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he Rescarch Triangle Institute /
TUnivcrsity of the Philippines,

School of Economics (RTI / UPSE)
Health Sector Financing (1SF) study is
intended primarily to establish time
series healti care financing baseline
data, develop efficiency measures and
conduct policy simulations. The study
was conducted in tandem with other
analytical picces on the roles, con-
straints, and prospects of the public
and private sectors in the delivery and
financing of health services, including
the Medicare Program.

The study was divided into three
scparatc but related tasks : 1) the
development of a health care financing
data base, called the National Ilealth
Accounts (NHA), as the basis for fur-
ther development under the Fealth
Finance Development (HFD) Projoct;
(2) the development of health sector ¢f-
ficiency measures; and (3) a policy
simulation exercise.

Major Findings

Size of Health Sector. The estimated
range for nominal total health expendi-
tures in 1988 for the Philippines is from
P14.322 billion to ’15.676 billion when
corrections are made for lack of data on
several categories of private health care
expenditures. Even assuming that the
excluded categories amount to 30 per-
cent of private health care expendi-
tures, a generous assumption, the per-
cent of GNP devoted to health care is
only 1.91 percent. Thus, it scems likely
that health care, as a percent of GNP, is
much lower than previously thought.
Total resources, both public and

private, devoted to hecalth care in 1988
is likely to be in the range of 1.66 to 1.91

percent of GNP, Previous estimates of
GNP devoted to health care are much
higher, in the neighborhood of 2.5 to 3
percent of GNP

The estimated range for health care
as a percent of GNP is much lower than
that of Thailand and Malaysia (with at
least 3 percent), China and India (with
at least 4 percent), and South Korca
(with 5 percent). The relatively low
levels of total expenditures for health
in the Philippines compared to neigh-
boring countries does not, however,
necessarily suggest that total expendi-
tures as a percentage of GNI” should
automatically be increased to levels ap-
proximating those of other countries,
The question of how cfficiently the ex-
isting resources are allocated is a major
consideration. However, the data do
suggest the need to consider the ques-
tion of whether current levels of spend-
ing for health may in fact be subop-
timal.

Macroeconomic Influences on Health
Financing Prospects. The macrocconomic
characteristics  of  the  Philippine
cconomy have important implications
for hzalth financing :

1) slow growth of houschold incom-
es and continued high poverty rates in
the  Philippines mean  a  reduced
capacity of hceuscholds  to  finance
health expenditures, including private
health insurance;

2) since the Madicare Program only
covers the formal salaried sector in
private and government sectors, the
slow shift in the proportion of employ-
ment from agriculture to modern in-
dustry means a slow expansion of the
population that can be readily covered
by the Medicare Program,

3 slow cconomic growth means
slow growth in government resources
that places a limit on government

resources that can be allocated for
health; and
4} high
crosion of purchasing power, including
that for health care services and other
health promoting groods and services.

rates  of inflation mean

Use of Public Hospitals. The pattern of
public hospital use appears to vary sig-
nificantly by income class. As income
increases, the use of public hospitals in-
creases initially, levels off in the mid-
income range, and then decreases over
the higher income classes. The use of
government hospitals by the highest
income groups, however, is about the
same as the use of public hospitals by
the lowest income groups. The data
tends to dispel the notion that the only
low and middle income groups use
pubtlic hospitals. It has been suggested
that people in higher income groups
are cffectively using the public hospi-
tals as private facilities; they are ad-
mitted by private physicians and use
private rooms available in the public
hospitals. If true, this pattern suggests
that higher private room rates and
other services in public hospitals, in
line with what is charged in private
hospitals, could be established to in-
crease the cost recovery rates of public
hospitals. The use of other public
health facilities, most notably BIHSs and
RHUSs, declines significantly as income
increases.

Family Health Expenditures. The most
recent data available on family health
expenditures indicates that 1.7 percent
of total family expenditures were
health care goods and services in 1988.
Families, however, spend proportion-
ately more for items such as tobacco
and alcohol than for health care. This
suggests that there is room for modify-
ing expenditure patterns with the aim
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of promoting better health, and hence
on future health care expenditures.

Family Planning Expenditures. Over the
period 1978-1988, rcal total family
planning expenditures from public sec-
tor sources, including GOP, USAID,
and other donor agencics reached its
maximum point in 1981, and has been
declining over the remainder of the
period, with the exception of a modest
real increase in 1988, The likely
relationship between family planning
expenditures by the public sector and
the increasing growth rate of the
population in the Philippines suggests
that increases in family planning ox-
penditures could relieve pressure on
public health service budgets.

Health Sector Performance : Efficiency and
Equity. The review of available data in-
dicates that while there are indicators
that sugpest that the health sector may
be operating at a lower level of officien-
¢y than potentially possible, only a fow
conclusions about specific aspects of
health sector performance because of
major gaps in information can be
madc:

D) Intersectoral Resource Allocation,
The national level of health expendi-
tures as a percent of GNP is still lower
than in other developing countries in
Asia. While this might be taken as
evidence of under-investment in health
care, it is possible that the Philippines
is under-investing even more in other
health-promoting activities. I low much
additional spending should be made
for health care and for other health-
promoting activities would depend on
how cfficiently current resources are
being allocated. Such information is
not available for the non-health sectors,
and we are only beginning to look at
this for the health sector.

2) Health Service Structure. The com-
mon perception that the health sector is
inefficiently allocating resources be-
causc of its emphasis on hospital (cura-
tive) care relative to primary (preven-
tive and promotive) care cannot be
readily supported by available data.
Recent cfforts to improve efficiency,
however, point to the fact that, ex post,
the health service structure was less cf-
ficient in the past and that the potential

exists for improving cfficiency in the
future both as a result of improvements
in medical technologics and strong
political and administrative will to im-
plement  known cost-effective  tech-
nologics.

3) Access to Health Services. Several
indicators, in spite of mecasurement
problems, do strongly sugpest the per-
sistence of unequal access to health ser-
vices  arising  from  both  demand
(houschold  income) and supply
(health facilities) factors. Efforts ‘o
widen access through social insurance
are only partially successful due to con-
straints imposed by the overall perfor-
mance of the macroecconomy. Efforts
are being made by the DOl to im-
prove access through its budgetary al-
location  procedures  and  program
prionities. The impact of these efforts,
however, have not yet been assessed.

4) Service Focus. While the ap-
propriate tocus has been clearly iden-
tified, that is, towards major health
problems and  towards population
proups most in need of services such as
the rural population and the poor as
well as various age groups, the actual
coverage  of  various  services  and
programs has yet to be accurately
determined.

5) Health Service Utilization. There
are indications that service utilization
is less efficient that what it could be.
Such indications include the large
proportion of reported deaths without
medical attendance, the large varia-
tions in hospital occupancy rates by
types of hospitals and across regions,
and the leading causes of hospitaliza-
tion based on Medicare cases. The un-
derlying factors influencing less eoffi-
cient utilization, however, have yet to
be determined to guide the identifica-
tion of concrete actions.

6) Health Service Production. There
are indications that input mix at the ag-
gregate level might be less than op-
timal. Such indications include the ap-
parent decline in maintenance and
operating expenses in DOH budgetary
allocations in recent years. Morcover,
the manner in which budget cuts are
effected further distorts input mixes
that are likely to exacerbate current in-
officiencies.  The  recent  initiatives
which changed input mixes in the

provision, of basic services and the

adoption  of networking  activitics
among hospitals point to the fact that
past input mixes and capacity utiliza-
tion weee less than optimal in the past
and that the potential for further im-
proving cfficiency exists.

7. Management and Operations.
There are many cases, often undocu-
mented, that point to managerial and
operational  shortcomings  of  both
public and private sector providers in
the arcas of logistics and information
systems particularly on cost, target
populations and coverage of programs.
However, there are very few systematic
studies on the management goals, in-
vestment and pricing decisions, and
various operational modes of various
providers *~ provide inputs into a
more systematic assessment of their
managerial performance.

8) Health Care Financing Efficiency.

Further  efficiency  gains  can  be
achieved  through  modification  of
management  and  operations  of

Medicare and user fees in public hospi-
tals. A number of community financing
schemes currently exist but little sys-
tematic assessment of their long-run
viability and sustainability has been
made.

9) tlealth Care Financing Equity.
Public provision of health services
financed by taxes tend to be highly in-
equitable because the effective tax rates
are highly regressive. The Medicare
programs covers only a small segment
of the total population which are on the
average likely to include the economi-
cally better off relative to the popula-
tion still not covered by such a scheme,
User charges in the private scctor,
without compensating pricing schemes
for different income classes, tend to be
regressive.

Limitations

Data. A large and important part of the
study was to collect and critically ex-
amine health care financing data that is
currently available from secondary
sources in the Philippines. Unfor-
tunately, what alrcady was suspected

12




Health Sector Financing in the Philippines

Executive Summa

to be the availability and quality of the
data was, in fact, truc.

A critical requirement for the HFD
Project is detailed and accurate data to
inform the policy agenda formation
process, support policy research and
track the results of demonstration
projects and implemented  policies.
Data on health care financing in the
Philippines are not well developed and
integrated. There is a woeful lack of
reliable  practitioner,  facility  and
houschold data from which to generate
accurate agigregate estimates of health
sector expenditures and financing in
the Philippines, especially for the
private scctor.  Available secondary
data on the health sector are scattered
in a wide varicty of government
departments and private trade associa-
tions, including various offices  of
DOH, NEDA, NSO, COA, DIM,
PPMCC, PHA, and others. Private sector
data are scarce, and limited to a few
dated small sample surveys of private
facilities. There is no central storchouse
for health sector financing siatistics.

As the first step in the process to
fully develop the NHA, the RTI /
UPSE study collected and developed
time series data from the available
secondary sources for the period 1986-
1990. The complete set of NIHA statisti-
cal data tables are contained in Volume
I of this report. Even so, the NEHA s
still in its infancy; the data base is far
from satisfactory to answer some of the
most basic questions for sound policy
decisions. What is the infant mortality
rate this year as compared to five or ten
years ago? How many total physicians
and nurses are currently practicing in
the country? Tow many people were
hospitalized last year? How much of
total national resources was spent on
health care, and who paid for it? These
and other fundamental questions can-
not be answered today without making,
cavalier assumptions and crude estima-
tions based on incomplete and some-
times questionable data

Efficiency Measurement and Simulation
Medeling. Perhaps even worse than the
problem of answeriny the most basic
health sector questions due to data
limitations is that accurate, complete,
and detailed up-to-date data in the

form necessary for efficiency measure-
ment and accurate simulation model-
ing arc simply not available; the NI1A
data basce is not sufficient in its present
form for even the more basic forms of
analysis to accurately guide health sec-
tor financing policy.

While there exists a large body of
data (although often of poor quality)
dealing with many aspects of health
sector, there is not one complete set of
information that could be used to fully
and adequately assess a specific aspect
of health sector performance. This a
major limitation because assessing
cven a single aspect of health sector
performance, for example, service
structure cfficiency, requires a number
of interrelated indicators measured at
various levels, for example, scctor
level, service level, and facility level.
Any gaps in information reduces the
confidence we have on any conclusion
that might be made on the availability
data.

There have been a number of health
sector financing  simulation  models
developed  and  applied to  other
countries, but such a model has not
been developed for the Philippines. Be-
cause of the wide range and mix of
public and private scctor  health
providers and risk-sharing schemes in
the Philippines, and the lack of detailed
or aggregate private sector data, simply
applying health financing simulation
models developed for other settings to
the Philippines is problematic. More
sophisticated  simulation models  re-
quire extensive data on both  the
demand and su,- ly sides of the public
and private sectors, and so can not be
used for health care financing analysis
in the Philippines. Less sophisticated
models only include the public sector
of the health care market, and so do not
account for a large portion of the
market.

The simulation model used in this
study is a maodification of a model
developed by the World Bank, and os-
sentially involves simple sets of ac-
counting relationships doeseribing the
cost of delivering services only by the
public supply side of the health sector.
It was chosen for this study primarily
because the data required for its opera-

tion came close to matching the limited
NHA data available. Even so, the
model required substantial modifica-
tion for the application to the Philip-
pine setting.

In order for any model to be useful
for policy simulation greatly depends
on the completeness and quality of the
data. The current version of the model
and the simulation exercises in this
study are scverely hampered by data
restrictions.

Recommendations

NHA Development, Clearly, a key require-
ment for the HFD Project is the full
development of the NETA. The fully
developed NHA would provide reli-
able information on public and private
supply-side and demand-side health
care financing, and support all 1IFD
project  components. A centralized
NHA data base would support policy
agenda formation, policy research and
simulation, and testing the feasibility
and effectiveness  of insurance and
hospital demonstration schemes.

A menu driven NHA will enable
standardized regular reporting of the
current statas of the health financing,
system and efficiency indicators to key
policy makers. Continuous monitoring
and tracking of health financing data
by the NIHA will reveal trends, inform
policy rescarch and simulations, and
provide the basis for accurate short-run
and long-run forecasting,

The full development of the NHA
should involve standardizing and com-
puterizing currently available and new
public health sector data in a format
suitable for quick access and analysis.
Supplemental data bases should be re-
quired for micro-level survey data col-
lected for 1) supply-side health care
data for both the public and private
sectors; and 2) demand-side health care
use data from houscholds, Micro-level
public and  private  facility  and
houschold sample <urvey data should
be required carly in the HFD project to
establish reliable baseline data, and on
continuous regular schedule to monitor
changies over time.
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On the supply-side, the NHA should
track public and private sources of
health sector finance including = (1)
public expenditures throuph central,
provincial. and municipal authorities;
(2) private health care prices charped
for the use of private clinics, hospitals
and practitioners; (3) prices and pay-
ments  made to o traditional prac-
titioners; (h user charpes levied for use
of public health care facilities, includ-
ing voluntary donations; (3) payments
made  under health care schemes
financed by emplovers: (60 pavments
made  under health care insurance
schemes;  (7) religious,  civic, and
philanthropic  groups  health  care
provision; and (8) private and public
disaster relief aid used for health care.

On the demand-side, the NIA,
through  nationally  representative
sample  surveys,  would  provide
houschold  health care and
utilization data including choice of
public or private health facilities and
practitioners, public and private health
care  ovpenditure  data, insurance
coveraye and benefit payments, and
socio-cconomic and demographic data.

JUCONN

Efficiency Measurement. Side by side with
the development of apgregate  in-
dicators described in NHA develop-
ment, there is a need to obtain more
detailed information through special
studies to fill some of the glaring yaps
in information, including  but  not
limited to the following, the details and
justification for which are piven in Sec-
tion 3

D) cost-effectiveness of various
public health programs as imple-
mented ona national scale;

2) more complete information on
coveraye rates of various public health
programs;

3 determinants of health service
utilization; and

) cost structures of huspitals.

Simulation Model Development. The cur-
rent version of the simulation maodel
used in this study can be viewed as the
corner-stone of a larper, more com-
plete, Philippine Tealth Sector Financ-
ing Model (PHSEM) to be developed
under the HED Project and related re-
search efforts. Most importantly, to
pr()\'idc a lrul_\' accurate representation

of the total Philippine health sector,
several  major  components  of the
demand and supply sides of the health
sector should be added in future
development work, including, but not
limited to:

D) private sector supply side;

2) private sector demand, including
demographic factors such as the age-
sex distribution of the population, and
cpidemiological factors;

3 own-price and cross-price clas-
ticities that account for shifts between
alternative public and private health
care providoers;

4) exogenous macrocconomic factors
that influence both the demand and
supply sides of the health care market;

5) linkayes between the major input
and output components of the health
care market.

The future modeling cffort to add
these components must be closely coor-
dinated with future NIHA data collec-
ton to ensure that data requirements
fora more complote PHSEM are met.
u
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I

Introduction

t

Background

t the time that Research Triangle

Institute and The University of

the  Philippines,  School — of
Economics (RTI / UPSE) collaborated
to conduct this study, the United States
Agency for International Development
(USAID) was in the process of design-
ing a bilateral project with the Govern-
ment of the Philippines (GOP), through
the Department of Health (DOLH),
Health Finance Development (HFD).
The purpose of the HEFD Project is to
increase resource mobilization, efficien-
cy, and guality of health care by im-
proving the processes and institutions
for generating  and  implementing
policy initiatives and reforms in the
health sector.

Three objectives

The Health Sector Financing
study is intended primarily
to:

® establish time series
health care financing
bascline data

& develop efficiency
measires

© conduct policy
simulations.

As part of the project design ceffort,
USAID and DOIT signed a Limited
Scope Grant Agreement (LSGA) which
provided resources for various analvti-
cal studies, of which the RTE / UPSE
Health Sector Financing (FHISE) study is

one. These background — analvtical
picces provide an overview of the
mechanics of health care financing in
the  Philippines, the  constraints  to
growth and improved efficieney faced
by both the public and private sectors,
and sectoral development issues with
particular emphasis on the private see-
tor, They also indicate the required
policy initiatives in the arca of health
care financing, and the direction DOI
and USAID should take in promoting
development of the sector.

