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CHILD SURVIVAL, COST-RECOVERY, AND ESSENTIAL DRUGS: 
EXPERIENCES AND ISSUES 

1. Introduction 

Substantial donor and country efforts in recent years have been focused on 
the development and implementation of child survival activities, specifi
cally expansion of immunization coverage and ORT use. The movement has 
now progressed to consider how best to ensure :he sustainability of those 
efforts. One proposal has been made -- the Bamako Initiative -- to focus 
first on financial sustainability through the establishment and support of 
community financing efforts. While human resource development and institu
tion building are also critical to developing long-run sustainability of 
child survival activities, ensuring adequate financing is une important 
element. 

Efforts to address the financing of child survival activities in the con
text of overall PHC have often focused first on the financing of pharmaceu
ticals. This is true for a number of reasons. Drug expenditures fre
quently constitute the most sizeable component of public health expen" i
tures; hence. allocating these resources in line with priority health 
goals and managing them with an eye tuward overall cost containrment can 
maximize their impact. When revenue generation schemes are considered, 
drug sales programs are often thc most acceptable as the point of entry; 
populations are known to be willing to pay for drugs for curative care, 
and often do so in the private sector when they are not available through 
government health facilities. 

Important experience has been gained in recent years as countries have 
implemented cost-recovery schemes and other mechanisms to finance phar
maceutical needs in selected areas. Thi* -xperience has offered a number 
of lessons and raised important issues that will need further exploration 
in the years ahead. 

2. Countrv Exoeriences 

2.1. Cost-Recoverv and E~sential Drugs 

Revolving drug funds have be.en one of the most commonly attempted mechan
isms of cost-recovery. They are attractive because they are theoretically 
self-financing after a one-time capital investment by the community, the 
government, or an ,utside donor. The supply of drugs can be continued 
indefinitely without fu 't~her government budget allocations, as long as the 
receipts from sales (or from local health budgets) are iufficient to cover 
replacemern costs. In cornparison to public free-drug programs revolving
drug funds make use of an untapped financial resource -- patients' payment 
for drugs. 
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The 	revolving drug funds that have been tried have been at the local, district, 	regional, and 	national levels in countries around the world. Someexamples which have met with varying degrees of success are: 

0 in Africa -- in Benin, Cameroon, Central African Republic, Chad,Liberia, Mal, Niger, Nigeria, Senegal, Sierra Leone, Sudan,
Tanzania, and Zaire; 

* 	 in A.ia -- in Afghanistan, Bangladesh, China, India, Indonesia,Nepal, Philippines, and Thailand; and 

in 	 .tin AmLqrica -- in Bolivia, Dominican Republic, Guatemala,
Haiti, Mexico, and Peru. 

Most efforts at cost-recovery of essential drugs have been limitedcharging for drugs used in curative 	 to:are, and have not 	involved fees forimmunizations. rhe two exceptions we are aware of wereCameroon 	 in projects inand 	Senegal; in the latter case, villagers seemed willing to payfor 	measles vaccination but not for 	the entire immunization series,leading to dep,,;;ion of resources in the revolving fund.
 
In practice, establishment of revolving drug 
 funds has been fraught withdifficulties. When drug supplies are are 	 depleted and insufficient revenuesavailable for the purchase of replacemcnt stocks, the drug sales program comes to a standstill. Some of the most commonly cited problems

include the following:
 

* 	 rapid program expansion for which additional capital funds are not 
available; 

under-estimation of the capitalization costs of the supply system; 
* 	 unanticipated losses of drugs through theft or deterioration; 

a prices set too low for intended level of cost recovery; 

o 	 failure to collect payment for drugs with no subsidy system; 
* 	 unanticipated price increases from inflation or changes in parity

rates; 

* foreign exchange limitations which restrict fortign purchases. 
Many of these problems are avoidable, or their impact can be minimized,through careful financial planning and sound financial management.Trained staff and management infrastructure in place have been found to becritical elements of a revolving drug fund which is self-sustaining. 

Some of the best-known examples are described below: 
Zaire. Government health services were decentralized in Zaire in 1982,
and led to the creation of 306 health zones which towere be largely 
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self-financed. A variety of payment schemes are beingcommonbut the most appears to be charging 
used in the zones,

on.both consultation and drugs received, 
fee per visit, to cover asinflation. In approximately well as a 10-15% markup for15-20% of the zones,committee has a health managementbeen established, with responsibility for financial management of the revolving fund.significantly among 

The percentage of costs recovered varieszones, but in somerecovered areas sufficient margins have beento contribute to the costs of zonal supervision and mobileteams. 

Libria. Cost-recovery for health services began indrug and medical supply systems began 
1975, but by 1983 

in to fail, leading to severe1984. Contributing factors included low fees, multiple exemptions,widespread 
shortages 

failure to collect, and return of collected funds to thecentral treasury. 
In 1984 the establishment of a National Drug Service (NDS)following a special study of the was recommended 
assistance drug supply situation.the service With A.I.D.was establishedproject, a revolving drug fund 

in 1985. In 1986, under the samewas started whichcounties (districts) and in late 1987 the revolving drug fundto community heolth workers in these 
was extended 

two counties. 
Drug fees of $0.25 to S1.00 

involved hospitals in two 

per item are meantcosts, while visit fees of S0.10 
to cover drug re-supplyto $0.50 are intended to help supportlocal operating costs, including salaries, transport, facility improve.ment, and incentives for staff. Immunizations areand services free and fees for drugsare less expensive for under-fives. Complete, but simplyorganized cash, drug, and patient service accounting systems have beendeveloped and taught to health care provide,,rs.expected to play an Community committees areimportant role in supervisingassuring accountability. local health staff and

establishment of funds in 
To 

new 
generate community involvement and supportareas, the communities

raise 50 to are being required to100 % of the required seed stock. 
Locally-established revolving drug fundsare now operating in 10 or other forms of cost-recoveryof the country'sdeveloped 13 counties.with support from These programs haveacross-fertilization. variety of donors and have benefitted fromAlthough onlyticipate in two of these counties currently parthe NDS-supported revolving drugdetermine fund and it isthe impact of the scheme too early toon health services in theseties, there is considerable two couninterest in expanding the NDS systemport revolving funds in all 13 counties. 

