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ABSTRACT 

This report presents the results of an assessment of health systems and 
financing in the Arequipa Region of Peru, initiated by USAIDILima and conducted 
by the Health Financing and Sustainabi 1 ity (HFS) Project. Detailed quantitative 
and qualitative information is presented on the structure, utilization, operating 
costs, and financing systems of public (Ministry of Health), quasi-public (Social 
Security) and private health services in the Arequipa Region. Also presented are 
the results of a household survey, carried out to obtain information on health 
service utilization patterns. 

The information, which serves as a base1 ine for development of sound health 
resource allocation and financing policy, is used to generate recommendations for 
act ion by the Regional Government of Arequipa and USAIDILima. Recommendat ions 
are presented for ways in which the regional government can take a more active 
leadership role in .health policy formulation; more effectively generate revenue 
within Ministry of Health facilities; and more appropriately allocate scarce 
public health resources to the region's population. The report also provides 
recommendat ions for involvement by USAIDILima in strengthening regional health 
resources. 



EXECUTIVE SUMMARY 

On January 1, 1990, Peru began decentralizing the management and financing 
of public services, including health. By 1993, the regional government in 
Arequipa will have full administrative and fiscal responsibility for the delivery 
of public health and other essential services. Meeting the many challenges of 
regionalization requires that the regional Ministry of Health (MOH) be aware of 
the breadth of regional health resources, identify major constraints and policy 
options for health financing, and develop a strategic plan for financial 
sustainability. 

An assessment of health systems and financing in Arequipa Region was 
initiated by USAIDILima and conducted by the Health Financing and Sustainability 
(HFS) Project to determine how to assist the regional government in implementing 
the regionalization of health services. Between August 1-24, 1990, a study team 
consisting of an expatriate consultant and a team of local experts gathered 
quantitative and qualitative information on the structure, utilization, operating 
costs, and financing systems of pub1 ic (Ministry of Health) , quasi-pub1 ic (Social 
Security) and private health services in the Arequipa Region. The team also 
carried out a household survey to obtain information on health service 
utilization patterns. 

The intent of the assessment, beyond simple description of the 
characteristics of health services available to the population in Arequipa, is 
to provide USAIDILima and the regional MOH with sound baseline information for 
planning and policy decisions. Therefore, primary emphasis is given to the 
issues most relevant to the MOH, and to the role USAIDILima can play in assisting 
the regional government, directly and indirectly. 

The following recommendations were generated by the extensive analysis of 
health resources in the Arequipa Region, presented in this report. 

Recommendation 1: We recommend that the Government of Arequipa (GOA) 
consider establishing a high-level health advisory council. Such a 
council could include representatives of the MOH, the IPSS, private 
providers and financiers of health care, enterprises, health professional 
agencies, and the population. The function of the council would be to 
assist in the development of health care policy, define the roles of the 
various parties, and to provide the GOA with advice on regulation and 
related matters. USAIDILima could assist the GOA in establishing such a 
council and could also provide technical expertise for assisting the 
council in its initial activities. 

Recommendat ion 2: USAIDILima may wish to consider assisting in training 
personnel in the MOH to analyze resource allocation options, as presented 
in this report. - - 

Recommendation 3: We recommend that the GOA consider refining the user 
fee mechanism within MOH hospitals, health centers, and health posts. In 
conjunction with this, we recommend that USAIDILima assess the feasibility 
of providing the resources to the GOA for technical assistance in cost 



recovery at MOH facilities. Such assistance would be required for 
accurate costing of services, development of exemption mechanisms, and 
design and implementation of a financial management system. 

Recommendation 4: We recommend that the GOA carefully consider options 
with respect to private wards in pub1 ic hospitals. If it chose to support 
this activity, USAID/Lima could provide technical assistance to the MOH in 
performing the necessary analysis to develop pol icy opt ions for the 
private wards. Such analysis would center on an assessment of the 
feasibility of shifting from the current situation, in which government 
funds subsidize the private wards, to one in which the wards break even or 
subsidize the public facilities. 

Recommendation 5: We recommend that the GOA consider the possibility of 
decentralizing the MOH to the facility level responsibility (within 
1 imits) for decisions important to local service. 

Recommendation 6: Further study is needed to estimate level of needs, 
assess local factors pertinent to pharmaceutical system selection and 
design (e. g. transportation, wholesale drug supply capacity, storage 
facilities, experience in drug stock management, local procurement 
practices and experience), and to propose an approach. It wi 1 1  be 
critical to consider the option of contracting out pharmaceutical services 
to a private sector concern, which may prove to be the most cost-effective 
option. USAID/Lima could provide external technical assistance to the MOH 
to carry out an assessment of options for improvement of pharmaceutical 
procurement, and assistance with implementation of the chosen option(s). 

Recommendation 7: We recommend that USAID/Lima consider assisting both 
the central MOH and regional MOHs to develop a greater ability to make 
resource allocation decisions in the health sector that conform to goals 
and needs in the health sector. This initiative should include an 
improved ability to develop policy at all levels, to turn policy decisions 
into budgetary changes, and to evaluate the effects of policy changes 
after they are made. 



PREFACE 

Health Financing and Sustainability (HFS), a five-year project of the 
Health Services Division, Office of Health, Bureau of Science and Technology of 
the Agency for International Development, begun in September 1989, provides 
technical assistance, conducts applied research, and disseminates information 
about health financing and organization in developing countries. The project's 
purpose is to influence policy change, assist in policy implementation, and 
demonstrate and evaluate the effects of alternative policies and mechanisms for 
financing health services. 

This report is an example of an assessment conducted by HFS. HFS performs 
assessments to assist in clarifying the initial financing situation in a given 
setting, to permit appropriate and important interventions to be designed and 
implemented. The standard elements assessed are: 

Laws and policies regarding health services delivery and financing 
Size and utilization of private sector providers and insurers 
Trends in government expenditures on health services 
Trends in resource allocation 
Decentralization of decisions, resource control, and planning 
Social financing arrangements, both publ ic and private 
Efficiency in the provision of services 
Needs for data collection, analysis, and research 

This assessment of the organization and financing of the health sector in 
the Arequipa region of Peru was conducted by HFS in response to a request from 
USAIDILima. The work was funded jointly by USAIDILima and the Health Services 
Division. USAIDILima is seeking to assist the Government of Peru to develop new 
health financing policies as a part of the effort to decentralize responsibility 
for the sector to the country's regions. The report provides baseline 
informat ion about both publ ic and private providers and consumers of services in 
the Arequipa region. This information will permit the decentralization policy 
debate to be sharpened and may inspire subsequent more-focused policy analyses. 
Recommendations are made in this regard. 

viii 



1.0 BACKGROUND 

1.1 STUDY PURPOSE 

On January 1, 1990, Peru began decentralizing the management and financing 
of public services, including health. By 1993, the regional government in 
Arequ ipa wi 1 1  have full administrative and fiscal responsibi 1 i ty for the del ivery 
of public health and other essential services. Meeting the many challenges of 
regional izat ion requires that the regional Ministry of Health (MOH) be aware of 
the breadth of regional health resources, identify major constraints and policy 
options for health financing, and develop a strategic plan for financial 
sustainability. 

An assessment of health systems and financing in Arequipa Region was 
initiated by USAIDILima and conducted by the Health Financing and Sustainability 
(HFS) Project to determine how to assist the regional government in implementing 
the regionalization of health services. The study obtained information on health 
resources and financing arrangements in the public (MOH), quasi-public (Institute 
Peruano de Segur idad Social (IPSS) ) , and private sectors in Arequipa Region. 

The intent of the assessment, beyond simple description of the 
characteristics of health services available to the population in Arequipa, is 
to provide USAIDILima and the regional MOH with sound baseline information for 
planning and policy decisions. Therefore, primary emphasis is given to the 
issues most relevant to the MOH, and to the role USAID/Lima can play in assisting 
the regional government, directly and indirectly. 

This report presents the results of the assessment. The remainder of this 
chapter is devoted to background information on the regionalization process. 
Section 2 presents the study methodology. Section 3 contains information on the 
health context of the Arequipa Region. Sections 4, 5, and 6 contain information 
on the providers -- the public, quasi-public and private sectors, respectively. 
Results and interpretation of a household survey of consumers, including 
information on utilization of services, are presented in Section 7. Finally, 
Section 8 contains sector-wide conclusions and recommendations for possible 
act ions by the regional government and USAID/L ima. 

1 . 2  R E G I O N A L I Z A T I O N :  PROCESS AND STRUCTURE 

According to a National Regionalization Plan governed by Public Law 232878, 
by the end of CY 1990 all public services previously funded and administered by 
the central government wi 1 1  become the responsi bi 1 ity of 12 regional governments, 
recently establ ished for this purpose. During a transition phase, partial 
funding will be provided by the central government, but gradually full financial - - 
responsibility will shift to the regional governments. To provide an 
administrative structure, the law establ ished six secretariats to administer 
public services and programs in the following areas: social services (including 
health, education, and housing), manufacturing, extractive industries (e.g., 
mining), public works and infrastructure, and planning and budgeting. 



Although each region will have considerable administrative autonomy over 
local programs and services, the enabling law specifies that certain 
administrative norms, such as personnel management policies, wi 1 1  continue to be 
governed until 1993 by national standards currently i n  effect. Each region is 
required to have a specific organizational structure based on a regional assembly 
including, in the Arequipa Region, 10 direct ly-elected representatives. In turn, 
the regional assembly selects a regional counci 1. From among the members of the 
regional counci 1 ,  the president of the region is selected to serve for a term of 
five years without possibility of reelection. 

In the Arequipa Region, no single political party secured an electoral 
majority a1 lowing control of the regional governmental structure. Therefore, 
current political decision-making in Arequipa is by coalition among at least six 
main parties (La Libertad, Fredemo, Izquierda Unida, Frena Traca, and APRA). The 
Partido Comunista del PerG has little strength in Arequipa and is not a main 
player in the regional government. The coalition is said to be working well and 
it is expected, according to observers, to be strengthened by the national 
economic measures announced August 8, 1990. Victor Manzur Suarez, a member of 
the Izquierda Unida Party, which leads in terms of numbers of deputies in the 
regional assembly, was selected as the president of the regional government. 

In the Arequipa Region, the right to nominate personnel for each of the six 
secretariats established under the regionalization law was allotted to the 
leading parties forming the governmental coalition according to their interests 
and political orientation. La Libertad and Fredemo jointly control the planning 
and budgeting, as well as the manufacturing sector; Frena Traca controls the 
public works secretariat; APRA controls the extractive industries sector; and 
Izquierda Unida controls the social services sector. Edgar Linares Huaco, a 
member of Izquierda Unida, was selected by President Manzur as the Regional 
Secretary of Social Services and has been charged with development of a plan to 
rationalize the delivery of health and other social services under a regional 
governmental structure. 

1.3  ECONOMIC CHALLENGES T O  T H E  R E G I O N A L I Z A T I O N  PROCESS 

At the time of the study, Peru was experiencing the gravest economic and 
social crisis of its modern history following a sustained hyper-inflationary 
period induced by government economic policies resulting in over one million 
percent inflation during the five-year term of former President Alan Garcia. 

Basic commodity prices skyrocketed over this period: milk increased in 
price 33,000 times, a tin of tuna 17,000 times. During the week of July 30 - 
August 5, the country experienced 27.6 percent inflation, the highest level 
registered in the last two years. At the same time, price controls kept real 
prices artificially low, causing the failure of countless producers. For _ -  
example, the controlled price of a gallon of gasoline, expressed in dollars, 
decreased from $1 .O3 to $0.14 over the period. By mid-1990, the Inti had been 
devalued by over 12,000 times its 1985 value against the U.S. dollar, from 12.4 
to the dollar in 1985 to 250,000 per dollar in August 1990. 



A1 berto Fu jimori , newly-elected President of Peru, was sworn in on July 28, 
1990. On August 8, the new government announced an adjustment ("ajuste") program 
intended to arrest inflation, rescind spending commitments of the previous 
government, and raise funds for the national treasury. Price controls for most 
commodities were dropped. 

Perhaps more than any sector, the health system has felt the sharp effects 
of the recent adjustment. Medications, already expensive and in short supply due 
to the inflationary spiral and the pharmaceutical industry's dependence on 
imported raw materials, rose dramatically in price. Prices of gasoline and other 
petroleum products, commodities used in large amounts by hospitals, increased by 
30 times the pre-adjustment price. By the end of August 1990, newspapers 
reported hospital closings due to shortages of food, medical supplies, and fuel. 
The public sector Honorio Delgado and Goyeneche Hospitals in Arequipa stopped 
admitting all but the most critically i l l  patients. Similarly, IPSS hospitals 
throughout Peru reported shortages of food and medications. 

The continuing economic crisis, compounded by the economic shocks of the 
government ' s recent adjustment, has placed newly-elected regional governments in 
an apparently untenable position. The regional government of Arequipa is 
grappling with overwhelming financial issues that threaten the viability of the 
decentralization plan. Budgets based on the hyper-inflationary trend could not 
have anticipated the effect of the adjustment on operating costs. Although 
public sector salaries are frozen for the foreseeable future, program managers 
are unsure how to continue to pay staff without large increases in government 
funds, a possibility that would defeat the new government's austerity program. 

Although some have speculated on the future of regionalization under the 
new Fujimori government, most observers agree that long-standing frustration with 
the centralized bureaucracy and control in Peru will preclude attempts to halt 
decentralization. However, the effects of the economic adjustment and the severe 
cash flow problems it has caused pose serious threats to the ability of newly- 
formed regional governments to maintain services. If additional central 
government allocations are not forthcoming, local officials may face a choice 
between program (and staff) cuts and increasing revenues through local sources, 
alternatives which could damage the credibility and political stability of the 
regional governments. 



2.0 STUDY METHODOLOGY 

Between August 1-24, 1990, a study team gathered quantitative and 
qualitative information on the structure, utilization, operating costs, and 
financing systems of health services in the Arequipa Region. The study leader 
was Josh Coburn, MPH, a health management specialist, acting as a consultant to 
the HFS Project. The data collection and interview phase of the study was 
conducted by four teams of local experts. Seven Peruvian health professionals , 
including practicing physicians, former health system administrators, and other 
health professionals, formed three study teams to obtain information regarding 
the public, quasi-public, and private sectors. A fourth study team designed and 
conducted a household survey. 

A draft report was prepared by the study leader, reviewed by USAID/Lima, 
and extensively revised by HFS health financing specialists, including Drs. 
Ricardo Bitran, Charles Griffin, Richard Roberts, and Ruth Levine. 

2.1 PROVIDER DATA 

Where possible, team members abstracted compiled data from existing program 
records. Where necessary, primary data were collected and compiled using 
available sources. For data obtained from the IPSS health care system, IPSS 
staff assumed responsi bi 1 i ty for preparing requested informat ion. Interviews 
were held with physicians, managers, and other health system employees to obtain 
background information, identify health system issues, define programobjectives, 
and help interpret data. The household survey collected primary data from health 
system users regarding the health utilization and financing experience of 
residents in several geographic areas of Arequipa City. 

To describe health services in the public, quasi-public, and private 
sectors, the project's main data objectives included quantitative information on 
the following for 1990 or, when possible, the period 1985-90: 

physical resources, including health facilities and service capacity 

human resources, including professional and non-profess ional staff 
by type and activity 

geographic distribution of resources 

satisfied demand, or utilization 

measures of efficiency, such as proportion of capacity utilized or 
cost per unit of output 

- - 
financial resources, reflected in program income and expenditures 

methods of financing 

The high concentration of population and health resources in Arequipa City 
provided a natural geographic focus for the study, although region-wide 



information on public and quasi-public sector serviceswas obtained. Information 
on private sector facilities was obtained only for Arequipa City. Further 
details on methodology are provided in the Scope of Work for the activity, 
Appendix A. 

2.2 CONSUMER DATA 

Information on consumer behavior and attitudes toward the various health 
care providers was obtained through a survey of 600 households in three 
neighborhoods in Arequipa City. The goal of the survey was to gain direct 
knowledge from individuals about their patterns of use of health services and 
their access to health insurance. This informat ion would complement the data 
obtained by the study team from secondary sources, as well as from local health 
authorities. The specific objectives of the survey were to obtain information 
about: ( I )  utilization of curative services of MOH, IPSS, and private providers 
during a one-year recall; (2) prevalence of private health insurance and IPSS 
coverage; and (3) users' perceptions of the quality of the services of these 
three categories of provider. 

The study team adopted a stratified sampling strategy consisting of 
choosing households from three residential strata of Arequipa City believed to 
represent lower-, middle- and upper- income population groups. The survey effort 
was heavily constrained by the resources available, and the total number of 
households to be interviewed was determined by the estimated number of households 
that the team of enumerators could interview over a two-day period. This 
sampling strategy responded to the terms of reference put forth by USAID/Lima and 
was considered the most appropriate approach, given existing time and budget 
constraints. The survey is best understood as a first, rough effort to seek 
population-based information on the behavior of people using the health sector. 
More scientifically sound work would require additional time and money for a 
broader effort, and is highly recommended as a component of future work in 
Arequ i pa. 

Stratum 1 (the lower-income residential stratum) included the two "pueblos 
jdvenes" ("young towns") o f  Hunter and Alto Cayma. These are relatively new 
settlements established over the past 10 to 20 years and located in the outlying 
circumference of the city. Hunter is less than a 20-minute drive to Arequipa's 
MOH hospitals and has an active neighborhood health center. Alto Cayma is 
farther away from Arequipa's MOH hospitals and has a health center that has a 
restricted schedule and is closed on weekends. Stratum 2 (middle- income) 
consisted of Yanahuara, a neighborhood with a well-equipped health .center. 
Finally, Stratum 3 (upper-income) was represented by the neighborhood of 
Umacol lo. Both Stratum 2 and Stratum 3 are within close proximity to the center 
of the city and thus, to the main MOH, IPSS, and private hospitals. 

The sample consisted of a total of 600 households from the three - -  
residential strata. This sample size was based on the number of days available 
for interviews (the survey was conducted over a two-day weekend), the length of 
the survey instrument, and the number of enumerators available (24 students of 
obstetrics and five professors). The total sample o f  600 households was 
a1 located among the three residential strata based on estimates of the proportion 



of the total population of Arequipa City that was comprised by each stratum. 
Thus, one-half, or 300 households, were allocated to Stratum 1; 40 percent, or 
240 households, were a1 located to Stratum 2; and the remaining 10 percent, or 60 
households, were assigned to Stratum 3. The survey team, as indicated above, 
readily admits that this sampling plan makes the resulting data inappropriate for 
statistical analysis. 

