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PHARMACEUTICALS AND FINANCING FOR HEALTH IN THE '90S: 

STRATEGIC PERSPECTIVES FOR ASIA AND THE NEAR EAST 

SUMMARY 

In 1989 over 6 million infants and children under five in the sixteen Asia-Near
 
East countries will die. A somewhat larger number of older children and adults
 
will also die. At the same time, the countries of the region will spend
 
upwards of US $ 8 billion on pharmaceuticals. The current situation suggests a
 
fundamental mismatch between pub!ic health needs and pharmaceutical resource
 
utilization. This mismatch is characterized by the following observations:
 

* 	 Most mortality -- in particular,infant and childhood morbidity -- is prevent­
able or treatable with timely, cost-effective pharirnceuticals;
 

, 	 Under-use of pharmaceuticals through failure to obtain early, effective, ade­
quate courses of vaccines and essential drugs is responsible for far more
 
deaths than over-prescribing or mis-prescribing of pharmaceuticals;
 

Treatment of adult discomfort, rather than prevention of infant, child and
 
maternal death drives government pharmaceutical (and health care) expendi­
tures; studies of government pharmaceutical expenditures in Egypt,
 
Indonesia, and Nepal reveal that less than 25 % of government pharmaceutical
 
expenditures -- including expenditures on vaccines -- were directed toward
 
child survival conditions.
 

Annual public sector expenditures for pharmaceuticals are less than one
 
dollar per capita for the six Asia-Near countries for which data are avail­
able; in one-third of the countries in the region less than 30 %of the
 
population is believed to have regular access to essential drugs. In
 
another one-ihird of the countries, only 30 to 60 % of the population has
 
regular access to essential drugs.
 

Private expenditures on pharmaceuticals far surpass public expenditures in
 
most Asia Near-East countries; in each of the six countries for which data
 
are available, except Papua New Guinea, private expenditures are two to
 
eight times greater than government expenditures.
 

The fundamental mismatch between public health needs and pharmaceutical 
resource utilization presents a formidable challenge for Asia-Near East health 
endeavors in the 1990's. Meeting this challenge will require careful considera­
tion of pharmaceutical financing issues as they relate to both the public and 
the 	private sectors. 

Strategic ODortunities in the Public Sector 
i 

in the public sector, pharmaceutical financing strategic opportunities exist to 
niprove allocative efficiency, to increase therapeutic and managerial effi­

ciency, and, where appropriate, to promote revenue generation through pharmaceu­
tical cost-recovery. 

.Ilocative Efficiency -- Analysis of pharmaceutical expenditures for essential 
drugs, vaccines, and special programs in one country of the region revealed 
that more money was spent on a single oral antibiotic than on all voccines 
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THE PROBLEM AND THE CHALLENGE FOR THE 1990s 

In 1989 over 6 million infants and children under five in the sixteen 
Asia-Near East countries will die. A somewhat larger number of older 
children and adults will also die. The majority of these deaths will be 
due to diarrheal diseases, acute respiratory infections, immunizable dis­
eases, tuberculosis, other infectious diseases, and, increasingly, chronic 
illnesses such as cardiovascular disease -- all conditions which can be 
prevented or treated with safe, effective vaccines and essential drugs. 
Diarrheal diseases, acute respiratory infections, and immunizable diseases 
together account for 80 to 95 % of under-five deaths in the region. 

Also during 1989, the countries of the region will spend upwards of 
US $ 8 billion on pharmaceuticals (1), at least US $ 1 billion of which 
will be spent for public sector drug supplies.* From a health financing 
perspective, the current situation reflects a fundamental mismatch between 
public health needs and pharmaceutical resource utilization. This mis­
match is characterized by the following observations: 

Most mortality -- in particular,infant and childhood morbidity -- is 
preventable or treatable with timely, cost-effective pharmaceuticals; 

Under-use of pharmaceuticals through failure to obtain early, effect­
ive, adequate courses of vaccines and essential drugs is responsible 
for far more deaths than over-prescribing or mis-prescribing of 
pharmaceuticals; 

* 	 Public health services provide only a minority portion of health care 

for 	the public; 

* 	 Treatment of adult discomfort, rather than prevention of infant, child 
and maternal death drives government pharmaceutical (and health care) 
expenditures; 

* 	 Private expenditures on pharmaceuticals far surpass public expendi­
tures in most Asia Near-East countries. 

These observations, which are elaborated upon in the following section, 
form the basis for considering public and private sector constraints and 
strategic opportunities in the area of pharmaceutical financing. 

Includes all Asian, Near Eastern, and Western Pacific countries 
(U.S.A.I.D.-assisted as well as non-assisted countries), except China 
and Japan. Amounts based on ex-factory prices. Public sector portion 
of total based on known percentages of public and private expenditures 
is depicted in Figure 2. 
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The Under-Utilized Asset Pharmaceuticals for Prevention and Treatment 

Nutrition, sanitation, water supply, and healthy life-style representfundamental public health strategies aimud at prevention of leading causes
of morbidity and mortality. At the same time, vaccines and essentialdrugs represent safe, effective, economical measures for prevention andtreatment of child survival conditions. The pharmaceutical interventions 
are now well known: oral rehydration and very selectively used antimicro­
bials for diarrheal disease; immunization and selectively used antibioticsfor acute respiratory infection; vaccines and (for the unvaccinated) sup­portive therapy and treatment of secondary infection for immunizable dis­eases; vitamin A and other selected vitamins and minerals for nutritionaldeficiencies; prenatal tetanus toxoid, vitamins and minerals; chemotherapyfor malaria and tuberculosis; and so forth. 

Figure I presents profiles of infant and child deaths by cause for threeAsia-Near East countries for which approximate data are available. Thesecountries alone account for an estimated one million under-five deaths peryear. It is estimated that 50 to 30 % of these deaths are preventablewith timely, effective use of vaccines and essential drugs. The relative
importance of diarrheal disease, acute respiratory infection, and immuni­
zable disease varies somewhat from country to country, but -- except inEgypt where immunization coverage is higher and deaths from immunizabledisease probably underestimated in these data -- all three are significant
contributors to under-five mortality. 

