/W aS

TO WEICE ACTIVITIES WILL P LNCLUDID IN PEASE I AxD
WEICE IN:PHASE II. . .
ESCLUSE IT WILL FRING A2007 PoLrg
FRIVATZ SECTOR DEVELOPNINT, 3§D DEvELo?

IEE U.S. PRIVATZ SECTOR, TAE PROJECT CERTAINLY QUALIFIES
UNDZR MAI OBJECTIVES. FOR TxS REASON, TEZ PP DISIGH

FROCESS MAY CONSIDZE SAl FUNDING FOR TRIS PROJECT. THE

HISSICN MAY ALSQ CONSILIR A MIXED PROGRAM MODE IF IT
SZIMS APPROPRIATE FOR ANY 0F TEz COﬁPONENTS, -

3. GOLL.AND PURPOSE: 73r PEOJECT GOAL AND PURPOST IN
‘S LOGFRAME (PID-ANNEX 1) SEQULD gf RESTATED.

'SILE INEROVING HIZALTE STATUS 1s AN OVERALL KFALTH

2CTOR GoAL, TE: PROJECT. GoAL SEQULD BE MORE SPECIZIC AS
'0 THZ CONTRIBUTION 0F TEIS PARTICULAR FROJECT. A

TTTER PROSFCT-LEVEL GOAL STATEMENT COULD BE TO DEVELOE
52 HEALTH cipr MAZIET PLACE IN OR
UALITY, EQOITY, COVERAGZ, AND EFy
RIVATE PARTICiPATION, S

iE PROJECT PURPOSE STATEMENT SHOULD FOCUS ON HOW PEASE
I ACTIVITIZS wilLL CONTRIEBUTE TO TKIS GOAL, FOR EXAMPLE,
10 SET IN PLACE 2 PROCESS FOR. FORMULATING AND
INPLEMENTING RETALTE SECTOR POLICIES, REGULATIONS,
STANDERDS, AND LEGISLATION. (ALTEOUGE-INCREASING
FRIVATZ INVESTNENT IN TEE STCTOR WOULD BE AN OBJECTIVE,
FE ALSO SEZk 10 CONTROL TEE COSTS T¢ GOVERNMENT,
ENPLOTIRS AND TEr PURLIC OF SZRVICZS AKp ISURANCE.)
TEIS SEOULD kX RETINED IN FINAL PP DrsSICH AROUND
MEASURASLT OBJECTIVES, OR END OF FHOJECT STATUS (Eops),

. . ®
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HDICATING TEAT A SUSTAINAELZ PROCESS HAS EEZIN SET 1IN
oTION. TEZ PROJECT OUTPUT SECTION SEOULD BZ REVISED
CCORDINGLY. . | '

INALLY IN ADDITION TO NORMAL PROJECT EVALUATIONS, TH:
.P SEOULD INDICATE nO%¥ TEE MISSION PLANS TO MGNITOR
:TAFORMANCE PERIODICALLY TOWARD ZTHE REVISED FUAL AKD
‘GRPOSZ. AS A MINIMUM TEIS SECTION WOULD IDEKTIFY THE
ARIABLES SELICTEL TQ MESURE PERFORMANCE EU% AND ¥HEN

ARIAELES WILL 3E MEASURED (SEMIANNUALLY, YEARLY), END -

30 WILL UNLERTAXT MZiSUKEKENT (THE MISSION OR GUTSIDE
LONTRACTOR). : PR .

7. ENVIRONMENTAL ACTION: SEPTEL ¥ILL ADVISE OF ENE
J00RDINATOR ACTION ON TEE 1:E -(PID ANNEX 3). - BAKER
a7 -

14199

ANNN
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SUMMART:

" 1. USAID/MANILA PhOVIDIS"TDILO?TNC'IR'IESPONSE T0 EET
ENE CABLE AND AS AN INFORMATIONAL CAELE ON EFD PROJECT
FOR APRE.

2. USAID/MENILA APPRECIATES ENE REZF COMMENTS IN SUPPORT
OF H¥D DESIGN AND MISSION APPROACE TO PARTICIPATION 1IN
RESTRUCTURING OF PEILIPPINES EZALTH SECTOR.; PROJECT
DESIGN BAS ZVOLVED OVER THZ PAST 12 MONTHS AND EHAS
IKCORPORATEL BURFAU SUGGESTIONS ALONG YITH RESULTS OF

. MISSION GOP/PRIVATE SECTOR-SERIES OF DIALOZUES. TEE
FOLLOWING PROVIPES FOLLOW-UP ON ISSUES IN REF WITH
SPECIAL EMPHASIS ON FROJECT PHASING AS BEQUESTED IN PARA
1.B. PHASE I I5 THE $22M EFD PROJECT. PHASE II IS
PROPOSEL AS-A'$3¢M E¥D PROGRAM TO BE AUTEORIZED IN FY
95. ALL OTEER ISSUZS RAISED IN PARA 3-5 OF REF HAVE
BEEN ADDRESSED AS NARRATED BELOW. MISSION REQUESTS ENE
CONCURRENCE IN TWO PEASED DESIGN APFROACH AS SOON AS
POSSIBLE. END SUMMARY. .

S.- AS PER BEF PARA 1, MISSION VIEWS EFD aS INITIAL AND
CRITICAL STAGE IN ASSISTANCE TARGETED AT LONG-TERM
RESTRUCTURING OF EEALTE SECTOR FINANCE TO (A) MORE
EFFICIENTLY PROVIDE SERVICES AND- (B) PARYICIFATE -MORE - - -
"FULLY AS A PRODUCTIVE SECTOX IN THE ECONOMY. THE
- RESTRUCTURING OF EEALTH SECTOR FINANCE ¥WILL REQUIRE A

. SUPPORTING POLICY, KZSULATORY AND LEGISLATIVE FRAMEWORK
10 SUSTAIN THE CEANGES; INFROVEMENTS AND RIFORMS THAT
WILL LKIVE TEE RESTRUCTUKING. USAID PROPOSZS A PEASEL
APPROACH. FHASE I WILL FROVID: PROJECTIZED ASSISTANCE
T0 IDENTISY ANC DEMONSTRATE TER FEASIBILITY CF SPECIFIC
IMPROVENENTS pyD RRFORMS OF TEZ EEALYTE FINANCING SYSTEM
REQUIRED TO RESTRUCTURE HEALTH SZCTOR FINANCE; ESTABLISE
THE POLICIES, REGULATIONS AND LEGISLATION THAT YILL

1/4R : UNCLASSIFIED KANILA @16931/01 . \§ 
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ENABLE AND SUSTAIN TEX REISTAUCTURING; AND DEVELOP TEE
MANPOWER AND TECHKICAL CAPACITIES TO MANAGE AND
IMPLIMENT TET RTFQaMS. PEASE II WOULD PROVIDE PROGRAM
ASSISTANCE TO INSTITUTIONALIZE AND REPLICATE SUBSETS OF
TEEST RETORMS IN COMPRENENSIVE PACKAGES THAT DEMONSTRATE
T3 EZTICIENCY AND EFFICTIVEINESS OF TEE RESTRUCTURING IN
TINLNCING AMD TELIVERING OF HEALTH SERVICES. :

‘4. PHASE I: PRASL I OF THIS ACTIVITY IS A PROPOSED
-FIVE YEAR, $2¢M PROJECTIZED GRANT FACKAGE FOCUSSED ON
CAPACITY CEVILGPMENT, TECENOLOGY TRANSFER, RESEARCH, AND
DEMONSTRATION PROJECTS. WITE REGARD TO COMMENTS RAISED
IN RE¥Y PARA 6, THE GOAL STATEMENT FOR PEASE I HAS BEEN
MODIFIEZD TO REFLECT ENE SUGGESTED CEANGES. THE PROJECT
GOAL IS TO DEVELOP THE HEALTKE -CARE MARXET IN ORDER TO - -
IMFROVE EZALTE SERVICE QUALITY, EQUITY COVEZRAGE,
EFFICIENCY AND FRIVATS PARTICIPATION.

5. TEE PURPGSEI OF PHAST I IS T0 ESTARLISE IN TEHE
PRILIPPINES EZALTE SECTOR 4 PROCESS FOR FORMUZATING AND

" IMPLEMENTING ECF FCLICIZS, RZGULATIONS, AND LEGISLATION
SUPPOKTIVE OF HEALTE CAKE MARKET- INPRGVEMEKT.. “END OF
PROJECT -PURPOSZ-LEVEL INDICATORS FOR TEIS INITIAL PEASE
WILL ‘INCLUDE PLURALISTIC DEVELOPMENT AKD DEMONSTRATION
Or A:CCRE SET OF MARKET-ORIENTED POLICIES WAICE WILL
SERVE AS TEE FGUNDATION FCR ETALTE SZCTOR EINANCE
RESTRUCTURIKG. THIS WILL INCLUDZ FOLICIES IN THE
FOLLOWING ARENA: -

- (&) T3F EIALTE REGUILATORY AND FOLICY EOLE OF THE DOH
= = AND OTHIR PUELIC SECTOR INSTITUTIONS;

= (3) MEDICARE I RETORMS END FRIVATE SECTOR
=" PARTICIPATION; e

= (C) EROADEE USE OF RISI-SHARING MECEANISMS IN .
-~ FINANCING AND PROVISION OF HELLTE SZRVICES; AND

- (D) REORGANIZATION/DIVESTITURE OF TEE LEPARTMENT OF
.—. — . BZALTH DELIVERY SYSTEZM FOR EOSPITAL CARE.
ET

#6931
NNNN
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PRIVATIZATION: PROMOTION GF FRIVATEI SZCTOR
INVESTMENT IN AND EEOVISICN 2ML FINANCING OF
zALTZ SERVICES, TEIS INSLUDZS IMPEOVING TEE
REGULATORY ‘AND POLICY ENVIRGHMEIET :0R ERIVATS
BEALTZ SECTOR GROWTE; PRIVATIZETION OF EUZLIC
SECTOR SECONDARY AND TERTIARY CARE
INSTITUTIONS; PRGMOTION OF FRIVATE FINANCIAL
RISE-SESRING MZCZANISMS. FOR BZALTE SZRVICES;
AND TEZXZ USE OF PRIVATZ SEZCTOR FCR REISEAKCH,
TRAINING, AND OTE:ZR POLICY PROCESS NEZIELS
T2ROUGH DOS CONTRACTING. .
DECENTRALIZATION: FEINDING LGCEL GCYERNMENT
REGULATION-WILL GRZATLY ALTZZ THE ROLE AND.
STRUCTURZ OF TZE DOH. TZIS PROVIDES AN -
OFPFORTUNITY TO GAIN -EEADWAY IN CCNVERTING THE

"ROLE OF TEZ LOE #ROM ADMINISTERING AND

PRACVIDING SERVICES TO FEGULATING TEZ BROADER
EEALTH MAEEET TO IMPROVE ITS LESFICIENCY AND
FUNCTIONING. PHASE I WILL ALSO FRGVIDE
LIMITED SUPFORT FCR DEMONSTRATION
SCEZFES AT A DECENTRELIZET IZVR1; TEEZKERY
BUILDING CZPACITY AT TEE DGE TO ENCOURLGE,
EVALUATE, AND POTENTIALLY REIPLICATE LOCALLY

PLANNED, MANAGED AND IMPLEMENTED CCMPRZEENSIVE ~

EEZLTH SERVICES.

DATA-EASTD DECISION MAFING:. .AN.OVERRILIKG
THIME OF TEE PROJECT COMPONENTS IS TEE .
RCUTINE COLLECTION.AND USE OF EXALTZ. SECTOR.

" DATA IN PCLICY/KEGULATIGN DEVELOPMEMT 2ND ~
-MONITORING. MANY OF TEZ PROPCSEL.DATA_RELATED. .

TASXS REQUIRE TEE KEORGANIZATION OF DATA
CURRENTLY COLLECTEL FOR ALMINISTRATIVE PUREOSES
INTO M032Z USEFUL STRUCTUREIS FCR POLICY
FORMULATION AND MONITORING, &S WELL AS CAFACITY

'BUILDING IN TEE ANALYSIS ANT UTILIZATION OF ThIS

TECENOLOGY TRANSTER/CAPACITY DEVELCPMENT: THE
GOP IS EMBARZING ON A MASSIVE TiSx IN
OVEREAULING THE ROLE OF THE PUELIC SECTOR IN
TEE KNATIONAL HEALTR MARXET. PhRASE I OF THE
EFD REPRESENTS DISCREET AND-CRITICAL -AREAS

WITEIN THIS PROCESS I WEICE ¥ HAVE
DETERMINEL, WITa ENE ASSISTANCE, USAID

ACCESS TO U.S. TECENICAL AND TRAINING

RESOURCES PROVIDES UNIQUE ALVANTAGZS FOR

U.S. REALTH ASSISTAMCE.. TEESS INCLUDE THE
MARKETING Or FRIVATE EZALTH INSURANCE AND
KEINSURANCE MECHANISMS; MOVEIMENT TOWAKD

MANAGZD CARE STIAUCTURZS; HOSPITAL

INSTITUTIONAL AND SYSTEMS MANAGEIMENT
TECENOLOGIES;] AND CUST-CONTAINING KIIMEURSEMENT

UNCLASSIFIED MANTLs gilec31/22
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: TECENOLOGIES. TEE PROJECT WILL PROVIDE -
MECEANISMS FOR THEZ GUP AND TEE PRIVATE SECTOR
T0 ACCESS THESE TECENOLOGIES AND OTEER U.S.
ZZALTH BUSINESS EXPERTISE. IN ADDITION, USE
OF U.S. RESOURCES TO DEVELOP THE TRAINING

" CAPACITIES OF LOCAL INDIVIDUALS AND FIRMS IN.
NEW AKEAS CF SPECIALIZATION NEEDED FOR MORE
COMPLEX ORSANIZATION OF TEE SECTOR ¥ILL BE
EMPHASIZED. -

7. PBASE I KEFD PEOJECT OUTPUTS IDENTITIED AT THIS POIN?
IN PROJEZCT PAPER LCEZVZLOPMENT AND RESPECTIVE QUTPGT -
ILLICATORS AEE:

(&) 'O ;TPUT I - INSLITUTIONALIZZD CAPACITY FOR
‘PRANSPARENT END kESE}RCH-EASED EEZALTE FINANCE

PCLICY FORMULATIOCN.

INDICATORS: IORMULlTION OF BEALTH FINANCE POLICY
STEERING COMMITTEE, DEVELOFMEINT OF MULTISFCTORAL
.BEALTEH IIhANCb FCLICY FORUM, HEALTH FINANCING POLICY .
FRAMEVORKX ANT RESEARCE ACEND& ENT RESEARCH ANP
TEAINING CAPACITIES.