Since census data were unavailable, the study team developed a method for 
selecting households using city maps with blocks and street boundaries. 
Individual blocks were listed for the interviewers, who worked in pairs and took 
alternating houses on designated blocks. Interviewers were asked to perform a 
maximum of four household surveys per individual block, and then to move to the 
next indicated block. The heads of household were selected as respondents. 

The questionnaire gathered information on housing characteristics, on all 
household members, and on individuals who had experienced a health problem 
( i  1 lness or accident) over the 12 months preceding the survey. A copy of the 
Spanish- language survey questionnaire can be found in Appendix B. Housing 
information included data on access to both potable water and to the city sewage 
system, house ownership and type of construct ion, and household ownership of 
various assets such as refrigerators, telephones, and cars. Information on all 
household members included their age, sex, education, employment, insurance 
beneficiary status ( including access to IPSS and private insurance), and their 
perception of health care services provided by IPSS, MOH, and the private sector. 

Information on people who had a recent health problem included the 
perceived severity of the problem, the type of health care provider visited, if 
any, and, if applicable, the types of services obtained, whether a payment had 
been made, the person's level of satisfaction with the services, and the 
patient's opinion about several provider characteristics. 

Normally, health care demand studies, particularly those on curative 
ambulatory care, use short recall periods (e.g., two weeks or one month preceding 
the survey). For this survey, however, a one-year recall period was chosen to 
obtain a larger number of respondents reporting a health problem. The 
disadvantage of using a longer reference period is that memory losses can result 
in poor quality of data with losses being greater the farther in the past the 
events took place. Nevertheless, this recall problem can be assumed to have 
affected respondents from the three strata in the same manner and thus is not 
be1 ieved to have introduced any biases into the analysis. 

The questionnaire was pilot-tested in 20 homes in Alto Cayma and in 
Yanahuara and was subsequently revised. Completed questionnaires were reviewed 
by the survey team, non-categorical responses were coded, and the data were keyed 
on a microcomputer using DBASE-I1 software . 

2.3 ADJUSTMENT FOR INFLATION 

Economic circumstances in Peru during the past five years have resu 1 ted in 
hyper-inflation and rapid devaluation of the Peruvian Inti against the U.S. 
dollar. To account for changes over this period in the value of the Inti due to 



inflation and devaluation, two sets of adjustment factors used by the Central 
Reserve Bank of Peru were obtained for use in the study. See Appendix C for 
detailed information on adjustment. 



3.0 THE HEALTH CONTEXT OF AREQUIPA 

The Arequipa Region, made up of Arequipa Province and seven other 
provinces, is located in southern Peru and encompasses both coastal and sierra 
zones. A substantial portion of the region is mountainous and arid, though river 
valleys descending from the Andes provide the basis for the region's largely 
agricultural economy. From Arequipa itself, a gradually widening plateau 
descends to the Pacific, supporting agriculture wherever water is accessible. 
Mining, fishing, and agriculture-related industries complement the region's 
economic base. 

3 . 1  POPULATION 

Arequipa City dominates the region demographically as well as economically 
and is Peru's second largest urban area after Lima. According to population 
estimates, since 1981 Arequipa Region's population has grown by over 30 percent 
to an estimated 965,000 in 1990 (see Exhibit 1, below). Like other urban areas 
in Peru and Latin America as a whole, Arequipa City has grown at an even more 
rapid rate, from 452,000 in 1981 to 689,000 in 1990, an increase of more than 50 
percent. More than 85 percent of the region's population resides in urbanized 
areas, compared with 79 percent in 1981. Today, nearly 85 percent of the 
region's urban population lives in Arequipa City, compared with 77 percent in 
1981. 

EXHIBIT 1 
tQnlLATlN OF AREQUIPA REGnN AND CITY 

(thousands of inhabitants) 

Shuns lnSltul0 Naclond de Errad~nlcalCanso Naclonal (1981). Elaboracton en Peru en Nirrneros, 1990. Webb, R.. Baca, G.F; Cuanto. S.A, and Unldad 
Departamental de Salud Ragton Arequ~pa 

Arequipa Region's eight provinces each have distinct characteristics. 
Nearly 94 percent of the population of Arequipa Province is urban, in contrast 
to adjacent Caylloma, which is 58 percent urban (see Exhibit 2, next page). The - -  
p o p ~  lat ion of Is lay, a coastal province, is predominantly urban (83 percent), 
residing primarily in the port city of Mollendo. Coastal Camana and Caraveli 
Provinces have 68 percent and 60 percent urban populations, respectively, 
reflecting the importance of fishing and agricultural cities and towns along the 



narrow desert strip between the mountains and t he  sea. In contrast, the highland 
populations of Casti 1 la, Condesuyos, and La Unidn Provinces are inland and mostly 
rural (62 percent, 79 percent, and 63 percent of the population in rural areas, 
respectively). 

After Arequipa Province, each of the other seven provinces represents no 
more than 6.1 percent of the region's population. The most rural provinces -- 
Casti 1 la, Condesuyos, and La Uni6n -- have four percent, 1.1 percent, and two 
percent of the region's population, respectively. 

The population's age structure is similar to other Latin American settings. 
Approximately 13 percent of the region's population is under five years of age; 
an additional 26 percent is between 
five and 14 years of age (see Exhibit 
3, below). The adult population 
comprises about 61 percent of the 
region's population, including 57 
percent between 15 and 64 years of age 
and 4.3 percent over age 64. 

3 . 2  HEALTH STATUS 

Indicators of health status in 
Arequipa Region reflect a population 
with significant primary health care 
needs, particularly among infants and 
Young children. However, the 
indicators compare favorably with 
indicators for Peru as a whole, and 
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are distinctly better than in predominantly rural, Andean regions. This is 
largely due to the dominance of urban areas within Arequipa Region, such as 
Arequipa City, Camanil, and Mollendo, in which a large proportion of the 
population has access to modern sanitary systems and safe water suppl ies. 

The life expectancy of the Arequipa Region population i s  65 years, 
according to 1989 MOH statistics, compared with an average of 63 years for the 
nation as a whole. Among the leading causes of mortality in the region are 
respiratory illnesses, tumors, accidents, trauma, and poisonings. Pulmonary 
tuberculosis is reported to be the eighth leading cause of death (six percent of 
all deaths) and this condition is also one of the most common reasons for 
outpatient clinic visits among children aged one through four years. 

For every 1,000 children born in Arequipa Region, 73 die before reaching 
one year (compared with 82 nationally and 57 for Lirna/Callao). In contrast, in 
predominantly rural departments in Peru, such as Apurimac, Cusco, and Madre de 
Dios in Inca Province, infant mortality occurs at a rate of 120, 126, and 88 per 
1,000 live births, respectively. 

Forty percent of infant mortality in Arequipa Region results from 
infections originating in the perinatal period, and another 40 percent is 
attributed to respiratory infections and acute diarrheal diseases (see Exhibit 
4, below). As shown in Exhibit 5 (next page), more than half of all child deaths 
in Arequipa Region between ages one and four years of age result from dysentery 
and gastroenteritis, respiratory illnesses (not including tuberculosis), and 
nutritional deficiencies. 

EuiIBlT 4 
LEADING CAUSES OF INFANT M O A T W  (c 1 YEAR), 

AREaUlPA PROVINCE, 1988 



The levels and patterns of infant and child mortality in Arequipa are 
indicative of significant weaknesses in primary and preventive health services, 
as well as low socioeconomic status and environmental exposures. Availability 
of health services and implications of current health care financing practices 
for long-term improvements in the health care system are discussed in the 
following sections. 

EXHIBIT 5 
LEADING CAUSES OF CHILD MORTAJW (14 YEARS). 
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4.0 THE MINISTRY OF HEALTH: 
ORGANIZATION, SERVICES, AND RESOURCES 

By law, the mission of the Peruvian Government's Ministry of Health is to 
provide public health and medical services to that portion of the population 
without access to other sources of care. In the past, MOH services in Peru were 
provided through 28 departmental health units, in each of the country's 
departments, or states. The current regionalization plan calls for creation of 
12 political regions, replacing the 28 departments. Unlike in other parts of the 
country, the Arequipa Region will continue to comprise only the Department of 
Arequ ipa. It includes the provinces of Arequipa, Cay1 loma, Is lay, Camani, 
Caraveli, Castilla, Condesuyos, and La Uni6n, which are grouped for 
administrative purposes as follows: Arequipa and Caylloma; Islay, Camani, and 
Caraveli; Castilla, Condesuyos, and La Unibn. 

This section describes the organization, services, and resources of the 
regional MOH, which forms part of the Social Services Secretariat of the regional 
government of Arequipa. (Prior to regionalization, the Ministry of Health in 
Arequipa was referred to as the Departmental Health Unit in Arequipa Region. ) 

4.1 FACILITIES 

The MOH operates and staffs a total of 179 health facilities throughout 
Arequipa Region, including hospitals, health centers, and health posts (see 
Exhibit 6, below). 

1 MOH b w s  In the lntearaled Mollendo HospmJ (shared MOH and IPSS usel 

Source: MOH Regdonal Adrnln~strat~on and Fac~ldy Docurnenls 

The MOH operates four hospitals in the region, with a total of 1,087 beds. 
Under a joint use agreement with IPSS, MOH also provides inpatient and outpatient 
services to MOH clients at the Integrated Mollendo Hospital, a facility managed 
and primarily staffed by IPSS. Including the 77 MOH beds in the Mollendo 
Hospital, the MOH maintains a total of 1,164 hospital beds in the region. MOH _-  
hospitals in Arequipa provide an average of one bed for every 782 inhabitants, 
a public bed supply three times greater than the Peruvian national average (one 
bed per 2,500 inhabitants). 



Due in part to the national health program's emphasis on the delivery of 
primary care services, a capital expenditure program expanded the number of 
primary health facilities (health centers and health posts) throughout Peru. 
Arequipa Region currently supports 41 health centers, an increase of 
approximately 30 percent since 1987; each health center is designed to serve an 
average of 23,500 inhabitants, approximately the national norm. Arequipa Region 
has 134 health posts, up from 68 in 1985 and 124 in 1987. Health posts serve an 
average of 6,800 inhabitants, more than the national average of 5,000 per health 
post. 

Approximately 44 percent of the 41 MOH health centers and 46 percent of the 
134 health posts are located outside of metropolitan Arequipa. While the average 
population served by health centers and health posts in rural and coastal areas 
is much smaller than in Arequipa province, geographic access to these facilities 
remains a significant problem due to a widely dispersed population. Four rural 
districts have no MOH facilities. 

An important issue to be addressed in planning the regional health system 
is the concentration of public facilities in Arequipa Province, whose population 
is almost entirely urban. That province contains 74 percent of the population, 
84 percent of the public hospital beds, and also a surprisingly high 49 percent 
of health centers and 39 percent of health posts. Whether such an extensive 
system in a highly urbanized area is an efficient use of public money is an open 
question, and should be studied by the regional ministry. 

4.2 HUMAN RESOURCES 

4.2.1. Reqional Staff Resources 

The MOH staffs its health facilities and direct services with nearly 2,600 
full-time workers, of whom 27 percent are assigned to health centers and health 
posts and the remaining 73 percent to hospitals (see Exhibit 7). These figures 
exclude an additional 140 administrative staff assigned to the MOH central office 
in Arequipa. 

EXHIBIT 7 
TYPE AND DlSTRlSUTKN OF MOH PERSONNEL IN HUVTH C ~ P O S T S  AND HOSPf lm,  

ARMUIPA REGION, 19911 

1 Excludes 140 staff ass~gned lo reg~onal MOH adrn~nlstral~on In Arcqu~pa 

SDuroc: MOH Reg~onal Adrn~n~slratlon and Fac~llty Documents. 



Physicians and nurses comprise nearly one-third of all health facility 
personnel. Accordi,ng to figures suppl ied by the Medical Col lege of Arequipa, the 
MOH employs about one-quarter of Arequi pa Region ' s 1,080 registered physicians. 

Nearly 60 percent of a1 1 faci 1 ity personnel are other professionals (e.g. , 
technicians) and auxi 1 iaries , serving supporting roles in patient care. This 
category also includes functionaries who provide no direct care services. 

About 13 percent of MOH facilities staff are assigned administrative 
duties. If MOH central office administrative staff are added to facility 
administrative staff, more than 17 percent of MOH staff are administrative. 
About 11 percent of all MOH budgeted staff positions currently are vacant. 

Recently, 42 individuals assigned to MOH central administration retired in 
preparation for administrative decentralization of the MOH system, leaving 98 
administrative employees in the central office. An MOH task force appointed to 
study the administrative structure of the regional public health system is 
considering the feasibility of reducing regional administrative office staffing 
to between 30 and 50 individuals. Under this scheme, the remaining central 
office staff would be reassigned to work in direct service sites, including 
health centers and health posts. 

A major issue emerges from these data. Hospitals constitute only two 
percent of the public health facilities in the region, but they require 73 
percent of the personnel, which is indicative of the high resource cost of these 
institutions, the importance of using those resources efficiently, and the pol icy 
issue of whether that concentration of resources is appropriate to the goals of 
the public sector in health. 

4.2.2. Health Center and Health P o s t  Staffing 

The health centers and health posts are staffed to provide basic primary 
health care, with a total of 75 physicians, 43 nurses, 116 nurse-midwives and 364 
other health-related staff. Health centers typically are staffed by doctors of 
general medicine (generalists); none is staffed by a specialist in internal 
medicine. There are 1.8 MOH physicians per existing MOH health center, on 
average. In contrast, health posts are rarely staffed by physicians. 

In predominantly rural provinces, for example in the combined area of 
Castilla, Condesuyos, and La Unibn, a total of 17 full-time MOH physicians are 
assigned. Six of these physicians are assigned to the Aplao Hospital (Castilla) 
and an additional five are assigned to the five health centers in this province. 
The remaining six MOH physicians are assigned to the three health centers and 17 
health posts in Condesuyos and La Unibn provinces. 

For illustrative purposes, Exhibit 8 presents facility staffing data for 
two health centers and six health posts, all located in proximity to the City of - -  
Carnana. The health centers and two of the health posts each have a physician or 
midwife and nurse, while the other four health posts are staffed only with 
sanitary technicians. If this staffing pattern is typical of the region, many 
health centers and most health posts can provide only the most basic care due to 
1 imi ted staff qua1 if ications. 
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ILLUSTRAT4E MOH PUOFESSKIIWL STAmffi OFUR&AN AND P E l U U M  HGUTH FACnmES, CAMANq 1W 
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Sourer: MOH Regional Adm~ntstrat~on and Facility Documents. 

4 . 2 . 3 .  Hospital S t a f f i n q  

A large proportion of all MOH clinical, support, and administrative staff 
are assigned to MOH hospitals, and a high proportion of hospital staff are based 
in acute care facilities located in Arequipa City. More than 70 percent of all 
MOH health personnel in each category, with the exception of nurse-midwives, are 
assigned to acute care institutions. 

Nearly 86 percent of all MOH hospital personnel are assigned to two 
hospitals, with about 70 percent of the personnel of these two hospitals assigned 
to Honorio Delgado Hospital and the remaining 30 percent assigned to Goyeneche 
Hospital. These two hospitals account for 89 percent of a1 1 MOH hospital-based 
physicians and about 86 percent of hospital-based nurses and nurse technicians 
(see Exhibit 9). 
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4.3 UTILIZATION OF MOH FACILITIES 

As the infrastructure and staffing patterns indicate, health posts and 
health centers are the source of a 1 imited amount of basic health care; hospital 
resources dominate the pub1 ic sector. Avai lable ut i 1 ization informat ion further 
defines the role of various levels of facilities in serving basic health needs 
of the residents of Arequipa Region. 

4.3.1. Sources o f  Outpatient Services 

The distribution of outpatient visits by type of service and source of care 
reflects the differences in health del ivery capacity between health centers and 
hospital facilities. The MOH outpatient health services most closely associated 
with primary care principally are provided by health centers and health posts 
rather than hospitals, indicating appropriate use of facilities intended to serve 
primary care needs. 

Exhibit 10 shows that more that 71 percent of all outpatient visits in 
Arequipa and Caylloma Provinces were to health centers and health posts, and the 
remaining 29 percent were to the Arequipa hospitals, Honorio Delgado and 
Goyeneche. Health centerslposts in Arequipa and Caylloma accounted for at least 
three-quarters of all outpatient visits for five main primary care-oriented 
services (general medicine, pediatrics, obstetrics, gynecology, and dental). 
These primary care-oriented services accounted for 70 percent of all ambulatory 
visits to MOH health facilities. Health centerslposts also received three- 
quarters of the requests for health certificates (for employment and other 
purposes); such requests comprise 14 percent of all outpatient visits to health 
centers and hospitals. 

I EXHIBIT 10 11 
DlSTRlSUTlON OF OUTPATIENT S m E  WLUME ARMUlPA WPITALS COMPARED b4KV-i AREOUPA AND 

CAYLLOMA HEALTH CCKIERSAND H69LTH PDSTS, 1939 ' 
Tors LAsns % nv A F ~ E ~ U ~ P A  %wAfzEoUrp~ 71 -m m t i x m  16. ~lnuxu t i x m  Cmsltiwm - I tixmiw 



11 EXHIBIT 10 (CONTINUED) II 
DISTRIBUTION OF OUTPATIENT SERVICE VOLUME: AREQUIPA HOSPITALS COMPARED WTH AREQUIPA AND CAYUOMA 

HEALTH CENTERS AND HEALTH POSTS. 1989' 

TOTAL k m i  % N ARE~U~PA % IN AE~UIPA 
HEALTH hJHuu.m -ALS 8 CAYUOMA HEKni CnrnMEALm POSTS HosPrru 

49,281 8 1 19 

t D~fferences In methods of class~ftcatton of nslts beiween heanh centers and hosp~tds account tor some of the 
differences In d~strlbutlon of specialty servlces observed. 
Soume: MOH Aeg~onal Adrn~n~stratton and Fac111ty Documents. 

4.3.2. Hospital Outpatient Services 

The distribution of outpatient visits to MOH hospitals indicates a pattern 
of utilization consistent with the primary health needs of the region's 
population. Among MOH hospitals, general internal medicine, pediatrics, 
obstetrics, and gynecologic services were found to account for the highest 
proportion of outpatient visits, as shown in Exhibit 11. 

