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Executive Summary

his study assesses the current state

of the private sector, develops a

better understanding of the main
constraints on expansion of the sector,
and recommends changes in public
policy to strengthen the private sector.
This summary first outlines the
framework used in the study, then it
describes the distribution and main
characteristics of the private sector,
then it reviews the findings based on
an application of the framework, and
finally, it reviews recommendations
for public policy.

Framework

A conceptual framework for public-
private interactions in the health sector
is developed, which distinguishes be-
tween the demand and supply sides of
the market. Several general hy potheses
emerge from that framework :

1. Qutput. Governments atfect the
private sector on the demand side ot its
market environment, via financing
policies, requirements for employment-
based financing of medical care, and

“Private medical
services comprise a
substantial portion of
the Philippine health
care market, In 1990,

66 percent of the
hospitals and 49
percent of the beds
were privately owned.”

competition from public sector ser-
vices.

2.Input. A second part of the private
sector’s environment is input markets,
or the supply side. Government regula-
tions, taxes, or subsidies on inputs,
such as duties on the importation of
materials, transportation and com-
munication infrastructures, and the
training and licensing of personnel, at-
fect the private sector through input
markets.

3. Structure and performance. The
cconomie and medical oreanization of the
institutions delivering medical services
is a response to the environment on
the demand and supply sides of the
market and is a determinant of their
performance in delivering medical
care,

Findings

Availability and Distribution of the Private
Sector/Structure and Performance

There were about 650 people per hospi-
tal bed in the Philippines in the late
1980s, which put it at about the
average for developing countries in
Asia. Private medical services com-
prise a substantial portion of the Philip-
pine health care market. In 1990, 66
percent of the hospitals and 49 pereent
of the beds were privately owned. The
private hospital sector is dominated by
small primary operations with 5 to 15
beds, providing basic levels of care.
The average private hospital is 41 per-
cent smaller than the average public
hospital, which is due to the
predominance of these small primary
hospitals but also to the fact that
private sector hospitals of all types
tend to be smaller than their public sec-
tor counterparts. These small private

operations are widely dispersed across
the country, with only 11 percent of
them located in Metro Manila (which

ontains 14 percent of the population).
Although no statistics are available on
the number and distribution of private
clinics, it is safe to assume (based on
surveys of private physicians in the
19705} that they exceed the number of
hospitals by a large margin and are
even more widely dispersed.

The stock of health care personnel
seems to be adequate, again putting
the Philippines at about the average
tor developing countries in Asia. How- 1
ever, official personnel counts of per- |
sonnel probably understate their num-
bers because there is no formal track-
ing of private sector personnel once
they have been licensed at the begin-
ning of their careers. Estimates from
the late 1980s indicate that professional
personnel are found predominantly in
the private sector and are widely dis-
persed all over the country. Midwives
are the most numerous and dispersed
group, and dentists are the least
numerous and most concentrated in
the major ¢itics. The tlow of new medi-
cal persomnel seems to be more than
adequate. The number of private medi-
cal, nursing, and midwifery schools ex-
panded tremendously over the past
two decades, and they produce a high
volume of new professionals. Inter-
views with hospital operators indicate
that they have little trouble hiring new
physicians or nurses, although in the
major cities there is considerably more
turnover in these positions than in the
countryside. There have been high
emigration rates for physicians and
nutses, but some of these international
markets have contracted in recent
years.

The 19705 saw the expansion and
geographic equalization of private
medical services. However, in the
1980s the number of private hospitals

1
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actually declimed slightlv, winle public
hospitals continued to expand at about
the same pace as betore. Over the last
decade, the pubhic sector has notonly
caught up to. but has overtaken the
private sector, as the number of
government hospitals and beds has ex-
panded swhile the number ot private
beds has contracted 1o unlikely that
this public ~ector expansion has been
targeted toareas not served by the
private sector. and ygiven the disease
protile of the country and the relative-
l_\' low level of fiscal ettort by the
government i health, sts probably
not the best use ot scarce public junds.

Private sector \!v\'vlnpmvm Is the
|\rnd\|\l of many uncoordinated
private decisions. and the sector has
achieved impressive coverage and a
VIZOTOUS Service delivery sestem 1t
lags atall its momproving the
quahty ot care and the misv ob services
delivered. There s no strong eftort by
vither the Department of Health or the
Medicare sestem to monitor and
evaluate private sedtor pertormance
nor to assist i improving quality: The
conductand organization ot the in-
dustry s problematic i that s based
on simall simgle practitioner e and
hospital operation- that are mtormally
orgartzed trom boh medicaland
ceonomie perspectives While evidence
1s scaree, this structure may be ettec-
tive tor outpatient and primary care,
butat probablv s weako m providimg,
adequate preventive, dagnostic, and
hospital services

Evidence trom iterviews wath
hospital admuoistrators and visits to
hospttals imdicate that pranary hospi-
tals i the public sector have probably
been stronger than those in the private
sector i terms ot management, hinan-
clal viabilite, and medicat organiza-
tion. This s true becanse these small
hospitals were part ot alarger or-
gantzation that could supply services

“The Philippines is far
daltead of most
developing countries
inestablishing a
reasonable legal and
regulatory
envircument for the
private sector.”

such as standard record keeping, in-
service traming, and management in-
tormation. This advantage tades at the
secondary and tertiary levels, which
are as well organtzed or better or-
vanmzed in the private sector. Inaddi-
tion, at these fevels certam advantages
ot the private sector come into play,
such as adequate timancing tor consum-
mables and more ethicient statting,
However, management and ad-
ninistrative systems i both the public
and private sectors could beimproved
tor secondary at afl levels, and the
private sector imtrastructure i Shewed
toward the level at whichatis relative:
Iv less etfective s primans hospitals,

Lower level public sector hospitals
have now been devalved todocal
governments, with the likely ettect
that whatever advantages existed in
the public sector tar operating smaller
hospitals will be reduced The public
hospatal sector s kehv to take on
many ot the characterisbios o ats
private sedtor counterparts and tobe
('\}‘U\(‘d to the ~same mcentives created
by Medwcare and fee-tor-service tinang-
iy that have molded the private sy
tem. There may be a role tor the center
to playv (both the Department of Health
and Medicare) in supporting weaker
hospitals through the development of
standardized medical records, treai-
ment protocols, finanaatand ad
ministrative svstenis, and m-service
traming tor both public and private
sector factlities.

Environment of the Private Sector -
Output or Demand Side

We tound evidence that demand side
issties i the Philippines have a sigy
niticant impact on the organization
and development of private medical
services. On the demand side, the
government most directly attects the
private sector through competition
from government sarvices for paving,
patients and throuyh the Medicare sve-
tem. The Medicare system is shown to
have animpact on the organization of
private medical services farout ot
proportion to the amount ot finanang,
it supplies to the svstem: We tound
evidence to support the tollowing con-
clusions

1. Government Competition. The
government most directlv attects the
private sector through competition
from government tacilities tor paving,
patients. There is evidence that govern-
ment hospitals tend to be located in

the same cities and towns as pnivate
hospitals. In addition, houschold sur-
vevs indicate substantial mistargeting,
of government subsidies tor medical
care. High proportions of poorer
houscholds use private sector
providers and pav out of pocket tor
their care: At the same time, although
lower proportions of hagh income
houscholds use |‘lll‘]l( tacilities, sub-
stantial proportions of these
houscholds do use subsidized public
tacihties. These findings show that im-
proving the targeting ot public sub-
stchies could reduce substantially the
competition that exists tor paving,
patients Inaddition, the method ot
subsidizing medical care today
depends on construction and opera-
tion of government tacthties. A more
tlexible and poteatially casier-to-target
means tor providing these subsidies
would be through cash transters, such
as through vouchers or subsidized
health insurance coverage, that would
allow consumers to receive the sub-
sidv whether thev use pubhic or
private providers.

2 Nledicare: The Medicare system s
an mmportant inanciab interface be-
tween the pubhe and private sectors,
as 1 is financed by a pavroll tay,
covers about half the population, and
tinances care trom either the public or
private sectors. We find some impor-
tant shortcomings ot the Medicare svs-
tem It theretare merits emphasis in et
torts to strengthen the private sector.
These problems are summarized
below .

a) Distorts provider meentives, Al-
though Medicare reputediv pays only
about halt of inpatient hospital bills, it
I~ an important source of revenue tor
private hospitals. There is evidence
that reimbursement rules create incen-
tives for smaller, less sophisticated
hospitals and argue that Medicare 1s
the primary reason tor the prolifera-
tion ot small primary-care hospitals,
otten side-by-side, throughout the
country. Becanse it covers oplyan-
paticnt care, the system gives
providers incentives to build these
smalt hospitals and to adimit patients
unnecessartly. Fhe same observed be-
havior of hospital operators is consis-
tent with dependence on out-ot-pocket
spending tor halt or more of their
revenues The combination ot
Medicare reimbursement and fee-tor-
~ervice financing has created a private
system that is poorly financed, with in-
centives to provide inpatient services
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in small hospitals that are weak both
medically and financially .

b) Raises transactions costs. Claims
processing, is split between two govern-
ment agencies, the Government Ser-
vice Insurance System (GSIS) and the
Social Security Svstem (SSS). The two
funds do not follow the same claims
processing policies. Hospitals must
claim separately from cach, must fol-
low up preblem claims in two dit-
ferent organizations, one of which is
centralized in Manila and the other of
which has recently been decentralized
to the regional level Claims are ar-
bitrarily cut or dismissed; these must
be appealed to the Medicare Board.
Claims processing in both systems is
slow.

¢} Slow institutional development of
Medicare. Between 1972 and 1986,
Medicare (the Philippine Medical Care
Commission or PMOC) weakened as
an institution, with talling support
values for claims, falling real income
per worker because the pavroll tay was
rarely adjusted to inflation, little im-
provement in coverage ot the popula-
tion, and little or no change in benefit
levels. The financing of benefits has
been tied to the financial viability of
555 and GSIS, with the weaker of the
two (GSIS) putting a ceiling on
benetits available to the entire
beneficiary base. This slow institution-
al development must Le speeded up
significantly to improve the financing,
of medical care from the private sector,

d) Crowding out of alternative
forms of risk sharing. The Medicare
system has been treated as the primary
risk-sharing mechanism, with other in-
surers topping up its benetits, Ad-
ministrative costs for private insurance
thus remain high, and marketing is
done primarily to individuals and
large firms. In addition, Department of
Labor requirements for direct delivery
of health services by larger companies
reduce the demand tor insurance-tvpe
instruments. The result s slow
development of the private health in-
surance industry and of managed care
(such as Health Maintenance Organiza-
tions).

3. Direct Purchasing, Except for the
purchase of drugs, the public sector
has done little contracting for services
from the private sector, such as
management, laboratory, and training.
Thus markets for these services have
been relatively slow to develop in the
private sector.

The three major elements of the

demand side that appear to be bot-
tlenecks to further development of the
private sector -- povernment competi-
tion for paving patients, development
ot the Medicare svstem and insurance,
and direct purchasing from private
suppliers -- are under the direct con-
trol of the povernment. Innovations in
these areas hold great promise for
development of the private sector, for
helping families finance their demand
for health services, and for increasing
the ability of the povernment to target
its resources effectivelv and in a cost-
minimizing manner.

Environment of the Private Sector -
Input or Supply Side

The bottlenecks created by govern-
ment on the input side of the market
are of varving importance, but the
study concludes that they are not cru-
cial impediments to development of
the sector. Government interventions
are listed trom the least to the most
problematic.

L. Duties and import restrictions,
P'rivate hospital owners complain bit-
terlv about duties Charged onaedical
equipment and drugs and believe they
should be exempted from these taves.
Even donated equipment, they argue,
is subject to duties. These duties are
thought to put the private sector at a
disadvantape relative to the public see-
tor, which is exempt from duties vet
competes with private hospitals. The
law actually exemipts donated essential
machinery and equipment of private
primary and secondary hospitals, al-
though thev are stll subject to a 10 per-
cent value added tax. Interviewers tor
this study found that in practice, no
duties need be assessed on purchased
or donated equipment for primary and
secondary hospitals, as exemptions are
routinely granted Apparently, how-
ever, this exception is virtually un-
known to the industry. None of these
exemptions atfect tertiary hospitals,
which are clearly at a cost disad-
vantage relative to the smaller hospi-
tals in terms of border taxes.

2. Training and licensing,. Most train-
ing is accomplished in the private sec-
tor; there is a ready supply of well-
trained physicians, nurses, and other
professional personnel; and licensing,
of personnel is accomplished at the
beginning of their professional careers.
Licensing of medical facilities is also
not a major issue, as requirements are
not difficult to meet. However, be-

“Itis in a position to
move forweard in
developing policies to
positively affect the
financing of the
private sector and the
mix and quality of
services.”

cause both the Department of Health
and the Medicare system aceredit
hospitais, there are some complaints

about the lack of coordination between
the systems and the required payment
of multiple fees. Minimum staffing
regulations are part of the DOH licens-
ing requirements, and the lack of
divisibility of statt requirements (such
as the requirement tor a full-time phar-
macist rather than permitting a consult-
ing part-time pharmacist) mits the
ability ot hospital operators to make
cost-minimizing ccononue decisions,
Such requirements probably unneces-
sarily raise the untt costs of small
hospitals relative to larger ones.

3 Lavation. A major complaint of
hospital owners is that private health
tacilities are taxed as if they were
regular businesses. Qwners argue that
thev are performing a social service
that benefits the country bevond the in-
come and protits of the proprictors
and thus should be given special tax-
free privileges. Education institutions
are accorded this privilepe; they are
treated as non-protit institutions and
thus enjov tax- and dutv-free
privileges: The major impact of this
provision on the hospital sector in the
Philippines is that it gives for-profit
private hospitals an incentive to open
an attiliated medical, nursing, or mid-
witery school. Then, as part of a profes-
sional school, certain activities can be
sheltered from taxes by transferring
them to the educational part of the in-
stitution.

4. Infrastructure. Particularly in
rural areas, lack of clectricity, water
svstems, roads, and inexpensive com-
munication limits the size of the
market on which medical facilities can
draw and increases the cost of con-
structing and operating medical
facilities outside of major cities. This
lack of infrastructure may contribute
to the construction of smaller, less

13
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sophisticated hospitals than would
otherwise be built, especially in rural
areas.

5. Credit. The availability of credit
for hospital construction and opera-
tion may be an important bottleneck.
Hospitals are tvpically tinanced per-
sonally by physicians ora group of
physicians, rarely by investors or
through bank loans. Thus they tend to
be under-capitalized and manv are per-
sistently close to financial failure {Inter-
care 1987). This method of financing is
partially responsible for the prolifera-
tion of smalil single-proprietor hospi-
tals in the private sector. There have
been concessional credit instruments
created for private hospitals and
schools in the past (primarily in the
1970s, in response to the creation of
the Medicare svsteny) through the
Government Service Insurance Sys-
tem, the Social Security System, and
the Development Bank of the Philip-
pines (DB, The general experience
with these loans was high failure rates
and fund shortages at the subsidized
interest rates linited the volume of
loans. In general, therdtore, hospitals
are either financed internally or pav
market rates for credit. Successtul
private hospitals may gain access to
some subsidized loans, but it is unlike-
ly that new hospitals are able to secure
below-market rates on borrowed
funds. Although these credit problems
probably have serious consequences
for the private medical sector, solving
them is more linked to the demand
side than to the supply side, as is dis-
cussed in greater detail below.

The government appears to have
created a relatively open environment
for the private sector in health. 1t can
take additional positive actions by
leveling the plaving field through
equal tax treatment of the education
and health sectors, by encouraging,
development and fair pricing of sup-
port infrastructure (e.g. power,
transport, communication, and credit),
and the promotion of more organized
means of paving for health care ser-
vices. Credit problems can be reduced
by opening up credit markets to more
competition and by improving the
financing of health service demand
through greater involvement of third-
party pavers. The demand side is key,
as problems in servicing loans arise
from unpredictable revenue streams
caused by dependenee onindividual
out-of-pocket payments. In addition,
the government and Medicare can

14

play a role in improving the quality of
medical care in the private sector by
developing and encouraging use of
standardized treatment protocols,
standardized medical record keeping,
and standardized medical accounting
practices in both the public and
private sectors, In-service training is
another positive contribution the
government can make to improving
medical care in both the public and
private sectors.

Recommendations

Listed below are major recommenda-
tions within each category -- demand
side, structure and performance of the
industry, and the supply side. Among
these categories, the most important is
the demand-side and Medicare part of
the equation. The recommendations
can be casily summarized. First, on the
demand side, changes in financing, for
the end user through more effective
and widely available insurance
coverage can have a tremendous im-
pact on the mix and quality of services
available in the private sector as well
as the organization and structure of
the industry. These changes should be
accompanied by reductions in sub-
sidized competition trom the public
sector for higher income patients and
increased demand for private secter
services from public institutions.
Second, the government can make
pusitive -- as opposed to strict
regulatory -- contributions to improv-
iny the quality of care from the private
sector. Third, some changes on the
supply side -- taxes and regulations --
could improve the environment of the
private sector but would probably
make a much more marginal contribu-
tion than action in the other two arcas.
Specitic options for action include the
following :

Output/Demand Side

1. Reduce redundancy of govern-
ment facilities; channel subsidics to
houscholds rather than facilities (al-
lowing them choice among providers
when receiving the subsidy).

2. Medicare

a) Seek areas where privatization
can occur, such as in determining,
benetits, in organizing new groups to
become part of Medicare, in claims

processing, and other areas to
strengthen risk sharing institutions
and cut transactions costs for hospital
operators.

b) Develop multiple benefits /
premium options for workers.

¢) Retorm reimbursement policies to
speed up clains processing, encourage
managed care, encourage larger
private sector hospitals, encourage
medically sound treatment, and
reduce hospitalizations.

3. Increase contracting for private
services by government in areas where
the government continues to operate
facilitics.

Distribution and Organization/Structure and
Performance

Use the local government initiative as
an opportunity to develop positive
methods, as opposed to regulatory
and legal approaches, to assist both
local government and private sup-
pliers ot care in the following areas:
standardizing medical record keeping,
standardizing financial record keep-
ing, developing standard treatment
protocols, and developing effective
and widely attended in-service train-
ing programs. Reimbursement and
licensing rules by the Medicare system
should provide incentives to providers
to take advantage of these services.

Supply or Input Side

1. Review labor requirements for
licensing to allow hospital operators to
make better economic choices (e.g.
allow part-time pharmacists or small
hospitals to contract for these serviees).

2. Improve rural infrastructure and
the pricing of utility services, again
equalizing these costs for public and
private providers.

3. Equalize tax treatment across
facilities : public versus private, educa-
tional versus health, and smaller ver-
sus larger. Formal rules should be
widely disseminated so all can take ad-
vantage of exceptions provided in ex-
isting laws or regulations, such as in
the assessient of duties for imported
equipment.

The Philippines is far ahead of most
developing countries in establishing a
reasonable legal and regulatory en-
vironment for the private sector. Itis
in a position to move torward in
developing policies to positively affect
the financing of the private sector and
the mix and quality of services. »
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Introduction

Issues

In general, studies of public-private in-
teractions in the medical sector in
developing countries - which tend to
be embedded in technical assistance
reports rather than in published ar-
ticles -- have concentrated only on the
supply-side interface between the
public and private sectors. This focus
has resulted irom a preoceupation
with directly observable barriers to
private sector development, such as
government regulation, tax laws, and
legal restrictions on location and stafi-
ing. Private physicians and hospitals
hove reinforced this focus because
rules and regulations are the most tan-
gible evidence of government involve-
ment in their attairs and the ones they
are most interested inshedding. How-
ever, Grittin (1989) argued that be-
cause of the clement of catastrophic
risk in medical markets and the related
problems consumers have of paving
tor their care, a major impediment to
development of the private sector

“..good policy should
be basedon a
conceptual framework
that allows us to
inventory...
government-influenced
barriers to private
sector development,
rank them, and
develop appropriate
policy responses.”

must be the development of instru-
ments on the demand side of the
market to finance the consumption ol
medical services.

The mix of barriers to private sector
development and the effects they have
on the observed institutional charac-
teristics of medical providers are likely
to vary from country to country, there-
fore pood policy should be based ona
conceptual framework that allows us
to inventory all of the possible govern-
ment-intluenced barriers to private sec-
tor development, rank them, and
develop appropriate policy responses,

This paper reports onan effort to
develop such a framework and apply
it to the Philippines. The discussion
tocuses on demand-side interventions
through which government policy can
affect the quantity, mix, and guality of
services provided in the private scetor.
Evidence that has led to this demand-
side focus is presented, and resulting
follow-up analysis supporting possible
policy changes in insurance and
government expenditure policies is in-
troduced.

Conceptual
Framework

Framework for Distinguishing the Roles of
the Public and Private Sectors in Health

One point of confusion in policy
debates is what the private health care
sector will and will not do. One way
to approach this topic is froma public
finance perspective, in which we iden-
tify goods and services that have
qualities that would merit public
financing: which medical services are
nonrival and/or nonexclusive in con-
sumption? In Table 1, health care ac-

tivities are divided into three
categories ranging from pure public
health services (Category D to pure
private health services (Category 3).
The private sector tends to produce
Category 3services almost exclusively,
but it also participates to some degree
in the provision of Category 2 services
because people are willing to pay for
the benetits they receive from these ser-
vices (even though the services also
provide community benefits). Under
no circumstances would the private
sector, without some public tinancing,

LELIERIE A Public Finance Approach to
Government Activities in
Health

Category 1

i Public Health Activities

. * Data collection

"¢ Health education

* Regulation, licensing

* Environmental health

* Prevention of communicable
diseases

* Decreasing cost utilities (water,
sanitation)

Mixed Public/Private Activities
Health intervention with both
individual and community benefits :
* Family planning
* Maternal/child health
* Infant nutrition
* Immunizations
¢ Treatment of communicable

;. disecases

|
i
|
‘t Category 2
t
|
|
}

Category 3
Private Activities
Acute care:

* Inpatient

* Outpatient

|
|
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produce adcquatu amounts of
Category 2 services. This statement ap-
plies doubly to Category 1 services.
The reason is quite simple - as one
moves from the bottom to the top of
the table, individuals lose the incentive
to pay for the services. If no one will
pay, there is no incentive for the
private sector to provide the service.
Some type of taxation or connunity
payment is necessary to supply
Categories 1 and 2 services inade-
quate amounts. Thus, without some
public financing, the private sector

will produce adequately only those ser-
vices that do not require public sub-
sidies.’

Yet health protessionals and govern-
ment officials often arguc that the
private health sector must begin to con-
tribute more to public health activities
(Category D rather than concentrating,
as it does. on curative health services.
Tools that are mentioned for achieving
this poal are regulations requiring
such services, peneral incantations,
about the need for a culture of public-
spirttedness, and other formal and in-
formal requirements to toree the
private sector to change the miy of out-
puts. These approaches may succeed
partiallv but thev do not represent ef-
fective wavs to use the private sector
to achicve puhlu health goals. Similar-
]y, the government may foree
emplovers o pav tor public health ser-
vices, but this approach is similar to
taxing craplovers to pay for the ser-
vices, yet only their emplovees (rather
than the public at large) benefit from
such an emplovment-based approach.

Within this framework, pushing the
health system as a whole to achieve
public health goals requires the op-
posite appnmch -- having the govern-
ment exercise direct responsibility for
the financing of public health ac-
tivities. This option generally requires
that limited public resources be
removed from the financing ot
Category 3 services and reallocated to
Category 1 and 2 services. The private
sector may be called upon to produce
these public health services, but the
public sector must take primary respon-
sibility for fimancing their provision.
This conceptualization of the problem
is the source of cconomists” advice for
governments to prioritize spending to
solve public health and environmental
health problems with public money,
financing curative services only after
these activities are adequately funded.

The private sector plays two roles in

this approach. First, it takes primary
responsibility for delivering curative
(Category 3) services as the govern-
ment allocates its spending, to the
other categorics. Seeond, it can be
called upon to deliver public health
services which the government finan-
ces, cither partiallv or fully. The
government need not enter into ser-
vice delivery in order to achieve its
public health goals; rather, its role can
be financial and regulatory. The
decision o enter into service delivery
is made outside of the framework
proposed in; it must be related to
other distributional problems or other
tvpes ot market failure in medical
markets.

Of course the government will pay
close attention to the equity impacts of
private deliverv ot Category 3 services.
However, equity problems that arise
can be resolved, in principle, by care-
fully targeted subsidies or income
transters. In addition, because of
peculiarities of medical markets, the
government is likely to play a major
role in arranging and regulating the in-
stitutions required to finance the
private provision of health services
(primarily insurance).