Scope and Objectives

he RTI /JUPSE HSF study is in-

tended primarily to establish time

series  health  care  financing
bascline  data, develop  efficiency
measures and conduct policy simula-
tions. The study was conducted in tan-
dem with other analytical picces on the
roles, constraints, and prospects of the
public and private scctors in  the
delivery and financing of health ser-
vices, including the Medicare Program.,
Together, the studies are meant to pro-
vide a comprehensive overview  of
health care financing in the Philippines.
The overall purpose of the companion
studies was to provide inputs into the
design of the HED Project.

The study was divided into three
separate but related tasks 1) the
development of a health care financing
data base, called the National Health
Accounts (NFIA), as the basis for fur-
ther  development under the HED

Project; 2) the development of health | sources, public and private, on health

sector efficiency measures; and 3) a
policy simulation exercise.

Health Care Financing Data Base :
The National Health Accounts. A critical
requirement for the HFD Project is
detailed and accurate data to inform
the policy agenda formation process,
support policy research and track the
results of demonstration projects and
implemented  policies. The develop-
ment and continuous updating of the
NFEA will fulfill this requirement.

Data on health care financing in the
Philippines were not well developed
and integrated at the time of the study,
and accurate data were not available
for policy simulation modeling exer-
cises. Major initiatives in health care
delivery and financing in the Philip-
pines have occured over the past few
years.  Government  health  services
have been integrated at the provincial
level ana down, budget appropriations
to the health sector have been in-
creased, and there have heen major
realignments of DOH budget items.

In general, there is a lack of reliable
practitioner, facility and  houschold
data from which to generate accurate
aggregate estimates of health sector ex-
penditures and financing in the Philip-
pines, especially for the private sector.
Available secondary data on the health
sector are scattered ina wide variety of
government departments and private
trade associations, including various
offices of DOH, NEDA, NSQ, COA,
DBM, PMCC, PHA, and others. Private
sector data are scarce, and limited to a
few dated small sample surveys of
private facilitics. There is no central
storchouse for health sector financing
statistics.

As the tirst step in the process to
fully develop the NHA, the RTI /
UPSE study collected and developed
time series from: available secondary




sector financing in the Philippines. The
study updated data generated by oan
carlier study conducted by Intercare
Research Foundation, and collected an
additional large volume ot health sec-
tor timancing, data previousiv not as
sembled together i one document,
Data detintions and methodologies tor
agprepating,  and  disay
pregating the statisticadl data, and
repheating the studyv over time to cone
tnuoushv update the NEEA data series
were developed and docimented

In ~everal instances, the same data
clements collected trom ditterent soar
ces are not consistent For complete
ness, and becavse there s no basis on
which to prdye the relative rehabalite of
vartors data sources, all data cotlected
was e nded i the setor NTEA statist
cal tables: Smilarly, the data s
presented mthe torm mowhich it was
rude available; stabstical agprepation
and averaging, o data are prosented
separate tables,and o noted. nadddh
tion, throughout the analvsis sections
ot the report, nominal peso values are
consistently
using, the hmphat Price Indes or ahe
Cooss Naticnal Produadt wath 12
the base vear. I the NFEA tables. preso
valbies remam i nonunal terms <o that
other are free
nominal values, or choose whicheve
base vear and mdex s desited to con
vert to real termes.

The task to develop N'EA baseline
time series data on health sector expen
ditures had the tollowing, speatic ob
jechives:

(O update and supplement the Inter
care data base by developig, new
bascline data and indicators on the
sources and uses of health scctor ex
penditures;

(2) document data sources tor cach
data element, and document the statis
tical procedure veed o construct new
Meastres;

(3 develop data detimtions and
mcethodologies tor collecting and disay -
pregating the data, and replicating, the
study over time to create the NFEA data
series.

colfecting,

copverted  to real terms

s

researchers o use

Efficiency Measurement. The cecond task
ot the RTI 2 UPSE HSE study was a
review and formulation of cthcienoy
measures in the health sector, A magor
purpose of the HEDY Project s o im
prove cthoency the provision ol
health services i bothy the public and
private sectors. While ethiciency s a
well organized value in health cane,
very hittle attention has been devoted to
its quantificabon.

While  the effiiency and - equiiy
criteria tor assessmy, the ceononue per-

tormance ol the health sector are con
ceptually clear, the data necessany to
make much more than a lentative and
stggestive assessiment at this toe are
unavatlables Fall developiment ot the
NI will enable such assessmients i
the tuture

Health periormance s
sessed by the studyv wath the avarlable
NEHA datas Untortunatelv, the data
Iide more than is revealed, and sugeest
G omore systemalte ettort Lo obtam the
necessary data, as o well as to turthe
deveiop the methodolopgies tor tutime

~ehon as

sector assessnents,

Health petfornnee s
sessed m the tolowig terms
Dy etticienoy inmtersectoral resource

secton (s

allocation

D etticrenoy i health seryv e structury;

Sretticienoy i health service tocus:

Brettiaency i health service
utihzation;

Stethiciencs i health serviee
pProduction;

o) ethictency e management and
operations:

Dhettaenov i timancing,

SYequity i aceesssand

S equity m Hnanving,

Policy Simulations. Ihe third task of the
RET U PSE TISE study swas to use the
NEA data base to conduct policy
stmulations tor health sector tinancing,
alternatives, usiyy existimg, simulation
soltware: Health sector tmancing is a
broad and comples area Policy mitia
tves and retorms in health timanany,
can have protound eltects on the heatth
sector as el as other related sectors
Stmdarly, exopenous tactors can have o

strong, impact on the hnancing, of
health services. For these reasons,
pohov smudations tor health sector

tinancnyg are lnyhiv desirable

U ntortunateh . the e sophist
cated simufation models requnte exten
e data on both the demand and
supphv sides of the public and povate
health sectors, and coutd not be naed
tor this study Ao important soal o the
DY T'ropect s to collect the data neces
sary o tally develop the demand and
supple sade data tor the public and
private scctors, and ta develop a maoded
that mcorporates the demand  and
supph relationships mherent i public
and private portions ob the Phidippine
health secton

Most health financinge, models m
volve sets ot accountnng, elationships
descrbing the cost ot delivering ser
vices by the public supplv side of the
health sedtor - A made] \|\'\\‘ln[‘m’ by
the World Bank, the Health Tianee
Simulation Naodel dTESAD, s an e
ample of such a model.” The model

Health Sector Financing in the Philippines

was chosen tor this study prnarily be
cause the data required tor s opera:
ton comes dose to matching the data
currenthy available i the Phalippines.
Eyven socthe model required substantial
program modiicabion for the applica
tion to the Philippine setting,

Data trom the NHA data base were
used o give an accatate representation
ot the structuee of public health sector
funncing i the Phulippioes: The model
on current and - astorical
Phibppine pabhic health sector supply,
and predicts the sopply requitements
of the pubhic health sector i the tature.
The  policy simulations consist o
straighttornvard evaluations of - the
PMultppme health sector haghlighting,
relationships between the health care
needs ot the population and the ability
of the publi health svstem to respond

1s based

to those neceds The model wall et
DO and USATD i evaluating vanous
options i pubhc health sector fimane-
g In particular, lustoncal health
budget allovations and projechion ot tu-
ture  allocations  mav be matched
against the health care needs of the
population.

Organization
of the Report

he studv timdings are contained in

two volumes. Volume | eontains

the analvsis and interpretation ol
the health sector data, Selected data
tromy the NEFIA data base are presented
i tables and tigures o illustrate the
tindimgs, Incdluded e Volume T are an
Fxcecutive Summary and the body ot
the report which s divided into sixosec-
he hiest sectton of the body ot
the report presents the backpround and
scope ab the study The second section
presents an overview of the Phalgppine
ceonomy and health debivery sestem,
The third section presents o desernption
ol health care expenditure patterns, tol-
lonved by the tourth section which en-

Lions,

amimes health sedtor timanang,. The
fitth sechen contaims an analyas ot
health sector pertormance, and  the

<ivth sedtion presents the results of the
health care hinanany, policy: simula-
hons,

Volume 11 contaims a desanption ot
the data collection methodoboy, a list
ol mdiaduals and othices contacted by
the RET U PSE study team during, the
data collection process, o list o the
NHEA tables, and the complete set ol
NHA statistical tables
a
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Overview of the
Philippine Economy an
Health Delivery System

—— e ———

The Macroeconomic
Environment”

he past twenty-five years in the

Philippines  have been  charac-

terized by @ 1) a slow transforma-
tion of the economic base from agricul-
ture to manufacturing; 2} slow and un-
even cconomic growth; and 3) the dif-
ferential effects of these and  other
developments on various population
segments and areas of the country, in-
cluding uneven spatial distribution of
ceconomic activities and  emplovment
opportunities, high rates of intlation
relative to neighboring  countiies, a
highly uneven income  distribution,
and high poverty rates.

The Philippine economy is charac-
teticed by unusually slow structural
transformation.  The  percentage  of
cemployment in industry in general,
and in manufacturing in particular, has
remained stagnant at around 20 per-
cent for the last 30 vears. The cconomy
is gradually diversifving  from its
agricultural domination (primarily in
export-oriented crops). The share of in-
dustry in Gross Domestic Product
(GDP) increased from 28 percent in
1965 to about 34 percent in 1988,
M~nufactured products as a percentag,
of total exports grew from 22 percent in
1976 to 61 percent in 1986.

Uneven cconomic growth and in-
creasing industrialization has  been
partly responsible for uneven spatial
distribution of cconomic activities and
employment opportunities. The urban
population  has  grown dispropor-
tionately to the rural population, and
the locus of cconomic activity is shift-
ing toward urban arcas. The health in-
dustry, particularly the private portion
of the health sector, has emerged with
a bias toward urban arcas. In-

dustrializaton and manufacturing has
also brought new occupational health
hazards to the Philippines.

Compared to neighboring countries
in Southeast and East Asia. Philippine
cconomic  growth  has  been slow,
averaging only about 4 to o percent
over the past 30 years, and worse,
averaging only 206 nereent in the
1980s. High economic growth rates in
the 1970°s stimulated by heavy invest-
ments in industrialization and exten-
sive foreign borrowing  save way o
slower growth in the carly 1580's and
actual decline by 1984, as rising interest
rates and il prices revealed structural
weaknesses in the Philippine economy.

These factors plus the assassination
of Benigno Aquino Jr., in 1983 led to a
financial crisis. In real terms, GNP
declined by 7.1 percent in 1984 and 4.1
purcent in 1985 before increasing by 1.9
pereent in 1986 (Figure 2.,

With the advent of the Aquino ad-
ministration  in 1986 a  gradual

The Philippine economy

@ slow structural
transformation

@ slow and uncven
economic growth

@ uncven distribution of
economic activities

@ uncven distribution of
employment opportunities

@ high rates of
inflation

@ uncven income
distribution

@ high poverty rates

economic recovery was initiated. GNP
increased 5.81 percent in 1987, 6.8 per-
cent in 1988, 5.7 percent in 1989, and 3.1
percent in 1990. Inflation, although still
relatively high at 14.21 percent in 1990,
was considerably less than the average
34 percent per year that prevailed over
the 1984-85 period. Since 1981, the price
index for pharmaceutical and medical
supplies has grown at an average an-
nual rate of 1529 percent, slightly
higher than the 14.47 percent increase
in all consumer goods prices for the
same period. Private medical services,
somewhat  surprisingly, averaged  a
12.04 percent increase over the same
period.

In the carly 1980's, prices of private
medicar services grew at a higher an-
nual rate than overall consumer prices.
By the mid-198(0's the  situation
reversed, with the overall CP1 out-
pacing private medical services. Prices
of pharmaceutical and medical sup-
plies grew at a higher rate than the CPI
in the late 1980°s. By 1990 the rate of in-
crease of the CPIwas higher thae both
private medical services anu  phar-
maceutical and medical supplies (Fig-
ure2.2)

Recent economic growth has had
varving impacts ¢n the country. In-
come remains mghly skewed, with the
upper 10 percent of the population
receiving 35.7 percent of the national
wealth and the lower 50 percent only
20.3 percent (Figure 2.3).7

Most of the recent economic growth
has been  concentrated in a few
geographic regions and in urban areas.
The incide. e of families living below
the poverty line has deelined slightly in
recent years. Several regions still have
poverty incidence greater than 60 per-
cent, and, despite the 12 percent in-
crease in real income, families in
several rural regions exhibited real in-
creases of only 2 to 5 percent between
1985 to 1988.°

]
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Effect on Health Financing. The macro-
economic characteristics of the Philip-
pines have important implications for
health sector financing. First, the slow
growth of household incomes and con-
tinued high poverty rates mean a
reduced capacity of houscholds to
finance health expenditures.

Second, since the Medicare Program
covers only the formal salaried sector
in private and government sectors, the
slow shift in the proportion of employ-
ment from agriculture to modern in-
dustry means a slow expansion of the
population that can readily be covered
by the Medicare Program. This means
that the problem of extending wider
coverage of social insurance or similar
risk-sharing schemes that are relatively
easy to administer becomes more dif-
ficult with the growth of the labor force
or population.

Third, the slow economic growth
also means slow growth in government
resources. This puts a limit on govern-
ment resources that can be allocated for
health.

Fourth, the high rates of inflation
mean erosion of purchasing power, in-
cluding that for health care services
and other health- promoting goods and
services.

Health and
Population’

here is little reliable information
Ton the aggregate health status of

the Philippine population. For gx-
ample, government data on life expec-
tancy at birth, infant mortality rates,
and leading causes of death, often are
based on crude linear projections of
data collected ten or more years ago.
Available information suggest a slow-
ing down in health status improve-
ments in the past two decades up to the
middle of the 1980's as indicated by
trends in life expectancy at birth and
infant mortality rates, the persistence of
infectious and parasitic diseases, and
continued high rates of malnutrition
especially among preschool children,
Data, however, are not up-to-date,
hence we have little information from
which to assess recent trends in health
status.”

Recent PMCC survey data (1989) in-
dicate that the ten leading causes of
hospitalization are 1) acute gastro-
enteritis; 2) acute bronchitis; 3)
bronchopneumonia;  4)  bronchial
asthma; 5) typhoid fever; 6) acute
gastritis; 7) upper respiratory tract in-

i
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fection; 8) influenza (viral) / flu; 9)
Koch’s infection / PTB; and 10) intes-
tinal amoebiasis.”

According to DOH, the ten leading
causes of death in 1988 were : 1)
pneumonia; 2) diseases of the heart; 3)
diseases of the vascular system; 4)
tuberculosis; 5) makignant neoplasms;
6) accidents; 7) diarrheal diseases; 8)
measles; 9) nephritis, nephrotic
syndrome, and nep. ‘osis; and 10) sep-
ticemia.'”

According to the 1990 census, the
Philippines has a population of 60.68
million, and an estimated gross density
of 203 inhabitants per square kilometer.
The population continues to grow at

very high rates, about 2.3 percent on
the average during the past decade.
This is mainly due to the failure to
reduce fertility. This population
growth rate is the highest in the
Southeast and East Asian region. The
continued high fertility partly con-
tributes to the slowing down in reduc-
ing the high infant and child mortality
rates.

With an estimated annual growth
rate of 2.3 percent, the country is ex-
pected to have a population of about 78
million in the year 2000, an increase of
29 percent over its present population.

“ABLE 218 DSTRIBUTION OF HOSPITALSS

ND:HOSPITAL'BEDS BY CATEGORY = -

Public Private Total
Hospitals Beds Hospitals Beds Hospitals Beds
Primary 132 2,228 657 10,459 789 12,687
Secondary 294 11,105 377 11,885 671 22,990
Tertiary 117 30,483 155 20,363 272 50,846
Total 543 45,816 1189 42,707 1732 86,523

TABLE 2 7 @ AVERAGE NUMBER/OF HCSPITAL BEDS -

Public Private All
Primary 16.88 15.92 16.07
Secondary 37.72 31.52 34.26
Tertiary 250.54 131.37 186.93

Health Delivery
System -

calth services are offered by a
Hrange of private and government

providers in the Philippines. The
health delivery system consists of a
network of health, diagnostic and treat-
ment facilitics operated by the govern-
ment and a loosely linked network of
privately operated nedizal facilities
spread unevenly across the ar-
chipelago.

Health facilities operated by the
government provide preventive, cura-
tive and rehabilitative services while
those operated by the private sector
tend to focus on direct personal care
that are curative and rehabilitative in
nature.

Currently, the financing and the
delivery of public health services are
essentially the obligation of the nation-
al government. Local governments
basically augment such efforts through
limited additional personnel, supplies,
and / or funds. The likely passage of a
local autonomy law in the near future
may substantially affect the organiza-
tion and the delivery of public health
services in the Philippines.

The current government health
delivery system provides 1 range of
preventive, curative and rehabiiitative
services, mostly aimed toward lew-in-
come groups. At the lowest level are
the primary health care facilities, con-
sistit.g of barangay (village) health sta-
tions (BHS), with a midwire, and rural
health units (RHU), which are sup-
posed to be staffed by a team consist-
ing usually of a physician, a nurse, and
a midwife. In 1989, there were 9,145
BHSs and, in 1988, there were 2,072
RHUs nationwide, making care avail-
able to about 70 percent of the popula-
tion. In addition, in 1989 there were 237
puericulture centers. !

The health delivery system ;
a network of health,
diagnostic and treatment
facilities operated by the
government ..,

aloosely linked network of
privately operated medical
facilities spread uncvenly
across the archipelago.