- - 

1 Integrated hospllal MOHIIPSS under IPSS adm~ntstrat~on. 
2 Ambulaloy CllnlC vlslts to health cenlers and health posts In Arequfpa and Caylloma prowncss, for cornparatwe purposes. 
3 Certtflcates of health requlred for employment and other purposes. 
4. Excludes emergency servlces. 
Sou-: MOH Reglonal Admlntstratlon and Fac~lity Documents. 



Among outlying support hospitals, including Camani, Aplao, and Mollendo, 
most outpatient visits were for general medicine and pediatric services, and 
these services comprised a higher proportion of outpatient visits for these 
hospitals than for Honor io Delgado and Goyeneche Hospitals. Honor io Delgado and 
Goyeneche, in contrast, provided the only source of many types of specialty 
services. Across all hospitals, specialty services (e.g., cardiology, neurology, 
ENT, urology, and others) accounted for a small proportion of all outpatient 
visits to hospitals. (Some of the difference in outpatient service distribution 
between outlying community hospitals and Honorio Delgado and Goyeneche is likely 
due to differences in classifying outpatient services.) 

4.3.3. Sources and Tvpes o f  Inpatient Services 

More than half of a1 1 MOH hospital discharges are accounted for by Honorio 
Delgado Hospital; Goyeneche Hospital accounted for an additional 22.8 percent of 
discharges in 1989 (see Exhibit 12). Camani and Aplao Hospitals together account 
for slightly more than 10 percent of discharges, while the Integrated Mollendo 
Hospital accounts for the remaining 15 percent of MOH discharges. 

Sou-: MOH Reg~onal Admfn~stratfon and Facilrty Documents. 

The distribution of discharges among leading clinical services within each 
hospital indicates that an average of 40 percent of all discharges are classified 
as obstetrics (see Exhibit 13). On average, an additional 17 percent of 
discharges are treated by pediatrics. Medical discharges account for an 
additional 13.5 percent of discharges across all hospitals. 



1 Percent may not total 100% due to roundmg 

2 Includes gynecology dlxharges 
3 Nattonal poke and prwaner unrts 

SYUIOC: MOH Regtonal Adm~ntstratton and Facllily Documents 
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DISTRIBUlWN OF kKlH HOSPITAL D I S C W E S  BY kWOR S m E  AREQUIPA REGKIN, 19@ 
(percent1) 

On average, 12 percent of all patients are general surgery admissions and 
only 4.5 percent are gynecology patients (not all of which are necessarily 
surgical admissions). At Honorio Delgado Hospital, less than 15 percent of 
patients are general surgical admissions -- about the same proportion of surgical 
discharges at the Camani and Mollendo Hospitals. Goyeneche has the lowest 
general surgical admission rate. 

In each of the hospitals for which more detailed case mix (diagnostic) data 
are available, the predominance of maternity care is evident (see Exhibit 1 4 ) .  
According to information on discharge diagnoses, more than half of all MOH 
hospital system discharges are for obstetrical and maternity-related care. 
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EXHIBIT 14 
LEADING DXSCHAF#;E DUIGNOSES FI3R MOH HOSPITALS', AREQUIPA REGKIN, 1989 
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Among MOH support hospitals, in Camani Hospital, as might be expected, a 
total of about 37 percent of admissions were for deliveries and an additional 17 
percent were for maternity-related conditions. A similar pattern was observed 
in Goyeneche Hospital. 

Honorio Delgado Hospital's case mix is strikingly similar to that of the 
support hospitals, despite its status as a referral center. More than half of 
Honorio Delgado discharges were for diagnoses indicating maternity and maternity- 
related conditions. 

Although the case mix of the four MOH hospitals seems quite similar, based 
on coded diagnostic information available, the severity of conditions may be 
greater at Honorio Delgado and Goyeneche Hospitals. Honorio Delgado, in 
particular, is the best-equipped hospital among the four both clinically and 
technically, and may provide the most complex care. 

Among common reasons for seeking hospital treatment, diseases and disorders 
of the digestive system ranks as the highest non-maternity cause for 
hospitalization at Honorio Delgado. Many of these admissions are surgical, 
reflecting the specialty role of this hospital. Similarly, virtually all tumors 
are treated at either Honorio Delgado or Goyeneche, the latter possessing a 
cobalt therapy device and the major sub-specialty cancer unit among the MOH 
hospitals. 

4.3.4. Honorio Delqado Patient Oriqin 

Data on patient origin indicate that Honorio Delgado Hospital serves 
primarily as a community hospital, serving residents of immediately surrounding 
areas of metropolitan Arequipa, rather than as a referral facility. This 
observation is consistent with the predominantly obstetrical and pediatric nature 
of the hospital's case mix. 

The distribution of inpatients by district or neighborhood (within Arequipa 
City) of residence indicates that most inpatients 1 ive in metropol i tan Arequ ipa 
and a high proportion live in neighborhoods immediately surrounding the hospital. 
Nearly one-quarter of the 11,728 discharges in 1989 were from Paucarpata, the 
Arequipa City neighborhood where Honorio Delgado Hospital is located (see Exhibit 
1 5 ) .  An additional 59.3 percent of hospital admissions came from Socabaya, Cerro 
Colorado, Miraflores, Mariano Melgar, Cayma, and Yanahuara, all located within 
the greater Arequipa metropolitan area and readily accessible by public 
transportation to the hospital. Thus, more than four-fifths of Honorio Delgado 
admissions were from local Arequipa City locations. 



A relatively small proportion of Honorio Delgado inpatients came from 
outside areas: 3.9 percent of discharges came from other Arequipa provinces, and 
another 2.4 percent came from other departments in southern Peru. The remaining 
patients came from within Arequipa Province. 

mmrr 15 
INPATIENT OFUGlN IN HOSPITAL HONOFUO DEU;AW, 1989 

The geographic distribution of inpatients discharged from Honorio Delgado - -  
Hospital reflects a pattern similar to that of outpatient users. Nearly half of 
outpatient users came from Paucarpata and Arequipa City (including various 
neighborhoods close to the center of the city). Other provinces in Arequipa 
Region and other departments of Peru accounted for 5.4 percent of outpatient 
visits on a sample day. 
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4.3.5. Physician Traininq in MOH Hospitals 

Honorio Delgado Hospital is the primary teaching facility of the Medical 
School of the University of San Augustin, located in Arequipa City. The 
university's medical curriculum for virtually all prospective physicians is 
restricted to cl inical experience obtained on the hospital campus in the course 
of providing inpatient and outpatient care. Graduate physicians are first 
exposed to community-based care settings in their required assignment to provide 
one to two years of "free" service in health facilities in peripheral urban and 
rural areas. 

4.3.6. Utilization Patterns in the Inteqrated Mollendo Hospital 

In 1985, IPSS initiated an expansion of health service facilities for IPSS- 
insured residents of Arequipa Region. Rather than build new facilities, IPSS 
signed an agreement with the MOH to use existing MOH facilities (mostly health 
centers and health posts) and to provide staffing for IPSS users. 

Since then, IPSS reversed its expansion pol icy and has reduced its fac 
network to the pre-1985 level, with one exception. The Mollendo Hosp 
previously owned and operated solely by the MOH, has remained a shared faci 
now cal led the Integrated Mol lendo Hospital, used by both MOH and IPSS inpat 
and outpatients, and administered and primarily staffed by IPSS. 

ility 
ital , 
1 ity, 
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This shared service model is of interest for two reasons. First, if shared 
services are provided efficiently, this may represent a potential savings to both 
MOH and IPSS. Second, the equitable treatment of MOH patients in an IPSS 
facility has been a concern expressed by MOH staff. 

Utilization data indicate that utilization by IPSS- vs .  non-IPSS-insured 
patients varies greatly by service, with non-IPSS patients served primarily by 
inpatient services, and IPSS-insured patients by outpatient services. Some 69 
percent of inpatients at the Integrated Mollendo Hospital were not IPSS-insured 
(see Exhibit 16), suggesting that MOH clients have full access to inpatient care. 

Nearly 65 percent of all emergency service users were also non-IPSS users. In 
contrast, only one-quarter of outpatient visits were by non-IPSS users. 



Source: MOH Reg~onal Adrn~n~stral~on and Facll~ty Documenls. 

Individual services vary considerably in the mix of IPSS-insured and non- 
insured users. Non-IPSS-insured individuals comprise less than 45 percent of 
medical and general surgery inpatient admissions. Nearly 90 percent of pediatric 
admissions are of non-insured individuals, largely because IPSS covers no 
inpatient pediatric care. 

4.3.7. Utilization and Capacity in MOH Hospitals in Arequipa City 

Honorio Delgado and Goyeneche Hospitals are located within one mi le of each 
other in the midst of metropolitan Arequipa. The resource commitment represented 
by these facilities, the extensive duplication of costly hospital facilities and 
services, and other circumstances -- notably the deteriorated condition of 
Goyeneche Hospital -- argue strongly for an analysis of the need to maintain both 
of these facilities to serve MOH acute care needs in Arequipa. 

The number of staffed beds among the two institutions has not changed 
significantly over the past five years. However, utilization is not what one 
would have expected under normal circumstances. For example, between 1985 and 
1988, the number of discharges rose slightly, but much more slowly than the urban - -  
population served by the hospitals. Then, in 1989 discharge volume dropped by 
more than 30 percent. The combined effects of the economic crisis and the work 
stoppages in 1989 (see Exhibit 17) doubtless contributed to the drop, but further 
analysis is needed to explain the difference between the rates of growth of 
population and hospital discharges. 



1 'Staffed beds reten lo the average number of operatmg beds In each year: the Honono Delgado and Goyeneche 

Hospllals have a phys~cal capacrty of 770 and 290 beds, respectively 
Sou10c- MOH Reglonal Adrn~nlstrat~on and Fac~l~ty Documents. 

Due to a long-term trend toward reduced length of stay (LOS), mostly 
occurring in years before 1989, and a relatively constant number of admissions, 
the overall occupancy of the two hospitals has dropped. In 1985, average 
occupancy of the combined hospitals was 73 percent. By 1988, occupancy at 
Honorio Delgado had dropped to 63 percent of bed capacity from its previous level 
of about 77 percent. Occupancy at Goyeneche Hospital dropped from 63 percent in - 

1985 to 58 percent in 1988. In 1989, both hospitals maintained occupancy at 
slightly more than 40 percent. 



Further declines in length of stay are likely to occur due to changes in 
practice or other operating efficiencies. Thus, even if hospital discharges 
maintain pre-1989 levels, hospital occupancy may continue to decl ine. 

Over the period 1985-1988, Honorio Delgado Hospital experienced an 11 
percent increase in admissions while Goyeneche Hospital's admissions dropped by 
five percent. Gains in discharges at Honorio Delgado resulted from increases in 
obstetric and pediatric departments. At Goyeneche, obstetric admissions 
increased by 12 percent, but no other hospital service registered an increase 
over the period. 

Comparing reductions in LOS over the 1985 to 1988 period, Honorio Delgado 
Hospital experienced a 25 percent reduction in overall LOS while Goyeneche 
Hospital Is LOS dropped by 14 percent (see Exhibit 18). With the exception of the 
private cl inic (which experienced a sl ight increase in LOS) , Honorio Delgado 
Hospital recorded substantial decreases in LOS across all services. In contrast, 
Goyeneche Hospital experienced LOS increases in two high-volume services -- 
medicine and general surgery -- and only modest decreases in other major 
services. 

1 fkocnr d changc 1 5 1 6  to lW 

Sarroc: MOH Reg~onal Admmtstrat~on and Facillty Documents 

EXHIBIT 18 
TRENDS IN A W E  LENGTH OF STAY BY MAJOR SBVCE, 
WNORK) DUGADO AND GOYENECHEWSPILALS, 198589 

(days) 

1986 1w 1- 1SlbL9 % 

CkANGE. 
1- 



Capacity and utilization assumptions based on data in Exhibits 18 and 19 
were used to estimate the combined utilization of the facilities. For purposes 
of the analysis, it was assumed that under a combined operation, Honorio Delgado 
Hospital would serve as the facility for the combined hospital operations. As 
illustrated in Exhibit 20, the combined operation would need to serve 23,554 
discharges and 223,763 patient days within Honorio Delgado' s current staffed-bed 
capacity of 722. Using these assumptions, the projected occupancy of Honorio 
Delgado Hospital would be nearly 85 percent. 

r k z u d  chsngc 1986 lo reaa 
Sourae: MOH Reg~onal Adm~n~slral~on and Facility Docurnenls. 

EXHlBl7 20 
ANALYSlS OF THE CAPACITY OF HONORK) DELGADO W P I T A L  
TO ASSORB THE PATIENT LOAD OF THE GOYENECHEhCKPAL 

II 1. RszwRsES (cauElI~a3 15188 mww m&Alw AND GoYENRYiE m A L  IY9QCUlflGES. THE 

HIGHEST A N N U  TOTAL 1985 AN0 1m) 11 DISCHARGES 23'554 

2 &NGlH ff STAY (1w LhGADO LsUGlH ff STAYl TULmffi m A L  L a  9.5 DAYS 

HffiHW, f3 JT  AMRsGE DRXINED 6Y a.9 tElWE% 1985 AND 1m) 

5. A v ~  WMYS AT 722 ~ ~ ~ n c l r v  (722 x s  MS) 263,530 DAYS 



4.4 FINANCING AND COST OF MOH HEALTH SERVICES 

This section reviews revenue and operating expenditures (costs) for MOH 
services provided in Arequipa Region. Overall MOH operating income and 
expenditures are presented by budget category for 1985-1989. Hospital operating 
expenditures are also presented and hospital costs are compared. I1 lustrat ive 
data from hospital facilities on revenue from user fees and other sources are 
also presented. 

4 . 4 . 1 .  MOH Operatins Income and Expenditures 

MOH operating expenditures for Arequipa Region for 1985-1989 (expressed in 
constant Intis) have followed a downward trend. Although total expenditures 
reached a peak of 82.7 mil 1 ion constant Intis in 1987, expenditures have declined 
by 13 percent over the period (see Exhibit 21). 

EXHIBIT 21 
MOn OeERAllNG V BY BUOGETCATEGORI. A R W l P A  FIEGION. 1 W l W  

(In thousands of Constant Intis (c.l.)ll 

1 Base (1 00) - 1985 

2 Excludes expendflures for MOH. Camana and Aplao 

3 Includes MOH contr~bullons to IPSS at nlne percent of Wanes. FONAVI at 0 5  percent of salarles 
4 Contr~butlons to MOH employee penslons (separate from IPSS penston fund payments). 
5 Not malor ~nveslment, excludes cap~lal expend~tures funded through separate central MOH (LmsJ account8 
Somce: MOH Reg~onal Adm~n~slratlon and Fac~lny Documents 



The MOH derives revenue from two sources: publ ic treasury funds (provided 
by the central government) and income from other sources. Despite the downward 
trend in total operating expenditures over the f ive-year period, the proport ion 
of MOH income from these two sources has not changed significantly over the 
period reviewed. Public treasury funds have provided about 95 percent of all 
operating funds for the MOH for each of the years studied. Program income from 
non-public sources was about 5.2 percent of total expenditures in all years 
except in 1989, when it dropped to about 3.7 percent of total expenditures. 

Salaries accounted for the largest portion of total expenditures in a1 1 
years, followed by pensions. Salaries alone accounted for between 65 and 75 
percent of all MOH expenditures over the years studied. Pension costs varied 
between 10 percent and 17 percent of total operating expenditures over the same 
period. Total personnel expenditures, including salaries, current transfers 
(including the MOH's mandatory employer contributions to the IPSS health 
insurance program, as well as small contributions to Fondo Nacional de La 
Vivienda/FONAVI-0.5 percent), and pensions (including MOH contributions to 
employee pensions that are separate from IPSS pension fund payments), ranged from 
86 percent of total MOH program expenditures in 1986 to 94 percent of total MOH 
program expenditures in 1989 (see Exhibit 22). Expressed as a percent of MOH 
funds from publ ic sources (i.e., excluding income from non-pub1 ic sources), total 
personnel and benefit costs ranged from 91 percent to 98 percent of expenditures 
from public funds over the period. 

II i % F m w a ~ n s % a l C K l H A w u c T m  FVNLX 
(EXCLUDING INCOME FROM USERS AND OTHER SOURCES) 

I .  Excludes expenditures for MOH. Camana, and Aplao. 

2 Includes MOH (employer) contnbuttom to IPSS at nme percent of salanes. FONAVI at 0.5 percenl of salanes 
3 Contr~but~ons to MOH employee pensums (separate from IPSS psnslon fund payments) 

Samx: MOH Regional Adm~n~stra!~on and F a a l i i  Documents 

The proportion of all operating funds expended for goods purchased has 
declined between 1985 and 1989 from a total of 10.8 percent of all expenditures 
in 1985 to about 5.1 percent of total expenditures in 1989. (This figure is - -  
derived by adding the percent of all expenditures in 1985 from both publ ic 
treasury funds and non-pub1 ic funds. ) This decline is particularly significant 
because this line item includes medical supplies, drugs, and other goods used by 
the public health system. 



Virtual ly no local capital expenditures were recorded for the period. 
Total local capital expenses varied from an annual high of 0.6 percent of total 
expenditures in 1988 to zero in 1989. Major capital expenditures (e.g., for 
construction of new faci 1 ities) are control led by the central MOH, and are not 
reflected in these accounts. 

4.4.2. MOH Operatinq Expenditures Within Hospitals 

This section analyzes hospital expenditures in 1989. All numbers are in 
current (1989) amounts. As shown in Exhibit 23, MOH hospitals accounted for 66 
percent of all MOH operating expenditures. Honorio Delgado and Goyeneche 
Hospitals accounted for more than 40 percent of all MOH operating expenses. 

-/BIT 23 
MOH HOSPITAL OPEFMllffi EXPENDITURES, ARMUIPA REGION, 15189 

(percent of total MOH operating expenditures, 
millions of current 1989 Intis) 

1 Tolal MOH 1989 expenditures (In rnlll~ons of conslant 1985 Inlls) were 1/25.135895 
2 Salar~es current transfers (IPSS. FONAVI), pensions 
Sourn: MOH Reg~onal Adm~nlstrallon and Facll~ly Documents 

Among MOH hospitals, Honorio Delgado Hospital accounted for the largest 
portion (44.4 percent) of a1 1 MOH hospital operating costs. Goyeneche Hospital 
represented an additional 20 percent of all MOH expenditures for hospital 
services. Camani and Aplao Hospitals together accounted for 10.8 percent of all 
MOH hospital expenditures and 7.1 percent of all MOH program expenditures. 

