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FOREWORD
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experts in the research for this report. His
Peruvian collaborators have been Luis Manrique and
Eduardo O'Brien. The President of the Peruvian
Social Security Institute (IPSS), Dr. Jose
Barsallc Burga, personally met with the author and
project director to discuss the priorities of his
administration, and he personally authorized
access to the detailed information from IPSS
internal sources that are used i; this report.

Dr. Carmelo Mesa-Lago is an economist on the
faculty of Pittsburgh University in Pittsburgh,
Pa. He is a well-known authority on the
development of social security systems in Latin
Americs and the Caribbean. The author and project
director closely cooperated in the design,
preparation and editing of this report, within the
overall conceptual framework of the HSA-Peru. The
finai version of this paper was substantially
edited by a Stony Brook colleague, Prof. Homer

Goldberg.

Dieter K. Zschock
Director, HSA-Peru
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I.
INTRODUCTION

This report analyzes the coverage, benefits and expenditures and
financing of the Peruvian Institute of Social Security (IPSS) medical
care program against the background of Peru's continving economic
crisis that has substantially reduced the institute's revenue base.
The report concludes by comparing Peru with other Latin-American
countries that confront similar problems developing medical care under
social security programs and recommends wiys to improve the program's

current situation.

Medical coverapge provided by the IPSS program is among the lowest

and most unequallv cistributed in Latin America. Yet its costs are
among the Bilde=ct  1n the region. Despite legally mandatied
contrivution rates for employers and employees exceeding the Latin
American average, the program began operating at a deficit even when
the Peruvian economy was reiatively healthy and did so continuously
from 1977 througt: 1684, Dramatically deteriorating real wages and
widespread non-cc.leztion, especially the government's failure to pay
its own emjp.cyer contributions, eroded revenues while high
acministrative arc¢ versconel costs, inefficient hospital services and
expensive outside contracting 1irncreased eipenditures,. By 1983,
despite & petlern of regular borrowing from IPSS pension and
disability rprograss to cover its deficits, the medical program had

I
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virtually exhaucted its contingency reserve.

In its last twe vears in office, the previous government made
some efforts tc cudress the system's problems. In 1983, it partially
acknowledged its delinquency. began paying its employer contributions,
and prohibited further transfers from the other IPSS funds. In 1984,
it enacted & 1.% jpercent increase in contribution rates, extended

coverage to children through age fourteen and increased sick pay
benefits, and (ermitted more enlightened and profitable investment
policies for the medical program's reserve funds.

Since takirg over in mid-1985, the new IPSS administration has
adopted measures to discourage evasion of contributions and payment
delays, to improve efficiency, and to obtain more accurate
information. Urcer the presidency of Dr. Jose Barsallo Burga, a key
APRA  leader, IPIZ is now in a favorable political position to lower
costs, expand coverage and increase the efficiency of its medical
program. And irdecd in 1985, the program produced a surplus for the
first time in ten vears. However, without substantial improvement in
the organizaticr and physical infrastructuire of the program, it 1is
doubtful that t!ie measures taken so far will be sufficient to restore
the system to & siab’ e financial balance.



II.
FOPULATION COVERAGE AND BENEFITS

A. Legal Coverage: Problematic Statistics

Peru's largely wunified social security system under the IPSS,
created by the merging of several funds in 1973, 1s legally mandated
to cover all salaried workers in the public and private sectors, as
well as members of cocperatives and para-statal enterprises. It does
not include several groups with independent programs (the armed
forces, police, fishermen, Jockeys, and employees of such state-owned
enterprises as Petroperu and Centromin). Until 1984, dependent
coverage was confined to the spouse's maternity benefits and limited
health care for children under one year old. A 1984 statute extended
coverage to the 1-14 year old children of the insured, starting with
preventive health services, ambulatory care and medicines. All those
receiving IPSS pensions are fully covered by the medical care program.
The seif-employed may also now join IP3S through voluntary
affiliation as may those who no longer qualify for obligatory coverage
end have no right to receive a pension. There are thus five 1insured
groups, two of them economically active {(salaried workers, and the
self-employed or optionally insured) and three economically inactive
(spouses, childrern to age 14, and pensioners). Although pensioners
nominally contribute to IPSS, the two economically active groups
constitute the main revenue base of the program. Rough IPSS estimates
presented in Teble 1 indicate & 26.5 percent increase in mandated
coverage from 1975 tc 1985 (from about 15 percent to almost 19
percent). This extension of coverage 1s significant, especially during

a period of severe economic rececssion. Nevertheless, according to a
1680 study by the Economic Commission for Latin America (ECLA), Peru
ranked 1Z2th among 20 Latin American countries in medical care
coverage, rar belcw what might be expected given its level of economic
development at that time. ficcording to the ECLA study, 61% of the
Latin American population (43 percent if Brazil is excluded) was
coverec in 1480.(1) Morecver, several countries in the region that
started their programs after Peru currently enjoy more extensive
coverage.