Framework for Analysis of Public/Private
Interactions

Table 2illustrates the conceptual
framework used to organize this
study. Tt looks at private sector
producers of private medical services
as an industry, sandwiched between
demand side (output, left side of the
tabley and supply side (input, right
side of the table) markets. The produc-
tive private sector units listed in the
center column are hospitals, clinies,
single practitioners, and part-time
government personnel. At the bottom
of this column is a list of organization-
al, structural, and performance issuces
that are outconies of how economic
agents in the sector are organized. The
government holds policy tools that can
affect these and other aspects of the
sector’s organization and performance.
On the demand side are listed the
consumers and organizations that are
sources of demand and revenues for
the private sector: individuals paying
out of their pockets for care; third
party payments by government,
private insurers, or employers; and
direct purchases by government and
employers. Between these sources of
demand (or revenue to private prac-

“‘One point of
confusion in policy
debates is what the
private health care
sector will and will
not do. One way to
approach this topic is
from a public finance
perspective, inwhich
we identify goods amd
services that have
qualities that would
merit public financing:
which medical services
are nonrival and/or
nanexclusive in
consumption?”’

titioners) and the providers is a list of
government interventions that can af-
fect the demand for private services.
For individuals’ out-of-pocket pay-
ments, these include primarily public
competition for paying patients on the
negative side and subsidies to in-
digents to use private sector services
on the positive side. Government also
affects private insurer and employer
behavior indireetly through regula-
tion. However, by far the most impor-
tant direct impact the povernment can
have on revenues for the private sector
are through the national medical in-
surance system Medicare in the Philip-
pines and contracting tor services.

To the far right are supply-side is-
sues categorized according to tvpes of
inputs required by the private sector.
The inputs are categorized according
to typical economic groups, including
capital and labor. Other categories
that are specified are equipment and
supplies, access to financial capital,
and publi¢ infrastructure. Between the
inputs and center column are listed
possible povernmental interventions
that affect the cost and availability of
cach input. Virtually all government
interventions on this side of the
market affect the private sector in-
directly, through regulations, licens-
ing, taxes, credit rationing, and in-
frastructure development. o

16




The Private Medical Sector in the Philippines

IE1[F 38 Schematic Diagram of Private Medical Sector and Points of Government Intervention
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3

The Philippines

in the Asian

Overall Performance
of the Health Sector

Co nparisons of health indicators and
spending patterns are often made
within countries across time. The
Philippines has witnessed a substan-
tial improvement in the infant mor-
tality rate AMR) from 72 i1 1965 to 42
in 1989 and a corresponcing improve-
ment in temale life expectancy at birth
(LEB) from 57 years to 65 vears (World
Bank 1991). The share of this improve-

Context

ment that took place during the last 13
years was achieved despite relatively
low spending on health, Overall
{government plus private) expendi-
tures on health services appear to have
been stuck at under 2 percent of GNP,
and government health expenditures
were, at best, flat through most of the
1980s (Solon et al. 1991). Thus one
might conclude that the Philippines
has pertormed surprisingly well -- sub-
stantial improvements in aggregate
health indicators despite limited
spending on health services.

With a few exceptions, however, ag-
gregate indicators of health have im-

proved over time in all countries.
More useful information can therefore
be derived about a country’s perfor-
mance by comparing current levels as
well as rates of improvement in these
indicators across countries. This sec-
tion, which is adapted from Griffin
(1992), compares the performance of
the Philippines to selected developing
countries in Asia on aggregpate
measures of health status, health ex-
penditures, prices of medical services,
and the role of the private sector.

Table 3 lists the countries included
in the comparison and divides them
into groups based on the level of

Per Capita GDP, Female Life Expectancy, and Infant Mortality Rates, Selected Developing Countries
of Asia, 1989 and 1965
Per Female Female Change IMR IMR Change
Capita LEB LEB in 1989 1965 inIMR
GDr 1989 1965 Femnale
1989 in LEB
USs
Below 60 vears
Bangladesh 180 51 44 7 106 153 -47
Nepal 180 51 40 1 124 184 -60
Papua New Guinea 890 55 44 1 59 140 -81
India 340 59 44 15 95 151 -56
Between 60 and 69 years
Indonesia 500 63 45 18 64 136 -72
Myanmar 63 49 14 66 122 -56
Thailand 1220 68 58 10 28 88 -60
Over 70 years
China 350 71 59 12 30 90 -60
Malaysia 2160 72 60 12 22 55 -33
Korea 4400 73 58 15 23 63 -40
Sri Lanka 430 73 64 9 20 63 -43
Summary
Average 1033 64 52 12 57 110 -53
Median 500 64.5 53 115 50.5 106 -58
Range 4220 2 24 1 104 129 -51
Note : LEB = Life Expectancy at Birth, in years.
IMR = Infant Mortality Rate, infant deaths per thousand live births. SOURCE WORLD BANK 1991
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i

« female life expectancy in 1989, The
range in female life expectancy in 1989

towas 22 years, from 51 years in

i Bangladesh and Nepal to 73 years in
Korea. Median lite expectancy was

. about 65 years, which put the Philip-

' opines (66 years) at the middle of the
list/ For infant mértality, the range
was 104 deaths per thousand dive
births, from 20 in Sri Lanka to 124 in
Nepal. The Philippines’” rankings on
both measures are almost identical.

It the list were sorted according to
female life expectancy in 1963, the
Thilippines would also be in the mid-
die of the table. However, the rank-
ings do not tell the whole story, be-
cause country pertormance was quite
variable over the period. It we ook at
the absolute number of vears of lite ex-
pectancy added over the 24 vear
period, the Philippines Gwith a 9 vear
improvement) ranks among the bot-
tom fourth of the countries, aleng with
Bangladesh and Sri Lanka. Had the
Philippines Kept up with the average
for the sample, life expectancy tor
women would have stood at 649 vears
in 1989 instead ot 66 vears. For ab-
solute improvement in infant mor-
tality, the Philippines ranks last, witha

[E'MZXA Infant Mortality Rate and Per Capita GNP, Asian Countries with World Trend 1986

| Infant Mortality Rate 1986

reduction in 30 deaths per thousand
over the period. By 1989, for every in-
fant dying in Malaysia, 2.1 die in the
Philippines. The country’s IMR was
82 percent of Thailand’s in 1965; by
1989, it was 150 pereent of Thailand's.
Are the ditferences related to in-
come? The short answer is yes. Figure
I shows infant mortality for the
sample in 1986 arraved by per capita
GNIin that year, showing a very
strong inverse relationship between
the two variables, especially at the
lowest levels of per capita GND*
However, there are so many outliers
that low income cannot be much of a
barrier to good performance. China
and Sri Lankyare examples of
countries that hav achieved tremen-
dous improvements in health in-
dicators at extremely low levels of per
capita income. With 49 percent of the
Philippines” per capita income, China
has achieved alevel of temale lite ex-
pectancy that is 113 percent of the level
achicved by the Philippines. Sri Lanka
has less than 10 percent of Korea's per
capita income but has achieved a
lower infant mortality rate. Growthin
income may also be important, but
again there are many exceptions.

India’s per capita income grew just a
little bit faster than the Philippines (1.8
versus 1. percent per year since 1965)
but performed substantially better in

- improving these measures of health

status. There is little question that dif-
ferences in health spending and health
policy can affect these outcome
measures, the impact can be large in-

© deed.

Public and Private
Financing of Health

“Services

i Given the public/private framework

described above, two simple
hypotheses for policy can be derived.
First, there is no fived public/ private

. expenditure ratio that would flow

fromi the framework; rather, this ratio
would be a function of disease pat-
terns and other characteristics of each
national system. Second, whatever the
ratic of public to private spending,
public spending should be, in a norma-
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tive sense, directed to services with a
greater public content -- those charac-
terized by broad externalities -- and
not to curative services. Governments
that have relatively low spending
should have a higher ratio of
Categories 1 and 2 spending to
Category 3 spending because Category
3 spending is something of a public
luxury to be consumed after
Categories 1 and 2 are adequately
funded.

Where does the Philippines stand
relative to uther Asian countries in
terms of spending on health services?
Figure 2 displays relevant information
for the late 1980s. It shows first, using
the bars on the left, the percent of CNP
devoted to health care for a sample of
Asian countrics. Second, these same

dee

2%

5% 4% 3% 10

Percent of GNP to health

Bl Government spending

i1 Private expenditure

GIMZEA Total Health Expenditures by Source as a Percent of GNP,
and Public Spending on Hospitals, 1986-87

0

MOH budget to hospitals

bars show how expenditure is divided
among government, insurance (third
party}, and private out-of-pocket
spending. Third, the right side of the
graph shows the percentage of govern-
ment spending, allocated to public
hospitals, expenditure that is primarily
for Category 3 services. The countries
arc arranged inorder of increasing in-
come per capita, with the breaks occur-
ring between the low-income and mid-
d! :-incomie countries, with an addition-
al break separating Korea and
Malaysia from the other middle-in-
come countries. Each new group of
countries in the figure represents
about double the GNP per capita of
the middle country of the group above
it.

Health expeaditures vary from 1.4

percent of GNP to 5.1 percent, with a
regional mean of 3.1 percent,’ The
Philippines is well below the mean, at
2.4 percent of GDP. The public sector
is estimated to account for roughly 30
percent of total spending, which is at
the low end for this sample.

Total spending in the Philippines
was about $14 per capita using the
1987 exchange rate, with about $3.75
(27 pereent) contributed out of govern-
ment tax revenue (Table D). About
$9.75 (69 percent) came from private
spending, and $0.50 (4 percent) was
contributed by insurance.™ These es-
timates place the Philippines first in
terms of dependence on private out-of-
pocket spending to finance health care.
However, Thailand, Korea, Myanmar,
and Bangladesh are close behind.’

Nepal
Bangladesh
Myanmar
India
China

Sri Lanka

Indonesia

Philippines

Thailand

Malaysia

Korea
200 0% 60%

Papua New Guinea

Bl hsurance financing

BB Covernment hospitals
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Given its level of per capita income,

. how much might we expect the Philip-

pines to spend on health care, and
where does it stand relative to that ex-
pectation? Figure 3 and Figurce 4 show
per capita health expenditures for the
sample arrayed against per capita
GNT, with trend Tines drawn through
the points.” The trend lines can bein-
terpreted as showing the predicted
level of per capita health spending at
cach level of GNP The Philippines
talls well below the level of spending
that would be predicted for it based on

- the experience of this sample of Asian
- countries. Predicted spending is about

© 32 pereent higher than actual spending,

Thus spending on health is relative-
ly low in the Philippines both in com-
parison to its neighbors and in relation
to its per capita GNP Spending by the

- government is particularly low relative

to other Asian countries. Doces the

 government ameliorate this problem

by spending its resotrees in a different

. way tfrom other countries in the

sample? For example, it might spend
its limited resources almost exclusive-
ly on public health, environmental

i health, and preventive health interven-

tions (Categories 1 and 2 in Table ),
leaving curative care to be paid for and
delivered in the private sector. Alter-
natively, it might complement spend-

JETTYI Health Expenditures in U.S. Dollars and Percent of

Spending by Government, Most Recent Year
U.S. Government
dollars Percent of all
1 per Health
i capita Expenditures Year
I
; Nepal 2.1 61 1987
| Bangladesh 2.8 40 1987
{ Myanmar 6.4 36 1986
. Sri Lanka 9.2 58 1986
- Indonesia 10.4 37 1986
" China 11.0 19 1987
" India 12.5 37 1987
" Philippines 14.1 27 1987
Papua New Guinea 26.2 n 1987
© Thailand 328 30 1987
. Malaysia 58.5 77 1987
i Korea 148.4 12 1987
| Mean 279 45
l Median 11.0 37
l SOUACE GRIFFIN 1991 TABLE A 15

ing on public health activitics with tar-
geted curative care subsidies to basic
health services for the poor. If the
Philippines pursued either of these
types of policies, it would behave
quite difterontly from other Asian
countries.

The only way to examine this issue
across countries, given the inadequate
state of financial data for the health sec-
tor, is a combination of statistics on the
ownership of tacilities and a rough-
and-readyv financial statistic, the share
ot government spending going to
hospitals. Table 5 shows the popula-
tion per bed and share of all beds
owned by the government in 1986-87,
sorted by population per bed. With
about halt its Lospital beds in the
private sector, the Philippines ranks
second after Korea in the penetration
of the private sector in hospital owner-
ship. Thus the government does be-
have difterently by apparently allow-
ing the private sector to supply a rela-
tively large share of the beds ™

However, Figure 2 above indicates
that the government mimics other
countries in the sample by devoting
about 60 percent of public spending to
hospital-based services. Thus it ap-
pears that the low absolute level of
public spending leads to a greater
share ot hospitals in the private sector

but that, of the meager resources avail-
able to the government, the share
going to hospitals is hich. The prob-
lem of low levels of public spending is
probably exacerbated by allocation
decisions that channel well over half of
that money through hospitals (despite
a vigorous private sector).

Major Issues for the
Philippinesina
Comparative Context

These findings present several clear
policy options that merit attention at
the highest levels of policy:

1. The low level of spending high-
lights the importance of possibly rais-
ing public spending but also of careful-
ly allocating the relatively meager
public funds now available.

2. The public sector devotes a large
share of its funds to Category 3 ac-
tivitics. The appropriate policy-level
action is not cajolery of the private sec-
tor to provide Category 1 and 2 ser-
vices but reallocations of the public
budget to finance those services.

3. In the light of such a high propor-
tion of health spending originating,
from individuals in the form of out-of-
pocket payments, it is surprising to ob-
serve such a low share of spending
from Medicare or private insurance.
However, the institutions for insurance
coverage are relatively well developed.
Medicare covers about 40 percent of
the population and reimburses care in
nearly all hospitals in the country. The
system is somewhat anemic only in
terms of the share of financing that it
administers.

The relatively large size of the
private sector in the Philippines
creates options for the government as
it searches for additional public resour-
ces for health and improved allocation
of existing resources. m
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Relationship Between Per Capita Income and Total Health Expenditures

Total Health Expenditures Per Capita US$
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Population per Hospital Bed
and Share Owned by
Government, Latest Year
Population  Percent
perbed Govern-
ment
Nepal 4,511 86
Bangladesh 3,589 85
Indonesia 1,743 69
India 1,489 74
Myanmar 1,484 100
Papua New Guinea 772 100
Thailand 665 90
Philippines 647 53
Korea 558 18
China 465 100
Malaysia 435 86
Sri Lanka 368 91
Mean 1394 79
Median 719 86
SOURCE GRIFFIN 1991, TABLE A-1S§

23




The Private Medical Sector in the Philippines

4

Availability and Distribution
of the Private Sector

; he private health sector in the
! Philippines is composed ot

thousands of single-proprictor
clinics; over a thousand hospitals of all
sizes and types ranging trom 3 to 1000
beds; thousands of stores selling,
drugs, several large chains ot drug,

i stores; and uncounted thousands of

- traditional healers and birth attendants,

Real output of private medical ser-
vices, meastred by gross value added,
was L3 billion pesos in 1989, Between
1986 and 1989, the average aanual rate

. of growth ot real output in private

- medical services was 6.6 pereent. Fol-
lowing the difficult vears ot 1984-1985,

during which negative prowth rates
were experienced by the economy as a
whole, private medical services
registered an annual rate of change of
2.12 percent in 1986 and 10.86 percent
in 198Y. Private medical output was
concentrated (40.5 pereent)in the Na-
tional Capital region, but faster rates of
growth were registered for several
other regions.

Facilities and
Infrastructure

Official figures of the Department of
Health showed that in 1990, there were
1.696 hospitals, of which 33 percent
were government and 67 pereent
private. Hospitals in the Philippines
are classified as cither primary, secon-
dary, or ter tl.n\ depending onservice
mpnbllmcx I'rimary hospitals offer o
basic level ot care, supporting onlv
minor surgery and a tew basic
laboratory tests. More than 30 percent
of private hospitals are considered
primary, with an average ot 16 beds.
Government however offers more
sccondary hospital services, with
average bed capacity of 43. District
hospitals fall largely in this category.
For 1990, the distribution of Philip-
pine hospitals under these classifica-
tions is shown in Figure 5. [t is ap-
parent that there is a wide variation in
service orientations between the public
and private hospital systems, as the
average private hospital is 41 pcrccnt

smaller than the average public hospi-
tal, due partially to the preponderance
of small primary hospitals in the
private sector. However, the average
private tertiary hospital is 46 percent
smaller than the average public ter-
tiary hospital.

Private hospitals are widely dis-
persed across the country, with only 11
percent located in Metro Manila. A
third of these private Metro Manila
hospitals are tertiary hospitals (see
Table 6). Metro Manila hospitals, both
public and private, account tor only 10
percent of the total number of hospi-

tals, but they comprise 34 percent of
country’s total bed capacity. Forty-six
percent of Metro Manila hospital beds
are provided by the private tertiary
hospital sector. Primary hospital beds
are largely located outside Metro
Manila. While only 24 percent of
Metro Manila hospitals are public,
they account for 64 percent of total bed
capacity in the area. Government
hospitals in Metro Manila, comprising
7.2 percent of the total public system,
are large teaching and specialized in-
stitutions.

'

Composition of Public and Private Hospital Sectors Distribution of HOSP'm'S and Beds
. ST i inthe Private Sector,1990
Types of hospitals 1990 | National
g Capital Other
Government q Region Regions  Total
Private ; Hospitals
o e Primary 4.8 95.2 100.0
0% % 50% 75% 100% Secondary 15.5 84.5 100.0
Tertiary 310 69.0 100.0
i I Second i Terti Beds
rimary condary ertiary |\ primary 45 955  100.0
Secondary 16.6 834 100.0
Tertiary 46.0 54.0 100.0
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Personnel

In general, the Philippines is well

covered by medical personnel with the

exception of dentists (Table 7). The
poorer regions of the country, Bicol,
Eastern Visavas and Mindanao provin-
ces, are underserved. A T987 estimate
of emploved health manpower in the
country showed that of the 18,293
physicians, 58 percent were in private
hospitals,'' 38 percent were with the
Department of Health and the rest
were distributed across other povern-
ment agencies like the armed torces
and schools. A majority of the es-
timated 8,500 dentists were i private
practice. The pattern for nurses and
midwives showed a reverse trend,
where majority, 33 percent and 73 per-
cent respectively, were with govern-
ment service (Reves and Preazo, 1988)
The authors estimates for nurses
(22.413) showed a large disparity with
estimates by the Philippine Nurses As-
sociation, which reported 30,000 nurs-
ing practitioners. A large number ot
nurses may have shunned the practice
of their professton due to low salaries,
especially in private clinics, while
others mav have waited tor jobs
abroad. This observation is consistent
with reported shortages of nurses in
cities by hospital administrators inter-
viewed tor this study.

A third of physicians and nurses

LE11 XAl Population to Medical Personnel, by Region, 1987

Region Physician
Region 1: llocos 2806
Region 2 : Cagayan Valley 4703
Region 3: Central Luzon 3812
Region 4 : 5. Tagalog 3833
Region 5: Bicol 5005
Repgion 6: W, Visavas 4673
Region 7: C. Visayas 2747
Regton 81 E. Visavas 5674
Region v : W. Mindanao 8703
Region 10: N, Mindanao 3764
Region 11:5. Mindanao 4098
Region 12:C. Mindanao 1244
NCR: Metro Manila 1256
Philippines 3135

Note : Health manpower includes public and private health
personnel affiliated with hospitals and health centers.

SOURCE HEYES AND P1CA20 '989 TABLE 3
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and two-thirds of dentists were found
to be practicing in Metro Manila and
the nearby provinces in Southern
Tagalog (Table 8), arcas which account
for about one-tourth of the country’s
population. The various estimates also
show that there has not been much
movement in the distnibution of man-
power over the vears, exeept tora
Slightly increasing concentration of
dentists in the national capital area.

The same study looked into the
determinants of locational decisions by
health manpower, particularly
phvsicians and dentists. The strongest
carrelate with physician location was
observed to be the number ot hospital
beds. Physicians tend to locate in
provinces which are more urbanized,
with more people and with higher in-
comes; however, they are widely dis-
persed around the country,

Health manpower in the country
and those exported abroad are
produced by the country's network of
medical schools, which grew by 150
percent between 1975 and 1988, The
government had a policy of estab-
lishing at least one medical school for
cach of the countries 13 regions. While
this was not tully realized, the private
sector more than made up for this
remiss. The 1987 tigures showed 25
medical schools, 126 nursing schools,
t6 dental schools and 113 midwitery
schools,

Average cohort survival rates for
medical, nursing and dental students

Nurse Midwife Dentist
1907 3222 15088
2959 3408 19241
3092 4093 10718
3655 4977 13495
3437 4183 31096
2902 4526 39413
2508 3991 329411
3169 3060 33433
5725 1371 28877
2575 3175 47096 |
2829 1267 24743!
3071 2939 40029
1319 4167 2533
2559 3926 10799

were 98,4 percent, 947 percent and i
53.7 percent respectively. This may be
high volume production, it is apparent-
ly of low quality as average passing, .
rates in the licensure exams were 756
percent for medicine, 70.5 percent for !
nursing, 65.3 percent for midwifery f
and 534.9 percent for dentistry. The ‘
passing rates have been declining ‘
through the vears, |
The high cost of medical education
may account tor the strong inclination |
of graduates to go mto private practice |
to recoup investments. Tuition in ‘
private medical schools s twice as ex-
pensive as in government schools. i
Nursing education in private schools :
‘
!
\

is four times more expensive than in
government schools. The policy of re-
quiring all medical graduates to render
two years service in the rural arcas
have been discontinued since 1986.

Determinants of
Private Sector
Development

The development of the private health
care sector is a product of various fac-
tors. Our framework discussed the
role of the regulatory environment,
and the availability of various inputs,
like labor, financial capital, ete. The
role of other factors are cited here to
provide a more complete picture.

The data provided in the previous
section and carlier studies, particularly
in Griftin and Paqueo (1987) showed
huge improvements in the availability
and distribution of Philippine medical
resources between [972 and the early
1980s. The expansion and geographic
equalization in the 70s is seen largely
as a private sector-led growth. Figure 6
shows the number of hospitals in the
public and private sectors over a twen-
ty year period. The [970s were charac-
terized by steady growth in the num-
ber of public hospitals and tremen-
dous growth in the number of private
hospitals after the Medicare system
and related incentives to develop :
private hospitals became effective in 1
1972, However, in the 1980s, the num-
ber of private hospitals actually
declined, while public hospitals con-
tinued to expand at about the same
pace as betore.

The same phenomenon is reflected

SN
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LELICE I Distribution of Selected Manpower In Metro Manila and Southern Tagalog Relative to the Rest of the Country, Various Years '
Percent of the Percent of
Population Health Manpower
Manila Manila and
and Southern
Study Southern Elsewhere Tagalog Elsewhere
Tagalog
Physicians
Association of Philippine Medical Colleges Survey, 1970 77.0 459 54.1
National Economic & Development Authority, 1974 230 758 40.1 59.9
National Economic & Development Authority, 1977 24.2 754 39.2 60.8
Philippine Institute of Development Studies, 1987 24.6 74.1 320 68.0
259
Nurses
Association of Philippine Medical Colleges Survey, 1970 77.0 51.7 48.3
Philippine Nurses Association, 1980 23.0 74.9 4.7 57.3
Philippine Nursces Association, 1987 25.1 74.1 40.3 59.7
Philippine Institute of Development Studies, 1987 259 74.1 34.0 66.0
259
Midwives
National Manpower Survey, 1973 76.3 25.6 74.4
Philippine Institute of Development Studies, 1987 23.7 74.1 224 76 |
259
Dentists |
National Manpower Survey, 1973 76.3 359 64.1
Philippine Dental Association, 1988 23.7 74.0 65.4 346 1y
SOURCE REYES AKD PICAZO (1983

EIMZYA Number of Hospitals in the Philippines;
Three Observations from the Past Two Decades

Expansion in Public and Private Hospital Bed Capacity
Since 1972

Hospital Development
Number of Hospitals, 1972-1990

Haospital Beds, 1972-1990

Government
1972
1983
1990

Government

Private
Private
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in the distribution of beds between the
two sectors over these two decades.
As Figure 7 shows, the public sector
has not only caught up but has over-
taken the private sector, as the number
of government beds has expanded
while the number of private beds has
contracted. Thus the public sector has
targeted its funds in a manner that is
the reverse of what would be expected
on public finance grounds -- rather
than moving scarce public money out
of hospitals, the public hospital sector
has grown while the private hospital

scctor has begun to contract.