Salaries accounted for slightly more than 88 percent of hospital operating 
expenses in both Honorio Delgado and Goyeneche Hospitals. Goods and services 
purchased were only 11 percent of expenses. Camani Hospital spent 3.6 percent 
of its funds on goods and services purchased. Aplao and Mol lendo Hospitals spent 

- - 7.5 percent and 6.9 percent of funds on goods and services, respectively. 

To identify differences in operating costs among the MOH hospitals, 
efficiency measures were calculated using available capacity, utilization, and 
cost data for 1989. Note that operating costs are for a1 1 hospital services, and 



these costs are allocated only to beds or inpatients. By implication, we are 
assuming that outpatient visits occur in the same proportion to inpatient stays 
and beds across facilities. Compared with other MOH hospitals, Honorio Delgado 
and Goyeneche Hospitals have the lowest average cost per staffed bed (see Exhibit 
24). Using this measure, the Aplao Hospital is twice as expensive and the 
Mollendo Hospital is more than three times as expensive per bed as the two least 
expensive hospitals. 

II DCHIBIT 24 
COMPARISON OFOPCRATmK; COSTS A M O S  MOH HOSPTTALS ARMUlPA REGDN. 1989 11 

1 .  Total MOH 1989 expenditures (In mlllions of constant 1985 Intls) m r e  11.25.135.895. 

Sourn: MOH Reg~onal Adm~ntslrallon and Facll~ty Documents. 

Based on annual costs per discharge, Honorio Delgado, Goyeneche, and Camani 
Hospitals have comparable costs. However, the Aplao and Mollendo Hospitals are 
more than twice as costly per discharge as the other MOH hospitals. 

Based on the average cost of a patient day in each of the MOH hospitals in 
1989, Aplao Hospital is three times more expensive than either Honorio Delgado 
or Goyeneche Hospitals. Mollendo Hospital is more than twice as expensive as 
either of these hospitals in cost per patient day. Part of the difference in 
cost could be explained if the apparently less efficient hospitals treat 
proportionately more outpatients. However, it is more likely that if outpatient 
visits were included, the relative greater efficiency of Honorio Delgado and 
Goyeneche would be enhanced. 

4 . 4 . 3 .  Cost Recovery i n  Hospita ls  and Health Centers 

As a result of continuing inflation and lack of available funds for supplies 
and equipment, hospitals and health centers are unable to continue providing free 
medical supplies to indigent patients. To be able to purchase needed supplies, 
including health center equipment, most facilities currently charge for services. 
Although fee schedules have been available for most services for some time, unti 1 
the past year patients were liberally exempted from payments. However, due to 
the critical shortage of funds and supplies with which to perform laboratory 
tests and X-ray exams, MOH health facilities have been forced to insist on 
payment for services, such as X-rays, to enable purchases of chemicals and f i lrn. 

MOH social service employees responsible for determining individual patient 
exemptions for the costs of hospitalization at Goyeneche Hospital indicated that 
they are under great pressure not to exempt anyone from paying at least a portion 



of their hospitalization costs. A 1  1 health centers charge nominal amounts for 
their services and exempt few people from paying a portion of fees for their 
care. Health centers have established drug funds with which they purchase and 
sell drugs to the public. 

MOH fiscal constraints have forced health centers and health posts to charge 
for pharmaceutical products. Data available on cash sales and exemptions in the 
health centers and health posts of the region for an 11-month period in 1989-1990 
indicate that 98 percent of the value of the drugs distributed was recovered in 
cash payments from the patients; drugs given free of charge represented only two 
percent of the value of a1 1 drugs distributed (see Exhibit 25). 

1. 11 months. 
Sou- MOH Reg~onal Adm~nstral~on and Fac~l~ty Documents. 

CASH SALES AND EXl34PlWNS FDRCOMMERCIAL DRUGS DISPBVSEL, 
BY MOH HUVTH CENTERS AND HUVTH POSTS, S . U I P A  REGKIN, 1- 1990' 

The fol lowing sub-sect ions present information on the extent of cost recovery 
among hospitals and health centers in the MOH system. Information is presented 
on the fee exemption process used at Goyeneche Hospital, user fee receipts for 
Honor io Delgado and Camani Hospitals, and revenue derived from user fees paid by 
users of private clinic beds in Honorio Delgado, Goyeneche, and Carnana Hospitals. 

4.4.3.1. Illustration of Cost Recovery: Goyeneche Hospital 

MavTH 

A u G m  (1989) 

SEmEMEim 
ckmxER 

IU~MMBER 
L Z c i 3 . f ~ ~  

JWUARY (1W) 
t%wuw~ 
h44tz~i 

ML 
IIMMJUNE 

According to the social services staff at Goyeneche Hospital, many of the 
hospital's patients are among the poorest in the city and the region. A small 
number of patients with IPSS coverage come to the hospital, mostly for ambulatory 
services for which they pay directly. However, if IPSS patients require 
hospitalization, they are transferred to IPSS facilities. Privately insured 
patients do not use general hospital inpatient services. However, privately 
insured patients do use the private physicians' clinic located in one section of 
the hospital. 

I1 

C49YSQLES 
(% OF TOTAL) 

4,404,510 (99.2) 

7,465,595 (99.8) 
7,280.786 (99.9) 

8,849.030 (96.8) 
9,554,650 (91.1) 

28,391.390 (99.7) 
27,213,085 (89.9) 

35,067,240 (-) 

69,681,020 (99.9) 

117,591,350 (98.9) 

- - 
Official fee schedules are prepared for use by MOH hospitals. The fee schedule 

for services is maintained in a computer and periodically updated with price 
increases for materials. 

ExAmmls 
(% OF TOTAL) 

34,030 (0.8) 

13,100 (0.2) 
3,240 (0.1) 

290,230 (3.2) 
935,680 (8.9) 

96,000 (0.3) 
3,066,200 (10.1) 

N/A (-1 
24,150 (0.1) 

1,192,105 (1.1) 



An estimated 90 percent of patients pay for some portion of their hospital 
care. Patients with specific types of diseases (e. g. , tuberculosis, cancer) are 
exempted from payments once the nature of their i 1 lness has been establ ished and 
they become known to the hospital. For other cases, there are no set criteria 
for exemption. 

All patients and patient families currently are interviewed by social service 
staff to determine employment, income, and other circumstances that might justify 
exempt ion. The amount charged is determined by social service staff based on the 
disposition of previous cases. Individuals are categorized as full-pay 
("pagante") and partial-pay ("semi-pagante"). No reliable information was 
available on the proportion of full-pay and partial-pay individuals. Social 
service staff estimated that about eight percent of patients are completely 
exempted from any payment. 

Social service staff state that they are under extreme pressure not to exempt 
individuals from payment due to the virtual bankruptcy of the hospital and the 
need to purchase basic medical supplies to treat individuals. Some direct 
service departments, including laboratories and radiology, are unwilling to 
exempt anyone due to the shortage of materials. In most cases, fees are required 
of patients prior to scheduling or performing laboratory tests or X-rays. 

A new patient registering for admittance to the hospital is required to pay 
about I./45,000 (US$0.16 @ 280,000 I./U.S.$ on August 8, 1990) for the paper 
folders and other materials used in documenting the patient's care. 

4.4.3.2. Cost Recovery: Estimated Revenues from Patient Fees at Honorio Delgado, 
Camana, and Goyeneche Hospitals 

Income from patient fees is recorded separately in most MOH facilities. 
Estimates were made of the proportion of hospital expenses that are covered by 
patient payments of all types. Fees analyzed included those charged to general 
hospital patients and those charged to patients using private wards. 

Fees charged for general (non-private) services in the hospitals are very low 
and appear to have little or no relation to the cost of providing services. For 
example, on August 8, 1990, a basic hospital outpatient fee was 1./60,000 
(US$0.21 @ 1./280,000 per U.S. $ ) .  

In Camanh Hospital, room and board charges for both general and private 
patients accounted for more than 40 percent of fee income. Radiology and 
laboratory charges accounted for another 27.3 percent of total fee income. 
Income from all user fees for general ward patients as well as private ward 
patients at Camana Hospital accounted for only 6.6 percent of hospital operating 
funds in 1989 (see Exhibit 26). 



11 INCOME RWM USER FEES PAID BY p~naVrS, MOSPUAL U~CWI I& 
(current Intis) II 

WA~E W m  ~~XWTA~~ZATICYV 9,760,750 12.7 

1 1,739,482 15.3 
CERTlFlWrm ffl-bum 2,905,657 3.8 

T o r .  Usw Pm 76,915,509 100.0 
L k m F t z s P m ~ ~ % f f T m  C w w  6.6 
m A L  EwmmmEs 

1 May lnclude d~rect (oul-of-pocket) patlent payments and ~nsurance relmbumement 

2 Does not mclude user fees not d~rectly annbutable to hosp~tal heallh servlce delwery. 
3 Camana operatmg expenditures were 1,17O,MK).000 Intls. 

Sanra: MOH Reg~onal Administration and Facil~ty Documents. 

At Honorio Delgado Hospital, hospitalization or per diem fees accounted for 
most (60 percent) of a1 1 user fee revenues. Laboratory and radiology fees were 
16 percent of total revenues. Income from user fees including both general and 
private clinic service revenues accounted for about4.8 percent of the hospital's 
total operating income for 1989 (see Exhibit 27). 

1 Includes 1 / 135.195 5 pnvate cllnlc revenues 

2 Honorlo Delgado 1989 operalmg expenses wsre 7.373.MXl.000 lnt~s 

Sarnr: MOH Reg~onal Adm~n~stral~on and Fac~l~ly Documents 

In sum, while user fees are collected from most hospital users, the revenue 
they provide makes up a small fraction of total operating expenditures. 



4.4 .3 .3 .  Cost Recovery: Revenues from Private Ward Operations at Honorio 
Delgado, Camana, and Goyeneche Hospitals 

Three MOH hospitals maintain small numbers of beds used by MOH physicians to 
admit fee-for-service (private) patients. Data on revenues derived from private 
ward admissions in 1989 for Honorio Delgado, Goyeneche, and Camani Hospitals 
indicate that this income represented a small portion of total hospital revenues. 
The data indicate that none of the private wards returns income to the hospital 
in proportion to the average daily costs of operation per bed or discharge. 

The Honorio Delgado Hospital clinic contributed the highest proportion (1.8 
percent) of operating revenues among the three hospitals (see Exhibit 28). 
However, considering that the clinic operates 3.6 percent of all beds in that 
hospital and accounts for 6.3 percent of discharges, the revenues derived from 
the private services are clearly less than the average operating cost per bed or 
discharge. 

1. In thousands of currenl (unadlusted) Intts. 

2 1989 cost per bed. Honorlo Delgado = 10,269; Goyeneche= 12,340; Carnana - 15.000 In thousands of current Intts. 

3. 1989 cost per d~scharge Honor~o Delgado -627.0; Goyeneche - 646 0; Carnana 1.080.0 in thousands of current Intis. 

4. 1989 Cost per patlenl-day. Honorlo Delgado -66.3; Goyeneche = 78.8: Camana = NIA. 

5. Total MOH 1989 expenditures ( ~ n  m~lltons of constant 1985 Intos) were 1/.25.135.895. 

Scutce: MOH Regtonal Adrn~n~strat~on and Facrl~ty Documents. 

M I B I T  28 
PRIVATE WARD UnUZATKlN AND INCOME RWM USER FEES PAID BY PATIENTS. 

MOH HOSP~ALS, AREQUIPA REGKIN. 19tB 
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In Goyeneche Hospital, the private ward contributed 1.6 percent of the 
hospital 's total income, but the private operation accounted for 6.5 percent of 
all the hospital's beds and nearly nine percent of all hospital discharges. 
Camana Hospital's private ward used more than 10 percent of hospital beds but 
admits a small number of discharges (3.2 percent of all discharges) and 
contributes less than one percent of the revenues. 

4.4.3.4. The Role of the Private Ward in an MOH Facility: Case Study of Honorio 
Delgado Hospital 

During the study, an interview was held with the Director of Honorio Delgado 
Hospital and the head of the hospital's private ward, a physician who i s  also 
Chief of the Department of Neurology. An anesthesiologist on the hospital staff 
and the Chief Financial Officer of the hospital were also in attendance to 
discuss the role and operation of the private service ward in the hospital. 

The head of the private ward stated that the existence of the ward was 
controversial within the hospital because there are many who argue that the ward 
is nothing more than a program to benefit the doctors who admit patients to it. 
There are jealousies between private ward staff and other staff. Some claim that 
the ward adds great expense to the cost of hospital operations, but yields little 
benefit to the hospital; in fact, they believe that the hospital subsidizes the 
cost of the private ward. 

In contrast, the private ward head argued that he believed the ward brought 
substantial revenues to the hospital that were very beneficial. Since few see 
the financial benefit of the ward, he added, it would be important to make them 
aware of this benefit. The benefit in labs and X-rays is clear to staff, he 
said, because they see the revenues from paying patients. One way to make the 
rest of the hospital staff see these benefits would be to make sure they are 
aware of items that are purchased with private ward revenues. 

The ward is very informally organized and uses 26 of the hospital's 718 beds. 
Staff, in addition to the physicians who attend to patients, consist of nine 
nurses and 14 auxiliaries. The private ward director identified personnel as the 
major costs of the ward, stating that all the other expenses are paid for by the 
patients, based on standard hospital charges. 

About five percent of patients are admitted to the private ward via the 
emergency room. The rest are admitted by their private doctors. In the past, 
private ward patients would pay the hospital for all their care, including the 
professional fees. The hospital would retain 20 percent of the physician's 
charge and pay the physician the remainder. However, the hospital often did not 
pay the physicians for many months. At other times, the hospital would issue 
checks to the physicians but banks would not accept them. Now the physicians are 
charging the patients directly for their services. ~ - -  

According to the head of the private ward, the more immediate issue facing the 
ward involved proposed increases in cl inic fees. Currently, expenditures by a 
private patient at Honorio Delgado are often higher than at other private 
facilities because of longer lengths of stay at Honorio Delgado. 



The concern among private patients at wards within public facilities is not 
qual ity of medical care, per se, but rather the dilapidated appearance of the 
hospital, and the lack of amenities and medical supplies. For example, it is 
common for the rooms to lack light bulbs -- available bulbs are moved from room 
to room depending on where patients are. The walls badly need painting. 
Patients have to bring their own bed clothes (sheets, towels). There are no in- 
room telephones or other central communications systems to allow nurse 
communication with patients in their rooms. In fact, there is no telephone on 
the floor. Equipment is not a problem at the hospital. For example, the 
hospital has seven X-ray machines. But there is a lack of maintenance and 
medical supplies. 

The lengths of stay in the private ward are somewhat shorter than in the 
regular hospital due to a high proportion of maternity care and a large number 
of cesarean deliveries. Also, many private patients receive pre-admission 
testing, reducing their length of stay. The private ward director stated that 
shorter lengths of stay are sought by attending physicians because their fees are 
based on the case, not the length of stay. 

The head of the ward cited the hospital's pharmacy as evidence of the 
structural and management problems at the hospital. In 1987 a pilot private 
pharmacy was opened in the hospital. It worked well but was halted for political 
reasons. The hospital generates about 800 prescriptions per day. If only 20 
percent of these were filled in the hospital, this would give a large volume to 
the in-house pharmacy. The doctors have established a commission in the hospital 
to study the possibility of re-establishing a pharmacy, this time inside the 
private ward. 

The head of the private ward claimed that the physicians want the ward and the 
hospital to be run professionally, like a service business. He said that the 
private ward needed its own management and autonomy to a certain degree to be 
able to manage its own operations. The ward is currently very loosely managed 
and it is unclear who is in charge. Although the ward director is supposed to 
be in charge, this has not been made clear to the rest of the hospital staff. 
In addition, the ward has 1 ittle administrative autonomy, which they need to make 
operational decisions. 

The ward director thought they needed a source of funding to make improvements 
that would upgrade the qual itative aspects of the ward and a1 low it to compete 
more effectively with the other private facilities in the city. For example, the 
private ward has 26 beds of three types: A-with private bathrooms; B-also with 
private baths, but multi-patient rooms; C-no private baths. The head of the ward 
said the ward should evaluate how much it would cost to convert all rooms to A 
and B categories. Also, there should be a television in every room and 
telephones at least on the floor. Most importantly, the hospital has to 
establish reasonable prices for services. 

- - 
As to whether the ward needed more beds and whether the doctors had ambition 

to expand the private ward operation, the head of the ward thought 26 beds were 
sufficient. One service the ward could offer would be pediatrics, since there 
is no well-developed private pediatric service in Arequipa. A pediatric ward 
would require specially trained nurses. He thought six pediatric beds would be 



sufficient. Other services the hospital could contemplate include day surgery, 
which would appeal to many people and be a good way to lower costs. 

The director thought that the establishment of reimbursement agreements with 
businesses to serve area workers would be a good idea and a means to increase 
demand for the ward's services as we1 1 as increase income to the hospital. Other 
staff commented that they know that companies want to establish such agreements 
with them, but that insurance companies and private firms alike are reluctant 
because of the hospital's deficiencies. - 
This section has reported on interviewees' recommendations. For the regional 

Ministry, the following issues must be addressed to assess the feasibility of 
expanding the private ward: 

(1) Could the private ward reach a break-even point or even become a prof it 
center for the hospital? 

(2) If not, are there quantifiable benefits to the public system that would 
justify subsidies to the private patients? 

(3) What type of investment would be required to be able to charge enough for 
private beds and achieve a high enough occupancy rate to achieve the 
revenue required to fulfill the criteria in (1) or ( 2 ) ,  above? 

(4) Given the level of investment required in ( 3 ) ,  above, are the benefits to 
the public system large enough to justify the expenditure there, rather 
than pushing private patients completely into the private sector? 

4.5 MOH PHARMACY SUPPLY AND DISTRIBUTION 

Perhaps more than any single service provided by the MOH, the pharmacy 
distribution system is viewed as key to public acceptance of MOH services. 
However, it became apparent both in interviews as well as through data collected 
from the publ ic and private sectors, that the publ ic perception of the adequacy 
of MOH pharmacy services was not determined by the avai labi 1 ity of free drugs but 
rather by the availability of drugs at all. 