to sup-

Benin. The sale of essentiai drugs is the basis forscheme implemented a cost recoveryin one region of Benin, withGeneric drugs a population ofare 12,000.bought through international organizations suchUNICEF and IMPAS and as
Prices are then sold to patients at the health centers.are set per treatment episode, varying accordingpatients paying for the entire to treatment, withventive treatment at their first visit.care is free, and provision has been made All pre

to provide curative carefree of charge to school children and indigents. 
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Since t-.is is a community managed system, the community not only pays for 

curative care but also, through its representatives, is involved in the 

setting of prices, in the management of income, and in the remuneration of 

village health workers. 

actual costs of drugs, significantly less thanPrices set at 3 times the 
prices charged on the open market, have been acceptable to the popula

tion. After 3 years of operation, this system permitted the recovery of 

up to 85% of local operating costs -- including the essential drugs, vil

lage health worker salaries, health complex maintenance, local transport, 

cold chain, and small office supply. Charging for treatments was not 

found to cecrease use of health services; on the contrary, it permitted a 
in the coverage of the target population with thesignificant increase 

most essen:ial PHC services. This approach is now effectively being 

extended to other regions of the country. 

Senegal. Community financing has been instituted through a number of dif

ferent projects in Senegal. The best Liocumented is the Sine Saloum Rural 

Health Project, where financing mechanisms have included fees for service., 
direct payment for drugs, cash or in-kind contributions for health hut con

struction or payment of village health workers, and local taxes which have 

been used in part toward support of health services. 

One problem identified early in the Project was competition between the 

health huts where charges had been instituted and other facilities at 

higher levels of the health system that were continuing to provide serv

ices and drugs free; this created an disincentive "or villagers to seek 
at the health posts, and was corrected by the Ministry institutingcare 

user fees at all levels. Financial viability has also been a problem,
 
village health workers collecting charges;
particularly early on when were 

since then, village health committees have taken on the responsibility of 

coilecting and managing funds, and the national government has agreed that 

all revenue will stay at the village level. Community participation in 
one of the most successful feaand management of PHC services has become 

tures of this project. 

Chad. Even with substantial donor contributions, the Ministry of Public 

Health of Chad is unable to meet the country's estimated pharmaceutical 
requirements. In response to this problem, a pilot drug sales project was 

initiated in on. region with the full support of the Minister of Public 
Health and local authorities. Drugs procured from non-profit suppliers in 

Europe were sold to outpatients at prices which included the drug cost 
plus freight, plus recurrent costs such as stationery, transportation 
within Chad, and the salary of the project administrator. Each patient 

had to have a prescription with the authorized rubber stamp of the pre
was deposited in a special bank account controlled
scriber; incoming cash 

by a specially-appointed Supervisory Committee. The average charge paid 

for a prescription was US$0.73, or 3.04% of average per capita income in 

this region. After 3 months, less than 1% of prescriptions were not 
filled. Organizers of the pilot project felt that the initial experience 
indicated that e-ven low income patients were willing and able to contri

bute to the financing of PHC through the revolving drug fund. 
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Haiti. An analysis of recurrent government health expenditures in the 
late 1970's led the Government of Haiti to create by presidential decree a 
semi-autonomous pharmaceutical supply agency ("AGAPCO") for the establish
ment and supply of a network of community pharmacies. AGAPCO was to sup
ply 66 essential drugs in patient-ready course-of-therapy packages through 
a network of four regionai stores to pharmacies established within govern
ment health centers or independently in the community. Drug fees varied 
according to the value of the drug and were intended :o cover drug replace
ment and operating costs. In September, 1982 the first 23 community phar
macies were operational. 

By late 1985 nearly 200 pharmacies had been opened, with pharmacies in 
each of the four regions. Despite -- or perhaps because of -- the rapid 
increase in AGAPCO outlets, sales had reached a plateau, major stock 
losses had been incurred because sales were less than projections, and 
operating costs were greater than t. cost of drugs distributed. Sys
tematic analysis of the situation identified several operational and 
organizational factors which contributed to the slower than expected
growth. A resuscitation plan was d..veloped which focused on internal 
management improvements (retraining of community pharmacy staff, MIS, 
procurement, management continuity), marketing activities (expanded drug
list, selected promotiona. activities, careful review of pricing deci
sions) and donor dynamics (establishment of a 'consultative council" and 
regular reporting of self-sufficiency indicators to donors). At the close 
of fiscal year 1986, sales were up 40 %, operating cost increases were 
less than I %, and revenues were nearly covering drug replacement costs. 

2.2. Pharmaceuticals for Child Survival 

Pharmaceuticals -- vaccines, ORS, selected antibiotics, maternal vitamin 
and mineral supplements, family p!anning commodities, and related essen.
tial drugs -- represent the therapeutic core of child survival. Yet, 
little attention has been directed to the relationship between expendi
tures on pharmaceuticals for child survival and total government pharma
ceutical expenditures. Recently A.I.D. commissioned country studies in 
Egypt, Nepal, and Indonesia to consider this issue (13), (14). 

Necal. Total public and voluntary sector pharmaceutical expenditures for 
1986 were found to be US $ 3.7 million -- barely S 0.22 per person for pro
vision of essential drugs ($0.12 per person), family planning commodities 
($0.07 per person), and vaccines and expendable immunization supplies 
($0.02 per person). Thus, vaccines and expendable immunization supplies 
represented only 8 percent of total pharmaceutical expenditures. 