20
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L

Use of government hospituls :
® initially increasing as
income class increases
& leveling off in the
mid-income range
® decreasing over the higher
income groups

BHSs and RHUs usually refer more
complicated cases to the District Hospi-
tal (25-50 beds), or to the Provincial
Hospital (100-150 beds), or the
Regional Hospital (200-250 beds). A
small number of Medical Centers (250
beds or more), mostly located in Metro
Manila, provide more specialized care.

The private sector includes phar-
macists, physicians ir solo or group
practice, small hospitals and maternity
centers, diagnostic centers, employer-
based outpatient facilities, health main-
tenance organizations (HMOs), secon-
dary and tertiary-care institutions,
traditional birth attendants and in-
digenous healers. The medern private
sector generally concentrates on the
provision of curative and rehabilitative
care to upper and middle-income
households.

As of April, 1991, there were 1.732
hospitals of which 543 were public and
1,189 were private, and an undeter-
mined number of privately operated
clinics.”? Over 49 percent of all hospital
beds are in private hospitals.

Hospitals are classified into five
levels of hierarchy based on their ser-
vices, teaching / training and research
capabilities. At the lowest level are the
primary hospitals which are simply ex-
panded clinics with 5-10 beds. At the
apex are the medicai centers which pro-
vide highly specialized tertiary health
care with teaching / training and re-
search capabilities. In between are the
secondary hospitals with limited surgi-
cal capability, the tertiary-provincial
hospitals with four basic specialty ser-
vices capability, and the tertiary-
regional hospital with seven basic
specialty and sub-specialty services as
well as teaching / training capabilities.

Table 2.1 gives the number of
government and private hospitals and
bed capacity of hospitals by category of
hospital.”® The table shows that while
there are fewer government hospitals,
government hospitals are generally
much larger than private hospitals in
terms of bed capacity. Government
hospitals make up only 31 percent of

FIGURE 2:4 A @ USE OF HOSPITALS IN 1987
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all hospitals, but acconnt for over 30
percent of all beds.

While there are more private than
public hospitals, the private facilities
tend to be cither very small operations
(with about five beds cachy in rural
arcas, or very large hospitals in urban
areas,  particularlv - Metro Manila.
Private health  facilities  are  often
operated as independent units, loosely
linked through atfiliations with protes-
sional associations such as the Philip-
pine Hospital Association (PHA), the
Philippine Medical Association (PMA)
and other ad-hoc and informal arrange-
ments. The professional associations
usually adopt measures o regalate
their members through quality control
standards and accreditation schemes,
amonyg others.

The average number of beds tor
government and private I\mplmls by
mtc%;m\ of hospital are listed in Table
2207 Average bed size reveals that ter-
tiary government  hospitals are, on
average, much larger than private
hospitals.  Government and private
primary and sccondary hospitals do
not  significantly vary in size as
measured by number of beds.

Health Facilities

s of 1989, the hospital bed to

population ratio ir the Philip-

pines was one hospital bed tor
707 people, an increase over the 1 to
607 bed to population ratio reported in
1985, In terms of  accessibility of
government hospitals, 8o percent ot
the  population lived  within
kilometers of a DO hospital in 198y,

According to TTOMS, the rate of
utilization of public hospitals as indi-
cated by the overall average occupancy
rate was 815 pereent in 1989, Medical
Centers had the highest occupaney rate
at 88.7 percent, and Spcu.\l Hospitals
the lowest at 34 pereent.

According to the National THealth
Survey conducted in [987, 32.2 pereent
of the sample reported using a govern-
ment hospital in the past vear, 341 per-
cent used o private hospital or clinic,
T 1 pereent used an RHU, 36.2 percent
used a BHS, and L9 pereent used
puericulture center.”

The pattern of hospital and health
facility usc appears to vary significant-
Iv by income class. The percent ol
houscholds who re ported in 1987 that
they had used a povernment hospital
and private hospital, by seven income
classes, ilustrates  this  relationship
(Figure 240"

175

Health personnel :

@ half of all practicing
doctors are in Metro
Manila mid Southern
Tagalog

@ livo-thirds of dentists are
i Metro Manila and
Southern Tagalog

Fhe reported use of - goverment
hospitals has an inverted-U shape, ini-
tially increasing as income class in-
creases, leveling off in the mid-income
range, and then decreasmyg, over the
higher income proups. It is interesting,
to note, however, that the reported use
of government hospitals by the highest
income groups is about the same as the
use of povernment hospitals by the
lowest income groups. The data tend to
dispel the notion that only low and
middle income groups use public
hospitals. The reported use of private
haspitals increases dramatically as in-
COMe group increases, as expected.

The reported use of other public
health tacilities, including REUs, BHSs,
community hospitals or health centers,
and pucericulture centers, by income
class is illustrated in Figure 2-4b, The
reported use of REUS and BHSs in-
creases initially, but then falls over the
five highest ircome groups, The use of
BHSs is higher than RTIUs for all in-
come groups. The use of comnunity
hospitals —or heaith centers and
puericulture centers s relatively low,
probably because there are so few of
these facilitios, but s fairly constant
acrass allincome groups.,

Health Personnel

here are little detailed reliable data
on health care practitioners in the
Philippines,  particularly for the
private sector. On a broad scale, PMCC
data indicate that a total of 11,336 doc-
tors were aceredited in 19940, or about
205 pereent of the 33,536 registered
doctors in the country as of Y86, In
1981, there were 1,007 medical doctors
and 10,572 purses newly registered.™
About half of ali practicing doctors
are in Metro Manila and Southern
Tagalog, although these regions ac-

count tor only a quarter of  the
country’s population. The disivibution
of dentists is even more extreme with
two-thirds ot them in Metro Manila
and Southern Tagalog. Midwives and
nurses are relatively: more dispersed.
Lack of incentives and  appropriate
training in “prassroots medicine” are
believed to be factors preventing many
doctors and other health pmh'\\lm als
from practicing in rural arcas.

The rate of growth ot the number of
DOH doctors and nurses over the last
half-decade does not appear to have
kept up with the rate of growth in the
population. In 1985 the ratio of govern-
ment pavsicians to population was one
doctor for every 6,423 people. By sy,
the ratio had tallen to one doctor for
every 8,825 people. Similarly, the ratio
of nurses o pu]\ulalinn was one {o
5,245 people in 1985, and had fallen to
one tor 6,292 people in 19849,

In contrast, the number of DO
midwives and dentists appears to have
increased  more rapidive than the
population. There were more DOV
midwives and dentists per person in
1989 than in 1985, The ratio of mid-
wives to population was one for 3,582
people in 1983, and had grown to one
for 3,218 in 1YSY. The ratio ot dentists
to population  was one  fur 47,704
prople in 1985, and had increased to
one for 37,789 people in 1980,
a2

the rate of growth of the
number of DOH doctors amd
murses over e lust
half-decade does not appear
to have kept wprwith the rate
of growltis in the population,

the vate of growth of the
number of DOH midwives
and dewtists appears Lo have
more than kept up with the
rate of grow!tl in the
population
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Health Care

Expenditures

Total Health Care
Expenditures

otal health care expenditures are

the sum of public sector and

private sector spending on health.
Public health sector allocation and ex-
penditure data are relatively up-to-date
and complete,™ but there is a dearth of
reliable, complete, and up-to-date data
on the private health care expenditure
component on which to base accurate
estimates of total (public plus private)
health care expenditures in the Philip-
pines.

In principle, private health care ex-
penditures can be  estimated  from
either the private demand-side (evpen-
ditures made by individuals), or the

private suppl\ -side frevenues  of
private health care praditioners,
tacilities, and  drug  <toresy ot the

private health care market. Becouse
there are virtuallv no sourees for total
private  supplv-side  health
revenues, o demand-side approach is
chosen for estimation of private sector
health expenditures,

care

Total ealth care expenditure
equals public sector spending
plus private sector spending
on health,

On the demand-side, private sector
health care expenditures are the sum
of:

D) out-of-pocket health care expendi-
tures made by individuals, including,
evpenditures for private-sector health

care  practitioners,  expenditures tor
private health tacilitios, tees charged at
public facilities, and expenditures for
pharmaceuticals;

2) health care benefits pnid by com-
pulsory and private health insurance
tor claims made by individuals;”

3 benetits provided by other health
insurance schemes including HMOs
and communitv-based risk pools; and

B health care spending by PVOs,
civie groups and philanthropic socie-
ties.

Fhe Familv Income and Expenditure
Survey (FIES) includes family expendi-
tures on health care, which is tikelv to
be the largest component of pll\dl(‘
health expenditures, by tar Health on-
penditures  reported  in the  FIES
presumablyinclude ol pavments for
health inclading purchases ot
pharmaceuticals. Some have suggested
that expenditures on health care mav
be under-reported in the FIES, because
family: members may not be able to
recall all purchases of health services
and pharmaceuticals. Also, the FIES is
only available periodically, with 1983
and 1988 being the most recent vears.

The Medicare Program and the ECC
provide annual data on health beneits
paid on behalf of individuals. A prob-
lem with the reported health benctits
paid by these compulsory health in-
surance programs is that they include
pavments  made  to pul\lu health
tacilities. Thus, if used i the caleula-
tion of private health expenditures, a
portion ot the benetits would  be
double-counted  with expenditures
made by the public health sector. That
is, benetit pavments received by public
facilities are already included in public

Gdie,

Private sector spending
composed of

@ out-ot-pocket health care
expenditures of
individuals;

@ licalth care beaefits paid
by healtl iusurance funds;

@ benefits provided by other
risk sharing schemes;

@ spending by PVO's, civic
groups, and pilanthropic
socielies,

sector expenditure  data, Reported
health benefits must be adjusted lo
avuid this potential double-counting.”

Data on pharmaceutical sales are
available, but are not used in the
demand-side private health expendi-
ture estimation. Expenditures for drugs
are already included with family health
care expenditure data reported fin FIES,
and including supplyv-side drug sales
along with FIES data in the estimation
of total private expenditures would
double-count these expenditures.

There are virtually no data available
on evpenditures made by TIMOS and
other health insurance schemes, private
cmplover provided health benetits, and
health care pavments made by PVOs,
avic groups  and  philanthropic
socicties. An important gap to be tilled
by the HEFD Project is to collect, in o
systematic fashion, reliable data on all
sotirees private health care expendi-
tures.

rJ
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Health Sector Financing in the Philippines
Given the demand-side data on the
. private health sector that are available,
©an estimate can be made of the absolute
niinimuen private sector health expendi-
tures in 1985 and 1988 by adding fami-
*ly health expenditures, adjusted com-
pulsory health insurance benefits, and
© private health insurance benefits.

Two clements of private health care
expenditures are available for 1983 and
1988, The FIES survey data indicate
that P5.36 billion was spent on health
care by families in 1985, and P’5.82 bil-
lion in 1988, Private non-lite health in-
surance benefits amounted to 1’62 inil-
lion in 1985, ana P124.0 million in
1988.7

Compulsory

health insurance

(Medicare Prograny and  ECO) paid
benefits totaling PeR2.1 million in 1985,
and PRY2.E million in 19887 In a ran-
dom sample of 5,300 Medicare claims,
only about 20 percent used public
facilitics. Assuming that 20 percent of
compulsory health insurance benetits
are already captured by public health
expenditure  data, then compulsory
health insurance benetit pavments are
estimated to be PA45.7 million in 185,
and P713.9 in 188,

Estimated values for siminunt total
licalth care expenditires, and public and
private component shares are listed in
Table 3.1 for 1985 and 1988, PPublic sec-
tor health expenditures amounted to
P3.779 billion in 1985, and 1’6.874 bil-

JABLE3:1:® ESTIMATED MINIMUM:-TOTAL

HEALTH-CARE EXPENDITURES: (NOMINA

1985 1988

Source P Bil % Total P Bil % Total
Public 3.779 38% 6.874 50%
Private 6.052 62% 6.771 50%
Family 5.360 55% 5.820 43%
Private Ins . 146 1% .237 2%
Compulsory Ins .546 6% .714 5%
Total 9.831 100% 13.645 100%
Percent GNP 1.64% 1.66%

TABLE 3.2 @ ESTIMATED TOTAL HEALTH EXPENDITURES AND GNP SHARE;

1988

Baseline + 10% + 20% +30%
Private 6.771 7.448 8.125 8.802
Public 6.874 6.874 6.874 6.874
Total 13.645 14.322 14.999 15.676
% GNP 1.66% 1.74% 1.82% 1.91%

lion in 1988 By adding public sector
health expenditures, minimum  total
health expenditures are estimated to be
PY.831 billion in 1985, and 1"13.645 bil-
lion in 1988,

Under  these  assumptions,  the
government’s share of minimum total
health expenditires in 1983 i 38 per-
cent, and s 30 pereent in 1988, Al-
though minimum total health expendi-
tures in nominal terms are seen to in-
crease between 1985 and 19SS, in real
terms the increase represented in Table
. Lamounts to less than 3 percent.

Asa percentage of GND, the 1985 es-
timated minimun total health expendi-
tures account tor L6 percent, and 1.66
percent in J9SS. Previous estimates ol
the percentage of GNI' devoted to
health care are much higher, in the
neighborhood of 2.5 to 3 percent of
GNP,

Not included in the estimated mini-
mum private health expenditures are
pavments made by TIMOs and other
pooled-risk programs and = schemes,
private emplover provided  healthh
benefits, and health care pavments
made by PVOs, civie groups and
philanthropic societies. It is not likelv
that these private health expenditure
categories would amount to a large
percentage of total  private  health
spending,

In arder to examine the sensitivity of
estimated  total health care expendi-
tures and percent of GNP devoted to
health care to excluding, relatively
minor cemponents of private health
care expenditures, total health expendi-
tures are re-estimated assuming that
the excluded eategories are some frac-

i tion of private health care expendi-

tures.

Table 3.2 gives estimates of total
health  expenditures  assuming -
cluded  private  health  expenditure

categories are 10, 20, or even as much
as 3 percent of private health expendi-
tures,

The estimated range for nominal
total health expenditures in 1988 s
from P141.322 billion to I'15.676 billion
when corrections are made for ex-
cluded categories of private health care
expenditures, Even assuming that ex-
clusions amount amount to 30 pereent
of private health care espenditures, a
penerous assumption,  the percent ot
GNP devoted to health care is only 1,91
percent. Thus, it seems likely that
health care, as o percent ot GND, s
lozeer than previously thought. Total
resources, both public and private,
devoted to health care in 1988 s likely
to be in the range of Lool to 1LY1 per-
cent of GNP,

The estimated range tor health care



as a pereent of GNI is much lower than
the 5 percent rate suggested by WHO
as the guideline for middle-income
developing countries, and lower than
that of Thailand and Malavsia Gwith at
least 3 percent), China and India (with
at least 4 percent), and South Korea
(with 5 percent).

The relatively oty Tevels of total ex-
penditures tor health in the Philippines
compared  to neighboring countries
does not, however, necessarily sugpest
that total expenditures as a percentage
of GNP should automatically be in-
creased o levels appronimating those
ot other countries. The question of how
ctticientlv the existing, resources are al-
located is a major consideration. Flow-
over, the data do suggest the need to
consider the question of whether cur-
rent levels of spending tor health mayv
be in fact be suboptimal,

GOP Health
Expenditures ~

s a share of GNP, GOP health care
Ac\pcndilurcs have increased since

1984, but have averaged only .61
percent over the last decade (Figure
.

Although GO health expenditures
as a proportion of GNP have remained
relatively stable, the share of GOP
resources committed to the health see-
tor began a downward trend in 1984
that continued through 1987 (Figure
2.

After achieving a ten vear high of 15
percent of the GOP budget in 1983, the
proportion  of total GOP  resources
devoted to health fell tojust 2.7 per-
cent by 1987, The decline in the propor-
tion of national government resources
devoted to health may be due in part to
increasing demands of GO resources

Government’s share in
eslimaled mininon total
hiealthexpenditures

® 38 in 1985
€50 in 1988

tor debt service since 1983, The propor-
tion of the GOP resources allocated to
debt service grew from 1351 pereent in
[9S3 to 45 percent in 1987, Debt service
is likelv to be a constraining factor for
all government provided services, in-
cluding health care, for the foresceable
tuture, By 1990 the proportion of GOP
resources spent on health care had in-
creased 10 338 pereent.

Because government health expendi-
tures are drawn largely from tay
revenues, government health resourees
are cttectively subject to GOP's fiscal
situation. Beginning, with the economic
recovery which started in 1986, the na-
tional  health budget more  than

Health Sector Financing in the Philippines

doubled to P70 billion by 1990, THow-
cever, the recent Persian Gull crisis has
trigerered budget cuts in GO health
expenditures carlv in 1991,

Morcover,  substantial annual  in-
creases in GOP nominal health expen-
ditures from 1984 1o 1987 were not suf-
Hoient to otlset high intlation rates
during the period. In real terms, GOP
health care expenditure had not at-
tained the 1983 Tevel by 1987, By 1990,
however, real GOI? health expenditures
had increased by 24 pereent over the
1983 level (Figure 3.3).

On a per capita basis, average health
care expenditures per person follows a
trend similar to total GOP health care

. Percent
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expenditures, In 1990, per capita health
care expenditures was 1’135 and had
more than quadrupled during the pre-
vious ten vears.

