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During the 1950's, 60's and early 70's the world's economy achieved
 

high rates of growth, often with a side effect of high rates of inflation.
 
During that period the developing nations grew more than five percent per
 
year, a rapid pace. 
With such growth, standards of living could be
 
increased, and such services as health care were expanded.
 

Over the past ten years, however, growth has not been so robust.
 
According to the World Bank's World Development Report of 1987, growth in
 
the developing countries from 1965 to 1973 (in Gross National Product (GNP)
 
per capita) was approximately 4.0 percent, fell to 3.1 percent from 1973 
to
 
1980, was actually negative (approximately -0.7 percent) in 1982, was
 
essentially zero 
(0.1 percent) in 1983, and seems to have averaged only
 
about 2.8 percent over the period of 1984 through 1986. 
 If the economies
 
of India and China are excluded, the low-income economies had GNP per
 
capita growth of only 0.4 percent per year for the whole period from 1965
 
through 1985. 
 During the same period, the middle-income developing
 
economies perfovmed betzer, but themselves experienced growth in GNP per
 
capita of only about 3.0 percent per year. The extended period of slow
 
growth has caused governments and individuals in developing countries to
 
confront difficult financial constraints.
 

Government budg't.s, from which many funds for both continuation and
 
growth of health programs come, have generally grown either slowly or not
 
at all (or actually decreased) in the last severil years. 
Although
 
g3vernment expenditures began to grow more rapidly about 1983, from 1972 to
 
1983, expenditures, on both government in general and health in particular,
 
tended to decrease as 
a percentage of GNP for the poorest countries. For
 
the low-income countries (GNP per capita of $400 or less in 1985)
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expenditures of the central governments fell from 18.2 percent of GNP to
 

16.3 percent from 1972 to 1983. 
 During that same period the middle-income
 

developing economies (GNP per capita greater than $400 in 1985) saw growth
 

in government expenditures from 20.0 to 26.2 percent of total GNP. 
It
 

appears, therefore, that total central government expenditures declined
 

mainly in the lowest-income nations.
 

During this period, that saw negative growth in central government
 

expenditures as a percentage of GNP in the lowest income nations, health
 

expenditures tended to fare even worse. 
 In these poorest nations, health
 

expenditures by the central governments fell from 4.6 percent of GNP to
 

only 2.7 percent, a reduction of over 40 percent of the 1972 figure. 
The
 

middle-income developing nations, even though their overall central
 

government expenditures grew as a percentage of GNP, nevertheless also saw
 

large reductions in health budget shares. 
 These less poor nations, which
 

spent 6.3 percent of their budgets on central government health services in
 

1972, were spending only 4.5 percent in 1983. 
 Health budgets of the
 

central governments declined even where total government expenditures were
 

growing as a percent of GNP.
 

Two questions interject themselves on the reader of such statistics.
 

"Why have government budgets for health fared so poorly in the developing
 

nations?" and "What should and can be done?" 
 I will return to these
 

questions as a major focus of this.paper, but first let us review ways to
 

raise funds for the health sector when additional government revenues
 

cannot readily be acquired.
 

The case can be strongly argued that in such circumstances as most
 

developing countries find themselves, significant added budget funds for
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health services will not be likely to be forthcoming from the government. I
 
and my coauthors at the World Bank believe the likelihood oflittle added
 

health budget to be a reasonable assumption, and have spent considerable
 

time and effort describing alternative ways to finance needed health
 

services, especially curative care.
 

I will here 
 discuss the other possible sources for funds for health
 

care 
Even if the case 


listed in that Bank document. 
 for government
 

funding is well documented and well presented, it is unlikely that direct
 
government funding will (or should) be sufficient to p-zovide for the health
 
needs of the population. Other sources of funds not only can help to pay
 
the cost of health services in the developing countries, but also can help
 
to increase ths efficiency, fairness and long-term sustenance of the
 

overall health system.
 

Especially in the curative care area a strong case can be made that a
 
large part of the burden should be borne by those who directly benefit from
 
the services. 
 If practical methods to protect the very poor can be
 
implemented, charging for curative care, mainly via fees and insurance
 
plans, can remove a large burden from resource poor governments. 