Overall health post utilization rates in Nepal appeared to be generally
low, averaging an estimated 0.1 to 0.5 visits per person per year. Com
pared to the burden of illness in the community, under-fives appear par
ticularly under-represented at health posts. Furthermore, potentially
f.tal conditions such as diarrheal disease and ARI appeared under
represented compared to irritating but generally non-fatal conditions such 
as skin disease and intestinal worms. A community survey in one district 
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and anecdotal information from many other districts indicated that lack ofessential drugs was a major contributor to under-utilization of health 
services.
 

The existence of detailed prescription records in one district allowedanalysis of treatment patterns for a random sample of over 12,000 patientcontacts. Despite higher illness and mortalitypopulation, they represented only 
rates among the under-five

15 percent
fives also are 

of patient contacts (underroughly 15 
only 11 

percent of the population) ana accounted forpercent of pharmaceutical expenditures. When ORS was first introduced, over one-half was consumed by the under-fivesyears but by 1986, fivelater, the under-fives were 
of theconsuming only about one-thirdORS which was distributed. Over a 5 year period ORS use increased, butan addition to antibacterials and as 

not a replacement for antibacterial 
Use. 

The data suggested overuse of antibacterials in the treatment of diarrhealdisease, acute respiratory conditions, and common skin conditions.most Theused drug -- both in terms of quantities consumedwas and etpendituresprocaine penicillin. But scabies, -cuts, lacerations, and wounds were
its most common uses. Relatively little was 
 used for life-threatening conditions or conditions generally requiring an injectable antibiotic.
 
In summary, the Nepal 
data suggest that, despite a high burden of morbidity and mortality among the under-five population, expendituressurvival pharmaceuticals for childrepresent a small portionFurthermore, despite 

of total expenditures.
severe limitations on pharmaceutical resources, available resources are not used for maximum therapeutic efficiency. 

Ezvot. Analysis of pharmaceutical expenditureterns in Egypt trends and prescription patdemonstrated a strong reliance on the private sector for
child survival pharmaceuticals

The 

as well as for pharmaceuticals overall.
public sector was found to consume only 12%
ments of the national requirefor all pharmaceuticals in 1985-86, and even less -- only 10% -- for
child survival pharmaceuticals.

increasing more 

Further, private consumption has been
than government consumption 
 in the last 5 years.ferences were No diffound, however, in the prescribing behaviors of public and
private institutions.
 

There is no recognition of child survival pharmaceuticals as such inhealth programs and no standard therapy lists ar. available.study identified 245 items Yet, this 
group, 

as most commonly prescribed for the target age
and found that the needs for these items (in 
 both public and private sector.) were estimated at 15.8% of total pharmaceutical needs. Sincethe target age group (0-6 year,) is 19.2% of the total population, it issomewhat under-represented in pharmaceutical expenditures. 

Analysis of prescribing patterns suggested over-prescribing of antibioticpreparations for diarrheal disease and acute respiratory infectionsstituting 23% (conof the total market for child survival pharmaceuticalsvolme interms). Consumption of antidiarrheal drugs was;ncrea.ing, also high andwhile ORS consumption was found to have decreased slightlythe previous year. Where ORS in 
was used, it was found to be in addition torather than as a replacement for other antidiarrheal medications. 
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Consumption of vaccines wasof found tothe child survival market. 
have increased dramatically, to 20%requirements, however, 

When compared with Population-estimatedthis indicated apparenting possible savings through over-consumption suggest.reduction of waste or unscheduled "boosterdoses" of popular vaccines. 
Indo.esia An analysis of datacollectively represented 

gathered for 7 provinces whose population
to 50 % of the total Indonesian populationcompare pharmaceutical expenditures was usedexpenditures, with need. Total pharmaceutical
million in 

not including family planning commodities,1986-1987 or were US S 77S0.46 per capita. Vaccines representedof 5 percent of total drug expenditures, ranging from 
an average

the provinces. Expenditures on a single oral 
1.8 % to 9.2 % :'mong

used for antibiotic capsule commonlya variety of adult illnessesall were greatervaccines combined. than expendituresCompared for 
appear to estimated needs,to have been over-ordered; two 

most antibiotics 
1984-1985 were antibiotics of the top five drugs purchased inoped which did not appear oncetreatment standards. on nationally devel-Although supplyfor some vaccines, and estimated needthe overall vaccine supply were similar 

was one-halfmated the need estifrom patient attendances (Figure 1).

The study also calculated standard 
 treatmentpatient contacts costs and comparedwith pharmaceutical total 
patterns and standard need based ontreatments. reported morbidityThe averagechild survival cost of pharmaceuticalsconditions is less than that for adult illness visits. 

for 
a resu't, all immunization visits, under-five illness visits, P:.natal 

As
visits, and postnatal visits(Figure 2) 

-- which account-- could be fully supplied for only 
for 

38 
60 % of all contacts

(Figure 3). Vaccine and ORS % of the drug budgetrequirements would require roughly 25 % oftfe current pharmaceutical expenditures. 
The relatively high proportion of patient visits accounted for by immunization contacts, under-five
reflected illness visits and antenatalin data available care is alsofrom one state in Nigeria (Figure 4).

In summary, despite nearly adequate 
total pharmaceutical allocations,
child survival pharmaceuticals were under-funded in comparisonmaceuticals used primarily to phar.
requirements for adult illnesses. The data suggest thatfor child-survival pharmaceuticalsthrough more therapeutically and 

could be fully fundedeconomically efficient allocation
available pharmaceutical of
resources. 

2.3. Alte'nativeFinancinMechanisms
 
There 
are generally three approaches to increasingfor child survival: the financing available1)improvedresurcthe resources allocationthat are available that is, allocating
those items for pharmaceutical procurementwhich are towardmost cost-effectiv.,
of vaccines, ORS, antibiotics for ARI, 

in order to expand the supply
and other essential drugs; 2) _ostontaiQ.nment in drug suppl,- systems through careful selection, wise procure
mcnt, efficient distribution, improved cold chain management, and promotion of appropriate drug u.'e; and 3).1revenueadditional eneraion.resources are through whichsought to supplement the funds available in 
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the public sector. It is this third approach which is currently the focus 

of substantial interest. 

at any level of the health system, from theRevenue generation can occur 
national level to the community level. The drug sales programs described 

no means the only mechanism, for revenue generaare one mechanism, but by 
useful point of entry for buildingtion. They are often thought to be a 

interest in alternative financing, and particularly in community financ
later exploration of other more comprehensive fining, which may lead to 

ancing schemes with the potential for covering the full range of health 

services.
 

are commonly considered for generating revenue toOther mechanisms which 


support health services are described below (2), (20).
 