In real terms 1957 per capita spend-
ing had not recovered to the 1983 level,
and had increased by only 3 puunl
over the 1983 Tevel by 1990 (Figure 3 -0,
The growth of population has had a
moderating, effect on real increase in
health care expenditures. The growth
rate ot per capita health care spending
is lower than the growth rate of real
total GOP health expenditures over the
last decade.

DOH Expenditures
by Category

ithin the 1990 DO budget, 63,4
percent was allocated to hospi-
tals, 113 pereent to field ser-

vices, 19.3 percent to administrative ex-
penses, and 1 percent to training. In
recent vears (JUSY-19490) there has been
a significant increase in the percentage
of the DOH budget allocated to ad-
ministrative expenses. This is largely

FIGURE 3.3 ® GOP HEALTH EXPENDITURES (1972 :=100)
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due 1o the 19SS government salary
standardization that resulted in sig-
nificant administrative increases.,

The increase in the percentage share
for administration appears to have
come at the expense ot the hospital
share ot the budget (Figure 330 In real
terms, however, both the DO ad-
ministrative and hospital budgets in-
creased in 1989 and 1990, Field services
actually declined by 12 percent in real
terms in 1990, Note that the training
budget share is not shown in Figure
3.5, but amounted to only about 1 per-
cent of the DOH budget.

Pharmaceuticals ~

he majority of pharmaceuticals are
Tpurclm.\cd in the  Philippines

through drug stores. Private and
public hospitals also purchase drugs.
Sales data from the Drug Association
of the Philippines, also known as the
Pharmaceutical and  Healthcare  As-
sociation of the Philippines, indicate
that, in real terms, private hospitals
drug sales are twice the amount of
government hospital drug sales. (Fig-
ure 3.6).

According to the Pharmaceutical and
Healtheare Association of the Philip-
pines, total  drug  sales in 1990
amounted to P42 billion. Of this

Private hospitals bought
twice as much drugs in value
than government hospitals,

Muanila and Luzon accounted
for 73% of total drug sales in
the country.
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Camount,  government  hospitals ac-
counted for P838.9 million, or 6 per-
cent. I'rivate hospitals had drug sales of
PL63 billion, or over 11 percent of the
total. The  remainder, 'HET billion
pharmaceutical sales were  through
drug stores around the country.

Luzon and  Manile  together  ac-
counted for 728 Percent of the drug
store sales. [n 1989, 49 pereent of DOH
purchases of drugs were tor drugs and
muedicines for RHUs, and the remain-
ing 51 pereent for drugs and medicines
at DO hospitals.

Health Expenditures
by Families

calth care expenditures made by
H familics make up the largest share
of private health care expendi-
tures. The National Census and Statis-
tics Office estimates that in 1988 a total
of PA.8 hillion was spent by families on
health. Urban families spent an es-
timated P32 billion, and rural families
an estimated P26 billion on health care.
Overall, 1.7 percent of total family ex-
penditures were for health care. The
data also indicate, not surprisingly, that
famity health expenditures are posi-
tively correlated with income (Figure
37
Families, however, spend  propor-
tionately more for such items as tobac-
co and alcohol than for health care.
This suggests that there is room for
modifving expenditire patterns with
the aim of promoting, better health, and
hence on future health care expendi-
tures.
On average, urban families spend

Spending by families make
up the largest share of
private health care
expenditures.

But only 1.7% of tatal

family spending went for
healthexpenditures,
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Health Sector Financing in the Philippines
! about twice as much on health expen-
s ditures per year (P803) than rural

o families (P400). The relationship  of

- average health expenditures ot urban
and rural family health expenditure is
not constant over all income groups. In
the lower income groups (less than
P30,000) urban famidlics spend more on
health care than rural familics, on
average. Ir - higher income  groups
(more  than P30,000 but less than
100,000, rural familices spend more
than urban familics on health care. In
the highest income families (more than
P100,000), urban  families spend  a
higher amount for health care.

Family Planning
Expenditures

O\'cr the period  1978-1988, real
family planning program expen-
ditures from public sector sour-
ces (including GOP, USAID, and other
donor agencies) reached its maximum
point in 1981, and has been declining
over the remainder of the period, with
the exception of a4 modest real increase
in 1988 (Figure 3.8).

There is a tack of data on private sec-

FIGURE 3.8.& FAMILY PLANNING-EXPENDITURES (1972
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tor family planning expenditures. It is
likely that respondents included family -

planning expenditures (consultations,
examinations,  cheekups, drug store
purchases of pills, condoms, cte) in

total health care expenditures in the

FIES, but the proportion of reported

health expenditures for tamily plan-

ning is not known.

Service delivery, including clinic ser-

vices and o relatively small share
devoted o natural family  planning
(since 1982), accounted for nearly 48
percent of all family planning expendi-
tures in 1988, Ouireach, training, and
administration accounted for 0 per-
cent of total fanmiy planning expendi-
tures, while research and evaluation,
IEC and others accounted  for  the
remainder in 1988,

The largest foreign donor for family
planning programs is USAID over the
19781988 time period (Figure 3.9). In
the late 1970's, GOP expenditures ac-
counted for up to 66.5 percent (1980) of
total family planning expenditures.

By 1987, the GOP share had declined
to 44.7 percent. The share of total fami-
ly planning program expenditures con-
tributed by USAID and other donors
has followed an increasing trend since
the carly 198(¥s.
|}

Population growtlthas
lessened the effect of real
increase in health care
expenditures from 1983 to
1990.

Per capita health care
spending has grown slower
than real total GOP health
expenditures.

Family planning
expenditures has been
declining in real terms,
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Health Sector

‘Financing

Introduction

relatively wide range of financing
Amcclmnisms has evolved in the

Philippines, including  taxation,
compulsory health insurance, prepay-
ment through HMOs, private health in-
surance, and  tee-for-service, making
the Philippine health sector one of the
more diversely financed of those in
Third World countries.

Using the estimation procedure for
total and private heclth expenditures in
1988 discussed in detail in Section 3,
Table 4.1 gives a summary of financing
sources and estimated  health sector
shares in the Philippines. ™

Tax revenues are the major source of

Insurance funds less than
6% of estimated total health
expenditures,

| Fee-for-service payments
comprise e most common
mode of private financing of
' health care.

government health care expenditures,
accounting for about 85 percent in 1988,
Other  government  sources  include
operating, income, foreign loans and
grants, and local government revenues.

Once of the first compulsory health
insurance  systems initiated by a
developing country, the Philippines
Medical  Care Commission  (PMCC)
current Medicare [ Program covers all
civil service and private sector wage,
non-owner emplovees and their de-
pendents. In 1988, Medicare, though
covering  about 38 percent of the
population, accounted for less than 6
pereent of estimated total health expen-
ditures,

The private health insurance system
remains - underdeveloped.  Although
some firms offer hospitalization in-

Health Sector Financing in the Philippines
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surance, it is usually treated as an add-
on to life or accident insurance, and in
1988 is estimated to account for less
than one pereent of total health expen-
ditures.

In recent vears, capitation schemes
have evolved in metropolitan areas.
Some 17 HMOs now offer services on
an individual, family or group / cor-
porate basis. Reported provider abuses |
are said to inhibit niany houscholds
from enrolling in FIMOs. Some have .
suggested that many Filipinos are un-
aware of the value of HMOs. Other
country  experience  suggests  that
HMOs essentially cater to the middle
class. These reasons likely contribute to
the fact that, currently, private in-
surance policvholders and HMO enrol-
lees represent less that one percent of

TABLE 4.1. @:ESTIMATED. HEALTH CARE FINANCING SOURCES

:'1988 (BILLIONS.OF PESOS) -

Public Sector 6.87
Taxes 5.87
Indirect 4.11
Direct 1.76
Operating Income .29
Foreign Assistance .09
Local Government .62
Private Sector 6.77
Family Spending 5.82
Private Ins .24
Compulsory Ins .71
Total 13.65
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the p()pu]atinn.

A few private companies (e.g. min-
ing concerns,  plantations)  finance
health services for their workers, cither
fully or with partial subsidics.

Fee-for-service is by far the most
common mode of financing health care
in private health sector. User fees are
collected in public.health facilities but
are not a significant source of financ-
ing. Hospitals retain protessional fees
from Medicare patients, but because
they must turn all other revenues over
to the National Treasury, there is little
incentive to collect them.,

Public Sector Health
Financing "

ublic sector health financing was

supported  primarily by tax

revenues of the ;.,uvcrnmcnt over
the last decade (Figure 4.1).% The
average share of health care finance
from taxes during the period 1981-1989
was 81.6 percent. The tax share for
public health finance has been steadily
increasing since 1984 when it was 79.5
percent,  through 1980  when it
amounted to 889 percent. The shares
of public health finance contributed by
operating income and local govern-
ments have remained relatively stable
since 1981.

User charges in public hospitals are
established via guidelines issued by the
DOH Central Office. For Medicare
patients, the normal practice is for the

hospital to determine if the Medicare
benefits are adequate to cover the total
bill incurred. If not, the patient is billed
for the difference, although  the
hospital’s  success  in - collecting  the
balance may be mixed. Thus, if the
patient does not pay the total bill, then
the hospital’s total cost may not be
fully recovered.

The charging of fees in public hospi-
tals is partly based on Medicare stand-
ard beneit rates. For medicines and x-
ray, laboratory, and other diagnostic
services, Medicare  bencefits are in
lump-sum amounts. Since Medicare
benefit rates do not adequately reflect
the true cost of providing health care
services, fees charged are often less
than cost. Most of the income of public
hospitals ~ from user  charges  are
remitted to the national treasury and
become part of the overall government
revenue for national spending.™

Private Sector
Health Financing

rivate sector health expenditures

are  financed  primarily  from

operating income of private health
facilitics. While initial capital invest-
ments ir private health facilitics may
have been financed by development
loans and owner equity, annual sus-
tained operations rely on operating in-
come. Thus, private health financing,
consists of out-of-pocket health care
payments by individuals and families,

FIGURE 4.1-® GOP HEALTH-FINANCING SOURCES ~
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insurance benefit payments, company-
financed health benefits, community-
generated resources and dorations of
cash, material or technical services
from charitable sonrces,

The forms of health insurance in the

Philippines include @ 1) government
sponsored  health  insurance - the
Medicare Program and  Employees

Compensation “ommission (ECC); 2)
private insurance - HMOs and private
or commercial indemnity health in-
surance; 3) emplover provided health
insurance; and ) preferred provider
pl.ms - u)mmumlv or umpcmtlvc
shared-risk schemes.™

The Medicare Program.” The Medicare
Program is a compulsory health in-
surance scheme that was implemented
in 1972 with the creation of the Philip-
pine Medical  Care  Commission
(PMCC). The  original  program,
Medicare 1, covered public and private
sector employees and their dependents.
Since 1972, coverage has been ex-
panded to cover retirees and the self-
cmployed. A parallel program not vet
implemented, Medicare 11, is intended
to cover those in the informal sector,

As of 1990, Medicare 1 covered 23.5
million Filipinos, or 38 percent of the
population. In spite of being a compul-
sory program, there were a total of 4.6
million Medicare members as of 1989,
or only about 20 perecent of the es-
timated 21.8 million people emploved.
Part of the low coverage of the
Medicare Program of the emploved
labor force is the slow structural trans-
formation of the economy mentioned
carlier. The emploved who are not
members of the Medicare Program are
likely to be concentrated in agriculture
and the service sectors which account
for 45 percent and 39 pereent of the
labor force respectively. In addition, it
is suspected  that many small and
medium scale enterprises do not enroll
their employees or remit Medicare pay-
ments.

Premium contribution to Medicare is
shared equally by the emplovee and
the emplover at 2.5 pereent of the
salary base credit. Total premium col-
lection by S85 in 1990 amounted to
1’777 million, and GSIS collected 17347
million. In 1990, benefits paid by S85
amounted to P710 million; € SIS paid
benefits in the amount of P42 million,

In real terms, Medicare benefits were
larger than collections in 1975 through
1978 (Figure 4.2). This trend  was
reversed, with collections far larger
than benetit payments, for the period
1979 through 1989, and resulted in a
significant build-up of reserves.

The Health Insurance Fund (HIF)
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consists of premium collections or con-
tributions from members, carnings

! from investments, and other income

(e.g. penalties to emplovers for delayed

| payments). As of 1990, 555 had reser-

ves amounting to 4.5 billion, and GSI5
had P620 million.

The current medical benefits under
Medicare are basicdlly in-patient in na-
ture. For hospital expenses, there are
maximum  peso  allowances  that
depend on the type of hospital service
(e.g. room and board, medical expen-
ses, operating room fees) as well as on
the category  of hospital (primary,
sccondary, tertiary). Professional ser-
vices are compensated on whether the
illness is surgical or non-surgical.

Surgeons are paid via a Relative
Value  Scale (RVS), and  anes-
thesiologists are paid one-third the sur-
geon rate. Non-surgeons are paid a
fixed amount per day, with specialists
accredited by the medical specialty
socicties receiving higher rates than
general practitior.. .. Medicare current-
ly does not cover expenses for out-
patient services.

Mcdicare  support  values,  the
proportion of total hospitalization ex-
penses paid for by Medicare, have
failed to reach the original 70 percent
target rate for actual costs incurred in
private hospital ward room confine-

: ment.

Table 4.2 lists estimated support
values by type of hospital (primary,
secondary, tertiary), and ownership
(private, government) for years that
have estimates available.

Estimates of support values range
from 31.5 percent to 48.9 percent, the

© later experienced in 1989 — the highest
* recorded support value to date. Sup-
" port value is highest in primary hospi-
i tals for all years estimated. Out-of-

pocket costs are highest at tertiary
hospitals, though the benefit structure

- tends to encourage the use of these

higher level hospitals by providing for

© higher reimbursable allowaneces. The
i highest support values are at govern-
. ment hospitals for all levels, and par-

ticularly at primary hospitals where a
91 percent support value was realized
in 1989.

Employees Compensation Commission
(ECC). The ECC is a compulsory social
insurance scheme that was established
in 1975, replacing the Workmen's Com-
pensation Commission. The ECC gives
tax exempt benefits to employees, or
their dependents, for work-related dis-
ability or death. ECC bencfits are in the
form of : 1) cash income ir the case of
disability or dcath; 2) medici.] and re-

; lated services for injury and sickness;

and 3) rehabilitation service in the case
of permanent disability.  Administra-
tively, ECC operates like the Medicare
Program. SSS and GSIS serve as the col-
lecting and claims processing agents.
ECC coverage is compulsory for all
employees who are not over 60 vears
old. As of 1987, ECC covered about
122 million  workers, representing
about 21 percent of the Philippine
population. The Medicare Program has
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a higher coverage rate (38 percent) be-

cause it benetits not only employees,

but also dependents, retirees, and a 1

portion of the self-employed.

ECC contributions are paid entirely

by the employer. In 1987, total ECC
membership  contributions  in 855
amounted to 257 million, and 217
million in GSIS. Benefits paid by 555
amounted to Pel million, and P117 mil-

lion for GSIS in 1987, During the period

FIGURE 4:2:@ MEDICARE'COLLECTIONS:VS:BENEFITS (1972°2:100)"

Millions of Pesos

[ collections

1988
Year

22 Benefits

TABLE 4.2 @ MEDICARE: SUPPORT VALUES

Hospital Type

Year Primary Secondary Tertiary All
1981 48.8 33.8 23.6 39.8
1985 NA NA NA 31.5
1987 55.8 38.4 25.8 33.4
1989 66.2 46.1 45.8 48.9
Ownership (1989):

Private 64.3 40.4 33.9 41.4
Govt 91.3 86.9 82.9 84.7
All 66.2 46.1 45.8 48.9
Source: PMCC
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i 1975 to 1988, GSIS paid an average of
P5461 in benefits per claim, compared
to P804 for SSS.

Health Maintenance Organizations (HMOs)
Three types of HMOs exist in the
Philippines : D) investor-based HMOx;
2) community-based HMOs; and 3
employer- initiated” HMOs.  Investor-
based HMOs are those that focus on
the employed sector and are basically
piofit-oriented. Community-based
HMOs are those organized for lower
income communitics on an experimen-
tal basis and are non-profit. Emplover-
initiated HMOs are those formed by
companies for their emplovees and /
or their dependents.

HMOs are classified further by 2 D
prepaid group practice (°GPY; and 2)
individual practice association (IPA).
Under  the PGP model,  salaried
physicians serve in the HMO facility
where they share equipment and staff.
Enrollees o to the tacility when they
need care. Inthe IPA, the physician
maintains  his  private office and
patients. Enrollees choose from a list of
participating  physicians and receive
care from the doctor’s own office. Most
Philippine HMOs do not own their
hospitals, but accre it or enter into ser-
vice arrangements vith existing hospi-
tals.

Philippine  investor-based  1IMOs
have features of both the 'GP and 1°A
In 1991, there were 17 investor-based
HMOs estimated to be operating in the
Philippines. In the first quarter of 1991,
there were an estimated 300,000 to
00,000 total number of people covered
by all HMOs in the population, or
about 81 to 97 pereent of the total
population.

