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Preface

This manual is one in a series of methodological studies
developed for the Office of International Health, U.S.
Department of Health, Zducation, and Welfare, to foster
health planning by host country personnel in less de-
veloped countries. The report presents an action-tested
procedure for appraisal of health sector financing which
may be used, with some local adaptations, to examine health
sector financial resources.

The guidance presented in the text of the manual combined
with the prototype data collection and tabulation arrange-
nent in Appendix A are sulficiently detailed to lead a
nost country health zlaaner or finance specialist zhrough
the assessment processes. rfor successful completion of
such an assessment, it is anticipated that a senior-level
economist or public finance spec.alist would be available
to assist the analyst, both in initial design and £final
interoretation oI the assassment.

This manual is primarily the-result of extensive field
research on sector Zfinancing guestions in Latin America,
by econcmists Dieter XK. Zschock and Robert L. Robertson,
who together with John A. Daly const’tute the principal
authors of the manual. Editing of the principal authors'
report into :he present manual Zformat was carried out by
Steven L. Lemons, with the assistance of William Towle
and other Office of International Health versonnel.
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I. INTRODUCTION

A. REASONS FOR STUDYING HEALTH SECTOR FINANCING

The goal of the health sector is to improve the health
status of the nation's population. The introduction of
modern health services in developing countries has re-
sulted in progress toward this goal by reducing mortality
and, in some cases, morbidity rates; but it nas also in-
creased the need for further expansion of health services.
Unfortunately, the need for health services exceeds the
limited resources available to the health sector. This
gap between the need for health services and the resources
available to meet it can be filled by increasing the effi-
ciency of the utilization of existing health resources,

by increasing the funding of the health sector (perhaps
accompan1°d by a reallocation of health services resources
to areas of greatest need), or by a combination of the two.

Measures to increase efficiency, although of obvious im-
portance, are too varied and too demanding of space to be
included in this manual and are better reserved for other
publications. '"Financing,' too, is a subject of great
breadth. In order to focus on one area of considerable
importance -- measures to increase health sector income (or
ravenues) -- it is necessary to omit some other aspects

of "financing," such as: a) reasons for the employment

of certain measures or means of revenues; b) the process
of budgetary formulation and control; <¢) general decision-
making, especially for the financing of health care; and

d) expenditure analyses such as cost/benefit and cost/
effectiveness studies. Although expenditure analysis is
excluded, suggestions for the description of expenditures
are included.

Before a country considers measures designed to increase
revenues it is desirable to understand and assess the current
system of financing the health sector. A study of the
financing of the health sector should ascertain: 1) what
resources are now being utilized to finance the health

sector (i.e., level of funding and sources of funds); 2)

how costly or inconvenient present revenues ares to collect;
and 3) how financing can be organized to improve the effi-
ciency of collection and to equitably distribute the finan-
cial burden on the general population. Such 2 study may

aven indirectly indicate new sources of revenue that might be
tapped to finance the health sector. Due to the potential
sensitivicty and importance of this analysis, it is important



to involve veclicy makars in the first instance. VNew
sources oI financing will not be revealed directly since
the study will be primarily concerned with analyzing
axisting sources of revenue, but a comparison oy the
analvst of these =xisting sources with other sources of
reveneu (i.e., those used in other sectors of the economy
or in other countries or those discussed in theoretical
writings) may reveal new sources of financing for the
health sector.

8. THE GOAL AND ORGANIZATION OF THIS MANUAL

The goal of this manual is to provide a methodologv
which will enable an analyst with relatively little ex-
perience in health sector economic analvsis to conduct
a studv of the financing of the health sector. However,
for some of the more complex projects the analyst may
require the assistance of a consultant for analysis in
addicion to using this manual.

The most likely users will be administration and planning
technicians of agencies in developing countries and

of the USAID program development staff who conduct studies
Zor design and evaluation purposes. Although many of them
will have expertise in either health care or economic
analysis, that requirement is not necessary for the reader
of this manual. Other potantial readers are the superiors
of those technicians: higher level planners, administrators,
and elected officials. Also, private as well as public
sector representatives might use this manual to advantage.
It might be anticipated that the services of an outside
consultant Zor orientation and assistance in the analysis
will Se useful,

The methodology incorporated in this manual has been used
as an integral analytical piece of a full-scale health
sector assessment in one country. As such it was intended
to sexve both as a training tool for economic analysts
working in the sector and as a source of valuable informa-
tion on the status of sector financing. Another use would
be to apply the manual to financial analvsis requirements
in project paper davelooment.

Despitea the refsrences in the manual to the entire health
sector of a country, many of its technigues are adaptabls
to subsectors or =ven to svecific health vrograms. ivhile
a conscious etffort has been made to avoid orascribing pat
answers or solutions to financing guestions, the manual
shoulé illuminate -or the analyst the choices available and
the criteria to ust in making the selection, and should
illustrate possibl: conclusions and racommendations.



This manual orovides a2 logical, nontecnnical apwvroach

to the gathering and evaluation of information on tae
Zinancing of health sector which guides users in answer-
ing these key questions:

r II --

1. What is the health sector? I
ealth Sector).

Determining the Components o i

Chapt
the

rty —
Fe i U]

2. What data should be gathered? How should they
be arranged? What are the sources of those
data? (Chapter II =-- Acguiring Data on Financ-
ing of the Health Sector).

3. What do *%he data mean? (Chapter IV -- Zvaluat-
ing the Data on #Zealth Sector rFinanciag).

4. What conclusions or racommendations can be
made from an evaluation of the data? (Chapter
V -- Presenting the Results of Evaluation and
Recommencaticns) .

Additional components oif this manual are: appendices
containing model (or suggested) tables for data collec-
tion; a list of possible revenue scurces; and a selected
bibliography of health sector financing literature. The
bibliography is a reminder that no document is wholly

new. In this ma~ual there is a heavy reliance on a

series of case studies in Latin America, and the publica-
tions resulting Zrom them, especially: Health Sector
Financiag in Lacin America: Conceptual Frameworx ancd

Case Studies bov Dieter X. 2Zscaock, Ropert L. Rocertson,

and John A. Daly; Financing the Health Sector of Guatemala
oy Robert L. Robertson; and Healtn Care rfinanclng 1ln Develoo-
ing Countries by D. X. Zschock (a Zorthccming monograpn
from tae American Public Eealth Association). The results
oresentad here, altaough based on research uncdertaken in
Latin America, present an analytical and concepctual fIrame-
work which we believe to be sound and useful 1n any region
or country. EHowever, the aporoach is more applicable to
lass-developed councries, which do not have the statistical
data bases of :the develooed countries,

Although the bulk of the manual is devoted to an analvsis

of the sources of Zinancing, a descrios*+ion of health sec%or
expenditures has peen included to drovide a talanced »icture.
The Zinancing (income) of health services is often closely
ralated to the pattern of health service =xpenditurses.



Forthcoming studiss dealing with health sector financing
which may be of interest to the reader include the monograph
by D. K. Ischock noted above and a report by the expert
committee on health sector financing of the World Health
Organization under the direction of E. T. Mach. The latter
report is expected to produce technical documentation on
health sector financing.

o]



II. DETERMINING THE COMPONENTS OF
THE HEALTH SECTOR

A. COMMONLY ACCEPTED COMPONENTS OF THE HEALTH SECTOR

The health sector is roughly defined as those people and
institutions which seek primarly to prevent, cure, or

care for illness and injury. Commonly accepted 2lements

of the nealth sector include the activities involved in

the provision of medical and paramedical care to ambula-
tory and hospitalized patients, communicabls disease con-
trol, and environmental sanitation acuivities. The general
definizion of the nealth sector is intuitively obvious.

for the Zinancing to be described and analvzed, however,

a more precise deifinition must be made. Since the Zfrontiers
of the health sector are drawn difierently from country to
country, the analyst should write an explicit statement ol
the nealth sector components. This statement should be
agrzed to bv responsible oZficials before resources are
used to describe or analyze the watterns of financing.

A precise and practical delineation of the health sector
is difficu.t because many activities-affect health in
addition to those listed above. Therefore, deciding what to
include in the health sector is necessarily arbitrary.

The choice in many instances mav be determined by the fact
that some of these borderline activicies are now being
verformed by nealth practitioners or by agencies involved
in other, more obvious health activiities, and therefore,
ease of accounting and the structure &£ the available data
make it more practical to include, rather than exclude
them from, the health sector. (For exampls, see Zamily
plananing below).