Table 9 shows for the 74 provinces
(including Metro Manila) how the
public and private sectors fared from
1983 to 1990. Twenty nine percent of
the provinces experienced growth in
the number of private beds; 56 percent
experienced growth in the number of
public beds. In 36 percent of the
provinces, the number of private beds
fell as the number of public beds rose.
The opposite occurred in only 9 per-
cent of the provinces. It is unlikely that
the increase in public and decrease in

private hospital beds has better tar-
geted hospital resources geographical-
ly, as a previous study indicated that
private hospitals in 1983 were at least
as evenly distributed around the
country as were public hospitals (Grif-
fin and Paqueo 1987).

The current state of our data base do
not allow us to rigorously analyze the
determinants of this situation. From
the experience of other countries and
insights from other studics in this
project, we can provide some useful
leads towards an explanation of
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private sector development.

Low incomwes and the disorganized
nature of employment are seen as bar-
riers to private health care sector
development, particularly risk sharing
or insurance schemes. Economic
growth in the 1980s averaged at about
two percent, way below the 4-6
growth registered in earlier years.
Population growth has slowed down
the growth of the economy. Formal sec-
tor emplovment is largely based in the
highly disorganized service sector. A
much larger proportion of the popula-
tion are in agriculture. Employment in
manufacturing has remained stagnant
ataround 20 for the last three
decades. This limits the potential for
risk sharing to a small, formally
employed sector. Schemes that can
cover the less formal sectors are not
only costlier to administer but also
cover higher risks.

Private medical services, especially
physician practice, often locate in den-
sely populated areas where costs of in-
puts are lower. Health manpower lo-
cate in areas where other medical ser-
vices, like hospitals and laboratories,
are casily accessible. The dispersal of
private medical facilities across the
country has historical precedents. By
the 1950s, a substantial public and
private hospital infrastructure was al-
ready in place. But the growth in
public infrastructure has been slow,
contributing to the clustering of
facilities in certain arcas, and limiting
the expansion of services outside. Ear-
lier public sector efforts to reduce the
concentration of facilitics and man-
power by locating more health centers
outside and staffing them with mid-
wives contributed to the dispersal of
medical services. The vast network of
medical schools, largely as a result of

Comparison of Changes by
Province in Public and
Private Beds, 1974-1990
(Percent of 74 Provinces)

Increase Decrease

: in in
| Private  Private
| Beds Beds
% Increase in 20 36
! Public Beds

i' Decrease in 9 14
: Public Beds

i

unequal tax treatment between schools
and hospitals, contributed to increased
manpower supply.

Budgetary constraints and the
devolution are likely to cut the public
sector’s investments in hospital
facilities. A favorable financing en-
vironment can be expected to enhance
private sector investments in health
care,

Structure and
Organization of the
Industry

The Department of Health issues all
licenses for hospitals tn operate,
provides the technical and administra-
tive standards for their operation, and
enforces regulations. Public hospitals,
until the changes arising from
decentralization,' have been operated
by the Department of Health. The
public hospital svstem is organized in
a ticred svstem, with the regional
hospital network serving as the apex
of a structure built from the base
provided by the primary levels. The
hospital system is linked to an in-
tegrated public health network which
is anchored by numerous village-level
health stations coordinated at the
regional levels. General policies
emanate from the central Department
of Health office in Metro Manila. How-
ever, public hospital chiefs have
flexibility in day-to-day operations.
Planning and budgeting done at the
hospital level feeds into central plan-
ning processes at the Department of
Health and the National Economic

© RELIERI Hypotheses About Organization and Structure of Hospitals

Development Authority. Key appoint-
ments in the organization are made at
the central level. Capital investments
and service expansion are cleared at
the central level. Salaries, training, sup-
plies and equipment, are provided by
the central office. Decisions to open or
expand public hospitals are made at
the national legislative level. Eighty-
six (86) new hospitals, mostly 10-bed
size, were mandated for 1990, and only
70 percent of these were recommended
by the Department of Health. The rest
were upon the recommendation of
politicians.

The private hospital system is large-
ly operated as singie proprietorship,
family-owned, non-profit enterprises;
while a few are ran as stockholder-
type corporations or corporate founda-
tions. Most hospitals begin as part of a
private practice of o physician-owner.
This operation expands with a few
beds from an outpatient clinic, usually
situated in a residenee, until a hospital
license is sought. Primary hospital
standards for licensing are casily met
by husband and wife teams, with both
providing full-time services as medical
statf, nurse and/or pharmacist.
Decisions are reached simply in family-
run businesses, with authority solely
vested with the physician-owners.
Family income and assets often mesh
with hospital business operations that
separating the two is ditficult. Secon-
dary hospitals develop from successful
primary operations as they staff, add
beds and expand departments. Private
tertiary hospitals, managed by outside
professional managers, have more
complex decision structures, with con-
sultations across departments. There is
clearer delineation and independence
! between the administrative/ manage-
| ment services and medical services.

Hospital  Medical Financial Economic !

Type Organization Organization Scale ;
i

Primary Poor Poor Too small i

Secondary Reasonable Varies Better/varies

Tertiary Excellent Good Good/some too large

28




The Private Medical Sector in the Philippines

|

Most private hospitals are operated
for profit. The few non-profit hospitals
are operated by parishes/chirches,
unions, cooperatives, physician
groups, foundations with corporate or
international tic-ups. There are few
church-owned hospitals now; but
religious orders can be found manag-
ing a number of private foundation-
based hospitals. The advantage for
non-protit hospitals lies mainly in the
tax shelter provided, e non-taxable
incomes and land. Unfortunately,
there is no estimate at present of the
number ot these private hospitals clas-
sified by type ot ownership

Table 10 provides some o the
hypothesis we hoped to test regarding
public/private differences in organiza-
tion and structure. As part of the over-
all project, @ preliminary, qualitative m-
terview instrument was developed to
investigate the medical and cconomic
structure and problems experienced by
hospitals. This instrument was applied
to administrators or owners ot public,
non-protit/ charitable, and private
hospitals. At least one hospital within
cach ownership dassitication was
chosen among primary, secondary and
tertiary levels. Wewould like to cau-
tion against drawing broad generaliza-
tions from this small sample which
was largely drawn to provide a qualita-
tive overview of the sector.

Several issues emerged trom these
interviews. They provide insights into
the importance of quantifving difteren-
ces across ownership and size of hospi-
tals and in understanding the role of
government and third party pavers in
mfluencing the organization of the sec-
tor.

First, the advantage with small
operations in the private scetor is that
they make for a more dispersed svs-
tem. However, its viability becomes
tenuous in the face of strong competi-
tion in a fee-tor-service, pav-as-vou-go
financing environment. The study
team observed nine primary hospitals
coexisting in one poor area, four
primary and one 25-bed hospitals
operating in another (Blaknev and
Gamboa, 1991). Private secondary
hospitals are just slightly enhaneed ver-
sions ot primary hospitals and are
weak. They retain the single proprictor-
ship/owner management stvle, al-
though the hospital often grows well
bevond the effectiveness of such a
management approach, both medically
and economically. They have neither
the management flexibility offered

| primary hospitals because of its of

U size, nor adequate financial resources
to meet the demands of an expanded
service.

Second, inadequate administrative
systems Himit the private sector’s
abilitv to monitor the quality of its
operations and its viability. The ability
to separate the physician-owner’s prac-
tice income from the income of the
hospital enterprise requires adequate
accounting systems. As the demand of
hospital management and operating,
svstems becomes more complex as one
moves from primary to tertiary fevels,
the demand tor etfective management
and administrative support services be-
comes increasingly important. The
private tertiary sector on the other
hand competes on the basis ot the pres-
tige lent by ats phyveictan statf and con-
sultants, but its administrative and
support services remain weak. Com-
puterization of medical records and
billing svstems s still uncommon in
the private sector, evenat the tertiary
level.

Third, there is anadvantage enjoved
by the public sector i small opera-
tions as public primary hospitals, espe-
cially those [ocated m under-served
areas, torm part of a larger organiza-
tion with training, record-keeping, and
standard picees of equipment. How-
ever, itis preciselyin the direct com-
petition thev present to the already-
numerous private primary hospital sec-
tor that this view is notlikely to be
popular. Morcover, the transter of
these primary hospitals to the locat
government units breaks up this ad-
vantage. Central government can take
on a stronger monitoring and standard-
setting presence in these local opera-
tions, and probably provide these to
the private sector as well.

Fourth, at the secondary and tertiary
levels, the medical and economic ad-
vantages of the public sector disappear
quickly and the disadvantages of in-
adequate public budgets weaken
public institutions in medical terms
relative to their private counterparts.
This is most serious in the secondary
level, where the ratios ot inpatients to
health manpower are whollv inade-
quate. The public tertiary level, probab-
v due to the prestige it must maintain,
have better ratios of inpatients to
physicians and nurses. There could
also be some resource misallocations
as the public secondary hospital in the
sample showed more than adequate in-
patient to administrative and other

® “small
operations in the
private sector... make
for a more dispersed
system.

® inadequate
administrative
systems limit the
private sector’s ability
to monitor the quality
of its operations and
its viability.

® L thereisan
advantage enjoyed by
the public sector in
small operations as
public primary
hospitals... form part
of a larger
organization...

® _at the secomdary
and tertiary levels...
the disadvantages of
inadequate public
budgets weaken public
institutions...

& _within private
hospitals, the tax
shelter provided for
non-profit or
non-goverment
(NGOs) hospitals
contributes to viable
aperations.”

support services statf ratios. Patient
load is heaviest in the public sector,
with the public tertiary sector showing,
occupancy rates 58 percent higher than
in the private sector. Estimates of cost
per patient per dav are almost the
samwe for public tertiary and secondary
hospitals. Costs per patient per day for
private tertiary hospitals is five times
higher than public tertiary hospitals;
but private secondary hospitals enjoy
some advantage in cost per patient per
day over government secondary hospi-
tals.

Fhe overall weakness of the public
secondary hospital sector will be glar-
ingly cmphasized once decentraliza-
tion is completed. Local government
units are taking over all of the secon-
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dary and primary public hospitals.
Doubts are raised as to these unts’

. ability to raise funds for and improve
management of these hospitals, in the
short run. But decentralization
presents opportunities tor the central
health department to improve train-
ing, standards-setting and monitoring
and make these central services and
functions responsive to private sector
needs as well.

Fifth, within private hospitals, the
tax shelter provided for non-profit or
non-government (NGOs) hospitals
contributes to viable operations. For-
profit private hospitals often have to
create a nursing or medical school in
order to qualify as an educational in-
stitution and therefore enjoy tax-free
importations and land ownership.
This only streteches limited resources,
both financial and human, and may

LE:LIRAM Preliminary Findings about Public/Private Ditferences in Organization and |
Structure of Hospitals by Ownership i

Hospital Medical Financial Economic
Type Organization Organization Scale
* Primary Public stronger  Both weak Both too small
- Secondary  Differences Private strongerbut  Private still
narrow undercapitalized relatively small
: Tertiary Very similar Both improved, Good/public tends
; persistent problems  to be too large

compromise quality of education and
hospital service. Most schools sub-
sidize their hospital operations.
Favorable inpatient to health man-
power ratios were consistently shown
by these NGO hospitals. Primary-level
NGO hospitals, with definite service
philosophies, are strong as they are
guided by the zeal of their visionary
founders. Tertiary NGO hospitals
often have international donor sup-
port. NGO sccondary hospitals are just
as weak as their other counterparts,
These observations are summarized
in Table It and should be taken as
hypotheses that deserve testing,
through rigorous quantitative data col-
| lection and analvsis from a much
larger sample. However, the relative
strength of the public sector inoperat-
ing smaller hospitals and the relative
strength of the private sector in operat-
ing larger hospitals should be kept in
mind below when data are displayed
on the relative size of public and
private hospitals, and the direction the
two sectors have taken.

|
b
|
|
|
i
|
i
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Environment of the Private Sector -

Supply Side

Legal and Regulatory
Framework

The government regulatory
framework for private sector participa-
tion in the health care sector is shaped
by the following forms of legislation.
A more extensive discusston of cach is
macde in Appendiy 1

1. Exceutive Order [TV vests
regulatory tunctions in the Depart-
ment of Health, It mandates the DOHH
to regulate the operation ot and issue
licenses and permits to government
and private hospitals, clinics and dis-
pensaries, laboratories, blood banks,
drugstores and such other estab-
lishments which by the nature of their
tunctions are required to be regulated
by the Departinent.

2. The requirements of the Hospital
Licensure Act as well as Medicare ac-
creditation set down parameters for
health care providers. As a require-
ment to licensing, all hospitals are re-
quired to demonstrate compliance
with technical standards on personnel
and statfing, equipment and instru-
ments, and physical factlities. Ac-
creditation to the Medicare program is
done separatedy. The latter requires
further compliance with regards to
membership in a national hospital as-
sociation, and 12 months prior opera-
tion.

3. Professional regulations are ap-
plied to all health personnel. Republic
Act 2382 deals with the stand-
ardization and regulation of medical
education, the examination for registra-
© tion of physicians, and the super-
¢ vision, control and regulation of the
* practice of medicine in the Philippines.
i Pharmacists, dentists, nurses, medical
i technologists, and allied professionals
e

are also guided by various regulatory
laws,

4. The Generics Law requires all
phvsicians to preseribe in generic
names and manufacturers to label
drugs and medicines accordingly.

5. Import restrictions affect the entry
of inputs of the health care industry
into the countrv. fmportations of medi-
cal equipment and supplies and phar-
maceuticals are subject to a set of
taritfs and duties. The law grants tax
oxemptions to some categories of
health care institutions, especially
donated cquipment of private primary
and secondary hospitals.

6. The Omnibus Investments Code
of 1987 limits the entry of foreign in-
vestments to 40 percent of the stock of
acompany engaged inan industrial ac-
tivity not listed in arcas covered by the
Investment Priorities Plan - Areas
listed in the plan are for government
promotion and therefore cortain rules
may be waived. Production of herbal
medicines, parenteral therapy svstems
and other pharmaceutical are favored
by the Priorities Plan.

7. The Local Government Code of
1991, while directly affecting the or-
ganization of public services, is ex-
pected to alter the organization of
regulatory bodies of the DOIL 1t also
presents an opportunity for these
regulations to be reviewed.

Government-Private
Interactions

This component of the study gathered
information on all of the possible
government interventions listed on the
supply side in Table 2, and the find-
ings are briefly reviewed here. At the
outset, it should be stated that all repre-

sentatives ot the industry interviewed -
- private physicians and hospital
owners -- cited problems on the supp-
Iy side as the most important issues
tacing them. However, the bottlenecks
created by government on the input
side of the market seem to be of vary-
g importance.

Personnel and Facility Licensing

Most training is accomplished in the
private sector; there is a readv supply !
of well-trained physicians, nurses, and
other protessional personnel; licensing
of personnel is accomplished at the
beginning of their professional careers.
Licensing of medical tacilities is also
nota major issue as requirements are
not very difficult to meet. However,
because both the Department of

Health (DOFD and the Medicare sys-
tem accredit hospitals, there are some
complaints about the lack of coordina-
tion between the systems and the re-
quired payment ot multiple fees. Mini-
mum staffing regulations are part of

the DOT licensing requirements, and
the lack of divisibility ot staff require-
ments {(such as the requirement for a
tull-time pharmacist rather than per-
mitting a consulting part-time phar-
macist) limits the ability of hospital
operators to make cost-minimizing
cconomic decisions. In particular,

these requirements are claimed to raise
the unit costs of small hospitals rela-
tive to larger ones.

Domestic and International Taxation of
Inputs

Imports of the health care sector may
be classified into two broad categorices:
* Medical equipment and supplies; ;
* Pharmaceuticals. :
Most items in the first category are [
classitiable under Tariff Heading 90.18
of the Tariff & Customs Code of the ]l
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Philippines with a rate of duty of 10
percent ad valorem. A 10 percent
value added tax is also levied, based
on the landed cost.

Table 12 shows the value of imports
under this category for the years 1980-

i 88. The trend shows a sharp decline in
! the years 1984 and 1985, This period

i was characterized by a critical

" shortage ot foreign exchange, thereby

bringing about its rationing. Negative
real GNP growth was also experienced
during these years (sce Table 13),
Imports of pharmaceuticals, on the
other hand, were also significantly af-

© tected although medicines were

among those given priority in the
rationing of foreign exchange during,
the crisis years. Table 14 shows the
value of pharmaceutical imports for
the years [980-88.

Linports of the industry are subject to
the following levies:

1. 10 percent duty on raw materials.
However, some raw materials are sub-
ject Lo as high as 50 percent duty (e.g.
colors, tlavors).

2. 20 percent duty on finished goods.

3. 10 percent value added tax.
4. import duties on packaging
materials, e.g., bottle caps — 40 percent,

plastics - 30 percent, aluminum foil -
30 percent, ete.

Although over 90 percent of drugs
sold in the country are locally manufac-
tured, almost all active substances and
auxiliaries are imported. Refined
sugar, glycerine, alcohol and starch are
the only raw materials obtainable local-
ly." In addition to all these, the
government imposed early in 1991a 9
percent levy on all importations. Seve-
ral items were subsequently exempted
from the levy but imports of the health
sector were not among those included.
The law grants import tax exemp-

Rr11:RPA Top Imports of Medical Equipment and Supplies, by Commodity, 1984-1988, in Thousands of U.S. Dollars (CIF)

|
|
|

Commodity 1984 1985 1986 1987 1988
Other surgical, medical, veterinary instruments 6,656.9 4,167.6 50704 8,560.7 10,273.2 ‘
X-ray apparatus 1,025.2 1,2259 4605 22735 3,178.8 \
Gauze and bandage, unmedicated 8435 3743 7393 1,376.7 1,1345,
Lab, Medical, Surgical, dental, hygienic glassware 6243 5337 7859 10262 1.155.4
Wadding gauze, bandages medicated 4260 5150 8106 9093 91321
Sterile surgical catgut 788.6  464.7 4433 920.6 944.5 ;
Optical examination and diagnostic equipment 195 126 46.5 6.2 18!
Other hygienic medical and surgical articles, n.e.s. 2502 2537 4669 5123 503.1,
Electromedical apparatus 389.3 2258 165.6 313.0 25042,
Breathing appliances 259.2 2708 2355 253.1 6451
Medical, dental, surgical, veterinary furniture 6.9 67.6 36.2 500.1 98.0 |
Clinical thermometers 1254 205.3 133.6 2528 198.5;
- | Ampoules 1408 1228 184.1 2765 2710,
i 1 Parts of surgical, medical instruments and appliances, not electric 209.8 419 465 1335 1918]
* 1 Bottle nipples or unhardened rubber 28.8 67.3 860 2506 2422
! i Composite 11,7944 85190 9.7109 17,565.1 21,6747
. Growth Rate -50%  -28%  14%  81%  23%|
DT S — i
L Gross National Product, | Imports of Pharma-
; : 1980-1988, in Million ceuticals, 1980-1988 (in
‘y : Pesos at Constant Prices U.S. Dollars, FOB)
| ‘ = e e - - = i - - e+ s e [
i 1 Year GNP Growth || Year Import  Growth
i ! Rate Value Rate
o
{11980 92,532 1980 64,850,226
F11981 95,722 3% | | 1981 66,997,912 3%
V11982 97,539 2% | | 1982 76,745,991 15%
? 1983 98,620 1% | ! 1983 70,337,643 -8%
|1 1984 91,644 7% | | 1984 58,911,791 -16%

1985 87,867 -4% || 1985 49,116,034 -17%

1986 89,611 2% || 1986 67,285,036 37%

1987 94,680 6% | | 1987 98,826,609 47%

1988 101,186 7% || 1988 107,506,536 9%

SQOURCE PHILIPPINE HEALT CARE FACTBDOK SOURCE PHILIPPINE HEALTH CARE FACTBOOK,
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tions to some categories of health care
institutions. Under the rules and
regulations of the National Economic
and Development Authority (NEDA),
donated essential machinery and
equipment of private primary and
secondary hospitals may be imported
free of duty. They are, however, still
subject to the 10 percent value added
tax and the 9 percent levy just men-
tioned.

Although only donated items are ex-
empted under this provision, inter-
views with customs brokers reveal that
in practice, all imports of primary and
secondary hospitals, whether they are
donated or not, ar» granted duty free
privileges.

Unfortunately this duty free
privilege may not be known by all
those envisioned to be benefitted. The
owner of a provincial hospital in
Cavite (one of those interviewed) had
no inkling at all of this privilege. He
was so elated at learning about it that
he immediately made plans to import
badly needed -ray equipment.
Department of Finanee Order no. 137-
87, on the other hand, prants duty free
entry to imports of educational institu-
tions, including imports of tertiary
teaching hospitals.

In summary, private hospital
owners complain bitterly about duties
charged on medical equipment and
drugs and believe they should be ex-
empted from these taxes. Even
donated equipment, thev argue, is sub-
ject to duties. These duties are thought
to put the private sector at a disad-
vantage relative to the public sector,
which is exempt from dutivs yet com-
petes with private hospitals, The law
actually exempts donated essential
machinery and equipment of private
primary and secondary hospitals, al-
though they are still subject to a 10 per-
cent value added tax and a temporary
9 percent across-the-board levv onall
imports. Interviewers found for this
study that in piactice, customs agents
do not charge duties on purchased or
donated equipment cor primary and
secondary hospitals. Apparently, how-
ever, this informal exception is virtual-
ly unknown to the industry. None of
these exemptions attect tertiary hospi-
tals, which are clearly at a cost disad-
vantage relative to the smaller hospi-
tals in terms of border taxes.

A major complaint of hospital
owners is that private health facilitics
are taxed as if they were regular busi-
nesses. Owners argue that they are

performing a social service that
benefits the country beyond the in-
come and profits of the proprietors
and thus should be given special tax-
free privileges. Education institutions
are accorded this privilege; they are
treated as non-profit institutions and
thus enjoy tax- and duty-free
privileges. The major impact of this
provision on the hospital sector in the
Philippines is that it gives for-profit
private hospitals an incentive to open
an affiliated medical, nursing, or mid-
wifery school. Then, as part of a
professional school, the hospital be-
comes a teaching hospital and enjoys
non-profit status as an educational in-
stitution.

Access to Foreign and Domestic Financial
Capital

Foreign Capital. Book I1 of the Omnibus

Investments Code of 1987 (Executive

Order 226) limits the entry of foreign

investments to 40 percent of the stock

of a company engaged in an industrial
activity not being promoted by the
povernment. However, the Board of

Investments (BOD upon application,

may waive this requirement under the

following conditions:

* the firm’s activities are not inconsis-
tent with the Investment Priorities
Plan;

* it will contribute to the sound and
balanced development of the
cconomy on a self-sustaining basis;

¢ the business does not conflict with

the Philippine Constitution and
various laws of other countries;

the business activity is not one

which is already adequately ex-

ploited by Filipinos;

¢ the business does not promote mo-
nopolies or combinations in
restraint of trade.

Enterprises in preferred "pioneer”
areas listed under the Investments
Priorities Plan (IPPY may be owned 100
purcent by foreign nationals, subject
likewise to constitutional and statutory
limitations. Such foreign-owned
enterprises may avail of incentives
under Book Lot the Code, among,
which are a six vear income tax
holiday, tax and duty exemption of im-
ported capital equipment and tax
deduction for labor expense. They are,
however, required to subsequently ac-
cept Filipino investment so that within
thirty years or within such longer
periods as the BOI may determine, 60

percent of the voting equity would be
Filipino.

The health products and services listed
in the 1991 IPP are the following:

1. Parenteral therapy systems and
components thereof (non-pioneer)

2. Herbal medicines (pioneer/non-
pioneer)

3. Other Pharmaceuticals (pioneer/
non-pioneer)

Domestic Credit Supply. Four institu-
tions were interviewed in an effort to
establish the eredit environment which
hospitals face: Government Service In-
surance System (GSIS), Development
Bank of the Philippines (DBDP), Social
Security System (555) and a commer-
cial bank. Of the four only SSS has a
loan window granting concessional
loans to hospitals. Although GSIS
helped finance the construction of ‘
some government specialty hospitals
in the seventies, it has not seen it fit to
set aside funds for private hospital
financing since it neither has the man-
date nor the capability to function as a
credit institution,

Although the DB does not have a
concessional loan window devoted to
hospitals at present, it has always been
in the forefront of hospital financing,
It would therefore be instructive to
look at DBF’s experience in this area in
order to better appreciate the present
state of credit supply to hospitals.