There are onlv two known com-
munity-based HMOs in the Philippines
that are part of a pilot-test @ 1) San An-
tonio (SAHMO) which began in 1988
and had 400 members in 1990; and 2)
University of the Philippines, Diliman
(UPHMO) started in 1989, and had 429

As of 1990, the Medicare
Health Insurance Tund had
reserves of 4.5 billion in

S5S and P620 million in

GSIS., '

HMQO’s currently serve less
than one percent of the
population, most of whom
Ihave significant ability to

paiy.

members in 1990, Communitv-based
HMOs are operated  like  investor-
based HMOs, Members pava monthly
fee inexchange fora spucttied set of in-
patient and outpatient benetit pack-
ages, but the benefit limits are much
fower than investor-based HMOS. 1t s
premature to make  definitive con-
clusions about the potential ot com-
nmumnity-based  HNOS in the Philip-
nines.

There is ouly one known emplover-
initiated HMO in the Philippines, the
Philippine Airlines Dependents Medi-
cal Plan (PDMDP). The PDMP differs
trom an investor-based TTMO in that ¢
1 the PDMP is non-profit; 2) it serves
only PAL emiplovees and dependents;
3 members are subsidized by PAL;
and B membership fees are lower than
those  charged by investor-based
FIMOs.

Overall, FIMOs in the Philippines: D
serve less than one pereent of the
population, and thus do not vet plav a
significant role; 2) are mnstl\' investor-
based HMOs that favor the market seg-
ment that can afford to pav the
premium; 3 focus on group accounts
more than individual accounts; and 1)
avoid the high-risk elder]v with age re-
quirements tor membership,

Commercial Indemnity Health Insurance. A«
of TU88, there were 102 companies in-
volved in health and  accident  in-
surance (HIAAD in the Philippines. By
tvpe of company, there were more non-
life insurance companies involved in
FIAAT than life insurance companivs
during the 1973 to 19SS time period. By
location, domestic nonlife companies
were most active in HAAT (Ce percent),
than foreign nonlite insurance com-
panics (15 percent) and domestic life
insurance companies (7 percent).

Gross premiums collected by all
health insurance companies amounted
to P46Y million in 1988, From 1974 to
1988 nominal gross premiums grew at
an average annual rate of about 20 per-

cent. In 1988, group health insurance
sold by life insurance  companies
amounted to P46 million, about 2.5
times the PA8.5 million for ordinary in-
surance (which includes sales to in-
dividuals  and  families).  Morcover,
group health instrance grew at a faster
annual rate 27 pereent) than ordinary
HAALCH percent,

Gross risks represent the total poten-
tial amount in benetit pavments (or
total face value of policies issued) that
the insurance companies  contracted
with their tnsured clients, In 1988, for
nonlite companies, there is a P476 risk
tor every Pl premium collected.
refer too the amount  of
benefits paid by msurance companies,
For 1988, the industry's total losses
amounted to about P237 million. This
represented about 31 pereent of the
gross premiums collected for the vear,
or about POSL paid tor every P1LO0O
premivm carned.

Duce to the peneral low income of the
majority ot the  population in the
Philippmes and the unprofitability of
HAAL commercial indemnity health
insurance is not likely to grow dramati-
callvin the Philippines.

Losses

Employer-Provided Health Benefits. Apart
from Medicare and ECC, the Labor
Code ot the Philippines spedifies a min-
imum sct ot medical, dental, and oc-
cupational  safetv obligations to
cplovers. The  requirements range
from the availabilitv ot first aid treat-
ment to the provision of a company
clinic with a full-time doctor, nurse,
and dentist. - Collective  bargaining
agreements  (CBAs) also spocify a
varicty of medical benefits. There is lit-
tle information on the extent of popula-
tion coverage, or benefit pavments
from emplover-provided health bene-
tits.

Community-Level Health Insuraace. Com-
munity-level  health insurance is a
general term tor risk-sharing health
care financing characteristics, including
such activities as people donating labor
or materials to construct a health cen-
ter, and contributions to a conunon
pool in exchange for discounted medi-
cal services or drugs. The extent to
which  community .evel health  in-
surance activities occur in the Philip-
pines has not been determined, though
prassroots initiatives are reportedly
numerous  as revealed inoo recent
HAMIS contest. It is too carlv to tell
how viable or sustainable these initia-
Lives are since no assessments have
been made. This is definitely one area
for further investigation,

[ ]
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Health Sector
Periormance

Concepts and Data
Requirements

he  health  sector pertormance
referred to here deals mainly with
cconomic pertormance, that s, the
main criteria used are based on well
known conceptsderived trom
ceonomic theory, The framework, how-
ever, is sufticiently broad and tHevible
so that other aspects of health sector
pertormance  can casily beincor-
porated. The emphasis on the cconomic
aspects of health sector pertormance is
based on the fact that these aspects are
the most neglected in current discus-
sions of health sector pertormance.
While the  efficiency and  equity
criteria for assessing the cconomic per-
formance of the health sector are con-
ceptually clear, the information needed
to make such an assessment is incom-
plete. While some initial and indirect
assessment can be made based on in-
ferences from these fragmentary data,

The Philippines allocates
less than 2% of GNP for
health,

Is the the economy

allocating enouglh resonrces
for health?

such assessment must necessarily be
tentative and suggestive. This situation
is, of course, not unique to the Philip-
pines, since the ditticulty in making as-
sessments is rooted not only in data in-
adequacy but also in the shortcomings
ot current methodologios tor practical
assessment of health sector pertor-
mance  according to well-known
theoretical coneepts,

Conceptually, health sector pertor-
mance can be assessed, and indicators
can be developed,  from ditterent
standpoints, among these are

IV in terms of health status improve-
ments through the allocation of resour-
cos between the health sector and other
health-promoting sectors of - the
ceonomy {efficiency in - intersectoral
resource allocation);

2 in terms of health status improve-
ments through the allocation of resour-
ces among, various tvpes of health ser-
vices (etficieney in health service struc-
ture);

3 in terms of health status improve-
ments through the provision of health
services to the population irrespective
of income levels and geographical loca-
tion (equity in access);

B in termes of health status improve-
ments through the targeting of priority
beneficiaries (efficiency in health ser-
vice focus);

3) in terms of health status improve-
ments through utilization of existing,
health services (efticiency in health ser-
vice utilization);

6) in terms of the quantity and
quality  of health services provided
through the choice of health inputs in
the production of health services (ef-
ficieney in health service production);

7) in terms of the quantity and
quality of services provided through
management of existing resources (of-
ficiency in management and  opera-
tions);

8) in terms of the finandial resources

choice  of

generated  through  the
various  tinancing  mechanisms  (ef-
ficienoy in financing); and

9) in terms of the financial burden
that different groups in society bear in
the  provision  of = health  services
through the choice of various financing,
mechanisms (equity in financing).

These concepts are used to examined
available Philippine health sector per-
formance data in the discussion that
follows. As will become readily ap-
parent, the available data hide more
than thev reveal, and suggest that a
more svstematic effort to obtain the
necessary information as well as to fur-
ther develop practical methodologies
for health sector assessment should be
a hiph priority activity in current ef-
forts to retori the health system,

Intersectoral
Resource Allocation

s the cconomy  allocating  enough

resources for health? This question,

often raised in public forums, is per-
haps the maost difficult question to
answer adequately. Part of the difficul-
tv stems from the fact that the health
status of the population is determined
by a host of other sectoral activities,
both public and private. To answer the
question, there is a need for informa-
tion not only on the amount of resour-
ces being expended in cach health-
promaoting sectoral activity, but also in-
tormation on the relative health im-
pacts of a peso investment in cach of
such sectoral activity. The first set of in-
formation is grossly incomplete even
for the public sector, while the second
set of information as it relates to the
Philippine situation is practic.dly non-
existent.
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Inferences about the relative impacts
of sectoral activities, however, can be
made based on international and na-
tional studies on the determinants of
health, measured by infant and child
mortality in particular. These studies
generally point to the importance of
such direct .‘aclurs,as fertility, environ-
mental contamination, and dietary and
nutrient intake, as well as indirect fac-
tors such as education of parents and
household income or wealth.®

A recent study that attempted to
quantify the relative importance of
these various factors using household
survey data shows that sanitation and
food consumption tend to have rela-
tively high impacts on the health status
of children, while houvsing condition,

education of parents and medical care

have moderate but nonetheless sig-
nificant impacts (Table 5.1).% What this
set of information implies is that
greater  efficiency  in  intersectoral

TABLE 5.1'®.IMPACT.OF SELECTED FACTORS.ON THE HEALTH STARA

. CHILDREN =" gv .

Factor Impact
Housing Condition Medium
Sanitation High
Education of Parents Medium
Food Consumption High
Medical Care Medium

Source: Solon (1988)

FIGURE 5.1 @ HEALTH-YPENDING AND IMR .-

SELECTED ASIAN COUNTRIES, 1987
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resource allocation might be achieved
at the margin by investing more of in-
cremental national resources on those
sectoral activities that have relatively
larger impacts on health status, an-
less on those sectoral activities that
have relatively smaller impacts.

The estimation of total health expen-
ditures in the Philippines given earlier
(Table 3.1) reveals that health care ex-
penditures are lower than in neighbor-
ing countries, that is, less than 2.0 per-
cent of GNP as opposed to around 3.0
to 5.0 percent in other developing
countries in Asia. While this informa-
tion might readily be taken as evidence
to support the commonly perceived
under-investment in health care, it is
possible that at the margin, the Philip-
pines is under-investing even more in
other health-promoting  sectoral ac-
tivities. For example, data cited earlier
(Figure 3.8) reveal that family planning
expenditures have been declining in
real terms since 1981. it is well known
that high fertility is strongly associated
with high infant and child mortality.
Moreover, possible under-investment
in environmental sanitation might be
readily inferred from data showing
continued high rates of diarrheal dis-
cases and intestinal parasitism among
children. Available data also reveal
continued high rates of child malnutri-
tion which reflect not only the effects of
low income on dictary / nutrient in-
take, but also the effect of lack of
knowledge on proper nutrition among,
parents, especially among mothers.

Thus, while international  com-
parisons of health care expenditures as
a proportion of GNP might initially
suggest that the Philippines’ resourc
allocation for health is suboptimal, they
do not give us a complete picture that
would allow a firm conclusion. In fact,
inferences above regarding the trends
in the allocation of resources on other
health-promoting sectoral activities are
not inconsistent with the opposite sug-
gestion that the current intersectoral al-
location of resources might even have
larger health impacts if, at the margin,
more resources were allocated to these
other health-promoting  activities in-
stead of directly on health care, given
the very limited national resources
available.

The importance of other health
promoting scctoral activities is further
suggested by the data which show the
relationship between health spending
per capita and the infant mortality rate
among selected Asian countries (Figure
5.1).

Discounting the potential effects of
measurement errors in each varjable
that will bias the observed relationship,




the data suggest that while on the
average, infant mortality rates decline
with increasing  per capita health
spending, significant mortality declines
can still be achieved even at relatively
low levels of health spending per
capita such as thdse achieved by Sri
Lanka and China by inwestments in
health-promoting activities other than
health care. These investments would
invariably include,  among others,
demographic investments that affect
the age structure of the population, and
mvestments inowater supplyand
sanitation. Inaddition, the data sugpest
that greater efficiency of resource al-
location within the health sector which
restlts in more services being made
available to a larger segment ot the
population  from a pgiven  level o
resources could  generate additional
Iu-.\lth impacts.

F'o properly identity the specific fac-
tors that allowed these two countries to
achicve greater health status improve-
ments  from - limited  health sector
spending,  however, requires  more
detailed country-spectfic - information
than are available at present. This
limits the lessons that might be learned
from just examining the intercountry
relationships depicted in Figure 5.1
Thus, ultimately, the assessment of o
country’s  resource allocation among
sectors with respect to health status im-
provements  must rely more on
country-specific assessment than on in-
tercountry comparisons, Untortunate-
Iv. as observed by arecent internatienal
study, country-specitic health rescarch,
particularly on the operation of the
health wdm. is a neglected area of re-
search.”

[
There are indications of a
shift towards investments
with larger health impacts in
the public ealth secior, such
is

€ innnization;

@ oral relupdration;

® control of acute
respiratory infections;

@ fumily planning.

Health Service
Structure

v health service structure is the

composition of health services ac-

cording to defined categories. The
question relevant to the assessment of
health sector performance is whether
the current structure of health services
is the most effective in generating, large
health impacts, or whether a different
structure will achieve still larger im-
pacts.

For purposes of initial assessment,
health services may be classitied broad-
v into community health services aad
personal health services, Commumty
health services are those services which
are provided  to communities  or
population groups and which benefit
Lirge communities or groups simul-
tancoushv. This category includes such
services or activitios as o 1Y public infor-
mation and cducation; 2) health sur-
veillance and vital registration; 3) en-
vironmental  health <ervices; and D
training and rescarch. Personal health
services, on the other hand, are those
provided to individuals to treat itiness,
prevent discase or disability, improve
nutrition and tacilitates such normal
processes as human reproduction. The
category: includes outpatient care and
mpatient care.

ficallv an assessment ot the efficien-
cvoof health services structure would
require information on - the relative
cost-effectiveness ot the various types
of services being provided. Such infor-
mation is not available except for a few
\pmm( services, however, Again, not
only is there a problem of data inade-
quacy, but methodological shortcom-
ings as well It might be possible 1o
achieve a qualitative sense ot the of-
ficieney of health service structure by
looking at selected indicators such as
the distribution and trend over time of
evpenditures allocated to cach category
of service in the light of prevailing and
changing epidemiological patterns. But
even then, unresolved problems in the
estimation ot health expenditures ond
discase patterns might seriously distort
the relationship.

For example, data are avarlable on
DO evpenditures or such broad
categories as hospital services and ficld
health services, and hoaschold expen-
ditures tor such items as medical ser-
vices, drugs, hospital services, dental
and ather services obtained
from national health survev < These
data alone cannot reveal much about
the efficiency ol health service spend-

SOTVILLS,
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ing.  First, the  distinction  between
hospital and ficeld services do not - ac-
curately  capture  the  underlving
anmalytical  distinction between com-
munity services and personal services,
and within personal services, between
outpatient and inpatient services,
Secondly, in the case ot houschold ex-
penditures, information about the pat-
tern of illness among houscholds is not
available from the same data source
that could be metched against the com-
position of health expenditures, Henee,
from Dboth scts of available data, it is
hard to tell whether the health service
structure as inferred from the expendi-
ture patterns is efficient, or not, in rela-
tion to cither past structures or in rela-
tion to alternative structures.

The DOH on expenditures for field
health services and hospital services, at
leastas currently aggregated, may hide
more than they reveal. Field health ser-
vices mavinclude curative care on
cases that are readily preventable by
public health programs. Hospital ser-
vices, on the other hand, may contain
items such as drugs that are reallocated
to ticld health jacilities.
reported expenditures tor hospital ser-
vices overestimate the resources used
for hospital services and correspond-
inglv underestimate the resources used
for field health services.

Morcover, simplv looking at the per-
centage of total DOET expenditures for
hospital services relative to field health
services and concluding that there is an
over-allocation to hospital services rela-
tive to ficld health services, does not
take into account the tact that hospital
services are by their nature relatively
more costly to provide per person than
field health services., Additionally, it is
not hard to think of a situation where a
large part of preventive and promotive
health activities are being undertaken
outside of the health sector, such as the
use of safe water sources, adequate
tood consumption and proper nutri-

Is the current structure of
hiealtl services provided the
most effective ingenerating
health impact?

If so, then the -

‘>
(51
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tion, health promoting lifestyles, etc.
Under this situation, the main role of
the health sector would be to provide
services for people who become il
from discases that are not readily
preventable by non-health sector ac-
tivities, and as a consequence, the ex-
penditures for hospital services would
constitute a major part of total health
i sector expenditures. And  vet, the

health sector may still be efficient in its
allocation of resources. To assess the of-
ficiency of health service  structure
under this situation, it is necessary to
ultimately determine how much im-
provement in health status is achieved
by a peso investment in hospital ser-
vices versus a peso investment in field
services, and information that is still
not available at present.

FIGURE 5.2 @ POVERTY INCIDENCE AND DEATHS WITH MEDICAL-ATTENDARCB" "« "~ :
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Thus, the common assertion in many
circles of the healtin commuunity that the
current health sector is not efficiently
allocating, resources because it is al-
locating relatively more resources o
“curative” or hospital services than to
“preventive” or field health services
given the prevailing disease patterns or
health needs cannot be totally sup-
ported by currently available  data.
There is, therefore, a need for better
data and method of analysis to proper-
ly assess this aspect of sector perfor-
mance.

Supplementary  information  do
reveal, however, that efforts are being
intensitied to shift resource allocation
towards those activitics that are likely
to have larger health impacts per peso
investment than alternative activities.
These activities include 1) universal im-
munization coverage; 2) the adoption
of oral rehvdration therapy as opposed
to intravenous therapy and use of anti-
diarrheals and anti-biotics in the con-
trol of diarrheal diseases; 3} the adop-
tion of primary care-based control of
acute respiratory intections, especially
among, children involving the use of
simple diagnostic procedures and oral
anti-biotic by Barangay Health Station
midwives as opposed to hospital-based
treatment using expensive diagnostic
procedures and medicines; and 4 the
promotion family planning as part of
overall reproductive health.