3. AREAS OF AMBIGUITY

One of these ambiguous areas concerning the boundaries ol
the nealth sector is family planning. Familyv planning
Programs range from demographic studies to birth control
crograms. They can have a long-term impact on health and
ar2 often linked with medical care. One wav to handle
this classification sroblem is to include in the healch
sector those family planning programs waich are conducted
Dy nealth practitioners or by agenciss providing health
services and to exclude those ceriormed bv non-nealth
service acencies. However, %th2 answer to the guestion

of which ambiguous programs to include in the nealth sector

w



undoubtedly will vary from country to country.
Other ambiguous areas impacting on health include pro-
grams to improve nutrition, sewage disposal, and water
supply. [Inese programs are not treated conslstentliy 1n

all studies of the health sector, but the general practice
is to favor including in the health sector those activities
which are intended to bring underpriviledged members of

the population up to minimally adequate standards. Thus,
special food programs (food fortification, feeding, and
iodization), nutrition rehabilitation and the provision

of potable water and human excrement disposal facilities

in rural areas and urban slums, are frequently included

in the health sector.

Certain other activities impacting on health are generally
not considered to be part of the health sector. These
Include general education, programs to provide clothing
and shelter, accident prevention measures, and programs
designed to improve working conditions.

C. ACCOUNTING PROBLEMS

The financing of health-related education programs and

the education of health practitioners present accounting
problems -- 1.e., should these activities be included in
the health sector or in the education sector? This
dilemma is conventionally resolved by including the costs
of health-related education programs and of the training
of health practitioners in the health sector if they are
carried out by or paid for by recognized health sector
institutions. The formal education of most health service
practitioners, however, usually is included in the budgets
of the public, private, and mixed education institutions
and is thus excluded from the health sector. Specific
health-related programs provided by non-health sector
institutions, such as the regular school system and
vocational training centers generally are not counted as
part of the health sector, although thev could logically
pe included there. 1If such programs are unusually ex-
tensive and closely coordinated with other health sector
programs, one might consider counting them as health
sector activities.

When analyzing the health sector it is important to avoid
double counting of sources of support and of expenditures.
There are several areas where double counting may cause

a problem. Cne area is thes costs of buildings. These
costs may either be countad as investment costs or in




terms of depreciation, depending on how the buildings are
financed. Customarilv, the investment cost is counted

as a health sector expenditure. Another area of possible
double counting is the education of health practitioners.
Some consider it double counting to include both the costs
of their formal education (a form of investment) and their
subsequent salaries (a return on that investment) as health
sector costs. For that reason formal educational costs

may be excluded from the health sector. Another example

of a potential for double counting is expenditures on
pharmacsuticals. Purchases of drugs and medicines by
households may appear in household expenditure tfotals

and also as pharmaceutical company revenues; th2y should
not both be counted. A more likely and more serious possible
example of double counting arises when revenues are totaled
by various levels of an organization. For example, it is
likely that one might count Ministry of Health funds at

the national level plus regional MOH revenues -- part

of which have originated at the national level, or vice
versa.

D. ORDERING OF HEALTH SECTOR COMPCNENTS
1. Organizational

The health'sector can be examined from many different
points of view, including by types of organization, by
functions or programs, and by level of authority,

A suggested, and commonly used, breakdown of organizations
is: public, mixed (or decentralized), and private. The
public organizations consist of public health agencies

such as the Ministry of Health and its dependencies, some
cf which may be semiautonomous. The mixed organizations
wre those which receive part of their revenue from public
sources and part from membership or participatory contri-
butions. They are organizations like social security health
care systems. The mixed organizations often function under
the supervision of authorities other than the Ministry of
Health. The final category of organizations includes
profit and non-profit private bodies such as private prac-
titioners and hospitals, foundations, charities, the Red
Cross, and private health insurance institutions.

2. Functional and by Programs

Ancther way to look at the health sector is in terms of
functions and programs. The two major catsegories under

a functional breakdown are curative health (measures which



treat illnesses and injuries as thev arise) and preventive
health (measur=s which are designed bv keeping illnesses
and injuriss from occurring). Under each oI these major
categories Zinancing data can be arranged by major programs.
For example, programs supporting hcspitals and most of

*he activities of their staffs would come under the
.curative health category, while activities such as immuni-~
zation programs, and those nutrition programs (except Zor
nutrition rehabilitation measures) which are considered

to be part of the health sector would be categorized as
oreventive. Alternatively, the health sector could be
divided into a number of major programs. Such a division
would normally include the most important curative and
nreventive Zunctions.

3. Level of Authoricy

Another way to analyze the health sector is by levels of
authority (i.2., national, regional, state, municipal or
local). The national level is usually the most significant’
level (and, therefore, the best place to start) because

it contains agencies and institutions hawving %the largest
size and most widespread coverage (e.g., a Ministry of
Health and its subagencies) and because it generally has
the most complete data base. Examination of regional
(state) and municipal (local) level organizations can
provide additional insights into health sector financing

bv answering such gquestions as: How do they #it in with the
national organizations? ‘hat is -their relative importance
for health sector financing compared to the national organ-
izations? What are the financial relationships and £lows
of funds between the various levels? To what degrse are
the subnational levels self-Iinancing?

The three alternative methods of orcdering the health
sector components discussad above (by type of organization,
by function and orogram, and by level of authority)
need not be 2xclusive. In fact all three can be used to-
gether. Tor =2xample, the health sector could be divided
first bv tvpe of organization (e.g., Ministry of Health)
and within each type of organization Zurtner divided into
functions and programs (e.g., !inistry of Health programs
to support hospitals 3s curative health measures) and even
further divided bv levels of authority (2.g., national,
state, and local orograms sponsored by the Ministry oI
Health to suoobort hosoitals). In addition, the kthrse
methods of breaking down %he health sectors can té used
sazarataly £o crosscheck the other sectors to ensure
accuracy oI data, to avoid double counting, and to identiiy
duplication of services.



After determining the limits of the health sector and
the best way to organize the financing data, the next
step is to acquire the data necessary to perform the
financing study.



I, ACQUIRING DATA ON FINANCING THE
HEALTH SECTOR

(]
-1
1]

A, GENERAL

Since the needs of the health sector in the developing
countries axceed the available rasources, analysis of
the sources of financing can be of value in determining
such things as: what the present rassources are (i.e.,
level of funding and sources of funding): how costly or
inconvenient are they to collect; how the taxes, fees,
and charges used to Finance the health sector can be
more aguitahly borne hy its users; how existing sources
could be more efficiently collected; and possiply, what
additional sources of rawvenue are avalilable., Ia order to
conduct :his type of analvsis, however, orne must have
sufficient data.

The collection of detailed information on the source of
health sector financing reguires a set of tables for the
organization of data. A set of dummy tables which serve
that purpose are attached as -Appundix A and will be
referred to in later sections of this manual.* These
tables will need to be adaptei :o the specific organiza-
tional characteristics and circumstances of a particular
countrv's health service. Information on financial
resources by source should be gathered for a number of
years (preferably at least five) in order to identify trends
in the increase of funds and chnages in their composition.
If possible, data series might also be projected into the
future depending on the availapility of official statements
of inten% (3uch 25 national and sector plans, previous
asseszments, international loan a»plications, =2tc.) or
other reasonable bases for projection. Some drojections
might be based on objectives (or "needs") while others
could be determined bv simple extrapolation of trends.
Projections, however, are not always easily made and can
he considered to be optional features of the data svstem
for most purposes.

* It snould be notad that these oprasentations ars not
unigua. Tor example there ars details on comparative
expendituras in Health, World 3ank (1373) and Public
Sxpenditure on Healtn, OECD (1377). Fillad-in axamples
0% tha use oI thess tablas mav de Zound ian Zschock,
Daly anc Robertson (3ibliographv).
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Since the largest sources and institutions account Zor

nost of the public andé mixed sector nealth services'
financing, one would obviously begin the Iinancing study
with these and would nroceed to a sufficiently large number
of smaller antiti2s as time and staZf assiscance permit.
Neverthelass, some attention should be paid initially

to these smaller entities to determine if, collectively,

a group of them might represent a significant share of
total financial support of the health sector.

B. ORGANIZATION OF DATA

The data necessary for a financing study of the health
sector can pe divided into two major classiZications:

data relating to income and data relating to expenditures.
Within eaca of these major classificaticns the data can

be orcanized in a series oZ subclassifications. These
methods of ordering or arranging the data will be explored
below.

1. Sources of Income

Health sector income can be analyzed in terms of the

organizations that provide health services or collect
revenues; by a comparison of proposed, allocated, and
actually received revenues by an organization; or by

major types of revenues (e.g., general tax resvenues,

health insurance premiums, etc.).

a. By source of income Zor indiwvidual
organizations.