Figure I 

Infant and Child Deaths by Cause, Egypt, Indonesit. Nenal 

Percent of All Infant & Child Deaths Due to Specific Cause 
Egypt Indoneala Nepal 
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EGYPT, 1980 INDONESIA, 1985 NEPAL, 1986 
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From a public financing perspective, over-prescribing represents a major 
drain on limited government pharmaceutical resources. Over-prescribi ig 
also contributes to improper use of drugs: studies of patient complian. e 
are virtually unanimous in suggesting that the more drugs a patient (o? 
mother) is given, the less likely the patient is to take any of the drugs 
correctly (28). But from a public health perspective, under-use of 
pharmaceuticals through failure to be immunized or failure to obtain 
early, effective, adequate immunization or courses of essential drugs are 
responsible for far more deaths thar. over-prescribing of pharmaceuticals. 
Fatal side-effects from potent, but improperly used moderc pharmaceuticals 
and deaths from resistent strains of bacteria induced by indisc-iminate 
use of antibiotics occur all too often. But far more deaths occur because 
vaccines are unavailable or because a child with pneumonia does not 
receive timely, appropriate antibiotic therapy. 

The Unfulfilled Promise: Public Sector Financing 

Despite tht promise of free public health services, actual availability 
and use of government health services in the region has fallen far short 
of this promise. As a result, public health services provide only a minor­

ity portion of health care for the public. Typical of health care utiliza­
tion patterns are the results of a 1980 household survey in Indonesia 
(15): on average, 38 % of patients sought treatment from a private practi­
tioner (doctor, nurse, midwife, etc.), 35 % bought modern medicines to 

treat themselves, 20 % sought care at a government health facility, and 6 
% went first to a traditional healer. Data from Nepal, India, and 
Afghanistan show similar patterns of private and self-care. Even for 
immunization, where considerable progress has been made in some Asia-Near 
East countries, coverage for DPT3, polio3, and/or measles is often less 
than 50 % and sometimes less than 25 % in countries of the Asia-Near East 
region (9). 

While lack of (or inefficient use of) financial resources represents oniy 
one factor behind the failure of governments to provide promised health 
services, it is a significant factor, particularly with respect to pharma­
ceuticals. Annual public sector expenditures for pharmaceuticals are less 

than one dollar per capita for the six Asia-Near countries for which data 
are available (Figure 2). In one-third of the countries in the region 
less than 30 % of the f;opulation is believed to have regular access to 
essential drugs. In another one-third of the countries, only 30 to 60 % 
of the population has regular access to essential drugs. A clear majority 
of the population has regular access to essential in only five countries 
in the region. (Table 1) 

-3 -
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Table 1 

Percent of Population with Regular Access to Essential Drugs 

1fPERCENT OF POPULATION WITH REGULAR ACCESS TO ESSENTIAL DRUGS
 

It Less than 30% 30 - 60% 60 - 90%
It 

JtNUMBER OF COUNTRIES 6 6 5 

PERCENT OF COUNTRIESI* 35% 35% 30%
 

Afghanistan * 

Bangladesh 

Ourma t 

Egypt
 

India 

-I.........................................................
 
Indonesia 

Jordan t a 

Morocco 

Nepal t t 
Ormn
 

.................... ............................................................
 

Pakistan I.
 
Papua New Guinea *
 

Philippines t a
 

Sri Lanka t 

Thailand 1 a 

I.......
-..
...............................................
 
Tunisia * a 

Turkey * NA 
Yemen JIt 

*Adapted from: Ref. (1), Annex 1. 
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Figure 2 

PER CAPITA PHARMACEUTICAL EXPENDITURES
 
Selected Asia-Near East Countries
 

Egypt 8.81 

India $2.05 $0.5, 

Indonesia $3.81 $0.48 

Nepal $0.58 00.22 

P.N.G. $0.15 $0.61 

Sri Lanka $0.95 $0.41, 
I I I I I 

$8 $8 $4 $2 $0 $2 $4 $s s8 

Private Sector t Public Sector 

In household surveys, "no drugs" is still a major reason given by people 
for not going or not taking their child to government health facility. 
Anecdotal assessment of the adequacy of drug supply based on the number of 
"months' worth of supply" are received each year from government sources 
ranges from "three to four months" in Nepal to "nine to ten months" in 
Indonesia. 

The inadequacy of pharmaceutical resources is compounded by what can be 
described from a public health perspective as a misdirection of these 
limited resources. Recent studies of government pharmaceutical expendi­
tures in Egypt (3), Indonesia (5,6), and Nepal (7) revealed that less than 
25 % of government pharmaceutical expenditures -- including expenditures 
on vaccines -- were directed toward child survival conditions. Seventy­
five percent of pharmaceutical expenditures were for treatment of older 
children and adults. 
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Figure 3 

Health Center Morbidity Patterns by Age, Nepal and Indonesia 

E] Under 5 Morbidlty Pattern
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Pharmaceutical expenditures parallel health care utilization patterns.
Though diarrheal disease and acute respiratory infections are thought of 
as child survival conditions, health center utilization data derived 
directly from clinic records in Nepal and Indonesia confirm that the 
majority of patients in all major disease categories -- including
diarrheal disease and acute respiratory infections -- are adults and older 
children (Figure 3). Many of the complaints for which these patients
seek treatment result from self-limited, nonfatal conditions. In a very
real sense, treatment of adult discomfort -- rather than prevention of 
infant, child and maternal death -- drives government health care 
expenditures (25). 

The Neglected Resource: Private Sector Demand 

Private sector demand for pharmaceuticals is clearly demonstrated by the 
pharmaceutical expenditure data in Figure 2. Based on wholesale prices,
annual private expenditures on pharmaceuticals in the region are as high 
as $6.81 per capita in Egypt. In each of the six countries for which data 
are available, except Papua New Guinea, private expenditures are two to 
eight times greater than government expenditures. These figures represent
both a measure of the magnitude of resources potentially available for 
child survival and other priority health activities and a statement about 
the value which the general public places on pharmaceutical product?. 

Unfortunately, as the data presented below indicate, a large percentage of 
private sector pharmaceutical expenditures are for costly products with 
limited, if any, therapeutic impact. Private sector demand for pharmaceu­
ticals has clearly been demonstrated in the Asia-Near East region, as in 
other parts of the world. But this private sector demand must be better 
channeled toward effective preventive and therapeutic measures if it is to 
be considered a resource for public health. 