Increasing Government Budget Allocations through Taxation
 

Increasing governmental resources through new or increased taxes is, at
 
funds forfirst glance, an appealing mechanism for mobilizing additional 

taxes and indirect taxes on consumptionthe health sector. Both income 

and trade have been suggested, but are not always feasible given a coun-


An income taxation system requircs relativelytry's stage cf development. 
sophisticated infrastructures for administration. Consumption taxes also
 

successrequire a minimum bureaucratic capacity, but have been applied 
Taxesfor health in on 

trade items are dependable only if foreign trade is an important part of 

the economy; when feasible, taxes on luxury items can be appealing from an 

equity point of view. Oue of the drawbacks to taxation is that it is very
 

difficult to ensure that the additional resources will be channeled to
 
health.
 

fully to generate revenue two regions of Senegal. 

Lotteries have sometimes been organized by governments to raise funds for
 

health purposes. They are most appropriate for one-time investment prog

rams. 
 They have been criticized as regressive, however, in view of the
 

frequently large participation of low-income groups.
 

Foreign Aid 

Another way to enhance resources for health is by soliciting funds or
 

donations of equipment or commodities from abroad. These can make
 

important contributions to health services. Foreign aid is frequently
 

used to develop the health infrastructure, through construction of facili

ties, training, and continuing education of health personnel, but often 

assumes that recurring costs are the responsibility of the government. 

When funds or commodities are sups!ied, as contributions to the operating 

budget, there is no guarantee that they will be continued; a government 
relying on such donations puts itself at risk. With that perspective, for

eign aid is probably most appropriate when viewed as a short-term interven

tion or as a mechanism that is complementary to domestic financing 
efforts. 
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Fees for Service 

Fee for service schemes refer to the institution of charges for visits to 
health facilities (also called consultation fees) or for the use of labora
tory services. While different from direct payments for drugs, fees for 
serviee often include provision of drugs. Fee for service schemes have 
been used widely, both formally in national efforts and informally through 
numerous local initiatives around the world. The setting of fees varies 
tremendously. Fees are usually set. as a contribution toward the recur
rent costs of health services, often covering village health worker sala
ries and local administrative and transport costs. Collection of fees 
also varies, depending in large part upon the incentives that are provided 
by the structure of the fee for service scheme. Experience suggests that 
when the revenues collected are made available to cover expenses at the 
Ih;vel at which the revenues were generated, they are collected much more 
vigorously. On the contrary, when they are to be simply submitted to the 
next higher level of the system, or to be contributed to "government
 
revenues," with no benefit felt at the service delivery level, there is
 
little incentive for fees to be collected conscientiously.
 

Health Insurance/Preoaid Health Schemes 

Governmental health insurance programs do exist in some countries of sub-
Saharan Africa, but coverage is limited to those employed in the modern 
sector. This excludes virtually all of the rural population. Before more 
universal programs are likely to be developed, the organizational proL"'ms 
of setting up a low-cost and efficient administration, assessing the capa
city of households to pay, and determining affordable premia and how to 
collect them must be resolved. Prepayment or insurance schemes at the com
munity level are still met with some resistance. This seems to be due to 
a combination of factors -- fear that the promised services will not be 
delivered, inadequate resources to make the prepayment required, and 
family solidarity as a substitute method for coping with the health risks 
of individual family members. Nonetheless, prepaid schemes have been 
instituted in a few areas. In most of the cases where they have been 
tried, over-consumption of health services by members was felt to be a 
problem and coinsurance and/or deductible mechanisms have been intro
duced. When prepayment schemes are not compulsory, they may fall into the 
trap of adverse selection, then becoming too costly to be workable. 

Co0 eratives and Other Forms of Communitv Financing 

There are numerous other mechanisms for financing health services at the 
community level, some more formalized and some ad hoc. Cooperatives are a 
more formalized structure, serving populations from a few hundred people 
to all of China. Most often organized around agricultural production, 
they are formed as mutual aid societies, often contracting with physicians 
or even with the Ministry of Health in some cases to receive health serv
ices on an ongoing basis. The financing mechanism is usually prepayment 
by coop members, but for a milk cooperative in India it is based on levies 
charged for each litre of milk sold. 
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Many communities generate resources
sonal donations. Community 

through special fund raising and perassessments
but have been reported in few areas,aare not common. Festivals, raffles, and other community eventsbeen used to have 
tions are 

raise cash for specific health projects. In-kind contribucommrjn for payment of traditional practitioners, less common forpayment of community health workers. 

2.4. Private Sector Participation 

With the exception of geographically or economically isolated countriessuch as Papua New Guinea and some centrally planned economies, most developing countries have an active private pharmaceutical sector. Generally50 to 90 percent of pharmaceutical expendituresate sector. are made through the priv-Options with respect to private sector participation in child
survival include social marketing, educational programs, involvement
supply management, and regulation. inHowever, effortsprimarily to date have focusedon social marketing of ORT and ORS. There have been fewerand/or less well-documented efforts in other areas. 
Social marketing. Social marketing techniques have been applied to public, joint, and private family planning programs for many years.recently, techniques of social marketing More

have been applied to promote ORTand ORS. Interest in social marketing of other essential drugs appears
much more limited.
 

Promotion of generic drugs in the U.S. is perhaps the most successfuleffort to market essential drugs. Data from 1985 showedthe highest rate of generic drug 
the U.S. to hove use among 7 developed countries and by1987 36 %of all prescriptions were filled by generic name.
 