The arguments in favor of these other innovative approaches are made 
in detail in the World Bank's Health Finance Policy Paper. (See Z.n.n~j= 
Health Services in Developing Countries: An Aenda for Reform, A World
 
Bank Policy Study, 1987.) 
 Borrowing heavily from the document, of which I
 
am one of the principle authors, I wll summarize here.
 

The article proposes that developing countries reduce
 

government responsibility for high-cost health services
 

for treatment of individuals and redirect resources
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toward basic health services, such as immunization,
 

that benefit society as a whole. 
Such a shift would
 

relieve government of the burden of providing costly
 

health care for economically better-off, largely urban
 

populations, freeing government resources for basic,
 

less costly services that are more 
likely'to benefit
 

the urban and rural poor.
 

Financing reforms
 

Obviously, the problems of health sectors cannot be solely attributed
 

to the approach governments have taken to financing health care. 
Nor will
 

a change in the financing of health services alone solve the problems.
 

Change in financing will not, for example, eliminate the need to improve
 

management, training, and supervision in the public delivery of health
 

services. 
 But financing reforms do deserve consideration as one part of an
 

overall effort to improve hsalth systems. Four policies constitute an
 

agenda fur reform:
 

* charging users of government health facilities;
 

* introducing health insurance programs;
 

* 
encouraging provision by the nongovernment sector of health services
 

for which households are will to pay; and
 

* decentralizing certain government health services. 

These financing policies are closely related and complementary. They would
 
shift some of the burden of financing health care from the public sector to
 
the beneficiaries, and they would move some decision from central planning
 

agencies to local health authorities that are better aware of conditions
 

and needs of patients in their jurisdictions..
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Charging users. Some countries have had user charges for decades, and
 

some others, particularly in Africa, are now beginning to introduce them.
 

But in most countries, government health facilities charge no fees 
or very
 

low ones for services, drugs, and other supplies. 
 The government health
 
system, therefore, cannot collect, revenutes from many patients who may be
 

able and willing to pay for health care. 
 The entiie cost of health care
 
ends up being financed through frequently over-burdened tax systems,
 

In these countries, modest charges (amounts that would constitute,
 
even for poor households, one percent or less of annual income, assuming
 
four treatments a year at a government health post) should be considered at
 
government facilities, especially for drugs and for curative care. 
 (Most
 
preventive programs would remain free and be financed directly by
 
government.) 
 A system to protect the poor, such as 
lower fees in rural
 
areas and at lower-level entry facilities, should be simultaneously
 

introduced. 
Where there is currently no charge for health services, modest
 
fees could generate revenues covering 15-20 percent of most countries'
 

operating budgets for health care 
(excluding administrative costs
 
associated with charging fees)--enough to cover a substantial part of the
 
costs of currently underfunded inputs such as drugs, fuel, and building
 

maintenance.
 

In the longer run, user charges can provide a way not just to raise
 
revenue but also to help impiove the use of government resources. 
 Curative
 
services, mainly for better-off urban populations, currently account for
 
70-85 percent of all developing country health expenditures, and probably
 
60 percent or more 
 of government expenditures on health. 
Once mechanisms
 
to exempt the poor from burdensome charges are working well, charxes for
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curative services for most patients could be raised to levels that more
 

accurately reflect the cost of providing them. 
This would free as much as
 

60 percent of government expenditures on health for reallocation to basic,
 

largely preventive programs and to simple curative care for the poor...
 

One practical way tc protect the poor is to reduce or eliminate
 

charges in predominantly poor rural areas and urban'slums. 
 Another option
 

is to issue vouchers to the poor, based on certification of poor households
 

by local community leaders (a practice that appears to work well in
 

Ethiopia). 
 Other options include allowing staff discretion in collecting 

charges (although this is difficult to do in the government sector) or, in 

middle-income countries, the use of a means or income test. -. .Finally,
 

in a well-functioning referral system (in which patients enter the svstpm
 

at a low-cost, low-level facility and, only if they cannot be treated
 

there, 
are referred to more complicaced care in a higher-level facility), 
a
 

schedule of low fees or free care at the lower level, and :eferrals at no
 

additional cost, also helps protect the poor.
 