The Challenge: Managing Public and Private Resources to Improve Imoact 

The fundamental mismatch between public health needs and pharmaceutical 
resource utilization which has just been outlined presents a formidable 
challenge for Asia-Near East health endeavors in the 1990's. Meeting this 
challenge will require careful consideration of pharmaceutical financing
issues as they relate to both the public and the private sectors. 

In the public sector, pharmaceutical financing strategic opportunities 
exist to improve allocative efficiency, to increase therapeutic and mana­
gerial efficiency, and, where appropriate, to promote revenue generation
through pharmaceutical cost-recovery. In the private sector, efforts 
should be aimed at improving allocative and therapeutic efficiency through
behavior change interventions aimed at private practitioners, pharmacists,
other drug sellers, and patients. In each potential area of activity, we 
will briefly describe the current situation and indicate possibilities for 
U.S.A.I.D. policy and program action. 

-7 -
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CURRENT CONSTRAINTS AND STRATEGIC OPPORTUNITIES-. 
PUBLIC SECTOR 

Allocatiya fiin-

Achieving allocative efficiency involves targeting public resources toward 
those activities likely to yield the greatest benefit for the resources 
expended. Allocative decisions relevant lo pharmaceutical financing for 
child survival and primary health care include, (a) reallocation of budget­
ary funds to health from other sectors, (b) reallocation wahin health 
from another budget category (e.g., staff) to pharmaceuticals, and (c) 
reallocation of expenditures within the broad category of 
pharmaceuticals. 

Consideration of the first option, reallocation of funds from other sec­
tors, is beyond the scope of this review. Reallocation of funds within 
the health sector is also generally beyond the scope of this review. It 
should be noted, however, that in some' countries of the region the 
resource allocation process results in government health facilities which 
are fully staffed, but because of shortages of drugs, under-utilized. If 
increasing the effective supply of drugs -- whether through allocation 
decisions, therapeutic and managerial efficiencies, or revenue generation 
-- stimulates greater patient utilization with the same health care staff, 
then the efficiency (i.e., productivity) of the staff has been increased. 

Figure 4 

Class
Pharmaceutical Expenditures by Therapeutic 

Actual vs. Need, Indonesia, 1984-1985 

Antlbilterlalldill
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VaccinesVii. & Mn. vaccines 3.07 
21.8?4.56 5.84 
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- 8-

BEST AVAILABLE DOCUMENT 



Finally, within the pharmaceutical portion of government spending, there 
may be considerable room in some countries for improving allo'.ative effi­
ciency. Rarely are all government and donor expenditures on pharmaceuti­
cal products, including vaccines and ORS, analyzed together from public 
health and financial perspectives. When such an analysis is done, the 
results can reveal significant, albeit unintended, allocative inefficien­
cies. Opportunities may exist for more efficient allocation of funds 
among vaccines, highly essential drugs, and less essential drugs. 

A recent analysis of pharmaceutical expenditures for essential drugs, vac­
cines, and special programs in seven provinces of Indonesia, for example, 
revealed that more money was spent on a single oral antibiotic than on all 
vaccines combined, and nearly as much was spent on antitussives as on all 
vaccines combined (5). In this study, pharmaceutical expenditures were 
compared to epidemiologically-based pharmaceutical need. Figure 4 com­
pares the actual and needed expenditures according to therapeutic class. 
"Need" was estimated on the basis of standard treatments and prevailing 
health center epidemiological patterns. This comparison suggests a signi­
ficant mismatch between public health needs and budgetary allocations. 
Compared to estimated need, relatively more was being expended on antibac­
terials, analgesics, and antitussives, while expenditures on vaccines and 
anti-tuberculosis drugs were proportionately less than needed. Figure 5 
compares supply with need for selected child survival problems and high­
lights the deficiencies resulting from the allocation process. 

Figure 5 

Pharmaceutical Expenditures vs. Estimated Need for Selected Child
 
Survival Pharmaceuticals
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Experience in other countries suggests that the disparity between object­
ive health needs and actual pharmaceutical expenditures in Indonesia 
represents more the norm than the exception. Expenditures on essential 
drugs are not routinely evaluated from a public health perspective, and it 
is even less common for essential drugs, vaccines, and other pharmaceuti­
cal expenditures to be analyzed together. However, it would appear that 
reallocation of expenditures within the broad category of pharmaceuticals 
indeed has potential as one approach to improved financing. Two specific 
actions which U.S.A.I.D. could take are, 

(I) 	 Support for systematic analysis of pharmaceutical expenditures,
 
including essential drugs, vaccines, and drugs for special programs
 
such as maternal and child health; and
 

(2) 	 Support for Ministry of Health policy reforms which aim to establish
 
systematic, public health-oriented mechanisms for allocating
 
pharmaceutical resources.
 

It is difficuit to estimate precisely the potential impact of efforts to 
improve the allocation process. Nevertheless, it is reasonable to expect 
that the therapeutic benefit derived from a given level of expenditure 
might be increased by 15 to 20 percent simply by improvements in the allo­
cation process. 

Therat~eutic and- Managerial Efficiency 

Though not identified as such, many of the efforts in essential drug prog­
rams in recent years have been focussed on activities which are in essence 
aimed at cost containment. These cost-containment efforts have promoted 
careful drug selection, effective drug use, wise procurement practices and 
efficent distrbution system. Cost containment through rational drug use 
and rational drug management should contribute to improved financial man­
agement by improving the operating efficiency of the pharmaceutical 
sector. 

Selection of Essential Drugs -- Countries in the Asia-Near East Region 
have made considerable progress over the last several years in developing 
and implementing national essential drugs lists. Fourteen of the 17 (83%) 
countries for which information is available have public sector essential 
drug lists by generic name. As of late 1987, only three countries were 
thought to have no c rrent public sector essential drug list. But of the 
14 countries that have developed essential drug lists, only 5 reportedly 
use these lists on a regular basis for drug management. 

While there is little evidence to suggest that essential drug lists alone 
improve therapeutic or financial efficiency, the creation of an essential 
drug list is a prerequisite to improvements in procurement and drug use. 
Therefore, it is important to support the development and =.e of essential 
drug lists as one of the first steps in improving public sector pharmaceu­
tical financing. 