‘'This method of categorizing the data nrovides one way to

organize and look a ne information. The method calls

for the arrangement oZ the data by the sources of

financial support for the health sector. These organiza-

tions are of thre2e types: 1) non-health organizations

which only collact and transmit funds to the nealth sector,

e.g., the Tre2asury or Ministry of Finance which collects

money and allocates it to the Ministrv of Health: 2)

organizations which orovide health services but do not

raise most of their own funds, e.g., the Ministry oi

Health and its subordinates which are supvliad funds bov

the Treasurvy r Ministry of Finance; 3) organizations

which provide heal%h ssrvices and raise most of their funds,

2.g., the social securitv sysctem. (3ee Appendix A, Tabples

I - 3and I - B).

gor
3
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b. 3v tvoe of organization oroviding
health services.

The second and perhaps the easiest way is to determine
the sources of income of organizacions providing health
services. 3Since the three tyves of organizations
providing nealth services (public, mixed, and private)
cenerallv have different sources and methods of financ-
ing, it would be useful to arrange the data groups into
these thrae major categories and discuss substantial in-
dividual organizations within each category (See Appendix
A, Tables I - a, I - 38, and I - C). For example, in the
ouhlic neal%h sector there would be a discussion of the
sources of financing of the Ministry oZ Health; in the
"mixed" sector a discussion of the sources for the social
security svstem; and in the private sector a2 discussion
oI the sources of Zirancing of odrivatelv owned hospitals.

c. Comparison of income proposed, allocatzagd,
and actually received.

The data gathered on the types o organizations

described above should include proposed (or reguested),
allocated, and executad budgets, by source for the current
year, and for the recent past =-- the last five or ten
vears, -- (See Appendix A, Table IV). To be able to assess
the allocation pattern of general tax revenues to the
health sector it is important to distinguish bhetween re-
quested ard allocated funds. However, this is at times
difficult since available official docuirents do not always
clearly snow the difiference. Moreover, if is almost
impossible to determinewhat prooortion of allocatad funds
are actually expended. rFunds may have been allocatzad, but
when zhe ravenue collected during the vear fell short of
expectations, the health sector had to acceot a shortfall
in the disbursement of Zunds (along with other sectors,
Sut perhaps not on a proportional basis). 'Whenever possible
in the financial analysis, executed rather than budgeted
data silould be used.

d. By type of revenue.

Income data of the kind identified above can be categorized
oy type of rsvenue -~ i.2., the taxes, f2es, charqges,
loans, pavments, etc., which finance the health sector.
These revenues fall into the Zollowing catecgories:
1) general oublic revenues; 2) deficit Zinancing: 3) insurance
ravenues; 4) special tax resvenuss, and revesnues fron
lottaries and betting, some or all of which ars allocatad
: o igalzh sector; 3] charirable and privace

12



s, andé

contributions; 8) direct pavments bv re
s

ini
7) in-kind contributions of goods and rvi

C ent
erwvices

General oublic revenues consist of income and »sroiit

taxes and laport and export taxes. (Sales and user taxes
are generally dedicated to specific types of expenditures
and are therefore discussed below). Ceneral tax resvenues

are collectad hy the national, state or municipal treasury
and a oroportion of them are then allocated to the health
sector. Since the impact of the varicus general ravenue
taxes is dilferent, it is important to identify and
analyze each major component of general revenue taxes

in the =analysis.

In addition to taxes on income, orofits, and foreign trads,
revenues also mav be obtained through deficit financing.
Deficit financing consists of foreign dorrowing, anc
domestic borrowing, also called internal deficit Zinan-
cing. Internal deficit financing, in principle, is used
orimarily for investment in phvsical plant and eguipment,
but is frequently used also to cover a portion of operating
costs.

Foreign borrowing, the other component of deficit finan=-
cing, consists of either general loans, vart of which

the health sector receives; or loans specifically contracted
for the sector. International loans are often used to
finance the foreign exchange cost of eguipment and supplies
for public health services. Here again, ncwewver, the

intent may be broadly interpreted to specify that -- with or
without the lender's agreement -- domestic progrum costs

may be £financed in part through foreign loan receipts

(with the foreign exchange raceipts of a loan instead being
used in part for non-health relataed ourchases). Deficit
financing is usually recarded as a means to increase oublic
health financing in proportion to other odublic exvenditures.
Foreign aid loans, however, also come with a requirement to
increase the allocation of general revenues on a so-called
counterpart basis. To £fulfill this requirement the host
(recipient) government mayv reallocate funds within the2 health
sectcr to cover a particular program obligation, rather than
bv increasing the level of domestic funding to the sector.
Thus, the impact of deficit financing on the allocation patt-
erns o general and other categoriss of revenues 1s extremely
diZfficuls to evaluate. Foreign loans mav be also considered
in another category of health sector ZIinancing. When combined
with grants Irom Zforeign countriss chev Zorm the catsgory of
external assistance.

A third source of acalth sector Zinancing is provided by

13



both governmentallw- and srivately-operatad health
insurance srograms and especially bv the governmentallv-
operated social securitv svstem. Tha health insurance
programs cover a2mployvees of the mcdern commercial and
manufacturing sectors and, in some cases, government
workers. The social security svstem covers workers in
either or both the government and >srivate sectors. The
social security and health insurance orograms differ in
their pavment mechanisms. The latter are usually financed
through voluntary personal contributions, although
emplovers may also contribute to industrial plans. The
social security system, on the other hand, receives
mandatory emplover and smplovee contributions and 1n some
countries also receives a contribution from che covernment.
Ixamples of health insurance programs in developing
countries are: programs offsrad bv private insurance
companies and grcup healtn insurance programs of individual
federal agencies, and by state and municipal governments.

A fourth sourc
revenues ané r
Special taxes clude specific sales taxes =-=- callad excise
taxes -- (tyvically levied on beer, liguor, and tobacco
products) and user fees (other than fees for service) as
well as the income from lotteries, games of chance, and
betting on horsz racing and other sports events. These
revenues often represent significant sources of revenue

for the health sector (especially in Latin America). They
are typically ccllected and administered at state and local
levels, whereas general revenues (see above) typically con-
sist of taxes ¢cllected and disbursed at the national lavel.
frequently, nert raceipts from these special sales taxes and
gambling revenues are either wholly or in part designated

Zor health. Ccmoprahensive national information about these
sources is difficult to obtain, however. bacause of their
wicely dispersed collections variations in their tvpes

ané levels of revenue among different states and municipali-
ties, and also because state and local governments either
fail to maintain accurate records or reiuse access to the
information. Mevertheless, these taxes and net revanues

irom gamkbling, together with the transier of general ravenues
Irom the Ministry of Health, account for most of the public
nealth services' budget Zor state and municipal governments
in some countries.

of health sector financing is special tax
"

anues Irom lotteries and betting.

e
e
2
L

v
n
=

Charitabls and odrivate contributions, anocher source of
flnancing, are not generally a major catagorv of support Zor
the overall healtn sactor, although cer=ain heal:h secor
instizutions raly on them Zor most of thei~ support (e.g.,
the Red Cross, iadividual hosrizals, disasuor ralief
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organizations). Such aid can enter the health sector

from abroad -- no small matter to a poor country --

as well as from within. Charitable contributions
frequently include potentially high-vielding sources

of support for certain institations which

could be easily overlooked in an accounting of health
sector revenues. For example, it is not uncommon in

Latin America for the buildings of many small health posts
to be constructed with charitable contributions in the
expectation that public health authorities would assume
responsibility for their operating costs. Another ex-
ample is that of a private foundation providing all of

the support for one or several community centers provid-
ing health services in low-income residuntial areas of

a city. An additional type of private assistancs is the
company-run medical program. Many of these contribu-
tions are nade in-kind or by providing services, making

it difficult to attribute cash values to them. The effort
should be made, however, to avoid undercounting.

One of the mest important areas of health sector financing

is direct pavments by recipients, This category of finan-
cing 15 als0 the most 1nclusive since virtually all house-
holds at some time make direct payments for the health
services they receive, including care from traditional practi-
tioners and systems. The direct payments include those

for insurance coverage, medical care, drugs and medicine,

and personal hygiene. For a fuller treatment cf these
payments see below where direct payments are discussed as
expenditures ('"Household expenditures on health services').