The study also revealed the potential fiscal importance of drugs to the MOH. 
The former director of the pharmacy at Goyeneche Hospital described how a once- 
active, well-stocked, and well-managed pharmacy at that institution contributed 
significant profits to the hospital, to the benefit of departments needing new 
equipment and supplies. Physicians at Honorio Delgado Hospital are eager to 
establish a private pharmacy to serve the private ward patients, partly because 
they recognize that the current pharmacy system at the hospital does not function 
well. In addition, they recognize that a well-managed pharmacy is a potential 
source of revenues that the hospital desperately needs to be able to maintain - -  
services . 



4 .5 .1 .  MOH Pharmacy Supply Systems 

Hospital pharmacy and health center pharmaceutical supply operat ions are 
separate under the current MOH administrative system. Each hospital maintains 
its own purchasing department through which all pharmacy supplies, as well as 
other hospital suppl ies, are bought directly from suppl iers. According to MOH 
staff, no group purchasing occurs across hospitals. 

In Arequipa Region, three separately staffed pharmacy purchasing and 
distribution networks are maintained to purchase drug supplies for health centers 
and health posts. Provincial purchasing and distribution facilities are located 
in Arequipa, Camani, and Aplao, each supplying health centers and posts in the 
immediate geographic area. 

According to staff in the MOH distribution facility in Arequipa, drug supplies 
are purchased monthly. Health centers estimate drug supplies needed for the next 
month and orders are placed with the central distribution headquarters. Drugs 
purchased are marked up 10 percent; lists of official prices for the period are 
provided by the distribution office. 

Purchases are made from distributors based on bids from suppliers. Bidding and 
purchasing are handled through the MOH's central supply system, located in the 
regional administrative office. Nearly all drugs purchased are brand-name 
medicat ions. CONAMID (Comisi6n Nacional de Medicamentos, Insumos y Drogas) 
supplied generics in the past, but has not for at least one year. 

4.5.2.  Case Study: Goyeneche Pharmacy 

The Goyeneche pharmacy department currently purchases its own pharmaceutical 
supplies through its own hospital purchasing department which handles materials 
purchases. Goyeneche buys only for itself; the MOH does not have a group 
purchasing effort. 

Prior to 1985, the Goyeneche pharmacy maintained an adequate stock of 
medications through a hospital-based revolving fund. Most medicine use was paid 
for by patients at rates that allowed the hospital to exempt needy individuals 
and sti 1 1  generate a prof it margin that not only maintained the drug supply fund, 
but also supported the purchase of supplies and equipment for other parts of the 
hospital. During the pre-1985 period, the drug supply fund was prof itable and 
self-sustaining, with strict control exercised over income and expenditures to 
run the drug supply fund. A formal system of fund transfers was in place to 
ensure that the pharmacy received credit for drug sales to patients and to 
monitor stocks and purchases. 

Drug supplies were purchased directly through distributors who willingly gave 
credit to the hospital. In addition to supplying its own needs, the Goyeneche - -  
pharmacy used to be responsible for maintaining supplies of medicines throughout 
the peripheral health center system in Arequipa. During this period, primarily 
brand name medicines were purchased and sold through the hospital pharmacy. The 
majority of patients paid willingly for medicines. 



Currently, the pharmacy has sporadic stocks of a few medicines, but essential 
(generic) medicines, such as penicill in and others, are unobtainable through the 
governmental pharmacy distribution system CONAMID, the only authorized suppl ier 
for the MOH system. 

CONAMID has served the hospital ineffectively. When there were medicines 
avai lable, hospital orders were often incorrectly f i 1 led. Rather than providing 
the quantity of drugs ordered, CONAMID would supply quantities in excess in some 
and short in others depending on their own supplies. Currently, CONAMID itself 
has no drug stocks and cannot supply even essential medicines such as the ones 
noted above. 

4.6 CONCLUSIONS AND RECOMMENDATIONS FOR MOH PROVISION AND FINANCING OF HEALTH 
SERVICES 

The current regionalization of management and financing of health services 
brings with it extraordinary challenges and opportunities for the MOH in the 
Arequipa Region. On the one hand, serious problems stemming from resource 
shortfalls and systemic inefficiencies hamper the ability of the MOH to fulfill 
its mission of providing care to those without other sources. These problems are 
likely to become increasingly acute as responsibility for financing is brought 
to the regional level. On the other hand, the MOH can become much more 
innovative and responsive to regional needs under the new system, and can take 
full advantage of the health care expertise and broad range of health resources 
in the region. 

The MOH faces the need to generate resources at the regional level, and can 
choose among several options. These include (a) developing a more effective cost 
recovery system within MOH facilities, and (b) instituting a form of earmarked 
tax, through the Government of Arequipa. 

With respect to the first option, there are many additional opportunities for 
cost recovery through user fees. At present, though nearly a1 1 users are 
accustomed to paying a small amount for care, and few receive exemptions, fees 
are too low to cover a substantial portion of costs. The MOH could consider 
refining the user fee system, which would include setting fees that more closely 
reflect actual costs; building in pricing mechanisms that would provide 
incentives and disincentives to use of particular services; developing a useful, 
objective exemption mechanism; and institutionalizing a means for local retention 
of a portion of the revenues. In addition, there are opportunities for 
additional use of the private ward (and consequent cost recovery) by improving 
the quality of surroundings and amenities. This would provide a means of 
subsidization by users who can afford treatment of those who cannot. 

A relatively large proportion of MOH users are covered by IPSS; some are also 
covered by private health insurance. As part of its cost recovery activities, - -  
it is important for the MOH to consider more effective means of charging those 
patients for their care, either through fee-for-service or prepaid arrangements. 
In particular, the MOH and IPSS could make a reimbursement arrangement, based on 
the number of IPSS patients seen at MOH health clinics and hospitals, and the 
type of services they use. 



The second option, the use of earmarked taxes, is viewed by the  economic,^ 
profession as little more than a method to circumvent the annual appropriation 
process. However, any bureaucracy would 1 ike to do its best to circumvent the 
appropriation process, and it is always worth a try. In health, a case can be 
made that earmarking is a way to capture an insurance premium from all segments 
of the population, as is done under social security (which does exist in Peru and 
is a payroll tax earmarked for health). It could also be argued that potential 
unhealthful behavior like cigarette smoking, driving a car, or drinking alcohol 
should be taxed so that people engaging in the behavior also pay a pseudo- 
insurance premium each time they smoke, drink, or buy a car. For each of these 
arguments it should be understood that there are equally logical arguments 
against earmarking. 

Two important negative aspects of earmarking should be mentioned: First, 
earmarked consumption taxes tend to be regressive, with the poor paying a higher 
share of their income to support the earmarked programs. Health officials, who 
worry about how the poor will be able to pay for health care, are in favor of 
punitive taxes on unhealthful behavior (e.g., alcohol consumption, smoking, and 
gambling), without realizing that those behaviors are popular among the poor and 
that the taxes fall heavily on them. 

Second, the revenue potential of a reasonable earmarking scheme in Peru may be 
dwarfed by the amount of revenue that could be raised within the health system 
through user fees. Health facilities typically are delivering many services at 
no cost for which consumers would willingly pay (and such a fee is not a tax). 

There are at least two reasons to be1 ieve that an earmarked excise tax wi 1 1  not 
grow faster than inflation. First, beer and cigarette consumption may rise 
slowly over time, but they also vary on a year-to-year basis. Second, because 
the tax rate is on the quantity of beer or cigarettes sold, the only way to 
adjust it to inflation is to change the tax rate, which requires legislative 
approval. It actually may be more likely that regular appropriations will do 
better in keeping up with inflation in a high-inflation environment. 

In contrast, the MOH has almost complete control over user fee rates, which it 
can adjust to inflation administratively. Furthermore, for the departments and 
facilities to have an incentive to collect fees, the resulting revenue must 
represent a net addition to the budget, which may not be the case with earmarked 
taxes. If the MOH benefits from an earmarked tax, appropriations from other 
sources are likely to be reduced. 

Put simply, there are so many problems with earmarked taxes, both economically 
and politically, that the MOH would be well advised to seek other ways to 
increase the resources available to it. The temptation to pursue earmarking may, 
however, prove to be irresistible. The MOH may, for example, find ready support 
among those who accept the argument that the health sector should receive 
revenues generated by unhealthful behavior. If earmarking is pursued, the MOH - -  
should argue for fairly small tax rates and for a tax based on the percentage of 
the product's price rather than one based on the quantity sold. The former 
approach would keep up with inflation automatically; the latter approach would 
require repeated legislative changes in the tax rate. USAID may consider 
supporting technical assistance that would show quantitativelythe relative costs 



and revenue generating capacity of user fees, relative to feasible earmarked 
taxes in the Arequipa Region. 

From our analysis, it appears that the most pressing inefficiencies within the 
current MOH system include the following: First, there is considerable 
duplication of services between Honorio Delgado and Goyeneche Hospitals in 
Arequipa City. It is likely that savings could be realized with a carefully 
planned and executed merger of the two facilities, and such an option should be 
explored from the perspective of economic and pol it ical feasi bi 1 i ty. Second, 
hospital resources may be inappropriately used for excessive outpatient care due 
to a breakdown of referral networks. It appears, for instance, that Honorio 
Delgado Hospital is used as a type of neighborhood outpatient center, This may 
be an inefficient use of the facility. Referral links require refinement. 
Finally, pharmaceutical supply procurement practices appear to be ineffective, 
resulting in large-scale shortages of medications, and low quality (and 
percept ions of low qua1 i ty) of services. 

Serious attempts should be made to increase the efficiency of pharmaceutical 
management. In this regard, it is important to assess the option of contracting 
out to a private concern. As discussed above, Goyeneche Hospital had successful 
pharma~y'o~erations before 1985, and much can bd learned from that experience 
It is critical to determine, first, in what ways the private pharmaceutica 
sector operates in a more efficient manner than the public sector and, second 
how public facilities can either adopt practices similar to the private sector 
or make arrangements with private operators to provide medications. 



5 . 0  THE I N S T I T U T O  PERUANO DE SEGURIDAD SOCIAL ( I P S S )  

This sect ion presents the study findings regarding the design, structure, 
and financing of the health insurance system that is a component of the Peruvian 
Social Security Institute (IPSS). 

5 . 1  BACKGROUND ON THE I P S S  SYSTEM 

IPSS was started in 1943 as a health and welfare insurance fund for workers 
( "obreros" ) , separate from the government health services provided by the 
Ministry of Health. Physicians and other professional staff who went to work for 
IPSS in these new services became somewhat of an elite because they benefited 
from better pay and working conditions than their counterparts in the Ministry's 
health services. 

In 1952, Peru initiated another component of the IPSS services, designed 
specifically for white-collar employees ("empleados"), in which physicians and 
other staff were even better paid than their obrero service colleagues. At the 
time the "empleado" component was initiated, the Federation of Medicine of Peru 
prohibited its members from joining the "empleado" staff; those who went over to 
the "empleado" services had to disassociate themselves from the Federation. 

The history of the development of the IPSS program has left a legacy that 
has important programmatic and cost implications for the region's health services 
as well as important policy dilemmas. Jealousies between IPSS and MOH exist to 
this day throughout Peru. In addition to the long-standing rivalry between IPSS 
"obrero" and "empleado" hospitals, distrust exists between Ministry health 
services staff and IPSS staff. Attempts have been made in the past to merge 
Ministry and IPSS resources to provide single-site services to both the IPSS- 
insured population and to the indigent. However, these efforts have had little 
lasting success. 

A contributing factor in the continuing mutual distrust between the two 
organizations is the fact that IPSS employees typically earn twice what MOH 
workers earn, although differentials between medical staff employed by the two 
organizations have narrowed recently. 

5.1.1. I P S S  Hea l th  Insurance E l i q i b i l i t y  

The IPSS program is both a social security and disabi 1 ity insurance system, 
as well as a health insurance fund. According to the law, the following 
categories of individuals are obligatory participants in the insurance system: 
employees of both public and private firms, regardless of the length of 
employment; employees of non-profit enterprises, cooperatives, and other similar 
organizations; retirees, the disabled, widows, and orphans. 

- - 

In addition, optional or voluntary IPSS coverage may be obtained by 
individuals who have lost IPSS coverage through loss of employment or other 
reasons, or by independent workers. While virtually anyone has a right to IPSS 
insurance coverage, in practice most enrollees are employees of public and 
private companies. 



5.1.2. IPSS Medical and Health Benefits 

Comprehensive diagnostic and curative (medical and surgical ) care is 
provided to the enrol lee (primary insured). These services include both 
ambulatory and hospitil izat ion services, as we1 1 as complete dental care. 
Pharmaceuticals , medical suppl ies, prosthetic devices, orthopedic equipment, and 
physical and occupational rehabi 1 i tation are a1 so completely covered for 
employees. Regarding preventive care, vaccinations, prenatal care, and sanitary 
education services are provided. Chi ldren of covered subscribers are el igi ble 
only for preventive health services, ambulatory care, and drugs. Wives of 
enrol lees have maternity benefits (expecting mothers are covered for prenatal, 
delivery, and post-natal care for children up to age one). If the female spouse 
were the primary insured, the male spouse would not be covered by IPSS health 
insurance. 

In addition to medical service benefits, IPSS health insurance also 
provides cash subsidies for days of i 1 lness, pregnancy, and nursing. Final ly, 
burial services are included in the health insurance. Virtually all services 
covered by IPSS are provided without charge to eligible beneficiaries. 

5.1.3. Reqional IPSS Coveraqe: Employers and Eliqibles 

Until 1985, the regional IPSS Administration (Gerencia Regional de 
Arequipa) was responsible for a large geographic area in southern Peru, including 
the departments of Arequipa, Moquegua, Tacna, Puno, Cuzco, Apurimac, and Madre 
de Di6s. Currently, the regional administration has responsibility for a more 
limited geographic area, including the provinces of Arequipa, Camana, Mollendo, 
Aplao, La Joya, Chivay, and Vitor within the Arequipa Department. 

According to data provided by the regional IPSS Administration, Division 
of Planning and Budgeting, the number of employers enrolled in the Arequipa 
Region IPSS insurance system has grown by 23 percent over the five-year period. 
During the same period, largely due to liberalization of eligibility, the number 
of enrol led beneficiaries has grown by 55 percent (see Exhibit 29). However, 
these data have not been adjusted for withdrawals from the IPSS system, or for 
deaths and other decreases in the number of enrolled beneficiaries. Therefore, 
it is likely that both the overall increase over time and the absolute number of 
enrolled beneficiaries are less than shown. 



1 Percent change 1987 lo 1989 

2 Excludes Aplao for 1985 
Sarncr Gerenc~a Reg~onal Arequ~pa, IPSS 

Using data provided by IPSS, the enrolled population (410,714) is estimated 
to represent approximately 44 percent of the Arequipa Region's total population 
in 1989. By comparison, national estimates of IPSS coverage indicate that about 
19 percent of the Peruvian population has mandated coverage. Some observers 
express doubt as to the reliability of IPSS enrollment and eligibility data and 
estimate that national coverage is less than this figure (Zschock, 1988). 

Zschock estimates that in 1981, 17.4 percent of the population of Arequipa 
Department was covered by IPSS, compared with 14.0 percent nationally. In 
contrast, Lima was estimated to have 26.7 percent of its population covered. At 
least part of the difference between current coverage estimates and 1981 
estimates is due to changes in eligibility that have resulted in the coverage of 
spouses and chi ldren. According to Zschock, among Peruvian departments, Arequipa 
had the fourth highest proportion of departmental population covered by the IPSS 
social security system, after Lima/Callao, Ica, and Tacna. It should not be 
surprising that Arequipa would have coverage higher than the national average; 
those el igible for coverage tend to 1 ive in urban areas and Arequipa's population 
is much more highly urbanized than the national average. - - 

Annual data on the number of newly-enrolled employers (those entering the 
IPSS system for the first time during 1985-1989) provide a general indicator of 
the level ot economic activity in the region, reflecting periods of growth in the 



number and type of economic enterprises. According to the annual totals, 1986 
and 1987 were periods of increasing activity, while 1988 and 1989 figures reflect 
declines in the number of enterprises (and other types of organizations) 
enrolling in the IPSS system (see Exhibit 30, below). 

1. IPSS offices mcluded: Arequ~pa. Caman4 Mollendo, and Aplao. 
2. Does not total 100 Percent due lo roundmg 
Sowrx: Gerenc~a Reg~onal Arequtpa. IPSS. 

These data also provide an indication of the extent to which increases in 
IPSS coverage are occurring in geographic and economic sectors that are 
considered to be under-represented in the IPSS insurance system, despite 
broadened eligibility. As of 1985, IPSS coverage was relatively high among 
salaried employees in manufacturing, public utilities, and other urban - -  
enterprises compared with agriculture and self-employed activities. Over the 
f ive-year period shown, commercial organizations, industry, and services 
accounted for nearly 45 percent of the increase in new employers. Although the 
number of agricultural employers enrolling in IPSS in 1987 exceeded all other 



categories, by 1989 this category represented only eight percent of new 
enrollments and little more than one-third of new enrollments among commercial 
organizations in 1989. In 1989, the highest proport ion of the newly-enrol led 
were individual households, although these are not enterprises and represent few 
new enrollees. 

Among new enrol lees, the proport ion who are employees, dependent spouses, 
and dependent children has not changed substantially (see Exhibit 31). The 
percentage of new enrollees who are employees (primary insureds) and dependents 
has remained relatively constant over the period (assuming the "housewives" 
category added in 1987 should be included among primary insureds and dependents). 
At the same time, the number of voluntary enrol lees increased from about two 
percent of the newly-enrolled population in 1985 to about five percent in 1989, 
but the numbers are too small to consider indicative. 

EXHIBIT 31 
DISTRIBUT10N OF NEWL WNSURED HEM TH PC#X;RAM EN~WLLEES' 

BY EffiIBILlTY CATEGORY, IPSS Gi3EhCM R E G O M  AREQUIPA, 15185 1 9 8 9  
NUMBEFI OF NMY-INSURED BY YGW 

1 Includes only employees enter~ng the IPSS health Insurance system during each year. 
Sarnc: Gerenc~a Reg~onal Arequ~pa. IPSS. 

For each newly-enrolled employee, nearly two dependents were enrolled in 
the IPSS system in 1989. However, spousal enrollees numbered less than half the 
number of employee enrollees, suggesting that many spouses do not register for 
the IPSS coverage. Therefore, each newly-enrolled employee had an average of 1.5 
children enrolled in the program. 

About 95 percent of voluntary enrol lees reside in Arequipa (see Exhibit 
3 2 ) .  Few (14.1 percent) of new IPSS enrol lees reside in Camani, Mol lendo, and 
Aplao. 