- 10-

BEST AVAILABLE DOCUMENT 



Table 2
 

Status of Essential Drug Llsts,
 
Asia-Nemr East
 

PubtIc Sector List IPuitc Sector List by 
I No List or by Generic Name I Generic Name Exists 
' Outdated List exists It Used for Drug Ngmt. 

NUMBER OF COUNTRIES 3 9 5 
PERCENT OF COUNTRIES 
 37% 
 53X 30%
 

Afghanistan
 

Bangltdesh 

Burma 

-Egypt I
 
India
 

... .. .. ... .. .. - - - - ­-
 - - - - . . . .......................................
 

Inrdonesifa 
Jordan * 
Morocco 

Nepal
 

IOman 
. . . .. ---. . ................... 
 -


:Pakistan 
 ...
 
Papua New Guifnea
 
Philippines
 

,Sri Lanka
 

,Thailand *
 

.... ....................................................................
 

Turkey 
 NA
 

YeNA 

Adapted from: Ref, (1), Annex 1.
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Effective Druu Use -- Over the last five years, as public sector essential 
drug programs have become more effective in supplying drugs, the problems
of irrational drug use hav. become increasingly apparent. Common problemq 
which are therapeutically unsound and financially inefficient include over­
use of antibiotics, over-use of injections, and prescr;ption of multiple 
drugs when one or two drugs would be effective ("polypharmacy"). 

Treatment patterns for common primary health problems such as diarrheal 
disease and acute respiratory infections clearly illustrate the ineffici­
encies of current drug use patterns. Figure 6 compares diarrheal treat­
ment patterns for Egypt (3), Indonesia (6) and Nepal (7). In Egypt, an 
average of 2.8 drugs per patient were prescribed for simple diarrhea in 
children age five and under; in Indonesia the number was 4 drugs per 
patient, and in Nepal (the poorest of the three) the average was 2.6 drugs 
per child. In each country, antimicrobials (antibiotics, amoebicides, 
etc.) were used more commonly than ORS. In Indonesia, vitamins and mine­
rals were dispensed as frequently as ORS, and in Nepal antidiarrheal 
preparations of various sorts were commonly used. 

Figure 6 

DIARRHEA TREATMENT PATTERNS, UNDER FIVE 
Egypt, Indonesia, Nepal 

Average Number of Drugs per Case 
2 
 TOTAL .)RUGS PER CASE 
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Figure 7 compares treatment of diarrheal disease in children five andunder over a five-year interval. During this period use of ORS increared
considerably, but changes in antitiotic use were minimal and the overaii
decrease in the number of drugs per patient (2.85 to 2.55) was also mini­mal. Thus, there is little to suggest that ORS replaces antibiotics in
the treatment of diarrheal disease. 

While there are occassional justifications for the use of antibiotics inthe treatment of diarrheal disease (perhaps in 20 %of cases), vitamins 
and minerals, and other products, the seemingly ubiquitous pattern ofmulti-drug prescription meant that the mothers frequently receive three,
four, five, six, or sometimes more different drugs for one child. Allevidence from studies of patient compliance suggests that the more drugs apatient is given, the less likely the patient is to taken any of the drugs
correctly. Thus, multi-precribing for diarrheal disease is not only waste­ful, but it risks distracting the parent from properly using the one
life-saving product: ORS. 

Figure 7 

TREATMENT OF DIARRHEAL DISEASE BY YEAR 
(Under Age 5)

Bhojpur 7-Health Post Study
Items per Perscrlption 

0.4 
ill IMill 
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The cost impact of antibiotic over-use is shown in Figure 8, which gives 
the percent breakdown of drug treatment costs for all age.u for diarrheal 
disease and acute upper respiratory infections (URI) in t'4o provinces of 
Indonesia. In both instances virtually all patients receiv ;d antibiotics/ 
antimicrobials, despite the fact that not more than 20 %of simple diar­
rheas or URIs benefit from these drugs. As a result, 60 % of drug treat­
ment costs were for antimicrobials. The frequency of and treatment pat­
terns for diarrheal disease and acute respiratory infection are such that 
these two conditions together account for 70 % of drug treatment costs for 
children five and under and 42 %of drug treatment costs for older 
children and adults (Figure 9). When skin conditions are added, the 
leading three diagnoses account for 87 % of drug costs for the under fives 
and 58 %of drug costs for those five and older. These data not only 
reveal the cost of multi-drug prescriLing, but also direct attention 
toward a relatively small number of diagnostic categories in which most 
drug expenditures occur -- at least in Indonesia. 

Figure 8 

TREATMENT COST FOR DIARRHEA & U.R.I. 
E. Java & W. Kalimantan, Indonesia, 1987 

Antlmlcrobials Antibiotics 

N., Ii::i~l! ]OTHERS 

:. OTHERS 
17% Analgesics 

13% 
ORS Cough &Cold 
23% 21% 

Average Drugs Per Case 3.9 Average Drugs Per Case - 4.0 

ACUTE DIARRHEA U.R.I. - UPPER RESPIRATORY INFECTION 
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Figure 9 

DRUG COSTS BY DIAGNOSIS
 
E. Java & W. Kalimantan, Indonesia, 1987 

ARI 
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In addition to multi-drug prescribing and over-use of antibiotics, another 

common drug use problem is over-use of injections. To many peop!e injec-
The desire fortions are synonymous with the power of modern medicine. 

treatment by injection is still widespread in many countries of the 
In Indonesia and Nepal, this expecta-Asia-Near East and other regions. 

tion is reflected in the observation that one in every four drugs pres­

cribed is an injectable. Figure 10 compares injection use among the nine 
for over 90 % of health centermajor disease categories which account 

overvisits. It is striking that for all but dental and mouth disease, 

fifty percent of patients received one or more injections and that for six 
one or more injec­of the nine categories, two-thirds of patients received 

tions. Over 80 % of patients with musculoskeletal conditions often 

treated with an analgesic injection -- and nutritional and vitamin defi­

ciency -- treated with injectable vitaminis -- were given one or more 

injections. 

useThe pattern of over-prescribing, over-use of antibiotics, and frequent 

of injections is illustrated here primarily with data from Indonesia, but 
Improvementthese problems are reportedly common throughout the region. 

patterns, therefore, presents another potentially fruitfulof drug use 
method for improving operating efficiency in the pharmaceutical area. 