In-kind contributions of 2oods and services can consist of
selr-nelp erzorts at tae nousehold or community level,
equipment and supplies donated through international organ-
izations or directly by manufacturers, and the unpaid or
discounted services of students and trainees provided as
part of their training process. Self-help efforcs can
supply significant portions of the total investment costs
of construction and maintenance of health and environmental
facilities, particularly in rural communities and in low-
income urban areas. Contributions of equipment and supplies
can provide significant proportions of total investment and
operating costs. Volunteer labor may also represent a
substantial proportion of the ooeratlng support o* »Hese
facilities -- e.g., labor provided by members o< 1glcu=
orders working at lower than usual compensation xn H=al
facilities. Most of these contributions, however, bannot
be readily quantifiad, with the possible ceptinn of large
donations of supplies or equipment and DUlldlng:. They
constitute a useful source of revenue, but a difficult one
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to quantify and analv:ze.

There is no rigid international pattern linking particu-
lar types of revenue (or methods of financing) to specific

subsectors or health programs.

Nevertheless, there are

some tendencies which have been pointed out by various

observers.

These might be placed in 2 matrix in order to

describe sources of financing and to facilitate their anal-

ysis.

Table I, which follows, is offered as an illustration

for possible guidance to those studying health sector finan-

cing.

The table is helpful in indicating past patterns of

financing and in suggesting gaps to be closed. 1/

TAzLE I:

MAJOR SCURCES OF REVENUE AND SUBSECTORS, AND
PROGRAMS FINANCED 3Y

THEM

SouTrce 0Ot Revenue

General Revenues
and Iaternal Deficit
Financing

External Assistance
(Grants and Loans)

Insurance Revenues

Special Taxes and
Revenues from
Lotteries and Betting

Charitable and
Private Contribu-
tions

Direct Payments by
Recipients

In-Xind Contribu-
tions of Goods and
Services

!/ Cn2 of several sou

el al-2

LeT 2

Subsector or Program rinanced DV Source

Public agencies (e.g., Ministry of
HHealtnh) Special programs (e.g. immu-
nization campaigns). Environmental
sanitation projects. Decentralized
organizations (selected).

Special programs (e.g., food supple-
ments, specific diseases). Public
capital expenditures. Enviroamental
sanitation projects (partial).

Social security. Programs for public
and private employees.

Public agencies {at all levels).

Medical and environmental sanitation
programs of: private agencies,
companies, foundations.

Public and decentrali:zed organizations.
Private services and materials.

Any organization or program (especially

public and charitable institutions and
environmental sanitation projects).

tnat have presented such a matrix

at
1s Pan American Health Organization, Financing of the

Health

Sector (Washington, D. C.:

PARQC, Scientircic

Publication number 208, 1970) pp. 10-11
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2. EIxpenditures

In addition to 2xamining the sources of iacome of the
health sector, it is also useful to 2xamine the
expenditures of the health sector, since the {financing
(income) of services is closely related to their pattern
of use (expenditures). There probably are innumerable
two-way relationships between sources and expenditures in
that the type of expenditures partially determines the
sources of support selected, while existing or potential
sources might affect the volume and distribution of
expenditures. The apbove matrix (Table I) suggests some
of these relationships.

a. Allocation of income by major categories
of expenditures.

Health sector expenditures can be analvzed using three

main aporoaches. The first is to analyze total health

sector expenditures by: a) all public organizations

and entities; b) all mixed organizations; and ¢) selected
private organizations. WWithin each of these cazegoriss,
expenditures can be further subdivided into: a) exvenditures
by program (e.g., hospitalization, doctor contacts, cholera
treatmenc) and b) expenditures by type (e.g., personnel
expenditures). (See Appendix A, Tables III-A-1, III-2A-2,
IXi-B-1, III-B-2, IIl-C-l1 and III-C~2). The second approach
is to examine expenditures by selected organizations. These
can ke subdivided into programs and types of expenditures.
(See Appendix A, parts of Tebles I-A and I-3). A cthird
approach to studying health sector expenditures is to

compare them to tne gross domestic product of the country

and to the total budget of the government. (See Appendix

A, Table V). The best example of this third approach
orobably is a comparison over time of the iMinistrv of Health's
expenditures with the gross domestic product.

b. Housel >)ld expenditures on health services.

A major component of health sector expendituras consists

of direct household expenditures on heaith services, which
are also a catagory of revenue sources for the sec:or.
There are two alternative wavs to break down housenold
axpendituras Zor analysis if there has been a housenold
survey that has includad the relsevant questions. The first
way 1s by number and orowortion of households that made any
personal nealth expenditur=as on various tvoes oI service
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broken cdown bv level of household income. This can ke
done Zor *the nation as a whole, ané then senarately

Zfor urban residents, and for rural households. (Sae
Appendix A, Tables VI-aA, VI-B, VI-C). Another way

is to categorize the data in terms of personal health
expenditures and the oroportion of housenold income

spent Zor them on various types of service by lavel of
household income. These data, too, can be arranged for
the whole nation and for urban and rural households

(See Appendix A, Tables VII-A, VII-B, and VI'.-C). The
expenditures that can 2e presented in both instances can
include such things as: medical care, drugs and
medicines, environmental sanitation and personal hygiene,
and insurance coverage. The suggested svstem is flexible
as to components and adaptable at points to graphical
oresentation.

3. Additional data needed for financial analysis.

Addizional information is described below whicnh might be
used for £financial analysis (when it can be collected --

it is not always easy to obtain). MNone of this information
would normally be cathered syec1 icallv for a health

sector assessment. However, if developed by special studies,
it can be incorporated wvery usefully into the financing
analysis of the health sector. Alternatively, the analysis
mignt reveal data gaps -- for example, those relating to
consumer expenditures -- which will indicatz the need for
future special studies.

a. Estimates of income and price elasti-
cities of demand for health services.

The ratio wnich restlis Zrom dividing the gercentage change
of health services costs into the percentage change of
quantity of health services demanded is defined as the
"orice 2lasticityvy of demané" for health services. This

is a measure of the rasovonsivenaess of tie lavel of price
charged Zor nealth serwviczs. A orice elascticity of demand
oZ one (or greater) indicates that a given cercentage
iacrease in price will result in an ecqual {(or grea:er)
percentage decrease 1n the guantity of health sarvices
demanded (i.e., that demand for nealth services is
responsive to osrice changes) or slastic. A orice 2lasticiz
of demand of less than one indicates that a givan oarcentag=
increase in orice will rssult in a lesser nercentaga decraase
in the quantitvy of nealth services demanded (i.e., that
demand Zor nealth servlces is relativaly unrespoasive -0
orice changes, or inelascic). Cenerally, the damand Zor

<
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health services in develovinc countries is price elastic,
with a greater =lasticity (responsiveness) to prices ZIor
oreventive health measuras and for the lower income zroups
of the population.

"Income elasticitv of demand” is calculated by dividing

the percentage change in income into the percentage change
of the guantity of health services demanded. An income
elasticity oZ one or greater indicates that a given
percentage increase in income will result in an equal or
greater increase in the guantity of health services

demanded (or that the demand for health services is
relativelv responsive to changes in income, or is elastic).
An income elasticitv of less than one indicates that a given
nercentage increase in income will result in a lesser
percentage incresase in the guantity of health services
demanded (or that the demand Zor health services is

relatively unresponsive to changes in income, or is inelastic).
Generally, for low income groups the demand for health

services in developing countries is elastic in relation

to income. This situation indicates that consumer demand

for health services rises faster than income. Taus, there

is an opportunity to get people to pay more for health

services (e.g., higher fees) or there is an indication that
more tax revenues should he allocated to health care.

Some statistics which are readily available or can be
generated in the health sector financing study can be used

to calculate orice and income elasticities of demand. The
percentage change in the gquantity of health services

demanded is the aumerator Zor both price and income elasticity
of demand. Housenold expenditure data, providing exvenditures
for health service, by income group, can be used to estimate
income elasticity of demand. In theory, time series data

on national heal:h exgenditures and grice indices for nealth
services could be used Lo estimat2 price elasticity, but in
practice tne technology ané income distribution changes
occurring in developing cduntries eliminate this possibility.
The extrapolation of price elasticity from income elasticity
or the use of natural experiments in which orices are changed
for major services appear more useiul. Z/

2/ A userful source Zor additional information oa the =las-
ticities of demand Zor health services in less-devaloped
countrias is Peter 'S. Hellar, "A Model of the Demand Ior
Medical ané Eealth Servicas in West Malaysia,” Cantar Zor
Research and Develooment, The Univarsityvy of Michigan,
Discussion Paper YNo. 62, Cctober 1275,

t—
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b. Coverage (access) of health services
py residence and income lawvel.

Tor this information, the following gquestions should be
answered. How many residences have access to medical
and health services? How many lower income households
have access to health services? How many doctors are
there in rural aresas per 1,000 of population? 3/

c. Estimates of the proportion of individual
income sgpent for taxes and nealth ex-
penditures.