EXHIBIT 32 
DlSTRIBUTK)N OF NEWLY-INSURED HEALTH fTUERAM ENlWLLES 

BY ELXjlBIlUTY CATHjORY AND ADMINIS~TIYE MWT, 
IPSS REGKIN DEPARTAMENTAL AU?XNJIP4 1- 

Source: Gerenc~a Reg~onal Arequ~pa. IPSS. 
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The service delivery capacity of the IPSS system in Arequipa is organized 
around a regional hospital complex, the Hospital Central del Sur, whose campus 
houses the "empleados" and the "obreros" hospitals. The Integrated Mollendo 
Hospital, serving both MOH and IPSS clients, is the only other facility in the 
region that can be classified as an inpatient facility. IPSS also uses a small, 
but unspecified number of inpatient beds in the Camana Hospital and the Aplao 
Hospital, both of which are operated by the M O H .  

An additional 10 facilities operated by IPSS are called "hospitals" due to 
the use of day observation beds, but none of these facilities provides inpatient 
treatment of typical medical or surgical conditions. 
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The remainder of the physical infrastructure of the IPSS delivery system 
in Arequipa Region is composed of 14 ambulatory facilities ("postas") providing 
limited preventive and clinical services. 
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The IPSS hospitals and health center infrastructure underwent a significant 
expansion between 1985 and 1988, to meet goals set by "Health for A1 1 in the Year 
2000." To achieve broader geographic coverage, IPSS developed an agreement with 
the MOH to integrate health services of the two organizations in sites operated 
primarily by the MOH. As a consequence, IPSS health service sites increased from 
13 (ambulatory services only) in 1985 to about 118 ambulatory service sites 
organized into eight assistance networks. The majority of new faci 1 i ties were 
primary care delivery sites -- both health centers and health posts -- most of 
which were existing M O H  service sites. For IPSS patients, these new services 
were staffed largely by itinerant IPSS physicians and health professional staff. 
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The expansion was maintained through 1988. In 1989, due to a reversal in 
policy, the new service network was disbanded, including the functional 
integration with the MOH, with the exception of the Integrated Mol lendo Hospital. 

5.2.1. Service Profile of IPSS Facilities, 1990 

Two IPSS hospital facilities offer inpatient medical and surgical services: 
the Hospital Central del Sur and the Integrated Mollendo Hospital. However, only 
the Hospital Central del Sur offers a full range of medical and surgical sub- 
specialties. The Mollendo Hospital and inpatient services in Camanh offer only 
basic inpatient services: general medicine, surgery, obstetrics and gynecology, 
pediatrics, and dentistry, plus basic diagnostic services (laboratory and 
radiology). 

Among the larger ambulatory facilities (referred to as support hospitals 
and, in some cases, polyclinics), no inpatient services are offered, though many 
of these facilities do provide beds for observation and normal deliveries. 
Otherwise, these facilities provide basic medical services. Three of the support 
hospitals have laboratory services, one has radiology services, and six offer 
pharmacy services. The smaller "posta" facilities offer only primary care, with 
no laboratory capacity. 

5.2.2. Hospital Central del Sur 

In Arequipa, the parallel development of IPSS "obrero" and "empleado" 
services has resulted in the existence of two adjacent and redundant units in the 
Hospital Central del Sur -- Block A ("obrero") and Block B ( "empleado"). These 
two units are physically separate and provide virtually identical types of 
medical and surgical services. The units have separate medical staffs offering 
identical medical and surgical sub-specialties; separate nursing and technical 
support staffs; complete, independent physical infrastructures (e.g. , maternity 
units, surgical suites) ; and separate laboratory, radiology, and pharmacy 
services . 

Recent administrative changes within IPSS have encouraged the regional 
management to present the two units as a unified hospital, with central 
management, for practical and operational purposes. However, each continues to 
operate independently and the two do not work together to any significant extent. 

5.2.3. Distribution of IPSS Facilities 

Most IPSS facilities are located in and around Arequipa Province. Outside 
Arequipa, IPSS provides inpatient services in the Integrated Mollendo Hospital, 
which IPSS manages. IPSS also uses inpatient facilities of the MOH in CamanA and - -  
Aplao, although IPSS admits few patients to these institutions. Most IPS5 
enrol lees obtain inpatient care in Arequipa at the Hospital Central del Sur. Of 
the 14 "postas, " three are in metropol itan Arequipa and four more are in Arequipa 
or Caylloma provinces. Regional authorities commented that the distribution of 
facilities and resources in the regional IPSS health system prevents it from 



functioning as a regional service system due to the concentration of resources 
in metropolitan Arequipa, and the lack of adequate service facilities in other 
areas. 

5 . 3  I P S S  P H Y S I C I A N  RESOURCES 

According to data from the Medical College of Arequipa, IPSS employs 470 
physicians, about 44 percent of all practicing physicians in the region. An 
important factor in the development of IPSS medical services has been the effect 
of national employment and personnel standards on hospital staffing and 
productivity. Physician and hospital productivity in the public and quasi-public 
sectors are affected by national law defining the standard physician work week 
as 36 hours. (This affects both MOH and IPSS physicians.) In IPSS hospitals, 
physicians have a strong incentive to perform "guardia" (evening shift coverage), 
since these hours are paid with an evening differential and "guardia" hours are 
counted as standard work hours, allowing a medical staff member to complete the 
required 36 hours during two or three days. 

Emergency services (where much of the "guardia" hours are spent) consume 
a high proportion of available physician time at the expense of other inpatient 
and outpatient services, aggravating the delays experienced by patients seeking 
medical attention. Regional administrative personnel have suggested that this 
situation could be changed by the creation of a dedicated emergency room staff 
that would have the permanent capacity to staff the emergency services. This 
arrangement would effectively free IPSS staff physicians to attend to hospital 
outpatient and inpatient duties. It is not clear why hospital management is not 
able to schedule physician work hours to meet needs; that is what one would 
expect in a well-run hospital, particularly one as heavily staffed with 
physicians as those of IPSS in Arequipa. 

As a consequence of these policies, despite large increases in staffing, 
physician coverage is insufficient to attend to patients because many physicians 
complete the work week within three days. This situation has been used to 
justify increased staffing in recent years, further increasing personnel costs. 
However, other IPSS observers note that political patronage has increased 
markedly over the past five years. 

5.3.1. Professional Staff at Hospital Central del Sur 

Staffing of Hospital Central del Sur illustrates the trend toward 
increasing personnel costs. In 1973, the combined medical staff of the two 
hospitals was about 73 physicians (approximately 33 in the "obrero" and 40 in the 
"empleado"). Today, the combined physician staff in both institutions exceeds 
200 (see Exhibit 33) .  In addition, support staffs have increased 
proportionately. - - 



1. Block A = 'Obreros'; Block B ='Ernpleados' 
2. 'Ouirn~cos'. 
Sare:  Gerenc~a Reglonal Arequtpa, IPSS 

Based on a total bed capacity of 473, Hospital Central del Sur has one 
physician for every two beds in active use in the hospitals and one nurse for 
every 1 .5  beds. (By comparison, Honorio Delgado Hospital has one physician for 
every 6 . 3  beds, and Goyeneche Hospital has one physician for every 4.1 beds (see 
Exhibit 34, below). Hospital Central del Sur also has more than twice the number 
of nursing staff per bed compared with the two MOH hospitals. 



Source: MOH Reg~onal Adrn~n~strat~on and Fachty Oocurnents; Gerenc~a Reg~onal Arequpa. IPSS. 

5.3.2. Impact on Patient Care: Estimates o f  Patient Waitinq Time 

Despite the staffing level observed in Hospital Central del Sur, access to 
services continues to be difficult. The difficulties involved in using IPSS 
services are commonly acknowledged and are a main reason IPSS el igibles seek care 
elsewhere -- in many cases through the use of employer-sponsored private health 
insurance. Through interviews with physicians and staff working in the IPSS 
system in Arequipa, the study team estimated the time required for a patient to 
obtain medical attention for a hypothetical, but common, non-emergency problem - 
- a persistent cough requiring diagnostic X-ray of the lungs. 

The patient would need to get up early (e-g., 5:00 a.m.) to get in line to 
make an appointment with an IPSS physician later in the morning. The visit with 
the doctor may last one half-hour during which the physician would order the 
necessary X-ray exam. The patient would then present the physician's order to 
the radiology department, which would schedule the X-ray in about three weeks, 
at the earliest, because of the demand for radiographs and the 1 imited daily 
hours of the radiology department (six hours per day) for non-emergency f i lms. 

In three weeks, the patient would return to the hospital to have the X-ray 
exam, and would return two days later to have the radiograph read by a physician 
and to obtain a diagnosis and therapeutic recommendations. However, to see a 
physician, the patient once more must be in line at 5:00 a.m. to make an 
appointment for later in the morning. If the physician prescribes medication, 
the pharmacy will attend the patient immediately. 

5.4 UTILIZATION OF IPSS FACILITIES 

In 1989, the hospital facilities managed by IPSS maintained an average 
occupancy of 70 percent (see Exhibit 35). Among the three facilities, the Block - -  
A ("obreros"), Block B ("empleados"), and Mollendo Hospitals accounted for 
approximately 30 percent, 50 percent, and 20 percent of all discharges, 
respectively. Average length of stay at the three hospitals was 8.6 days. 
Occupancy at the Block A facility was higher than the Block B and Mol lendo 
f aci 1 it ies (85 percent, compared to 67 percent and 55 percent, respectively) . 



EXHIBIT 35 
SELECTED U T I ~ T K I N  STAllSlXX FOR IPSS (INPATIovr) -MAL UNm, 

IPSS GERCNCM DEPMAMCMAL. ARWUIP4 19tB 

1.  Block A = 'Obreros'. 
2. Bloc* B 2 "Empleados 
3. Comblned IPSS and MOH use. 
Sanrx: Gerenc~a Regtonal Arequ~pq IPSS. 

5.5 IPSS FINANCING 

In the following sub-sections, the financing of the IPSS health insurance 
and delivery component of the Peruvian Social Security System are described. In 
addition, regional revenue and expenditure information are presented over a five- 
year period, 1985-1989. Income and operating expenditures are then compared and 
financial issues facing the IPSS system are discussed. Finally, the IPSS free- 
election system is described. 

5.5.1. Employer and Employee Contributions 

The joint contribution for IPSS health and welfare (retirement) benefits 
for both employer and employee is 18 percent of the employee's base salary. Of 
this 18 percent, half is allocated by IPSS to health insurance. Of the half for - -  

health benefits, the employer contributes two-thirds and the employee contributes 
the remaining one-third through payroll deductions. Therefore, the employer's 
contribution to IPSS health insurance represents the equivalent of six percent 
of each worker's salary; the worker's contribution represents three percent of 
his or her salary. 



If a person has two or more places of employment, full IPSS contributions 
are required of each employer. (However, as one observer pointed out, when a 
multiple contributor retires, each is entitled to an IPSS pension based on only 
one salary. This circumstance has led some to characterize IPSS as a good 
col lector but a bad payer.) Two spouses working in the formal economy, as we1 1 
as their employers, also must contribute fully to IPSS, although in this case 
both individuals would receive full health coverage as primary insureds. 

5.5.2. Trends in Reqional IPSS Income and Operatine Expenditures 

Total health subscriber income from employers and employee contributions 
varied dramatically over the 1985-90 period for which data were available. In 
1985, the total regional IPSS income from both sources was U.S.$5.5 million (see 
Exhibit 36). By 1987, this figure had grown three-fold, to nearly U.S.$16 
million. However, the following year, IPSS income dropped to less than U.S.$1.5 
million, doubled in 1989, then dropped well below $1.5 million in 1990 
(projected) . 

EXHIBIT 38 
ANNUAL SUBSCXUBER INCWE (EM- AND E M F l D v  

K)R HEALTH CAFlE INSURANCE PROVlDm UNDER lECi330 LM ZWZ?., 
IPS. GEENaA DEPARTAMENTAL ARXWIPA, 19811880 

(current Int~s and US. S) 

1888 1887 1eSs 1889 1890' 

1. January - April collections extrapolated to 12 months. 
2. Intis-dollars conversion rates: I / .  per dollar 1985 - 13.95; 1986 - 13.95; 1987 - 23.00; 1988 - 1.132.00: 1989 - 13,760.00: 1990 - - 
175 000.00. - 
Source: Gerenc~a Regional Arequipa. IPSS 

There are several possible explanations for this variation in income. In 
1985, the regional IPSS system encompassed a broader geographic area and 
population, including the cities of Tacna and Cusco. Tacna is comparable to 
Arequipa with respect to the proportion of the departmental population covered 



by the IPSS system (19.7 percent for Tacna vs. 17.4 percent for Arequipa 
(Zschock, 1988). Together, these departments undoubtedly constitute a 
significant proportion -- perhaps half -- of the IPSS system's 1985 income. 

Increases in income recorded for 1986 and 1987 are not explained by 
increases in the population covered, and are due to increases in contributions 
of employers and employees. The reason for the dramatic reduction in income 
between 1987 and 1988 is not known. 

Between 1988 and 1990, despite growth in the cumulative number of employers 
and employees covered by the program, revenues varied somewhat (peaking in 1989 
at U.S.$3 million) but were similar during 1988 and 1990 (estimated). This lack 
of increase in income may be due to the nature of the IPSS contribution formulae 
during periods of accelerated inflation. According to Zschock, the implementing 
law sets salary ceilings for contributions to the IPSS system, beyond which 
contributions from any given employee remain constant. Thus, during periods of 
rapid inflation, salaries (and costs) rise but IPSS income per enrollee remains 
constant. 

Expenditures followed the same pattern as income. Expenditures in 1985 
were U.S.$8.7 million, rising to U.S.$19.1 million in 1987, and dropping to 
U.S.$2.5 million in 1988, suggesting that the patterns observed for both income 
and expenditures are linked to economic trends in Peru rather than to 
programmatic or coverage changes in the IPSS system itself. 

Salaries accounted for an increasing proportion of regional IPSS health 
system expenditures over the period studied, rising from 45 percent of total 
expenditures in 1985 to about 54 percent in 1989 (see Exhibit 37). Employee 
pensions and benefits, including contributions of IPSS itself and of IPSS 
employees to the IPSS insurance funds, are subsumed under current transfers. 
These costs accounted for an additional 15 percent of total IPSS expenditures in 
1985 and rose to nearly 25 percent of total expenditures in 1989. These 
personnel costs totaled 60 percent of all IPSS expenditures in 1985 and nearly 
80 percent of total IPSS expenditures in 1989 (see Exhibit 38, below). 

1. Average annual exchange rates: 1985 11.13.94/U.S.S. 1987 1/.23.00/U.S.$. 1988 I/.1,132.00/U.S.S, 1989 I / .  13,760.00/U.S.S 
2 .  Percent may not equal 100% due to rounding. 
Source: Gerencla Regional Arequipa. IPSS. 

54 

103.443 1.2 106.848 0.5 27.5151 1.1 318.8861 7.9 

sERVKXS PURCHASED WTAL) 

FREE 

m S E R V K X S  

C u m  TRANSFERS (KT- 

CAPrrAL IMIESThiENEi (K l lA l )  

TOTAL HEALTH PRMjfUM 

EXPP(WRES 

672.994 

141 

219 

1.280.038 

38.102 

8.738.436 

7.7 

0 

0 

14.6 

0.4 

1 W.0 

. .  
39.424 

10.757 

3.831.575 

663.303 3.5 

0.2 

0 

20.0 

72.786. 115,467 

19,054,756 

2.9 

2.998 

575 

598,424 

100.0 

2.762 

115 

994.588 

0.1 

0 

23.2 

2.575.889 4,031,530 100.0 100.0 

0 

0 

24.7 - 





Deficits in the IPSS system are attributable to several factors. Despite 
the fact that a1 1 governmental employees are mandatory participants in the IPSS 
health insurance and social security systems, government contributions to these 
funds consistently have been withheld or significantly underpaid. Also, 
employers have become adept at under-reporting employees, therefore reducing 
their contributions despite the fact that their employees continue to use the 
IPSS services. Finally, the fact that the contribution ceiling is not adjusted 
for inflation has contributed to the disparity between salary-based contributions 
and program costs. 

Exhibit 40 illustrates the effect of adjusting the IPSS contributions for 
inflation for one employer. This employer contributes to IPSS, a self-insurance 
fund, and pays directly to providers for health services used by employees. Over 
six recent months, the company's contributions to the self-insuring health fund 
increased from I/. (Intis) 23,000 to I/. 150,000, following adjustments in 
payments to the fund required to maintain pace with inflation. Direct payments 
to outside providers for health services rendered to company employees increased 
even more rapidly, from I/. 146,000 in the first month to I/. 2,442,000, 
reflecting the rising trend in health care prices paid by consumers and 
businesses over the period. In contrast, the company's contributions to IPSS 
increased only slightly over the same period. The bottom row of the table shows 
the percentage difference in contributions between the first and last month. 
According to company sources, the nearly flat (or rapidly decl ining in constant 
currency terms) contributions to IPSS are mostly due to the rigid nature of the 
IPSS contribution formulae. 

5.5.3. IPSS Free-Election System 

TREND IN EMPLOYEE HUVTH INSURLWCE PAYMENTS FOR IPSS AND PRIVATE INSURANCE W E R A G E  COMPANY 
'x' JANUARY - JUNE 1990 

Provisions of the IPSS system allow for IPSS-insureds to obtain care from 
non-IPSS providers who are then reimbursed based on a fee-for-service schedule 
of prices of individual services. This system, referred to as free-election 
("libre elecci6n"), accounted for negligible IPSS expenditures for all years 
studied, as did IPSS expenditures for health services that are contracted by IPSS 
to outside providers. - - 

Mx7n (1990) 

JANUARY 

Given the barriers faced by those insured by IPSS in obtaining access to 
covered care, one would expect the free-election system to record a high level 
of use by individuals seeking health care services outside the IPSS system. 
Anecdotally, it is widely acknowledged that IPSS-insured individuals avoid IPSS 
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facilities. For example, conversations with MOH employees revealed that MOH 
employees prefer to pay for their own care at MOH facilities than to obtain free 
care at IPSS. However, this anecdotal evidence is difficult to reconcile with 
the available utilization data. For example, with 473 beds, IPSS's Hospital 
Central del Sur had 14,300 discharges in 1989 compared to 11,757 discharges at 
MOH's Honorio Delgado, which has 718 beds. 