Access to Health
Care Services

cveral indicators suggest the per-

sistence  of unequal access to

health care services, particularly
hospital ~ services,  among,  various
population groups. These indicators in-
clude (1) the high percentage  of
reported deaths without medical atten-
dance; (2) the declining, percentage of
reported deaths with medical atten-
dance with increasing regional poverty
rates; (3) the declining percentage of
reported deaths with medical atten-
dance with increasing population to
bed ratios; and (b low population
coverage and declining support value
of Medicare.

Data on reported deaths by medical
attendance reveal that a very large per-
centage of deaths are without medical
attendance.” This implics that a large
percentage of the  population  with
serious illness or injury that eventually
results in death does not have casy ac-
cess to the needed medical services. In



Indicators of poor access to
health care services :

{ & ligh percentage of
reported deaths without
medical attendance;

& declining percentage of
reported deaths with

‘ medical attendance due to

| poverty and lack of
health facilities;

& low population coverage
of liealth insurance;

@ declining support value of
Medicare.

1988, this improvement over previous
! years, i.e. frorn 70 percent in 1983, the

figure is still very low, in 1989 the

reported deaths with medical atten-

dance was only 28 percent in Region
. VIl and VIII, higher at about 47 percent
+in Regions I and XII, and still higher
at 62 percent in the National Capital
Region.

It should be noted, however, that not
all deaths are reported. The extent of
under-registration of deaths is not ac-
curately known, although it is expected
that the completeness of registration
has been improving over time, espe-
cially for adult deaths. 1t is reasonable
to assume that unreported deaths, most
probably infant deaths, are also deaths
without medical attendance. Thus, the
data on the percentage of deaths
without medical attendance underes-
timates the true value. Thus overall,
there may be more people who were ill
or injured but did not have access to
medical care than what the data reveal.
Differences in the completeness  of
reporting of deaths by regions, on the
other hand, could introduce biases in
the observed regional pattern of medi-
cal attendance that was noted carlier.

The lack of access to medical care
suggested by the data on reported
deaths by medical attendance may be
duc to financial constraints on the
houschold or due to the lack of health
facilities and services, or both. This ob-
servation is based on the analysis of the
relationship  between  deaths  with
medical attendance and regional pover-

ty incidence (Figure 5.2), and the
relationship  between  deaths  with
medical attendance and population to
bed ratios (Figure 5.3). The analysis
shows that at the regional level, the
percent of deaths with medical atten-
dance decreases with regional poverty
rates. Morcover, the data shows that
the percent of deaths with medical at-
tendance  decreases  with  regional
population to bed ratios. Both sets of
relationships suggest that both poverty
and lack of health facilities in a region,
particularly hospital facilities limit ac-
cess to health care. More  in-depth
analysis, however, is nceded to
separate out the independent effects of
these two factors on medical atten-
dance as well as to identify the under-
lying factors involved.

Data on the population coverage of
Medicare and the changing support
value over the years allow inferences to
be made regarding trends in (financial)
access to health care. The data show
that Medicare still covers only 20 per-
cent of the employed labor force or
about 38 percent of the population in
spite of its 20 vears of existence. The
slow growth in the coverage of the
employed population is mainly due to
the fact that cconomic transformation
has been lerribly slow in the Philip-
pines. The support value of the pro-
gram had been declining since 1972
from 70 percent as originally designed
to only about 33 percent in 1987 before
it was raised in 1989, Currently, the
average support value is about 50 per-
cent.”” What these data suggest is that
over the years, even those with social
insurance coverage were finding it rela-
tively harder to afford medical care.
The relative increase in out-of-pocket
costs that these people had to pay be-
cause of declining Medicare support
value implies declining (financial) ac-

Priority seems to be for
services to:

@ infants;

® young children;

& women of reproductive
age;

© pregnant and lactating
women,
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cess to the needed health services, in
particular, hospital services.

A review of DOH initiatives, hows-
ever, reveal that efforts have been
made to increase access to health ser-

vices, especiallv among, the poor. These
ctforts include the expansion of public |
health programs which are more likely

to benefit the poor and rural popula-
tion; the allocation  of

poverty incidence; and the increase in

incremental -
budgetary resources according regional |

support value of Medicare instituted in
1989. 1t is expected that, if sustained, °

these initiatives would result in im- !

proved cecess in the long run.

Service Focus

ervice focus can be assessed either
from the standpoint of the health
problems being addressed or from
the standpoint  of the population
groups being  reached. The  first
standpoint is partially addressed under
service structure where the directions

which the DOH has taken were indi- :

cated, namely, the vigorous implemen-

tation of preventive and promotive |
health care, with major focus on mater-

nal and child health care.

Since the major policy orientation the
DOH is to focus health services popula-
tion groups on the basis of health needs
as medically  defined, ard on the
capacity of these groups to obtain the
necessary services using only their own
resources, the  efficiency  of service

focus could be assessed by looking at -

the population in need, both medically
and financially, who have in fact been
reached with the appropriate health

services. To perform such an assess-

ment information is required on the
coverage rates (e the percent of

population in need reached by the ap- -

propriate service) of various health ser-
vices delivered by both public and

private sectors. Unfortunately, such in- ;

formation is not available,
The population group foeus of the

health sector can be inferred, however, |

from the type of services being em-
phasized. Thus the high priority given
to maternal and child care implies high
priority given to infants and young
children, women of reproductive age,
and pregnant and lactating women.
The priority given to the allocation of
incremental  budgetary  resources  to

regions with high poverty incidence

implies high priority to poor popula- |
these |

tion in rural arcas. While

priorities give a sense of the focus of |

health services, which broadly would
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be expected to improve focus efficien-
¢y, there is very little detailed informa-
tion about the population within these
broad categories that are actually being,
reached  (coverage), or are  being
reached more than others because of
certain favorable characteristics (bias).
Such detailed information, which can
be obtained from houschold surveys,
could also be used to refine procedures
for targeting  specitic  population
groups most in need of specific ser-
vices

Health Service
Utilization

ssessment of the  efficiency of

health service utilization, while

conceptually simple, is difficult in
practice because of the difficulty of dis-
entangling from the available data the
various sources of "inetficient” utiliza-
tion.

Efficiency in health service utiliza-
tion is achieved when individuals with
real health needs, e those recognized
by medical science including both cura-
tive and preventive care, do seck care
and are able to obtain the needed care
from the appropriate  health  care
facilities.  [nefficient  utilization  of
health care services can, therefore, take
on several forms, namely :

D) unmet needs @ oindividuals with
real health needs cither do not seek
care or are unable to obtain the ap-
propriate care;

Some evidence of possible
inefficiencies in health
service utilization:

@ data on existence of
unmet needs;

@ inappropriate use of
hospital facilities based
on type of cases and level
of care needed;

& large variations in
hospital bed occupancy.
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2) inappropriate usce of existing
health care facilities © individuals seck-
ing care bypass lower level facilities in
favor of higher level facilities even if
they could be appropriately attended
to at lower level facilities, resulting in
under-utilized facilities at fower level
and overcrowding at the higher level
facilities;

3) inappropriate use of health ser-
vices ¢ individuals either fail to come
for necessary follow-up consultations
and treatment, or claint moere serviees
or drugs than thev need, likewise, prac-
titioners cither require unnecessary fol-
low-up consultations or require more
services and drugs than their patients
require, or require patients to stay
longer in the hospital more than is
necessary.

Data that suggest the existence of
unmet needs include those already
referred to earlier, i.e. data on reported
deaths without medical attendance.
These data suggest that a large propor-
tion of the population who have
"health needs” do not use or are unable
to have the necessary health care.

Data that suggest the possible exist-
ence of the other two tvpes of inef-
ficiencies include the data on the lead-
ing causes of hospitalization  which
shows that in 1989, based on a survey
of hospitals by the Philippine Medicare
Commission, 84 percent of the leading
causes are  acute  respiratory  and
gastrointestinal infections.” One could
interpret such hospital use pattern as
arising from cither of two possibilities :
1) preventive health care and  basic
curative care in primary health care
facilitics are under-utilized leading to
worsening of cases that eventually re-
quire hospitalization, or 2} hospital
facilities were in fact treating cases
which could have been adequately
treated in primary care facilities but
patients chose to bypass such facilities
and proceeded directly to high level
facilities for various reasons. The avail-
able data, however, do not allow a
determination of which of these two
possibilities represent the actual situa-
tion.

Another indicator that suggests the
existence of inefficient health service
utilization is the average occupancy
rate of reporting DO hospitals by
category of hospitals and by region.”
While the overall occupancy rate for all
hospitals in 1989 is a respectable 82
percent, there exists  wide  regional
variations in - occupancy rates by type
of hospitals, as well as variations
amony, different hospital types within a
region. For example, among regional
hospitals, occupancy rates vary from a
low of 65 percent in Region 1 toa high

R
Recent initintives possibly
increasing efficiency in
service production through
altered inpart mix:

@ from intravenous therapy
to oral reliydration
therapy in treating
diarrheq;

@ from hospital-based care
to health center-based
care in treating acute
respiratory infectims;

@ use of generic terminology
in drugs;

@ sharing of hospital
facilities via networking.

of 111 percent in Region Xo Among,
provincial hospitals, the occupancy
rates varied from 49 percent in Region
Il to 118 percent in Region [ In
another vein, for example, that in
Region VIHI, district and  provincial
hospitals - have occupancy  rates  of
around 65 percent, while the regional
hospital in that region had an occupan-
¢y rate of Y9 percent. In Region X, the
occupancy rates increases as one moves
from district to provincial and to
regional hospitals (the occupancy rates
were 71, 83, and 111 pereent, respec-
tively). The coexistence of under-util-
ized and over-utilized facilities is sug-
gosted by this wide variations in oc-
cupancy rates. What underlies this pat-
tern of hospital utilization, however, is
difficult to determine without addition-
al detailed information on the opera-
tion of cach hospital and the environ-
ment which it operates in the regions.

Health Service
Production (Input Mix)

ncreasing, the efficiency of health ser-

vice production requires the shift

from more costly inputs to less costly
inputs in the production of the same
level and quality of services. Recent
DOH initiatives are geared towards in-
creasing efficiency in health service
production. These initiatives include:




1) the shift in techniques of diarrheal
control from relatively expensive (in-
travenous therapy) and sometimes in-
effective (anti-diarrheal and anti-biotic)
therapy to simple and low cost modern
oral rehvdration therapy;

2) the development ot a national pro-
gram  for the ,control  of acute
respiratory infection involving the shift
in treatment protocols for moderately-
severe cases from eapensive hospital-
based treatment to less expensive BHS-
based treatment involving midwives
and the use of simple diagnostics pro-
cedure {detection of rapid  breathing
and chest in-drawing instead of sophis-
ticated diagnostic tests, .0, X-rayvs) and
less expensive drugs (oral anti-biotic
instead of intravenous anti-biotic);

3) the passage of the Generic Act of
1988 which provided for the use ot
generic terminology in the importation,
manufacture, distribution, marketing,
advertising and promotion, prescrip-
tion and dispensing of essential drugs.
The use of generic terminology of
drugs is designed to help reduce health
care expenditures due to drugs, which
is a major component of total health ex-
penditures, by giving  consumers
greater choiee in the purchase of drugs
and thereby promoting, price competi-
tion among suppliers of drugs; and

4 networking  activities  among,
hospitals to minimize duplication of
facilities and to fully utilize existing
capacitics  (both  personnel  and
facilitics). Although this initiatives has
yet to be fully evaluated, one would ex-
pect that this initiative would indeed
promote greater efficiency in the use of
existing hospital resources, both public
and private. That favorable results are
in fact being achieved even if they can-
not be readily quantified can be in-
ferred from the recommendations of
segments of the health community,
particularly in the private sector, to ex-

pand  networking activities  among
hospitals.
There are, however, certain in-

dicators that suggest that the health
sector may be operating at lower ef-
ficiency levels than could otherwise be
the case in spite of limited resources, or
at least suggest a need for closer ex-
amination to see if greater efficiency
can be achieved by maodifying input
mixes. These indicators include the
trend in DOH expenditures by input
categories; staffing patterns in hospitals
of various types; and the cost structure
of private and public hospitals as in-
ferred from a sample of Medicare
claims. Eachis discussed in turn.

Since the production of health ser-
vices is a highly labor-intensive ac-
tivity, it is expected that expenditures

for personal  services  will - figure
prominently in the overall cost of
production. However, to be effective,
health  personnel must be comple-
mented with other inputs, ic. drugs,
supplics and materials, and transporta-
tion. Data reveal that the DO expen-
ditures for maintenance and operating,
expenses was 5o percent in 1985 and
1986." This percentage dropped to 51
percent in 1987, but rose again to 56
percent in 1988, However, in 1989, the
percentage declined to 47 percent. In
contrast, expenditures for personal ser-
vices was maintained at about 38 to 40
percent of total expenditures during
the period, while expenditures for capi-
tal outlays rose from 6 percent in 1985
to 13 percent in 1989, The rather sharp
drop in expenditures for maintenance
and operating expenses in 1987 and the
sharper drop in 1989 are likely to have
atfected the effectiveness of DOLH per-
sonnel in delivering health care given
that the lack of medicines and means
transport, among other operating, ex-
penditures,  have  been perennial
problems.

A reduction in prodaction efficiency
can turther be expected from budget
cuts in the 1991 DOH budget wherein
the agency, as well as other agencies of
government, were given very  little
flexibility in choosing the items of ex-
penditures to be cut. This has been par-
ticularly  lamented by  the  current
leadership at the DOI because they
recognized that efficiency can still be
maintained at a lower budget level by
altering  the  resource mix of  the
reduced budget to finance  higher

Possible signs of
inefficiencies in health
service production:

@ sharp drop in
maintenance and other
operations expenditures
in DOH budget;

& across the board budget
cuts;

& absence of information to
assess facility-based
efficiency;

© variations in manpower
to bed ratio.
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Management and
operational practices can
significantly affect quantity
and quality of health
services wnder any given
level of resonrce allocation.

priority activities, rather than being
forced administratively to cut expendi-
tures across all items.

Assessing the efficiency of produc-

tion at the facility level is not possible

due to the absence of reliable informa-
tion on the cost structure of production.

Hospitals, both public and private do

not have well-developed and main-
tained information system that can ac-

cess cost ot inputs by category in the

prodrction of different quantitivs of
specific services, 1t is now penerally ac-
cepted among DOL officials that cost
studies are needed. Thus cost studivs,

particularly of hospital services, were

included in the rescarch agenda under
the DOH-PIDS project designed to pro-
vide baseline information on the opera-
tion of the health sector.

In view of this situation, data on ac-

tual hospitalization cost per item of ¢

hospitalization for both private and

public hospitals based on a large

sample of Medicare claims do not real-

ly reflect the cost structure of _either ¢

private or public hospitals.””  The
reason is that the data are essentially
claims to Medicare reimbursement.
Henee, such claims would tend to fol-
low the benefit structure of Medicare,
i.e. the cost of caclvitem of hospitaliza-
tion that is reimbursable by Medicare.
Since the Medieare claim structure is
the same for both private and public
hospitals, it is not surprising that both

types of hospitals would exhibit identi-

cal "cost structures”. Thus we are still
far from being able to assess the of-
ficiency of hospital serviee production.
It is important to note that the claim
structure of Medicare, if it itself is not

based on actual cost structures that

might be considered efficient, could in
fact reinforce existing production inef-

ficiencies by encouraging health care

providers to use inputs that maximizes
the amount of reimbursement rather
than inputs that minimizes the cost of
the health services provided.
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Another set of indicators that might
reveal clues into the efficiency  of
production is the staffing patterns of
hospitals by category of hospitals.®®
The variations in the mixes between
health personnel and facilities (man-
power to bed ratios) and between dif-
ferent manpower categorices cither by
type of hospital or by region point to
the question of what is a more efficient
mix than what is currently prevailing,
The question, however, cannot  be
answered just by looking at the data on
staffing patterns without at the same
time relating these data to more
detailed information about  patient
loads, case-mix, and other indicators of
output.

Management and
Operations

tis generally recognized that in spite

of limited budgets, governments can

still generate additional resources for
expanding and improving the quality
of health services by simply managing
the resources that they now have more
cfficiently. Greater cfficiency can be
achiceved by adopting management and
operational procedures that ensure that
the potential quantity and quality of
health services that were expected from
the chosen combination of resource in-
puts (refer to the concept of service
production efficiency) are actually real-
ized.

Management arcas
considered important for
improving efficiency in
delivery of services :

@ logistics, particularly
drug supply and
distribution;

& information systems;

& targetting of clients and
assessing unit
performance;

@ personnel motivation and
susperision;

& laws of decision-making
(centralization-
decentralization)
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There are many areas where opera-
tional cfficiency can be improved.
These include the arcas of personnel
motivation and supervision, proce-
dures for drugs and supplies procure-
ment, and logistics. Other areas include
operational procedures for identifying

target  populations  for  service
provision, and budgeting procedures.
Still  others include  the  locus  of

decisions-making and communication
channels, i.c. what decisions are best
devolved to various units of decision-
making, c.g. BHS, RHU, hospitals, and
what decisions are best left to central
management; and how are the health
needs and demands pereeived at lower
administrative levels communicated to
upper decision making units so that
resource allocation decisions are made
that reflect these needs and demands?