1) Taxes allocated to health or indirect
health expendituras;

2) Direct health expenditurss.

C. SOURCES OF DATA

There are several sources for the data described above.
For data dealing with the government ministries such as
the Ministry of Health, the national government generally
publishes consolidated budgets. These budgets may either
include the required historical tables, or, when taken as
an historical series of documents, contain the data required
to form the historical tables. Projections mav be made
for such ministries through the porojection of historical
trends, and/or through the use of oublisihed development
plans. Diffesrences between the two vrojections can be
especially suggestive.

Data on semiautonomous public institutions and mixed
institutlions such as the social security svstam, pudblic
lottaries, or the national cancer insticutes mav be pub-
lished in regular public reports, which include financial
data. Such reports usuallvy are obtainable throuch the
institutions themselves. The Ministrv of nealth libraries
or rerositories may also provide an adeguata source of
information Zor many oif these activi:ties.

Some countries maintain standard national accounts which
should not be owverlookad as sources of Financial data.

Since much of the data requirements to =astablisn national
accounts Zor the nealth sector are the same as anvisionad

3/ Pinstrup-Anderson, per 2t. al., "The Impact of
Increasing Food Supvly on Human Nutrition, Implications
for Commodity Priorities in Agricultural Resaarch and
Policv" American Journal of Agricultural Economics,

Mav 1976, ppl3l-142
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in this approach, the material mav be immediately aopli-
cable. Mutual cooperation with those responsiblzs Zor
national accounts mayv be in order.

I7 the published sources ara not available for either the
public or mixed organizations, or if their validity is

in doubt, the required information may often be obtained
directlv from the institutions and/or from international
or foreign sources (in the case of external aid). The
U.N. system of 3ocial and Demographic Statistics may be
noted. Special preparation of such data by an institution
may be a fairly costly and time-consuming process. Moreover,
such data may not be accurate either in published or in

ad hoc studies. Thus, several different estimates may be
found for the same budget for the same vear, depending on
the scurces of information, accounting definitions used,
and other aspects of the collection procedure. The degree
of accounting control and standardization of accounting
practices Zound in develozed countriss is not likely to
exist in manv of the developing countries, and rough
estimating orocedures must often be relief upon.

The most difficult organizations to study will srobably

be those public and private institutions which provide
health services as a secondary activity and treat the
services as worker benefits. Ministries of defense and
education, mining concerns, and large agricultural organ-
izations are examples of such entities which mav provide
health services to thousands of individuals, while pro-
tecting financial information for security, tax, or public
relations purposes. Similarly, charities, religious groups,
and other p»rivate organizations may not provide Zinancial
data to outsiders or may not maintain adequate f£inancial
data for assessment purnoses.

rees Zor goods and services may be estimated Ifrom consumer
expenditures or from sales data kept by the nealth agency

or other oroviders. Since each source of ianformation has
obvious potential errors, it is most desirable to compare
estimates made from both consumer expenditures and provider
incomes -- :o the extent zossible within the rssource linita-
tions of the sector assessment. As noted abova, data on
traditional services are not likely to be readily available
froin any source.

Sources for consumer 2a2xpenditurs data may include:

1) Health expenditure suxwvevs, esvecially those
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sponsorad oy the Ministry of Healch or othsr public health
agencies, or by universities -- uniortunately, these are
ccarcer tian is desirzad.

2) Household expenditure surveys. Lixely sponsors
of these surveys are national statistical cfiices, the
Ministry of Labor, or the central bhank. Surveys to measure
cost of living indices mav be a useful source Zor these data.

3) Special tax survevs.
4) Census data.
ider income estimaces are generally more difficult to

rov
obtain than consumer expenditure data. Some potential
source o data ars:

1) Pharmaceutical niarket surveys conducted by either
industrial or markast rasearch firms. Since charmaceutical
import and production volumes are regularly available as
trade statistics, a rough approximation of retail wvolume can
oe made by apolying an 2stimatad commercial markup in price.

2) Provider income sufveys conductad by schools, by
the Ministry of Education, the Ministry oI .Lakor, or the
Ministry of Foreign Relations (as part of <data on brain

zain or value of service of emigrants, etc.), or by associa-
tions of health professionals.

3) Income tax projections of wvarious grouvps of the
pooulation, which may be derived from actual tax rsporting
oZ income.

4) Income Zor nealth service practiticners, which can
be estimated f£rom data on the income of versons of differing
educational levels. These data are often Xept dv the labor
and education ministries to measure the investment value of
2ducation.

Available rescords from any of the above sources oI informa-
tion may show f;nanc_ng data based on monetarv transiears.
dowever, in many situations health services are provided
largely through the donation o2 goods and services or through
Payments in kind. To avoid overlooking or undersstimating
such daca, it would be desirabls to conduct interviaws with
nealth sezvice institutions at both the location of the
service orovided and che central office, and to struckture

rna j_

the interwiews to ascertain such non-monecary transiers.
Suzh ;nf:rma:;:n.may crove to dé the most difficult tvoe
to estimatce, and the practicalizy ol ax=arting the axira
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efforts necessary to obtain it at all will depend on the
study. Also difficult - pernaps impcssible - =o obtain
would r  income data on traditional healers, especia-ly

iZ the are paid in kind.

To accuire th2 relevant data needed for an analysis of

the financing of the health sector, it is necessary to
know the £financing mechanisms of the health sector. For
public health institutions (including the semiautonomous,
or mixed, agencies) many of these mechanisms will be
described in public literature =-- partict larly in enabling
iaws and decrees. Howevar, interviews should be used to
assure that the nominal mechanisms are in tact being
implemented.

For fees for gouds and services, cdonatad serwvices, pavment
in kind, and other financing mechanisms, field interviews
of practitioners and officials of the various nealth
instituzions mav be the best, or only, source. Special
sources of data may exist for some specific institutions:

1) Credit unions or cooperative associations may
orovide generic information on health service financing by
their constituent agenciass (e.g., pharmacy cooperatives).

2) Industrial associations may provide information
on model or typical worker health service financing plans
for their members.

3) Insurance monitoring agencias or insurance corpora-
tion associations may provide generic information on private
health insurance plans.

4) Professional or labor associations may o2rovide in-
formation on financing of health plans for members.

5) Creditors may drovide information on the extent and
mechanisms of non-institutionalized debt Zinancing for health
services (e.g., the Goverament of t<he Dominican Republic
used AID financing to provide bank loans for private hospital
construction, and thus information on debt Zinancing of
hospital capital investment in the private sector was centrally
available).

InZformation on the incidence of taxes on the dublic mav be
available from the Ministry of Finance, the tax bureau, or

from international financial ianstitutions such as the World
3ank. 2lternatiwvelw, other social service sectors -- aducation,
welfare, 2tc. -- may have generated such data for comparabla
sector financing studiss, and knowledgeable informants in



ot

hase sectors snould be consultad.

In essence, the description of the pattern of financing

of health services will require some imaginative use of
existing documentary sources and interviewing by the
analyst. A great number of sources and recipients of
health service financing will usually exist in a nation

-- some of which will not be obvious to ocutsiders or even
to many public health officials in the country. Estinates
of the magnitude of financial flows, and the description
of the overall ("macro'") efrects of the financial pattern,
will not be much affected by omission of the mor2 obscure
financial mechanisms. OCn the other hand, the innovative
planner may well find that novel mechanisms already in

use may be valuable natural pilot studies for financial
reform. Similarly, a iteview of historical methods of
financing health services may give both a view of the
flexibility of the financing system and clues for a return
to once successful but now disused sources of finance.



IV. EVALUATING THE DATA ON HEALTH SECTOR FINANCING

An appraisal of the various methods used by a country at
the national and local levels to finance its health
service requires a basis for judgment, or a set of cri-
teria. While some criteria may be less controversial
than others, all are to some extent arbitrary and few --
if any -- can be scientifically verified. For example,
almost everyone would agree that a method or source of
finance should be fair or equitable, but the appropriate
measure and degree of equity are value judgments on

which reasonable persons may differ. Below is an illustra-
tive list of criteria with Teasons presented for them
where necessary. It is not likely that all criteria will
be usable in any single study,as value judgments and
practicality will vary.

The criteria that appear most important fall into four
categories: 1) equity effects of a financing source --
i.e., is the burden of financing borne fairly? 2) effi-
ciency aspects of a financing method -- i.s., how much is
collected and at what cost? 3) effects of a method upon
the pattern and efficiency of health service delivery --
i.e., how does the source of financing affect the operation
of the health sector? 4) macroeconomic (or aggregative)
effects of financing -- i.¢., how does financing affect

the overall economy?