Under the IPSS free-election system, IPSS-covered individuals obtain health 
services from the facility or provider of their own choice, including the MOH. 
Individuals then pay for the services and are reimbursed by IPSS. However, the 
IPSS reimbursement system effectively pays only about 30 percent of the amount 
charged by private facilities or providers (see Exhibit 1 ,  providing a 
significant disincentive for potential free-election system users. The 
reimbursement schedule in effect during the period of the study shows that rates 
for individual services are very low, accounting for the low percentage of total 
charges actual ly reimbursed to free-elect ion users (see Exhibit 42). 

EXHIBIT 41 
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Efficiency can a1 so be improved through consol idat ion of redundant services 
( "obrero" and "empleado"). 

Given that the wages of IPSS medical personnel exceed those of MOH 
personnel, it may be true that IPSS physicians are paid above market wages. A 
study should be carried out to determine appropriate compensation. 

A concerted effort should be made toward improving qua1 ity of care if IPSS 
wishes to provide health services to IPSS contributors. At present, 
dissatisfaction with the quality and accessibility of care leads many IPSS 
beneficiaries to use MOH or private facilities. Employers often carry double 
coverage, adding private health insurance to the IPSS coverage, because of the 
inadequacy of care at IPSS. 

As stated in conclusions for the section of this report on the MOH, the use 
of MOH facilities by IPSS beneficiaries suggests that an arrangement could be 
made between IPSS and MOH for a formal mechanism for reimbursement of services. 

To provide ambulatory care for rural beneficiaries of IPSS, arrangements 
could be made with local private providers, with fee-for-service or prepaid 
financing mechanisms. 

It would be useful for IPSS to review its reimbursement system, determining 
appropriate (reimbursable) fees for private sector physicians. In addition, it 
would be very useful to carry out a study of the relative costs of providing care 
directly through IPSS facilities vs. through the private sector. This 
information could guide future decisions about whether IPSS beneficiaries will 
receive direct services, or reimbursement for care received in non-IPSS 
facilities. 



6.0 PRIVATE CLINICS, INSURERS AND PHARMACIES 

Data from the Medical College of Arequipa indicates that approximately 30 
percent of 1,080 practicing physicians in Arequipa are in private practice, 
unaff i 1 iated with either MOH or IPSS health systems. As noted, many MOH and IPSS 
physicians also maintain private practices. 

The following sub-sections review findings from an investigation of health 
resources and services in the private sector in Arequipa Region. Information is 
presented on the characteristics of two large private health facilities that 
provide both inpatient and outpatient services, representing most of the non- 
office-based private health service delivery capacity in the region. Information 
is also presented on the nature and coverage of private health financing 
resources in the area. Included are insurance companies offering health 
insurance plans to individuals and employers, employers providing private health 
insurance coverage for their employees, and one organization that serves 
physicians by managing reimbursement between insurance companies and private 
physicians. Final ly, information on an informal survey of pharmacies in Arequipa 
is provided. 

6.1 P R I V A T E  CLINICS 

6.1.1. Hoqar Clinica San Juan de Dios 

In 1955, the Orden de 10s Hermanos Hospitalarios de San Juan de Dios began 
providing services for children with orthopedic and congenital motor disorders. 
By 1967, the organization had expanded its original ambulatory services to 
include a broad range of inpatient as well as outpatient specialties provided 
through the ClTnica Hortencia Espinoza de Salinas, the hospital named for its 
principal benefactor. Under the auspices of the Orden, which owns and operates 
one large hospital in Lima and more than 40 hospitals in Spain, the Clinica 
Hortencia currently maintains the largest private health facility in Arequipa. 

The clinic is headed by the Superior de la Orden and Administrative 
Director of the health services organization, who also heads the executive 
committee ("conse jo direct ivo"). Under the director are the medical director and 
the administrative managers of the clinic. 

The clinic has a paid staff of 56: six physicians (medical director and 
five "residentes, " or recent medical school graduates, no longer in training) ; 
seven administrative personnel; 15 nurses; one social worker; one accountant; six 
technicians/ auxiliaries; and 20 maintenance workers. In addition to paid staff, 
the cl inic and the San Juan de Dios organization are served in various capacities 
by 18 brothers who do not receive compensation from clinic funds. Other non-paid 
services are provided by 140 ad-honorem attending physicians, three volunteer 
administrators, one social worker, 40 nursing students, and 100 nursing aide - -  
students. 

The clinic's policy is to provide attending physicians with admitting 
privileges for their private patients on the condition that they do not charge 
for services provided to second floor free-care patients. In addition to the 



non-paid services of attending physicians, the hospithl contracts "residentes" 
who are paid relatively low wages to work in the hospital, generally as 
assistants to the medical staff. "Residentes" are willing to work under these 
circumstances at Clinica Hortencia because there are few jobs available in 
Arequ i pa. 

The San Juan de Dios health service organization is categorized as a non- 
profit entity (qualifying as a "sociedad beneficiencia" receiving tax benefits 
as well as public support and charitable donations). The clinic uses a mix of 
free care and fee-for-service to finance the operation of its health services. 
Financing for Clinica Hortencia operations is obtained from three main sources: 
insurance, direct payment by patients, and contributions. 

Approximately 60 percent of the cost of clinic operations is covered by 
income from patients treated in the private wing. Of this income, about 70 
percent is from insured patients, and the balance is direct payments by 
individuals. Income from the sale of drugs in the pharmacy also provides 
substantial support for the clinic. 

The remaining 40 percent of operating funds come from local donations and 
fund-raising activities (e.g., a telethon to benefit health and community service 
organizations) and from donations from outside Peru. As a non-profit 
"beneficiencia," the San Juan de Dios organization qualifies to receive 
governmental funds, but these are negligible. 

In 1967, the clinic opened 10 beds for private paying patients. Today, the 
clinic operates 100 beds, including 40 private beds for adult and pediatric 
patients on the third floor of the hospital facility, in addition to the 60 beds 
it maintains for free care only for children on the second floor. The current 
physical plant of the hospital has an operating capacity of 140 beds. 

Utilization of the second and third floors of the clinic's inpatient 
services differs substantially due to differences in the populations served. 
From August 1989 to July 1990, the clinic served 2,237 patients with an average 
length of stay per discharge of 11.9 days. Of these patients, 38 percent (619) 
were free-care pediatric patients under the age of 15 staying an average of 24.4 
days. Private clinic patients accounted for 62 percent (1,619) of all clinic 
discharges and stayed an average of 7.1 days. 

Based on these utilization figures, the second floor pediatric service of 
the cl inic maintains an occupancy rate of 69 percent based on a current capacity 
of 60 beds; the third floor private services function at an occupancy rate of 
79 percent for the 40-bed capacity. 

According to the Hermano Director, the clinic does not have ambitions to 
become a larger medical center by expanding its plant and bed capacity. Rather, 
the clinic will seek to maintain its leadership in Arequipa and in southern Peru - -  

by improving its technical services, particularly in the area of medical 
equipment. For example, he said the clinic has the hope of becoming the site of 
the first CAT scanner in southern Peru. Currently, people need to go to La Paz 
or to Lima for computerized axial tomography (CAT) scans since there is no 
regional CAT service. Other types of equipment mentioned as needed in the region 



were echosonograph and laser treatment equipment. He has indicated that the 
acquisition of useful diagnostic equipment was a high priority for the clinic. 
Due to its tax status and to its linkages to outside philanthropic organizations, 
the clinic has greater chances of acquiring such equipment than other private 
facilities. 

The Hermano Director noted that the Clinica San Juan de Dios had also 
identified the expansion of its outpatient promotive and preventive services as 
an important organizational goal. Although the clinic has an active outpatient 
service, this functions as a sub-specialty clinic. The clinic does not have 
adequate facilities to provide needed primary care to the community. As a 
consequence, the clinic recently made an agreement with the MOH to provide 
physician support in four health posts in nearby low-income urban areas ("pueblos 
jovenes") where currently there are no staff physicians. Under the agreement, 
"residentes" employed by the clinic will go to the health posts on a periodic 
basis to provide primary care at no charge to area residents. 

The Clinica Hortencia does not provide maternity services for reasons of 
religious concern, despite the generally acknowledged fact that there is a lack 
of competition among private facilities for the provision of these services. 

6.1.2. Clinica Arequipa 

The Clinica Arequipa is a privately-owned facility providing ambulatory and 
inpatient services. The clinic is owned by a small number of shareholders, all 
of whom are attending physicians at the facility. Although the clinic is 
privately-owned, it cannot .be considered "for profit" since it does not pay 
dividends to the shareholders; surplus funds are reinvested in improvements in 
the physical plant and in acquisition of new equipment. 

More than 90 percent of the care provided by the Clinica Arequipa is 
financed by private insurance. The remaining portion is paid directly by 
patients. Clinica Arequipa currently has 11 agreements with individual companies 
to provide services for their employees covered by company-run health insurance 
systems. The clinic maintains agreements with an additional 17 insurance 
companies for reimbursement for care for their policyholders. The clinic has 
standard fees charged to self-paying patients. Insured patients are charged fees 
set by agreement between the clinic and individual insurance companies. The 
clinic provides no free care. 

Patients are usually admitted to the Clinica Arequipa by physicians with 
admitting privileges or through the emergency room. Patients admitted by 
physicians are charged by the doctor, who then pays the clinic. Patients without 
a private doctor usually must provide a letter of guarantee of payment, most 
often from their employer. 

- - 
Salaried staff of the clinic include the following: 10 administrative 

personnel ; one medical director; six "residentes, " four nurse-midwives; 11 
nurses; and two technicians/auxi 1 iaries. Attending physicians ("medicos de 
planta"), 50 physicians with admitting privileges, are not paid by the clinic. 



According to the administrative director, the Clinica Arequipa just 
initiated a same-day surgery program. No data were available on its operation. 
Occupancy of clinic inpatient services is about 75 percent and lengths of stay 
average about 4.5 days due to the high proportion of maternity care. On average, 
four to five surgical procedures are performed daily. The emergency room attends 
to about 15 visits per day. 

C l  in ica Arequ ipa recently has started a program of continuing education 
which is not formally affiliated with an academic institution. However, 
approximately 90 percent of attending physicians at Cl inica Arequipa a1 so serve 
as faculty at the University of San Augustin Medical School. 

The clinic's president indicated that the clinic was very interested in 
performing service to the community. He indicated that, for example, the clinic 
would be able to provide medical personnel to staff primary health services and 
to conduct vaccination campaigns and the like. Another area of interest 
mentioned was family planning. The medical director, who also works in the IPSS 
health service system, said they had the intention of developing a program for 
a specific geographic area. 

The service could be free; however, the president stated that the clinic 
was not prepared to provide materials and medical supplies for this type of 
effort. The clinic could provide "internos" for outlying clinics, either in 
health centers or other locations, who would provide primary care. No medical 
staff of the clinic would be provided, and services would be limited to primary 
care. If patients needed hospitalization, they would be referred to one of the 
public hospitals or to another of their choice. 

6.2 PRIVATE HEALTH INSURANCE COMPANIES AND SERVICES 

The continuing economic crisis in Peru and the inexorable deterioration of 
publ ic services have resulted in the creation of a significant market for private 
health insurance. Large and medium-sized publ i c  and private companies operating 
in Arequipa have acquired private health insurance for some or all of their 
workers for various reasons: in conformance with countrywide health coverage 
norms if they are a national enterprise; due to labor agreements in effect; due 
to legal obligations, as in the case of mining companies; and, finally, due to 
pure operating cost and efficiency imperatives. 

- - 

Although all employers in Peru are obligated to contribute to IPSS, many 
have opted to purchase parallel coverage to protect themselves against the high 
costs of absenteeism and employee frustration associated with the use of IPSS 
services. Large and medium-sized publ ic and private sector enterprises in 



necessity and cost. Garcia and Associates operates a computerized information 
system that a1 lows claims transact ions to be rapidly processed and summarized for 
quick delivery to insurance companies and self-insured plans. 

The insurance market in Arequipa is changing to reflect greater demand for 
indemnity coverage, rather than the reimbursement method, according to company 
sources. Under the reimbursement method, the beneficiary pays the provider 
directly for care received and is then reimbursed by the insurance company or 
other insurer. Under the ambulatory credit plan, payment for ambulatory services 
is made under direct contracts between the insurer and the provider, similar to 
the way in which inpatient services are reimbursed under many private insurance 
plans in effect in Arequipa. 

Ambulatory credit is more advantageous to both employers and employees 
because the former no longer have to loan to the employees to pay for services. 
However, ambulatory credit has greater risk for the payer because of reduced 
control over outpatient utilization. 

Dr. Garcia said he thought short-term growth in insurance activity in 
Arequipa would come almost exclusively from expansion of the ambulatory credit 
concept. His company is currently experiencing rapid growth in claims volume due 
to this shift. In contrast, Dr. Garcia said he be1 ieved that no market expansion 
would occur through new companies initiating private insurance coverage for their 
employees. He knew of no companies of any significant size without a private 
insurance plan of some type already in place. 

6.2.4. Description of Private Insurance Plans and Costs 

Information was obtained from individual companies in Arequipa regarding 
their sponsorship of private health insurance plans for their employees. Data 
on coverage, basic benefit characteristics, and cost were collected. In 
addition, data on company payments for mandatory IPSS health insurance coverage 
for corresponding periods were obtained for comparison with the costs of private 
insurance coverage. The findings of this component of the study are presented 
in this section. 

Relatively complete coverage and cost information was obtained from two 
companies: Sociedad Electrica del Sur Oeste, S.A. (SEAL) and SIDSUR. Additional 
information was obtained on private insurance premiums paid by Banco Popular del 
PerG in Arequipa, but no IPSS payment information was available from this source. 

SEAL offers a self-insured program covering 770 employees and 2,000 
dependents (see Exhibit 43). SIDSUR purchases coverage from La Positiva for its 
147 employees and their 271 dependents (see Exhibit 44) .  The ratio of dependents 
to employees at SEAL and S I D S U R  was 2.6:l and 1.8:1, respectively. 
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Both plans cover ambulatory services and hospitalization, although details 
about differences in benefits were not available. For this reason, the costs of 
these plans could not be compared. In addition, the relative cost of these 
private health insurance plans is likely to be different on a per-employee b a s i s  
because one is a self-insured plan and the other is a commercial plan. 
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For each plan, however, the cost relative to the cost of IPSS health 
coverage for the same employees was estimated. For the SEAL plan, estimated IPSS 
health insurance contributions were 7.6 times more expensive relative to the cost 
of group commercial insurance coverage provided by La Positiva. For the SIDSUR 
plan, the cost of IPSS health insurance was 6.6 times more expensive relative to 
the cost of the company's self-insured plan. 

The data suggest at first glance that private coverage may be relatively 
inexpensive compared with the current costs of IPSS health insurance premiums, 
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but it is not clear that this is the case. It is important to recognize that 
IPSS health insurance provides completely free care, including drugs, prosthetic 
devices, and other goods, and beneficiaries have no co-payments or other required 
cost sharing. 
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As noted earlier, there is widespread use of private health insurance by 
large and medium-sized employers, which indicates that there is significant 
demand for coverage among employers for higher-quality or speedier health care 
than is delivered by IPSS. IPSS participation is mandatory, and purchasing 
private health insurance does not exempt employers from continuing contributions 
to this system. The cost that employees and companies are willing to bear to 
purchase an alternative to the IPSS service delivery system indicates that IPSS 
does not fully satisfy demand for health insurance among companies that can 
afford to buy additional coverage despite the high cost of IPSS premiums. 

6.3  P R I V A T E  PHARMACIES I N  AREQUIPA 

The study team performed an informal survey of six major pharmacies in 
Arequipa to obtain information on the demand, supply, and cost of medications. 

Between 50 percent and 70 percent of all prescription medications at 
pharmacies studied were purchased without a physician's prescription. The most 
commonly purchased drugs are antibiotics and chemical therapeutics for different 
types of infections. These include penicillin, megacillin, and other 
antibiotics. Next in terms of volume are analgesics. Anti-respiratory infection 
drugs are also among the most commonly sold. 

Pharmacies surveyed were given a list of four common prescription drugs and 
asked to provide price information for these items immediately before and after 
the recent "ajuste." Before the "ajuste," prices of drugs were controlled by 
government regulation. According to new economic policies of the Fujimori 
Government, drug prices hereafter will be set by the market. Following the 
"ajuste, " pharmacies (1 ike other commercial establishments) did not have 
reference prices upon which to base the decontrolled prices of medications. 
Therefore, price increases have been exaggerated, with prices increasing by 300- 
800 percent. In the case of other products, prices set immediately post-"ajuste" 
have subsequently dropped substantially as consumers have resisted purchases. 
In addition, producers and retailers have probably determined that their costs 
were not going to rise as much as originally anticipated. 

Drugs manufactured outside of Peru experienced even greater than average 
price increases because of government policies to restrict import goods. These 
imported products are said by pharmacies to have increased in cost (the official 
government table price) as much as 1,600 percent compared with pre-"ajuste" 
prices. 

Drug pricing in Peru is affected also by taxes and by government-allowed 
margins on sales. CONAMID, which is charged by the government with the 
distribution of generic drugs, explained the pricing structure. A general sales 
tax of 14 percent is levied on the cost of drugs to the pharmacy, establishing 
the base cost of drugs to the pharmacy. A CONAMID representative said that, - -  
according to the Colegio Quimico Farmacefitico, the retail sale price to the 
consumer is calculated with a margin for the pharmacy of 35 percent. However, 
in reality, the actual margin is about 53 percent. Other sources state that the 
official retail margin is supposed to be 24 percent. Retail sales carry an 
additional 14 percent sales tax on the retailer's margin. 



Pharmacies frequently do not provide sales receipts to customers, a1 lowing 
them to avoid paying taxes on margin for these sales. It is likely that unit 
sales are most frequently affected by this practice. Pharmacies sell generic 
drugs in 1 imited quantities and types. 

Pharmacies commonly charge customers for a consul tation ("consul ta" ) as 
part of the process of recommending drugs for pat ients without prescript ions. 
Some pharmacies indicated that they were charging I/. 100,000 for "consultas". 
The feeling among pharmacies is that this practice will soon become sanctioned 
by the Colegio Quimico Farmaceitico. Thus, it can be expected that the role of 
pharmacies in dispensing drugs to the public will expand to include services 
normally performed by physicians. 

Pharmacies surveyed stated that the mode of financing of supplies varies 
with the general economic situation. Before the "ajuste," during a period of 
rampant inflation, distributors were reluctant to give credit to purchasers or, 
if they did, it was for very short periods (less than one week) at compensatory 
rates. After the "ajuste," sales are more sluggish and pharmacies say that 
credit is available more readily, although also only for short terms. Because 
of significant price rises, suppliers probably needed to provide more extensive 
credit to enable pharmacies to restock. 