The period 1966 to 1969 saw DB
embark on a substantial lending pro-
gram for hospitals. Guarantee and
direct loans were granted on a selec-
tive basis for the establishment of new
and improvement of existing hospitals
and medical clinics. Financing was
selective in the sense that loan accom-
modations were granted only to mem-
bers of the medical profession or to cor-
porations organized predominantly by
medical practitioners. However, in
December 1969, the tunding of hospi-
tals and other special projects was cur-
tailed indefinitely in line with a
presidential directive suspending the
grant of substantial commercial loans.

The loan window was subsequently
reopened in response to the Philippine
Medical Care Act of 1969 (Republic
Actol 1) which provides, among
others, that “hospitals be given
priority by government tinancing in-
stitutions, especially in the rural areas
where there are no existing govern-
ment or private hospitals, at a maxi-
mum rate of six percent (6 percent) per
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annum on a long term basis”.

However, its cost of funds did not
allow the bank to charge interest at the
mandated rate. The loans offered
therefore carried an interest rate of 12
percent which was still lower than the
commercial bank rate. Priority was
piven to loan applications for the estab-
lishment of field station hospitals in
the rural arcas where there were no ex-
isting government or private hospitals
as determined by the Philippine Medi-
cal Care Commission.

In October 1478, this was supple-
mented by a special tinancing program
for huspitals which was sct up specifi-
cally to provide tinancing tor the estab-
lishment of hospitals with bed
capacities of 100 beds and below in
arcas which had been identitied as bed
deticient.

The loans had a maximum term of
twenty vears, inclusive of a 5-year
prace period on principal repayment at
the rates ot 12 pereent and 14 pereent
perannum (12 percent interest was
charged on the portion of the loan
secured by real estate collateral while
14 percent was charged on the portion
secured by collaterat other than land).

Hospitals located in areas other than
those listed as bed deficient were also
cligible to apply for financing but only
tor the renovation or expansion of
their existing tacilities or the purchase
of additional machinery and equip-
ment. These loans had a repayment
period of 13 vears inclusive ot a 3-year
grace period at an interest rate of 19

ALIRER Current Status of Development Bank of the Philippines Hospital Accounts, May 1991.

Organization

- Atable Medical Center
Alidio Nestor (restructured acct.)
Perpetual Succer
Cruz, Robe E.
Miraculous Medal Hospital
Pamana Inc. (Laguna Polymedic)
Mariame Doctors Hospital
Capitol Medical Center (restructured)
Angeles University Foundation
University of Sto. Tomas
Manila Medical Services
Computed Technography Center

Note :SCR Account : Foreclosed asset subsequently acquired by another private entity.
RAMM : Risk Asset Management

pereent per annum.

However, the bank experienced a 50
percent failure rate among those who
availed of this credit line. A study
commissioned by DBI in 1982 to as-
sess the factors underlyving these
failures ecnumerated three main causes:
* Under-utilization ot services.  The

cight hospitals studied  failed  to

generate utilization required to fund
operations and retire debt.

* Fatlure to build etfective organiza-
tions. The distressed hospitals
studied failed to build organizations
that could generate patients (e,
medical statf members who could
bring in patients) or the requisite
support statt who could protes-
sionally operate the facilities thereby
enhancing service.

* Relative overborrowing. All the
cight hospitals studied had out-
standing debts ranging from one
million pesos to more than 12 mil-
lion pesos. Al were adjudged to
have overborrowed “relative to
cither their current or short term
potentials, relative to what (was)
necessary to service patients and
remain competitive, and relative to
the financial mix of their equity and
debt”.

The window was closed in 1985 due to
asevere fund shortage. The School
and Hospital Development Projects
Department of the DBP, which was
primarily tasked to manage the school
and hospital loan windows was itself

machninery & equipment acquisition.

Type Purpose Rate Status

Corp. Mach. & Equip. 26% new under RAMM

Sole Prop.  Const. of Bldg., Mach. & Equip.  14%/16% old acct.

Corp. Const. of Bldg., Mach. & Equip.  14%/16% old acct. [

Sole Prop.  Mach. & Equip. 16% old acct.

Corp. SCR Acct. 21% old acct.

Corp. SCR Acct. 21% old acct. |

Corp. Const. of Bldg,. 26% new under RAMM j

Corp. Const. of Bldg. 10/9% old acct.

Corp. Mach. & Equip. 29% new under RAMM

Corp. Mach. & Equip. 17% new under RAMM?*

Corp. Bldg. / Mach. &

Corp. Mach. & Equip. 25% new under RAMM |
Two interest rates : Rate application depnds on purpose; rate is usually lower for building construction than

*Rate fixed for two years, repricing 8/91.

subsequently abolished when the bank

was reorganized in 1986, At present,

hospitals have to compete for DB
financing just like any other industrial
enterprise under terms which cannot
be considered concessional. Table

15 shows the current status ot DBI”s

hospital accounts.

* The same thing is true with commer-
cial banks. Inquiries with the
Central Bank indicate that there is
no requirement for commercial
banks to open special loan windows
for hospitals. Aninterview with a
commercial bank officer confirmed
this. Loan applications from hospi-
tals undergo the same evaluatoon
process as any other commercial
loanapplication.

This theretore Jeaves S55 as the only in-

stitution which offers a financing pro-

granmt tor hospitals. Under the

guidelines of this program, loans shall

be available to eligible borrowers for

any ot the following purposes:

* Construction ot new hospital build-
ings

¢ Completion or improvement of ex-
isting buildings

* Acquisition or repair /upgrading of
hospital equipment and machinery.

However, in practice, loans are
granted only for the purpose of ex-
panding or improving existing
facilities and for the procurement or
repair of machinery . The loan evalua-
tion officers interviewed consider lend-
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. ing money to newly established health

care institutions as too risky.

The loan window is open o all
categories of hospitals who have
demonstrated viability and whoare
not delinquent with respect to their
5SS, Medicare and ECC contributions.
The amount of the loan is limited to 30
percent of the total project cost or 80
percent of the appraised value of the
property ottered as a collateral,
whichever s lower.

Where the loan is tor the purchase ot
machinery and cquipment, the amount
shall not he more than oo percent of
the value of the machinery and equip-
ment.

Allloans under the prograny carry
an interest rate ot 18 percent tthe rate
was increased trom 1o percent i Apnl
1991, with the S5 reserving the right
to review the rate at the end ot the
tenth vear. The prowected cash tlow of
the project determines the tenor ot the
loan but this shall not be more than
twenty vears, mcluding a grace period
ot three vears on principal trom the
first release on the loan.

Although the revolving tund allo-
cated for this program is pegged at 300
million pesos, Table lo indicates that
the tund is replemished whenever it
repisters a detiait. The cething imposed
on the program appears just to signal
the need {or o decision of the 855
board to allocate funds tor replenish-
ment. Table 17 shosws the current
status ot accounts under the hospital
Hnancing program
o In 1984, the Emplovment Compensa-

tion Commussion (FCC) opened a

loan window to tinance the pur-

chase of medicines and equipment
as well as the repair and expansion
ot existing tacilities. A revolving
tund ot 100 mitlion pesos was set
aside tor this program and toans

were ottered at aninterest rate ot 19

percent with a pavback period ot 18

months. Fiftv-one hospitals availed

of this tund using up less than 20

million pesos. The loan window

was closed in 1986 and the manage-
ment of existing accounts was taken

over by the 555,

LRI Status of SSS Hospital Financing, May 24, 1991

Initial Revolving Fund

Less Approved Loans

Angeles Univ. Foundation Medical Center

AUF Medical Center (additional)
Makati Medical Center

Makati Medical Center (additional)
De La Salle University Medical Center

Riverside Medical Center
Medical City General Hospital
Capitor Medical Center

Manila Doctors Hospital
Perpetual Help Medical Center
Davao Doctors Hospital

Balance

Less Pending Loan Applications :

F.M. Cruz Orthopedic & General Hospital

St. Luke’s Medical Center

Dr. Jesus C. Delgado Memorial Hospital

Medical Center Manila
Holy Child Medical City

Cotabato Med. Specialist & Emergency Ctr.

The Doctor’s Clinic & Hospital

Deficit under Initial Revolving Fund

Angeles City, Pampanga
Angeles City, Pampanga
Makati, Metro Manila
Makati, Metro Manila
Dasmarinas, Cavite
Bacolod City
Mandaluyong, Metro Manila
Quezon City

Manila

Las Pinas, Metro Manila
Davao City

Valenzuela, Metro Manila
Quezon City

Quezon City

Ermita, Manila

Midsayap, Cotabato
Cotabato City

Koronadal, South Cotabato

Additional allocation under S5S Res. No. 107
Unallocated Fund

The Private Medical Sector in the Philippines

This brief review of hospital tinancing,
sources reveals a long standing recog-
nition by povernment - particularly the
government tinancing institutions - of
the need to provide development
financing tor private hospitals inorder
to enhance the growth of the health
care industry and to encourage the dis-
persal of services to the provinees,
However, the deep recession that was
experienced in the mid-cighties not
only led to severe tund scarcities on
the part of tinancing institutions but
also to wholesale business tailures.

Mo heavily indebted and poorly
Hanaged hospitals went under, there-
by reintorcmy, decisions to close down
loan windows on the industry.

The subsequent recovery after 1986
did not see the resumption ot these
financing programs, leaving only the
5SS with a concessional loan window
devoted to hospital development. But
not evervbody knows about this pro-
gram. The primary and secondary
hospitals interviewed indicated that
they were not previously aware of the
SSS loan window. Considering that

300,000,000

25,000,000
10,000,000
30,000,000
20,000,000
15,000,000
13,000,000
40,000,000
28,000,000
50,000,000
20,000,000
21,378,000 272,378,000

27,622,000

5,000,000
20,000,000
5,000,000
50,000,000
2,500,000
7,700,000
5,000,000

95,200,000|
-67,578,000]

200,000,000
132,422,000,
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Status of Accounts under the SSS Hospital Financing Program, April 30, 1991

Year/ Borrower

1987/ Angeles
University
Foundation
Medical Center

1988/
Makati
Medical
Center

1989 / Angeles
University
Foundation
Medical Center

1989/
Makati
M :dical
Center

1989/

De La Salle
University
Medical Center

1990/
Riverside
Medical
Center

1990/
Medical City
General
Hospital

1990/
Capitol
Medical
Center

1990/
Manila
Doctors
Hospital

1990/
Perpetual Help
Medical
Center

1990/
Davao
Doctors
Hospital

*Equipment acquired subject to verification.

Amount in Bed Gross Revenues Profit

Million Pesos Capacity in Million Pesos  in Million Pesos
Approved Released Before After Before After  Before After
Loan Loan Loan Loan Loan Loan
25.000 25.000 0 125 43500 48.400 7.400 8.200
30.000 30.000 500 586 273.800 306.300 6.400 7.200

10.000 1 000

20.000 18.000 586 613 306.300 329.700 7.200 16.300
15.000 15.000 140 240 24,600 32.600 2.900 4.100
13.000 7.900 200 247 43.428 Expan- 0.542 Expan-
sion sion
40.000 21.450 257 350 87.678 Expan- 3.656 Expan-
sion sion
28.000 16.114 178 227 68.736 Expan- 2,685 Expan-
sion sion
50.000 40.500 200 400 93.146 Expan- 1.753  Expan-
sion sion
20.000 13.950 1 190 17.154  Expan- 0.772  Expan-
sior. sion
21.378 -— 150 200 53.900 Expan- 2300 Expan-
sion sion

Project to be financed

Building
construction
and equipment
acquisition.*

Building
construction
and equipment
acquisition.*

Additional

loan was due to
project cost
overrun.

Building expansion
and acquisition of
polydiagnostic cardio-
vascular equipment.

Hospital annex
construction and
equipment
acquisition.*

Building
construction
and equipment
acquisition.*

Building
construction
and equipment
acquisition.*

Buiiding
renovation

and equipment
acquisition.”

Hospital annex
construction and
equipment
acquisition.*

Building
construction
and equipment
acquisition.*

Hospital
expansion

and acquisition
of CT scanner.
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the secondary hospital is in Metro
Manila while the primary hospital is
only fifty kilometers south of the city,
it would therefore not be surprising to
find many of those situated farther
away to be just as uninformed.

Thus the credit environment taced
by private hospitals appears to be one
which is characterized by fund scarcity
and relatively high interest rates as
hospitals are mostlv lett to compete
with other industries in the commer-
cial loan market. The scarcity becomes
more acute in the provinces where
financing facilities are meager and
where information on tinancing
programs by government financial in-
stitutions is slow to trickle down.

The Demand for Credit. An cffort to es-
tablish a picture ot hospital demand
for credit was made in the course of
the interviews with hospital owners
and administrators. As mentioned car-
lier, four hospitals were interviewed: a
tertiary hospital in Metro Manila, a ter-
tiary teaching hospital in Laguna, a
secondary hospital in Metro Manila
and a primary hospital in Cavite. Of
the four, three availed ot loans from
financial institutions to a signiticant ex-
tent. The credit experience of cach will
be discussed in turn to give a sense of
the demand profile of the industry.

The tertiary lmspllnl in Manila has
48.1 million pesos inlong-term debt:
40 million pesos from the SSS hospital
financing program and 8.1 million
pesos in mortgage loans from the
GSIS. The loans were used to finance
the construction ot an additional wing,
and the purchase of new equipment.
They also availed of lease purchase
financing schemes offered by bank-af-
filiated financing companies tor the ac-
quisition of equipment considered to
have high potential for revenuce genera-
tion such as the 2D echocardiogram,
ultra sound machine, cte. These
schemes were availed of at a time
when the hospital was not vet generat-
ing enough revenue to fullv finance ac-
quisition. There are no plans to
finance present acquisitions through
this line because of the relatively high
interest rate charged (up to 30 percent).

The tertiary teaching hospital in
Binan, Laguna is part of a satellite sys-
tem of hospitals controtled by a tamily
of doctors and hospital administrators.
The conglomerate consists of a hospi-
tal each in Manila, Pangasinan, Las
Pinas and Laguna. The hospital in
Binan was purposely established to ser-

‘o the credit
environment faced by
private hospitals... is
characterized by fund
scarcity and relatively
high interest rates...
hospitals are mostly
left to compete with
other industries in the
commercial loan
market. The scarcity
becomes more acute in
the provinces where
financing facilities are
meager and where
information on
financing programs by
government financial
institutions is slow to
trickle down.”

vice the adjacent medical and nursing
schools which the family also owns.
As a teaching hospital, it is registered
as a non-profit institution as required
by law. This allows the said entities to
enjov tax and duty free privileges.

The hospital was established in
1977. Although a significant amount
of the start-up capital consisted of ad-
vances from the stockholders (the land
was owned by the family) as well as
loans from other hospitals in the con-
glomerate, the greater portion was
financed out of a 4 million pesos DBP
loan at 12 percent interest. Since the
medical and nursing schools generated
cnough funds to subsidize the opera-
tions of the hospital, there was no need
for subsequent financing until 1986
when 100 million pesos had to be
raised for the rehabilitation of equip-
ment. The owners were able to
generate the amount through loans
from private banks and the ECC.
School revenues and improved
management practices introduced by a
son who finished graduate studies in
hospital management abroad have
since then kept the hospital and school
svstem relatively profitable and liquid.

The secondary hospital in Metro
Manila is owned by a religious order.
They also used to runcit until losses
prompted them to turn over manage-
ment to a private management group
(MG). The management contract re-
quired MG to put up 15 million pesos

for operating capital in addition to
paving a fixed rental fee. The contract
is good for 10 years, renewable for
another 10 vears, at which time MG is
supposed to bring in another 15 mil-
lion pesos.

However, MG subsequently found
it necessary to put up an additional 45
million pesos for the renovation and
expansion of doctors” offices. All of
these were recorded as advances by
MG whose owners had other lines of
business which generated surplus
funds and allowed access to financing
sources. The share of MG in the ex-
pected profits was not revealed.

To further reduce costs, MG applied
for a change in category trom tertiary
to secondary, citing the inadequacy of
their facilities in certain areas. The
recent approval of their application
now allows them duty-free import of
thor equipment and supplics.

The primary hospital in Cavite is
owned by a medical practitioner
(single proprictor). He put up the
hospital in 1985 using savings
generated from his private practice in
addition to revenues generated trom
the sale of family-owned farm land.
This was augmented by an agricultural
loan of 70,000 pesos from a rural bank
(at 15 pereent interest). Although the
recorded project cost was 500,000
pusos, the owner estimates the actual
cost to be much more since labor was
provided almost free by former
patients and some equipment was ac-
quired free or for a pittance from more
established colleagues.

He has not availed of financing, since
then. Subsequent equipment acquisi-
tions were tinanced through savings or
were donated by relatives and friends
abroad as well as by grateful patients.
In fact he is extremely reluctant to bor-
row even for much needed equipment
because of the very uneven income |
stream of the hospital. He cites this as
the greatest deterrent to upgrading his
facilities.

These hospital owners, having been
survivors of the recessionary vears in
the middle cighties appear to display a
great degree of sensitivity to cconomic
indicators that may atfect their bottom
line performance. For instance, both
provincial hospital owners expressed
concern about the price of oil being,
sticky upwards as this not only in-
creases their input costs but it also ,
dampens demand for health care ser-
vices as increased transport costs make |
hospital visits less atfordable.
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Thev were unanimous in saving that
high financing costs and the scarcity ot
credit lines have had a signiticant nega-
tive etfect on their willingness as well
as on their ability to expand. Itakso ap-
puears that the high tathore rate of debt
laden hospitals mthe erzhties have
taught these survivors to be wary ot
the risks involved massuming o heavy
debt burden.

Only one hospatal avatled of the
lease purchase schemes onequipment
acquisition oftered by some tinancing,
compantes. Others worry about
making the mortgage pavments on
these schemes because ot the high -
terest rate: Bven the hospital which
availed did <o onlv to acquire those
pieces of cquipment svith an expected
high revenue vickd, at a time when
money tor them was tight. However
all exceptone expressed mterest m g
more attordable leasing or lease pur
chastng scheme especallvat accom-
panied by aservicmg aareement The
sole exception was the primary hospi
tal owner who seemed overly con
cerned about his unsteadyv imcome
stream,

None of those imterviewed appeared
to have percerved anv peographical

“The picture of the
health care industry
that emerges is one
wherein government
has a large presence in
terms of service
delivery, and there is a
complete and modern
set of laws regulating
private practice.
“With...decentraliza-
tion... it is expected
that [the govermment’s
rolefwill alter
substantially and Hiat
[the government|... can
provide more
meaningful requlation
when its role in service
Jrrovision is greatly
reduced.”
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bias m the credit conditions imposed
by tinancial institutions. Those
situated in the provinees lamented the
lack ot incentives tor locating outside
the Metro Manila area. The primary
hospital owner in particular decried
the fack of information on available
credithines and the imaccessibility of
credit tactlities to small hospital
owners in the provinees,

In summary, the avatlability ot
credit for hospital construction and
operation may be an impaortant bot-
teneck mseveral wavs Fiest, hospi-
tals are teprcalle timanced personally
by phvaicians Thus they tend to be
undercapitalized and manv are persist-
enthv dose to timancal tailure (Inter-
care TIST Second, madequate or ey
pensive capital mav be partially
responsible tor the proliferation ot
small sigle-proprictor hospitals in the
private sector. Investigation by the
study team mdicates that there have
been concessional credit imstruments
created tor private hospitals and
schoals i the past tprimiartly i the
19705, 1 response to the creation ot
the Medicare systemn through the
Government Service Insurance Svs-
tem, the Sodial Security System, and
the Development Bank of the Philip-
pines (DB The general experience
with these loans was negative, and
fund shortages at the subsidized inter-
est rates limited the volume of foans.
DBI” construction loans, tor example,
carricd nominal interest rates of 12 per-
centwith a 20-vear term and a S-vear
grace period on repaviment of prin-
cipal. Equipment loans had a 19 per-
cent rate, and a 1 3-vear term that in-
cluded a 3-vear grace period. The
failure rate among hospitals using this
concessionary window was 30 percent.
Ot the institutions ottering conces-
sional loans in the past, onlv the Social
Security Systenustill does, although it
limits loans to existing mstitutions
with an established history. In 1484,
the Emplovment Compensation Com-
mission (the worker’s compensation
svstein) opened a sinular tacihity,
Hospitals are also subject to standard
provisions linuting toreign investment
to 4 pereent. Inpeneral, theretore,
hospitals are vither inanced internally
or pav market rates tor credit. Success-
ful private hospitals may gam access
to some subsidized loans, but itis very
unlikely that new hospitals are able to
secure below-market rates on bor-
rowed funds.

Public Infrastructure

Particularty inrural arcas, lack of
clectnicity, water svstems, roads, and
mexpensive communication limits the
size of the market on which medical
tacilities can draw and increases the
cost of constructing and uperating
medical facilities outside ot major
cities: The lack ot infrastructure may
thus contribute to the construction of
smaller, less sophisticated hospitals
than would otherwise be bunlt, wspe-
ciallv in ruralareas,

L tility services in the country leave
alot to be desired 1 many areas in-
cludmg Metro Mamla, water supply
comesaintrequentlv while power
brownouts come otten and unan-
nounced. Hospitals are not exempt.
Infact, thevare not given preterential
treatment evenan terms of rates and
priveity. There are, however, a tew
notable exceptions.

The telephone system does not give
hospitals anv special rates. Govern-
ment entities however are exempt
from subscribed investment plans.

Far power support, private hospi-
tals are classitied by the Manila
Flectric Company (MERALCO) as non-
mdustrial =service. A« such, thevy are
billed at the same level as industrial
servicee lor generation charge ap-
plicable peneration charge per KWH
tor the billing month) and demand dis-
tribution charge (2300 pesos per kw
tor cach kw ot billing, demand). Fow-
cver, thev are billed higher than in-
dustrial service interms ot energy dis-
tribution charge, but thev enjov a 12
percent discount on the combined
demand and energy charge so long as
they are duly registered by the Bureau
ot Medical Services and provided the
metered services serve solely the ener-
pv requirements of the educational in-
stitution and /or private hospital.
Government hospitals enjov preferen-
tial rates below those charged to
private hospitals.

Conclusions

The picture of the health care industry
that emerges is one wherein govern-
ment has a large presence in terms of
service delivery, and there is a com-
plete and modern set of laws regulat-
ing private practice. I'nivate hospital
operators are concerned about the ef-
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fects of the government’s competition
for potentially paving patients on the
development of the industry. Inaddi-
tion, a number of those interviewed
question the wisdom o some ot the
povernment edicts particularly those
dealing with minimum standards for
hospital facilities and personnel. They
view some of the requirements as tun-
reasonable and generallv deter plans
for expansion as these are required to
be made i terms ot defined quantum
jumps instead of more manageable
and atfordable increments. Its eftec-
tiveness as a regulator s stymied by its
own invalvement mservice delivery,
With the decentralization process, it is
expected thatits role will alter substan-
tiallv and that it can previde more
meaningtul regulation when its role in
service provision s preatly reduoeed

With its reduced service defivery
role, the competition it poses with the
private delivery sector is also reduced.
Public sector role can now be tocused
on providing for more public goods,
particularly planning, imtormation and
communication services, standards
and regulations, research and develop-
ment, logistics support and resource
mobilization, et

The industiv presenthy faces relative-
Iv tight credit as the absence of sufti-
cient concessionat loan windows tor-
ces hospitals to compete with other in-
dustrial enterprises tor timancing,
They also will have to make do with
the terms ottered 1 the market. A
single practice or a hospital’s ability to
play in the market is determined by a
steady supply ot clients which in turn
is largely a result of the quality and
price of the services it otters. The prac-
tice which is well-managed will have
an edge. The problems taced by large
and small tirms in the industry are
similar. The ability ot the private sec-
tor to improve management and make
capital investments, in terms of medi-
cal equipment, tor example, can be en-
hanced by a financial and regulatory
environment supportive of such imitia-
tives fsee Box 11 The demand side of
the market is not well-developed to
support the numerous and varied er-
vices oftered by the market. On the
other hand, there isa case tor coopera-
tion and networking amony, private
sector providers, it a more orgamezed
systenvin financing is in place.

Yet, while there is a clear case tor a
re-examination of the current govern-
ment regulatory framework not much
1s known regarding, the current and

[EITKR A Recent Example of Cooperation Between Public and Private Hospitals in Manila

The DOH's recognition ot the shared role that public and private hospitals
plav in the svstem is expressed in the hospital network coneept it launched in
1986, Sharing, of tacilities, exchange of manpower, including consultants, and
pooling ot resources are encouraged to turther achieve cconomies and efficien-
cies inhospital operations.

In the Policy Framework tor the National Hospital Development Plan
tramed in late 19589, the shared role s underscored. The document states that
“the Department of Health recognizes the vital role of private sectors in the
provision ot comprehensive health care ot high guality to all Filipinos.”