A. IS THE BURDEN BORNE FAIRLY?

The methods of financing health cares vary greatly in their
impact upon those providing the funds. There are at least
two well-recognized concepts of equity (fairness) whic

can be applied to an appraisal of the impacts of a method

of financing. These concepts are horizontal and vertical

equity.

Horizontal equity 1s achieved when all persons at the same
level of income (regardless of the source of ircome or
manner -- within limits -- of using it) contribute similar
amounts. Thus, a source of revenue, such as a special tax
on wealth, which bears more heaV1ly on persons with cartain
sources of income than on those with other sources could

be consideresd inequitable, other factors being equal. Also,
a method whose burden is felt much more by some persons than
by others of idsntical status would be lneaulgaole, an
xamnle would be an excise tax on a product purchased mcre
by some groups than by others.
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A subcatagorv of horizontal =quity is equity ot risk sharing.
This type of .wrizontal equity is concerned with the flinancing
of the costs of tresatment for a catastropnic illness or other
health problem givinc rise to major expense. In some finan-
cing systems the individual affected pays all or most of the
cost of such a major health problem. In other systems, 2ersons
at risk for such statistically unlikely events use insurance

0 share the risk. Since people are willing to pay a premium
to buy the insurance, reducing the probability of very large
expenses apgears to have value to the consumer.

This manual does not cover another aspect of squity which
some analysts might include in their work: the ecguity
implications of :the benefits of raceiving (or not receiving)
health care- also important to a broad evaluaticn of the
sector. The omission of it here is based on an aim o:Z
concenzrating on secctor finance, especially on scurces of
support for the sector. Those ylshing to conduct broader
appraisals that include benefits =-- and the equitv of their
distribution =-- will Zind other guides to such work. 4/

The comparison of the burden borne by svecific population groups
for financing health services vs the benefits obtainaed is
important in terms of both eguity and efficisncy evaluation.
Equity of distribution assumes not that the cost-benefit ratio
will be uniform over all groups, but that the variation among
groups will be judced "fair" according to the countries' social
and cultural values.

Financing snould also be successful at "capturing" the benefits
Z health services randered. For example, comparing individual
ee~for-service to community tax financing for immunization
services, we conclude the first often do not capture the bene-
fits adesquatelv. Thus if 50% of the population pavs outc-oi-
oockat for immunization, =he remaining 30% may bens2fit more bv
enijoving the reduced community level of disease without the
discomfort of immunization reaction. A community tax in which
all pay equally for the reduced community srevalence of disease
does not share this defect. Perhaps mora important if the
financing does not adeguately capture the benefits o the
activity, is a tendency to sub-optimize -- <hat is for the
community to spend less than is =2conomically justified Zor

the health service. The tarm "public or welZare goods" is
applied to those activities that should be publicly £financed

in order to avoid inefficientlv large or small expdenditures
that would occur through Zese-for-service mechanisms.

m QO

4/ 3ee Ior a2xample: A 3erry and M. Urrutiz, Income Distribution
in Colombia (New Haven: Yale, 1376), sp. 133-171; C. =.
McClure, Jr., "Taxation and the Urban ?-or in Developing
Countries" (Washington: World 3ank, Stafi Working Paper Yo.

222, December 1973), 2. 26-29).



3. HOW MUCH IS COLLECTZD AND AT WHAT COST?

There are at least six diZferent but complementary sets of
critaria for assessing a financing method in terms of its
return or inherent efficiency: 1) gross yield of the
method; 2) method net vield; 3) impact on personal
behavior and health; 4) satisfaction of the method's
vayees; 5) political acceptability of the method:; and

6) avoidance of dependency on temporary sources.

The gross yield of a method encompasses several simple but
very important characteristics, such as the overall capacity
of the method to yield gross revenue, “he stability of its
yield over time (with changing conditions), its elasticity
or responsiveness to economic growth or decline, and the.
oredictability of the method in its timing and amount of
vield.

The net vield of a methad excludes the costs of implementing
and administering it, such as the expenses of collecting a
tax. Net vield, therefore, i1s gross vield minus costs of

collection. It indicates, in a way, the efficiency of raising
funds.

Another cost (or, depending on its impact, perhaps a benefit)
of a financing method is its effect on versonal behavior and
ultimately cn health status. An example of this (in the
potential benefit sense) is the impact of an excise tax on

the activity it is intended to discourage. Thus, the financing
of health services through taxes on sales of alcohol and
tobacco is thought bv some to have the twoifold impact of
oroviding health services and reducinc the ill health resulting
from alcoholism and smoking. Clearly, studies of the effects
oI alcoholism or the like upon health status co bevond the
analysis of Zinancing methods. 3/

A different type of cost method is the satisfaction (or
dissatisfaction) of its payees. A common example of a method
which is thought to provide nhigh satisfaction, aside from

any nealth benefits deriving from tihe programs suprorted by
it, is a lottery. There is no doubt of the pertinency of

the satisfaction standard to an assessment of a method of
Zinancing. Conceptuallv it is distinguishable from other
criteria such as eguity and yield. JNevertheless, in oractice
t is very difficult to estimate without costly special

rocse surveys -- except indirectly thrcugh rough proxies

ke political tasts, votas for representativas, and opinion
1

u
i
o

B0

gy

3/ An sstimate of the price slasticitv (i available) of the
oehavior to be 2xcised is an important indicator of how
2igh the tax must e to affect consumption of the product.
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analvze a financing method. ?2Political conSLHe*a ons con-
cerning a method, such as the acceptability of a method or
resistance to it, 2ither from the general population or
svecific groups of neople, obviously are crucial to its use-
fulness (even to its existence) and could be considered a
cost of using a particular method. This political criterion
is distinct and jenerally goes bevond pavers in its scope,
embracing all important participants in the gpolitical process.
As in the case of user satisfaction, opolitical acceptapility
poses some difificulty as an operational critaerion. It is
doubtful that analvsts should expect to applv this grinciple
in a health sector assessment emphasizing a2conomic considera-
tions when appraising specific methods of f£inance. However,
it would be wise for the analyst to consult with exgperts
sensitive to colitical currents for advice on the political
acceptability of a financing measure.

A sivxth, and Zinal, criterion within the category of
efficiency asvects of a financing method (with emphasis on
the costs of raising revenues) is dependence. A financing
method creates a dependency if it encourages or develops a
reliance by the recipients of services on sources of funds
from other cersons. Tt is generallv considered to be pejora-
tive, as when one nation becomes dependent on foreign-based
multinational corporations in their health-related industries
due to a reliance on Zoreign private investment capital.
Dependence may repracent the reverse of a desirable goal as
in the case of the dependence of the poor on the more aZfluent
for the financing of their health services through the pro-
gressive income tax. The evaluation of cases of dependency
is important so that zslanners will avoid naively cre=ating a
spendancy that cannct be sustained, such as dependence on
temporary sources of Zinancing. Situations of dependencv
are created most ZIrequently by oublic and decentralized organi-
zations which Zind temporary domestic tax sources or external
assistance for their orograms.

C. HOW DOES A PARTICULAR SCURCE AFFECT THE QOPERATICN OF
THE HEALTH SECTOR?

In addition to the equity and efiiciency asvects described
above, a particular means of financing may also impact on the
vattern of use of health services, on the manner of droviding
them, and on the type of sarvices provided. Logic and
axperience sugcest that the method of financinq health services
affects the volume and tvoe of services usad Tor axanmple,
orogressive income taxes mav allow =z a*eacer uase oI publicly
Zinanged healzh servi oy low=-income gersons than would
otherwise occur, whi eli-pavment (drivate axpendizure
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will nave the opposite effact on the uctilization of medical
care by the goor. Also, when health care nas 2een Zinanced

by insurance sayments, it has been obsarvad that the insured
use health services at much higher rates than uninsured

peonle do. A particular means of financing may aZfect the
ziming of health services use. Direct pavments may result in
a postponement of the preventive health services by certain
groups, since such services are considered less urgent despite
their greater long-term importance.

The method of financing can also affect the provision of
health services. An illustration of this is the dis-
olacement eSfact =-- that is, the replacement of one source

of financing by another rather than an augmentation of the
original source by the newer source. For example, charitable
contributions may lead to diminished gublic support in a
certain area, resulting in little or no net impact on health
services, while an equivalent public axpenditure would have
resulted in an increase in health services.