IPSS coverage may well be even lower than Table 1 indicates. To
begin with, statistics on medical care under IPSS are among the most
deficient in the region. Although a unified registry of social
security coverage was legally mandated in 1973 and designed with O0AS
assistance five years later, it has never been implemented. A 1981
census of insured persons proved defective and has notf been
published. Another national survey of the insured was conducted 1in
March, 1984, This time the sample was skewed toward the larger
enterprises and white-collar workers. Consequently, the survey both
overestimated the number of married insured and underestimated the
number of dependent children, since legal marrieges and small families
are more common among white-collar workers.(2)

> in Table 1 continue this tradition of questionable

The figures
The table's distribution of coverage over the five

reliability.
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categories of insured implies more solid information on their
distribution than the existing data warrant. Before 1979, IPSS's
published data categorized the insured only into blue collar and white
collar workers on the basis of the two previously separate funds (SSO

and SSE). Since 1979, only those actually contributing, not
dependents, have been counted, and the published data do not break
these down into salaried, self-employed, and pensioners. The figures

for spouses and children are usually estimated by applying fixed
ratios to the insured population. Only in 1984 was the first attempt
made t¢ provide separate figures for the five categories of
insured,(3) but that procedure was not sustained in & statistical
synopsis published by IP3S in 1985, which reverted to the original
blue - collar/white - collar classification and 2zn aggregate figure for
all contributors.(4)

The flaws of the coverage statistics became apparent in the 1984

actuarial study of 1PSS. In order to calculate the number of active
insured (salaried plus optionally insured), this study tried ‘three
methods. Projections from urban emnloyment figures according to the

1981 census or from the number of IPSS identirication <cards were
rejected in favor of a combination of the 1984 survey data on the
number of insured with statistics on social security contributors.
This computation gave 2.4 million active insured, & number close to
the one in Table 1. However, the figures on dependents remain a focus
of uncertainty and controversy. In order to estimate th: number of
childrer betweer 1 and 14 years of age potentially to be covered by
1PSS, the actuarial study rejected the option of basing its figures on

the proportion of the total population in that age group in the 1981
census and ¢lected to follow IPSS!' usual procedure, projecting a fixed
rotic of 1.1% ¢hildren for each male actively insured. The resultant
estimate -- 2.3 million as compared to 2.5 million for the rejected
method -- has since been questioned by the new IPSS President. At the
end of 195, he made sz 30 percent lower estimate of 1.65 million.(5)

Ever, 11 they were zcecurate, these coverage statistics do not in
themselves indicate the number of persons functionally entitled access
to IPSE medical czervices, as defined by possession of an
identification card for the medical care program. The 1984 National
Household Survey on Health and Nutrition (ENNSA) disclosed that of
family members 6 years or older, 70 percent of those nominally covered
by IPSS had no identificaticn card and 3 perccnt had cards that were
no longer valid. The 27 percent with valid cards (and thus
functionally insured) according to this survey is a much lower figure
than the IPSS estimate of labor force coverage (38-39 percent),
suggecting that the statistics on nominal coverage substantially
overstate insured access to medical services. As if to confirm this,
at the end of 1985, IPSS published an estimate of the "real" coverage
as being 15.2 percent of the total population in 1985 compared with
1€.6 percent in Table 1. Unfortunately, IPSS neither explained the
term "real" nor the methodology used for its estimate.(6) All in all,
despite compeounded statistical uncertainty and confusion, a cautious
observer might rezscnably conclude that Peru's relatively low coverage
is ever lower than ectimated.

The new IPSS administration has given priority to three important



measures whicn, 1if implemented, could generate accurate coverage

information. The first of these, initiating and maintaining a
unified registration record, has been awaiting implementation since it
was first suggested in 1973, The second, updating individual records

cf the insured and their employers, 1s as self-evidently desirable.
Computerization makes practicable the third: developing an integrated
data base for the medical care program. To be effective, this data
base should compile statistics (age, sex, salary or wage, economic
activity, employer, and residence) not only for the actively insured
tfor each IPSS program but for dependents, including whether or not a
spouse  1s  directly covered by IPSS so as to avoid duplication.
Without such orderly compilation of reliable information, the factual
record of IPSD coverage must remzin obscure. Properly constructed,
suchi & system would prove :nvaluable, providing consistent and

PR

re.lable data on the five groups of insured on a permanent basis.

B. Inequalities in Coverage

IPSS medical care coverage is not only below the average level in
Latin  Americe; 1its distribution is also ameng the most unequal.
Although the aifferences between blue and white-collar workers were

reducec and coverage 'as extended to domestic servants and self-
enpleysed  workers follewing the 1¢70's merger of funds, significant
differencer still remain  among age  groups, gecgraphical zones,

economic  sectors, and cccupational cuategories. As of 1985, IPSS
essentially covered midale-income urbtan workers in the more developed
departnents of teru, Coverage 1s relatively high among the salaried,
especialiy in pubilic utilities, financial and transportation services,
and manufacturing industries, while the rural populaticon, children in
the urtan nmarginal areas, and the self-empleyed (especially in
agriculture and commerce) sre largely excluded.