Efforts to promote improved use of pharmaceuticals can be grouping into 

the following three categoiies: 
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Figure 10 

INJECTION USE BY DIAGNOSIS
 
E. Java & W. Kalimantan, Indonesia, 1987 
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(1) Educational strategies, which seek to change prescriber,
 

dispenser, or patient drug use through persuasion and provision of
 

information. Techniques include in-service training, printed materials
 

such as newsletters, and face-to-face "public health detailing."
 

(2) 	 Manageriai strategies, which try to improve drug use patterns by
 
essen­structuring decisions. Examples of managerial approaches include 


tial drug lists, procurement analysis with feedback to providers, and
 

standard treatment schedules.
 

res­

tricting decisions. Banning unsafe drugs, prescribing restrictions by
 

level of training, and limits on the number of drugs prescribed or
 

dispensed per patient are examples of regulatory approaches. (20)
 

(3) Regulatory strategies, which attempt to change behavior by 

With respect to educational strategies, well-documented experietice with 

changing prescribing practices in developtd countries and limited expe­

rience with changing drug use patterns in developing countries suggests 

that simply providing accurate printed information has !o impact on pres­

cribing behavior (19,20). At the same time, the cost-effective impact of 

educational programs based on face-to-face interactions or targeted feed­

back has been demonstrated in a variety of settings (21,22). For example, 

face-to-face "public health detailing" of selective drug use messages has 
been shown to save US $2.00 for every $1.00 invested in the program (21). 
Of note is that th, observed level of saving occurred in the U.S., where 
the personnel costs of interventions are high compared to the relative 
drug costs. 
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Public sector efforts to promote rational drug use in the region include, 
among others, the fo!iowing: 

e 	 development of standard treatments in Papua New Guinea, Nepal,
 
Pakistan, Democratic Yemen, and Indonesia;
 

# 	 development of patient education flipcharts and posters in Bangladesh; 

* 	 recent workshops oft rational drug use in Egypt, India, and Indonesia; 
and, 

* 	 withdrawal of hazardous drugs from the market in numerous countries. 

In sum, current public sector drug use patterns suggest considerable thera­
peutic and financial inefficiency. At the same time, a variety of tech­
niques exist for promoting more effective, economical drug use. 

Wise Procurement Practices -- A major determinant of total pharmaceutical 
costs for the public sector is clearly the unit cost paid for each drug. 
Table 3 summarizes the status of pub'lc drug procurement in the region as 
of late 1987. According to this assessment, at least one-third of the 
U.S.A.I.D.-assisted countries in lhe region and perhaps as many as two­
thirds of the countries could achieve significant savings through more 
efficient procurement practices. 

Production capability in the region has grown steadily, and at present all 
but two or three of the U.S.A.I.D-assisted Asia-Near East countries have 
at least the capacity to produce drugs from imported pharmaceutical chemi­
cals (I). Indonesia and Egypt have the capacity to produce many of the 
necessary pharmaceutical chemicals themselves, but only India has research 
capability to develop new chemical entities. Many countries in the reg­
ion, including Nepal, Bangladesh, and Indonesia, have governmental or 
quasi-governmental pharmaceuticab production units. Local production 
capability notwithstanding, recent price comparisons for Indonesia (5) and 
Nepal (7) indicate that the prices paid by these two governments were 
comparable to, but not significantly ;ower than world market prices. 

To accurately determine the potential savings to governments from more 
efficient pharmaceutical procurement, it would be necessary to undertake 
detailed price comparisons in each country. Available data and experien­
ces with improving pharmaceutical procurement in specific projects, how­
ever, suggest that some countries could reduce prices by 20 %and perhaps 
even 25 %. Actions to improve procurement efficiency could include sup­
port for improving the operating efficiency of publicly owned pharmaceuti­
cal manufacturing facilities and institution of measures which increase 
competition among government suppliers, while maintaining service reli­
ability and drug quality (29). 

- 17 

.BEST AVAILABLE DOCUMFNT
 



---------------------------

Table 3
 

Essential Drug Procurement and Distribution
 

P R 0 C U A E M EN T PRG"UFI;NNT SYSTEM 

Direct or Tender from Tender from I 

Negotiated Multiple sources Multiple Sources joefIcient Moderate Good 

PRICES HIGH PRICES MWERATE PRICES LOW 

NUMBER OF COUNTRIES 5 6 5 6 8 

PERCENT OF COUNTRIES1 'A (31X 4 38X 3111 35% 47% 18x 

Afghanistan I 
Bangladesh 

Burma 

Egypt I • 
Indiae * MA I 

Indonesia * a 

Jordan ia• 
Morocco a * 

Nepal * a
 

OmanIag a
 
.................... --------------------------------------------------


Pakistan * a 

Papua New Guinea i a
 

Philippines a a
 

Sri Lanka a a
 

Thailand a a
 

.... 
 ................ 
...... ............... ......... 

Tunisia a I 
Turkey NA NA 

YemenI I * 

Adapted from: Ref. (1), Annex 1.
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Efficient Distribution Systems -- Financial resources and procurement effi­
ciency are important determinants of drug availability Lt individual
 
health facilities. Efficient storage, inventory control, and transport
 
are also important determinants of the availability of pharmaceuticals and
 
the proportion of pharmaceuticals which are lost through deterioration,
 
expiration, or for other reasons. Some of the countries in the region are
 
managing distribution quite efficiently, while others continue to face con­
siderable natural ai~d operation obstacles.
 

Strengthening basic supply management functions is an important on-going
 
activity which often falls in the scope of U.S.A.I.D.-supported child
 
survival, primary health care, and health financing project:;. Improve­
ments in storage, inventory control, and transport management can all
 
contribute to more reliable availability of pharmaceuticals. Other speci­
fic options include the following:
 

Increased reliance on privnte sector distribution capacity; in 
Indonesia, for example, procurement contracts specify that suppliers 
deliver drugs directly to the regency (district) level, thus avoid­
ing the cost and potential inefficiencies of managing national and 
provincial central medical stores and the vehicle fleet which would 
be required to transport drugs from one storage point to the next; 

Selective use of current "kit system" concepts to prepack standard 
quantities of individual drugs for use at individual health facili­
ties; basic health workers in Afghanistan and health posts in Nepal 
are already supplied through the kit system; while there are many 
settings in which the kit system is not appropriate, current con­
cepts about the kit system make it an attractive and more flexible 
method for improving distribution efficiency in selected areas. 