RT ’
#6231
NNNN
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.bUT?UT II - IMPROVED EITICIZNCY aXD LXIPENDEIT
COVEHAGI -C7 NATIONAL ECF MECEANISMS.™

L
S @

IN MEZICARE I FRO3ELM, AND
FROMOTION AND ESTAELISEMINT OF FRIVATE FINANCIAL
RISK SEARING MECEANISMS. .

Pt e

C) OUTPUT III - IMFROVEL EFFICIENCY IN TEZ EGSFITAL
SZCTOR TIEOUGY EOSPITAL ‘FINANCINZ RZFOBMS.
"INDICATORS: HOSPITAL DATAR:SE; DEMONSTRATED
ALTERNATIVES TO FGSLIC 'SECTOR HOSFITAL MANAGEMENT,
O¥MERSEIP, AND PINANCING; IMPROSED INVESTMENT
ENVIEONMENT FOR F2IVATE BOSPITALS; AND INPROVIMENTS

- IN BOSPITAL MANAGEMENT TECENOLOGIZS.

UNCLASSIFIED : -

et g1~

8. PBEASE II. &5 AN ALJUNCT TO DEVELCR..INT 08 FOLICIES
AND IMPLEMENTATION STRATIGIES AS FrR ABOVE FiRA 5 (A-D)
~ IN PEASE I, MISSION %IIL ZXAMINZ CONCUERENT
‘IMPLEMENTATION OF P5ASE 11 OF TEZ EFD REGINNING YEAR
THREE (FT 5¢) OF TEE PEOJECT: PELSE II WCULD CONSIST
LARGELY OF PROGRAM ASSISTANCE SUPPORT FOR TIEZ BROADER
IMPLEMENTATION &ND INSTITUTIONALIZATION CF THiISE .
POLICIES AND DEMOMSTRATED CEANGES, IMP2OVEMENTS AND
REFORMS OF THZ YZALTH SECTOR. $3eM IN IT 93 AND BETOND
FOUNDS ARE BEING PROPOSED FOR TEIS EFD ACTIVI™Y.

9. . IND OF PHASZ II INDICATORS VOULD INCLUDE: (A)
REZSTRYCTURED EQSPITAL SEZCTOR WITH NON-DOZ OWNERSEIP AND
LARGELY PRIVATE SICTOR MLNAGEMENT, GOVERNANCE, AND
FINANCING OF FREVIOUSLY FGRLIC INSTITUTIONS; (B)
INCREASED PRIVATE INVISTMENT IN TEZ BFALTS SECTOR; AND
(C) EXPANDED PAKTICIPATICK IN HIALTE FINANCING
RISK~SEARING SCHENES.

19. FEASE II PROZRaM ASSISTANCE wOULD BE DISRURSED
EGAINST A MATRIX OF POLICY AND ADMINISTRATIVE CEANGES
LIADING TO ATTAINMENT OF SECTORAL POLICY AND PERTORMANCE
EZNCHMAEXS. ©PHASE II YOULD BE A FIVE YFAR EFFORT,
FXOVIDING A USAID COMMITMEINT TO TEE EEALTH SECTOR -
"RESTAUCTURING PROCESS fOR A TOTAL OF SEVEN YEARS.

11. CUZEINT DISCUSSIONS REGAHﬁING PEASE II EAVE
EIGELICHTZD TER FOLLOWINQ TENTATIVE PCLICY AGZNDA:

- (+) %zv rok ECLE: _ C e e
- -  TRLMIWORX FOR INSTITGTIONALIZATION 0F DCE AS
- = TEZ LTAD AGENCY FOR POLICY DEVELOFMENT, WITE
- =  FULLO¥ING FUNCTIONS: -

- - KEALTE STLTUS ASSESSMINT; '

- - C?EfﬁlZSTIOM/COOREINATION OF EZALTH RESQURCES;
- - st:ILG EZALTH SZRVICES STANDARDS; AND

AeniNIITERING BTALTE FINANCING FOR TEZ POOR.

x '5faft}ii giﬁlxg FINANCING POLICY:
i.::;.fi.?aﬁnﬂlab YZLLTR FUNDS AND PRIVATE

TP OFRITILIC &MD PRIVATE SZCT0: EEALTH

)
-

) EKCLESSIFIED MANILA 215531/03
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= = TFINANCING KESOURCES; IMPROVED POLIGY
= = ZNVIRONMEKT FOR FINANCING OF PREVENTIVE

= - = SERVICZS. .
UNCLASSIFIED

(C) POLICY FOR RESTRUCTURING DOE HOSPITALS:
=  INCRZASED PRIVATE MANAGENMENT STRUCTURZ;
GOVERNANCE BY PRIVATE/PUBLIC BOARD;

FLE BETENTION; -

- COMMUNTTY/LOCAY, GOVERNMENT/PRIVATE O%NTHSHIP.

111

12. EXAMFLES 0= MEASURES .OF POLICT IMPLENMENTATION WHICE
WOULD BE USED AS RENCEHMARKS FOR DISBURSEMENT FORX TEE
INITIAL TwG YZARS OF .FRCGRAM ASSISTANCE (YZARS 3 AND 4
OF PROJECT ASSISTANCE) INCLGDE THOSE LISTED BELOW. AS
PER REF, PLEASE MNOTE TEAT IN KECOGNITION OF THE COSTS
AND TINI :-REQUIRED FOR PRIVATIZATION OF DOE- . INSTITUTIONS,
USAID PROPOSES PR0TOTYPZ DEVELOPMENT AND DSMONSTRATION OF
RESTRUOCTORED INSTITUTICNS UNDER PEASE.I OF EEAITH
TINANCF.DEVELOPMENT ASSISTANCE. DIMONSTRATION OF TEE
FROTCTYPE CN & PROVINCIAL GR EEGIONAL EASIS ¥WOULD BE
-INCLUDEZD IN EEASE II. ’

(A) YEAR 3 (FY S&): AFPROVAL OF TEE PROGRAM POLICY
X AN

MATRI I OTEEZR FROGRAM KELATED CONDITIONS PRECEDENT
BT . '
“#€631
KNKN
/4 UXCLASSIFIZD MANILA ﬂ15931/ﬂ3



INCIUDING:
" AFPECVED NATIONAL EZALTE POLICY

CVED FRANIVGEE AND POLICT
KGENDA WITE-CLZARLY DEFINED jov aosracgz: FRE FOM
GOP POLICY FOR INCLUSION 0F OUTZATI:YT PREIVINTIVE AND
TAMILY PLAKNING Szaviges 1o ma§531§5'532f53-56535; '
-GOP POLICT AND PLAW FOR IMPLEMENTATION O
. UNIFICATION OF MANDATED ZTAITE BTREFITS FUKDS;

DOE POLICY &NT LEGISLATIVZ FRAMEWORK FOR RESTEUCTURING
OF PUBLIC EOSFITALS, PLEER FOR INPLEMENTATION, ZND
;DENTIPICA?ION OF PRIOKITY INSTITUTIONS/ACTIONS.

(B) TYEAR 4 (7Y 55):

LOE TECENTRALIZED, AREA WIDE (PROVINCIAL/BEGION&L)'EEALTH

. DEMONSTRATION SCEEME LINKING ALTERNATIVZ FINANCING AND
SERVICES PROVISION SCHEMES INITIATED TO TZST STRUCTURE
OF INCENTIVES AND DEMONSTRATE FEASIBILITY OF REFORM;

' GOP ENDOWMENT OF PRIVATE EEALTH POLICY BISTARCE |
INSTITOTE ON MATCHING BASIS; :

MfDICABE POLICY ON REIMBURSEMENT FOR SELECTEL
OUT-PATIENT PREVENTIVE AND FAMILY PLANNING SERVICES;

LABdR CODE INCLUDES PROVISION OF OUTPATIZNT FREVENTIVE.
AND FAMILY PLANNING SERVICES FOR COVZRZD POPULATION.
\J

13. EXACT INDICATORS AND TERGETS AND ADDITIONAL TELAR
BENCEMARKS WILL EE DEVEIOPED DURING INITIAL T%0 YEARS 0]
HFD PROJECT. AN UPLATE ON PROGRESS IN THIS AREA ¥ILL B
PROVIDZD 1IN OCTOBEK 1992 ‘AT THE CONCLUSION OF TEE
INITIAL IEAR OF TEE HFD PROJECT.

14. "LOLLAR AMOUNTS 70 BE LISBURSED AND MECIANISMS oF
DISBURSEMENT WOULD DEPEND ON TEE NEED FOR (4) OSFSEITING
SEORT-RUN COSTS OF REFORM AND/OR (B) INCENTIVES REQUIRED

" FOR LEVERAGING CHANGES OUTSIDE IEE DOE STEUCTURE. SIZE,
CONTENT,.AND LENGTE OF TEE REFORM PACZAGT WILL DEPEND ON
AVAILAEILITY OF USAID RESOURCES ANI CONTINUED COMMITMENT
OF GOP-TO SECTORAL RETORM.

15. MISSION IS REVIEWING MEZANS OF INCREASING TEE
LEVERAGE CF TSE PROCRAM ASSISTANCE PACEAGE TEROUCE (4)
"REVIEW OF OPTIONAL RECIPIENTS AND POTENTIAL FOR .
DECENTRALIZED FROVISION OF PROGRAM GRANTS AND (2) EARLY
DISCUSSIONS %ITE OTKER POTENTIAL BEALTE SECTOR DONORS.
PLATT ' )

vt ‘ .

BT
" #6931
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CROSS REFERENCE:

5C(2) - ASSISTANCE CHECKLIST

Listed below are
criteria applicable to the
assistance resources themselves,

rather than to the eligibility of a’

country to receive assistance. This

section is divided into three parts.-
Part A includes criteria applicable
to both Development Assistance =nd

Economic Support Fund resources.

Part B includes criteria applicable

only %“o Development Assistance
resources. Part C includes criteria
applicable only to Economic Support
Funds. '

IS COUNTRY CHECKLIST UP

TO DATE

A.

CRITERIA APPLICABLE TO -BOTH

DEVELOPMENT ASSISTANCE AND ECONOMIC

SUPPORT FUNDS

1. Host Country Development
BEfforts (FAA Sec. =~ 601(a)):
Information and conclusions . on
whether assistance will encourage

refforts of the country to: (a)

increase the flow of international
trade; (b) foster private initiative
and competition; (¢)
development and use of cooperatives,
credit unions, and savings and loan
associations; (d) ‘discourage
monopolistic practices; (e) improve
technical efficiency of industry,
agriculture, and commerce; and (f)
strengthen free labor unions.

2. U.8. Private Trade and
Investment (FAA  Scc.
Information and conclusions on how
assistance will encourage U.S.
private trads and investment abroad
and encourage private u.s.
participation in foreign assistance
programs (including use of private
trade channels and the services of
U.S. private enterprise).

statutory .

encourage.

.601(b)):. -

Yes, cQuhtry Checklist is

included in Annex ¢ of
the PEPS PAAD dated
July 1991 .

a. No

b. Yes. -Private initia-
tives and competition in
the health care finan-
cing sector are major -
considerations .in _pro-
ject implementation.- — -

€. Yes. The development

. of -health care financing

mechanisms include the
use of cooperatives and
private associations.

d. N/A

e. Yes, to the extent
that commerce -and indus-
try are utilized to pro-
vide goods and services
to the health finance
sector.

£. N/A
The project has a budget

of $6M for U.S. tgchni-
cal assistance services.

&



3. Congressional Notification

a. General  requirement
(FY 1991 Appropriations Act Secs.
523 and 591; FAA Sec. 634A): If
money ' is to be obligated for an
activity not previously justified to
Congress, or for an amount in excess
of amount previously justified to
Congress, has Congress been properly
notified (unless the notification
requirement has been waived because
of substantial risk to human health
or welfare)? .

b. Notifice of new
account obligation (FY 1991
‘Appropriations Act sec. 514): 1If
funds are being obligated under an
appropriation account to which they
were not appropriated, has the
President consulted with and
provided a written justification to
the House and Sentate Appropriations
Committees and has such obligation
been subject to regular notification
procedures? .. ..

c. Cash transfers and
nonproject - sector --assistance (FY
1991 Appropriations - Act Sec.

575(b) (3)) :- If frnds are to be made-—-

avajlable in ‘the form of cash
transfer or nonproject sector

assistance, has ‘the Congressional

notice included a detailed
description of how the funds will be
used, with a discussion of U.s.
interests to be served and a
description of any economic policy
reforms to be promoted? .

_ 4. Engineering and Financial
Plans (FAA Sec. 6l11(a)): Prior to
an obligation in excess of $500,000,
will there be: (a) engineering,
financial or other plans necessary
to carry out the assistance; and (b)
a reasonably firm estimate of the
cost to the U.S. of the.assistance?

A Congressional Notifi-
cation 'mas submitted to
Congress on 3/13/91 .; the

waiting period expired

without Congressional
obligation on 6/22/91.

N/A

N/A

a. Yes

b. Yes



: 5. Legislative Aaction (FAA
Sec. 611(a)(2)): If .legislative
action is required within recipient
country with respect to an
obligation in excess of $500,000,
what is the basis for a reasonable
expectation that such action will be
completed in time to permit orderly
accomplishment of the purpose of the
assistance?

6. Water Resources (FAA Sec.
611 (b); FY 1991 Appropriations Act
Sec. 501): If project is for water
or water-related land rescurce
construction, have benefits and
costs been computed to the extent
practicable in accordance with the
principles, standards, and
procedures established pursuant to
the Water Resources Planning Act (42
D.S.C. 1962, et seq.)? : (See A.I.D.
Handbook 3 for guidelines.)

7. Cash Transfer and Sector
Assistance (FY 1991 Appropriations
Act Sec. 575(b)): Will cash
transfer or nonproject . sector
assistance be maintained in a
separate account and not commingled
with other funds (unless such
requirements are waived by
Congressional notice for nonproject
sector assistance)?

8. Capital ° Assistance (Faa
Sec. 611(e)): If project is capital
assistance (e.q., construction), and
total U.S. assistance for it will
exceed $1 million, the Mission
Director certified and Regional
Assistant Administrator -taken into
consideration the country's
capabiity to maintain and utilize
the project effectively?

9. Multiple Country
Objectives (FAA  Sec. 601(a)):
Information and conclusions on
whether projects will encourage
efforts of the country to: (a)
increase the flow of international
trade; (b) foster private initiative
and competition; and (c) encourage

‘N/A

N/A

“N/A

N/A.