A full view of the effects of funding on the overation of
the nealth sector should include an examination of the
differential effects of various provider compensation tech-
nigues on the tyses and volume of services used. The best
xnown illustration probably is the impact of capitation or
salaried arrangements for the payment of physicians for
preventive and other ambulatory nealth services. With
chysician payment in the form of salary or on a capitation
basis (a fixed fee to :he physician per patient treated)
the use of preventive and other ambulatorv health services
increases while the use of hospitalization decreases -- at
least in prepaid group practices. Another example is
crospectively-deternined rates for hospital reimbursement.
Data availabilitv for apolication of these bases for appraisal
will be a limitation to studies in developing countries.

D. HOW DOES FINANCIMNG AFFECT THE OVERALL ECONCMY?

Although a Zull assessment of the effacts of health sector
financing on the overall economy is generallv beyond tha scope
of a health sector Zinance analysis, consideration oI some

of those effacts could be valuable and might be Zeasidle,
especially in a large rasearch andeavor. OCne effact ol con-
siderable significance is the impact of anv given level of
healch services financing on the general lavel of Jrices,

that is, upon inflation. The r=lationship between nealth
2xpendituras and revenue income, as well as the source of



that ravenue, can affect prices. A potentially inflationary
method would be the financing of health care through govern-
ment borrowing, especially Irom foreign funds. Loans may
help to raise nominal allocations but real increases may lag
pehind as salaries are raised and equipment and supply costs
increase, especially if the loans come from outside the
country. When loans are used to bring about health service
expansion in a relatively short time span, the pressure of
increased demand on scarce resources (particularly health
services personnel) may drive up the costs.

A specific source of financing may affect incentives and
etfort expended for national production and economic growth.
Some writers believe, for example, that income taxes restrict
effort -- especielly that of persons in high positions who
might b2 heavily taxed -- thus diminishing output and the
growth vate. Adequate testing of the empirical validity of
this hypothesis, however, would be beyond the scope of a
health sector analvsis.

A rinal overall economic impact of health sector financing
might be called "affordability," or the capacity of a nation
to pay for health services. There is no single concept of
affordability. Rather it is a“flexible idea related to
social values as well as to economic indicators. It can be
connectad to attempts to measure the total effort at health
sector finance made by a nation, perhaps in cemparison with
the efforts of others, which would go beyond the simple
application of other criteria to specific financial resources.
Further, this attention might be disaggregated to consider
specific revenue sources, regional or local governmental
efforts, as well as individual family expenditures.
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V. PRESEMNTING THE RESULTS CF
EVALUATION AND RECOMMENDATIONS

After completing the avaluation of the existing pattern of
health financing using the techniques described in this
manual, the analyst will then be prepared to make ctentative
judgments on the appropriateness of the current pattern.

It can be completely accepted or rejected in whole or in
part. If at least part of the financing pattern is determined
to be inappropriate or otherwise undecirable, the analyst
may want to examine alternative sources of financing, which
-- within the limitations of available resources for his
study -- will be evaluated in accordance with the principles
descrized in this manual.

The final step in the health sector financing assassment

is to present recommendations based on the f£indings of the
evaluation. These recommendations, of course, will depend
on the circumstances of sach assessment, but in general they
would be either recommendations of no changes in the present
system, further studies (perhaps witch pilot studies) of che
existing sys:em or of proposed alternatives, or specific
changes thac are considered advisable. If any changes are
oroposad, the procedures for accomplishing them might also
be summarized in a report to the appropriate audience, which
should include the persons who will make the crucial decisions
on implementation of recommendations.

The recommendations regarding the health sector, or one of

its subsectors, £all into three broad classes: 1) deficien-
cies or shortcomings in the data which need to be corrected

in order to permit useful analysis 2) changes recommended in
expenditures; and 3) changes recommended in Zinancing measures
(income sources). An example of a need Zor more or better
data so that analysis can be conducted is contained in a
recent recort on the health sector of Guatemala. 6/ An assess-
ment of the impact of the employer's share of the social
security tax was not possible because the available informa-
tion was insufficient to determine whether the emplover
actually bore the burden or whether he passed it "Zorward"

to the consumer &through nigher prices for his produc*: or
"backward" to his emplovees by paying lower wages.

The second categorv includes recommendacions relating to
axpenditure pattarns. Some examples of <he Zindings ard
recommendations in this category follcw. Cne is the Zinding
thact administrative costs are a rising percentage of total

9/ Ropert L. Ropertson, "Financing the Health Sector of
Guatamala"
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healzh services axpenditures. It might then b~ recommendad that
~ha 277iciancy of the adminiscrative subsector oI the hesalcz!
sector be examined for possible improvemencs in administration.
Anotner 2ossibls finding is that expendituvres for curative
measures ara predominant. This could lead to a recommenda-

tion that funding be increased so that a greater share of
resources can be devoted to preventive measures, thereby
moving the health sector away Irom a sosxclon of *eacting

to health problems and toward a position of preventing them.
A third finding whicn analysis may reveal is tnat the budget
allocations for operating expenditur=s are more Zully executed
(spent) than are budget allocations for investments. The
problem in not Zully execublng investment expenditures is
often due not to inadeguate Zinancing, tut to the inability
to disburse the large amounts of monev available. Therelore,
management prac:ices rather than Zinancing may be the droblem
with which %2 deal. A fourch sossizls Iinding, that
expencituras on nospitals and hospital-relatad health care
are high relative to non-hospital nealth .measures, may
indicate an over-reliance on hospital-related health care.

The third major category of recommendations, and the most
impor<ant, is that related to :LnanCL.g or sources of

income. An example of a finding in this category is the
heavy reliance in many countriass on indirect taxes to

Zinance the health sector. Ths indirect taxes f£all more
heavily in proportion to income on the poor and are thus more
regressive. If increased equity was the goal, a logical
recommendation would be that income taxes (a more progressive
tax) be increased to aucment h=2alth sector Zinances and to
make the tax burden more equitabls. Another example might

pe a finding that the Iinancing of the health sector

is too reliant on one source of financing, in which case

the recommendation might be to seek additional sources ol
£inancing.

In principle the presentation of evaluative results and
recommendations will be similar for subsectors or specific
orograms and £or entire health sector assessments., Of
coursa, the »roblem range of analvses and recommendations
w1ill be wider Zor a full assessment.
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APPENDIX A

MODEL TABLES



Country

o

Table I - A -

Tnccme Received, bv Source of Income {including Transiers),

and EZxpenditurss Made, by Program (or bv Type of Expense)

3v Individual Organization Which Onlv Collects § Trangaits Funds:
Organization
$ 3 $ % $ 3

Source 9f Income:

A- 1



Countrvy

Table I - 8 -

Income Receivad, bv Source of Income (including Transfers),

and Expendituraes Made, bv Program (or dv Tyde oI Ixpense)

3y Individual Organization Which 2rovides Healzh Services

and Might Raise Part of Its Own Funds:
Organization
$ $ $ 3 $

Expenditure:

A~

~



Country

Table II - A -

Summarv of Income Received, bv Source of Income,

bv All Dublic Health Service Organizations

Source ot
Income $ 3 $ 3 $




Country

summarv of Income Received, bv Source of Income,

by All Mixed Health Servicz Organizations

Source of
Income S 3 S 3

W)

TOTAL

A- 4

ue




Countrvy

Table II - C -

Summarv of Income Received bv, Source of Income,

Bv Selectad Private Health Service Organizations

Source of
Income

Vi
wo
W\
e
w1
o

TOTAL

Source:




Country

akble TII - A - 1

Summarv of Zxpenditures Made, Dv Program,

by All Public Zealth Service Oxrgzanizations

D r -~ -~
Program 5 3 5 2 5
TOTAL
Scurce:




Country

Table ITII - A - 2

e, bv Tvoe oI Zxvense,

[o}

Summarv of Ixpencditures Ma

bv All Public Health Service Organizacions

Tvce OLf Expense - - -
/5 - S E 5 % $
TOTAL
Source:
A~ 7

o



Country

Summarv of

Table III - &8 ~ 1

Expenditurss Made, bv Program,

Qv

All Mixed Heal<x!