£ orough estimate of IPSS coverage by ape group ir 1985 is  shown
in Table &, which compares the age distribution of coverage with the
age dlstribution of the totsl population. It 1s evident that up to
now  IPSS has cencentrated its medical care coverage on the productive
age  group and pensicners, while dependent children have had minimal
ceverage, the percentage for this group being one of the lowest in the
region. The inclusion of this age group by the 1984 decreed expansion
from age O9-1 tce 0-14 was intended to repalir this glaring deficiency;
the 19EL fipures were not significantly affected by this legislation
because very few ot this age group had actually attained entitlement
(see Lelow).

Geopraphic lcocaticn 1s  another major source of inequitable
coverage, as  shown in Table 2. In fact, Peru is one of the countries

)]
in Letin America with the greatect regional differences in social

Security medical care coverage., Lima, the capital, had the highest
rete of coveraps ol 27 percert -- almost twice the national average =--
follcwed LY adiacent Cailao, the country's main port, with 25 percent.
Thelr comtined metropolitan ares accounts for 58 percent of the total
inzured population  of Peru. The percentages of coverage for the

departments of Icu, Tacna, and Arecuipa are also much higher than the



national average. All five areas are located on the coast; they have
the highest urbanization (78 -~ 99 percent), the highest GDP per
capita, and, in general, the best living standards. They account for

most of the central government operations, financial and
transportation services, and commercial and industrial activity. In
contrast, the departments with the lowest coverage (3 to 4 percent)

are located in whole or part in the less accessible highlands:
Apurimac, Ayacucho, Cajamarca, Huancavelica, Puno, and Amazonas (whose
population i concentrated in the highlands). These departments,
where the main economic activities are agriculture and cattle raising
and where the vast majority of the indigenous Indian population live,
flrave the worst living conditions in the country.(7) This inequitable

distribution has been a persistent feature of IPSS coverage., A
comparison of Table 3's figures with comparable data for 1961 shows
thet geographic differences in the coverage remained virtually

unchanged from 19€1 to 1981.(8)

IPSE medical care coverage by economic sector is more cdifficult
to calculate. Although IPSS has made this analysis for the
distributicn of employers, it has never estimated a 35€0Lurnl
classification of the insured. Table 4 attempts to fill this gap by
using ENSSA data on occupation Ly economic sector together with data
on IPLS identification card holders. The sectors with the highest
coverage are electricity, yas, and water (84 percent), financial
services and insurance (68 percent), mining (68 percent),
transportation (44 percent), and mannfacturing (39 percent). The
actlvities with the lowest coverage are agriculture (6 percent), trade
(19 percent), and construction (34 percent).

Ungerlying these disparities is the more fundamental 1inequality
vetween the sc-called "formal" sector of the economy (consisting of
government agencles and enterprises offering relatively stable working
conditions) and the rural and urban informal sectors which comprise
most of the country's working population. 1981 census data suggest
thet the formal sector then accounted for about 40 percent of the
Peruvian labor force. Comparing IPSS nominal coverage data for that
year with these census deta (Table 5) suggests that 90 percent of
those emplcyed in the formal sector were legally covered. That 1is,
thhey were entitled to care under the program and employers were
supposed to belong to IPSS and transmit employer and employee
contributions to the medical care fund. On Lhe other hand, the table
shows that enrollment among the self-employed was only about 2 percent
and the unemployed wer= almost completely excluded from coverage. The
figures in Table 4 and the ENNSA data (see above) imply that there
are still a sizable number of formal sector workers - legally covered
according to Table 5 - who lack the IPSS identification card required
for access to medical benefits; nevertheless this segment of the
economy (except for dependents) is substantially covered by che
Frogram. In effect, the minority share of the labor force encompassed
by the fermel sector (which i3 most amenable to an orderly and
supervisable system of employer/employee contributions) constitutes a
serious obctacle to  further extension of coverage under the
establisheu financing procedure.(9)