Refer to 5C(2)A.1.



development and use of cooperatives,
credit unions, and-"savings and loan
associations; (d) discourage
monopolistic practices; (e) improve
techni¢al efficiency of industry,
agriculture and commerce; and (f)
strengthen free labor unions. '

10. U.S. Private Trade (FAA" Refer to 5C(2)A.2.
Sec. 601(b)): Information and
* conclusions on how project will
encourage U.S. private. trade and-
investment abroad and encourage
private U.s. participation -~ in
foreign assistance programs
(including use of private trade
- channels and' the services of U.S.
private enterprise). -

1;. Local Currencies

- Recipient .The host.country contri-
Lontributions (FAA Secs. 612(b), bution eonsists of 25% of
636(h)): Describe. steps .taken to project cost.
assure  that, to the maximum exten:
possible, the country . 1is

contributing=:local :-currencies—--to

.meet the..cost of contractual and
—other-—rservices,—~~-and - foreign

currencies - owned by.-the U.S.--are"

utilized in lieu-of dollars=:

S "b. U.s. -Owned -Currency - No.
(FAA .Sec. 612(d)):: Does:the U.S. :
own excess foreign currency of the

country . .and, .. if so, :what"
arrangements.have been.made.for.its.
release? '

‘C Separate Account (FY N/A

1991 Appropriations Act Sec. 575).

"If "assistance is furnished to a
foreign °“ government  under
arrangements which result in the
generation of local currencies:

. (1) Has A.I.D. (a)
required that local currencies be
deposited in a separate account
established by the recipient
government, (b) entered into an
agreement with that government
providing the amount of 1local
currencies to be generated and the



terms and conditions under which the
currencies. so deposited may .be
utilized, and (c) established by
agreement the responsibilities ' of
A.I.D. and that government -to
monitor and account for deposits
into and disbursements from the
separate account? "

(2) Will such loczl
currenclies, or an equivalent amount
of local currencies, be used only to
carry out the purposes of the DA or
ESF chapters of the FAA (depending
on which chapter is the source of
the assistance) or for ‘the
adminsitrative requirements of the
United States Government?

(3) Has A.I.D. taken
all appropriate steps to ensure that
.the eguivalent of local ‘currencies
disbursed from the separate account
are used for the agreed purposes?

(4) 1If assistance is
terminated to a country, will any
unencumbered balances of funds
remaining in a separate account be
disposed of for purposes agreed to

by the recipient government and the-

United States Government?
12. Trade Restrictions

a. Surplus Commedities
(FY 1991 Appropriations Act Sec.
521(a)): If assistance is for the
production of any commodity for
expert, is the commodity likely to
be in surplus on world markets at
the time the resulting productive
capacity becomes operative, and is
such assistance 1likely to —cause
substantial injury to U.S. producers
of the same, similar or competing
commodity?

b. Textiles (Lautenberg-

Amendment) (FY 1991 Appropriations
Act Sec. 521(c)): Will the
assistance (except for programs in
Caribbean Basin Initiative countries
under U.S. Tariff Schedule (Section

N/A

N/A



807," which allows reduced tarriffs
on articles assembled abroad fronm
U.S.-made components) be used
directly to ‘procure feasibility
studies, or project profiles of
potential - investment in, or to
assist the establishment of
facilities specifically designed
for, the manufacture for export to
the United sStates or to <third

country markets in direct
competition with U.S. exports, of
textiles, apparel;, footwear,

handbags, flat goods (such as
wallets or coin purses worn on the
person), work gloves or 1leather
wearing apparel?

13. Tropical Forests (FY 1991
Appropriations Act Sec. 533(c) (3)):
Will funds be used for any program,
project or activity which would (a)
result in any significant loss of
tropical forests, or (b) involve
industrial timber ‘extraction in
primary tropical forest areas? ‘

14. Sahel Accoﬁnting (FAA Sec.
121(d)): If a sahel project, has a
determination been made that the

host government has an adequate -

system for . accpunting for and
controlling receipt and expenditure
of project funds (either dollars or
local currency generated therefrom) ?

15. PVO Assistance

. A Auditing and
registration (FY 1991 Appropriations
Act Sec. 537): If assistance is
being made available to a PVO, has
that organization provided upon

timely request any document, . file, -
or record necessary to the auditing’

requirements of A.I.D., and is the
PVO registered with A.I.D.?

b. Funding sources (FY

1991 Appropriations Act, Title II,
under heading "Private and Voluntary
Organizations"): If assistance is
to be made to a United States PVO
(other than a cooperative

N/A

N/A

N/A

N/A

W



development organization), does it
obtain at least 20 percent of its
total annual funding for
international activities from
sources other than the United States

Government?

16. Project Agreement Yes. A cable on this has
Documentation (State Authorization been sent to
Sec. 139 (as interpreted by
conference report)): Has on .
confirmation of the date of signing :
of the project agreement, including
the amount involved, been cabled to
State L/T and A.I.D. LEG within 60
days of the agreement's entry into
force with respect to the Untied
States, and has the full text of the
agreement been pouched to those same
offices? (See Handbook 3, Appendix
6G for agreements covered by this
.provision). :

17. Metric system . (Omnibus N/A
Trade and Competitiveness Act of
1988 Sec. 5164, as interpreted by
conference report, amending Metric
Conversion Act of 1975 Sec. 2, and
as  implemented through A.I.D.
policy): Does the assistance
activity use the metric system of
measurement in its procurements,
grants, and other business-related
activities, except to the extent
that such use is impractical or. is
likely to  cause significant
inefficiencies or loss of markets to
Untied states firms? Are bulk
purchases usually to be made in
metric, and are components,
subassembles, and semi-fabricated
materials to be specified in metric
units when economically available
and technically adequate? ~ will-—
A.I.D. . specifications use metric
units of measure from the earliest
programmatic stages, and frou the
earliest documentation of the
assistance processes (for example,
project papers) involving
quantifiable measurements (length,
area, volume, capacity, mass and
weight), through the implementation
stage?



18. Women in Development (FY
1991 Appropriations Act, Title II,
under heading "Women in
Development"): Will assistance be
designed so that the percentage of
women participants will be
demonstrably increased?

19. Regional and Multilateral
Assistance (FAA Sec. 209): Is
assistance more efficiently and
effectively provided through .
regional or multilateral
organizations? If so, vwhy |is
assistance net _so . .provided?
Information and conclusions on

whether assistance will encourage

developing countries to cooperate in

:egipnal development programs.- -

20, Abortions (FY 1991
Appropriations Act, Titlas II, under
heading "Population, DA," and Sec.
525) :

a. Will assistance be

made available: toany-organization

or program which, as.determined by..

the President,
participates in the management of a

-supports ‘— or

program of - coercive --abortion-:-or:

involuntary sterilizatiop?..... .-

. b. Will any funds be
used to.lobby for abortion?

.21. Cooperatives (FAA Sec.
111): Will assistance help develop
cooperatives, especially by

technical assistance, to  assist
rural -and urban poor to: help
themselves toward a better life?

22. U.S5.-Owned Foreign
Currencies A
a. - Use -of 'currencies
(FAA Secs. 612(b), 636(h); FY 1991
Appropriations Act Secs. 507, 509)::
Describe steps taken to assure that;

to the maximum extent ~possible, .
foreign currencies owned by the U.S.-

are utilized in lieu of dollars to
meet the cost of contractual and

.any -

‘rage

Yes. The project's health
care <financing will in-
Crease equitable access
to health insurance among
women -and other sectors
which are not covered by-
health financing
mechanism. :

No. The project which
will provide grant funds
to GOP to improve health.
care.-..:..finance. .. policy
process, develop health
financing mecnanisms and
institute reforms in ‘the
hospital ccctov, is bila-
teral 'in nature.

No.

No.

Yes. Project will encou-
cooperatives to
develop community finan-

cing schemes on health
.care.

"N/A



other services.

b. Releasa of currencies
(FAA Sec. 612(d)): Does the U.S.
own excess foreign currency of the
country and, if so, what
arrangements have been made for its
release?

23. Procurenment

. a.  ‘Small business (FAA
Sec. 602(a)j)s Are .there
arrangements to permit U.S. smali
business to participate equitably in
the furnishing of commodiies and
services financed?

b. U.8. procurement (FAA
Sec. 604(a)): Will all procurement
be.from the U.S. except as otherwise
determined by the " President or
ﬁ;termined under delegation - from
him? '

c. Marine insurance (FAA
Sec. 604(d)): ' If the cooperating
country discriminates against marine
insurance companies authorized to do
business in - the u.s., will
commodities be insured in the United
States against marine risk with such
a company? : ‘

. d. ‘Non-U.S. agricultural
procurement (FAA Sec. 604(e)): If
non-U.S. procurement of agricultural
commodity or product thereof is to
be financed, is there provision
against such procurement when the
domestic price of such commodity is
less than parity? (Exception where
commodity financed could not

reasonably be procured in U.s.) -

e. Construction or
engineering services (FA2R Sec.
604(g)): Will construction or

engineering services be procured
from firms of advanced developing

countries which are otherwise

eligible under Code 541 and which
have attained a competitive
capability in international markets

No.

" Yes. The project plans to

contract with8(a) or' gray
3mendment. £ixrm and encou-
¥age open competition for
the furnishing of commo-
dities and services.

Yes.

N/A

N/A

N/A



in one of these areas? (Exception
for those countries which receive
direct economic assistance under the
FAA and permit United States firms
to compete for construction or
engineering services financed fron
assistance programs of these
countries.)

£. Cargo preference
shipping (FAA Sec. 603): Is the
shipping excluded from compliance
with the requirement in section
901(b) of the Merchant Mari .e Act of
1936, as amended, that at least 50
percent of the gross tonnage of
commodities (computed separately
from dry bulk carriers, dry cargo
liners, and tankers) financed shall
be transported on privately owned
U.S. flag commercial vessels to the
extent such vessels are available at
<fair and reasonable rates?

g g. Technical assistance
(FAA Sec. 621 (a)): If technical
assistance is- financed,- will such
assistance be furnished by private

enterprise on a- contract--basis to:

the fullest extent practicable?
Will the facilities and resources- of

other Federal agencies be utilized;.

when they are particularly suitable,
. not competitive with private
enterprise, and made available
without undue interference with
domestic programs?

‘h. U.8. air carriers
(International Air Transportation
Fair ‘Competitive Practices ‘Act,
1974): If air transportation of
persons or property is financed on
grant basis, will U.S. carriers be
used to the extent wuch service is
available?

i. Termination for
convenience of U.S. Government (FY
1991 Appropriations Act Sec. 504):
If the U.S. Government is a party to

a contract for procurement, does the

contract contain a provision
authorizing termination of such

N/A

Yes.

Yes.

Yes.

W



contract for the convenience of the
United States?

j. Consulting services
(FY 1991 Appropriations Ac¢t Sec.
524): If assistance is for
consulting service through
procurement contract pursuant to 5
U.s.C. 3109, are contract
expenditures a matter of public
record and available for public
inspection (unless otherwise
provided by law or Executive Order)?

k. Metric conversion
(omnibus Trade and Competitiveness
Act of 1988, as interpreted by
conference report, amending Metric
Conversion Act of 1975 Sec. 2, and
as implemenited through A.I.D.
- policy): Does the assistance
program use the metric  system of
measurement in 3its procurements,
grants, and other business-related
activities, except to the" extent
that such use is impractical or is
likely to cause significant
inefficiencies or loss of markets to
United States firms? "Are Dbulk
purchases wusually to be made in
metric, and are components,
subassemblies, and semi-fabricated
- materials to be specified in metric
units when economically available
and technically. adequate?’ .Will
A.I.D. specifications use metric
units of measures from the earliest
programmatic stages, and from the
earliest documentation of the
assistance processes (for example,
project papers) involving
quantifiable measurements (length,
area, volume, capacity, mass and
weight), through the implementation
stage?

4 ‘ 1. Competitive Belection
Procedures (FAA Sec. 601(e)): Will
the assistance utilize competitive
selection procedures for the
awarding of contracts, except where
applicable procurement rules allow
otherwise? '

Yes.

N/A

Yes.



24. Coénstruction

. a. Capital project (FAA
Sec. 601(d)): If capital (e.q.,
construction) project, will U.S.
engineering and professional
sexrvices be used?

b. Construction contract
(FAA Sec. 611(c)): If contracts for
construction are to be financed,

will they be lent on.a competitive.

basis to maximum extent practicable?

. c. Large . projects,
Congressional approval (FAA Sec.
620(k)): If for construction of
productive enterprise, will
aggregate value of assistance to be
furnished by the U.S. not exceed
$100 million (except for productive
enterprise in Egypt that were
described in the Congressional
Presentation), or does- assistance
have the ' express approval of
Congress? :

25 U.8. Audit Rights (FAA
Sec. 301(d)): If fund |is
established solely ~ by u.s.
contributions and administered by an
international organization, does
Comptroller --General - have - audit
rights? -

26. Communist Assistance (FAA
Sec. 620(h): Do arrangements exist
to insure that United States foreign
aid is not used in a manner which,
contrary to the best interests of
the United States, promotes or
assists the foreign aid projects or
activities of the Communist-block
countries?

27. Narcotics

a. Cash reimbursements
(FAA Sec. 483): Will arrangements
preclude use of financing to make
reimbursements, in the form of cash
payments, to persons whose illicit
drug crops are eradicated?

N/A

N/A

N/A

Yes.

Yes.

Yes.



b. Assistance to
narcotics traffickers (FAA Sec.
487): Will arrangements take "all
reasonahle gteps" to preclude use of
financing to or through individuals
or entities which we know or have
reason to believe have either: (1)
been convicted of a vinlation of any
law or regulation of the' United
States or a foreign country relating
to narcotics (or other controlled
substances); or (2) been an illicit
trafficker in, or otherwise involved
in the illicit trafficking of, any
such controlled substance? -

28. Expropriation and Land
Reform (FAA Sec. 620(g): Will

assistance prelude use of financing

to compensate owners for
expropriated or nationaiized
.property,. except to compensate
Toreign naticnals in accordance with

a land reform program certified by

the President?

29. Police and Prisions (FAA
Sec. 660): Will assistance preclude
use of financing to provide
training, advice, or any financial
support for police, prisons,. or
other law enforcement forces, except
for narcotics programs? .

'30. CIX Activities (FAA Sec.
662): Will assistance preclude use
of financing for CIA activities?

31. Motor Vehicles (FAA Sec.
636(1): Will assistance preclude
use of financing for purchase, sale,
long-term lease, exchange or
guaranty of the sale of motor
vehicle manufactured outside U.S.,
unless a waiver is obtained?

32. Military ©Personnel (FY
1991 Appropriations Act Sec. 503):
Will assistance preclude use of
financing to pay pensions,
annuities, retirmenet pay, ‘or
adjusted service compensation for
prior or current military personnel?

Yes.

Yes.

Yes.

.Yes.

Yes.

Yes.