Revenue Generation 

Revenue generation for pharmaceuticals is the third major financing mechan­
ism available to the public sector. Cost recovery through revolving drug 
funds, other forms of drug sales, or community drug cooperatives has 
already been implemented in parts of Thailand, Nepal, India, Bandadesh, 
and the Philippines. In Thailand, for example, the Ministry of Public 
Health has been helping communities set up drug funds since 1978. 

Of the roughly 50,000 villages in Thailand, about 26,000 have established 
revolving drug funds. Of these, more than 85 %generate positive net 
revenue. While some of the more successful drug funds have added non-drug 
and luxury items to their stocks, they nevertheless continue to supply 
essential drugs at reasonable prices under community management. (30X31) 

For a' least ten years private voluntary agencies in Nepal, often working 
through government health facilities, have attempted a variety of cost­
recovery measures. Revolving drug funds have been one frequently used 
mechanism for revenue generation. Experimentation with revolving drug
funds over an eight-year period in at least five districts indicates that 
managerial feasibility has been demonstrated, but only tnder conditions of 
substantial donor-supported or PVO supervision; and political feasibility 
in the form of community acceptance has been established, but only with 
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nominal drug fees. As of 1987, however, economic feasibility, even with 
partial self-sufficiency as the cost-recovery objective, had yet to be 
demonstrated convincingly. (7) 

Issues related to various mechanisms for revenue generation have been 
well-described (IOX I )(12). A recent U.S.A.I.D.-supported review of 
pharmaceutical cost recovery (23) concluded that experiences to date 
suggest that (I) in many circumstances patients are willing to pay prices
which cover at least the full cost of drugs; community-based funds can 
succeed where local commitment exists, (2) though patients are willing to 
pay for drugs, significant price increases can dissuade patients from 
health services, (3) mechanisms do exist to protect target groups, (4) 
tension between financial goals and public health gcals is both inevitable 
and necessary, and (5) lack of financial management skills and accounta­
bility commonly undermine drug funds. 

Figure 11 

Cost-Recovery Potential Determined by 
Patients & Costs -- Not by Policy 

DETERMINANTS USE OF 
OF REVENUE REVENUE 

SELLING PRICE 
Ability to Pay- Child Survival Drugs

Willingness to Pay-Sae Moterhood Drugs 

Alternatives (*Competition*)- MARK-UP - Other Exemptions 

Perceived Value- PHC/MCH Salaries 

Other Operating Costs 
Selection 

Procurement -- j Drugs 

Distribution . Losses 

Use Inflation 
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At the same time, experience to date with public sector pharmaceutical 
cost recovery has not provided sufficient information to tell us, (I) if 
large-scale cost recovery distorts health care utilization patterns, (2)
whether most governments can manage national cost recovery programs, (3)
whether drug fees are generally more successful that service fees, prepay­
ment, or other forms of resource mobilization, (4) if cost recovery at the 
primary care level should be initiated without or before hospital cost 
recovery, or (5) what are financial expectations for cost recovery in 
different countries. 

Thus, it appears that cost recovery potential, financial management 
requirements, impact on patients, and issues of equity are important 
considerations in pharmaceutical cost recovery. Figure II outlines the 
factors which determine the cost recovery potential of revolving drug
funds. The net revenue is determine by the mark-up -- simply the dif­
ference between the replacement cost of drugs and the selling price. The 
replacement cost of drugs will, of course, be determined by factors such 
as selection, procurement, distribution and use. 2:ontrary to the approach
taken some public programs, the mark-up cannot be determined by policy,
but empirically based on factors such as ability to pay, willingness to 
pay, prices for alternative sources of drugs, and the perceived value of 
drugs. 

Figure 12 

The Health Center Revolving Drug Fund 
Accountability Triangle 

Stock 
Records 

Cash 
Records 

Drugs Money 

Patients 

Treatment
 
Register
 

FOR SUSTAINABILITY WITHOUT SUBSIDY: 

Patients Treated - Money Collected 
Money Collected - Drugs Dispensed
Drugs Dispensed - Patients Treated 
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The administrative requirements of operating a revolving drug fund are 
much greater than those of operating a "free" system. Figure 12 depicts 
the "accountability triangle" for the health center level. It is evident 
that cost recovery requires new control mechanisms, greater supervision, 
and considerably more investment in human resources develpment. 

Another important consideration is the impact on patient use of health 
facilities. The review of pharmaceutical cost recovery experiences cited 
above (23) notes that available prograrmi documentation frequently fails to 
report adequately on patient impact. Figure 13 demonstrates the impact of 
drug fees and increases in drug fees on patient attendences in the Bhojpur 
district of Nepal. The pattern suggests a fall in attendances with price 
increases, followed by a slow recovery. But the prices charged in this 
district represented only a fracture of the replacement cost of all drugs 
used. In addition, simple utilization statistics do not reflect changes 
in patient mix such as decreased utilization by women or children. It is 
important, therefore, for pharmaceutical cost recovery programs to track 
not only the total number of patient contacts, but also the pattern of 
utilization to assure that target groups are not being dissuaded from 
seeking care.
 

(In thousands) 
30 


15 

10 


5
 

0 

Year 1 

Figure 13 

Bhojpur Drug Scheme 
Patient Attendance 

,
 

(Prescription Charge) 3 Rps 

S 2 Rps 

1 I I I 
Year 2 Year 3 Year 4 Year 6 Year 6 

Years of BDS Operation 
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Finally, 	a major issue for pharmaceutical cost recoVery programs is 

Various mechanisms exist for exemptions and cross-subsiditiesequity. 
aimed at protecting the target populations and keeping the most essential 

recent analysis based on health care utilizationdrugs affordable. A 
data, health center morbidity patterns, and drug prices from Indonesia 

suggests 	that it is feasible to establish a pricing mechanism which 

factors in local ability to pay, the relative cost of drugs, the health 

and the needs of target populations (27).impact of individual drugs, 
Figure 14 demonstrates the impact of such an approach on the selling price 

for selected common illnesses. In effect,for typical courses-of-therapy 
popular, but less essential drugs such as symptomatic treat­surcharges on 

for gastric upsetments for acute respiratory infections and antacids 

would allow prices to be reduced for treatment of potentially serious 
severe acute respiratoryconditions such as acute diarrhea, cholera, and 

infections. 