C. Projected Coverage Extensions

The preceding analysis indicates that inequalities in
distribution by age and economic sector account for Peru's overall low
level of coverage. Thus the ma jor needs and opportunities for broader
coverage lie in the expansion of dependent benefits for the already
insured and the extension of the program into the ill-defined informal
sector of the economy: the self-employed, occasional workers, and
agricultural laborers. At the end of 1985, IPSS was planning to
extend full medical coverage to spouses and children up to age 18, and
te include occasional workers and peasants in the program, (10) of
these projections, the most readily implementable is the expansion of
dependent coverage, since the program already provides some services
for spouses and children. 1t is the logical next step following the
recent extension of ccverave to children through age 14. Coverage for
occasional and agricultural workers and their dependents will be far

more difficult to administer. Not. only do they tend to have unstable
and penerally low incomes, but, like the self-employed, they are also
cirtooult o to fdenvify and reach. Geceasional workers include marginal
urban Workier (mostly peddlers) employed by concessionaires;
participants  in the current government program of massive employment

creation (100,000 in 1685,  and approximately 200,000 to 300,000 in
1686);  and  the sc-called "golondrinos," workers who go from one
harvect to wnother,  or work irregulariy in the mines. Although they
Gre usually calaried, they either lack permanent coverage because of
their drregular status or they have no coverage at all because they do
rot make the minimum reguired financial contribution to the system.
Froviding coverage for these groups will be very difficult because of
the unotecoy nature of their work.,

Covering  the rural secter will be even more difficult because

meotl peasants and thelr families are widely dispersed, they have very
low dncomes, and  they lack the empleyer's portion of the social
securlty  contribubtion. Moreover, even 1f legal <coverage were
implemented, actual benefits would be severely limited by the lack of
fealth  services infrastructure in rural areas. The impediments to
rural expansior are illustrzted by the fate of a 1966 pilot project
for peasant social security (Seguro Social Campesing) launched in
three communlities in the Department of Junin chosen for ‘their
relatively advanced . cio-economic and political development. The

project provided health education, sanitary measures, maternal and
child care, and general medical services through health posts, each
amply staflfed with one physician and five assistants. Intended for
beneficiaries of agrarian reform in Indian communities and
cooperatives which contributed lard, 1labor to build the health posts,
and a nominal fee, the project failed because of high costs,
iradequate financing (the government did not contribute its share),
and wavering ccemmunity support.(11) A more ambit:ious IPSS project now
teing designed to strength the rural infrastructure is described in
Section 11T.B.3, below.
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III.
HEALTH SERVICES AND EXPENDITURES

A, Health Status and Health Service Inequalities

Table 6 shows the evolution of health services and health status
in Peru from 1960 to 1984, The accuracy of these figures is again
questionable. (Ministry of Health data for 1982, for example, are more
favorable than those shown here based on INE data.) Still, allowing
for error, these figures indicate that inputs (health services) are
not matched by output (health status). Health services in Peru, as

measured 1in available physicians and hospital beds, are Jjust above
average for the region. Peru ranks tenth in hospital beds per 1,000
inhabitants, and ninth in physicians per 1,000 inhabitants.(13) Yet
despite a gradual improvement over the quarter century in all standard
health indicators except number of hospital beds, the evolution of
health care in Feru has not kept pace with advances in the more
developed countries in the region. The 1984 indicators of health
slatus were still among the worst in Latin America. Peruvian 1life

expectancy is fifth lowest, general mortality is third highest, and
infant mortality is fifth highest. In 1983, 40 percent of deaths were
due to respiratory diseases and 32 percent to infectious-contagious
diseases. These were also the first and second causes for
hospitalization, respectively. From 1978 to 1983, typhoid and
paratyphoid fever increased significantly and substantial increases
were also reported for tuberculosis, malaria, dysentery, infectious
hepatitis, and measles.(14)

One possible explanation of this disparity lies in the unequal
distribution of the available health services. Indeed it is estimated
that about >0 percent of the population has no access to organized
medical care. Table 7 compares the heazlth services provided by IPSS
with those of the Ministry of Health, the armed forces, and the
private sector. As of 1982, the Ministry was responsible for half the
population (those with the lowest incomes), while 17 percent of the
population =~- in the middle income range -- were covered by the IPSS
medical program. The two programs had about the same ratio of
hospital beds to covered population; however, IPSS had more than twice
the Ministry's ratio of doctors to population. An even greater
imbalance between the two programs is disclosed by the comparison of
1984 expenditures in Table 8. The bottom line of that table shows
that IPSS spends fivefold more per insured than the Ministry does per
non-insured citizen.

Table 8 also shows the marked geographic 1inequalities in
distribution of health services. When the data on both IPSS and the

Ministry of Health are combined, Lima has 79 percent more coverage
than the rational average while the north and south- central/southeast
regions receive little more than half the national average. Grouping

the <JCcepartments by regions obscures to some extent the differences in
health indices between departments with relatively high and relatively
low 1levels of development. The northern region, for instance,






percent fluctuatirg frem 51 to 90 percent) also had the longest
average hospital stay (12.5 days). Conversely, the northern region,
which maintained an averapge hospital stay below the national 1level
(7.4 days), had the lowest bed occupancy percentage (56.7 percent).
In 1981-84 the averazge stay at all IPSS facilities was 11.5 days, one
of the nighest in Latin America, and far above the desired level of 4
to 6 dayz (see Table 10). In 1984, the average ctay varied from 5.7
days in the eastern reginn to 17.4 days in Lima's Almenara Hospital.
These averages, shown in Table 10, are excessively high and seem to
indicate inefficient control. Reportedly, many patients are
unnecessarily hospitalized, laboratory tests are not promptly done,
and tne postoperative period is prolonged urnecessarily.