33. Payment of T.N.
Assessments (FY 1991 Appropriations
Act Sec. 505): Will assistance
preclude use of financing to pay
U.N. assessments, arrearages or
dues? - -

34. Multilateral Organizaticn
Lending (FY 1991 Appropriations Act
Sec. 506): Will assistance prelude
use of financing to carry out
provisions of FAA section 209(d)
(transfer of FAA funds to
multilateral organizations = for
lending)?

35. Export of Nuclear
Resources (FY 1991 Appropriations
Act .Sec. 510): Will assistance
preclude use of financing to finance
the export of nuclear equipment,
‘fuel, or technology?

36. Repression of Population
(FY 1991 : Appropriations Act Sec.
511): Will assistance preclude use
of financing for the purpose of
‘aiding the efforts of the government
of such country to repress the-
legitimate rights of the population
of such country contrary to the-
Universal Declaration . of Human
Rights? '

37. Publicity or Propaganda

(FY 1991 Approprations Act Sec.
516): Will assistance be used for
publicity or propaganda purposes
designed to support or defeat
. legislation pending before Congress,
to influence ii any way the outcome
of .2 political election in the
United States, or for any publicity

or propaganda purposes.. not..
authorized by Congress?

*38. Marine Insurance (FY 1991
Appropriations Act Sec. 563): Wwill
any A.I.D. contract and
solicitation, . and subcontract
entered into under such contract,
include a clause requiring that U.s.
marine insurance companies have a
fair opportunity to bid for marine

Yes.

Yes.

. Yes.

Yes.

No.

Yes.



insurance when. such insurance is
necessary or appropriate?

39. Exchange for Prohibited
Act (FY 1991 Appropriations Act Sec.
569): Will any assistance be
provided to any foreign government
(including any instrumentality or
agency thereof), foreign person, or
United states person in exchange for
that foreign government or person
undertaking any action which is, if
carried out by the United States
Government, a United States official
or employee, expressly prohibited by
a provision of United States law?

No.



country's intellectual resources to
encourage institutional development;
and supports civic education and
training in skills required for
effective participation in
governmental and political processes
essential to self-government.

5. Economic Development (FAA
Sec. 101(a)): Does the activity
give reasonable pronise of
contributing to the development of
economic resources, ‘ror to the
increase of productive capacities
and self-sustaining economic growth

6. Special Development
Emphases (FAA Secs. 102(b), 113,
281(a)): Describe extent to which
activity will: (a) effectively

involve the poor in development by
extending access to economy at lsocal
level, increasing 1labor-intensive
production and the use of
appropriate technology; 'dispersing
investment from cities to small
towns and rural areas, ‘and insuring
wide participation of the poor in
the benefits of development on a
sustained basis, using appropriate
U.S. institutions; (b) encourage
democratic private and
localgovernmental institutions; (c)
support the self-help efforts of
developing .countries;  (d) promote
the participation of women's status;
and (e) utilize and encourage
regional cooperation by developing
countries..

7. Recipient Country
Contribution (FAA  Secs. 110,
124(d)): Will the recipient country

provide at least 25 percent of the -

costs of the program, project, or
activity with respect to which the
assistance is to be furnished (or is
the latter cost-sharing requirement
being waived for a "relatively least
developed" country)?

a health regulatory

and policy role.
The project will
provide capacity-

building opportuni-
ties ° Zfor both
public and private
sectors in health.

Yes.

Yes.



8. Benefit to Poor Majority Yes, the ultimate

(FAA sec. 128(b)): 1If the activity beneficiary are the
attempts to increase the more than 60% Fili-
intitutional capabilities of private pinos who have no
organizations or the government of ° access to health
the country, or if it attempts to care financing.

stinmulate scientiftic and
technoloyical research, has it been
designed and will it be monitored to
ensure that the ultimate
beneficiaries are the poor maj ority?

9. Abortions (FAA Sec.
104(f); FY 1991 Appropriations Act,
Title II, under heading "Population,
DA," and Sec. 535):

) a. Are any of the funds No.
to be used for the performance of
abortions as a method of family
planning or to motivate or coerce

. -~ any person to practice abortions?

_ b. Are any of the funds No.
to be used to pay for the ’
performance of involuntary

sterilization as a method of family
planning or to coerce or provide any
financial incentive to any person to
underago sterilizations?

S c. Are any of the funds No.
to -be made available to any
organization or .program which, as
determined by the President,
supports of participates in . the
management of a program of coercive

abortion or involuntary
sterilization?
d. Will funds ke made No.

available only t» voluntary family
pPlanning projects which  offer,
either directly or through referral
to, or information about access to,
a broad range of family planning
methods and services?



e. In awarding grants
for natural family planning, will
any applicant be discriminated
against because of such applicant's
religious or conscientious
commitment to offer only natural
family planning? -

) 8 Are any of the funds
to be used to pay for any biomedical
research which relates, in whole or
in part, to ‘methods of, or the
performance of, - abortions or
involuntary sterilization as a means
of family planning?

: g. Are any of the funds
to be made available to any
organization - if the President
certifies that the use of these
funds by such organization would
violate any of the above provisious
related to abortions and involuntary
sterilization?

. 10. Contract Awards (FAA Sec.
601{e)): Will the project utilize
competitive selection procedures for
the awarding of contracts, except
where applicable procurement "rules
allow otherwise?

"11. Lisadvantaged Enterprises
(FY 1991 Appropriations Act Sec.
567): What portion of the funds
will be available only for
activities c¢f economically and
socially disaivantaged enterprises,
historically black colleges and
universities, colleges and
universities having a student body
in which more than 40 percent of the
students are Hispanic Americans, and

private and voluntary organization. -

which are controlled by individuals
who are black Americans, Hispanic
Avericans, or Native Americans, or
who are economically or socially
disadvantaged ¢{including women)?

No

No.

No.

Yes.

The project
consider a

consortium of
companies
provide for a
aside for

‘_contracts with

firms.

may

large
contract: with

a
U.S.
and
set-
sub-
g(a)



12. Biological Diversity (FAA

Sec. 119(g): .Will the assistance:
(a) support training and education
efforts which ‘improve the capacity
of recipient countries to prevent
loss of biological diversity; (b)
' be provided under a long-term
condition in which the recipient
country agrees.to protect ecosystems
or other wildlife
habitats; (c)support efforts to

identify and survey ecosystems in-

recipient countries worthy - of
protection; or (d) by any direct or
indirect means significantly degrade
national parks or similar protected
rareas or introduce exotic plants or
animals into such areas?

13. Tropical Forests (FAA Sec.
" 118; FY 1991 Appropriations Act Sec.
‘533(c)—-(e) & (g)):

a. A.I.D. Regulation 16:
Does the assistance comply with the
environmental procedures set forth
in A.I.D. Regulation 16?

b. Conservation: Does
the assistance place a high priority

on conservation -and sustainable .

management of tropical forests?

Specifically, does the assictance, -

to the fullest extent feasible: (1)
stress the .importance of conserving
and sustainably managing forest
.resources; (2) support activities
which offer employment and income
alternatives to those who otherwise
would cause destruction and loss of
forests, and help countries identify
and implement alternatives to
colonizing forested areas; (3)
support training programs,
educational efforts, and the
establishment or strengthening of
institutions to improve forest
management; (4) help end
destructive slash-and-burn

agriculture by supporting stable and -

productive farming practices;

N/A

No.

No.
No.
No.
No.



(5) help conserve forests which have

not yet been degraded by helping to
increase production on lands already
cleared or degraded; (6) conserve
forested watersheds and rehabilitate
those which have been deforested;
(7) support training, research, and
other actions ‘which 1lead to
sustainable and more environmentally
sound practices for timber
harvesting, removal, and processing;
(8) support 'research -to' expand
knowledge of tropical forests and
identify alternatives which will
prevent forest destruction, loss, or
degradation; S (9) conserve
biological diversity in forest areas
by supporting efforst to identify,
establish, and maintain a
representative network of protected
tropical - forest ecosystems on a
worldwide basis; by making the
establishment of protected areas a
condition of support for activities
involving forest <clearance or
degradation; and by helping %o
identify tropical -forest ecosystems
and species .in .need. of. protection
and establish and maintain
appropriate protected areas; (10)
seek to increase the awareness of
U.S. Government agencies and other

donors of the immediate-and long-

term value of tropical forests;
(11) utilize the resources. and
abilities of all relevant U.S.
government agencies; ‘(12) be based
uponi careful analysis of the
alternatives available to achieve
the best sustainable use of the
land; and (13) take full account of
the environmental impacts of the
proposed activities on biological
diversity? .

c.  Forest degradation:
Will assistance be used for: (1)
the procurement or use of logging
equipment, unless an environmental
assessment indicates that all timber
harvesting operations involved will
be conducted in an environmentally
sound manner ‘and that the proposed

N/A



activity will produce positive
economic benefits and sustainable
forest management systems; (2)
actions which will significantly
degrade national parks or similar
protected areas vwhich - contain
tropical forests, or introduce
exotic plans or animals into such
areas; (3) activities which would
result in the conversion of forest
lands to the rearing of livestock;
(4) the construction, upgrading, or
maintenance of roads (including
temporary haul roads for logging or
other extractive industries) which
pass through relatively undergraded
forest lands; (5)- the colonization
of forest lands; .or (6) the
construction of dams or other water
control structures which flood
relatively undergraded forest lands,

.. unless .with: respect to each such -

activity an environmental assessment
indicates that the activity will
contribute : significantly and
directly to improving the livelihood
of the rural poor and:  will be

conducted in an. environmentally .
sound manner - which -'- supports-

sustainable development? -

- d. Sustainable forestry::.
If assistance relates -to ‘tropical-

- forests, will project assist
countries in developing a systematic

analysis of the .appropriate use of.
their total tropical forest .

resources, with the goal of
developing a national program for
sustainable forestry?

e. Environmental impact
statements: Will funds be made

available in accordance - - with -

provisions of FAA Section 117(c) and
applicable A.I.D. requlations
requiring an environmental impact
statement for activities
significantly affecting the
environmenit?

:.N/A

N/A



14. Enaergy (FY 1991
Appropriations Act Sec. 533(c)): If
assistance relates to energy, will
such assistance focus on: (a) end-
use energy efficiency, least-cost
energy planning, and renewable
energy resources, &nd (b) the key
countries where assistance would
have the greatest impact on reducing
emissions from greenhouse gases?

15. Sub-Saharan Africa
Assistance (FY 1991 Appropriations
Act Sec. 562, adding a new FAA
chapter 10 (FAA Sec. 496)): - If
assistance will come from the Sub-
Saharan Africa DA account, it isg:
(2) to be used to help the Ppoor
majority in Sub-Saharan Africa
through - a process of long-term
development and economic growth that
is equitable, participatory,
environmentally sustainable, and
self-reliant; (b) to be used to
promote sustained economic growth,
encourage private sector
development, promote individual
initiatives, and help to reduce the
role of central governemnts in areas
more appropriate for the private
sector; (c) - being provided in
accordance with the policies
contained in FAA section 102; (d) -
being provided in close consultation
with African, United states' and
other PVOs that have demonstrated
effectiveness in the promotion of
local grassroots activities on
behalf of long-terin development in
Sub-Saharan Africa; (e) being used
to promote reform of sectoral
economic policies, to support the
critical sector ©priorities of
agricultural production and natural-
resources, health, voluntary family
planning services, education, and
income generating opportunities, to
bring about appropriate sectoral
restructuring of the Sub-Saharan
African economies, to support reform
in public administration and

N/A

N/A

,\"7\



finances and to establish a
favorable environment for individual
enterprise and self-sustaining
development, and to take into
" account, in assisted policy reforms,
the need to ' protect vulnerable
groups; (f) being used to increase
agricultural production in ways that
protect and restore the natural
resource base, especially food
production, to maintain and improve
basis transportation and
communication networks,.tv maintain
and restore the renewable natural
resource base in ways that increase
agricultural production, to improve
health conditions with  special
emphasis on meeting the health needs
of mothers and children, including
the establishment of self-sustaining
primary ‘health care systems that
.-give priority to preventive care, to
provide increased access to
voluntary family planning services,

to improve basic 1literacy eand
mathematics especially to those

outside the formal educational
system and to improve - primary
education, and to develop income-
generating opportunities - for the

unemployed and underemployed in-

urban and rural areas?

16. Debt-for-Nature .Exchange
(FAA Sec. 463): 1If project will
finance a debt-for-nature exchange,
describe how the exchange will
support protection of: (a) the
world's oceans and atmosphere, (b)
animal and plant species, and (c)
parks and reserves; or describe how
the exchange will promote: (d)
natural resource management, (e)
local conservation programs, - (f)
conservation training programs, (9g)
public commitment to conservation,
(h) land and ecosystem management,
and (i) regenerative approaches in
farming, forestry, fishing, and
watershed management.

N/A



. 17. Deobligation/Reobligation
(FY 1991 Appropriations Act sac.
515): If deob/reob authority is
sought to be exercised in the
provision of DA assistance, are the

funds being obligated for the same.

general purpose, and for countries
within the same region as originally
obligated, and have the House and
Senate Appropriations Committees
been properly notified? ‘

18. Loans

a. Repayment capacity
(FAA Sec. 122(b)): Information and
conclusion on capacity of ‘the
country to repay the loan at a
reasonable rate of interest.

b. Long-range plans (FAA
Sec. 122(b)): Does the activity
give reasonable promise of assisting
long-range plans and programs
designed to develop econonic
resources and increase productive
capacities? - :

c. Interest rate (FAA
Sec. 122(b)): If development loan

is repayable in dollars, is interest .

rate at least 2 percent per annum
during 'a grace period which is not
to exceed ten years, and at least 3
percent per annum thereafter?

’ d. Exports to United
8tates (FAA Sec. 620(d)): It
assistance is for any productive
enterprise which will compete with
U.S. enterprises, 1is there an
agreement by the recipient country
to prevent export to the U.S. of
. more than 20 percent of the

enterprise's annual production
during the life of the loan, or has
the requirement to enter into such
an agreement been waived by the

President because of a national .

security interest?

Not applicable at
this time. However,
should the need
arise, the House and
Senate Appropria-
tions. Committees
will ©be properly
notified.

N/A

No.

N/A

N/A

g



19. Development Objactives
(FAA = Secs. 102(a), 111, 113,
281(a)): Extent to which activity
will: (1) effectively involve the
poor in development, by expanding
access. to economy at local. level,
increasing ' labor-intensive
production and the use of
appropriate technology, spreading
investment out from cities to small
towns and rural areas, and insuring

wide participation of the poor in

the benefits of development on a

sustained basis, using the
appropriate U.S. institutions; (2)
help develop cooperatives,

especially by technical assistance,
to assist rural and urban poor to
help themselves toward better life,
and otherwise encourage democratic
private and 1local governmental
institutions; (3) support the self-
help - efforts of developiig
countries; (4) promote the
participation .of women in. .the
national economies of developing

countries and the improvement of-

women's status; and (5) utilize and

encourage °regional cooperation by~

developing countries?.