Efforts 
 to stimulate purchase and appropriate of essential drugsuse
through private sector essential drug lists, distribution incentives,
price controls, or other measures have been initiated in Peru, Senegal,Nepal, Indonesia, and Zimbabwe. At leastinvolved two of these programs haveperverse pricing incentives (lower margins on essential drugs,higher margins on brand name drugs) which have inadvertently discouragedthe sale of' cssential drugs. Unfortunately, there appearsdocumentation to be littleof the impact of these efforts.
 

Constraints 
to providing ORS, selected antibiotics, antimalarials, orother child survival pharmaceuticals safely and effectively through theprivate sector include access, affordability, quality, and assuringappropriate use under circumstances of limited training and strongeconomic pressures toward non-therapeutic dispensing. 
Educational rorm_. Potential private sector involvement in educationalprograms is typified by Warner-Lambert's Tropicare program.have been few efforts to But thereimprove the dispensing of crugs by drug shops,patent medicines, local healers, and others who have become a part of thcinformal distribution network. 
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In one innovative program the Government of Nepal,instituted a course with UNICEF assistance, 
estimated 

for the generally untrained retailers who operate an1500 drug shops throughout the country,lar and is now entering its six year. 
The course proved popu-Unfortunately, theon pharmaceutical science issues and legal requiremenrs: 

course focuses 
it fails to highlight the few :hild survival messages which could substantively affectmorbidity and mortality. There are undoubtedly other such examples which,along with the Nepal experience, shou!d be documented and used to stimulate further activity in this area.
 

Involvement inSD-uVD 
 manaqement. During the 1980'stical companies a number of pharmaceuhave worked withmanagement of public drug supply. 
national governments to help strengthen

Examples include theefforts in the Gambia and Sierra Leone, U.S. industry'sWarner-Lambert's Tropicare programin several African countries, the Swiss industry's work in Burundi, theFrench industry's in Senegal, and the German iadustry's in Malawi.
 
In addition to industry-initiated efforts, several
attempted countries haveto structure their essential drug programs toprivate sector strengths in take advantagetheir countries.Medicines In the 1970's Peru's Basic 

of 
Program, recognizing its limited capacity to store and distribt..te pharmaceutical products, maintainedstores. no central or regional medical
 

directly 
Instead, supply contracts specified that deliveries be
to major health facilities, from 

made 
locally which they were distributedto primary health facilities.
characterize Similar distribution arrangementsthe decentralization of Indonesia's essential drug distribution system.
 

RS.Lation 
 Regulatory efforts with respectmarily on to child survival focus pri
preparations.

banning popular, but dangerous and/or distracting
Pharmaceutical antidiarrhealprice controls ar- one of theforms of regulation, but enforcement is difficult and 
most common
 

there few, if any,
examples of regulating pricing for child survival products other than ORS. 

3. Concluion 

Experiences to date in the arezs of cost-recovery and essentialthey relate to child survival drugs asefforts suggest the following lessons andissues: 

* Limited allocation of government financial resourcesstill to health isa major constraint in most developing countries. 
* Child survival efforts compete for scarce resources against variousother interests including strong public demand
Child survival for essential drugs.
visits (immunization, sick child
postnatal care) constitute care, and antenatal

some 40-60% of public health service contacts incountries, yet expenditures vaccines and drugs for this group 
ongenerally represent a much smaller percent of the drug budget. 
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0 	 A.I.D.'s approach of building institutional capacity in the area of 
drug supply management has succeeded, at least in some countries, in 

increasing the supply and controlling the costs of essential drugs. 

* 	 Essential drugs represent the one element of primary health care for 
which people are willing to pay and which consistently draws families 

to health centers. Lack of essential drugs is perhaps the most fre
quently cited reason for people not participating in public health 
services. 

While recent experiences from Africa -- notably Benin and some states 
of Nigeria -- suggest that locally managed programs can generate reve
nue from essential drug sales well in excess of the replacement costs 
of drugs sold., most documented experience suggests more modest 
return. We are unaware of examples of national level cost-recovery 
th;ough revolving drug funds that have been self-sustaining. 

0 	 Efforts to promote child survival objectives through the private sec
tor have been. confined largely to ORT, with only limited efforts 
directed toward other essential drugs. Private sector expenditures 
may represent 50 to 90 % of total pharmaceutical expenditutres -- a 
considerable health investment if directed to child survival. 
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FIGURE 1 
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FIGURE : LLNESS AND WELL-CARE HEALTH UNIT PRESCRBING EPISODES 
7 PROVINCES, INCCIESIA, 1984/85 
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FIGURE 3 DISTRJTION OF DRUG BUDGET BY VISIT TYPE 
BASED ON ESTIMATED MORBIDITY-BASED DRUG NEEDS
 

7 PROVINCES. INDONESIA, 1984/85
 
(RUPIAHS PER VISIT INDICATED BY BARS)
 

ILLNESS 
U DER-5 (11.07.) 

000 

WELL 
UNDkR-5 (20.2-) ILLNESS 

5 &OVER(8.) 

x 1,000 
0 x 1,000 

MATERNAL 
5 & OVER (6.27) 

0 x 1,000 

ALl VISITS 530 Rp 

Lv 



FIGURE 4
 
NIGERIA, IMO STATE 

%ELL-CHIL] -,g (17.111 5 15= 

.n511 ILLNESS 5r cvri 



SELECTED READINGS ON FINANCING DRUG SUPPLY 

1. 	 American Public Health Association. "Revolving Funds: Trials and
 
Errors in the Search for Self-Sufficiency.' Salubritas. July, 1981.
 

.	 Carrin, Guy. "Community Financing of Drugs in Sub-Saharan Africa." 
International Journal Of Health Planning and Management Vol. 2, pp. 
125-145 (1987). 

3. 	 Carrin, Guy. "Self-Financing of Drugs in Developing Countries: The 
Case of the Public Pharmacy in Fianga (Chad)." Takemi Program in 
Internaticnal Health, Harvard School of Public Health (June 1986). 