Figure 14 

Wholesale Cost versus Selling Price by Illness 
// 

ITARGET FEE $1.17
 

Acute Diarrhea - I
 
13Cholera ­

ARI-Mild 

ARI-Severe 	 -

Malaria - I 
-Intest. Worms -

Gastritis - 0HU 

Anemia - I 

$3.00 	 $4.00 $6.00 $8.oo $9.00$0.00 	 $1.00 $2.00 

0 Wholesale Cost 3 Selling Price 
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Though there are cleaiiy reasons to pursue revolving drug funds and other 
pharmaceutical revenue generation schemes with caution, there are also 
good reasons to consider these mechanisms one set of options in the 
broader framework o. financing alternatives for primary health care. 
U.S.A.I.D. car play important roles in helping countries to develop an
 
analytic framework for considering drug financing alternatives, in working
 
to evaluate the health impact and financial impact of existing revenue
 
generation schemes, and in assisting countries to implement successful
 
revenue-generating schemes if and when they are adopted.
 

CURREIT ONSTRAINTS AND STRATEGIC OPPORTUNITIES --
PRIVATE SECTOR 

The role of the private sector in providing pharmaceuticals can be con­
sidered from the public health perspective, the regulatory perspective, 
the retail sector development perspective, or the industrial sector 
development perspective. The nature of the discussion and the policy 
options to be considered will be quite different, depending on which of 
these perspectives one takes. Here we are focussing on the public health 
perspective: how can private expenditures on pharmaceuticals be channeled 
to achieve child survival, safe motherhood, and other public health 
objectives? 

The pharmaceutical expenditure data in Figure 2 suggests that, in one 
sense, cost-shifting through private expenditures for pharmaceuticals 
ilready exists in most countries in the region; private expenditures on 
pharmaceuticals far surpass public expenditures. Beyond the mere 
magnitude of expenditure, however, is the question of therapeutic 
effectiveness. 

T&P',radox of Managerial Efficiency and Therapeutic Inefficiency 

In 1987 drug retailers in the hills of Nepal were asked what treatments 
they would recommend for diarrhea, cough, fever, and other common com­
plaints (18). Not surprisingly, antibiotics were recommended five times 
more often that oral rehydration products for simple diarrhea. In fact, 
40 % of all recommendations for diarrhea, dysentery, fever, cough, and 
scabies were for antibiotics. In Egypt, a recent study of private sector 
prescribing found the same pattern of multi-drug prescriptions and 
over-use of antibiotics for many common conditions in infnnts and children 
(3). An analysis of the entire Egyptian pharmaceutical market revealed 
that over 25 %of total sales were for combination vitamin products. 
Vaccines accounted for less than I % of total expenditures for all 
pharmaceutical products. XFigure 15) 
These and other studiL. -'aggest the following observations about private 

pharmaceutical expenditures in most Asia-Near East countries: 

with few exceptions (e.g. Papua New Guinea), 70 to 90 %of 
pharmaceutical expenditures occur in the private sector; 

household surveys indicate that patients frequently go directly to 
pharmacists and other sellers of drugs to buy potent Western 
medicines; thus many, if not most, pharmaceutical expenditures are 
made without trained consultation; 
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Figure 15 

Pharmaceutical Expenditures by Therapeutic Category 

Egypt, Public and Private, 1985-1986 

Combined Vitamins 

116.9% 

Endocrines 
5.3% 

Dermatologics 
Analgesics 

10.8% . Ophthalmics 
Respiratory 5.6% 

6.8% 

Private Sector Expenditure 88% of Total Expenditure 

* 	 large amounts are spent on "low yield" products (e.g., elaborate
 
vitamin-mineral combinations) and often for sub-therapeutic doses;
 

* 	 strong economic incentives operate at the point of prescription and 

the point of purchase; 

* 	 little regulatory control of the prescribing and dispensing process
 
is possible in many countries.
 

The net result of these observations is that, from a public health perspec­
tive, a great deal of money is spent for relatively little therapeutic 
benefit. While the private sector may be manaReriallv efficient, there is 
much to suggest that it is therapeutically guite inefficient. 

With the exception of contraceptive retail sales, social marketing of oral 
rehydration therapy, and isolated examples of other efforts to promote 
effective drug use, alternatives for promoting therapeutically effective 
as well as eL.nomically efficient use of private sector pharmaceutical 
resources remain largely unexplored. Several options exist, including 
re-orienting physicians and other prescribers, rt,-orienting pharmcists and 
other sellers of drugs, and influencing patient demand. 
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Re-Orientinst Physicians and Other Prescribers 

Constraints on and strategies for improving prescribing accuracy were 

ccnsidered above in the section on Effective Drug Use. Each of the three 

strategy lists -- educational, managerial, and regulatory strategies -­

can be applied in the public sector. Table 4 lists many of the specific 
three areas.interventions which have been tried within each of the 

In general, passive educational approaches which depend simply on provid­

ing written material -- however accurate and credible the source -- have 
impact on drug use patterns.been demonstrated not to have a measurable 

own prescrip-More focussed techniques such as feedback based on providers' 

tion patterns and face-to-face education (as frequently done by drug com­

pany "detailers"). These techniques depend certain prescribingon 

behavior change principles, including (1) beginning with an understanding 

of why the prescriber uses the drugs he or she currently does, (2) devel­

oping concise messages, (3) communicating messages clearly, (4) cited 

credible information sources, (5) anticipating counter-arguments, and (6) 

reinforcing messages to the extent possible. 

Figure 16 illustrates how messages about oral rehydration and the use of 

antibiotics might be presented to physicians, nurses, and other health 

care providers. 

Figure 16 

Science Favors ORS 

Diarrhea In children can lead 

to dehydration which may kill 

the child. 