Thus, it will st rationalize the development ot public and private hospital
tacilities responsive to the needs of the population. [t will encourage the estab-
lishment or expansion of private hospitals in areas where the bed-population
ratio s below ideal levels: The DO will have as its primary population the in-
digents and the underserved

Sccond, itwill promote and maintain a symbiotic relationship between the
pubhicand private hospitals, characterized by cooperative and coordimated ef -
torts. The networking ettorts will continue. At the same time, government
regulations tor hospitals will be simplitied, iitegrated, and mamtaimed at a
necessary minmum. Regulatory and licensimg agencies will be coordinated; in-
tegrated service conters tor repulation and licensure set up, and licensure
standards developed to assure quality medical care based on satety of the
patient, appropriateness, and effectiveness

Phird, the DOH and the private sector will cooperate towards the enhancee-
ment of the viability ot hosprtals A cost and price mtormation bank will be
developed and disseminated to hospitals as a guade tor tar and just pricing, of
hospital services: Trnovative imancmy, schemes will be set up to enhance cost
recovery, such as third party pavment schemes Also, povernment incentives
will be provided to private hospitals, icluding the reduction and removal of
taxes on hosptal cquipment, parts, and supplies,

Ihe shared role also becomes operative through the Philippane Hospitals As-
sociaton (PHAY which dravws membership trom both the public and private
sector operators While its primary focus is on the private hospitals, 1t also
coordinates the imterests of the public hospitals as well Tt takes anactive inter-
est in standards and is concerned with matters of operational efticiency. The
PHA lobbics tor incentive schemues to support the private hospitals by way of
tax concessions, favorable loans tor capital work and exemptions from some in-
hibiting labor laws. m

ber of issues which could be the sub-
ject of further study:

* How cffective are present regula-
tions in setting standards of quality
and ersuring equity in the delivery
ot health care services?

How can  various  protessional
socicties and provider groups im-
prove sclt-regulatory mechanisms?
What complementaritios can be ex-

potential role tor selt-regulation
among, professional sociceties and
provider groups in the health sector,
The response to the government’s
regulatory role and the perception of
an uneven plaving tield in povern-
ment-private transactions arise trom ¢
monitoring loopholes that enables one
proup or individual to shirk or circum-
vent the rules, While the povernment
canonly respond slow v and inade- plored with  povernment  regula-
quately, self-regulation can provide tions?

the neceded mpetus for market dis- e Should government intervene in the
cipline: Groups actively participating, credit market to promote equity? In
in public decision-making bodies can what manner? To what degree?
enhance and nurture this penultimate One could approach the tirst issue by
private-public linkage with stronger examining the adequacy of the
programs in selt-regulation. regulatory provisions and enforcement
measures. Is coverage ot regulatory

These observations give rise to a num- provisions comprehensive enough?
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Are loopholes minimized? Do enforce-
ment measures or efforts ensure suffi-
cient compliance?

Beyond regulations, the government
can take more positive actions towards
leveling the playing field through
equal tax treatment to education and
health sectors, the provision and fair
pricing of support infrastructure (esp.
power, credit) and the promotion of
greater public-private sector collabora-
tion through more organized means of

paying for health care services. To
summarize the supply-side problems,
most appear cither not to be major bot-
tlenecks to private sector development
or to be perceived as much more
serious than they really are. The two
that are serious for rural facilities and
most hospitals are problems with in-
frastructure and access to credit. Solv-
ing infrastructure problems takes posi-
tive action by government that
benefits all sectors, not just private

| hospitals. Credit problems may be
i more effectively solved on the revenue
(or demand) side than on the supply
side. Hospitals currently qualify for
credit at market rates; problems they
have in servicing loans are related to
the difficulty in paying off loans when
much of their income depends on in-
dividual out-of-pocket payments
rather than more predictable third
party payments. &
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nvironment of the Private Sector -
emand Side

he remainder of this discussion of

findings is devoted toa more

detailed look at the interface be-
tween the government and the private
sector on the demand side of Table 2.
We conclude trom the study that while
there are problems to be fixed on the
supply side and changes to be made in
imcentives and regulatiors that atfect
the structure of the mdustry, many of
the desired changes (e, improved ac-
cess tocredit and helping the private
sector move a primary hospital model
to a secondary or tertiary model) re-
quire attention to demand-side issues.
On the demand side, the government
most directly affects the private sector
through competition from government
services for paving patients and
through the Medicare system, as will
become clear in this section.

Demand by
Individuals

Coverage of and Subsidies to Indigents

The most recent spending figures indi-
cate that 43 percent of all health care
spending is out-of-pocket spending on
private poods and services. How do
pgovernment interventions affect this
part of the market? First, through
protection of consumers by regulating
the services that are delivered, by as-
sisting people unable to pav for
private services, and by giving con-
sumers recourse against malpractice.
Government intervention in these
areas is minimal.

As for indigents, they are protected
primarily by dircct service delivery by
the government. By law, public hospi-
tals are expected to allocate 70 pereent
of their authorized bed capacity for

charity patients, 20 pereent for
Medicare patients, and 10 percent for
pay patients. Private hospitals, on the
other hand, are expected to allot at
least 10 percent of their authorized bed
capacity for charity patients, 20 per-
cent tor Medicare patients, and 70 per-
cent tor pay patients.

To enable private hospitals to serve
charity patients, there is a legal
provision allowing them to claim in-
came tax deductions for services
rendered to emerpency patients who
are unable to pav their medical bills.
However, this provision has never
been implemented by the Bureau of [n-
ternal Revenue. As a safeguard,
private hospitals tvpically demand a
deposit before extending the needed
services to emergency patients. Inad-
dition, a small allocation is provided in
the public budget to pay for charity pa-
tients in private hospitals who do not
have access to a public hospital at the
time they need care. Interviews with
private hospital owners suggest that it
is so difficult to obtain this money that
itis rarely requested or distributed.

Competition from Government

Thus the major role the government
plays in reducing costs to indigents is
through free provision of its own ser-
vices. However, to what extent does
this approach target subsidies well, or
is its main effect to create competition
with the private sector for patients
who could pay for their care? Figure 8
shows use of two tvpes of government
facilities, hospitals and rurab health
units (clinics), along with combined
use of private hospitals and clinics by
income group. Because these income
groups are not of equal sizes, the
proportion of the population in each is
shown by the bars at the bottom of the
graph. The graph shows the percent-
age of households in cach income

group that reported using the specific
tvpe of facility in the previous vear.

One way to look at the graphis to
note that the percentage using private
facilities rises as incomes rises, while
use of public facilities decreases. How-
cver, for our purposes there is elearly
considerable leakage of public spend-
ing, especially public hospital spend-
ing, to houscholds in the upper income
brackets. In the top bracket alone,
about 20 pereent used free government
clinic services from rural health units,
and 30 percent used public hospital
services, Hospital services are less like-
Iv to be completely free of charges (for
example, the high-income groups are
more likelv to use Medicare or private
wing services), but thev are heavily
subsidized for all. Private hospital
owners complain that the public sector
competes unfairly for the higher in-
come patients by subsidizing services
for them.

Public Sector
Financing and
Demand -- Medicare

The single largest health financing
mechanisn in the country other than
the DOH is the Medicare Program.
Through it, public financing through a
payroll tax is linked with private
provision of health care, both goods
and services.

The Medicare program is a compul-
sory health insurance scheme that was
established by Republic Act (RA) 6111
in August 1969, The Medicare Pro-
gram was implemented starting
January 1, 1972 with the creation of the
Philippine Medical Care Commission
(PMCO).
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PMCC serves as the policy-formulat-
ing and coordinating body for the pro-
gram while the Social Security System
(5S5S) and the Government Service In-
surance System (GSIS) are mandated
to collect and remit pavments for
private company employees and estate
emplovees, respectively. Currently,
IPMCC is under the supervision of
DOLH.

As of 1990, Medicare covered 235
miltion Filipinos, or 38 percent of the
total population. Ot this, about 16.8
million were served by 855 while the
balance of 6.7 million were under
GSIS. There were a total of 4.6 million
Medicare members (e, excluding de-
pendents and retireess as of 1489, or
about 20 percent of the estimated 218
million people emploved for the vear.

Currently, Medicare provides tor in-
patient benetits utilizing a vast net-
work ot public and accredited private
hospitals. From 1972 to 1990, the rate
of availment (e beneficiaries
served total voverage x 100 tor the
total Medicare program averaged 6.45

purcent: SSS at 5.36 percent and GSIS
at 10.36 percent.

I 1990, benetits paid by SS5 and
GSIS totalled 710 million pesos and
+2 million pesos respectively.
Medicare support values (i.e. propor-
tion of total hospitalization expenses
paid for by Medicare) have failed to
reach the targeted 70 pereent. It is es-
timated that average support values
have ranged from 32 to 49 pereent, the
latter experienced in 1989 and the
highest recorded support value so tar
(1991 benefit increases have not vet
been analyvzed interms of support
value provided).

In the health care sector, Medicare
provides an opportunity tor risk-shar-
g, [thas helped widen the access to
health services by giving its members
the necessary tunding support for
hospitalization needs.

The Medicare system reimburses in-
patient services in both the public and
the private sectors, Judging from the
imformation in the previous two
tipures, Medicare had a tremendous

[GITIEXR Use of Public and Private Medical Facilities, 1987 National Health Survey
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impact in facilitating the expansion of
the private hospital sector after 1972,
but the expansion has not continued.
Between the late 19705 and the mid
1980s, Medicare’s reimbursement
levels were allowed to fall to an
average ot considerably less than 40
percent of a typical hospital bill, and
membership prowth stagnated. After
1986, efforts to reverse these trends
may now begin to toster growth in the
private hospital sector again.

To investigate the impact of
Medicare on the cconomic signals
received by hospitals, Medicare claims
data for 1990 from the Social Security
System were matched to a list of
public and private hospitals obtained
from the THospital Licensing Bureau of
the Department of Health, This match-
ing has never been done before. Tt indi-
cates some strange geographical and
hospital-specttic patterns of disburse-
ments that suggest extreme distortions
in cconomic and medical behavior for
some physicians. Such distortions
aside, the data also reveal systematic
cconomic incentives created by reim-
bursement rules that appear in prac-
tice to tavor small primary care hospi-
tals.

The list of hospitals contain the en-
tire population ot aceredited public
and private hospitals in 1990, and the
claims provided by the Social Security
System are supposed to include all
payments made, by hospital, in 1990,
on behalf of all private sector
employees who were cligible for the
Medicare benefit. It does not include
public scctor employees, whose claims
are administered by a separate agency.
There are 1,765 hospitals in the
database, including 1,168 private and
597 public. Bed capacity ranges trom 5
to 2000. 1,304 of the hospitals had
claims with the Social Security System
in 1990. The average number of claims
per hospital was 458, ranging from noe
claims up to 11,201 claims for one
hospital. The average value of claims
per facility for the yvear was 270,372
pesos about $10,399 @226 pesos /ULS,
dollar), ranging trom 110 pesos to
8,549,604 pesos. To standardize on the
size of the hospital, a more usctul
statistic is the number and value of

+ claims per bed. Hospitals had an

average of 15 claims per bed, with an
average value of 6,703 pesos per bed.
The number of claims ranges up to 622
claims per bed; the value of claims ran-
ges up to 109,563 pesos per bed.

The distribution of these two statis-
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tics across hospital types provides an There are six rows in the graph. The
indication of the incentives faced by top three rows refer to government
hospital owners. Figure 9 and Table 18 | primary, secondary, and tertiary hospi-
| display descriptive information on tals, respectively. The bottom three
! claims per bed (the graph climinates refer to private primary, secondary,
the outliers above 161 claims per bed ard tertiary hospitals. Each row is
to make the graph more readable). composed of a scatter plot, in which

each vertical slash represents one ob-
servation or hospital. Above the scat-
ter plot is a syringe-like box-and-whis-
kers graph that displays the distribu-
tior. The line inside the box shows the
50th pereentile of the distribution -- the
halfway puint. The left and right sides

| Pesos, 1990
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25th 50th.
Type Number Mean  Percentile  Percentile
Government Primary 81 9 1 3
Secondary 216 2 0 1
Tertiary 99 3 1 2
Private Primary 482 23 4 13
Secondary 298 16 3 8
Tertiary 119 15 6 1
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of the box show the 25th and 75th per- | the width of the box. Observations [ allowed to keep the professional fee
centiles (see Table 18 for the exact beyond these lines, or whiskers, are portion of the Medicare reimburse-
numbers using the whole sample), so considered to be outliers. i ment. The low claims may retlect that
the width of the box accounts tor 50 The first piece of information shown ' relatively tew Medicare beneficiaries
percent of the observations in the cen- in Figure 9 is the relatively low level —© use government hospitals. On

ter of the distribution. The lines of claims activity in government hospi- | average, however, government

. - . ! . .
emerging from the box are 1.5 times tals despite the fact that personnel are ' primary hospitals tend to make more

‘7 [i} Value of SSS Medicare Claims per Bed in Government and Private Hospitals; by Prlmary, Secondary, and Tertiary
Classification, in Pesos, 1990
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25th 50th 75th
- Type Number Mean  Percentile  Percentile  Percentile
| Government Primary 81 11 $9 $28 $115 |
Secondary 216 $55 $18 $44 $110
Tertiary 99 $81 $18 $49 $96
Private Primary 482 $316 $57 $194 $429
Secondary 298 $331 $66 $181 $464
Tertiary 119 $455 $160 $375 $623
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claims per bed than do secondary or
tertiary hospitals. As is shown in the
bottom three rows, the private sector
makes many more claims per bed on
average at every level, but primary
hospitals again exceed both secondary
and tertiary hospitals in the number of
claims per bed. Primary hospitals tend
to have lower occupancy rates in both
the public (Solon et al. 1991) and
private Untercare 1987) sectors, so the
high average claims rates for these
smaller hospitals are the reverse of
what might be expected based on oc-
cupancy rates alone.

Figure 10 and Table 19 show the
peso value of claims per bed for 1990.
The upper limit is tixed at 47,278 for
readability, although this limit
climinates the extreme outliers. The
figure provides information that is con-
sistent with the Figure 9. Government
hospitals treat relatively few Medicare
patients (or are not careful to process
claims for thenm and the value ot these
claims is relatively low. The mean
vatue of claims for the taree types of
government hospitals is very similar.
The average claim in private hospitals
is much higher, and the range is wide
at cach level of hospital. The average
value of claims for private primary
and secondary hospitals is similar,
with almost the same range. The
average claim in tertiary hospitals is
much higher, but the range is very
similar to that for the smaller hospitals,

The Medicare reimbursement sys-
tem explicitly provides for higher rates
of reimbursement for secondary and
tertiary hospitals relative to primary
hospitals. [t also distinguishes be-
tween regular and catastrophic cases.
Thus one would expect to see that the
revenue per bed would be substantial-
ly higher in secondary and tertiary
hospitals relative to primary care
hospitals, but it is not. [t appears that
primary hospital owners are able to
achieve almost any level of revenue
per bed that they desire, despite rules
that provide chem with lower reimbur-
sement prices.

*The Medicare system thus creates an
important cconomic incentive. A
proprictor of a hospital scems to be bet-
ter off as a claimant against Medicare
to own a small, relatively inexpensive
primary hospital rather than investing
in a more capital-intensive and sophis-
ticated secondary or tertiary level
hospital. Does this incentive help to
explain the commonly observed
proliferation of small single-proprietor

. [GITMEXE] Average Size of Public and Private Hospitals, 1972 to 1390
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private hospitals, often in the same
neighborhood, all over the country?
Many observers have wondered why
these small hospitals do not combine
into larger secondary or tertiary hospi-
tals that can offer more sophisticated
services. Obviously we have a pos-
sible explanation, although it will be
only one of a number of possible causa-
tive tactors and requires more sophusti-
cated analysis betore strong statements
about it can be made.

A possible reflection of this incen-
tive is the smaller average size of
private hospitals relative to public
hospitals, as shown in Figure 11, The
size of private hospitals has also been
decreasing since 1972 despite higher in-
comes, vast changes in hospital tech-
nology, improved credit markets, im-
proved transport and communication,
urbanization, and the fact that
Medicare reimburses using cost-based
formulac. All of these factors would
be more consistent with consolidation
of private hospitals than with disin-
tegration of them. The fact that we ob-
serve the opposite is further cir-
cumstantial evidence that the
Medicare reimbursement system
creates extreme incentives of the types
sugpested in this section.

Findings of the HMO Tie-Up

In 1989, the PMCC embarked on an ex-
perimental HMO-Medicare tie-up
aimed at providing HMO-type
benefits(outpatient and higher in-
patient benefits) to Medicare members
at the prevailing Medicare premium
rates. Under the program, the two so-
cial security systems (555 & GSIS) con-
tinue to collect the participating,
members” premiums, but remit these
to the participating HMOs after
deducting for administrative costs.

60

1972

l 1983

11990

80100 120 !

The HMO will arrange for and/or
render services directly to these
beneficiary-menibers. Membership
was voluntary but limited to Metro
Manila. Catastrophic cases are
reverted back to the regular Medicare
program. PMCC enters into the agree-
ment with the private company,
monitors service performance and
render assistance as requested, while
the participating FHINOs are respon-
sible for program marketing,.

The program was offered to the in-
dustry. Only two HMOs joined the
program. They both offered similar
packages with some variations in
benefit ceilings and co-payments. By
August 1990, there were 173,469 mem-
ber-participants, excluding their de-
pendents. After a February 1991
evaluation, membership was frozen as
administrative problems were ironed
out. After a second evaluation in 1992,
the program was terminated. Program
resistance was strongly felt from the
two systems. Administrative bot-
tlenecks, from the confirmation of
membership status to the remittance of
premiums to the HMOs, proved un-
wieldy. While there were no claims
processing involved between the two
systems and providers, the confirma-
tion of membership status took just as
long. While the benefits offered were
clearly more than the regular program,
and support values were higher,
utilization by members was lower than
that of the regular program and
marketing efforts were considered in-
adequate. HMOs were seen to attract
only the low risk groups, thus, con-
tributing to perceptions of windfall
profits for the participating HMOs.

The difficulties encountered by the
HMO-Mcdicare tie-up project high-
light the nature of the problems tikely
to be encountered in programs that

t
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LELIEYAN Government Purchases as a
Percentage of Hospitalsand |
Total Pharmaceutical Sales |

Percent Percent :

of of Total |
Hospital Pharmaceutical
Sales Sales |
|
1981 27.7 6.4
1982 27.7 6.6
1983 30.1 58!
1984 253 43,
1985 26.5 39
1986 25.0 29 |
i 1987 32.3 39’
1988 311 4.3 !
1989 36.2 6.0
1990 34.4 6.0!

use public financing mechanisms for
private delivery of services. Morcover,
the program showed the potentials for
expanded Medicare benefits, at
present costs, and further public-
private sector collaboration. Before its
termination, more companies ex-
pressed their interest to participate in
the program.

Non-Medicare Sources of Demand

In many countries, the public sector
has little experience contracting for ser-
vices from the private sector. How-
ever, in the Department of Health,
there is considerable experience tender-
ing for pharmaceuticals from the
private sector, and hospitals have ex-

¢ perience contracting for a variety of

[ AELIYOR Sales of Pharmaceuticals in Current Prices 1981-1990 (in Million Pesos)

1981 1982 1983 1984 1985 1986 1987
Hospitals
Private 5584 6438 5734 6436 7253 6453 8556
Government 213.5 2472 2345 2180 2620 2158 3604
Total 771.9 8910 8079 8616 9873 861.1 1216.0
Drugstores
Manila 1248.2 14500 16757 2101.6 27725 31225 38195
Luzon 549.1 590.1 8019 1u883 15159 1762.1 21825
Visayas 4446 509.0 5283 5565 8057 9309 1160.8
Mindanao 303.1 3111 3621 5051 5893 7245 9457
Total 2545.0 28602 3368.0 42515 56834 65400 81085
Grand Total 3317.0 3751.0 41760 5113.0 6671.0 7401.0 9325.0

services from the private sector, includ- |

ing specialist physician services.
There is probably scope for increasing
the use of this mechanism. Yet, while
there is experience with many forms of
contracting for private services, the ex-
tent of the practice, its scope, and the
forms it takes have not been quantified.
The more obvious linkagge of the
public sector with the private health
sector is the purchase of services, sup-
plies and pharmaceuticals from
private tirms. Government demand
for goods from the private health sec-
tor is indicated by government pur-
chases of pharmaceuticals as shown in
Table 20. Sales to government in-
creased by around three hundred per-
cent in nominal terms over the past
decade: from 2135 million pesos in
1981 to 858.9 million pesos in 1990, 1t
makes up from 25 pereent to 35 per-
cent of total hespital sales and from 3
percent to 6.6 pereent of total phar-
maceutical sales. Table 21 shows how
the share of government sales has fluc-
tuated within these ranges over the
past ten years.,

Private Insurance
and Employer-Based
Plans

Except for Medicare, third party pay-
ment is not well-developed as a financ-
ing mechanism. Private health in-
surance (including HMOs) payment is
estimated to account for less than one
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Growth
1988 1989 1990 85-90
10409 12298 16345 1254%
470.8 698.5 858.9 227.8%
1511.7 19283 24934 152.5%
4504.2 46369 54793  97.6%
2348.0 22415 30648 102.2%
1449.9 1657.6 1821.6 126.1%
10745 10519 13695 132.4%
9376.6 95879 117350 106.5%
10888.0 11516.0 14229.0 113.3%

I percent of health care expenditures.

| But the health insurance industry 15

| one sector where private development
| prevails. On the supply side, its
development is shaped by the financ-
ing and regulatory climate. From the
demand side, its growth and prospects
are largely functions of the develop-
ment of employer-provided benefits
and its interface with Medicare and
other health care providers, particular-
ly hospitals.

The Private Health Insurance Market and
Regulatory Environment

The private sector in the health in-
surance market is currently composed
of commercial indemnity health in-
surance (1D and health maintenance
organizations (HMOs).

Commercial Indemnity Health Insurance.
Data for 1987 showed that there were
103 companies involved in offering

i health and accident insurance in the
country (Table 22). This latest figure is
iess than the number of companies
operating in 1975. Health insurance is
offered by both life and non-life com-
panies. The industry is dominated by
domestic non-life insurance com-
panies. Group health insurance is the
most common offering and the value
of insurance sold in 1988 ts 2.5 times
that of the value for individual health
insurance. There is no data on enroll-
ment. But data submitted to the In-
surance Commission showed that

! nominal gross premiums grew at an

. average of 20 percent between 1974 to
‘ 1988. Gross risks, representing the
potential amount in benefit payments
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that companies are committed to their
clients, grew at an annual average rate
of 24 percent during the same period.
In 1988, for every one peso earned in
premiums, 51 percent or 0.51 pesos
were paid out as benefits.