4. 	 Carrin, Guy. "The Economics of Drug Financing in Sub-Saharan Africa: 
The Community Financing Approach." Takemi Program in International 
Health, Harvard School of Public Health (June 1986). 

5. 	 Cross, Peter, Maggie Huff, Jonathan Quick and James Bates. "Revolving 
Drug Funds: Conducting Business in the Public Sector." Sogial Science 
and Medicinc. Vol.22, 3, pp.335-3 4 3, 1986. 

6. 	 de Ferranti, David. Paving for Health Services in Developing Coun
tries: An O-vcrviw. World Bank Staff Working Papers #721, 1S5. 

7. 	 Donaldson, Dayl. The Potential for Alternative Sources for Financing 
for Health Services in Noal. Washington D.C.: USAID, March 10, 1982. 

8. 	 Heller, Peter. "The Under Financing of Recurrent Developmen: Costs." 
Financin2 and Development. March 1, 1979. 

9. 	 Hume, Margaret, D.O.N. McIntyre and Peter Cross. Final Report on The 
Design and Implementation of a Revolving Drug Fund in Dominica. 
Boston: Management Sciences for Health, July, 1986. 

10. 	 Lewis, Maureen. Pricing and Cost Recovery Ex erience in Family 
Planning Programs. World Bank Staff Working Papers #684 (1985). 

11. 	 Mach, E.B. and Abel-Smith, B. Planning the Finances of the Health 
Sector: A Manual for Develping Countries. Geneva: World Health 
Organization, 1983. 

12. 	 Management Sciences for Health. Managing Drug Supply, Chapter III.E: 
"Who Will Pay: Financing Drug Supplies.? Boston: Management Sciences 
for Health, 1981. 

13. 	 Management Sciences for Health, in collaboration with Yayasan 
Indonesia Sejahtera and Ministry of Health/Indonesia. "Child Survival 
Pharmaceuticais in Indonesia: Opportunities for Therapeutic and 
Economic Efficiencies in Pharmaceutical Supply and Use" (December, 
1987). 



SELECTED READINGS ON
FINANCING DRUG SUPPLY .- cont. 

14. 	 Management Sciences for Health, in collaboration
HMG Department of Drug Administration, 

with New Era, Nepal;
Britain Nepal Medical Trust;Institute of Medicine, Tribhuvan University. "Child Su'vivalPharmaceuticals in Nepal: Opportunities fot 	 andExpanded 'applyImproved Use of Pharmaceuticals" (January, 1988). 

15. 	 Myers, Charles Nash and others. Financing Heah Service and MedicalCare in Th.iland. Cambridge: Harvard Institute for International
Development, September, 1985. 

16. 	 Myers, Charles Nash and 	others. Health Sector Finance In Thailani.For 	presentation at the APHA annual meeting, November, 1985. 
17. 	 Over, Mead. "Five Primary Health Care Projects in the Sahel and TheIssue of Recurrent Costs, a Working Document". Cambridge: HarvardInstitute for International Development. 

18. 	 Shepard, Donald S. and Benjamin, Eisabeth R. Mobilizing Resource forHealth: The Rle oI Uer Fees in De.velo ing Countries. Boston: TheHarvard School of Public Health, May 22, 1986. 

19. 	 Shepard, Donald S. and 	others. Self Financingof Health CreatGovernmentHealth in RwanlA.Lnters Cambridge, MA: The 	HarvardInstitute for International Development, August 27, 1986. 
20. Stinson, W. "Community Financing of Public Health Care." AmericanPublic Health Association: International Health Programs, Series 1,*4, 	 1982, pp. 22-23; 61-65. 

21. 	 Stinson, Wayne. Primary Health CareIssues: ommunityF incWashington, DC: 	American Public Health Association, 1982. 
22. 	 Thapa, Top. ReorganizingDelakha DruShmTardS
 

and Effec:i 
 ntrollingMechanism: teo 	 1. Findin f FieldViitand 	Prooalfor Mdifiaion_ Kathmandu, January 28, 1985. 
23. 	 World Bank. Financing Health Services in Developing Countries.

Washington: World Bank, 1987. 

24. 	 World Health Organization. Procurementand Finaning orEsential
I.. (WHO DAP 84.5), 1984. 



Ch.ilZ Surv-val C :- ecoverv r ndand Essential Urugs:
The Bamako intiative 

A major theme of A.I.D.'s health efforts in 
recent year-s 
has been the
promotion of child survival strategies, with major emphasis on
both ORT use and immunization coverage. 
increasing
 

consistently tried In these efforts, A..D. has
to 
work with developing countries
Fystems that to build health care
can be sustained with locally 
avallable resources. 
 Work has
usuallv focused on development of management systems, training, and
commodities. some
More recently, we 
have begun
alternatives as to work on financing
well as possible shifts of some health care costs 
from the
public to the private sector. 
UNICEF~ as focused Principally on
rapidly improving immunization coverage
as possible, on as
MCH services, and
erfort. It nas on community mobilization
devoted only limited attention to strengthening
human and institutional capacities to 

long-term
deliver services.
 

Summary of the Bamako Initiative 

Introduced in a September, 1987, speech by Mr. Grantof Healtn in Bamako, Mal-, to African Ministersthe "8amako Initiative" aims 
to fnance the
!.cal costs of the primary health
essent:al drugs at 

care system largely, by the sale ofthe community level. 
 The program would seek
$100 million yearly to to raise
help with the
drug Purcnase. foreign exchange requirements forIt is proposed that this fund plus contributions from
governments would provide essential drugs for those currently unreached.
 
in 
its early stages, this initiative would focus on 
selected countries in
2 ubsanaran Africa, Possibly including other countries later.
Participating countries wo,.,ld 
have to have
development of (1) a national plan for theMCH services 

PHC program, (:) 

in the context of a comprehensive integrated
 
essential 

a national drug policy which includes the provision of
drugs, and (3) a commitment tomay take cifred forms both community financing (whichin different countries) and management ofat the .ommunl:,/ level, resourceswn-le orotecting 
the poorest.
 