Insurance programs. 
A modest level of cost recovery is possible
 

without an insurance program. 
But in the long run, the widespread
 

availability of health insurance is necessary to relieve the government of
 

submidizing the high costs of hospital-based curative care.
 

Currently, insurance programs cover only a small portion of low-income
 

households in most developing countries, especially 
.nAfrica and South
 

Asia. 
Excluding China, where the majority of urban residents are insured,
 

no more than 15 percent of the people in developing countries take part in
 

any form of risk-coverage scheme (other than free public health care
 

provided with tax revenues). 
 Most of these are covered under government
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America and Asia. 
Private insurance, prepaid plans, and employer-sponsored
 

coverage are all still relatively rare.
 

An effective way to encourage insurance in developing countries is for
 
the government to make coverage (whether provided by goveiznment or the
 
private sector) compulsory for employees in the formal sector. 
Then at
 
least the relatively better-off will contribute to the costs of their own
 
health care. 
A few low-income countries and most of the middle-income
 
countries in latin America and Asia have taken this step, u3ing payroll
 
taxes to fund social insurance that also covers health care.
 

Insurance programs in industrial countries and in Latin America have
 
undoubtedly contributed to rising health care costs. 
When insurance plans
 
cover most or all costs, and patients and health providers perceive care as
 
"free," some unnecessary visits and procedures are likely, leading to
 
escalating costs in the system as a whole. 
To avoid such escalation,
 
compulsory insurance plans in low-income countries should not cover small,
 
predictable costs 
(for example, low-cost curative care); they should cover
 
only "catastrophic" costs (defined, where possible, in terms of household
 
income). Cost escalation in such systems will also be less likely if
 
consumers pay an entrance fee 
(or deductible) and share the costs for
 
treatment of each illness. 
To protect the poor, the cost of insurance
 
premiums can be subsidized through vouchers, and deductibles and copayments
 
can be reduced. 
When catastrophic illness strikes, and even a small charge
 
per service adds up to a heavy financial burden as a proportion if income,
 
payments above a specified level can be forgiven.
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escalation. 
Without effective competition, insurance providers will have
 

little incentive to keep costs and premiums low. 
Wherever possible,
 

therefcre, government should avoid crowding out private insurers. 
Finally,
 

government-run insurance programs should avoid subsidizing the insurance
 

system with general tax revenues; this allows costs'to rise in the health
 

system and eventually means the insurance program will benefit the better
 

off, while being financed, in part, by the poor.
 

Cooperate with and make use of the nongovernment sector. Government
 

is an important, but by no means the sole, provider of health services in
 
developing countries. Missionaries and other nonprofit groups, independent
 

physicians and pharmacists, and traditional healers and midwives are all
 

active in the health sector. Direct payments to these groups accout 
for
 

up to 
one half of all health spending in-may couditries.
 

The appropriate size and roles of the government and nongovernment
 

sectors is bound to vary among countries. However, governments reduce
 

their own options for expanding access to health ser-;ices when they
 

actively discourage nongovernment health care, or fail to seek efficient
 

ways to encourage it. Expansion of nongovernment health services can
 

reduce the administrative and fiscal burden on the government and broaden
 

consumers' options. 
 For some types of health care, especially simple
 

curative care, nongovernment services may be more efficient than the
 

government, providing comparable or better-quality services at lower unit
 

costs. 
 Competition form the nongovernment sector can also encourage
 

improved efficiency in government services
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Decentralizing certain government services. 
Since the government's
 

role in the provision of health care will remain large, it is important to
 
improve the efficiency of public health services. 
 In countries where
 
managerial resources are scarce, communication is difficult, transportation
 
is poor, and many people are isolated, decentralization of the government
 

health service system should be considered as one way to improve
 

efficiency.
 

Decentralization is appropriate primarily for services provided
 
directly to people in dispersed facilities, where user charges for drugs
 
and curative care are 
implemented. 
Some health programs, such as control
 
of vector-borne diseases, are more logically managed cntrally.
 

By keeping revenues as close as possible to the collection point,
 
decentralization improves incentives for collection and increases
 
accountability of local staff. 
Within certain li-nits, decentralization
 

helps 
assure that local expenditures reflect local needs, and fosters
 

development of managerial talent at the community level.
 