The health insurance component of
life and non-life insurance companies
is deemed least profitable in overall in-
surance operations. It is considered by
most insurance companies as

Health Maintenance Organizations. Health
maintenance organizations or HMOs
are relatively new in the Philippine
health care market (Table 23). They do
not only insure members against medi-
cal expenses but they are also com-
mitted to provide members with
preventive or outpatient and inpatient
medical services, from their own

facilities or with contracted facilities.
The actual number of HMOs is in dis-
pute right now, but the figures range
from 12 - 16. The source of disparity
largely lies in the many different types
of HMOs currently operating. There
are investor-based, community-based
and employer-based HMOs. Investor-
based HMOs largely spin from tradi-

d?:’\ff;i?;ﬂ n(;: ;:i;i gteos t(}:ftkl;ﬁio;"f: Number of Companies involved in Health and Accident Insurance 1975-1987
market. Industry sources cite the
small market base, competition, pric- . .
ing and high administraptivc costgas Nonlife Life Total
possible sources of the slow growth of Y Number of
the industry. Regulations are per- car Domes:»- F .82 T ”l Dome§- F .]0 T (; Com-
ceived to be non-responsive to the 1975 tic Foreign ota tic Foreign ota panies
health insurance business per se, as :
these regulations are Iargelr;/ oriented 1976 83 15 o8 7 2 ? 107
to the life insurance business. There is 1977 76 13 89 6 0 6 9
a5 percent premium tax on insurance }?);g gz }g gg ; 8 ; }82
companies. Those interviewed also 1980 76 12 88 7 0 7 95
cite that the regular 30-day grace 1981 81 13 94 7 0 7 101
period for premium payments is rather 1982 6 12 18 3 0 3 21
long considering that sickness may
happen anytime. In addition 1983 78 13 9N 7 0 7 8
ppen anytim ’ 1984 78 13 91 7 0 7 98
provisions on investments favor long- i
term commitments. But short-term ! 1985 79 13 %2 6 0 6 98
liabilities are incurred for health in- - 1986 60 1 71 7 0 7 78
surance and therefore health insurance | 1987 82 12 % 8 0 8 102
companies should be allowed to make |
sh()rt-tcrm invcstments, SOURCE COMMISSION ON INSURANCE
o HMOs : Professionals and Facllities, 1989
Total
Accredited  Hospitals
Doctors in(out- Clinics/ MSUs
. HMO Primary Physician (MM only) side) in MM
i MM
Blue Cross* Arrangements** /8
Family Medicare 11 (18) 2/21
Family Health Care Plan* 21(64)
Fortune Care 10 clinic physicians 94 4/19
Health Care and Development 10 150 19(8) /10
Healthkard Int'l Inc. 17 89 10(2) ‘14
Health Maintenance Inc. 26 app. 400 15(1) 3. 13
¢ Health Plan Phils. Inc. 45 165 13(2) 1/19
i Caphealth (Intercare) 8 156 9(14) /7
Lifecare 32 232 10 /13
; Maxicare 9 135 16 (12) 1/9
! Medicard 19 235 9 8 satellite / 21
Pamana Golden Care 18 (9) 1/16
Philamcare 23 262 16 (12) 5/12
i St. Patrick’s 30 clinic physicians 17 (23) /8
! St. Vincent 8 1/8
Waterous Medical Corp. 12 92 consultants 8(5) 7
*As of 1991,
**Arrangements are made through plan coordinators.
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tional indemnity insurance companies
and/or from hospitals. Emplover-
based HMOs are initiated by big com-
panies and tormed out ot their in-
dustrial clinics. Community-based
HMOs are largely experimental
groups catering to low income groups.
Investor-based HIMOs dominate the
market. The first quarter 1991 figures
showed that the total HMO enrolment
nationwide comprised roughly 97 per-
cent ot the population. The majority of
companies and enrollees are based in
Metro Manila. The provider network
is limited as the common practice is
for HMOs to contract with hospital
providers (Table 23 Outpatient ser-
vices are delivered by a smaller net-
work of statt or salaried clinies. The
number of aceredited hospitals ranges
from 8-19, and trom 1-13 chnics /medi-
cal service units. HMO companies tar-
get corporate clients, although there
are also benefit packages torin-
dividual or tamilv enrollees.

Ot the premuums received in 1988,
between 35-60 percent of revenues of
HMO companies went to medical ser-
vices expense. High administrative
costs ot 20 percent, in addition to 15-20
percent brokers” commissions, are con-
sidered high and indicate certain
market inctficiencies. However, the
capitnl investment requirements, par-
ticularly those related to the estab-
lishment ot outpatient clinics are steep.
In 1991, it was estimated that to setup
one clinic would require 3million
pesos. Operating through the exten-
sive private provider network scems
to b common sense. Industry sources
however report ditficulty in attracting
provider participation. The reasons
given range trom the need to maintamn
independence in clinical decisions to
the administrative burden imvolved in
tracking down and getting reimburae-
ments for FIMO chients, Henee, HMOs
work with existing hospitals and estab-
lish clinics only in strategic arcas, As
such, the intluence of HIMOs in the
cocts ot medical services is minimal,
considering that most HMOS hospitals
and specialists are on tee-tor-service
discounted rates. Except torits out-
patient benetit package, HMOs and in-
surance companies set rates at top-oft
Medicare rates. There is no standard
on premium rates and HMOs do not
normally explain to clients the assamp-
tions used in the rates. They would
normally just compare their prices
with current market costs. There

i seems to be a considerable need for

| I—
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greater rationatization of operations
(marketing, claims processing, utiliza-
tion review, ete)), and provider and
consumer education for the industry
to flourish.

Due toits relatively new entry in the
health care market, HMOs do not fall
under any government ageney’s
regulatory sphere. While life in-
surance companies are under the juris-
diction of the lisurance Commission,
the service delivery and financing com-
ponents of FIMO companies toss them
between the Insurance Commission
and the Department of Health. The
leading HMOs are currently operating
through self-regulation. At this stage,
to enhance the growth of the industry,
public-private sector coliaboration can
undertake informatior and education
campaigns on risk and risk sharing,
concepts for providers and consumers,
A regulatory tramework can lead to
the growth and development ot the in-
dustry ina manner similar to the im-
pact of HINO regulations in the ULS.
However, such regulations need to
take into account the current health
tinancing environment in the country.

Legal Requirements on Employers

In addition to the Medicare program,
the government also mandates
emplovers to provide medical and dis-
ability benefits through the employvee
compensation program. In 1989,
Medicare members in Metro Manila
were oftered an experimentalt HMO-
Medicare tic-up program on a volun-
tary basis. Inaddition, supplemental
health benefits may be provided
through company self-insurance or
through a private insurance company
or HIMO. Their provisions are largely
ottshoots of collective bargaining
agreements or, in tinms without

“On the demand side,
the government most
directly affects the
jrrivate sector through
competition from
governmment services
for paying patients
and through the
Medicare system....”

unions, through some owner-worker
CONSENSUS.

Employee coverage is commonly
noncontributory; while premiums for
dependents are shared between
employed and employer. The
deminant practice, as identified by
various collective bargaining agree-
ment (CBA) surveys, is group
hospitalization coverage. HMO-type
benetits remain unaffordable to a large
number of emplovers. Corporate ar-
rangements with hospitals are popular
as they do not entail admission deposit.

The Employees Compensation (EC) Pro-
gram. The Emplovees Compensation
Commission was established by
Presidential Decree (PD) No. 626
which took etfect on January 1, 1975.
ECC replaced the old Workmen's Com-
pensation Commuission. ECC is o com-
pulsory social insurance scheme that
gives tax exempt benetits to employees
(or their dependents) for work-related
disability or death. ECC benefits come
in the torm ot (a) cash income in the
case of disability or death (b medical
and related services for injury and sick-
ness and (¢) rehabilitation service in
case of permanent disability.

Administratively, FCC operates like
the Medicare program. ECC is the
policy formulating body and is super-
vised by Department of Labor and
Employment (DOLEY SSS and GSIS
sere as the collecting and claims
processing / paving instrumentalities.
Unlike PMCC which sources its institu-
tional budget from the national govern-
ment, ECC s dependent on 858 (60
percent) and GSIS (40 percent) for its
institutional budget.

ECC coverage is compulsory tor all
employees who are not over 60 years
old. An employee bevond 60 vears old
may also be covered if he had been
paving contributions before 66) and has
not been compulsorily retired.

As of 1987, ECC covered about 12.2
million workers, of which 109 million
are 555 members. Total ECC coverage
for 1987 represents about 21 pereent of
the Philippine population. ECC con-
tributions are paid entirely by the
employer unlike Medicare where the
emplovee shares 50 percent of the
premium. Private emplovers pay a
maximum ot 10.00 pesos a month, the
government 30.00 posos.

GSIS paid more benefits in absolute
amounts than S55 in 1988: 177 million
pesos versus 61 million. From 1975 to
1988, GSIS paid an average of 5461
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pesos in benefits per claim, compared
to 804 pesos.

Labor Code Provisions. Direct provision
of medical services are also mandated
on employers through the Labor Code.
The Labor Code specifies the mini-
mum medical, dental and occupational
safety obligations of employers.
Specific requirements are set accord-
ingly to the number of employees and
the nature of the werk, i.ce. hazardous
or non-hazardous. Requirements
range from first aid provisions tor com-
panies with less than 200 emplovees to
provisions for a company clinic with
full-time or part-time medical staff for
hazardous work. places with 200 or
more employees. Mining companies
and large agricultural plantations have
set up hospitals for their work force.
The Department of Labor monitors
emplover compliance and provides
guidelines on occupational safety.

The major impetus for workers to
press for supplemental benefits is the
low support value trom Medicare.
Medicare was initially designed to
cover 70 percent of actual costs in-
curred ina private hospital ward ac-
commodation. However, support
values hovered around 30-40 percent
for the past decade. Bevond ward ac-
commodations, the value is much
more diminished. In addition, the low
support value is perceived to be not
worth the effort involved in the
tedious filing and processing of claims.

Potentiat for Wider Coverage of
Employment-Based Plans

Employers and employees have not
focused much on the issue of health
care. Organized labor emphasizes, in-
stead, the basic issues of higher wages
and tenure stability. Large companies

which have the resources go into direct
service delivery, by setting up their
own clinics or hospitals, often beyond
that which is mandated. Most com-
panies self-insure, providing for their
employees’ needs as they arise; or con-
tracting with private providers for
casy aceess for their employees but
paying fee-for-service. Traditional in-
demnity coverage for hospitalization
remains the least costly option to
cmployers and employees.

The slow growth in manufacturing
and the large agriculture and service
sectors limit the potential for wider
coverage of employment-based plans.
Medicare covers only 20% of the
employed. They are not likely to be
reached, through their place of employ-
ment, by the formal system of
Medicare. However, they represent a
major pool of resources once tapped.

Employer-provided health benefits
enable employees to have better finan-
cial access to health services. However,
its provisicn, which are typically made
in addition to Medicare and EC, makes
for repeated coverage for a smaller
group of format sector workers. Over-
instrance to a few and zero coverage
for many highlight the inefficiencies of
the country’s health financing system.
The basic coverage provided by
Medicare sutfices for many as they are
constrained by low incomes. The
growth of the private insurance sector
is largely determined by its demand
base.

The private industry can benefit
from a consolidation of financial
resources for health care. Household
and firm resources are weak to play in
the market. The single biggest payor is
currently the Medicare program. In
1990, cumulative reserves of the
Medicare program amounted to 5.2 bil-
lion pesos. Benefit payments made in

1990 was 1.1 billion pesos. The EC
reserves managed by 555 was 3.9 bil-
lion pesos while GSIS had 0.3 billion of
EC reserves. The tinaneial perfor-
mance of the two administering sys-
tems, 5SS and GSIS, have not been the
same for years and this contributes to a
dual system of medical care financing.
Given the proper mechanismes, private
insurance/HMO delivery arrange-
ments can provide greater value for
money for the members, and may
release resources towards the non-in-
sured. A teasibility study can be made
on the benefits of instituting Medicare
funds into one health insurance fund
and commonly administered by a
govermment corporation. Medicare
funds can also be combined with EC
funds and the benefit package col-
lapsed into one.

The integration of the these health
financing funds can provide the im-
petus for closer private-public sector
collaboration in the health care sector.
Private sector companies for example
can competitively participate in claims
processing and /or the provision of
benefits. The heavy administrative
burden of claims processing and
review, and utilization controls can be
done more efficiently in the private sec-
tor. The government can concentrate
on category | type of goods, providing
uniform standards of accounting and
medical record keeping, promoting
management techniques in health care
through training and designing quality
control mechanisms. Health care
financing funds can be used to in-
fluence location decisions by
physicians and or hospital investment
decisions through the design of ap-
propriate mechanisms. The movement
towards managed care will be
facilitated by an organized system of
financing for health care. m
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he tables at the end of this con-

clusion summarize in detail the

following discussion. They follow
precisely the structure presented by
our analytical framework and present
a short summary of the findings
within cach arca. For cach issue, the
table includes the authors” evaluation
of its relative importance as a bot-
tleneck to private sector development,
a tentative list of policy options, and a
list of policy rescarch needs. We

Major Impediments to
Private Sector
Development

In terms of the supply side, private sec-
tor development does not appear to be
seriously impeded from an cconomic
standpoint. The private sector in the
health care industry was shown to
develop from a complete and modern
set of regulations providing minimum
vperating standards. A review ot
these regulations can be made to
strengthen management structures
and enhance quality of medical ser-
vices, The lack of intrastructure and
utilities support is conducive to the
growth of small, less sophisticated
hospital operations engendering an
cconomic and medical organization
that is surviving mainly on the wits ot
its single proprictor/ physician owner.
Public sector competition, particular-
ly intensified in the 1980, posed con-
siderable difficaltios to private sector
developmeni. Public crowding-out
was observed in some provingees.
Secondary and tertiary racilities suf-
fered as a result. In terms of cconomic
Lnnd medical organization of the sector,

develep these key points in this section.

Conclusions and
Recommendations

private primary and secondary
tacilities, mere extensions of primary
operations, do not have adequate
management support unlike the sup-
port services provided by the public
sector toits facilities. Private tertiary
services on the other hand compete
through higher-end, high cost staffing
patterns.

But the single, major source of in-
stability in the growth of the private
medical sector lies on the demand, or
revenie side. While credit lines maybe
available, the application of market
rates deter small and big hospital
owners alike from availing these loans.
Loans servicing becomes a major prob-
lem when much of the income
depends on individual out-of-pocket
payments rather than the more predict-
able third party payments.

The spitlover of indigent patients to
the private sector poses considerable
strain to private hospital operations.
Notonly do they create bad press to
the private sector, but they also high-
light the lack of appropriate
mechanisms by which the private sec-
tor can access povernment funds to
support activities that realize public
godals.

Medicare reimbursement rules do
not encourage the development of ag-
glomeration or consolidation of small,
low technology health care services
into cconomically etficient and viable
enterprises. The pavment svstem
favors these low-technology facilities
that perform largely proventive ser-
vices which can cost-etfectively be per-
tormied outside these tacilities. This
abets the inefficient use of limited
resources.,

Low Medicare support value
provides the impetus for employers
and emplovees to top-off Medicare
coverage with additional coverage
from private insurance or health main-
tenance organizations. However, the

disorganized nature of employment
does not provide a conducive environ-
ment to the growth of the industry.
The market of the industry remains
limited to the small, formally
employed sector, a group already
covered by Medicare and other legally-
mandated health benefits. These many
minimal coverage mechanisms do not
create much impact on employee
health secking behavior nor enhance
demand for insurance.  Existing
managed care organizations’ do not
have the financial and cconomic
sophistication to create an impact on
the market.

Policy Options

While supply side problems appear to
be ranked relatively low in importance
from an economic perspective, there
appears to be a wide scope of indirect
public support for the private sector.
This tvpe of support would be in
general informational or public goods-
tvpe activities, such as management,
medical, accounting protocols; quality
assurance methods; and a labor
clearinghouse. This is an unexplored
territory. Regulations per se appear
not to important stumbling blocks;
however, updating is called for in the
light of market developments (e.g.
manpower) and government reorgani-
zation brought about by devolution.
Financial viability and more or-
ganized private delivery systems can
be made possible through financial in-
centives and expanded third party pay-
ment mechanisms. Finaneial incen-
tives can come in many forms: capital
assistance programs in cooperation
with financial institutions; and tax
breaks and adequate information there-
of, similar to the ones provided to the

-
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educational sector. The organization
of private delivery systems can be en-
hanced by third party mechanisms
only inso far as the latter have access
to large pooled funds like the
Medicare. Efficient claims processing
can lower risks of participation in
managed care operations to the private
sector.

The local government code offers op-
portunities for policy reforms in the
delivery and financing, of health ser-
vices. The use of existing private sup-
port tacilitics can be explored par-
ticularly in the light of a short-term
breakdown of centralized support
from the DOH following the devolu-
tion. With its reduced delivery ex-
posure, central public activities can be
directed towards the development of
geographical, income-based, health-
based approaches for targeting govern-
ment health subsidies in the local
public units and in private facilitics.

The demand side bears much em-
phasis. Medicare, despite its small
size and problenms, is kev to financing
private sector provision, regulation of
qlmlit'\', organization of the private sec-
tor cconomically and medically, and
providing anv goods through the
private sector. Me licare can be
opened up for private sector participa-
tion, especially managed care com-
panics. Activities than can efficiently
and effectively be handled by private
groups include claims processing,
provision of benetits (outpatients,
rehabilitation/domiciliary, medical an-
cillary services, ete) on capitation or
other contractual arrangements,
management information systems and
other support services.

The use of the private sector, espe-
cially managed care organizations, in
expanding Medicare and other public
services can improve the beneticiary
base of Medicare. Companices willing
to take on under-served arcas or
beneticiaries can be provided with
financial incentives to do so.

The growth of and the development
of pluralistic ownership in managed
care organizations can be promoted
through appropriate regulations, incen-
tives and sponsorships. A regulatory
framework can be used to enhanee the
growth of FHIMOs as similarlv done in
the U.S. by the HMO acts.

Cost recovery programs in the
public sector and systematic arrange-
ments in contracting for private sector
services can minimize public sector
competition. There is scope for reduc-

tion of subsidies in the public sector
for high income and Medicare patients.
The system of incentives called for
in the paper can be made possible
through the establishment of a large
pooled fund for health care financing,.
The many small mandatory and
employment-based coverage cannot ef-
fect much change in the delivery sys-
tem, much less rationalize its organiza-
tion and extend its coverage to other
groups. The consolidation of man-
datory health funds can enhance risk
sharing mechanisms through the
private sector. It provides a more
promising alternative to the current
medicare set-up; one which offers
greater possibilities of expanded
beneficiary base and benefits.

What More Must Be
Known To Make
Policy Decisions?

Much of the work reviewed in this
paper can and should be extended in a
more rigorous manner to quantify
policy options in private sector
development. There is much to be
done from a cross country perspective
and in within countries to move from
the stage of talking about private sec-
tor development in the service of
public health goals to doing something
about it.

We only touched the tip of the
icebery. The last column of the tables
for this section point to some of the re-
search questions that need to be ad-
dressed to effect greater private sector
participation, especially in health
financing reforms. The issues range
from strengthening public sector roles
in category 1and 2 activities to know-
ing more about private sector response
to alternative incentives structure.
There is a need to know more how the
private sector will react to various
changes in public sector performance.
There is a need to know more about
private sector operations and pertor-
mance, its cost structures, and the ef-
ficieney of its management organiza-
tion. The medical sector is one area of
study which best highlights the nature
of public-private interactions.

There has never been an opportune
time to re-examine the role of the
public sector vis-a-vis the private sec-

tor than now. The public sector in
health care is no longer the monolith
Department of Health, but a system of
centralized and locally-funded institu-
tions. Its role has been reduced in ser-
vice delivery and enhanced in policy
development, regulatory functions
and supporting, positive actions in
health care.

The private sector, while expanding
largely out of uncoordinated decisions,
have performed a substantial role in
medical services. It is a highly diverse
group, ranging from hospitals to small
community health plans. We don't
know much about the operations of
these groups, especially those operat-
ing trom local levels. Its development
has been largely affected by the
Medicare program, and its future will
be shaped by the development of im-
proved payment mechanisms. Ap-
proached by clients in a nonsystematic
fashion, largely without referrals and
paid out of pocket, it is currently suf-
fering from a weak client base and
high cost of operations as a combined
result of macroeconomic develop-
ments and lack of third party payment
options.

This study is a modest attempt to
bring to bear on policy decisions a con-
ceptual framework on public and
private roles and interactions in the
medical sector. This conceptual
framework was used to define and or-
ganize a short-term and inexpensive
secondary data collection effort in the
Philippines that does not answer the
question of how the public sector can
facilitate private sector development
but does assemble enough information
to makue initial prioritics among arcas
to consider for action.

As a direct result of this study, fol-
low -up work is now proceeding on a
feasibility study of providing out-
patient benefits under the Medicare
system. The expectation is that this
policy change will reduce the distort-
ing ctfects of the inpatient benefit on
the structure of the private sector by
discouraging the operation of small
hospitals to qualify physicians to col-
lect inpatient benetits for their clients.
In addition, preventive and family
planning services are included in the
study to find out whether they would
create a net cost savings for the sys-
temy, to help the DO better target its
inadequate subsidies for those services
to non-Medicare eligibles, and to elieit
a supply response trom the private sec-
tor in producing Category 2 services. m
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Summary of Findings, Options for Policy, and Research Matrix : Demand or Revenue Side of the Private Medical Care Sector

Possible
Government
Interventions
/ Importance

Findings

Policy
Options

Research
Issues

Individual Demand and Out-of-pocket Financing of Health Care Purchases

eSubsidies e Public hospitals:

forindigents 70% of beds; private
¢Low hospitals 10%; some
importance extra compensation.

o Public sector
competition
eHigh
importance

eLarge publicand
private systems
overlap; 1989 hospital
plan seeks
cooperation between
sectors; public
crowding out in some
provinces.
Competition from
public sector a
particular problem
for secondary and
tertiary hospitals with
high fixed costs.

® Assistance
to create
risk-sharing

¢ Poorly developed
risk sharing despite
well-institutionalized

mechanisms  Medicare system and
e High high out-of-pocket
importance payments.

sReimburse-  eSupport value
ment rules extremely low,
eHigh reimbursement rules
importance distort private sector

Public Sector Insurance and Risk-Sharing (Medicare)

¢ All risk of losses for emergency
patients is on private provider;
consider sharing risk between
government and private providers.
¢Consider converting current
subsidies to patients through
allocations to facilities (principally
public facilities) into subsidies directly
to patient.

¢ Alternative public policies to
improve the health of the poor.

eFocus government’s curative
spending to compensate for private
market failure; develop geographical,
income-based, health-based
approaches to targeting government
health subsidics. Consider options for
reallocation of public budget out of
curative services.

®Reduction of subsidies in publie
sector for high income and Medicare
patients to reduce subsidized public
sector competition for these patients.
{This does not mean that the private
sector should face no price competition
from the public sector, only that public
subsidies be targeted to patients who
would otherwise have difficulty
paving).

e The public sector is already heavily
involved in risk sharing through its
direct delivery system. By charging
little or nothing, it is providing
stop-loss insurance. Someone can
always leave a private hospital for a
free public ward. However, the
insurance is tied to use of public
facilities. Are there alternatives?

*Quantify importance of nonpay
regular and emergency patients;
develop options for public-private
cooperation that minimize moral
hazard and cost escalation effects.

¢ Investigate options for using
insurance (Medicarell?) to solve this
problem by subsidizing patients
directly.

¢ Investigate applicability of reforms in
UK to Philippine public system.
Investigate applicability of Korean and
Thai approaches.

e What are tradeoffs between investing
in public health to reach poor and
investing in curative services to reach
poor?

¢ Development of data base for
provincial-level targeting of DOH
subsidies.

¢ Development of cost-benefit rankings
of alternative policies for given
provincial health problems.

s Investigation of political issues
determining public sector subsidies
and how to realign prioritics.

¢ Analysis of options for aggressive
cost recovery in public hospitals.
Determination of the current
distribution of subsidies from the
public sector and how it would change
under cost recovery.

s Estimate alternative effects and costs
of direct government services versus
extending services through private
sector and converting public
direct-service subsidies into
financially-based insurance.

#Reduce the copayment required of
patients to relieve them of more of the
risk.

sExpand delivery of Medicare services

¢ Assess cost of changing the Medicare
benefit schedule to reduce
copayments, taking into account
resulting cost escalation.

53




The Private Medical Sector In the Philippines

RELIEYLY Continuation

Possible

Government
Interventions
/ Importance

Findings

Policy
Options

Research
Issues

development and
out/inpatient service
choices.

sBeneficiary  ®Expansion to

base informal sectors and
sHigh rural residents is the
fmportance next step.

#Speed of 555 : improving.
payment ¢GSIS : troublesome.
sHigh

importance

#Regulations  eLicensing by both

* Low DOH and Medicare is
importance redundant.

through HMOs and other managed
careorganizations.

¢Develop grouping mechanisms or
public-subsidy approaches to
expanding coverage of Medicare.

¢Options for consolidation and
computerization.

¢Options for contracting data
processing to private sector.

eConsolidate.

s Carefully evaluate the
Medicare-HMO tie-up on medical and
economic results.

#Consider U.S. legal and policy
approaches in early 1970s, plus current
proposals, to creating incentives for
prepaid care. Consider approaches in
Canada, UK. to solving similar
problems.

¢ Evaluate coverage-expanding
options (especially in rural areas),
including costs, administrative
requirements, source of revenues,
effects on cost escalation, etc.

o Cost-cffectiveness of options.

eStrategic plan for solving the
problem.

# Action plan.

Private Sector Insurance

e Insurance e*Gamboa report.
i industry ¢ HMO:s tend to be
. regulation for-profit, organized
- eMedium by insurance
i importance companies or
providers.
- oTax ¢Gamboa report.
. treatment of
premium
! payments
*Low
importance

eGamboa report.

sSponsorship, incentives, regulations
favoring more pluralistic ownership
for managed and prepaid care
organizations.

*Gamboa report.

¢ Gamboa report.

¢ Comparative information from other
countries, investigation of how to
create incentives for competition and
varied forms of ownership of prepaid
services.

¢ Gamboa report.

Direct Purchases by Government

sContracts e Pharmaceutical
forgoodsand  procurement,
services construction.
eMedium

importance

*Consider options for using private
sector to deliver services, both curative
and public health.