20. Agriculture, .- Rural.

Development and Nutrition, ana
Agricultural Research (FAA Secs. 103
and 1032):

a. Rural poor and small

If assistance is being
made available for agriculture,
rural development or nutrition,
describe extend to which activity is
specifically designed to increase
productivity and income of rural
poor; or if assistance is being made
available for agricultural research,
has account been taken of the needs
of small farmers, and extensive use
of field testing to adapt basic
research to local conditions shall
be made.

farmers:

1) The project seeks
to improve efficien-
cy and expand cover-
age of the national
health care
financing program
and will benefit a
significant propor-
tion of the poor
population with no
health care
insuzance coverage.

2) Demonstration
projects include
alternative
financing schemes

'such as community

health financing run
by cooperatives.

3) N/A

- 4) Women will be

major beneficiaries
of- the-project.

-5) - N/A

N/A
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b. Nutriticn: Describe
extent to which assistance is used
in coordination with efforts carried
out under FAA  Secction 104
(Population -and Health) to help
improve hutrition of the people of
developing countries through
encouragement of increased
production of crops with greater
nutritional wvalue; improvement of

planning, research, and education
with respect to nutrit.ion,
particularly with reference to

improvement and expanded use of
indigenously produced foodstuffs;
and the undertaking of pilot or
demonstration programs explicitly
addressing _the problen of
malnutrition of poor and vulnerable
people.

c. Fooa security:
“Pescribe extent to which activity
increases national food secr.ity by
improving food policies and
management and by strengthening
national food reserves, with
particular concern for the needs of
the poor, through measures
encouraging donmestic preduction,
building national ' food reserves,
expanding ..available storage
facilities, reducing post harvest
food 1losses, and improving food
distribution.

21. ©Population and Health (FAA
Secs. 104 (b) and (c)): It
assistance is being made available
for population or health activities,
describe extent to which activity
emphasizes low-cost, integrated
delivery systens for health,
nutrition and family planning for
the poorest people, with particular
attention to the needs of mothers
and young children, using
paramedical and auxiliary medical
personnel, clinics and hezlth posts,
conmercial distribution systems, and
other modes of community outreach.

efficiency
coverage of national

N/A

N/A

The project will
s u p p o r ¢t
demonstration
projects for
alternative low cost
health financing
schemes to increase

health care
financing precgrams.



22. Education and Hunau
Resources Development (FAA Sec.
105): If assistance is being made
available for education, public
administration, or human resource
develcpment, describe (a) extent to
which activity strengthens nonformal
education, .makes formal education
more relevant, especially for rural
families and ‘urban poor, and
strengthens management capability of
institutions .enabling .the . poor.to

participate in development; and .(b)..

extent to which assistance provides
advanced education and training of
people of developing countries in
such disciplines as are required for
planning and implementation of
public "and private development
activities. :

23. . Energy, Privats ¥olmntary
Organizations, and Bclected
Development Activities (FAA Sec.-
106): If assistance is being. made
available for energy, private
voluntary organizations, and
selected development - problems,
gescribe extent to which activity

s: '

T - concerned with data
collection and analysis,. the
training of skilled . personnel,
reseearch on and development of
suitable energy sources, and pilot
projects to .test new methods of
energy production; and facilitative
of research on and development and
use of small-scale, decentralized,
renewable energy sources for rural
areas, emphasizing development of
enerqgy resources which are
environmentally acceptable - - - and
require minimum capital investment;

b. concerned with
technical cooperation and
development, especially with U.S.
private and voluntary, or regional
and international development,
organizations;

N/A

K/A



. research into, and
evaluation of, economic development
processes and techniques; .

d. reconstruction after
natural or manmade disaster and
programs of disaster preparedness;

C e, for special
development problems, and to enable
proper utilization of infrastructure
and related projects funded with
earlier U.S. assistance;

. L. for urban
development, especially small,labcr-
intensive enterprises, -marketing
systems for small producers, and
financial or other institutions to
help wurban poor participate in
economic and social development.

"24. "Bahel Development (FAA
Secs. 120-21): If assistance is
being made available ‘for the

Sahelian region, describe: (a)
extent to which there is
international coordination in

planning and implementation;
participation and support by African
countries and organizations in

determining development priorities;.

and a iong-term, multidonor
development plan which .calls for
equitable burden-sharing with other

donors; (b) whether a determination °

has been made that the host
government has an adequate systenm
for accounting for and controlling
receipt and expenditure of project
funds (dollars or local currency
generated therefrom).

N/A



CRITERIA APPLICABLE TO ECONOMIC
SUPPORT FUNDS ONLY

1. Economic and Political
Stability (FAA Sec. 531(aj):
Will this assistance promote
economic and political stability?

To the maximum extent feasible, is-

this assistance consistent with the

policy directions, purposes, and

programs of Part I of the FAA?

2. Military Purposes - (FAA
Sec. 531(e)): Will this assistance
be used for military or paramilitary
purposes?

3. Commodity Grants/Separate
Accounts (FAA Sec. 609): It
commodities are to be granted so
that sale proceeds will accrue to

the recipient country, have Special
‘Account (courterpart) arrangements

been made?

4. Generation and Use of
Local Currencies (FAA Sec:.531(d)):
Will ESF funds made available for
commodity import programs or other
pProgram assistance be wused to
generate local currencies? If so,
will at least 50 percent of such
local currencies be available to
support activities consistent with
the objectives of FAA sections 1903
through 106?

5, Cash Transfer Requirements
(FY 1991 Appropriations Act, Title
II, under heading "Economic Support
Fund,"” and Sec. 575(b)). It
assistance is in the form of cash
transfer:

a. Separate account:
Are all such cash payments to be
maintained by the country in a
separate account and not to be
commingled with any other funds?

Yes

No

N/A

N/A

N/A

4



b. Local currencies:
Will all local currencies that may
be generated with funds provided as
a cash transfer to such a country
also be deposited in a special
account, and has A.I.D. entered into
an agreement wi’h that government
setting forth the amount of the
local currencies. to be generated,
the terms and conditions under which
they are to be used, and the
responsibilities of A.I.D. and that
government to monitor and account
for deposits and disbursements?

: c. U.S8. Government use
of local currencies: Will all such
local currencies also be used in
accordance with FAA Secction .609,.
which requires such local currencies
to be made available to the U.S.
‘government as the U.S. determines
necessary for the requlrements of
the U.S. "Government, and which
requires the remainder to be used
for programs agreed to by the U.S.
Government to carry out the purposes
for which new funds authorized.by .
the FAA would themselves be
available?

, d. . Jongressional notice:
Has Congress received prior
- notification providing in detail how
the funds will be used, including
the U.S. interests that will be
served by the assistance, and, as
appropriate, the economic policy
reforms that will be promoted by the
cash transfer assistance?

..



ANNEX F

CERTIFICATION PURSUANT TO THE UTILIZATION OF
GRAY AMENDMENT ORGANIZATIONS

I, Malcolm Butler, Jirector of Agency for International
Development in the Philippines, having taken into account the
potential involvement of small and/or economically and socially
disadvantaged enterprises, do hereby certify that in my judgment the
technical assistance required under this program can hest be
procured through open competition. However, all other factors being
equal, preference will be given to firms that submit joint proposals
with Gray Amendment-satisfying organizations are anticipated. My
judgment is based on the recommendations of the Project and Mission

Review Committees. .

Malcolm Butler
Director

SEP 13 1991
Date




Annex G

ope of Work r P
(Health Care Financing Consultant)

A. Background

USAID and the Department of Health (DOH) are due -to sign a bilateral
proJect on Health Finance Development (HFD) in August 1991. The purpose of
the HFD Project 1s to assist the DOH formulate a National .Health Financing
Policy which generates equitable access to efficient health services of
acceptable quality delivered by private and public providers. The Project

vil1l have three {interrelated components. Component 1 will develon capacity-

within DOH for  transparent, - private/public-sector interactive, and
research-based policy formulation -process.. Component 2 will seek to improve
efficiency and expanded coverage of the national health care financing
program. Component 3 will seek to improve the efficiency and effectiveness of
hospital-based care provided through public and private hospitals.

Technical and .administrative oversight for the Project will be provided by
a team of long-term resident advisors and a personal services contractor (PSC)
in the field of health care financing (HCF). .Due to the long lead time
involved in contracting for the long-term resident advisors, the HFD project
committee has determined that a PSC must be hired as scon as possible so that
project momentum {is -not stalled.  This scope of work provides the position
description and basic iunctions of the PSC in health care financing, reporting
arrangements, duration of services, and logistical support to be provided.

B. Position Description ané Basic Functions

The HCF Consultant will initially be based at the existing Project
Coordinating Unit (PCU) of .the DOH. He will be based.at the Health Policy
uUnit (HPU) of the DOH as soon as the DOH creates this unit as part of the HFD
Project. )

The HCF Consultant will have major responsibili.y for providing technical
guidance to DOH, the Philippine Medical Care Commission (PMCC), and private
agencies fn the implementation of the HFD Project. ‘The Job entails providing
professional, technical, and advisory services -in the {identification, design,
development, analysis, implementation, monftoring, and evaluation of HFD
. Project-funded activities. o T

The basic functions of the HCF Consultant are:
1. To assist the DOH 1in:

coordinating the tasks of the long-term resident advisors to be
hired under the HFD Project; - ‘

N3


http:based.at

*  alternative hospital financing and delivery systems including
but not 1limited to privatization of hospital - operations,
management  contracts, corporatization/chain . operation of
hospitals, and user fée generation and retention; and

. policy process and pol(cy‘Instruments required 1n HCF reform.

3. To act as resource person and participate in workshops, seminars,
meetings related to the ‘HFD Project. .

4. To perform other assigned duties related to the HFD Project.

C. R £1 1 I st
The HCF Conshlfant 4111 béf under the direct supervision of the
Undersecretary and Chlef of Staff, Department of Health.

The DOH will provide the HCFt Consultant with office space, supplies,
secretarial/clerical services, and oOther logistical support required to carry
out .his/her functions and tasks. , , -

A1l other logistical support will be provided for as specified in the

_"General Provisions of Contract-with a U.S. Citizen or a U.S. Resident Alien
‘for Personal Services Abroad". ° '

AV
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INIIIﬁ! ENV[RQ[:H[NIM EX“E'HEIIQH
(A) PROJECT COUNTRY: Philippines
(B) ACTIVITY: Health Finance Davelopment’Project (492-0446)
(C)" A.I.D. FUNDING: $20 MILLION®
(D) PERIOD OF FURDING: . FY 1951 — FY 199

. . J y [ .
(E) STATEHENT PREPARED BY: ﬂ'ﬂ/“'\*"w —
) [Fatima S, Verzosr; DRM/OT, USATD/FRI11ppihes

(F) ENVIROWMENTAL ACTION RECOWENDED: ‘Categorfcel Excluston under

A.I.D, Regulation 18, Sectfon
216.2(cyf2)(vilt) | .

(6 ERVIRONMENTAL OFFICER CLEARANCE;-

(R) DECISIOH OF USATO/PKILIFP] "s/:,tz.sgoa
‘. APPROVED: M—M’" 1

" DISAPPROVED:
DATE: 122‘//224;/59’6' '

(1) ‘DECISION OF ANE: ENVIRONHZUTAL OFFICER
APPROVED: /w@&%_
DISAPPROVED! + ‘m: em oo o ... .

wies S/ 8/ 7

Rdshing, ORA
USAID/Fhi1ioninex

b,

The purpose of the project is to Ineriase resource mobi1ization,
efficlency and quality of health services by Improviag the processes 2nd
{nstitutions for formu1atlng and Impleneating ﬁalic chznges §n tha health
soctor.  Tha project will ¢ nance.ctudias; tec

Wnited commodities..  Studies will $ncluds health Yindncing demchstration -

t:ﬂemas en’ & pilot basis and the fornulation of & Sealth Sectér Policy
Framewark nd 3:Heelth Sector Ressirch Agenda, . o

A :ltegoricai‘nxclusion from A.I.D.'s Taitial Environmental ExamSnation,
Environmental Assessment and Environmental Impact Suamary requirements is
proposed, This propasal §2 in zccordance with A.1.0. Regulation 15, Section
215.2(¢)(2)(vi14), which provides for such, an exclusicn for "programs
qvolving nutritfon, health cere or pepulation and Tamily planning serviees, .
except fo the extent desfgaed to fn¢lude activities directly affecting the
enqvironmint ¢ such s constructiod of facilities, water supply systems, waste

water trectment, etc.) % Tha propostd project will aot Include ackivities of,
tAis nature. '

nica) assistance, training and |
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TECHENICAL ANALYSIS

Extensive analytical work has been conducted over the past few years to
define the problems of health care financing in the Philippines and identify
technically appropriate methods of addressing them. Many of these efforts.-
were funded by USAID through e erts' trips, background studies, and seminars
and workshops. Some were spon.ored by the Horld Bank, the International
Health Policy Program, GTZ, ADB, and other donors. The rest em°nated from DOH
policymakers. Annex J provides a 1ist of basic references used in the
preparation of this Project. :

The "technologies to be promoted by the Project can be classified into two
‘major groups: one dealing with demand financing, the other with improving
‘provider efficiency and effectiveness. Section 1 of this technical analysis
presents critical issues in the choice of financing technology and Project
approaches to address them. Similarly, section 2 presents critical issues in
the cholce of organizational technology and Project approaches to address them.

1. Remand Financing

a. Financing Strategy - The Project seeks to promote
.prepayment through * third-party payment systems such as health fnsurance,
managed care, community financing schemes, employer-provided benefits, and
tieups to mandated health funds. The underlying technical premise is to shift
the type of health spending from predominantly out-of-pocket (fee-for-service)
expenditures to third-party payments. The theoretical and empirical
literature indicates that due to the unpredictability of sickness, the.
substantial financlal risks associated with sickness, and high incidence of
medical indigency, fee-for-service arrangement 1{s fnequitable and
unsustainable.

Prepayment through health finsurance and managed care arrangements, on the-
other hand, pools risks and thereby reduces the possibility of large financial
loss for each individual arising from catastrophic 11lness. The risk pool
also makes cross-subsidizatior between upper and lower-income groups possible,
thus improving equity in the health system. Managed care systems extend the
concept of risk-pooling further: by combining the financing and delivery of
health care through capitation, HMOs place providers at risk, thereby
establishing a bullt-in efficlency mechanism in health service delivery.