Decentralization and greater local financial control by no means 
imply
 
complete financial independence of each individual facility. 
Government
 
facilities that provide integrated curative and preventive services in
 
rural areas and to the urban poor will continue to require central support.
 
In fact, in rural areas the appropriate unit for planning and budgeting is
 
likely to be a regional or district office, not each of many small health
 

posts.
 



Problems and pitfalls
 

Implementation of these financing reforms will not solve all the
 

problems of the health sector. 
User charges in public facilities, for
 
example, will not generate foreign exchange to pay for imported
 

pharmaceuticals. 
Insurance programs will not necessarily assure better
 

quality. Decentralization will not eleminate the need for difficult
 

political decisions at the center regarding new investments, training
 

subsidies, and wage scales for public workers. 
Even a high-quality
 

nongovernment health sector will noc fill such critical needs as
 
environmental disease control, and in unlikely to adequately serve 
the poor
 

in remote rural areas.
 

Moreover, financing reforms will have litle impact without a
 
political commitment by government to making the health sector more
 

effective. 
User charges and other reforms alone will not assure that freed 
government resources will be well spent. Political decisions will le:-gely 
govern whether freed revenues are used to iwprove access to and quality of
 
services sufficiently to attract fee-paying and insurance-buying customers,
 

rather than to build urban hospitals and buy expensive, nonessential
 

equipment. Only government action can bring necessary changes in
 

management and training programa--for example, in the medical education
 

system so that training of doctors is 
more appropriate to needs and
 

training of paramedical personnel is strengthened. 

ObtainIng Government Funds 

Now we return to the question of why Ninistries of Health (MOH) havo
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fared so poorly in attempts to attain more funds for health service4 in
 

recent years.
 

I have a straightforward and simple hypothesis--the case for health
 
(rather than alte_ native government spending programs) being the best use
 
for a large part of the scarce government funds in a poor and developing
 

country, has been poorly made. The rigorous scientific case for the value
 
of health programs to the nation is rarely existent, and the arguments made
 
in political competition for scarce government funds often 
are
 

ineffectively presented.
 

The overall objectives of governments in poor countries may cause
 
health expenditures to be given relatively low priorities.The government of
 
any nation should attempt to allocate funds toward those governmental
 

activities having the greatest net value to the society. 
In this
 
-21ocationp ocess 
the long-term view 
must be considered. Generally, only
 
governments can have the foresight and patience to put money now where it
 
will only (or mainly) produce benefits that occur in the far away future.
 

The value over the long-te-:. of such uses of resources may be very great.
 
Economic development is almost certair'ly one such long-term goal that takes
 
high priority for essentially all developing country governments.
 

In neither the "value now" nor the "long-term" sense do health
 
expenditures tend to be winning many political competitions for scarce
 
resources of governments. 
The agriculture, transportation, education and
 
energy sectors all make strong cases 
that investments now will lead to a
 
better life for all in 
 future, i.e., development. Health tends to feel
 
itself above such mundane arguments. Demands often are made in terms of
 
inherent "rights"; and often the requests for health funding almost amount
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to veiled character denigration of anyone who could vote against the
 

control of "death and illness," especially of women and children. 
Health
 
ministries and health professionals speak of the absolute necessity of
 
funding each and every program defined under the banner of "Health for All
 
by the Yedr 2000," irrespective of the cost or of the other non-health
 
programs that must not be funded in order for this health funding to occur.
 
Emotions are stirred; legislators make speeches about the needs for the
 
health of the people; the executive branchez of government vow to help as
 
much as possible; and when the MOH officials leave (or even without their
 
leaving), officials in budget and planning departments make the difficult
 

resource allocations.It is 
not really very surprising that these decisions
 
often support the less emotional (but more growth and development oriented)
 

funding requests from the other sectors.
 

The policymakers could be interpreted as taking the view that
 
transportation, energy, education, et cetera must be supported in order
 
thot the economy develop. The decisionmakers may regret putting less into
 
health than they would like, but also may sincerely believe that they are
 
making the best decisions for the long-term good of their countries and
 
their people. 
And in fact, such decisions often may be the best choice
 

given the many'needs and the few funds of the societies.
 