By another measure of efficiency, number of checkouts divided by

number of beds, hospitals within the system vary widely across
regions. In 1983 the average output per bed in the Central region was
only 14, with the Hospital Zonzl de Huariaca posting a low ot 11.5.
At the opposite extreme, the highest average (28.5) was found in the
northern 1region, where the Centro de Szlud Jaen-Bagua reached a peak
of 50 checkouts per bed during the year. Thus the region with the
lowest occupancy rate makes the most efficient use of its beds, while
hospitals witt high occupancy rates are allowing what may be

unnecessarily proicnged stays.

Measured bty & third standard of efficiency, "unit cost" (the
average cost of @ glven service), IPSS hospitals are expensive and
agalin widely azt variance. In 1981, the average cost per consuvltation
was U.5. $21 and @ onc day hospital stay cost U.5. $100, both very

Figh figurec piven the income levels in Peru.(16)

The services  of  the program are also not appropriately
apportiovned between hospitals and lower-level health clinics. Clinics
are underutilized. With 75 to 80 percent of capacity considered a
desirable rate of wuse, the national average in 1983 was only 49
percent @nd the northern region registered a low of 34.9 percent.
(The highect use, 62.9 percent, was in the central region).(17) As a
cons=quence, two-thirds of all IPSS consultations are in hospitals,
(linics' deficient ©plant and equipment and limited supplies and
hospitals' aispreportionate concentration of medical personnel lead
patients to rescrt unnecessarily to hospitals for primary care. In
1684, 60 percent of the visits to the Almenara Hospital -- a highly
speclalized facilitvy -- were for treatment of minor respiratory and
gastrointestinal problems that could have been treated by amopulatory
services at health clinics. Repeated visits by patients seeking
diagnoses are another misuse of some IPSS hospitals. In 1983, 8j
percent of all consultations at the Rebagliati Hospital failed to
result in a diagnosis, against eight percent at the Hospital
Almenarzs.(18)

3. Inadequate and Inefficient Infrastructure

Until recertly IPSS has concentrated on building major hospitals
(third level), devoting only limited resources to primary care health

10
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posts. In the last few years, it has built more intermediate
facilities, polyclinics equivalent to smaller MOH hospitals, but most
current infrastructure investment is still in the construction of
four new hospitals (see Table 11). According to a Bicameral
Commission of the Peruvian Congress, the planning and execution of
these four projects were undertaken hurriedly, without public bids,
and without taking program priorities into account. In fact, the
project for the Arequipa hospital was approved against the
recommendations of a feasibility study.(19)

The original estimated cost of these four projects was U.S. $21
million., It is now estimated that completing only three (omitting
Areguipa) will cost U.S. $123 million, 72 percent of which has already
teen spent, wvirvuaily all of it in 198)-82. The total number of new
becds plannec is 1,015, equivalent to 20 percent c¢f the total number of
1PSS  hospital beds (4,966), at an estimated ccst per bed of U.S.
§1¢1,200.  The construction status of these four projects in late 1985

e en - Moy - .
vas as {feolliows:

Cuscc - almest completed with only minor work remaining;
Huancayo - work interrupted with the project almost completed;
Fucallpa - work interrupted with substantial work still required

and unused rental equipment continuing to generate
expenses,

Arequipa - work interrupted since 1981 with some wards finished
but the main buildings not yet started.

Trie new IFSS administration believes that these excessively

large, sorhisticated and expensive hospitals are not adapted to the
program's real needs. in light of this, and given the high outlays
required to finrnish, eqguip and maintain them, they will probably remain

)
unfirished, &% least in the near future.

Indgecd, 1n view of the underutilization of the available hospital
capaclty anc  the rpressing needs of primary health care, further
snvestment  in these hospitals would be a waste of scarce resources,
This is particularly true of the hospital in Arequipa, a department
which ranks second to Lima in hoopital becds. Arequipa has the fifth
highest social security health coverage in Peru, far above the
natlonal average, yet its average bed occupancy rate is only near the
national averege aespite an extremely high average length of hospital
stay. Evern the Huancayo and Pucallpa hospitals are located in
departments {(Junin and Ucayali) with higher population coverage and
higher ratios of hospital beds %o inhabitants than most other
departments and some of the lowest regional hospital occupancy
percentages. (Huancayo alsfo has one of the highest regional averages
for hospital stay.) C(usco is the only one of the four projects that
seeme Justified because of its low bed-to-inhabitant ratic, although
more information abeout other indicaters is needed to make an accurate
Judgement (see Tables 3 and 11).