Service Orgzanizations

2rocram

TOTAL

Sourcea:

A- 8



Country

Tapble III - 3 - 2

Summarv of Expenditures Made, bv Tvoe of Expense,

bv All Mixed Health Service Organizations

n
we
W
P
A7)

TOTAL

u)
(o]
c
by
Q
{1}




country

Table III - C -1

Summarv oOf Expenditures Made, bv 2rocram,

bv Selactad Privats Health Serwvice Organizations

‘U
(3]
0
‘ﬂ
H
W

TOTAL

Sou

i1
(4]

-
=

A._lo [




Country

Table III - C - 2

Summarv of Expenditures Made, by Tvoe of Expense,

Dy Selected Private Health Service Qrganizations

iy
(]

Type o xpense

B
2]
wo
w
e
w

TCTAL

Source:

A"ll [l




Country

Comparison of Income and Zxpenditures 3udgeted and Actually Executed,

in Selecktead Years

fox Crganization
19 13
Budgetad | Received | Qeceived/ | 3udgetad | Received|Received/
) Budgetad Budgetad
$ $ kS $ $ 3
Source of
Income:

ixpenditure

Source:




Countzrv

Table V

Comparison with Gross Domestic Product (or Gross National Product)

and with Governmental Budget Totals

..

(3 1Y

o}

Health EZxpenditures Made Dbv the Ministrv of Heal:ch

and the Total of aAll Public and

Mixed Health Service Organizations

Expenditures &
Other Totals $ % $ 3

Gross Domestic
Product - -

Ministry of
dealth

Consolidatead
Nat'l Budget - -

Ministry of
dealth

Total Public

& Mixed

Cantral Gov't.
3udget - -

Ministry of
Health

Total Public
& Mixed

Source:

A-13



" Country

Table VI - A

Number ané 2rovortion of Housenolds That Made

Anv Direct Health Expendituras on Various

bv Lavel of Housenold Income: Total Mation
Household Number Households Households Households
Income of With any with Expends. with Expends.
per Period Households |Health Zxpenl on Drugs on Prof. Serv.
Number 3 | Number 3 Number i

£
Lt




Country

Tabla VI - b

Number and Proportion of Housenolds That Made

Anv Direct Health ZIxvenditures on Various

Tvoes of Service in , Periocd

bv Lavel of Household Income: Urban Residents

Household
Income
per Period

Number Households Households Households
of with any with Expends. with Expends.
Households |Health Expen on Drugs on Prof. Serv.
Numbex 3 Numbexr 3 Numbker $

ALL




Countxv

.
angd ?

Number

cr

Anv Dirac

Tvzas o Service in , P2rio
ov Lavel of Housenold Income: 2ural Residancs

Housshold Number Households Households dousenolds

Income of with any with Expends. with Zxpends.
per Period Households |Health pren on Drugs on Proif. |Serv.

Number 3 Number % Number 3

ALL
Souxce:

w
i
.».l

[$)

W\



on

Countzxy

Direct Health

Table VII

A

Zxpenditures and Provortion

of Household

Income Used for Expenditures

Various Tvpes of Serwvice in

Period

by Level of

Household Income:

Total Mation

!

Household
Income
per Period

Expenditures
in Total
3 of
Income

Expenditures
on Drugs
3§ of

Income

Expenditures

on Prof. Serv.
3 of
Income

ALL

Source:




Country

Table VII - B

Direct Health Expenditures and Proportion

of Household Income Used for =Zxpenditures

on Various Tvves of Serwice in Period,

by Level of Housenold Income: Crdan Residents

Housenold “Expenditures Experditures Expenditures
Income Total in Total on Drugs on Prof. Serv.
per Pericd |Income % of § of § of

$ Income $ fncome 3 Income
ALL
Source:
A-13



Country

Direct Health Expenditures and Proportion

Table VII -

of Household Income Used

for Expenditures

on Various Tvoes of Service

in

by Level of Household Income:

Period,
Rural Residents

Household Expenditures Expenditures Expenditures
Income Total in Total on Drugs cn Prof. Serv.
per Period Income 3§ of 3 of % of
Income Income Income
ALL
Source:
A-19
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APPENDIX 3

SOURCES OF HEALTH SERVICE FINANCING

A. HMAJOR SQURCES

1. General Public Rewvenues

a. Taxes collected by the central government, or
other levels of government, to Zinance its activities and
Drograms:

(1) income taxes - taxes assessed on =he current
vear's earnings of an individual (i.e., wages,
salaries, dividends, interest).

(2) profit taxes - taxes levied on the profits
of businesses.

b. Taxes levied on foreign commerce:

(1) import taxes - taxes imposed on goods imported
into the country

(2) export taxes - taxes imposed on products
exported from the country.

2. Internal Deficit Financing - borrowing money within
the country, usually through the issuance of bonds, to cover
a difference between expenditures and reavenues.

3. External Assistance - loans and grants, either in moneyv

or in goods and services, made to the recipient government or
its populace by foreign gevernments, institutions, international
agencies, or persons.

4. Insurance Revenues - nayments made by emplovees and
emplovers (usually through pavroll taxes) and personal
contributions Zor health insurance programs. The health
insurance programs may be either public or private.

5. Special Taxes, and Revenues Srom Lotteries and 3etting:

a. Taxas levied on specific products or activities
and/or used to finance specific governmental programs:

(1) sales taxas - taxes levied on consumer »urchases

w
[}
l._l
(N
>



generally dedicated to a specific use (e.g.,
financing local govaraments) dut also usesd on
occasion fer general revenues.

property taxes - taxes on real estats (nomes,
buildings, land) and personal property
(furniture, clothing, jewelry). JUsually
dedicated to a specific use (e.g.. financing
education) but also used for general revenue.

LY
"~
P

(3) excise taxes - taxes lavied on the manufacture,
sale, or consumption of a commodity within the
country (e.g., beer tax, alconhol tax, tobacco
tax).

ed on the consumption

(4) user taxes - taxes impos
ctivity (e.g., amusement tax

or use -¢f .an a
for theaters)

b. Revenues from Lotteries and Betting:

from an

(1) net proceeds of lotteries -- proceeds
e given to
5

a
event or activity in which prizes a

chances. Proceeds from lotteries may be
wholly or partially designated for the health
sector.

(2) gambling taxes and taxes on sporting events --
taxes on the proceeds of legal gambling
activities usually associated with sporting
events (e.g., gambling on horse races).

6. Charitable and Private Contributions - health services

OT -MOASTLTY SUPDOTT donatea oy charitaole organications (e.g.,
Red Cross), foundations, or persons and care provided by
company medical programs.

7. Direct Pavments bv Recipients - payments bv recipients
(individuals and housenolds) zor medical services, health
care, medicines, etc., to providers of these services (made
from parsonal funds of, or transfers to the rscipients).

8. In-kind Contributicns - contributions of goods and
services rather tnan money to the health sector (e.gz.,
providing volunteer or lower than cost labor or squipment
and supplies).




3. OTHER SOURCES

ta Capital - the financing of a
ital or a piece of equigment,
rofit-seeking, sources of financing.

1. Investment of Pri
capital asset, such as
through private, usually

2. Valorization Taxes - a form of property taxes levied

on the occasion of some public investment which increases

the value of adjacent or surrounding property. Such taxes
are often used for aguaducts or sewers but in theory could
be used for hospitals, water treatment plants, etc.

3. Zndowment Income - capital, usually donated, invested
bv an institution zrom which the institution receives a
fixed income by law or by contract.

4. Fines - monetary venaltias assessed acgainst someone
violating a law or regulation. ~rines are an importent source
of financing for environmental sanitation services.

3. 2ents - pavments for the use of properitv or 2guipment.

6. Subsidies - a grant given by the government to encourage
an actilvity thought to be of wvalue (e.g., food stamps to
subsidize low income peoples' purchases oI Zood).

7. Tax Expenditures - a reduction in tax revenues resulting
from a tax deduction for an activity or expenditure thought
to be of value. For example, charitable contributions

by an individual often result in a reduction of his taxes,
and consequently reduce total tax revenues received., Thus,
the charitable contribution is partially Zinanced dy the
government to the extent it loses tax revenues.

8. Cooperative Financing - the formation of a cooperative
(an organization owned ov and operatad Zor the benefit of
those using its services) to £inance medical services,
pharmaceutical purchases, etc.

9. Miscellaneous User Charges - fees and charges used to
collact income Zrom the users of a service. For example,
water and sewer services are financed by sdecial mechanisms
such as metering, connection charges, fixed monthly charges,
user specific rates, e:c.

10. Transfers - the passing of resources ZIrom one part of
government te another. Transfars of funds can be between

different parts of one level of government (e2.g., Zrom the
Treasury to &the Ministrv of dealth, both on the national
level). Although transfers of Zunds are not the ultimate



source of revenues, they can appear as sourcas to the health
sector or its subdivisions.

11. Migration of Highly Trained Professionals - or ''brain
drain™ may be the equivalent or a capital transfer in that

a country gains (or loses) the value of the investment in

thé parson's training. (Similarly, cost-free use of a patent
license represents an equivalent income in the form of deferred
research and development costs).

12. Expropriation - the sei:zure of property of an individual
or organization by the government.
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