The government health system funded through taxation presents another
financing alternative. Perennial government budget deficits and the generally
regressive tax structure 1in the Philippines, however, make completely
tax-funded care an unattractive option. National health service systems, as
in the Unfted Kingdom, ultimately lead to medical rationing, which is contrary
to the avowed purpose of widening access to health care. The sustainability
and equity of the government health dilivery system can be improved by
increasing third-party payments, with the government paying for the services
rendered to the medically indigent. :

] \U\LA



Although third-party payment s superior 'to fee-for—service from the
viewpoint of equity and sustainability (and in the case of HMOs, possibly
effictency), 1t is criticized for its tendency to fncrease costs on account of
two major factors: First, third-party payment 1involves more complex
administration and regulation. Second, the breaking up of the financial nexus
between patient and doctor engenders ..problems not encountered tn a
fee-for-service system.

Fee-for-service is administratively simple-as tt involves only the patient
and the doctor.. In addition to these two parties, third-party payment
fnvolves a collection entity, a financial regulator, and fn the case of HMOs,
a service regulator. The administrative and regulatory costs of a third-party
payment system can be substantial. Empirical evidence, however, shows that
once a third-party payment system achieves optimum scale, the administrative
costs begin to detltne. What has not been adequately studied is the impact of
regulation on health care costs. It appears from the American experience that
heavy regulation ‘engenders cost inflation. S

Health 1insurance drives a wedge between  the patient and the provider.
Shifting the direct burden of payment from the patient to an intermediate
‘agent” brings about moral hazard:. If a patient knows that someone else is
paying the bi11, he has no reason not to demand as much health care as he can
get. Providers, "in turn, will not have any incentive to control costs. The
result, as with other goods that have an effective price of zero, f{s

all-but-infinite demand for health care, a phenomenon known as moral hazard.

In the case ‘of voluntary private insurance, another major criticism is
adverse selection: The sick is more likely %o buy health finsurance than the
‘healthy. Simtlarly, an insurance company has strong incentive to avoid anyone
1ikely to have large health-service demand. In the extreme, tt might rule out
pre-existing health conditions, or set the premiums for those with
pre-existing conditions so high that they are unable to afford coverage. In
this case, the private ftnsurance companies. merely -cream off the healthy
population. . i

Cost infiation and adverse selection are ‘critical 1issues that health
policymakers have to contend with once a country embarks on the promotion of
(private) health iInsurance. - While these factors reduce the attractiveness of

the health insurance option, a number of developing countries -- Taiwan, South

Korea, Malaysia, Indonesia, to name a few —- prefer the health-insurance or
managed-care route in the development of their health care systems. No
developing country reforming 1ts hedlth-care system has opted for the
perpetuation of fee-for-service arrangement, or the expansion of a tax-funded
natfonal health service. It appears from these countries' preference that the
benefits of a third-party payment system, such as 1ts ability to ".generate
resources, pool risks, and expand health-care access, far outweigh the costs,
mainly in terms of medical inflation.

b. I ' S -~ Hhat remains to be

analyzed are the policy and management tools that the Project will employ to
derive the benefits of a third-party payment system and mitigate its adverse
impact on costs.

W



(1) Cost-Containment

The ProJeEt addresses the 1ssue of cost inflation through regulation
of physiclian reimbursement, utilization control, and possible
establishment of a monopsonistic mechanism in the health market via
Medicare.

Medicare already uses a relative value scale (RVS) to reimburse
providers. The RVS provides an index of the relative complexity of .
each medical procedure and prescribes corresponding physician payment
for each procedure performed on a patient. The Project will update
this RVS to reflect current medical practices and real efficlency
costs of delivering hospital services and to expand the RVS to
fnclude services not currently covered under Medicare reimbursement.

The Project will also promote the development of prospective
reimbursement scheme such as diagnosis-related groups (DRG). Under
this scheme, payments are based not on the costs incurred but on
fixed prices per case, such prices updated regularly on the basis of
cost surveys. The DRG system gives incentives for reduced lengths of
stay and prudent use of laboratory tests. .

Utilizatlion control s another mechanism to be demonstrated by the
Project as a cost-containment measure. This can be operationalized
through the HMO setting, through 1imits on the frequency of
consultations, certification requirement prior to admissfon, or peer
review. .

To countervall the monopolistic structure of professional medicine
that appears to drive up medical costs, tt is also possible to create
a monopsonistic system under which tiedicare becomes a single-buyer
bargaining with provider socleties/assoctations on behalf of
consumers. This system works well in some countries and should be
studied for its applicability in the Philippines.

(2) Scale

To succeed, fnsurance and managed-care arrangements need large
“numbers .of enrollees. To achieve a viable size of operation, the -
Project will promote tleups between the Medicare Fund and private
HMOs and insurance firms. It will also sponsor generic marketing of
risk-sharing concepts in order to stimulate enroliment {into the
health insurance and HMO industry.

(3) Risk Reduction via Relnsurance

A major constraint in the expansion of third-party payment to the
informal sector is the large degree of uncertainty faced by HMOs and
Insurors on this group. The Project will study the possibility of
establishing retnsurance mechanisms through the Medicare Fund.



2. Servi o

a. Organizational Strategy - Many of the problems

In the Philippine health sector arise from a poorly functioning health-care
market. Private providers co-exist with the government delivery system but
their roles have. never been defined. The government is mandated to cater to
the medically indigent but public hospitals frequently provide services even
to those who can afford to pay. On the other hand, private hospitals often
find themselves 'saddled with poor patients for whom government hospitals
should provide services. This overlapping of roles and functions engenders
wastage, 1nhibits resource generation, and often prevents the government from
targetting publicly financed services to those most in need.

Free care policies have also distorted demand and utilization of health
services without necessarily solving problems of access and fnequity. The
current organizational features of government health factlities -- overly
centralized, 1nability to retain revenues, etc. — do not provide incentives
for efficiency. : :

The central issue that the Project will address is how to fmprove market
mechanisms In order to generate resources and “tmprove the efficlency of
resource use and allocation. To achieve this, the Project will assist in (1)
creating an environment that stimulates investments, and (2) 1imiting the role
of the government finto those activities 1in which it has a comparative
advantage. With scarce resources, the government should concentrate its
services on those with the greatest health impact (i.e., preventive services)
and target the curative services 1t finances to those most {in need.
Incentives must also be provided (or at least disincentives must be removed)
to stimuiate the private sector to pursue national health goals.

b. Technical Approaches - 7o operationaliie the
above strategy, the Project will adopt the following approaches:

(1) Privatization

Privatization can be defined 1n any of the following ways: (1) the
transfer of a function, activity, or organization from the public to

- the private sector; (2) turning over of & government activity or part .
thereof to a nongovernment entity, allowing government to provide
services without necessarily producing them; or (3) arranging with
the private sector to undertake a discrete task or set of tasks for
the the government, e.g., grants to N&Os.

The Project's promotion of privatization as a strategy fs anchored on
the following arguments: a .

a. Financial considerations - The government budget is not l1ikely to
grow, in real per capita terms, over the next few years. There s a
need to encourage private individuals, companies, and groups to
invest in health so that some of the financial burden for health care
Is shifted from the public to the private sector at least for that
segment of the population who can afford to pay.



b. Technical and-efficiency .considerations - Privatization engenders
greater financial and management autonomy, decentralized operations,
and greater flexibility.” As a result of this better fincentive
structure, privatized health facilities produce services more
efficiently and can respond to local situations more quickly.

€. Free care to the indigent can still be achieved with strong
relfance on the private sector, e.g., through voucher or other
reimbursement systems. Based on the experiences of other countries,
If the government finances the health care needs of the indigent but
allows the private sector to deliver care, 1t can spend less and at
the same time improve the quality of care.

The experiences of Singapore, Yemen, Saudi Arabia, and Egypt speak
well of the technical feasibility of undertaking: privatization
programs in the health sector in developing countries. .

(2) gCore Hospital Network

The core hospital network (CHN) 1s a wuseful ‘conceptual and
operational tool devised by the DOH to select faclilities for
institutional upgrading and thereby concentrate on ‘those hospitals
and clinics which pursue DOH's equity and public-health objectives.
Government-hospital construction and Improvement have historically
been based on political considerations. The CHN strategy will
provide rational technical basis for nationwide hospital
development. Through this strategy, government resources can be used
more efficlently and with greater health fimpact. The networking
arrangement inherent in this concept also addresses problems of scale
and referral.

The DOH envisions operating its CHN hospitals as a chain. Hhile
there are no documented developing-country experiences on the chain
operation of government hospitals, the nonprofit chain of Daughters
of Mercy hospitals in the U.S. provides an appealing model. -

(3) User Fee Generation and Retention

.User fees are effective instruments not only for financing government
health services but aiso rationalizing the demand and utilization ®f
such services. First, user fees could cover part of the costs of
providing health care and thus ease part of the government's burden.
Second, they would prevent the problems of coveruse sometimes caused
by -free health care. Third, they play a complementary role in the
development of third-party payment systems. (For finstance, health .
insurance cannot evolve properly until fee schedules inherent ‘in - the
devclopment of user fees have been established.) Fourth, user fees
inspire a sense of self-reliance and empowerment among consumers.
Fifth, user fees finsulate health services from contractions in
government budgets resulting from economic crises. Sixth,
cost-sharing among those who can afford partial payment for services
can improve equity In access through cross-substdization of ' the

poorest.



The government usually resists any form of user charges for fear of
excluding the poor from health care service, or in the belief that
users will not understand the value of the service. In fact, the
imposition of user charges can have a beneficial impact on health
service utilization. For curative inpatient services, 1t prevents
overutilization (e.g., free 1inpatient care  usually. extends
- confinement) and for preventive outpatient services, 1t increases the
percelved value of services and therefore can increase the demand for .
them over alternative free care.

There are critical $ssues related to the imposition of user charges.
Which among the hospital services should be charged? At what rate?
Since user fees have a profound impact on demand, a critical activity
in the Project will be the analysis of income and price elasticities
of different health services. .In general, a prudent design for user
fees 1s to set .such fees relatively low for highly cost-effective
outpatient services particularly those oriented towards children, and
~to set them high for costly inpatient services. 1In this way, the
price system can be used to encourage beneficial services (e.g.,

" "{mmunizations, - prenatal -care, treatment:  of diarrhea, malaria

prophylaxis) and discourage less Important ones (e.g., intensive
care).
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FINANCIAL SUSTAINABILITY OF THE
HEALTH FINANCE DEVELOPMENT PROJECT

capability, as well as gain a greater understanding and
appreciation of its organizing and standard setting functions. The
. experience will be extremely valuable to DOH when it concerns
" itself with other health policy matters.

To sustain the gains and benefits derived from HFDP, DOH must
continue to make available +to the participating units on a

. permanent basis, inputs provided under the HFDP. . Bpecifically,
‘these inputs are:

1. Staff and other support to the coordinating units of the
project, namely:

Health Policy Steering Committee
Health Policy Technical Group

Health Policy Unit

Philippine Medical Care Commission
Office of Hospital Operations

Office of Management Advisory Services.

0000O00O

2. Operations and maintenance costs of the various database

centers set up for the collection, management and
analysis of data on: g

National Health Accounts
Health Policies

Researches on Health Finance
Health Facilities

MIS for the MEDICARE Program’

oO00O0O

3. Technical assistance and support to the various
coordinating units, as identified and/or needed.

4. Training to support the.health policy process and policy
research.

5. Researches involving generic studies to identify and
clarify other policy issues.

6. Seminars and workshops to disseminate results of studies
and drum up support for health policy actions.

/@’
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When translated into monetary terms, the inputs are expected
to approximate B 18.9 million annually, equivalent to 0.20% of the
projected total annual budget of the DOH in 1997. Considering the
magnitude - of the amount needed to sustain the benefits of the

program, it appears that DOH will have no difficulty in including
these itens in its regular annual budget.

APPROACH AND ASSUMPTIONS

The HFDP is considered a "social infrastructure' project and
as such, cannot be subjected to normal financial measures in order
to demonstrate 1liquidity, profitability, and solvency. This
section, therefore, will limit its discussions on the probable
financial sustainability of the project in the post project period

(N.B.- the sustainability of the project during its life is
discussed separately).

The 'a'iaproach utilized to assess “the’ project's financial
sustainability has three stages:

a. Deternmination of needed recurrent costs.

b. Estimation of the magnitude of the recurrent costs.

c. Comparison of estimated recurrent cost with the projected
budget of the DOH on an annual basis.

The basic assumptions in the analysis are as follows:

a. The DOH will utilize the policy formulation process in

) the format and design developed under HFDP.

b. No additional capital investments will be made.

C. The personnel attached, assigned, and hired for the
project will be retained in their positions by the DOH
at . the termination of the project to carry out the

. implementation needs of the project.

d. Implementation of policies formally developed and
formulated under the project will be financed from
separate budgetary apprepriations and/or other sourcing
facilities. -

e. DOH counterpart contributions in the five-year life of
the project will be budgeted for the duration of the
project. )

f. The funding from USAID and the counterpart funds from
DOH will be sufficient to operationalize the health
policy formulation initiative.



DETERMINATION OF NEEDED RECURRENT COSTS

component ) - Policy Formulation

The output from this component is the formation of capacity
for research and data based policy formulation and the
establishment of mechanisms which will allow the active
participation of other sectors in the health policy process. To
do this the project will provide assistance to support the DOH
policy process, develop a multisectoral policy forum, establish a
National Health Accounts (NHA) database, and a Health policy
database. The inputs will be in the form of domestic/foreign

technical assistance, training, research, commodities and local
supports.

In the post project period, the following activities will have
to be continued to keep the policy formulation process at the level
of proficiency attained during the project's life:

1. The database, -for “NHA and Policy. formulation, must be
continuously updatad, reviewed, and expanded. Data
collection methods perhaps will be modified to facilitate
delivery of:timely inforwation. .

2. Since policy ‘framework, research agenda, health policy
financing agenda, policy monitoring and evaluation
process will have been developed, designed, and assisted
by the end of the project, it is foreseen that further
support will be needed only for researches, studies,
denmonstration projects and policy actions for major
issues and actions other than for health finance.

3. Resources will be needed to maintain the Health Policy
Forum, and health policy newsletters.

4. Training in the form of workshops/courses, orientation
visits, fellowships, internships, scholarships and
collaborative arrangements with US institutions need to
be continued.

Component 2 - Health Care Financing Mechanisms

The specific outputs generated from this component are policy
recommendations to effect reforms in the existing MEDICARE program
and to encourage the development of strategic options for health
care financing. These health care finance policy recommendations
will be the major inputs that will be processed under Component 1.

This component clearly defines the reforms desired for
MEDICARE I, PMCC tie-ups, Medicare MIS, and Health Fund Mergers.
However, only ccllection of reliable data for the population groups
not covered by Medicare is specified. Perhaps further.studies/
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researches will be needed to develop plans for providing these
groups with health insurance coverage. The studies will be
accomplished after the project. '

Policy recommendations on strategic options for health care
financing will necessarily involve the private sector which will
include Health Maintenance Organizations, insurancz companies,
employers, and community organizations. The strategic options will
entail _ incentives, organizing activities and regulatory
responsibilities. Operational support will be rejuired.