#Select a priority list of public
activities that could be performed by
the private sector; analyze costs of
benefits (both short and long term) of
contracting out.

¢ Develop or adapt from existing
practices in the Philippines and other
countries approaches to contracting,
with private sector for services receiv-
ing high priority for contracting out.
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LELIEPLE Continuation

Possible Findings Policy Research

Government Options Issues

Interventions

/ Importance

Payments by Employers

*Employment-  eMany formal sector ~ #Why is Medicare inadequate, define ¢Cost out impact on private

related employers are politically feasible options for employers of topping up Medicare
coverage law topping up Medicare  improving it. coverage relative to adequate

eHigh and EC coverage. eConsolidate health funds Medicare coverage.

importance contributions from employers and #Define policy options : improvement

PRC » Protessianal Reguiation Cammission

Gamboa Report « Rhas M Gamboa {1991} “Background Papar on Healih Insurance in the Phisppinaes

employees (ECC, Medicare; SS5, GSIS)
for expanded benefit options and
private sector participation.

of Medicare, centralized
administration of a portable premium,
choice between Medicare and other
plans, one health fund, etc. Costs and
benefits of alternatives.

USAID Contract 389-0249-C-00-1089-00 May
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Summary of Findings, Options for Policy, and Research Matrix :
Economic and Medical Organization of the Private Medical Care Sector

Issues in
Structure and
Performance
/ Importance

Findings

Policy
Options

Research
Issues

eMedical care  ePrivate sector tertiary

and service care services are sophisti-
quality cated and well organized.
eHigh Secondary services less
importance formal and mixed quality.
Some operate as extended
primary hospitals.
Primary hospitals are
problematic. Public sector
mimics private sector but
has more organizational
depth.
¢ Economic sPrivate sector service
(prices and prices have risen more
quantities) slowly than general price
el ow level. However, drug
importance prices are relatively high
and have increased faster
than general prices.
*Organi- eLarger hospitals are

zation : simple
or complex?
eLow
importance

complex organizations,
smaller secondary and all
primary tend to be small
proprictorships.

ePotential for  #Medicare-HMO tie-up

development  indicates that even the top

of managed managed care

care crganizations lack

eHigh financial, contractual, and

importance economic characteristics
sophisticated managed
care organizations.

eDevelopment  ®Unclear the extent to

of specialized ~ which labs, radiology

support services have developed.

services Pharmaceutical industry

e Low well developed.

importance

eFinancial eShaky finances.

organization

eHigh

importance

e This is an area for innovative
public action to improve quality
of low-level unsophisticated
services : (a) development of
financial procedures and
accounting systems {possibly
related to Medicare), (b)
development of standard medical
protocols (related to Medicare?),
(c) training programs for private
sector professionals, (d) possible
bulk purchasing operations for
inputs.

* Any expansion of insurance,
especially of Medicare as
reimbursement is currentiy
structured, will cause price
escalation. Although inflation is
not a serious problem today, this
situation could easily change.

eFinancial incentives for more
sophisticated operation (e.g. four
competing primary hospitals
combine into a single secondary).

eMedicare rules, e.g.
requirements for binding contracts
with providers, minimal
accounting systems, etc. can force
quick improvements in operation
of HMOs.

e Use of private laboratories and
radiology services by the public
sector, especially by local
government facilities.

¢Development of insurance
financing for catastrophic care,
assistance as above for financial
and medical management of
private services.

#These activities are new and exploratory.
How have other countries handled the
problem? Development of freely available
protocols to facilitate standardization of
medical records, financial records,
treatment prot()cols for common
procedures. Development of appropriate
training programs. Evaluation of costs and
benefits, on an experimental basis, of such
activities to improve the quality of care in
public and private sectors.

eInvestigate components of prices --
nontraded labor inputs, drugs purchased
from abroad, drugs produced locally,
equipment and supplies, new technology,
constructions costs, etc. What has changed
over the last 20 years, how have policies
affected prices, what policies indicated for
the future? Where do the problems lie?

e Study costs of delivering services in
small hospitals, potential sources of
economices of scale and improved quality
to larger operations. Policy options for
encouraging more sophisticated services --
are there economices of scope and scale,
especially for smaller operations? Implica-
tions may be for higher or lower costs.

¢ [nvestigation of how risk is being
handled in HMOs currently and options
for improving the management of risk.
Are there Medicare options for reducing
prepaid plans’ exposure to risk through
the Medicare systein, allowing them to
offer enhanced services? What quid pro
quos could be exacted for improved
service delivery?

¢Options, costs, benefits for contracting
out such services.

sFinancial analysis of sample of private
clinics and hospitals to determine why
they have problems -- episodic disasters
due to inadequate working capital,
constant problems due to unpaid bills,
Medicare-related problems due to slow
and inadequate payment, endemic
problems due to weak management?
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Summary of Findings, Options for Policy, and Research Matrix ;
Supply Slde Pubtic-Private Interactions and the Private Medical Care Sector

Possible

Government
Interventions
/ Importance

Findings

Policy
Options

Research
Options

Labor

eTraining
and licensing
eLow
importance

eMalpractice
laws

esLow
importance

sEmployment
and staffing
regulations
elow
importance

#No constraints; tax
incentive for hospitals to
open professional schools.
High staff turnover at
tertiary level. Little or no
in-service training.
Licensing system cannot
track professionals because
it is issued only once ina
lifetime. No knowledge of
level, growth, or location of
personnel except through
PMCC reporting and DOH
reporting, which are
incomplete.

¢ PRC discipline, civil and
possible criminal liability.

#Major issue is staffing
requirements for licensing
and Medicare approval.
Ratios not economically
efficient for small facilities

Equipment and Supplies

e[mport
restrictions
eLow
importance

eImport taxes
(tariffs)

eLow
importance

® Appear to be no quantity
restrictions on imports, but
duties may be a problem
(see next category).

® Appears not be a problem,
but it is an issuc to private
sector. Donated items to
primary and secondary
private hospitals are exempt
from duties. In practice, all
imports of these hospitals
are granted duty free
privileges. Tertiary teaching
hospitals have duty free
privileges. Apparently
tertiary non-teaching,
hospitals must pay duty.
90% of pharmaceuticals are

¢ Develop methods to track
personnel in order to understand
distribution of services,
redundancies between public and
private sectors, high priority areas
tor public services.

® Assist professional societies to
develop in-service training
programs for private sector
personnel, consider requiring
periodic renewal of license as a
method to keep an up-to-date
roster of personnel. No need to
bring training into the public sector
-- help to develop REPs or
contractual arrangements to
provide a market for in-service
medical training.

s Consider relaxing quantity
requirements on labor; e.g., is a full
pharmacist required or is the goal
satisfied by the requirement that
some amount of pharmacist’s time
be available for each bed-day?

*Create inventory of professional
personnel. Develop data base and
methods to keep it up-to-date.
#Develop training programs and
licensing procedures. Investigate
approaches used in other countries.
Identify sources of private sector
funding for such programs.

t
|
|
i

*Quantify importance, estimate
trends, consider options for future.

elnvestigate options for achieving
desired regulatory goals using
rules that allow operators to
achieve economically efficient use
of inputs.

*Develop options for reducing
pharmaceutical costs and reducing
distortions caused by possibly
unequal duties on different types of
medical insitutions.

¢ Develop public information for
medical professionals about the
regulations and border taxes for
which they are liable. Reduce
apparent discretion of eustoms
agents.

eInvestigate the tax paid on
domestically produced
pharmaceutical products whose
ingredients (and possibly
packaging) are taxed at the border.
slnvestigate the actual treatment of !
imports by different types of |
institutions (e.g. private tertiary
teaching hospitals versus
non-teaching hospitals). Effects on
input decisions.
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AELIER SN Continuation

Possible
Government
Interventions
/ Importance

Findings

Policy
Options

Research
Options

domestically produced, but
there are duties on

ingredients.
eCertificate ¢ Excess investment in
of need capital seems not to be an
eLow issue; in fact, low
importance investment is of greater

concern. Note : in US. the
impacts of the certificate of
need approach have been
criticized.

Financial Capital

oCredit eSome credit is available,
rationing but most investment seems
eMedium to be self-financed. Public
importance credit windows closed in

mid-1980s. Compete with
other sectors for credit at
market rates. Result is slow
expansion, inadequate

working capital, investment

in only the activities with
the very highest rate of
return.

e Barriers to eSome restrictions apply as

¢Problems in over-investment in
capital will result from improved
third-party financing that rewards

such investments. Design programs

to prevent distortions of incentives
rather than requiring future
certificate-of-need legislation and
the resultant quantity restrictions.

*Cross national investigation of
approaches to capital investment
decisions in the health sector.

eCredit problems are partiatly
caused by demand-side financing

roblems and poor management of
2)

medical institutions. Develop
demand side interventions first,
then observe whether supply side
financing problems disappear.

eIn rural areas, however, credit
scarcity may be a serious problem.
Targeted government assistance
may be warranted.

e Possible foreign ownership
allowed in arcas where local
competition, management, or
organizational skills are
problematic. Such arcas might be
managed care, insurance billing
systems, actuarial services, medical
reinsurance, benefit plan
development.

foreign to other sectors : 40%
capital or foreign ownership allowed
investors except limited categories
¢Low allowing 1004 temporarily
importance (parenteral therapy, herbal
medicines, other
pharmaceuticals).
Physical Plant
eFacility o Well established licensing
licensing procedures in DOH.
requirements  However, PMCC also

ols some sort of rationalization of
the two systems feasible and
desirable?

e[nvestigate the effects of credit
availability on investment in the
private sector. Also investigate
effeets of credit availability on
working capital in private hospitals.
eCase studies of hospitals that
have had financial problems or
have gone out of business, and of
hospitals that have few or no
financial obligations. What is the
role of credit conditions in
determining failure and success?
What assistance would be merited?
What is the relative access to, and
importance of, credit for urban and
rural hospitals?

eHow do credit conditions affect
the ability of prepaid plans to
operate effectivelv? Again, a case
study appproach may be
warranted.

eExamine cross national experience
in using foreign investment to
“jump start” new institutional or
market activities. Assess need, if
any, in the Philippines. Identify
firms with specialized skills,
especially those including Filipinos
working overseas.

¢Costs and benefits of the separate
licensing requirements.
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ALY Continuation

Possible
Government
Interventions
/Importance

Findings

Policy
Options

Research
Options

slow
importance

e Location
restrictions
eLow
importance

accredits hospitals for
Medicare. Some
redundancy.

¢ Potential for incentives to
encourage service in
under-served areas.

¢ Use Medicare reimbursement or
tie-up mechanisms for service
delivery in these areas.

sFeasibility study for Medicare
tie-up with private groups for
capitation program in remote/
unserved /under-served areas.
#Development of location-based
criteria for capitation program.
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Notes

1 This section is adapted from Griffin (1992).

2 Thetrend line reflects the experience for all countries
in the world, not just this group.

3 A recent estimate for 1988 by the University of the
Philippines / Research Triangle Institute team
(Sulon et al. 1991) suggests that overall spending in
the Philippines was much lower than the 2.4 percent
of GNP estimated in Griffin (1992) and lies
somewhere between 1.7 and 1.9 percent of GNP,

4 Using Solon et al. (1991), these figures would be
$3.75 from government, plus between $6.00 and
$7.40 from combined private and insurance
expenditures.

5 Less than 7 percent of total spending in 1988 is
estimated to be accounted for by insurance : 5
percent by Medicare and 2 percent by private

insurance (Solon ¢t al. 1991).

6 Solon ctal’s estimate of 50 percent private spending
would put the Philippines about in the middle of the
list.

7 Thesolid linc is for the whole sample. The dashed
line removes the high spenders (Korea and
Malaysia). The dotted line removes the outliers at
the lower end (Bangladesh and Nepal). The
discussion in this section refers to predicted
spending without Bangladesh and Nepal, which are
much poorer than the other countries in the sample.

8 Of course this report will delve into this issue in
more depth in subsequent ehapters,

9 The technical and administrative standards for
operations are provided by the Department of
Health (See Appendis | for a discussion on
government classification).

10 The figure includes those who are in private practice
but affiliated with hospitals. There is no count of
those who are in private practice with no hospital
affiliation.

1T The Department of Health will transfer the majority
of its hospitals to the local governments and will
retain only the regional and specialty hospitals and
medical centers by December 1992,

12 Drug Association of the Philippines, a position paper
on the Pharmaceutical Industry, Jan. 1988, p. 10.

13 Program I, Sec. 27 (Second paragraph), Phil.
Medicare Act of 1969,

14 Integrated Health Care Services, Inc. (Intercare) and
PCI Management Consultants, Inc. Integrated
Report : Eight DBP-Financed Hospitals, January 1982.

15 The discussion below on Medicare suggests that
Medicare contributes to this situation.
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Appendix 1

Regulatory
Framework

discussion on the private sector
Ain medical care cannot be com-

plete without an understanding
of the regulatory framework under
which the sector operates. Data for the
study of the regulatory environment in
the private medical care sector were
compiled from existing laws and
statutes as well as pertinent govern-
ment regulations. Interviews with
government officials concerned and
knowledgeable private individuals
were conducted whenever further
clarification was needed.

The government regulatory
framework for private sector participa-
tion in the health care sector is shaped
by the following forms of legislation.

1. Executive Order 119 vests
regulatory functions in the Depart-
ment of Health (DOH).

2. The requirements of the Hospital
Licensure Act as well as Medicare ac-
creditation set down parameters for
health care providers.

3. Health care professionals are sub-
ject to professional regulations.

4. Malpractice Regulations.

5. Pharmaceutical firms have to fol-
low the Generic Law.

6. lmport restrictions affect the entry
of inputs of the health care industry
into the country, while the Omnibus
Investments Code imposes a limit on
foreign investments.

The recently enacted Local Govern-
ment Code, while directly affecting the
organization of the public health and
hospitals delivery system alters the
government regulatory framework
and is seen to have far-reaching im-
plications on the private sector, in so
far as the latter are responsive to
public sector reforms and local govern-
ment health initiatives.

The discussion below provides an
overview of the provisions of cach of
the pertaining laws and regulations.

1. GOVERNMENT REGULATORY
FRAMEWORK

A. Executive Order (EO) 119

Up until the finalization of the Depart-
ment of Health's reorganization plan
under the new administration and in
the spirit of the Local Government
Code of 1991, Exccutive Order (EQ)
119 sets the regulatory role and func-
tions of the Department of Health, Ex-
ecutive Order 119 reorganized the
Department of Health and its attached
agencics in 1987, It also vested in the
DOF the following three functions per-
tinent to regulation:

*administer all laws, rules and regula-
tions in the field of health, including

quarantine laws and food and drug
safety laws;

*regulate the operation of and issue
licenses and permits to government
and private hospitals, clinics and dis-
pensaries, laboratories, blood
banks,drugstores and such other estab-
lishments which by the nature of their
functions are required to be regulated
by the Department;

*issue orders and regulations concern-
ing the implementation of established
health policies.

More specifically, the unit in the
Department directly involved in
regulation is the Office for Standards
and Regulation. Per Section 13 of the
EQ, the Office for Standards and
Regulation, headed by a Deputy
Secretary and supported by an Assis-
tant Secretary shall include three
bureaus and one national office. It is
responsible for the formulation of
regulatory policies and standards over
the various areas of concern in the
health sector. Implementation remains
the general responsibility of the
Department’s regional field offices.

The same bureaus are also respon-
sible for providing the Secretary with
current information on the status of
these regulated areas of activity as well
as a basis for preliminarily evaluating
the efficiency of the Department’s field
offices in performing their regulatory
functions. The same bureaus shall con-
duct studies and rescarch pertinent to
their arcas of responsibility. In certain
instances the burcaus may also per-
form consultative, training, and ad-
visory services to the practitiorers and
institutions in the areas of regulated ac-
tivity. These bureaus and national of-
fice follow.

Bureau of Research and Laboratories
(BRL). The Bureau of Research and
Laboratories develops and formulates
plans, standards, and policies for the
establishment and accreditation and
licensing of laboratories, blood banks
and entities handling biological
products. [t also provides consult-
ative, training and advisory services to
public and private laboratories; and
conducts studies and research related
to laboratory procedures and opera-
tions.

Bureau of Food and Drugs (BFAD). The
Bureau of Food and Drugs acts as the
policy formulation sector and monitor-
ing arm of the Secretary on matters per-
taining to foods, drugy, traditional
medicines, cosmetics and household
products containing hazardous sub-
stances. [t prescribes general stand-
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ards and guidelines with respect to the
veracity of nutritional and medicinal
claims in the advertisement of food,
drugs and cosmetics in the various
media. It is also responsible for
monitoring such advertisements and
advising the Department’s field offices
about offenses.

The Burcau provides consultative,
training and advisory - 2rvices to all
agencies and organizations involved in
food and drug manutac uring and dis-
tribution with respect to assuring
safety and etficacy of food and druy,
safety measures, and is mandated to
maintam a corps ot specially trained
food and drugs inspectors tor assign-
ment to various ficld ottices of the
Department.

Bureau of Licensing and Regulation. The
Burcau of Licensing and Regulation
tormulates policies and establishes the
standards tor the Heensing and regula-
tion ot hospitals, clines and other
health tacilitios, Tt establishes stand-
ards that serve as the hasis of inspec-
tions and licensure procedure of the
Department's tield othces. it also
provides consultative, tramning and ad-
visory services to field oftices on the
conduct ot licensing and regulatory
functions over hospatals, clinics and
other health tacilitios

National Quarantine Office. The National
Quarantine Oftice tormulates and im-
plements quarantine law ~ and reada-
tions. Its tunctions include super-
VISION OVl l‘.ll»pl‘« Wt zones n d('\l(\.;
nated international ports and airports,
and over medical examination ot
aliens tor immigration purposes.

B. The Hospital Licensure Act and Medicare
Accreditation

The Flospital Licensure Act was
passed on June 19, 1903 1t required
the licensure of all hospitals in the
Philippimes and authorized the Bureau
of Medical Services to serve as the
licensing agency.

The latest and current version of the
act takes the form ot an Administra-
tive Order (AO), passed i 1989, en-
titled "Revised Rules and Regulations
Governing the Registration, Licensure
and Operation of Hospitals in the
Philippimes.” Designed to be consistent
with EO 1Y, the Reorganization At ot
the Department of Flealth, the AO
vests heensing and regulatory tune-
tions in the Oftice tor Standards and
Regulation of the Bureau of Licensing
and Regulation.

No hospital, whether public or
private, may operate without a proper

M e S e -
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and valid license issued by the Bureau.
A license is defined as a formal
authorization issued by the DOH to a
person, association, partnership, or cor-
poration to operate and maintain a
hospital including its ancillary medical
services, such as pharmacy, laboratory,
radiology, and other health services. Tt
isrenewed vearly.

As a requirement to licensing, all
hospitals are required to demonstrate
compliance with the following techni-
cal standards:

*Personnel - adequote staffing by
qualiticd and trained personnel with
physicians and protessionals licensed
in their respective fields and by
trained non-professionals.
*Equipment/ Instruments - necessary
cquipment/instruments to undertake
the required services,

e Phvsical Facilities - well ventilated,
fighted,clean and sate hospital build-
g sufficient to accommaodate its ac-
tivities.

The AO requires a poverning authority
tor cach hospital organization. This
authority is responsible tor the con-
duct of the hospital as an institution.
Italso requires awell qualified ad-
ministrator, director or chict of hospi-
tal designated to carnv out its policies.
Practicing physicians in the hospital
are to be organized in order to provide
quality patient care, Aldso, there must
be a chiet of medical service, or medi-
cal director, or an equivalent position
to organize, coordinate, and supervise
the hospital medical statt.

The AO provides o tanonomy of
hospitats: whether government or
private: general or special; and
pronary, secondary or tertiary accord-
ing to service capabihities otfered, and
training or non-training,. 1t then
proceeds to identiny the basic services
tor cach category of hospital:

e Primary: Adnunistrative, Clinical,
and Nursing.

* Secondary: Administrative, Clinical,
Medical Anciilary Service (Anesthesia,
Climcal Taboratory, Radiology, Out-
patient, Emergency, Dental, Pharmacy,
Medical Records, Medical Socialy, and
Nursing,

o Tertiary: Admmistrative, Clinical,
Medical Anallary (Anesthesia, Pathol-
opv. Radiology, Out-patient, Fmergen-
cv, Dental, Pharmaey, Medical
Records, Medical Social), and Nursing

The AOYalso transtates the technical re-
quirements tor cach category. Person-
nelare detailed in terms ot administra-
tive, clinical tmedical), and nursing by
qualification (e g, percent profes-
sional, licensed, or registered) as well

as by bed capacity and ratio to number
ofbeds. Equipment and instruments
are identified according to required
services of the category. Specific sec-
tions are given for the physical plant.

Procedures, with corresponding
checklists, are given in the AQ for the
application to construct/ ex-
pand/renovate a hospital, application
tor license to operate a new hospital,
application for renewal of license to
operate a hospital, application for
change in category, application for an
increase in bed capacity, and applica-
tion for inspection of hospital prior to
issuance of license to operate a new
hospital.

Medicare Accreditation. Over and above
licensure, hospitals, physicians and
dentists are also subject to another
mandated classification: accreditation
by the Philippine Medical Care Com-
mission (PNCC). Acereditation s an
administrative process whereby
PMCC grants the privilege to qualitied
hospitals, drugstores, phvsicians and
dentists to participate in the delivery
ot adequate and standard medical care
services under the Medicare program.
Mandated by Presidential Decree (D)
15319, accreditation not onlv serves as a
scal ot approval; it also ensures certain
segments ot the private health care
delivery svstem aceess to o market that
will pav torits services

Accreditation of Hospitals. The three pre-

requisites tor hospital acereditation are;

it must be dulv ficensed by the DOL;
*it must be a member in good stand-
ing of a national assoaation of govern-
ment and privatelv-owned hospitals
whose membership comprises the
majority of heensed hospitals in the
Philippines and with a continuing pro-
gram for hospital administration and
discipline ot its members;

it must have been in continuous
operation for the past twelve (12)
months prior to accreditation.

The requirements tor acereditation
generally build on the requirements of
the licensure burean, e, prescribed
minimum personnel and equipment,
and a copy of the current DO livense.
To be aceredited, the hospital must
seck inspection and verification from
the Assistant Provincnt Flealth Officer
and pavan accreditation tee. For new
acereditation, the hospital must also
submit its cash tHow and audited finan-
cial statements tor the past vear. Ac-
creditation is valid for two vears and
takes effect upon the date of approval
by the Accreditation Committee of
PMCC.
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Accredited hospitals must warrant the
following:

*its eligibility;

*its compliance with Medicare law, its
implementing rules and regulations,
and Medicare administrative orders;
*proper preparation and filing of
Medicare claims;

*safe, adequate, appropriate and stand-
ard medical care delivery;
*maintenance of svstematic and ac-
curate records;

*cooperation in any hospital inspec-

. tion/ visitations/investigations.,

Accreditation may be denied in two
cases:

L new acereditation: where there is a

. saturation of accredited hospitals
based on the national bed to popula-
tion ratio or other standards as may be
determined by the DOI; or the hospi-

i tal does not satisty the criteria for new

accreditation.

* renewal of acereditation: where

there is a prima facie evidenee of viola-

tion of the law and Medicare rules and

regulations,

On the other hand, it may be ter-
minated due te:

*change of ownership or management
of the hospital;

*change in location of the hospital;
*violation of Medicare rules and
regulation or warranties, as recom-
mended by the Hearing Committee ot

IP'MCC.

Accreditation of Physicians and Dentists.
The prerequisites for accreditation of
physicians and dentists are:

*he/she must be duly licensed to prac-
tice in the Philippines;

*he/she must be a member in good
standing of a national association of
government and privatelv-emploved
physicians and dentists whose mem-
bership comprises the majority of
licensed physicians and dentists in the
Philippines and with a program of con-
tinuing medical education and dis-
cipline of its members.

The requirements consist ot certitica-
tions that the prerequisites are met as
weil as pavment of an acereditation
fee. Specialists must also submit a
xeroxed cupy ot certificate of training,
or membership i a spedialty society.
Accreditationis approved by PMCC's
Accreditation Committee and is valid
for a period of three vears,
Warranties for medical and dental
| practitioners consists of:
i
i

seligibility;
*compliance with Medicare law, its im-

plementing rules and regulations, and
Medicare administrative orders;

* proper conduct in terms of adherence
to the Code of Ethies of the Medi-
cal/Dental Profession in the Philip-
pines and the Medical Act of 1959;
promotion and protection of the
Medicare Program; provision of safe,
adequate, standard and appropriate
medical care; and charging of
reasonable professional fees;
*covperation in any investigation/in-
spection/ verification.