Wher. one considers the inefficient pattern of use for various

11



IPSS facilities descritbed above, it is c¢sident that the resources
invested 1in these grandiose projects would have been better spent on
constructing ana adequately equipping, supplying and staffing primary
care posts, as well as in better maintaining, managing and re-
equlipping the existing hospital infrastructure. Turning from past
mistakes to productive future efforts, it would be eminently sensible
and highly desirable for IPSS to coordinate the development of its
health infrastructurz with those of the Ministry of Health and other
public entities. Developing a joint investment plan could avoid
duplicating efforts in some leocations and neglecting others and thus
facilitate the extension of real coverage.

The current political situation is propitious to implement f'iese
sary changes, and one newly contemplated IPSS project embtuodies

neces
some of them, Focusing on primary health care, promotion of
preventive medicine and out-patient consultation, it is planned to
start in 4 rursi locetions which have some health-care infrastructure
in o rlace., The project would be a joint ef7crt of IPSS with the MOH,

the Ministry of Agriculture, and leaders of the affected communities.
It would be firanced by o special government contribution equal to on=
percent of ity payrell, increased regular contributions for all
currently insured through elimination of the salary ceiling, community
contrivutions tand,  labor, and maintenance services, contributions

of

by the beneficiaries of half of one month's minimum wage, and
international &id. PSS believes these measures should generate 355
biiiion scles per yeuar (U.S. $37 million), equivalent to 20 percent of

PSS total medicel care fund income in  1985.(20) Although IPSS
authorities are aware of the project's difficulties, they believe it
e wvitally dmportant to implement it at this time. The project's
cuccess depends on close coordination between IPSS and the MOH, & low-
coest  approact to primary health care, active participation of the
community, and government funcing. The failure of s similar more
modest project (see above) and the government's history of outstanding
debts to IPSS are bad precedents, but 1PSS authorities believe they
will obtair an effective state commitment using the enormous
accumilated debt as a bLargaining tool.

88}

4. High Administrative, Personnel, and Contractual Costs

The «costs of medical care under IFSS are among the highest in
Latin America, From 197% to 1983, health services 2xpenditures
increased frem 40 vo 62 percent of total IPSS expenditures, as shown
in Table 12. The combined percentage of health expenditures by IPSS
and the Ministry of Health in relation to the GDP grew from 1.5
percent in 1475 tc 3 percent in 1082, although it had decreased to 2.4

percent by 149&4, As a proportion of central government expenditures,
IPSE-MOH  health expenditures increased from 7.1 percent in 197% to
1.3 percent in 1682, befcre declining to eight percent in 1984, In

U.S. dollare, contined hezlth expencitures per capite more than
doubled betwec: 1474 and 1962, from $14 to $29, but then declined to
$16 In 1984, us shown in Tatle 12. The reasson ror the decline in 1984
s not readily appesrent, but a decline is possible, given the recent
anc  prcjected expansion of coverage with less than corresponding
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working. In addition, the Ccmmission cited problems of 1labor
discipline and union interference in the hiring of personnel.(23)

In 1983, there were 20,429 employees in the medical care program,
representing 67.€ percent of all IPSS employees. Although physicians
consftitute perhaps at most a sixth of this number, they account for a
major share of IPSS wage costs. A powerful association and frequent
strikes have positioned IPSS doctors among those groups least affected
by the decline in real wages during recent years. For employees of
all kinds, rpersonnel recruitment and retention seem to be independent
of medical neced or economic viability. Thus, in 1976-80, for example,
the number of medical personnel at the Hospital Rebagliati, one of the
most important hospitals in Peru, increased by 50 percent even as the
number of dally consultations dropped by 30 percent ard hospital
inceme declined by 20 percent.(2U)

A third expensive component of the program has been its purchase

of medical services. Since IPSS does not have facilities in all
lTocations where it has teneficiaries, and since it sometimes lacks the
capabiliity U¢  provide specific services, 1t contracts for these
servicer  witn the MOY or private clinics. While these contracted
services could conceivably be a lower-cost alternative to expansion of
direct care bty the IPSH, they have proved otherwise, Reimbursement
for private sector care is determined arbitrarily. There are no

reliable estimates of the average cost of IPSS health care that could
Le  used as a base from which to set or compare private sector rates.
These rates are also raised every six months according to the
inflation rate. Decause contracts typically do not specify the
medical care to bLe provided and neither inspections nor evaluations of
e services contracted are required, private clinics frequently get
by with inadequate facilities, insufficient and unqualifiied personnel,
ard toc many patiente rer office hour.(25)

Table 10 shows the high costs of contracted services: in 1981
the average hospital stay in a contracted facility was 18 days, 6.2
Cevs above an already high national average. The situation worsened
in 1984, when figures for average hospital stays were nine days over
the naticnel average., ‘hile these services are mainly used by the
chironicelly 111, these extended stays are also in part the result of
inadequate control and inefficiency. Moreover, since there 1is no
unified clinical record-keeping system, many insured even receive
double medical care -- in IPSS facilities and through contracted
services,