ORS can correct dehydration; 

antibiotics cannot. 
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Table 4 

OVERVIEW OF STRATEGIES TO IMPROVE DRUG USE 

1. EDUCATIONAL -- Provide information. 

Training
 
Formal Education (pre-service)
 
Informal Education (in-service)
 

Print-Only Approaches 
o Clinical Literature 
o Newsletters 
o Formulary and Therapeutics Manuals 
o Illustrated Materials with Headlines (Fliers, Leaflets)
 

Face-to-Face Approaches
 
o Counseling at Point of Dispensing 
o Group Lectures & Seminars 
o Ongoing Clinical Consultations 
o One-on-One Public Health "Detailing" 
o Community Gatherings
 

Media Approaches
 
o Posters 
o Sound Trucks 
o Radio 
o Television 

2. MANAGERIAL -- Structure decisions 

Selection & Procurement 
Essential Drug Lists 
Morbidity-Based Quantification 
Consumption Analysis ("Audits") plus "Feedback" to Providers. 

Prescribing & Dispensing
 
Structured Drug Order Forms
 
Standard Diagnostic & Treatment Guidelines
 
Course-of-Therapy Packaging
 
Effective Labeling -- complete, symbolic
 

Financing
 
Pricing in Drug Revolving Funds
 
Patient Cost-Sharing (e.g. $0.20 per prescription)
 
Capitation
 

3. REGULATORY -- Restrict decisions 

Prescribing Controls
 
Banning Unsafe Drugs
 
Level-of-Use Prescribing Restrictions
 
Required Consultations or Justifications
 
Automatic Stop Orders 

Dispensing Controls 
Limits on Number of Different Drugs per Patient (eg, "3 drug rule") 
Limits on Quantities of Each Drug (eg., "3day rule") 
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Re-Orienting Pharmacists and Other Drua Sellers 

Since a large percent of private sector pharmaceutical expenditures are
 
made through direct purchase from pharmacists and other sellers of drugs,
 
it is reasonable to ask whether the dispensing patterns of these practi­
tioners can be re-oriented to better serve public health objectives.
 
Evidence from contraceptive retail sales suggests that some improve is
 
possible. For several common child survival and maternal health condi­
tions, there is reason to believe that a small set of dispensing and
 
referral messages could be developed which are both sound from a public
 
health perspective and profitable from a retailer's perspective. Examples
 
would include:
 

Diarrheal disease -- when a full line of ORS products are available, 
there can be profit in ORS; vitamins aimed at locally prevalent 
childhood deficiencies could be considered; dispensing of antibac­
terials could be "unmarketed"; and basic guidelines could be taught 
for identifying and referring the small number of patients who 
cannot be safely treated by the druggist. 

Acute respiratory illness -- again, it is at least worth testing the 
hypothesis that a set of safe and effective, but still profitable 
dispensing and patient referral guidelines can be develoned and 
conveyed to drug sellers. 

Prenatal care -- maternal anemia remains a major preventable risk 
factor for neonatal and maternal mortality in many countries, while 
an undocumented number of birth defects are undoubtedly attributable 
to lack of caution in prenatal use of drugs; can drug sellers be 
taught a basic set of guidelines which suggest which drugs (pri­
marily vitamin-mineral preparations) are the best source of "profit 
in pregnancy" and which drugs should, by every effort, be avoided? 

The political, educational, economic, and organizational constraints in 
re-orienting pharmacists and other sellers of drugs are indeed formid­
able. Yet the potential benefits of improving the therapeutic efficiency 
of literally billions of dollars of private sector investments in ph.rnia­
ceuticals are also great. There are some examples of private sector 
efforts which are at least encouraging. In Nepal, for example, a long­
standing UNICEF-supported program for retailer education is regmilarly 
conducted by the Ministry of Health and attracts large numbers of paying 
participants. Training is experientially-based and geared to the con­
ditions under which the participants work. It is unfortunate, however, 
that much of the curriculum is geared toward preventing the negative (eg.,
avoiding serious, but rare complications of individual drugs), rather than 
promoting the positive aspects of pharmaceutical use. Nevertheless, the 
popularity and longevity of the program suggest that, at least in Nepal, a 
practical vehicle for re-orienting pharmacists and drug sellers does 
exist. 
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Data from Egypt also suggest that private sector promotion of child sur­
vival strategies such as oral rehydration can be successful. While ORS
 
has not pushed antibiotics and antidiarrheals from the market, as many had
 
hoped, it has become a widely selling item in private pharmacies.
 

Private Soures for Public Health Care 

A World Bank review of the private delivery of public services (2)
 
identifies a number of successful efforts to deliver health services
 
through private channels. Such nptions clearly apply to interventions
 
beyond pharmaceuticals. But stan dard pharmaceutical approaches to
 
conditions such as diarrheal disease, acute respiratory infection, and
 
prenatal care can be communicated to ,ivate providers of health care. To
 
the extent that pharmace-uticals are then supplied by these health pro­
viders, the burden on government may be reduced.
 

Influencing Patient Demand, En_=jions. and Drum Use Patterns 

As with efforts to invive private pharmacists anJ drug sellers, attempts 
to influence patterns of patient demand and behavior have focussed pri­
marily on family planning and use of oral rehydration therapy. Efforts to 
promote use of ORS in Egypt have been particularly successful. In recent 
years consumer grouls have begun efforts to educate the public more gene­
rally on issues of rat ,.nal drug use. In India, for example, a provoca­
tive series of posters have been disseminated to ",;arn patients of the 
hazards of drug use. In Bangladesh and elsewhere efforts have been made 
to improve patient use of drugs. These efforts often rely on communi­
cating basic concepts of drug use which can have a significant impact on 
patient expectations and the cost of meeting those expectations. Examples 
of concepts which patient education programs attempt to convey are: 

* 	 Many drugs on a prescription do not necessarily mean good treatment. 

* 	 Tablets and capsules are safer and sometimes even more effective 
than injections. 

Drugs do not cure all problems. The right food, cleanliness, rest, 
and exercise are equally important -- and for some problems better. 

As with attempts to re-orient prescribers and dispensers, the poteitial 
effectiveness and the cost of changing patient demand and expectations is 
largely unknown. Yet any effort to obtain greater public health benefit 
from private expenditures is likely to fail without practical, demon­
strably effective means of influencing the ultimate consumer. 
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