Implementation of policies on health care financing mechanisms
is 1likely to be carried out by existing institutions and/or
institutions which will be created for the purpose. In this case,
financing requirements will be sourced independently by these
units. However, the project will havea to continue providing the
training, researches and demonstration requirements.

Component 3- - Hospital Financing Reforms

Component 3 will effect sectoral and institutional reforms
through interventions designed to improve efficiency and
effectiveness of health care provided through public and private
hospitals. These activities include diagnostic studies: in
management/ownership of public hospitals, private hospitals system
reforms, and management of a public hospital care system. They
also include analyses of operations of public and private hospitals
covering organization, management, finance, support, and clinical
services systenms. To provide reliable information to the
diagnostic studies, a health facilities database will be set-up.

Given the long-term nature of these reforms, it is clear that
certain activities under the component should not cease - upon
termination of the project: - .

1; The operation and maintenance of the health facility data

base to ensure availability of detailed and up-to-date
information. o : '

2. Training activities to strengthen.manpower capacities in
hospital management and administration, design and
management of a health facilities database, and analysis. .
and interpretation of data output.- '

3. Regular training programs .in' hospital MIS, quality
assurance, budgeting, accounting, pricing and other
operational aspects of the hospital business.

4. Researches for. the diagnostic evaluation of other
public/private hospital management concerns.

Ng



COST ESTIMATES

The annual recurrent cost of the program in the post project
period is estimated to be equivalent to the local cost component
of the program assistance in the fifth year of the project, net of
expenditures for demonstrations and commodities. It is assumed
that the level of activity in 1996 is the minimum level ‘at which
the project can be maintained operatlonal. Thus, the estimated
annual cost of continuing the project in the post project period
is approximately US$ 700,000 or about B 18.9 million (B 27 =
$ 1.00). Details are shown in Table 1i.

Table 1
Estimated Annual Costs
To Sustain HFDP in the Post Project Period

(In $ 000)
Iten - _Amount
Training Assistance '$ 452
Research 146
Monitoring, Audit, and Evaluation _ 12 -
Total S _696_ Rounded to

Us$700
FUNDING

The cost of maintaining the project in the post project period
will be shouldered by the DOH. The projected DOH annual budget,
assuming a 5% increase per year, is B 9.2 billion in 1997. The
cost when viewed as a percentage of the annual budget, is only
0.2%. Thus, it will appear that the DOH can effect without
difficulty the inclusion of these items in its regular annual
budget after the completion of HFDP in 1996.

SUSTAINABILITY

From the foregoing, it will appear that on a financizl basis,

the DOH will be able to sustain the project in the post project
period.

However, the viability of the HFDP is not only contlngent on
its financial sustainability, but also on the DOH's resolve to
adopt and implement a ratiorial and integrated health care finance
policy. The DOH's commitment will manifest itself in its ability
to create an atmosphere conducive to the acceptance of policies of
radical reforms and institutional restructuring which may be
perceived as infringements on the mandates of the participating
institutions. It will also involve DOH's strict adherence to cost
containment znd efficiency enhancement incentives.

a



Specific instances wherein the DOH can demonstrate its
comnitment are as follows:

1.

Securing ‘Department of Finance's agreement to grant
‘income and business tax ‘incentives:(including exemptions
from import levies) to private sector investments in the
health care financing program.

Encouraging employers to provide for the health care
needs of their employees.

Unifying.'the government mandated funds to promote
efficiency. ' :

Mandating and coordinating regulatory measures.

'Generating 1legislative and executive support where

necessary.

Decisiveness in selecting and implementing demonstrated
workable alternatives.

Securing'thé right to retain revenues generated :rom'

increased user fees in government hospitals.

Imposing. cost-effective and - efficiency-inducing
management systems in public hospitals.

Stimulating the development of health maintenance
organizations and re-insurance schemnes.
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ECONOMIC ANALYSIS

A. INTRODUCTION .

The aim of the Health Financing Development (HFD) project is
to assist the Department of Health (DOH) in the formulation of a
national health financing policy which generates equitable access
to efficient health services of acceptable quality delivered by
private and public providers. .

' The three interrelated HFD project components are:

1) Policy Formulation: The development of a capacity within
DOH for research-based policy formulation, and the
establishment of mechanisms which allow private sector
access to the health policy process; .

2) Health Care Financing Mechanisms: The improvement of the
efficiency and expansion of the coverage of Medicare, and
the expansion ©f the coverage from other risk-sharing
options; and

5) Hospital Financing Reforms: The improvement of the
efficiency and effectiveness of  health care provided
through public and private hospitals.

Expected economic benefits from the project would.come in the
form of economic growth as a result of improved health status from
an increase in publicly provided preventive health care and from an
expansion of the private health sector. - This analysis will
demonstrate the project’s economic merits through: 1) a qualita-

tive cost-effectiveness analysis; 2) a guantification of the-

minimum economic benefits required to cover project costs; 3) a
quantification of the reduction in expenditures for family health
care; and 4) a quantification of the gross value added from
expansion of the private health sector.

B.’ ECONOMIC RATIONALE
1. Economic Lenefits

The economic benefits of the HFD Project would arise from
increased allocative and operational efficiency in the use of
scarce resources for health care. Improved policy formulation,
expanded use of risk-sharing mechanisms, operational efficiency
gains .in public hospitals, and public hospital institutional reform
(including divestiture) would help to relieve the pressure on
Scarce DOH resources for the provision of public health care.



The financial cost savings from efficiency gains and hospital
divestiture do not constitute direct economic benefits to the
society. The proceeds from these reforms, however , would enable
‘the DOH to expand preventive health care services for which the
benefits to society as a whole are high, and which add to. the
overall productive capacity of the economy through gains in ydrker
‘productivity and the return to education. Economic growth is
obtained from these efficiency gains, and from the expansion of the
overall health care sector through increased involvement of. the
private sector.

a. Allocative Efficiency Gains in the Health Care Market

There are well-defined economic conditions of market failure
that justify government intervention to improve the efficiency of
the market for health care. The cases of market failure that.are
most applicable to the health care market in the Philippines -are:’

1) the "public good" nature of certain health care goods and
services that 1lead to positive externalities that
* Justifies government provision;

2) an inadequate market for health care insurance that
Justifies the establishment and expansion of risk-sharing
schemes; and :

3) incomplete information for private producers and consum-
ers of health care that justifies information gathering
and dissemination.

. The HFD .project .addresses each .of .these types of market
v failure, and would lead to a more efficient health sector in the.
. Philippines. Specifically, the HFD projuct would: :

& . i A T,
1) shift the rcle of the DOH more toward the provision of
health care goods and services that have a large public
benefit;

2) expand the coverage of the Medicare Program and private
risk-sharing schemes to' provide a more complete and
competitive market for health insurance; and

3) involve private providers of health care - in the: health
system decision making process, and provide them with the
information necessary for efficient investment decisions.

Shifting DOH Resources to Preventive Health Care

HFD Project activities would lead to a more efficient health
care market in the Philippines because government resources would



be shifted toward the provision of health care that has a large
public benefit.

Health care goods and services can be classified by who
receives the benefits of their provision. At one extreme of a
health care goods and services continuum are purely private goods,
‘for which all benefits are captured by the person who receives the
health care (e.g., mending a broken bone). At the other extreme
are pure public goods, for which the benefits are equally received
by everyone in the society (e.gq., spraying for malaria control).
Most health care goods and services are mixed public/private goods
that fall somewhere in the middle of the continuum. For example,
& vaccination.provides a private benefit to the individual who
receives it, and many others receive a benefit because they are
less likely to be exposed to the illness.

The public/private good distinction is important in health
care financing' because consumers’ willingness to pay for health
care largely depends on who receives the benefit. People are
- willing %o pay for health goods and services that are largely
private goods because they can benefit highly from them. People
.-Are less willing to pay directly for publiec health goods and
-s@ervices because they do not receive the large share of. the
benefits. ' '

Public and private health care goods and services, and
therefore the degree of willingness to pay, often are equated with
preventive and curative care respectively. In most cases the
preventive/curative classification for public/private health care
goods and services is correct and appropriate.! The HFD Project
objectives are consistent with the public/private health care goods
and services distinction, and would lead to a more éfficient health
care market in the .Philippines. DOH cost savings obtained from
operational efficiency gains in public hospitals would be shifted
toward preventive health care with high public benefit. The

pProceeds from divestiture and privatization of public hospitals, -

that primarily administer curative health care (largely .private
goods), “also would be targeted to preventive care.

Expansion of Risk~Sharing for Health Care

The expansion and establishment of risk-sharing schemes would

help to complete the market-for health care on -both the demand and -

supply sides, and mobilize private health financing resources in

'In some cases the correspondence is not exact. The benefits of some
preventive health care, such as perinatal monitoring, probably accrue largely to
the recipient of the care. The benefits of some curative cara, such as the care
:or ﬂil. carrier of a contagious degree, benefit the public in addition to the

ndividual.



the Philippines. An inadequate health insurance market limits the
ability ef individuals to purchase some kinds of health services .
even when they would be willing, through insurance premiuns, to pay
the costs. . N )

Expansion of risk-sharing schemes would help satisfy the’
demand for risk aversion. Under private out-of-pocket health
financing, consumers are at risk of having to pay very large-
outlays for health care when they are sick. Under risk-sharing, -
consumers trade this risk for small, reqular payments, thus
spreading the risk over the insured group over time. On the supply
side, expansion of risk-sharing would likely stimulate a positive
response from the private sector. The Medicare Program is thought .
-to have significantly increased the number of private hospitals in
the Philippines in the past two decades.

The forms of risk-sharing for health care in the Philippines -
include: 1) government sponsored health insurance--the Medicare'
‘Program and Employees Compensation Commission; 2) private insur-:
-ance--HMOs and private or commercial indemnity health insurance; 3)"
employer provided health insurance; and 4) preferred provider-
-plans--community or cooperative shared-risk schemes. The Medicare'
Program is the largest health insurance program, covering about 40
percent of the population. All risk~-sharing schemes combined in
-the Philippines, however, cover well less than 50 percent of the-
population. :

¢ The improvement and expansion of the Medicare Program and the
promotion of other risk-sharing schemes through PMCC Tie-Ups would
achieve operational efficiency gains in the administration of the
vMedicare Program, and-help mobilize private sector resources for.
scurative (private).health care goods and services. Resources from
rgains in efficiency and a reduced demand for curative services from
the government would free-up DOH resources for preventive (public)
‘health care goods and services provision.

Information Dissemination to the Private Sector

The responsiveness of the private supply side of the health
care market to price signals in the health sector relies heavily ou
available mechanisms to correctly convey these signals. The BFD
Project would develop capacity within the DOH for transparant,
private-public sector interactive, and .research based policy -
formulation. It would also allow private sector access to the
health policy process, including information on the health system
and sector not currently available in the Philippines.

Such information, for example, would identify gaps in the
health care delivery system as a whole (both private and public)
where ozportunities for private sector investment in facilities and
services can be stimulated. Information on the intentions of the
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public sector to change the direction of current policy would
inform the private sector well in advance of changes, and allow
private resources to be put into place to take advantage of
investment opportunities. For example, if redundancy of public and
private health care facilities and services in certain geographical
areas leads the DOH to divest facilities, the information would be
known to the private sector to allow for advanced planning for
private sector expansion. o

b. Economic Growth

Figure 1 iliustrates the direct and indirect pathways through
which the HFD Project would lead to economic growth.

A
HFD Economic
Project : ) Growth

B

.

Improved Health
Status

Figure 1. HFD Project Paths to Economic Growth

Investment in the HFD Project would lead directly to economic--

‘growth .(Path A). HFD Project activities .that lead-to operational.

‘efficiency gains allow fewer DOH resources to produce the same
level of health care output or, alternatively, financial gains
resulting from increases in efficiency may be used to increase the
level of health care output. For example, increased operational

efficiency in hospitals would allow the same number of - patients to.

be served at a lower cost, or would allow more patients to be
served at the same cost. Moreover, expansion of the private health
sector would lead directly to economic growth through private
investment of additional resources that adds to gross domestic
product. :

Investments in the health system that-lead to-improved-health

status (Path B) also would lead to economic growth indirectly
through returns to human capital. Resources invested in the
improvement of health status, especially through preventive health
care like immunizations for infectious diseases, are considered an
investment in human capital. Increases in preventive health care
lead to a reduction in the eventual demand for curative services,
and adds to the productive capacity of the economy. ' :

\\n
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: Investment in health care, 1like investment in physical
capital, is an investment that yields benefits over .time.
Improvement in the health status of the population results in both
- quantity and quality effects on labor supply. Such improvements in
health status may result in an increase in the number of productive
members of .the society available for economic production at any
point in time. Early preventive care improves the health condition
of children and increases life span and, in turn, results-in an
increase of productive labor supply in the future. Health care
investments in school age children reduces absenteeism, and
increases the public returns tc education later in life in terms of
economic productivity. Preventive care investments for the working
population decreases current and future absenteeism on the job, and
also contributes to economic productivity. Such additions *to the
productive labor supply results in overall ascononmic growth.:

2. Economic Costs

. The HFD Project reforms have their.attendant direct and

indirect economic costs. In order for positive economic benefits

#to be realized from the HFD Project, these costs must be less than
"the economic benefits achieved from the project.

The direct costs of the HFD Project jnclude the costs of .

;capaci.ty building in health financing policy formulation, training,
=demonstration projects, research, -data collection and analysis, and
4“the purchase of computers and software for. data management.

The indirect costs of the HFD Project reforms include: 1)
-possible increases in health care costs due to -the expansion of
health insurance; 2) the potential for decreasing access.to health
care for the 49 percent of the Filipino households below the
poverty line; and: 3) the possibility that some government health
care workers,may be displaced.

Health instrance programs in industrialized countries have
undoubteédly contributed to rising health care costs. When risk-
sharing schemes cover most or all costs, and patients and health
providers perceive care as free, some unnecessary visits and
unnecessary procedures are likely, leading to escalating costs in
the system as a whole. To minimize cost inflaticn, compulsory
insurance programs should avoid covering small, predictable costs

(e.g., low cost curative care), and anly .ccver catastrophic costs.-

Cost escalation in reimbursable systems would also be less likely
if consumers pay a deductible and co-payments, and if there is
competition among insurance providers.