Probably the most extravagant expenditures for what amounts to
contractual services have been the program's payments for medical care
abroad. From 14676 to 1982, 326 beneficiaries were treated in the
United States, Canada, the United Kingdom, and Spain at a total cost
of U.S. $7.25 million. In 1982 alone, 131 insured benefited from this
service at a cost of U.S. $5 million - a figure equivalent to 1.0
percent of total IPSS medical care expenditures for that year. The
average cost ot this benefit was U.S, $38,168 per beneficiary.(26)

In  the last few years, the system has begun to reduce its
dependency on  contracted services. The use of these services for

14



outpatient consultations, ambulatory services, and dentistry has
rapidly declined from its 1982 peak as IPSS has expanded 1its own
polyclinics. In 1985, except for the chronically 1ill, contracted
private services were required only outside of Lima. However, for
this considerable number of people, the cost managenent problems noted
above persist.

In contrast to contracted services, the option of alternative

servic available to the white-collar insured has not incurred high
costs for IPSS, Recause the reimbursement rate has not been
readjusted since 1980, the insured absorbs most of the cost of the
private services, Moreover, considerable time elapses between the
reimbursement application and its payment, and inflation thus reduces
its real worth. Perhaps because the patient bears much of the cost,
in 1983 the average hospital stay in the free choice system was 8. 1
dayeg, considerably shorter than 1in both the IPSS and contracted
cervices, In 1984, tre former 1FPSS administration announced that it
weulc  reirvigorate this part of the program Ly registering doctors,
private hospitals, and phtarmacies, readjusting rates on an actuarial
basis, and expediting refunds. However, this plan has not been

implemented,
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IV,
FINANCING

A. Social Security Contributions

During the period 1975-1984, 93 percent of the revenue of the
IPSS medical care program came from social security contributions. At
the end of 1984, the combined employers' and employees' contribution
rate, which had been equivalent to 7.5 percent of employees' pay since
ttre end of 1979, was increased to nine percent. As shown in Table 17,
within established minimum and maximum limits, salaried and wage-
earning employees pay three percent of their total earnings and
emplcocyers pay twice that amount. The self-employed and other
cpticnally insured pay nine percent of their earned incomes,
Fensioners pay four percent of their pensions and the pension fund
contributes five percent. At the end of the 1970's, the 7.5 percent
contribution rate was near the Latin American average. The 1984
increase, together with a comparable increase in pension fund
contribution rates, currently places Peru among the countries in the
region with the heaviest social security burden. At least four Latin
American countries ccver @ much higher prorcriion of their population
ir return for & lower percentage contribucion.

Im addéiticn to providing disproportionately low coverage for high
contribution rates coverall, the financing system also favors higher
income werkers cver those with lower ea~nings. Beside the regressive
selary ceiling effect noted atove, the method of determining this
contritvuticn ceiling is ineguitaple. LUntil the beginning of 1983, the
minimum wage (SMV)  or Lima (where atout two-thirds of total IPSS
medical care program revenue is collecced) was the reference point for

national minimum and maximum levels. Since 1983, a standard
"refererce unit" has been used, which periodically adjusts the SMV to
infiation. Fecause this adjustment has lagged behind the rapid
incresse i the cost  of living, the real maximum wage has Dbeen

substantially reduced: in July, 1985, it was only 52 percent of the
Jsuly, 1981 1level, at constant 1479 prices.(27) Thus, although the
nominal contribution maximum has gradually increased, the real ceiling
has been reduced. This has worsened the regressivity of the
established ceiling because lower-income workers pay a higher
proportion of their wages in social security tax than do higher-income
workers. This inequity is redressed only to some extent by the effect
of the established minimum wage, since the <contribution for an
employee whose salary falls below that minimum is fully paid by the
employer.

B. Government Debt

At the ernd of 1G85, the total debt owed to the IPSS by the public
and private sectors was conservatively estimated at 1,232 billion
scles, equivalent to U.S. $130 million. Because of inflation, this

16





















Vl

PERU'S SOCIAL SECURITY HEALTH CARE PROGRAM:
COMFARATIVE STANDING AND FUTURE PROJECTS

Now that wvarious financial dimensions of the IPSS medical care
program have been examined, it may be helpful to compare it
systematically with other Latin American programs. Tables 22-24
compare Peru with seven other Latin American countries: Brazil,
Chile, Costa Rica, Cuba, Ecuador, Mexico, and Panama. All these
countries rank in the medium high income group, except for Ecuador,
which is classified with Peru in the medium-low income group. All
except Ecuador have more developed social security systems than Peru.
0f tke remaining twelve Latin American countries, all but two
(Argentina and Uruguay) have less developed social security systems
than Peru's.(42) Of the eight countries tabulated, Table 22 shows
only Ecuador has lower coverage of the total population and labor
force than Feru; the gap between the population coverage in Peru and
that ¢f the next highest country (Papama) is 37 percentage points,

Three countries -~ Costa Rica, Mexico and Panama -- who legisiated
medical care programs after Peru's was first mandated, currently have
much higher population coverage. Moreover, Peru's gecgraphic anc

occupational inequalities in population coverage are exceeded only in
ccuador and Mexico.