The reasoning in favor of the development emphasis in government
 

programs is 
more or less, "Once the country reaches sufficient income
 
levels, such 'luxuries' as better health care will be affordable." It
 
continues, "If the precious resources are used for health now, development
 

may never occur;and without true development actual health levels will
 

http:allocations.It
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always be low, even if a relatively large percentage of GNP is spent on
 

health services."
 

The argument is both logical and compelling. The health sector must
 
rebut this argument directly, avoiding emotionalism and implicit (or
 
explicit) notions of the moral superiority of health expenditures relative
 
to other development oriented spending. 
 It must also accept the reality
 
that when all such competing cases are correctly made by all parts of the
 
government,the decisions that result about 
health's proper funding levels
 
may be for lower levels than advocates of health programs and the health
 

sector in general believe to be needed.
 

Health proponents must document and present the 
case that health
 
expenditures do lead to development, and that for exactly that reason,they
 
are an efficient use of the precious resources of the nation. 
That health
 
services also directly reduce suffering and death in the short-run only
 
adds weight to this development oriented argument for a fair share of the
 

overall government budget.
 

I will not go into great detail as 
to how I think the health funding
 
case must be made, but I will describe it briefly with the aid of the
 
figure. 
 Health benefits from very specific types of health expenditures
 
(i.e. nutrition programs for children, vaccination of children against
 
specific ailments, health education programs emphasizing ORT, etc.) 
must be
 
carefully documented and their magnitudes estimated (paths I and II, III
 
and IV). 
 These health outcomes resulting from the health-related
 

expenditures must then be shown to lead to changes in the productivity of
 
the society. 
The value of a healthy work force must be measured in
 
economic growth terms; the added productivity in the future of children who
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do not suffer specif.*._ 
ailments during infancy must be hypothesized and
 
estimated; 
the added ability to learn in school or other training of
 
healthy well-fed children and adults must be documented and valued, (X and
 
XI); and the value in alrernative productive activities of the actual human
 
resources that can be shifted out of the health sector as health problems
 
are reduced must be determined and added. 
All other such development
 
related benefits of better health status must be identified a;id their value
 
to society estimated; while at the same 
-ime it is made explicit how
 
specific health expenditures can increase these health status outcomes,
 

Once the links from health expenditures, to health status, to
 
measurable development outcomes, are documented and valued; 
the added case
 
for other benefits of health services can be added to the argument. The
 
point can also be made that as development occurs, as a result of the more
 
healthy population, incomes will increase, the society will be willing and
 
able to spend even more money on health inputs, and the development process
 
will continue to escalate. 
Once the link from health to development is
 
documented, the link from development to health is generally well
 
believed.The ':otal picture becomes one of ever increasing, sustainable,
 

levels of both health and development, resulting from increases in health
 

expenditures that can be shown to be efficient uses of the scarce
 

resources.
 

How to fully make the political development case for health
 
expenditures is conceptually straightforward. It follows the pattern of
 
correctly done cost benefit analyses. 
Levels of development (i.e., 
of GNP)
 
for all years in the foreseeable future must be charted out under each
 
alternative pattern of spending of 
government resources. 
The overall
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economic growth patterns under each possible pattern of spending each
 

feasible total amount of health expenditures must be separately traced and
 

compared to alternative scenarios tracing out the development results from
 

spending the same resources on alternative government services, such as
 

specific programs of energy developmsnt, agricultural support, and

education.
 

Even if the development benefits over time from the most valuable
 

health expenditure programs turn out to be less than those for some
 

alternatives, it may be possible to secure budgeting for certain programs
 

by pointing out the value to the people of those health benefits that
 

cannot necessarily be shown directly 
to add to development. The policy
 

makers are much more likely to be willing to give up some development for
 

added present health status 
(and the reduction of illness and suffering) if
 

they are shown in a believable fashion exactly how much growth must be
 

given up in order to obtain the specific health benefits. Obviously,
 

reasonable decisions must be made with consideration of more than the
 

direct development benefits of governm;nt spending decisions.Even though
 

the poverty of the developing nations may lead to an extreme emphasis on
 

development-causing activities, reductions in development are at times
 

accepted when the benefits of the alternatives (such as better health for
 

the ill) are considered to be of high social value.
 