For years, it has been commonly ob-
served that there are a number of arcas
where the DO could improve the
delivery of services by improving
various aspects of its management.
These aspects include, among others :
1) logistics, particularly of drug supply
and distribution (delays in drug dis-
tribution in addition to inadequate
supplies); 2) ineffective  information
systems (too many forms to fill and too
many reports to be submitted from
lower level facilities to central manage-
ment without a clear indication of how
these information are being used at the
central level, and without any feedback
of the data compiled or analyzed to the
source facility for management and
operational purposes); 3) lack of infor-
mation on cost of programs for budget-
ting purposes; and 4) crude methods
for assessing the target populations
and for assessing personnel or facility
performance. Such observations, how-
ever, were not systematically docu-
mented, and with some exceptions, 50
were the initiatives undertaken to ad-
dress specific management or opera-
tional problems.

Two recent initiatives of the DOH,
which have attracted more attention
than others, include efforts to develon
a health and management information
system, and cfforts to develop and
adopt program budgeting procedures.
The first set of efforts involved a
review of field reports with the view of
streamlining, reporting  requirements
from the field and of using ficld infor-
mation for management purposes in
field health facilities. It also involved
developing indicators for health sector
assessment at the district level. The
second set of efforts involved the
development of procedures for costing
various inputs of specific health ser-
vices and the training of DO person-

nel to adopt such procedures in prepar-
ing budgets and relating these budgets
to service targets. Both sets of efforts
are still in the carly stages for impact
assessment.

While it is common to expect that
private sector health facilities would be
managed more efficiently than public
sector facilities because private sector
managers are governed by market in-
centives while public sector managers
are not. However, this might not al-
ways be the case, or at least that private
sector facilities may not always be
managed efficiently. This view is often
supporlcd by data, again fragmentary,
regarding many private hospitals in-
curring huge losses which might be
taken to indicate inefficient manage-
ment. However, there is actually very
little \'stcnmm information about the
management ol private hospitals in
terms of management goals, and in-
vestment and pricing decisions to even
begin an initial assessment. It is pos-
sible, given the organization of the
hospital, that the “hospital-firm” is
losing but the "physician-firm” which
manages the hospital is maximizing
profits,

Efficiency in Health
Care Financing

n view of limited government

budgets and low incomes of the large

majority of e population, there is
increasing interest in developing alter-
native  health  care  financing
mechanisms. Currently, health care in
financed mainly from tax revenues, so-
cial insurance through the Medicare
Program, user charges, and various
types of community financing schemes.
Lately, prepaid schemes such as HMOs
have been established. While cach of
these current schemes as well as others
that might be developed can generate
revenues for health care, some are like-
Iy to be more efficient than others.
Greater cefficiency can be achieved by
adopting  operational  changes  that
reduce the cost of revenue collection
and disbursement of funds for the
same amount of funds generated for
direct health care provision. The recog-
nition of this has led to proposals to
conduct a comprehensive review and
study of current financing schemes
with  particular  attention  to the
Medicare Program with the view of im-
proving its cfficiency at the same time
expanding its health benefits and its
coverage  of the  population.  The




various aspects to be looked into in-
clude the daims processing and utiliza-
tion review procedures, the organiza-
tional structure of the Program, fund
management, and information systems.

One form of health care financing
that has attracted so much attention be-
cause of the stress, it places on self-
reliance and community participation
in health care delivery is community
financing. This scheme, which can take
on many forms, refers to contributions
by individuals, family beneficiaries or
community groups to support part of
the cost of health care. Contributions
could be in cash, in kind, or individual
or family labor. By mobilizing under-
utilized local resottrees (e.g. organiza-
tional skill, and manpower) and by
developing affordable and culturally
appropriate  delivery  systems,  the
proponents hoped  that basic health
care will become universally accessible.
Another reason for advocating com-
munity tinancing is the observation
that individual houscholds  already
spend substantial amounts of money
purchasing both modern and tradition-
al health services from the private sec-
tor. It is argued that redirecting such
expenditures towards services that can
have greater impact on health improve-
ments will not cause additional finan-
cial burden on the population.

On the other hand, people who are
skeptical about the long-run viability of
community financing schemes argue
that it is casy to overestimate the
anount of unutilized resources in the
community that could be mobilized to
support health activitics. One  such
major resource is the capacity of com-
munities or groups o organize for a
common  objective.  Organizational
ability may indeed be the most scaree
resource in many communities. If so,
then the cost of organizing a com-
munity with external support can be
very high. This reduces the efficiency of
the sheme. Morcover, given low incom-
es, the amount of contributions in cash
are not likely to be large nor can these
contributions be sustained over long
periods of times. Contributions of labor
time may also be low given that the op-
portunity cost of time even for rural
poor houscholds may be very high
relative to their total income. Further,
there is the "free rider problem” to con-
tend with. Individuals are not likely to
contribute to support an activity where
the  benefits  can be  derived by
everybody in the community irrespec-
tive of whether they participate or not.
These individuals will think that even
if they do not contribute they would
will not be excluded from benefitting
from the community activity. This is

true for health activities that have the
characteristics of "public goods”, c.g.
vector control, and  environmental
sanitation. This free rider problem may
be addressed partly by setting up a
governing authority in the community
to exact compliance or participation.
However, this may not always be casy
to do. Thus all in all, the cost of or-
ganizing the community to obtain
resourees for health activities might in-
deed be large relative to the amount of
resources than can be mobilized. Under
these conditions, the financial efficien-
cy of the scheme would tend to be Tow.
Morcover, in community  insurance
schemwes, the population coverage s
often small to be actuarially sound, and
adverse selection could pose a serious
problem, thus limiting the long-run
sustainability of the scheme.

In the Philippines there are a number
of community financing schemes of
various types. A recent contest spon-
sored by the HAMIS project of DOH
and GTZ has uncovered the fact that
communitics or groups of families on
their own initiatives or occasionally en-
couraged by community influentials,
have set up various schemes to finance
health activities. More than a hundred
of these schemes have been identified
from all over the country, and those
identified by the contest represent only
groups who had both the time and in-
clination to join the contest. Thus, there
may be many more such community
financing schemes that have not yet
been identified. However, systematic
offorts to study these various com-

Two faces of inequity in
health care financing :

@ govermment expenditures
for health are financed
through taxes generated
by a repressive tax system
where the poor pay a
greater proportion of
their income as taves
than the rich;

& government supported
hospitals are used equally
by the poorest and the
richest,
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munity financing schemes with respect
to long-run viability, sustainability,

financial efticiency (and financial equi- .

ty) and health impacts have yet to
evolve, although some carly attempts
have been undertaken. Thus there is lit-
tle information by which to assess these
schemes from the standpoint of finan-
cial efficiency or other criteria at the
moment.

Equity in Health Care
Financing

clated to the question of financial

cfficiency in tinancial cquity. This

refers to the relative financial bur-
den borne by different groups of the
population in support of health care
provision. One of the main justification
for government provision of health
care serviees  financed  through  tax
revenues is to improve equity in the
use of health care serviees. The greatest
irony is that this financing scheme can

be the most regressive among tinancing,

schemes. The inequity arises from the

regressive nature of the tax system.
This is the case in the Philippines. A

recent study on effective tax rates by

income class in 1985 shows that the
bottom third of the income distribution
paid proportionally more of their in-

come in taxes than the upper third,

with the middle class  paying  the
largest percentage of their income in
taxes. The cffective tax rates for the
three broad income groups were 27, 32
and 18 pereent for the bottom, middle
and highest income classes, respective-
ly." This situation arises in spite of the
relatively progressive nature of the in-
come tax system from the very regres-

sive nature of indirect taxes and the

failure of government authorities to |

fully enforce tax collection among the
higher income classes.

Data on the use of health facilitics by
income class obtained freim the 1987

National Health Survey reveal that
while the use of public sector primary
care facilities  decline with  income,
public hospitals are used equally by
both the lowest and the highest income
groups.™ This means that the highest
income groups which is perhaps not

what was intended given that higher

income groups have relatively casier
aceess Lo private hospitals than the
lower income groups.

Finally, it might be noted that the

Medicare program while designed to
improve financial access to the health
care services is, given its  current

4
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limited coverage of the population,
benefitting that portion of the popula-
tion that on the average are better off

than the population not  covered.
Morcover, to the exeient that the
Medicare  contribitions  of  private

employers are passed on to consumers
in terms of higher prices, the un-
covered population bears the addition-
al burden of paying higher prices for
commaodities and paying higher in-
direct taxes. Thus, in cffect, a larger
portion of the self-employed and un-
employed  population  currently  not
covered by Medicare ends up paying a
part of the medical benefits of those
employed in the formal sector as well
as the medical benefits of higher in-
come groups who avail of public sec-
tor-provided health services.

Summary and
Conclusions

hile there exists a large body of
data (although often of poor
quality) dealing  with  many
aspects of health sector, there is not one
complete set of information that could
be used to fully and adequately assess
a specific aspect of health sector perfor-
mance. This a major limitation because
assessing even a single aspect of health
i sector performance, e.g. service struc-
ture efficiency, requires a number of in-
terrelated  indicators measured  at
various levels, .. sector level, sepvice
level, and facility level. Any gaps in in-
i formation reduces the confidence we
. have on any conclusion that might be
made on the available data.
Our review of available data shows
' that while there are indicators that sug-
gost that the health sector may be
| operating at a lower level of efficiency

While the Philippines may
be under-investing in health
care services, it may be
under-investing even more in
other health-promoting
areas like family planning,
sanitation, and nutrition.
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than potentially possible, we can only
make a few conclusions about specific
aspects of healih sector performance
because of major gaps in information.
In fact, the information is so incom-
plete that we can not even make strong
conclusions to support or refute the
most commonly held (and intuitively
plausible) views about health sector
performance by the health community.
The following paragraphs summarize
the findings.

Intersectoral Resource Allocation. The na-
tional level of health expenditures as a
percent of GNP is still lower than in
other developing countries in - Asia.
While this might readily be taken as
evidence of underinvestment in health
care, it is possible that the Philippines
is under-investing evea more in other
health-promoting activities of the other
sectors as suggested by information on
the declining expenditures for family
planning, the continued high rates of
diarrheal  discases  and  intestinal
parasitism among children, and  the
continued high rates of malnutrition
among, children and among pregnant
and lactating women.

How  much  additional = spending
should be made for health care and for
other  health-promoting  activitics
would depend on how efficiently cur-
rent resources are being allocated. Such
information is not available for non-
health sectors, and we are only begin-
ning to look at this for the health sec-
tor.

Health Service Structure. The common
perception that the health sector is inef-
ficiently allocating resources because of
its emphasis on hospital (curative) care
relative to primary (preventive and
promotive) care cannot be readily sup-
ported by available data. Recent efforts
to improve cfficiency, however, point
to the fact that, ex post, the health ser-
vice structure was less efficient in the
past and that the potential exists for
improving cfficiency in the future both
as a result of improvements in medical
technologics and strong political and
administrative  will  to implement
known cost-etfective technologies.

Access to Health Services. Scveral in-
dicators, in spite of measurement
problems, do strongly suggest the per-
sistence of unequal access to health ser-
vices arising  from  both  demand
(houschold income) and supply (health
facilities) factors. Efforts to widen ac-
cess through social insurance are only
partially successtul due to constraints
imposed by the overall performance of
the macroeconomy, i.e. slow cconomic

While the health care sector
may still be inefficient in
alocating resources among
various types of services,
there are indications that
health service structure may
have improved compared to
the past.

transformation and rapid price in-
creases, the latter partly resulting, from
the social insurance itself. Efforts are
being made by the DO to improve ac-
cess through its budgetary allocation
procedures and program priorities. The
impact ot these efforts, however, have
not yet been assessed.

Service Focus. While the appropriate
focus has been clearly identified, ..
towards major health problems and
towards population groups most in
need af services such as the rural
population and the poor as well as
various age groups, the actual coverage
of various services and programs has
yet to be accurately determined.

Health Service Utilization. There are in-
dications that service utilization are
less efficient that what it could be. Such |
indications include the large propor-
tion of reported deaths without medi- |
cal attendance, the large variations in
hospital occupancy rates by types of °
hospitals and across regions, and the
leading causes of hospitalization based
on Medicare cases. The underlying, fac-
tors influencing less efficient utiliza-
tion, however, have vet to be deter-
mined to guide the identification of
concrete actions,

Health Service Production. There are in-
dications that input mix at the ag-
gregate level might be less than op-
timal. Such indications include the ap-
parent decline in maintenance and
operating, expenses in DO budgetary
allocations in recent vears. Moreover,
the manner in which budget cuts are
cffected further distorts input mixes
that are likelv to exacerbate current in-
cfficiencies. The  recent  initiatives
which changed input mixes in the
provision of basic services and  the
adoption o networking  activities
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among hospitals point to the fact that
past input mixes and capacity utiliza-
tion were less than optimal in the past
and that the potential for further im-
proving cfficiency exists.

Management and Operations. There are
many cases, often undocumented, that
point to managerial and operational
shortcomings  of both public and
private sector providers in the areas of
logistics and information systems par-
ticularly on cost, target populations
and coverage of programs. However,
there is very little systematic studies on
the management goals, investment and
pricing decisions, and various opera-
tional modes of various providers to
provide inputs into a more systematic
assessment of their managerial perfor-
mance.

Health Care Financing Efficiency. Further
officiency  gains  can  be  achieved
through modification of management
and operations of Medicare and user
fees in public hospitals. A number of
community financing schemes current-
ly exist but little systematic assessment
of their long-run viability and sus-
tainability has been made.

Health Care Financing Equity. Public
provision of health services financed by
taxes tend to be highiy inequitable be-
cause the effecttive tax rates are highly
regressive.  The Medicare  programs
covers only a small segment of the total
population which are on the average
likely to include the cconomically bet-
ter off relative to the population still
not covered by such a scheme. User
charges in the private sector, without
compensating pricing schemes for dif-
ferent income classes, tend to be regres-
sive,

Recommendations

ide by side with the development

of aggregate indicators described

in NHA development, there is a
need to obtained more detailed infor-
mation through special studies on the
following to fill some of the glaring
gaps in information. These  studies
would include but not limited to the
following list.

D Cost-effectiveness  of  various
public health  programs as  imple-
mented on a national scale. There are
cnough international studies that pro-
vide basic information as to relative
cost-effectiveness  of - various  public
health interventions, all of which how-

ever, are based on pilot studies. It is
often the case that in pilot settings,
many favorable factors come into play
that tend to make the intervention
produce significant outcomes. When
such interventions are implemented on
a wider scale, however, many of these
factors, e.g. well trained and motivated
health workers, ctfective logistics, and
sufficient funding are diluted. Thus
both the theoretical and the pilot-based
cost- effectiveness of public health in-
terventions  may  substantially  differ
from the actual cost-effectiveness in a
larger setting. Monitoring and evalua-
tion of on-going public health interven-
tions implemented on a national scale
such as the expanded program of im-
munization and the national program
for the control of acute respiratory in-
fections, among, others, needed to be
undertaken, The findings from such
studies could provide information use-
ful both for assessing service structure
cfficiency and  production  cfficiency
and for refining program operations to
achieve greater cost-effectiveness of the
interventions.

2) Coverage rates of various public
health  programs. The  information
based on field health service reports
that are currently collected on a regular
basis refer only to the cases seen by
public sector facilities in their respec-
tive catchment areas. They do not in-
clude cases seen by other providers
operating within the catchments areas
nor of treatments received by residents
in the catchment areas from providers,
mostly private, outside the catchment
areas. As such, the field service infor-
mation cannot be used to estimate
coverage rates of services provided by
all types of health providers. There is a
need both to tailor the national health
surveys and to undertake small arca
surveys from time to time to obtain
these types of information at  the
houschold level. When supplemented
by information on the number and
types of health facilities and personnet
opuating in the area, and  the
socioeconomic  characteristics  of
houscholds, it will be possible  to
analyze both coverage and bias in the
provision of health services. Likewise it
will be possible o identify more ac-
curate the appropriate target popula-
tions for more intensive health service
provision. Thus such information could
help makes assessments of health sec-
tor performance in ierms of service
focus and access equity.

3 determinants of health service
utilization. Assessment of the efficiency
of health service utilization s difficult
duc to the problem of disentangling the
many factors affecting utilization, i.c.
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New infrastructure needs:

& cost-effectiveness studies
of various public health
programs implemented
nationally;

® coverage rates of various
public health programs;

A determinants of health
service utilization;

@ cost structures of
hospitals,

various demand and supply factors,
There is a need to undertake more sys-

tematic utilization studies, starting
from analysis of existing national
health surveys  matched  with

sociocconomic information available in
labor force surveys (this is possible for
the 1987 National [lealth Survey and
the 1987 round of labor force survey).
Further information gaps which would
invariably include  information  on |
prices could then be obtained from spe-
cial surveys designed for the purpose.
The information to be generated from
these activities would be useful directly
for assessing utilization efficiency, i.c.
for uncovering factors affecting “unmet
needs”, under-utilization  of service
capacity in certain facilities, and over-
crowding in others, as well as for as-
sessing the likely impact of alternative
health  care  financing  schemes  on
utilization behavior.