Recent data on family expenditures for health care in the
Philippines suggests that below-poverty-line families are able to
pay for private curative health care and health insurance premiunms,
but the very poor may not be willing to pay, and may simply stop or

6

\\'\ !


http:access.to

decrease their use of health services if public curative health
care is severely restricted. ]

Hospital reforms designed to improve management efficiency
through devolution of authority, management, and ownership may
result in some government employees losing their jobs.

c. ANALYSIS OF BENEFITS AND COSTS

Traditional benefit/cost analysis requires, where possible, a
quantification of the flows of incremental project benefits and
costs over the life of a project, and the expected duration of
post-project benefits and costs. The larger the discounted
benefits over discounted costs, the more worthwhile the project.
For benefit and cost categories that are not quantifiable, a -
qualitative spproach is used. ' -

The .nature of-the HFD Project poses difficulties for the
application of traditional benefit/cost analysis. a rajor emphasis
of the project is to shift resources toward preventive health care,
" thereby adding to human capital imvestment through improvement of
health status. Conceptually, the benefit from additions to human
capital is increased quantity and quality of labor supply, but the
human capital approach ignores health as a consumption good...
Empirically, the quantificatich of the benefits of investment in
" human capital requires extensive data that .is not available for
determining expected longer life spans, decreased absenteeisn,
increased returns to education, and marginal productivity by labor
type to determine incremental additions to gross domestic product.
For these reasons, - traditional benefit/cost analysis is not
appropriate, or possible, for the HFD Project. '

The analysis that follows is conceptually consistent with the
principles of benefit/cost analysis. The project’s economic merits
are demonstrated by: 1) a qualitative cost-effectiveness analysis;
2) a quantification of the minimum economic benefits reguired to
cover project costs; 3) a quantification of the reduction in
expenditures for family health care; and 4) a quantification of the
gross value added frcom expansion of the private health sector.

The qualitative cost-effectiveness.discussion addresses the
appropriateness of the project approach to minimize explicit and
implicit costs. The minimum. economic benefits required -to cover-
project costs provides a berch mark for comparison to the estimated
reductions to family health care expenditures and gross value added
from the private sector. The analysis demonstrates that the
benefits of decreased health care expenditures and the gross value
added from divested hospitals would be sufficient to justify the
project.

\U



1. Analysis Framework

The diagram below illustrates the underlying logic of the
analysis of HFD Project benefits.

Efficiency Increased Decreased
Gains Public Family
HFD Preventive|—! Health
.|Project Health Care Economic
Increased Care Costs
-4 Private Growth
Health )
Sector Increased
Gross
Value
Added

Figure 2. Analysis Framework for Quantification of Benefits

The HFD Project would result in more efficient "delivery of

publicly provided health services, in better targeting of public
health services, and in reducing the costs of institutional opera-
.tions. Improved . management of existing public health care
.financing institutions, together with cost-containment incentives
would lead to efficiency savings through reductions in wastage,
fraud, the cost of monitoring, and litigation proceedings associat-
ed with fraud. Improvements in the efficiency and effectiveness of
hospital-based care in public and private hospitals through sector
restructuiring and hospital institutional reform would result in
cost-effective production and delivery of health services.
Inproved coordination and planning within the private hospitzl
rector would improve capacity utilization, efficiency and growth of
the private health sector.

_The financial cost savings from efficiency gains would permit
the public sector to increase the provision of preventive and
public health functions, thereby increasing the outreach of public
health services and increasing equitable access. These factors

would lead to reduced household experditures- fur obtaining health -

care. The improved health status of the population would help
bring about reduced absenteeism from work and from school due to
improved general well being. ‘These, in turn, would result in
improved worker productivity and increased returns to education and
other forms of investmant in human capital.

With an improved health policy and institutional framework,
there would be a better delineation in the provision of services



- batween the public and private health sectors. Better price and
investuent signals arising from such role-delineation would enabie
the private sector to expand its services, lower its costs, improve
the financial sustainability of its operations, and thereby provide
more reliable access to health services. The expansion in the
market share of the private sector in curative services would allow
the public sector to concentrate its e€fforts on the provision of
preventive and public health services. Divestiture and privatiza-
tion of public hospitals would free-up scarce DOH resources for
increases in preventive public health services. 1In addition, more
efficient and productive health enterprises with private sector
ownership and management would contribute to an increase in gross
value added in the health sector.

As already stated, the financial cost savings from efficiency
gains and hospital divestiture do not constitute direct economic

benefits to the society. However, it is useful to note the order

of magnitude of DOH resources that could be targeted to preventive
care as a result of the HFD Project. The 1990 DOH budget for
expenses incurred by curative hospitals amounted to PS.1 billion,
and represents over 65 percent of the DOH budget. By comparison,
. preventive health services, including expenses for public health
-activities such as drugs and médicines, field health services,
primary health care and aid to puericulture centers amounted to
P1.1 billion, representing 14.3 percent of the 1990 DOH -budget.?

The relatively large hospital budget component suggests that
even modest efficiency gains in curative service provision, or
hospital divestiture, would result in a significant addition to
preventive health care. A 10 percent efficiency gain in curative
services would amount to P510 million per year, and increase the
preventive health care budget by .46 percent. Alternatively, P510
million could be targeted for preventive health from divestiture of
10 percent of the DOH public hospital budget. Combinations of
efficiency gains and divestiture could obviously -produce a
significant increase in preventive care, and would likely lead to
significant savings in family expenditures for health care and, in
turn, would likely lead to economic growth through productivity
gains.

2. Cost Effectiveness of the Selected Approach

The proposed HFD Project approach is the provision  of -

' necessary technical assistance, training, research, and other
services as well as equipment. The approach taken is deemed
appropriate for supporting health financing development activities
because of: i

office of Management Services, Department of Health.
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1) the complexity of the process of reorientation of the
role of the government in the health sector;

2). the dearth of public and private health sector data and
information on which to base sound health policy deci-
" sions;

3) an existing nucleus of highly skilled and experienced
domestic health policy researchers on which to build and
strengthen health <financing research and educational
programs; and

4) -the lack of sufficient computer hardware and software to
Ssupport data management needs and health financing
research.

Full utilization of expatriate sexvices would be inappropriafe‘

because of high costs, availability of highly skilled 1local
personnel for many of the tasks, and the mneed to be intimat.ly
- aware of the existing DOH and GOP institutignal framework and the
. government’s current role in the health sector.

Full utilization of domestic sources for the effort would be
equally inappropriate because of the need to have awareness-raising
and capacity building in identified key players and decision
makers, and to support training programs in health economics,
health service administration, and health care financing. In
addition, GOP and DOH personnel politically need to be in a
position to decide at various stages of divestiture of public
-hospitals and preclude possible conflicts of interest that could
arise if third parties are given freer play in crucial decisions.

The selected approach minimizes explicit and implicit costs in
assisting the heaith financing development effort. Training, for
. example, will be conducted locally, thereby minimizing travel costs
and maximizing the number of trainees for the amount budgeted. The
overall project approach is to maximize the use of well-qualified
domestic talent, both within and outside of the government, to
accomplish’ HFD Project objectives and use expatriate assistance
only where necessary and appropriate.

3. Minimum Required Benefits to Cover Direct Costs ‘
In order to determine quantitatively whether the HFD Project
. is worthwhile, the minimum level of benefits required to cover all
direct economic costs is computed as a threshold to be attained for
project justification.
Several simplifying assumptions are used to determine the
required economic impact to justify the investment in this project:
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1) project funds are disbursed in five equal annual incre-
ments over the life of the project, beginning with the
signing the grant agreement;

2) the economic return over a 20 year period.'-- will flow
. evenly for each dollar invested; '

3) no new returns are attributed to the project after its
completion; : - :

4) recurrent costs are 5 percent of economic costs per year
for years 6-20;

5) a long~terxm time deposit rate of 15 percent prevails; and
6) an exchange rate of P28.00:$1.00 prevails.

The direct economic cost of the project is computed from the
financial cost estimates excluding inflation as follows:

Total Per Yr
($000) ($000)
Financial FX cost $7,827 $1,565
FX Shadow Price Adjustment (20%)3 1,565 313
Financial LC cCost 10,061 2,012
GOP Counterpart 5,960 - X292
Subtotal $25,413 $5,083 (Yrs 1-5)
GOP kecurrinyg Costs for Years 6-20 9,060 $1,271 (Yrs 6-20)
Total $44,473

The present value of the project direct economic costs are
calculated by discounting the 20 year stream of costs by 15
percent, a conservative estimate of stable long-term time deposit
rates in the Philippines.* The present value of project economic
costs is $20.732 million.

Using the NEDA-estimated social discount rate in the Philip-
pines of 15 percent (capital -recovery factor for 20 years =

’For compucational convenience and presentation purposes, the FX shadow
price adjustment is made on the financial FX cost rather than its peso
equivalent at the official.exchange rata.

‘Long-term time deposit rates have averaged around 17 Percent in recent
years.
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«1£3761), the project must achieve an annual economic return valued
at $3.312 million at 1991 prices for twenty years. This means that
the economic benefits of the project should attain at least a value
of $3.312 million or P92.741 million annually for twenty years as
a result -of the project. Otherwise, project funds should be
invested in alternative activities.

4. Reduction in Family Health Expenditures

The 1988 Family Income and Expenditure Survey (FIES) in the
Philippines indicates that, on average, a Filipino family spends
1.7 percent of its total expenditures on medical care. Given
average family expenditures of P44,594 per year, a typical family
will spend an average of P758 on health care in 1991.% With the
total number of Filipino families estimated at 11 millien, total
family expenditures on health care in 1991 is estimated to be P8.3
billion. 'This P8.3 billion can be reduced by the HFD Project from
substantial increases in preventive health care provided by the
GOP. 1In terms of the P92.741 million minimum benefits to justify
the direct costs of the project, annual family health expenditures
need only be reduced by 1.11 percent per year.

Family expenditures on health care in the Philippines vary
significantly by urban/rural location and by income class (Table
1) . Rural families in the lowest income group (less than P6,000
per year) spent only P86 in 1988 on health care, while urban
families in the highest income group (more than P100,000) spent
P2,325.

Accounting for these differences by weighting family health
expenditures by urban/rural location and income group, total family
expenditures on health care in 1991 is estimated to be P8.22
billion. Even when taking into account these health care spending
differences, the total family health expenditures need only be
reduced by 1.13 percent per year to meet the minimum required
benefits of the project. :

This means that as a result of the project, an average
Filipino family need only reduce it’s expenditures on health care
by P3.6 per year ($.31 per year) to justify the project. Given
this relatively minor required reduction of family health expendi-
tures, it appears likely that the project is justified.

The required reduction in family health expenditures to
justify the project should be viewed with some degree of caution,
however. The USAID-funded Child Survival Frogram of the DOH and
other donor projects are expected to reduce family health care

JAverage family expenditures in 1991 were obtained by inflating 1988 FIES
expenditures by the Implicit Price Index of the Gross National Product.
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expenditures, as well. .The marginal effect of an additional
project, such as HFD, on family health expenditures may experience
decreasing returns. It may be the case that each additional
percentage reduction in family health expenditurss would require
increasingly larger amounts of preventive care. On the other hand,
because these projects have independent but complementary objec-
tives, and because real aggregate family health expenditures are
likely to grow over time due to increases in population, the HFD
Project is likely to achieve the necessary required reduction.

Table 1. Average Health Expenditures per Family, .1988

Income Total Number
Class of Families

Average Medical
Expenditure- (Pesos)

Urban - Total 3,985,145 804.08
< 6,000 21,428 91.83
6,000-9,999 73,118 124.62
10,000-14,999 195,255 193.89
15,000~-19,999 303,804 291.22
20,000~-29,999 717,648 361.70
30,000-39,999 596,910 472.57
40,000-59,999 802,197 738.80
60,000-99,999 752,794 1042.25
100,000 + 521,990 2325.96
Rural - Total 6,548,782 399.99
< 6,000 157,812 86.71
6,000-9,999 559,584 107.42
10,000-14,999 1,223,084 165.67
15,000-19,999 1,108,559 248.72
~20,000~-29,999 1,547,610 326.37
30,000-39,999 786,085 526.05
40,000-59,999 674,387 764.90
- 60,000-99,999 357,142 1265.99
100,000 + 134,519 1716.98

Source:

Familj Income and E
Statistics Office

13

xpenditure Survey, National



5. Gross Value Added from Divested Hospitals

A second source of economic benefits from the HFD Project is
the contribution to gross value added (GVA) from the divestiture of
public hospitals. Public hospitals would likely be more efficient
and productive enterprises with private sector ownership and
management, and positive returns to investment would be re-invested
and lead -to economic growth.

Private hospitals, with few exceptions, generate positive net
after tax income and, therefore, positive gross value added. For
the top institutions, average net after tax income in 1989 was P1.9
nillion - for private hospitals, and P905 thousand for private
medical clinics.® .

On average, GVA for a private health care facility is

estimated to be P3 million in 1991.7 Assuming that divested
hospitals, through increases in efficiency, would generate a 10
percent increase in GVA over what is obtained as a public facility,
the average divested public hospital would contribute an additional
P.3 million per year in GVA. In addition, positive economic
returns generated from divested facilities would 1lead, through
private investment and multiplier effects, to economic growth.

The - DOH has identified 188 of its 537 hospitals as the
essential nucleus of the public hospital system. The remaining 349
public hospitals can be viewed as candidates for privatization. If
only 50 of these hospitals are divested as a result. of the HFD
Project, an additional P15 million in economic benefits will be
generated by the project.

6. Minimum Required Benefits to Cover Total Economic Costs

Given that the economic benefits of the HFD Project have been
demonstrated by two sources of benefits to be more than sufficient
in size to offset the minimum required benefit to cover direct
costs, it is likely that indirect project costs would not compro-
mise the economic viability of the project.

‘The average was calculated for net after tax income from private hospitals,
sanitaria, and other institutions, and from private medical clinics and
laboratories ranked in the top 5000 corporations in the Philippines. Philippine
Business Profiles, 1990-1991.

Data on average gross value added per private health facility is from the
National Statistics Office, Annual Survey of Establishments (Services) for 1987
as reported in ) ine Hea Care Factbgok 90, Center for Research and
Communication, (Table 94, Page 176). Average gross value added in 1987 is
inflated to 1991 terms using the Implicit Price Index of the Gross National
Product.
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The indirect costs of the HFD Project obviously are very
difficult to quantify. Wwith the countervailing forces present in
a democratic society that help reduce -these risks, however, the
"drag" on the economy from these costs is not likely to signifi-
cantly decrease the size of the economic benefits. -

In summary, reductions in family health expenditures and the
gross value added of divested hospitals would yield sufficient
economic benefits to justify the project. If a reduction of 1.13
percent of annual family health expenditures (P8.6) is achieved
then the project has been demonstrated to be worthwhile.

Moreover, the contribution of additional GVA -of divested
hospitals decreases the required reduction in family health
expenditures, and increases the likelihood that the project is

Justified. If 50 of 349 hospitals are divested, then the required -

reduction in family health expenditures falls to .95 percent, or
only P7.2 ($.26) per year. :
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