If one compares benefits, Peru's program again delivers less than
all other countries' but Ecuador's, According to the 12 indicators
recorded in Taeble 23, Peruvian entitlement conditions are more strict
(except  for the average length qualifying period for sick pay) and
Peruvian benefits are less generous (except for sick pay percentage
and materrnity leave) than the other countries. The worst disparity is
ir. dependents’ entitlement. Although Peru has the third youngest
fopulation (i.e., third highest percentage of children 0-14 years old)
It shares the worst coverage of dependent children with Ecuador, at
seast until this mandated coverage is substantially implemented.

Faradoxically, Peru's limited bLenefits and low and maldistributed
coverage have ncet been compensated for by a correspondingly light

financisl burden for the program. Table 22 shows the opposite. The
medical care social security salary contribution in Peru is greater
than Chile's, equal to Mexico's and Panama's, and given the

undetermined medical proportion of Brazil's and Ecuador's assessment,
only clearly 1lower than that of Costa Rica, a country almost full
population coverage and twice the benefits of FPeru. Peru's total
salary contribuiion rate for all social security programs at the end
of  the 1670's was higher thran those of eleven other Latin American
countries.(U43) Furthermore, Table 22 shows that Peru has the second
largest proportion of social security expenditures devoted to medical
care (exceeded only by Costa Rica), and the greatest deficit in the
medical care program. The Feruvian ratio of health care costs to GDF
is fifth highest (exceeded by Brazil, Costa Rica, Cuba, and Panama,
all of which nLave greuter population coverage). FLoth Chile and Mexico
have lower ratics, yet their population coverage 1is at  least three
times that of Feru.



A major source of these high costs is administrative
inefficiency. According to Tabie 24, only two countries have a higher
percentage of administrative expenditures; if personnel expenses are
included, Peru probably has the highest percentage. Although Peru's
hospital occupancy rate 1s average, it has the highest average length

of hospital stay. Comparing Peru with Mexico, the latter has 1less
than half Peru's average length of hospital stay, with 67 percent
hospital occpancy versus 72 percent for Peru. If the Peruvian average

stay (11.5 days) were reduced to the Mexican average (4.6 days) Feru's
percentage of hospital occupancy would fall to 30 percent.

The health services and health status obtained by these high
expenditures leave much to be desired. Peru ranks sixth and seventh
respectively in its ratio of physicians and hospital beds to
population (Table 24). And although Brazil and Ecuador have
proportionally fewer hospital beds, both have higher health levels
than Feru, which has even higher general and infant mortality rates
and lower life expectancy than Ecuador (Table 24), Peru has
relatively nore health services than nearly all the countries in Latin
America, but with few exceptions it has lower health levels. 0f the
muitiple scurces of Feru's poor health performance noted in Section
IIl, two basic reasons affected by IPSS policy deserve reiteration.
One is the relative neglect of mothers and children and the rural
populaticn who are more vulnerable to illness than the productive
urban group on which 1PSS concentrates its services. The other basic
weakness 1s the scarce attention given to preventive medicine and to
those illnesses that cause the greatest number of deaths.

ir summary, the tables show that Peru devotes relatively large
resources tc nealth care, but they are not assigned to the most urgent
needs, and zre concentrated on curative medicine for the sector of the
population affected by the least risk. Moreover the resources are
administerec very inefficiently. A reassignment of resources to the
highest risk populations with emphasis on primary health care and the
leading causes of illness and death, as well as greater efficiency in
administering those resources, vould increase the scope of coverage
and improve health levels.

After & decade of IPSS deterioration, the new administration
offers hepe for the medical care program. If that hope is not to be
disappointed, fundamental shifts or expansions in the direction and
emphases of the medical care program -- from curative to preventive
care, from large urban hospitals to more widely accessible clinics and
polyclinics, from insured workers to their dependents, from the formal
sector to the rest of the economy -- must be accompanied by equally
essential administrative measures. The government must make good on
its long-standing debt to the system and private sector evasion must
end 1f the program is to operate from a secure financial base. The
administration must 1impose practicable controls on contribution
collection, record-keeping, financial accounting, and hospital
management 1f it Jis truly to oversee that operation. Above all, it
must follcw through on its proposals and implement its plans, if they
are not to  continue the tradition of unfulfilled expectations
described In this report.
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