This initiative is 
seen as a major 
*hrust toward achieving local
for a Primary health financing
care system tnat cculd
sub-5aharan Africa encomoass virtually all ofduring the 19that 0's. UNICEF recognizes the challengeslie ahead in implementing an effort of this magnitude, and the need
for coliatQration and coordination with other agencies for it 
to succeed.
 

Relevant Extzertence and Lessons
 

Experiences tc 
cate in tne areas of cost-recovery and essential
tney relate to cnild survival efforts suggest 
drugs as

the following -ealities: 

-1-<
 



o Limited allocation o government financial resources to nealtn is ='ill
 
a major constraint in most developing countries.
 

o 	Child survival efforts compete for scarce resources against various
 
other interests including strong public demand for essential drugs.
 
Child survival vislts (immunization, sick child care, and antenatal

postnatal care) constitute 40-60% of public health service contacts i.n
 

some countries, yet expenditures on vaccines and drugs for this group
 
generally represent an much smaller percent of the drug budget. 

o 	A.I.D.'s approach of building institutional capacity in the area of
 

drug supply management has succeeded, at least in some countries, in
 

increasing the supply and controlling the costs of essential drugs.
 

" 	Essential drugs represent the one element of primary health care for
 
which people are willing to pay and which consistentlv draws families
 

to health centers. Lack of essential drugs is perhaps the most
 
frequently cited reason for people not participating in public health
 
services.
 

o 	While recent experiences from Africa -- notably Benin and some states
 
of Nigeria -- suggest that locally managed programs can generate
 
revenue from essential drug sales well in excess of the replacement
 
costs of drugs sold, most documented experience suggests more modest
 
return. We are unaware of examples of national level cost-recovery
 
through revolving drug funds that have been self-sustaining.
 

o 	Efforts to promote child survival ob2ectives through the private sector
 
have been confined largely to CRT, with only limited efforts directed
 
toward other essential drugs. Private sector expenditures may
 
represent 50 to 90 % of total pharmaceutical expenditures -- a
 
considerable health investment if directed to child survival.
 

Issues and Imolications for A.I.D. Policyand Progras_,
 

The UNICEF aporoach to child survival, cost-recovery, and essential drugs,
 
as emooded in the 3amako Initiative, offers important cossibilities for
 
improved chila survival.. Yet experiences from a variety of countries
 
raise some concerns about the Initiative as it is currently developed:
 

o 	over-estimation of the revenue generation potential of essential drug
 
sales;
 

o 	under-estimation of full pharmaceutical resupply costs when vaccines,
 
MCH needs. other essential drug requirements and management of the
 
supply system are considered;
 

o 	inaCquate attention to the human resource and organizational
 
infrastructure requirements for sustainability; this includes the
 
management and local institution-building capacity needed to operate
 
essential crug and cost-recovery systems; 

o 	 the neec tc crovide intensive training to health providers to ensure 
proper use or-ssenzia' cr:Jgs an t-- structure pa,/ment schemes in ways 
whicn dc nor Crovite incentives for over-use of pharmaceuticals; and 
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o 	 liml ted ex×erience wi :h essential drug cost-recovery programs wlicn
 

have "gone national.
 

In addition to these concerns, the Bamako Initiative raises several issues
 
and implications for A.L.D. programs:
 

The Role of Cost-Recovery in Child Survival -- We are concerned chat human
 

and financial resources invested through the Bamako Initiative will be
 
directed primarily to expanding tne supply of essential drugs at public
 
health facilities and that this effort would divert attention and
 
resources fr :m activities more directly related to child survival.
 

There are, however, three potential outcomes of the Bamako Initiative
 
which coulc contribute directly to financing child survival. First, if 
tne 5uoolv of essential drugs for adult health care can be made
 
self -sustainirn; through revolving drug funds, then funds currently
 
allocated to essentLa3 Irugs (however inadquate at present) cou.,, be 
re-cirected to the Fu:oly of vaccines, ORS, anc otner chi ld survival
 
services for which there is less demonstrated willingness to pay. This
 
woula require that these same funds not be diverter to high technology, 
hocPtal care, or other sectors.
 

Second revolving drug funds provide a specific strLcture within which to
 
build critical financial management skills appropriate to each level of
 
the health system. As programs expand these basic financial management
 
skills could readily be applied to other aspects of child survival.
 

Third, tne demonstrated willingness to pay and tangible return implicit in
 
pharmaceutical cost-recovery provide an excellent point of entry on which
 
to ouild confidence in anc support for other revenue-generating
 
mecnanisms.
 

Equity and te_Pi reservat_.on of Child Survival Cbjeq.ves -- The attempt to 
meet cost-recovery objectives through charging policies must avoid the 
potential creation of disincentives for precisely those groups that child 
urviva. ef crts are trying to reach: (I) infants, children, and mothers. 

for wrom l iz-..e_ and mostly anecdotal evidence suggest that use of health 
services is :,rice zens:tlve, (2) the p-)orest of the poor, and (3) primary 
care cutpatlent serv.ce', rather than hospital services. 

Tc maintain Lts oo'ective o expanding coverage and participation in 
health services, A.T.D. assumes that preventive services such as 
immurization and oral rehydration will be exempt from charges, unless 
carefuly ,]onitored experiences clearly show that drug fees increase the 
availatility of ORT anc vaccines without decreasing demand. Thus, pricing 
ant ex.emcticn policies must preserve chid survival objectives, while 
achievrc acequate revenue-generacion. 