One action which this group of scientists could take is to determine
 

to push with greater energy and resolve to produce the research findings
 

needed by the health sector to make its correct and fair political case for
 

governmental support. Scientific studies of the link among health
 

expenditures of various types and health outcomes are 
few; and studies
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making the needed further links, from the health outcomes to development
 

related productivity (and possibly to the reduced need for scarce resources
 

in the health area as health status increases) are almost nonexistent.
 

Education and population are 
two areas in which the researchers have
 
done a much better job of providing the needed research backing for the
 
political debate than have those in the health area. 
Obviously health
 

research is different from research on population and education, but much
 
can be learned by health researchers from examination of the research that
 

has been done in these'two mentioned and other fields.
 

Obviously, I look at the problem of lack of research from my own
 
perspective, but I am astonished at the few economic researchers with
 

advanced training who have specilizations in 
health and development, and
 
also are qualified by experience to help carry out the needed research
 

agenda. 
 I fear that similar lacks of people capable and motivated to carry
 
out this research effort exist in the other relevant disciplines.
 

The problem of shortages of trained personnel is made much more
 
serious in its impact because of the additional need in the Ministries of
 
Health, Planning, Finance and Budget for economists and other personnel who
 
can both relate to the non-government researchers in these areas and carry
 
the burden of fighting the actual political battles within the government.
 

In many countries the MOH suffers more than other government agencies
 
partly because budget making arms of government are dominated by economists
 

and financial planners. Because of the nature of their training these
 
personnel often are not easily convinced by arguments organized in the
 
manner of the health professions. Health ministries need personnel who
 
speak the budget language, so that the budget agency personnel can be
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conversed with both in their own specialized terms and on the basis of
 

research carried out with methods they understand and in whose validity
 

they believe. Ministries of Transportation, Agriculture, Energy, et
 

cetera, often have significant numbers of personnel trained in financing,
 

budgeting and economics; 
and as a resul; are better prepared to fight the
 

budget battles, using the tools and arguments of the disciplines in which
 

the agencies in control are trained.
 

More personnel simply must be forthcoming, both to carry out the basic
 

research and to work in the government sectors. International
 

organizations and governments should consider how best to facilitate the
 

training and recruitment of such specialists.
 

Summary
 

For the reform of health care financing in developing countries there
 

are several specific actions that governments can take. All governments
 

can rapidly begin to make use of the four non-budget options described in
 

this paper where they prove to be beneficial.
 

Health researchers 
also can begin very quickly the task of providing
 

evidence with which decisionmakers can deal in attempting to build a
 

political consensus for increased or perhaps better targeted governmental
 

expenditures in the health sector. The legitimate case that can be made
 

will probably be especially strong in promotive and preventive areas, where
 

the present research findings provide evidence that the returns relative to
 

costs are large.
 

Researchers and representatives of international organizations need to
 

take actions to facilitate the training of personnel to carry out reseerch,
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to aid in the financing and implementation of such research efforts, and to
 

increase the oreadth and depth of the dissemination of the results.
 

While the efforts toward health finance reform have accomplished much,
 
especially in recent years, the task still before us is mammoth.
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POLICY RECOMMENDATIONS
 

(1) Development and implementation of research agenda on the impact of
 

alternative health interventions in developing countries:
 

(a) on health improvement .
 

(b) for specific population groups.
 

(2) Development and implementation of research agenda on the impacts of the
 
health outcomes identified in (1) above, on productivity and economic
 

development.
 

(3) .1evelopmentand continued support for a training program (for U.S. and
 

developing country nationz.Is) 
for high-level researchers and research

method-trained government personnel in health finance and development.
 

(4)Reorientation of present health finance research efforts toward
 

rigorous tests of hypotheses about the impacts of alternative finance
 

activities.That a diverse set of changes carried out in the context of a
 

given situation "works" or "does not work" tells us 
little about which
 

elements had impacts, what these specific impacts were, and whether
 

failures (or successes) were due more to specific situations than to the
 

specific types of interventions and their magnitudes.
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