4 Cost structures of hospitals. The
largest user of health care resources are
hospitals of various types, yet we have
very little information on how efficient-
ly hospitals are utilizing resources. Sys- |
tematic studies on the costs of hospital
service production need to be under-
taken based on cconomic concepts. Ini-
tially a small sample of public hospitals .
might be studied at the same time that
information systems are developed to
identify, record and retrieve cost infor-
mation for analytical and managerial
uses. Then the sample can be extended
to private hospitals. Finally, experi-
ments involving changing input mixes
might be undertaken to see how such
changes affect both the quantity and
quality of hospital services produced
for given levels of available resources.
L] i
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Policy

Introduction

sector financing simulation models

developed and applied to other
countries, but such a model has not yet
been developed for the Philippines. Be-
cause of the wide range and mix of
public and private scctor health
providers and risk-sharing schemes in
the Philippines, and the lack of detailed
or aggregate private sector data, simply
applying health financing simulation
models developed for other settings to
the Philippines is problematic. In addi-
tion, more sophisticated simulation
models require extensive data on both
the demand and supply sides of the
public and private sectors, and can not
be used for health care financing
analysis in the Philippines at the same

There have been a number of health

Simulations

time. Future development of the NHA

* HFD Project and related rescarch ef-

data base will allow the development -
+ truly accurate representation of the

of a more complete simulation model.
The simulation model used for this

study is a modification of a model .
developed by the World Bank, the !

Health _Finance  Simulation  Model
(HFSM).™ The model essentially invol-

ves sets of accounting relationships
describing the cost of delivering ser-
vices by the public supply side of the
i sex distribution of the population, and
study primarily because the data re- |

health sector. It was chosen for this

quired for its operation came close to
matching the NHA data available.
Even so, the model required substantial
modification for the application to the
Philippine setting,

The current version of the model can

be viewed as the cornerstone of a
larger, more complete, Philippine
Health  Sector  Financing  Model

(PHSFM) to be developed under the

forts. Most importantly, to provide a

total Philippine health sector, several |

major components of the demand and
supply sides of the health sector must
be added in future development work,
including, but not limited to:

1) private sector supply side;

2) private sector demand, including
demographic factors such as the age-

epidemiological factors;

3) own-price and cross-price clas-
ticities that account for shifts between
alternative public and private health
care providers; ™

4) exogenous macroeconomic factors
that influence both the demand and
supply sides of the heaith care market;

5) linkages between the major input
and output components of the health
care market.

FIGURE:6.1:® PATIENT -BUDGET.BY TYPE OF CARE.(BASELINE). -

FIGURE 6.2:@ DISTRIBUTION OF PATIENT:BUDGET (B

ASELINE). -
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In order for any model to be useful
for policy simulation greatly depends
on the completeness and quality of the
data. The current version of the model
and the simulation exercises in this
_ study are severelv hampered by the

data restrictions discussed carlier. The

future modeling effQrt to add the major
. components listed above must be close-
ly coordinated with future NHA data
collection to ensure thal data require-
ments for a more complete PHSFM are
met.

In the current version of the model,
health care services (preventive, out-
patient, and inpatient services) are a
function of an exogenous DOH budget
(thc only independent variable in the
model) and unit costs. Thus, even with
this limited version of the model, it
possible to simulate the effect of chan-
ges in the size of the DOH budget and
the proportional share of its various
components. The DOH budget may be
increased either through a larger alloca-
tion from the national government, or
through increases in user fees.

The model predicts and graphically
illustrates for each of the next twelve
years:

1) the DOH patient budget by
preventive, outpatient and inpatient
care;

2) the proportional distribution of
the DOH patient budget by preventive
outpaticnt, and inpatient care;

3) expenditures per unit of patient
care by preventive, outpatient and in-
patient care; and

4) the ratio of patient services to
populativit by preventive, outpatient
and inpatient care.

Baseline Projections

ata from the NHA were used to

give a fairly accurate repre

sentation of the current structure
of public health sector financing in the
Philippines, and to establish baseline
projections from which to compare
simulated  changes  in health  care
financing. Several assumptions were
necessary to  establish  the  bascline
projections

1) the beginning year for the model
is 1990, and projections are for twelve
years ending in 2002;

2) rates of growth, including those
for the DOH budget and all prices of
inputs  (wages of health  personnel,
drugs, administrative expenses, ctc.)
are set initially at 2.0 percent per year;
the rate of growth of the population is

assumed to be 2.3 percent (the average
rate in recent years);
3) a standardized unit of measure-

ment is required for each of three types

of services, and are defined as follows ;

a) preventive care @ the annual num-
ber of immunizations administered by
the public sector,

b) outpatient care : the annual num-
ber of outpatients treated by the public
sector,

¢) inpatient care : the annual number
of patient days in public sector health
facilities;

4) the proportion of the curative
hospital budget devoted to inpatient
care is set initially at 70 percent and the
proportion of outpatient care is set ini-
tially at 30 percent;

5) the salaries of doctors, nurses,
medical technicians, and other medical
workers are the weighted average of
the number of personnel in various
salary grades; and

6) public sector user fees are im-
bedded in the current DOH budget and
expenditure pattern so that simulated
changes in fees are changes at the mar-
gin.

The bascline case from which simu-
lations of changes are performed is il-
lustrated by Figure 6.1, 6.2, 6.3, and 6.4.

Figure 6.1 illustrates the total DOH
budget growing, at the assumed 2 per-
cent rate for cach of the three types of
patient care included in the model
(preventive, outpatient, and inpatient
care} over the projected 12 year time
horizon.

Figure 6.2 simply shows the propor-
tional share of the DOH budget for
cach type of patient care. In the

S |
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baseline case, the proportional shares
are assumed to remain constant over
the projected time period.

Figure 6.3 shows the time trend for
DOH expenditures per unit of preven-
tive, outpatient, and inpatient services.
Because the DOH budget and input
costs all are assumed to grow at 2 per-
cent per year, per unit expenditures il-
lustrate the same growth rate.

Figure 6.4 shows the effect of
population growth on the provision of
DOH patient services. Note that even
though the rate of growth of the
population is nearly identical to the
rate of growth of the DOH budget,

prices of inputs also are growing at this
same rate. Thus, few additional units of
services may be provided, and the ratio
of each service (immunizations, out-
patient, and inpatient) declines over
time as the population increases.

Conversely, the clear implication of
the simulation results shown in Figure
6.4 is that resources directed toward
decreasing the rate of growth of the
population can have a positive effect
on health service ratios. Decreases in
the fertility rate cffectively allow for
greater coverage rates of preventive,
outpatient, and inpatient health care
services.

Increasing the DOH
Budget

s an example of the effect of addi-
Ational GOP resources devoted to
the public health sector, the
model is used to simulate the effect of
increasing DOH'’s percentage share of
the total GOP budget. Similar results
are obtained with the model if in-
creases in user fees are increased to in-
crease the size of the DOH budget.
In 1990, the DOH shar» of GOP

INCREASE DOH BUDGET
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resources was P7.731 billion, or 3.38
percent. The HFSM model was used to
simulate the effect of increasing this
share to 5 percent, or P12.285 billion.
The results of the simulation are il-
lustrated in Figures 6.5, 6.6, 6.7 and 6.8.

A comparison between Figure 6.5
and the baseline case shown in Figure
6.1 reveals that the patient budget by

type care increases dramatically from
the relatively large increase in the DOH

. budget, and then assumes the baseline
: b . .
! growth rate in succeeding years.

Because resources are not assumed
to be re-allocated within the DOH
budget in this example, Figures 6.2 and

6.6 show an identical distribution of
patient services.

Compared to Figure 6.3, the baseline
case, Figure 6.7 illustrates that expendi-
tures per unit of services decrease ini-
tially, and then resume the baseline
growth rate. Because more immuniza-
tions, outpatients and inpatients can be
served with a larger DOH budget, and
the budget increase is larger than the
bascline growth rate of inputs and
costs, per unit expenditures decline ini-
tially.

Figure 6.8 shows that much larger
service to population ratios can be
achieved for all services over the

projection period with the larger DOH |
budget when compared to those shown |
in Figure 6.4. As the population con-
tinues to grow, the large initial gains
are somewhat moderated.

Reallocating
Resources

s an example of the effects of

shifting DOH resources toward |

one of the three types of health |
\
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services, a shift toward preventive care
is simulated. Given that the baseline as-
sumptions include an increase of 2 per-
cent growth in the DOH budget cach
vear, a larger portion of the share of the
increase is allocated to preventive care.
The effects of slowly shifting future
DOH budget increases toward preven-
tive care is illustrated in Figure 6.9,
6.10,6.11, and 6.12.

Figure 6.9 illustrates that the amount
of the DOH budget allocated to
preventive can be increased over time
without seriously compromising the
resources devoted to other types of
health care. By the end of the projection
period, the amount of the budget
devoted to preventive health care ap-
proaches that of outpatient care, but
the budget of both inpatient and out-
patient care increase over the time
frame.

Figure 6.10 shows that while the ac-
tual amount of the budget devoted to
cach of the three services increases over
time, only the proportion of the budget
devoted to preventive care increases,
while that of outpatient and inpatient
care decline relative to what they
would have been without the realloca-
tion (Figure 6.2).

Expenditures per unit are largely un-
affected by the gradual shift of resour-
ces toward preventive care relative to

48

the baseline scenario, as shown in Fig-
ure 6.11 and compared to Figure 6.3,

Similarly, the decline in the ratio of
services to population due to popula-
tion growth shown in Figure 6.12 is vir-
tually the same as that iltustrated in the
baseline graph, Figure 6.4.

Future Simulation
Possibilities

he  simulations  demonstrated

above illustrate two basic types of

policy changes that are possible
with the model in its present form,
namely : 1) exogenous changes in the
size of the DOH budget, either through
increases from GOP, or increases in
fees; and 2) changes in the allocation of
DO resourees to the three types of
patient care currently included in the
model.

With  program modification  and
more data, the model could be adapted
to simulate  policies  for achieving
specific owmput goals (number of im-
munizations, number of outpatients,
number of inpatient days) and calcu-
late the budgets required for achieving,
these goals. Clearly, any increases in

outputs will require increases in the
DOl budget, but with moditication
the program could calculate the rate of
growth in the budget required to
achieve output goals to be phased in
over time.

Efficiency gains that decrease the
unit costs of providing services could
be simulated by integrating the DOH
budget, »rices of inputs, and produc-
tion functions or, conversely, by setting,
target level of services the model could
be adapted to ealculate required ef-
ficiency gains. Similarly, by changing
input prices (salaries of personnel, ad-
ministration, drugs, other materials)
the  budget implications could be ex-
amined.

Major program modification and a
large amount of detailed data is neces-
sary to fully integrate the private
demand and supply sides of the health
sector. When completed, these modi-
fications would allow simulations of
the etfects of such policies as privatiza-
tion of public health facilities, exogen-
ous  macroeconomic  shocks  to the
Philippine cconomy, changes in be-
havior in the choice of public versus
private health care services, and the ef-
fect of changes in public (private) fees
on the demand for private (public)
health services,
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Notes

The Health Finance Simulation Model,
also known as the HEALTHEISIMO
Model, was developed at the World
Bank by Manuel Zymelman in 1989,

Data on macroeconomic indicators are
contained in Vol. 1l Section 1.

Data for Figure 2.1 are contained in
Volume I, Section 1, Table 1.1,

Data for Figure 2.2 are contained in
Volume 11, Section 1, Table 1.5,

Data for Figure 2.3 are contained in
Volume [, Section 1, Table 1.7.

The poverty line in the Philippines is
defined as 2709 per month for a six-per-
son houschold in 1988. See Volume [,
Taole 1.11 for poverty thresholds and in-
cidence in 1985 and 1988 for the Philip-
pines as a whole, and by region.

Data on health and population are con-
tained in Volume 11, Section 2.

There are conflicting data on health
status indicators, depending on the
source of information. See Volume 1,
Section 2, for estimated trends on mor-
bidity and mortality, leading causes
death, average life expectancy at birth,
infant mortality rates, and other health
status indicators from various data sour-
ces. See also Volume [, Section 3, FHealth
Sector Performance, for analysis of the
relationship between health status and
health resources.

See Volume ll, Section 2, Table 2.5,
Sce Volume 11, Section 2, Table 2.1.

See Volume I, Section 3, Tables 3.2, 3.23,
and 3.24.

See Volume I, Section 3, Table 3.11.

Source data for Table 2.1 are contained
in Volume 11, Section 3, Table 3.21.

Average number of beds shown in Table
2.2 are calculated from data given in

Table 2.1,

Data on health facilities are contained in
Volume I1, Section 3.

See Volume I, Section 3, Table 3.6.
Sce Volume I, Section 3, Table 3.8.

Data for Figure 2.4a and Figure 2.4b are
contained in Volume 11, Section 4, Table

4.8.

Data on health personnel are contained
in Volume [, Section 4.

Professional Regulation Commission, as
reported in CRC fHealth Care Factbook,
149K).

See Volume 11, Section 4, Table 4.2,
See Volume 1, Sections 3 and 6.

It should be noted that it would be incor-
rect to count health insurance prcmiums
in addition to health insurance benefits

as expenditures made by the private sec-
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tor. Health insurance premiums are paid
into a pool from which benefits are
drawn for actual health care receivea.
Premiums in excess of benefits are held
in reserve for future health care
liabilities, and to pay the costs of ad-
ministration.

A similar argument could be made for
srivate health insurance benefits. [tis
ikely, however, that the large majority
of individuals who Fave private health
insurance use priva e health care sour-
ces, rather than public sector sources.,

Family health expenditure values were
derived from data included in Volume
11, Section 5, Table 3.1. Private health in-
surance data are contained in Volume H,
Scction 7, Table 7.4,

Compulsory health insurance benefit
data for 1981-1988 are contained in
Volume 11, Section 7, Table 7.4

Sce Volume 1, Section 6, Table 6.9,
Public sector health expenditures in-
clude national and local government
spending, and foreign loans and grants.

Data for GOP health expenditures are
contained in Volume 11, Section 3, Table
= A=

5.25.

Data on pharmaceutical sales are con-
tained in Volume 11, Section 3, Tables
57,58,5.9,and 5.10.

Family health expenditure data are con-
tained in Volume 11, Section 5, Tables
5.1,5.2,5.16, and 5.17.

Data on family planning expenditures
are contained in Volume M, Section 5,
Tables 5.3, 5.4, 5.5, and 5.6.

Financing data for the putlic health sec-
tor for the years 1981- 1989 are con-
tained in Volume I, Section 6, Table 6.9,

Data on publicsector health financing
are contained in Volume [, Section 6,
Table 6.9,

See Volume 11, Section 6, Table 6.9,

Feeptions include 1) Medicare reimbur-
sements for professional fees which are
distributed among hospital empolyees
according to a certain formula; and 2) in-
come from the sales of pharmaceuticals
which goes into a revolving drug fund.

The health insurance section draws
heavily on the work of Rhais Gamboa in
a companon backpround report for
LD project development. For more
detail, see Gamboa, Rhais M., “Back-
pround Paper on Health Insurance in
the Philippines,” Draft Report, USATD
Contract No. 389-0249-C-00-1089-00,
May 1991,

Data on the Medicare Program are con-
tained in Volume 11, Section 7.

See Herrin, AL and M. Bautista, “Deter-
minants and Consequences of Health Im-
provements in the Philippines,” in PIDS
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Survey of Rescarch, Voluine 3, Manila
PINS, 1989, for a review of studies in the
Philippines.

suion, O, “The Impact of Housing
Policies on the Health Status of the
Urban Poor,” PIDS-ITHI'P Project Report,
1988.

International Commission on Health Re-
search for Do velopment, Health Research

: Lssential Links to Fquity in Development,

19490.

See Volume 11, Section 6, Table 6.5.
See Volume ll, Section 7, Table 7.2,
See Volume 11, Section 4, Table 4.2,
See Volume I, Section 2, Table 2.5.
See Volume 1], Section 3, Table 3.6.
Sece Volume I, Section 6, Table 6.17.
See Volume 11, Section 8, Table 8.10.

See Volume 11, Section 4, Tables 4.4 to
4.7

World Bank, Philippines : The Challenge of
Poverty, 1988.

See Volume 11, Section 4, Table 4.8.

The Health Finance Simulation Model
was developed at the World Bank by
Manuel Zymelman. Details of the
original model and its operation are
givenin The Health Finance Simulation
Model : User's Manual and Program Dis-
kette, World Bank, 1989. The HFSM is es-
sentially a utility program designed for
use with Lotus 1-2-3 on IBM-compatible
personal computers with a minimum of
640K memory.

While there has been some research on
ownand cross price clasticities of
demand for certain types of health ser-
vices in the Philippines (see, for ox-
ample, Schwartz, ). Brad, John S, Akin,
nnJ Barry M. Popkin, ““Price and Income
Elasticities of Demand for Modern
Health Care : The Case of Infant
Delivery inthe Philippines,” World Bank
Lconomic Review, Vol. 2, No. 1, (January),
1988, pp. 49-76.), these parameters have
yet tobe integrated into a simulation
model of this type.
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