Realist: Cc.-. c-v__'.Expectaions.--	 for cost-recovery schemes _ Planning 

E-.oulc be tasec on aistlc expectations, and not the experiences that
 
hae een n only I or 2 places where all the factors
Iccumertec 
ocntri-,u:'c to success may not be fully understood. While it may be 
pocssile :c exemct immunization and maternal and child health care v2i.ts, 
crosS Eu I CE:CO by charges for other visits, it should be kept in mind 

.r....v:,s-t_ ma'.' account for half of all patient contacts, 1mp1y.'rc 

http:reservat_.on


a considerable markup 
on other visits if revenue is meant
pharmaceutical to cover all
costs. 
 This issue will 
require close monitoring of earl,,

experiences.
 

Alternat 
,ve Mech-n..ms for FinancinagChild Survival 
-- While drug salesmay be the most acceptaole approach 
to cost-recivery, 
there is a wide
range of other possibilities, including visit
prepayment schemes, 
fees, insurance, other
the creation of 
cooperatives, and 
special fund
events. raising
Since drug sales 
seem most acceptable


should be 
in many circumstances, they
seen as an important entry point for possible 
later expansion to
alternate financing for 
the full range of PHC services.
 

We are concerned that efforts also be made 
to improve
financial resources the use of available
through re-evaluation of 
resource allccations and cost
containment efforts. 
 Allocating the 
resources
procurement toward those 
for pharmaceutical


items which are most cost-effective can expand
the supply of vaccines, ORS, antibiotics for ARI,
drugs. and other essential
Cost containment can 
be achieved through careful selection, wise
procurement, efficient distribution, imoroved cold chain management and
promotion of appropriate drug use.
 

opa-c-t---n
tne-Ph.
araeuutcal Industry.-- Consideration of pharmaceutical
industry interests suggests 
that the Bamako Initiative would be
adverse to seen as
industry primarily if it were to 
advocate restricted essential
drug lists for the private sector -- which it does 
not --
attract or if it were to
large numbers of patients away from functioning private sector
supply systems.
 

With respect to 
the latter issue, 
we would generally support
cost-recovery efforts meant those
 

services to 
to extend child survival and essential drug
pneviously under-served populations. 
 The factors which
curren:.ly make private sector drug purchases popular
name 
 -- including h-and
preference, accessibility, waiting time, and convenience
continue to operate -- would
 even in 


cost-recovery programs. 
the context of public sector essential drug
(The impact of 
these factors is clearly shown in
Egypt, where 60 
% of all ORS is sold 
through private channels, while the
identical product 
is available free at government health facilities.)
 

Tn terms of market Potential, the 
total African pharmaceutical market
barely 3% of is
the world market ($2.7 billion in
lnvestment of 1985) and the proposed
$1C0 million per year represents an
this total. equally small portion of
We would support countries developing their 
own ability to
procure high quality drugs through open competition among qualified
suppliers. Some U.S. manufacturers, Particularly generic manufacturers,
compete in this environment and do 
so successfully.
 

Finally, 
the Bamako Initiative contains 
no new essential drug concepts.
Procurement by generic name, 
a fundamental aspect of 
competitive essential
d-ug procurement, in 
now a well-established practice. 
 Research-based U.S.
drug companies market 
branded generics. 
 The U.S. government and major
private health institutions purchase using generic names.
 
Management--eu-...rer..-- Experience suggests that self-sustainino
ccst--ecovery schemes are 
substantiallv more difficult
free-crug systems. to manage than
All activities of 
the supply system -- including
 

-4 

.1 

http:curren:.ly


estimating quantities needed, procurement, warehousing, jnventcr', 
management, distributi.on, and financial administration -- become ,--itical 
in establisning a succe-Esful ccst-recover, scheme. Th_ strengthening or 
these activities is already a Dart of many A.I.D. programs in the realth 
sector. Development of the management capacity to ocerate a cost-recovery 
prcqram may be cre of tne bes-: investments in building overall capacity to 
ach:.eve !ong-run sustainability. 

Ccclusion
 

While g. .D. is in supoort of UNICEF's basic goal of strengthening and
 
expanding child survival services, the Initiative as currently conceived
 
includes a set of assumptions and balance of activities which A.I.D. would
 
not full, endorse. However, we see two critical opportunities in the
 
Znltiat'e wnich ,e would actively pursue with UNICEF:
 

(1) the ozocrtunity to build a sustained commitment by countries to child 
survival In a manner wurcih does not divert human, organizational, and 
financia! resources from the core activities of immunization and ORT; and 

(2) tne :kellhood that essential drug cost-recovery would lead to other
 
financing r for:ms -- including cost containment measures, considera- tion
 
of alternative financing mechanisms, re-evaluation of resource allocation
 
decisions, and improved financial management skills.
 

A.r.D.'s participation would empnasize a continuing policy dialogue with
 
UNICEF arc program support in selected areas. SpeciOic areas on which
 
UNICEF ard A._.D. could initially work together include the following:
 

(1) Clearer cefinition of the policy implications and operational
 
linkages among child survival, cost-recovery, and essential drugs.
 

(2) Continuec a:tention and support for all asnects oF sustainability,
 
including .-uman resources, institutional development and financing.
 

(3) Comcrehensive review of experience with revolving drug funds and
 
other efforts at community financing of essential drugs.
 

(4) Sunoort for efforts to develop, implement, evaluate, and disseminate
 
informat:.on cn the full range of finarcing alternatives, only one of whi(n
 
Involves pharmaceuticals.
 

(5) Development of effective met~nods for traininc health workers at all
 
levels in apcroaches to the prevention and treatment of child survival
 
prcblems, Aitn emphasis on nroper use of essential drugs, in general, and
 
ORT, in particular.
 

In adaition, A.I.D. would pursue efforts for cost containment in public
 
sector pharmaceutical expenditures and improved allocation of
 
pnarmaceutical resources. We would also evaluate experiences to date
 
involving the private sector in the social marketing of ORS as well as
 
otner essential drugs. The aim would be to develop a strategy which ,Mould
 
enccu-age greater sharing of the burden for crilc survival by the private
 
sector trrough increased use of ORT, aooro~riate treatment of ARI, and
 
anteratal crevent:on of anemia and vitam.n deficiencies.
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