C. The Local Government Code of 1991

The Local Government Code, signed
into law during the latter part of 1991,
and fully implemented by December
1992, transfers substantial manage-
ment and regulatory functions to local
governments. In the health sector, the
management, assets and personnel of
all public hospitals, health centers and
other basic health services are to be
turned over to the provineial and
municipal governments. The Depart-
ment of Health domain is limited to a
few retained hospitals, largely the
regional medical conters and specialty
hospitals. The Code transforms the
Department ot Health from a largely
service delivery agencey to a policy and
standard setting body, providing tech-
nical support, administrative and
tinancial support services to local
units. The central office itself will un-
dertake a reorganization. Initially,
plans are for the merger of the Office
ot Standards and Regulation with the
Office tor Hospitals and Facility Ser-
Vices.

Atthe provincial and sub-provincial
levels, local health boards will be con-
vened to provide over-all guidance to
the local units. The local health boards
will be convened with public and
private sectors.

The private medical sector is ex-
pected to be atfected by the devolution
in the following wavs:

L increased /decreased competitiom
depending upon the extent to which
local governments use their new
powers to explore new wavs of fund-
ing and managing their health svs-
tems, Lo users (h.\rgvs, cnter into
management contracts with private
groups, ete.;

2. expanded contracting oppor-
tunities tor local firms as procurement
is localized;

3. increased patient load, albeit large-
ly non-paving, arising the initial break-
down in the public referral network;

4 higher taxes as local units are ex-
pcclcd to introduce tax measures to
augment local resources.

But the immediate, short-term con-
fusion arising from public health sec-
tor reorganization is expected to be
outweighed by a more efficient and
responsive health delivery system en-
gendered by decentralization. The
strengthening of local government
units is expected to redound to greater
resources and power in the local levels
which will benefit all.

D. Professional Regulation

The health professions in the Philip-
pines consist of medicine and the al-
lied ficlds of pharmacy, dentistry, nurs-
ing, midwifery, medical technology,
nutrition/dietetics, occupation-
al/physical therapy, and optometry.
These professions require licensure
from the Professional Regulation Com-
mission (PRC) prior to practice.
Specific laws and subsequient amend-
ments, including Codes of Ethics,
govern professional practice.

Doctors. Republic Act (RA) 2382, also
known as the Medical Act of 1959,
with its subsequent amendments, deal
with the standardization and regula-
tion of medical education, the examina-
tion for registration of physicians, and
the supervision, control and regulation
of the practice of medicine in the
Philippines. Article HI ot the amended
version states that one has to be at
least 21 vears of age to practice
medicine in the Philippines, has satis-
factorily passed the corresponding
Board Examination, and is a holder of
a valid Certificate of Registration duly
issued him by the Board of Medical Ex-
amincers.

Doctors in the Philippines are
bound by a Code of Medical Ethics
that states that the primary objective of
the practice of medicine is service to
mankind irrespective of race, creed or
political affiliation. In its practice,
reward of tinancial gain should be a
subordinate consideration. Physicians
have duties towards their patients, the
community, their colleagues and
profession, and allied professionals.
Rules and regulations governing the
proper practice of medicine, and the
conduct of administrative investiga-
tions were promulpgated in [968 by the
Board ot Medical Examiners.

Pharmacists. RA 5921 or the Pharmacy
Act, and its subsequent amendments,
provide for and govern: (a) the stand-
ardization and regulation of phar-
maceutical education, (b) the examina-
tion for registration of graduates of
schools of pharmacy, and (¢) the super-
vision, control, and regulation of the
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practice of pharmacy in the Philip-
pines. A subsequent PD, PD 1863, con-
tained an amendment designed to give
all Filipinos equal opportunities in the
pursuit of the pharmacy profession
and in the sale of medicine and drugs.

Dentists. The dental profession is regu-
lated by the Dental Law, RA 417 of
1949, as well as the Philippine Dental
Act of 1965, The latter provides for the
() regulation, control and supervision
of the practice of dentistry in the
Philippines, (b) giving of licensure ox-
aminations to graduates of recognized
dental schools tor registration, ()
regulation and standardization of den-
tal education, (d) promotion and
development of dental rescarch in the
country and {2) stipulation of penalties
for infractions or violations.

Presidential decrees have also been
providing tor the registration and
licensing ot dental prosthetic
laboratories, and requiring prac-
titioners of dentistry to keep patient
records. The dentistry protession prac-
tices a Code of Ethics wihich identitices,
as the dentist’s primary duty, profes-
sional service to the public,

Nurses. [n 1933, the Phihppine Nursing,
Law was passed, creating the Board of
Examiners tor Nurses, laving down
provisions regarding nursing schools
and colleges, and preseribing the ex-
amination and registration ot nurses,
Nurses also tollow a Code of Ethics
which states that the primary respon-
sibility of nurses is to preserve health
atall costs This responsibility encom-
passes promotion of health, preven-
tion ot illness, alleviation ot suftering,
and restoration ot health

Midwives. Midwives are regulated by
RA 2644 the Philippines Midwitery
Law, which detines midwitery train-
ing and practice Subsequently, the
Board ot Midwitery promulgated the
Code of Ethies tor midwives. This
states that the primary objective of the
midwitery profession i~ tor its mem-
bers to render service withm the scope
of their legitimate tunctions, having in
mind that their patients, regardless ot
religion, social or ceconomic status,
deserve respect as human beings.

Medical Technologists. RA 3327 requires
the registration of medical technolo-
gists and detines their practice. This
act has been amended by several presi-
dential decrees with respect to sections
on the Council of Medical Technology
Education, qualifications of examiners,
definition of medical technologist, ac-
creditation of schools, ete.
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Allied Professlons. Allied professions are
also covered by their respective legisla-
tion: RA 768 for dental hygienists; RA
1364 for sanitary engineers; RA 1998
for optometrists; RA 2644 and PD 1286
for nutritionists and dicticians; and RA
5680 for physical and occupational
therapists.

E. Malpractice

Medical malpractice is an act which
violates the Hippocratic oath, the Code
of Ethics and the rules and regulations
ot the Professional Regulation Com-
mission (PRC)Y as well as existing laws
and statutes.

A medical practitioner who commits
anact of medical malpractice may be
subject to disciplinary action by the
PRC. Among the administrative sance-
tions that may be imposed are censure,
wariing, stispension from practice or
cancellation of license. Decisions of
the PRC are appealable before the
Supreme Court,

[t the act involves avil hability, then
the New Civil Code applies. Among
the operative articles in cases of
malpractice are:

* Article 19 which provides that every
person must, i the performance ot his
duties, act with justice, give evervone
his due and act with honesty and good
taith;

* Article 20 which provides that any
person who williully or negligently
catses damages to another shall in-
demnity the latter for the same.

* Article 21 which provides that any
person who williully causes injury to
another ina manner contrary to cus-
tom or morals shall indemnity the lat-
ter tor the same.

Liability tor damages is provided for
under the tollowing;

* Actual or compensatory damages.
Article 2TH provides that one may be
entitled tor compensation only for ac-
tual loss or damages,

* Moral damages. Article 2217
defines moral damages toinclude
phvsical sutfering, mental anguish,
tright, scrious anxiety, besmirched
reputation, wounded feelings, moral
shock, social humiliation and similar
injuries. Thouyh incapable of
pecuniary approximation, it may be
imposed it it is o direct result of the
defendant’s action.

* Liquidated damages. Article 22260
defines this tvpe of damages as those
arising out of a vielation ot a contract
between two parties(ey,., hospital and
patient), with cither party hable for
damages to the other.

* Temperate or moderate damages.

|
|

Article 2224 defines this in terms of the
situation wherein the loss is proven
but the amount of loss is not.
*Exemplary damages are imposed
under Article 2229 to serve as an ex-
ample for the public good to deter fur-
ther violations of the law.

When eriminal liability is present, then
the Revised Penal Code becomes
operative. The Code applies generally
in that it penalizes criminal acts regard-
less of the defendant’s calling. The
defendant mayv be meted a penalty of
imprisonment or fine or both.

F. The Generic Act

RA 6675 is an act to promote, require
and cusure the production of an ade-
guate supply, distribution, use, and ac-
ceptance ot drugs and medicines iden-
titied by their peneric names. The law
specitios the tollowing users of generic
terminology:

*Government health agencies and
their personnel as well as other govern-
ment agencies shall use genceric ter-
minology or generic names in all trans-
actions related to purchasing, proscrib-
ing,dispensing, and administering of
drugs and medicines.

*Allmedival, demtal and veterinary
practitioners, including private prac-
titioners, shall write prescriptions
using the peneric name. The brand
name may be included it so desired.

* Any organization or company in-
volved in the manutacture, importa-
tion, repacking, marketing and /Zor dis-
tribution ot drugs and medicines shall
indicate prominently the generic name
of the product. In the case of brand
name products, the peneric name shall
appear prominently and immediately
above the brand name inall product
labels as well as in advertising and
other promotional matenials,

*Drug outlets, including, drugstores,
hospital and non-hospital pharmacies
and non-traditional outlets such as su-
permarkets and stores, <shall intorm
any buver about anv and all other
drug products having the same
generic name, together with their cor-
responding prices so that the buver
may adequately exercise his option.

The act took eftect fifteen davs after
January 17, 1989 when it was first pub-
lished in a major publication. The pas-
sage of the law was highly controver-
sial, as it pitted the DO with the
private drug manutacturers and the
Philippine Medical Association.

There has been no ecconomic evalua-
tion made on the effects on the law.
The national survey conducted does
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not provide enough materia! for
economic analysis. This is an area for
further work. It can examine the im-
pact of the generics law on prices,
prescribing behavior, consumer
demand for drugs, industry practices,
including differences in performance
between foreign and domestic firms.
Generic labelling was expected to
spawn tly-bv-night operators. The ade-
quacy of the regulatory framework can
be examined.

2. SELF-REGULATION AMONG MEDICAL
SECTOR GROUPS

In addition to government regulations,
hospitals, medical professionals and
other health care organizations are sub-
ject to certain rules and puidelines set
by professional societies and associa-
tions with which they are aligned
The channels for self-regulation may
be formal or informal. Collegial
bodies provide more formal
mechanisms on atfiliation, as strict
entry criteria and testing, requirements

are made. Professional societies and
industry groups are comprised of
members who meet certain minimum
criteria and are guided by a code of
cthic. Membership in these organiza-
tions is voluntary and these organiza-
tions operate from membership dues.
P'rofessional societies are known to
provide continuing education to mem-
bers.

Purhaps the more widely known or-
ganization which considers sclf-regula-
tion as a serious policy option is the
Assaciation of HMOs in the Philip-
pines, Incorporated (AHMOPD. Estab-
lished in 1987, it attemipts to unify all
HMOs in the country and to promote
operating and ethical standards in an
industry which is not under the
domain of any government regulatory
body. HMOs do not have pure in-
surance teatures, theretore, they are
not within the jurisdiction of the Office
Of the Insurance Commission (OIC).
They receive a license to operate from
the Securities and Exchange Commis-
sion (SECY only in so far as these firms
are business entities. The AHMOPIs
stance on self-regulation is limited by

the fact that not all HMOs are mem-
bers of this organization.

There is a current effort at the legisla-
tive level to provide a more formal
regulatory framework for HMOs.
Government regulations must ensure
financial soundness, accountability,
and minimum operating practices to
ensure quality, as well as Took into ac-
creditation mechanisms, practices re-
lated to enrolment and pre-existing
conditions and grievance procedures.

The extent to which self-regulation
can be made truly operational among a
diverse group of health care organiza-
tions is unclear. But it is precisely in
the inadequate response of govern-
ment amidst this diversity that self-
regulation becomes an imperative for
an industry largely providing a public
service. Self-regulation operating,
through a svstem of rewards and sane-
tions can be made more meaningful if
organizations maintain up-to-date
databases on their members and their
practices, and linked with government
information systems. m
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Appendix 2

Hospitals by
Province

change in numbers of public and

private hospital beds, by province,
between 1983 and 1990. Because of dif-
ficulty comparing the numbers by
hospital, it is not certain how reliable
these estimates are. However, they are
based on a comparison of the Bureau
of Licensing’s list for 1983 with that for
1990, so it is as accurate as that list.
Overall, the public sector gained 108
hospitals and 7584 beds during the
period. The private sector lost 24
hospitals and 2906 beds. Inspection of
the table reveals that the loss of private
beds and gain of public beds was wide-
ly distributed across the country. This
situation is in contrast with the ex-
perience between 1972 and 1983, when

This appendix shows the estimated

gains in the private sector far out-
stripped those in the public sector.
This trend is somewhat disturbing in
the context of the framework we have
developed in the paper. Clearly the
public sector has been substituting for
private beds over the period.

The table also shows the percentage
share of beds and population in each
province in 1990. [f the beds ratio is
divided into the population ratio, we
have an index of bed density relative
¢ to population, ranging from 0 for no
beds to over 1 if the share of beds ex-
ceeds the share of population. Provin-
ces with the lowest ratios might merit
targeting with public hospital construc-
tion or incentives for private construc-
tion.

Province Public Private Public Private Percent of Percent of Beds
Hospital Hospital Beds, Beds, Beds Population  Relative to
Change Change Change Change 1990 Population
83-90 83-90 83-90 83-90 Ratio

N -80 50 0.45 0.30 149

AgusandelNorte -1 = -3 -0 -162 0.95 0.77 1.24

Agusan del Sur 4 0 35 -30 0.42 0.69 0.61

Aklan 2 1 16 -10 0.41 0.63 0.66

Albay 2 144 2179 (157 _149 e

Antique 2 1 20 25 0.31 067 046

Aurora 0 o 0 0 008 023 036

Basilan 2 -1 50 -355 0.20 040 051 T

Bataan -2 1 30 -82 0.61 0.70 088

Batnes 0 0 o 0 Y 002 484

Batangas 1 -2 32 55 194 2483 0.80

Benguet 1 -1 25 7 1.41 080 177 T

Bohol 3 2 50 154 1.49 15 095

Bukidnon 2 12 20 243 105 139 o T

Bulacan o 1 3 12 -33 1.64 2.48 (.66

Cagayan 3 7 75 140 102137 075 T

Camarines Norte 0 -2 0 -45 0.42 0.64 0.65

Camarines Sur 3 -7 245 -187 147 218 0.68

Camiguin 0 0 25 0 0.17 0.1 1.58

Capiz 0o T2 5 w6057 T 096 Tosy T

Catanduanes 1 0 55 0 0.48 031 1.56

Cavite 2 2 s 159 115 190 o6l

Cebu 9 -4 1257 -11 4.95 4% i

Davaodel Norte 2 2 9 21 169 1.74 0.97

Davaodel Sur 3 9 45 669 357 2.44 47T

DavaoOriental 1 2 15 -16 040" 0.65 0.61

Eastern Samar 3 0 20 12 049 S X

Ifuggo I S e 0.26 0.24 w7 T

llocos Norte 0 -4 -25 212 0.62 07 o2

llocosSur 1 5 -135 92 060 08 071

lloilo I U [ - T2 2.32 290 o80T

Isabela 0 -5 0 72 0.96 1.70 0.56 o

Kalinga-Apayao 1 -5 50 -59 0.60 0.35 1.71

La Union 0 1 -110 22 068 0.90 0.75

Laguna -1 4 -120 -130 1.62 2.25 0.72

Lanao del Norte 1 -8 25 -185 0.74 1.01 0.73
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Province Public Private Public Private Percent of Percent of Beds
Hospital Hospital Beds, Beds, Beds Population  Relative to
Change Change Change Change 1990 Population
83-90 83-90 83-90 83-90 Ratio
Lanao del Sur 3 3 55 79 0.5 20.99 0.52
Leyte 5 -1 460 -129 1.98 2.61 0.76
Maguindanao 1 4 -140 56 0.52 1.25 0.42
Marinduque 0 0 0 0 0.18 0.31 0.58
Masbate - 2 0 25 53 0.62 0.99 0.63
Metro Manila 2 -49 2863 -2426 29.20 13.12 2.23
Misamis Occidental -1 0 -75 73 1.38 0.70 1.97
Misamis Oriental 3 -4 140 -248 124 142 0.87
Mountain Province 1 -1 25 -6 0.35 0.19 1.81
Negros Occidental 1 -4 125 -523 213 371 0.57
Negros Oriental 0 a7 0 -147 085 152 056
North Cotabato 2 36 170 644 1.66 126 132
Northern Samar 1 0 25 10 0.46 0.63 0.73
NuevaEcip =~ 2 3 105 5 119 216 055
Nueva Vizaaya 1 -3 25 -54 0.38 050 0.77
Occidental Mindoro 1 -8 -65 -131 0.18 0.46 0.39
Oriental Mindoro 1 3 20 57 044 091 048
Palawan 2 0 -35 20 0.41 0.87 0.47
Pampanga 0 -1 -15 -29 1.90 252 076
Pangasinan 0 -8 -161 -237 1.77 3.32 0.53
Quezon 2 -3 0 -49 1.95 226 0.87
§uiﬁﬁ§ - ”__ T -1 10 25 019 0.19 1.02
Rizal 6 38 920 831 3.01 1.61 1.87
Romblon 2 0 20 0 . 032 037 086 o
Samar 0 -1 5 A5 036 0.88 041
Siqujr 0 0 0 0% el 012 113
Sorsogon 1 -4 -15 -72 0.57 086 0.66
South Cotabato 3 -5 55 -60 1.03 176 0.58
SouthernLeyte 0 0 10 i 050 08 0%
Sultan Kudarat 2 2 35 52 0.77 0.7 1.07
Sulu 8 -1 340 -40 053 0.77 0.68
surigaodelNorte 1 2 10 42 070 = 070 100
Surigao delSur 0 -2 -5 -12 0.76 0.74 1.03
Tarlac 0 -1 0 -19 0.74 141 0.52
Tawi-Tawi 3 0 85 2 0.15 0.38 03
Zambales 0 I 25 19 7T 074 093 080
Zamboanga del Norte 1 1 -5 58 0.76 1.11 0.68
Zamboanga del Sur 8 0 620 17 1.97 254 0.78
Total 108 2 7584 -2906 100.00 100.00 1.00

72




The Private Medical Sector in the Philippines

I
Appendix 3

his appendix shows the value of

Social Security System (SSS) reim-

bursements to hospitals under the
Medicare program in 1990. These data
were supplied by S5 and represent
only that share of total payments ac-

shows the ratio of claim value to
population in each province and can
be interpreted just like the similar ratio
in Appendix 2. A ratio greater than 1
means that the province receives a
greater proportion of payment than its

SSS Claims By

counted for by SSS. Because GSIS
records are not computerized, they
could not be included in the total. The
first column shows the number of
claims per province and the second,

proportion of the population.

H the value of those claims (in pesos).
Prov'nce The third column shows the gverage
value of a claim. The last column

Province Number Value Value Percent Percent Value

of 55 of 55 Per of of to

Claims Claims Claim Value Population  Population

1990 1990 Ratio
Abra 1,019 467,225 459 0.13% 0.30% 0.44
Agusan del Norte 15,378 6,846,906 445 1.94% 0.77% 2.54
Agusan del Sur 4,836 1,772,179 366 0.50% 0.69% 0.73
Aklan 992 523,491 528 0.15% 0.63% 0.24
Albay 12,078 5677954 470 1.61% 1.49% 1.08
Antique 779 384,342 493 0.11% 0.67% 0.16
Aurora 159 48,279 304 0.01% 0.23% 0.06 :
Basilan B 4933 2286939 464 0.65% 040% 162 ;
Bataan 2,165 1,625,693 751 ) 0.46% 0.70% 0.66
Batanes 13 5788 a5 000% 0024 007
Batangas 9,252 6,421,023 694 1.82% 243 075
Benguct 3% R399 067% — 080% 0.4
Bohol o 22,080 10546560 478 3999 T Tiseu T 192 !
Bukidnon 37,659 16,197,076 430 4.59% 1.39% 3.31 1‘

" Bulacan - 3,792 2353726 621 0.67% 2.48% 0.27

Cagayan o T 562 291,727 519 T 008% 1379 T o6
Camarines Norte 3,246 2,344,120 722 0.66% 0.64% 1.03
Camarines Sur o __ 5385 2823820 524 0.80% 215% 0.37
Camiguin 116 TTses07 ey 002%  0N% 0.15
Capiz 2072 1355043 651 038%  096% 0.40
Catanduanes 269 173,677 646 0.05% 0.31% 0.16
Cavite 2,560 2,303,287 900 0.65% 1.90% 0.34
Cebu 23,272 20,860,557 896 5.92% 1.35% 136
Davao del Norte I ¥ (Y o v T I T ¥ T A 1) (A o A—
Davao del Sur 79,068 40,048,358 507 11.36% 2.44% 4.66
Davao Oriental 2,144 906,952 423 0.26% 0.65% 0.40
EasternSamar S L R V%2 -0 24 I K A - L vy S
Ifugao 26 14,094 542 0.00% 0.24% 0.02
Ilocos Norte 260 103,529 398 0.03% 0.76% 0.04
llocos Sur 978 TR e T Tong 0.86% 014
floilo 6024 5646993 937 1.60% 2.90% 0.55
Isabela 981 434,571 343 T02% 1.70% 0.07
Kalinga-Apayao 7T TR T TTaesrs T i T 0049 C035% o0a2 T
La Union 1,112 698,542 628 0.20% 0.90% 0.22
Laguna T30 TRl 676 asya T posg a2
Lanao del Norle 11,020 6,961,757 632 1.97% 1.01% 1.95
Lanao del Sur 4,787 1,749,354 365 0.50% 0.99% 0.50
Leyte 3615 T T T2294760 635 0.65% 261% 025
Maguindanao 2,968 1,368,017 461 0.39% 1.25% 0.31
Marinduque 1,858 751,981 405 0.21% 0.31% 0.70
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Province Number Value Value Percent Percent Value
of 5SS of S5 Per of of to
Claims Vlaims Claim Value Population  Population
1990 1990 Ratio
Masbate 4,643 2400752 517 0.68% 0.99% 0.69
Metro Manila 38,491 42,362,164 1101 12.02% 13.12% 0.92
Misamis Occidental 21,555 9,272,735 430 2.63% 0.70% 3.77
Misamis Oriental 11,526 7,043,005 611 2.00% 1.42% 1.40
Mountain Province 139 58,576 421 0.02% 0.19% 0.09
Negros Occidental 32,032 22773341 711 646%  371% 1.74
Negros Oriental 3,824 2,763,582 723 0.78% 1.52% 0.51
North Cotabato 11,652 5414825 465 1.54% 1.26% 1.22
Northern Samar B 16680267 484 C0.02%  063% 004
NuevaEcja " 1,170 1167,727 998 (033% - 216% 015
Nueva Vizcaya 172 91,345 531 0.03% 0.50% 005
Occidental Mindoro 712 307,799 432 0.09% 0.46% 0.19
Oriental Mindoro - 1,554 747891 481 O 0.21% 0.91% 0.23
Palawan 0384990 w19 0029 0879% 003
Pampanga 8093 7890698 975 224% 2.52% 0.89
Pangasinan ; e 4829 3424788 709 0.97% — _ 332% 0.29
Quezon 34,336 21,233919 618 6.02% 2.26% 267
Quirino 12 4,174 348 0.00% 0.19% 0.01
Rizal o 15295 10364977 678 294%  161% 1.82
Romblon ) T mo e T T000%  037% 000
Samar 327 162,564 497 0.05% 0.88% 0.05
Siquijor - N8 70566 598 0.02% 0.12% 0.16
Sorsogon 2042 96883y 474 0.27% 0.86% 0.32
South Cotabato 11,028 6800381 617 1.93% 1.76% 1.09
Southern Leyte T80 T 1019671 489 029%  053% 055
Sultan Kudarat 25,725 7695616 299 218% 0.72% 3.04
Sulu 18 7,218 401 0.00% 0.77% 0.00
Surigao del Norte 2443 958056 392 027%  — 0.70% 70.39
Surigao del Sur 18,251 8421217 46l 2.39% 0.74% 3.21
Tarlac 5472 4629958 846 1.31% 1.41% 0.93
Tawi-Tawi I 3 315 T T 000% 0.38% 0.00
Zambales ) 5,023 3395448 676 0.96% 0.93% 1.04
Zamboanga del Norte 3,245 1443611 445 0.41% 1.11% 0.37
Zamboanga del Sur 9,673 5,022,680 519 1.42% 2.54% 0.56
Total 596,912 352,565,618 591 100.00% 100.00% 1.00
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