6.4 CONCLUSIONS AND RECOMMENDATIONS ON PRIVATE SECTOR PROVISION OF HEALTH 
SERVICES 

Arequipa has an active and diverse private sector, although we have 
insufficient detailed information about its breadth or financing mechanisms to 
fully understand it. Before taking full advantage of private health resources, 
it is important to gather additional information on the types available, prices 
charged, fee waiver practices, ability of local firms to accept government 
contracts from health care institutions, etc. 

There appears to be a small insurance market in Arequipa. Most of the 
expansion will depend on broadening the types of services offered, rather than 
on expanding the population covered. 

The Government of Arequipa can promote private sector financing of 
services, through third-party payers or managed care arrangements, in two ways. 
First, on the demand side, it can provide technical assistance and loans to small 
enterprises to help them create a viable risk pool and establish a prepaid 
arrangement with a provider. Second, it can increase the supply of providers by 
providing credits to associations of physicians who provide managed care opt ions 
to groups of patients. 

More importantly, as stated in the conclusions of the section on IPSS, the 
Social Security Institute could make direct arrangements with the private sector - -  
for provision of care to beneficiaries. A study should be carried out to 
determine the relative costs o f  direct provision by IPSS versus financing of 
privately provided care. . 



7 . 0  HOUSEHOLD SURVEY OF HEALTH CARE CONSUMERS 

The following sub-sections present the results of the survey of 
approximately 600 households in Arequipa, which was carried out to obtain 
background information on utilization and attitudes toward health service 
providers. As stated in the description of survey methodology (Section 2 of this 
report), the survey is best understood as a first, rough effort to seek 
population-based information on the behavior of people in using the health 
sector. 

7 . 1  SURVEY RESULTS 

7.1.1. Number of Completed Interviews 

As shown in Exhibit 45, of the 600 target interviewed, 580 were completed 
and the representation of each stratumwas approximately equal to that originally 
intended. 
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7.1.2. Characteristics of the Sample and Stratification 

A comparison of household and individual characteristics across residential 
strata was performed to val idate the socioeconomic significance of the 
stratification method chosen. As is shown in Exhibit 46, the individuals and 
households from Stratum 1 (lower income) exhibited important differences in their 
characteristics relative to those in the two other strata. For example, 
respondents from the first stratum were more illiterate, less educated, had a 
larger family size and, for individuals of working age, were less likely to be 
employed than were those in the two other strata. With regard to housing 
characteristics, residents from the first stratum were less likely to have 
potable water and sanitary hookups in their homes than were the residents of the 
other strata. Finally, ownership of refrigerators, cars, and telephones was much 
less prevalent in Stratum 1 than elsewhere. 

While the attributes listed above differed in an important way between 
Stratum 1 and the other strata, no important differences were observed between 
the second and third strata. A possible explanation for this is that while the 
stratification criterion may have been successful in defining two distinct 
populations -- lower-income and the rest -- it may have failed to distinguish 
between middle- and upper-income groups. An alternative explanation i s  that the 
three income strata may indeed have differed, but the variables used above to 
compare strata were not adequate to discriminate between the middle- and upper- 
income strata. 

7.1.3. Illness Incidence and Health Services Use 

r' 

EXHIBIT 46 
INCIDENCE OF HEALTH PROBLEMS AND USE OF HEALTH CARE PROVlDWS 

Overall, 40 percent of the respondents reported a health problem in the 12 
months preceding the survey, with small variations across strata (Exhibit 46, 
above). A1 1 respondents reporting an i 1 lness (n=238) within the one-year recall 
period were asked about their use of health services, including traditional 
(e.g., faith healers) sources. Patterns of service and facility use were 
tabulated by residential stratum. 
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In another survey of health care uti 1 ization in Peru (Encuesta Nacional de 
Nutricidn y Salud, PerO, l984),  37 percent of the respondents reported one or 
more health problems during a two-week recall period. This is equivalent to 9.6 
illness episodes or accidents per person annually. Similar rates have been found 
in Colombia, El Salvador, and the Dominican Republic. The much lower rate 
obtained in Arequipa (on average, 0.5 annual illness episodes or accidents per 
person) may be attributable to the way the question about incidence was asked, 
and particularly to the fact that the head of household was interviewed on behalf 
of the other household members. In the other surveys referred to above, each 
household member was asked about his or her health status and health events. 

Significant differences in facility and service use were observed among 
respondents residing in the three strata. Although traditional or faith healers 
were the least-used providers among a1 1 groups, their use was inversely related 
to income. 

A higher proportion (50 percent) of Stratum 1 residents used the services 
of private pharmacies, compared with Stratum 2 (34 percent) and Stratum 3 (25 
percent) residents. This difference may be evidence of pharmaceutical supply 
problems among Stratum 1 residents who are significantly more likely than other 
residents to use MOH services (health centers and hospitals) where pharmaceutical 
suppl ies are short. As imp1 ied by anecdotal evidence presented elsewhere in this 
study, lower-income MOH health service users satisfy their demand for 
pharmaceutical supplies through private pharmacies while Stratum 2 and Stratum 
3 residents are more likely to be able to obtain drugs through private 
physicians' offices, IPSS facilities, or private clinics. 

Exhibit 47 displays the data in a slightly consolidated form, arranged in 
terms of increasing use by the upper-income stratum. MOH services (either 
hospital or clinic) are the most frequently used by all groups except the 
wealthiest one, and the MOH serves a relatively larger share o f  the poor stratum 
than it does the middle and upper strata. The opposite is true of IPSS; even so, 
the MOH is at least as likely to be chosen as is IPSS by the two wealthier 
groups. 

EXHIBIT 47 USE OF HEALTH CARE PROVIDERS BY INCOME GROUP 
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If the private sector is defined broadly to include traditional healers, 
private pharmacies, and private doctors, the graph would look quite different. 
The next figure (see Exhibit 48) shows more clearly the balance between the use 
of public and private services o f  all kinds. In this case, lower- and middle- 
income individuals are nearly as 1 ikely to seek private care as are upper-income 
individuals. Again, IPSS use is greatest among middle- and upper-income 
households; and MOH faci 1 ities are used most by the lower-income households. 

EXHIBIT  48 USE OF HEALTH CARE PROVIMRS BY INCOME GROUP. WITH ALL PRIVATE SERVICES cOnBINE0 INTO ONE U \ T E m Y  
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7.1.4. Out-of-Pocket Payment f o r  Health Services 

To determine consumers' readiness to pay part or a1 1 of the cost of health 
care services, the survey asked all respondents whether they were used to paying 
for health services. Respondents reporting a health problem in the past year who 
obtained care were also asked whether they had paid for their care and, if so, 
what proportion of the providers' full price they had paid (see Exhibit 49). No 
attempt was made to ascertain actual amounts paid for services, because the 
inflationary environment precluded direct comparisons even within very narrow 
time frames. 
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RECENT H W T H  PROBLEM BY RESIDENTW STRATUM 

I- 
ALL F ~ E S K W ~ :  USD m PA~NG (Xrr- FOH 

H w m  SwvlcEs (%) 

ALLF~PONDENTS: ~ ~ ~ H w r n ~  
( ~ A J N I N G  I~EALTH CAFE WHO PAID FOH h (%) 

S~CKNESS EPISODE: CW-OFPOCKET PA- H WHICH 
PAYMENT WAS EWAL TO FULL PFCE (% OF MOSE p~nffi) 
SlacN~ss EPISODE: CW-OFPOCKET PAYMEHT IN WHlCH 
PAYMENT WAS PART OF Fuu ~FOCE (% OF THOSE PAW) 

F(EsoemAL *TUM 

LDmR INCOME 

84 

90 

65 

35 

M~DDLE I N ~ E  

87 

86 

74 

26 

UPPW INCO)IIE 

79 

75 

67 

33 

TOTAL 

85 

87 

68 

32 



Eighty-five percent of all respondents said they were used to paying for 
health services (first row) and sl ightly more respondents reporting a health 
problem and obtaining care indicated that they paid for health care (second row). 

When asked what proportion of costs respondents actually paid out-of-pocket 
for recent health service use, respondents in all three strata gave similar 
answers. Between 65 and 75 percent of respondents stated that they had paid the 
full price of care. Another 26 to 35 percent stated that they had paid part of 
the price. 

These data on the respondents' expectations and experience regarding 
payment provide strong evidence that respondents are accustomed to cost sharing , 
even if only on a modest scale, and that cost sharing is an expected and commonly 
accepted form of financial participation in health care across all socioeconomic 
strata. This finding is consistent with anecdotal evidence reported el sewhere 
in this study. 

7.1.5. Insurance Beneficiary Status of A11 Household Members 

As mentioned earlier, an important objective of the household survey was 
to determine the rate of health insurance coverage among residents of Arequipa. 
As shown in Exhibit 50, nearly half (45 percent) of all persons interviewed 
(n=580) stated that they had no insurance coverage of any kind, while 39 percent 
responded that they had IPSS coverage only, and 16 percent of all persons 
interviewed stated that they had both private health insurance and IPSS coverage. 

M I B I T  50 11 INSUFWNCE BENEFICW STATUS OF ALL HOUSEHOLD MEMBERS BY RESIDE- STRATUM 11 

The proportion of individuals indicating some insurance coverage is higher 
than might be expected. For example, published estimates of IPSS coverage 
suggest that population-based coverage is around 20 percent or less. As noted 
earlier, however, the Regional IPSS administration in Arequipa set estimated 
coverage rates considerably higher. Similarly, coverage figures obtained from 
the local insurance industry suggest that approximately five percent of the 
population of the region i s  covered by private health insurance. 
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Several factors may account for the discrepancy between the survey and the 
other estimates noted. First, the survey was performed in an entirely urban 
setting where concentrations of individuals employed in the formal economy are - -  
very high compared with the norm for Peru as a whole. Interviews were conducted 
in residential areas, which would tend to bias the selection of interviewees 
toward higher incomes and increased insurance coverage. 

Second, data for all respondents are unweighted and therefore do not 
accurately reflect the true socioeconomic mix of the region. The results by 
stratum (Exhibit 50, above) are considerably more consistent with the study 
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team' s expectat ions, based on other data sources. Nearly two-thirds of Stratum 
1 residents stated that they had no insurance of any kind. Stratum 1 coverage 
rates were observed to be half the rates of coverage indicated by respondents in 
Strata 2 and 3. In addition, Stratum 1 IPSS coverage (28 percent) is more 
consistent with other independent estimates. 

According to the data, approximately 10 percent of Stratum 1 respondents 
interviewed stated that they had some form of private health insurance compared 
with 20 percent of respondents in Strata 2 and 3. 

7.1.6. Choice of Health Care Provider Accordinq to Insurance Beneficiary Status 

This sub-section focuses on the use of health care provider type by those 
individuals who reported a health problem in the last year and obtained health 
care. In accordance with the rest of the report, health care providers have been 
classified into three categories: MOH providers (including hospitals and health 
centers), IPSS providers, and private providers. Exhibit 51 shows the number of 
instances that the individuals reporting an illness obtained care from each of 
the above providers, by residential strata. An instance corresponds to at least 
one visit to the provider. It is understood that a person's single illness 
episode may have resulted in multiple visits to a single provider type or to 
several provider types. In the remainder of this discussion, the term "user" is 
adopted to refer to an instance of use. Overall (bottom right of the table), 391 
instances were reported, of which 250 took place at MOH facilities, 113 at IPSS 
facilities, and 28 with private providers. 

EXHIBIT 51 
CHOICE OF HEALTH CARE PROVIDER ACCORDING TO HEALTH INSURANCE BENEFICIARY 
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About 59 percent (229) of the total instances were attributed to Stratum 
1 residents, while 32 percent (124) and 9 percent (38) were attributed to 
residents from Strata 2 and 3, respectively. These percentages closely match the 
distribution of respondents by strata (see Exhibit 45). The total number of 
instances in Stratum 3 was small enough to require a warning that the patterns 
shown may be a poor approximation of the actual distribution of visits in the 
wealthier population. 

The insurance beneficiary status of users, by type of health care provider, 
is explored in Exhibit 52. Overall (i.e., for all strata), 53 percent of all 
users had no insurance, and 47 percent had IPSS coverage. Of these 47 percent, 
36 percent had only IPSS coverage, and 11 percent had both IPSS coverage and 
private health insurance. As expected, these overall percentages are similar to 
those reported in Exhibit 50 for a1 1 respondents and the same is true within 
strata. 

-- 

MHlBlT 52 
COMPOSITION OF FACILITY CLIENTELE ACCORDING TO HEALTH INSURANCE BENEFICIARY 

STATUS OF THOSE REPORTlNG AN ILLNESS AND OBTAINING CAFE. BY RESIDENTWL STATUS 
(percent by type of health care provider and computed based on information from Exhibit 51) 
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users had no social security coverage; in Santo Domingo, Dominican Republic 
(Bitran, 1990), the equivalent figure was 31.4 percent. It would be important 
for authorities in Arequipa to find out under what circumstances people who are 
not eligible for IPSS coverage obtain IPSS health care services. 

More than 70 percent (46 percent plus 25 percent) of a1 1 private provider 
users did not have private insurance, a result that resembles the findings from 
the studies in El Salvador and the Dominican Republic, cited above. Thus, though 
the private sector appears to play a small role as a provider (see discussion 
below), a majority of its users are uninsured. Stratum 1 had the highest 
percentage of pr ivate-sector users without insurance (82 percent), an interesting 
finding considering that private sector prices are much higher than those in 
other sectors. In general, and for a1 1 three strata, the insurance beneficiary 
status by provider type more or less reflects the insurance status of individuals 
reported in Exhibit 49. 

Exhibit 53 concisely shows the relative numbers and composition of facility 
clientele by insurance coverage. Among those seeking private care, about one- 
third have IPSS and private coverage; another third have only IPSS coverage; and 
the remainder have no insurance coverage. Among users of IPSS, the majority are 
IPSS beneficiaries; however, as noted elsewhere, a substantial portion of IPSS 
users have no coverage. Finally, among users of MOH facilities, more than one- 
third of the individuals report themselves as IPSS beneficiaries. 

EXHIBIT 53 RELATIVE NUHBERS AND COMPOSITION OF FACILITY CLIENTELE BY INSURANCE COVERAGE 
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The choice of provider within each insurance beneficiary group, and by 
strata, is explored in Exhibit 54 (below). This table, like Exhibit 52, is - - -  
constructed based on the data from Exhibit 51, except that here the percentages 
are computed row-wise. Overall (bottom sect ion of the table), the MOH accounted 
for about two-thirds (64 percent) of a1 1 users, the IPSS for 29 percent, and the 
private sector for only seven percent. These results contrast sharply with the 
findings from the two other Latin American countries referred to above. In both 
El Salvador and Santo Domingo, the private sector accounted for more than half 
of all users. 



DaiIBIT 54 
CHOICE OF HEALTH CARE PROVIDER ACCORDING TO HEALTH INSURANCE BENEFICIARY 

STATUS OF THOSE REPORTlNG AN ILLNESS AND OBTAlNlNG CARE, BY RESlDPmAL STATUS 
(percent by health insurance beneficiary status and computed based on information from Exhibit 51) 
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As shown at the bottom of Exhibit 54, uninsured individuals were very 
1 ikely (81 percent) to use MOH services, and only a few of them (six percent) 
used private care. 

Again, a graphic representation makes the points more clearly. Exhibit 55 
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shows the distribution of patients across providers according to insurance 

EXHIBIT 55 DISTRIBUTION OF PATIENTS ACROSS PROVIDERS ACCORDING TO INSURANCE COVERAGE OF PATIENTS 
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coverage. An interesting finding is that among IPSS beneficiaries, only one-half 
chose IPSS services, whereas 43 percent sought care in MOH facilities. This 
result may reflect the fact that IPSS facilities are overcrowded and that, while 
in theory a rather large percentage of the population has been entitled to IPSS 
services, in practice only about half of them find it convenient to use IPSS 
care. Thus, to a large extent, the expansion of IPSS coverage that took place 
during the government of Mr. Alan Garcia appears to be a political measure that 
yields little to a large fraction of the presumed beneficiaries. 

Finally, it is interesting to note that one-half (50 percent) of the 
individuals who claimed to have both health insurance and IPSS coverage used MOH 
services, and less than one-fifth (17 percent) of them used private sources of 
care. 

7.1.7. User Satisfaction with the Services Obtained 

Overall satisfaction with the services received was highest for MOH health 
center and private clinic users (76 percent and 79 percent, respectively). MOH 
hospital users reported a somewhat lower overall satisfaction (67 percent) with 
the care received. Overall satisfaction with IPSS care was the lowest (36 
percent). See Exhibit 56. 

EXHIBIT 56 HOUSEHOLD'S OVERALL SATISFACTION WITH PROVIDERS usm DURING THE PREVIOUS YEAR 
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For most measures of satisfaction, MOH health center users were 
consistently satisfied with the services. User satisfaction with MOH health 
centers was most comparable with user satisfaction with private clinic services, 
though the types of services received from either of these two types of 

~ - -  facilities may have been very different. The main exceptions to this pattern 
were in supplies and materials availability, and in drug availability, both of 
which appeared to be lacking in MOH health center facilities. In these areas, 
private faci 1 ities had much higher ratings of satisfaction. 



7 .2  CONCLUSIONS ON HOUSEHOLD SURVEY 

A high proportion of the interviewees indicated that they were accustomed 
to paying for health services in both private and public facilities. This was 
confirmed by the high share (87 percent) of interviewed users from all three 
strata who reported paying for health care. Thus, public acceptance of payment 
for health care is well established. Given that well over two-thirds of those 
with a recent illness episode paid full price and that two-thirds of those using 
a formal provider reported using an MOH facility, there must be a high incidence 
of out-of-pocket spending in connection with visits to the public sector. The 
formal implementation of user fees at MOH facilities therefore would not 
constitute a departure from current practice. Further refinement of the fee 
system at MOH facilities could improve the efficiency of the cost recovery 
system, as well as its equity. This requires an analysis of the current system 
of fees, a study of health facility costs, and knowledge about the population's 
demand for health care services. 

The high IPSS coverage figures reported by the regional IPSS off ice in 
Arequipa were confirmed by the survey findings. IPSS coverage, however, was much 
higher in middle- and upper-middle income strata (about 70 percent) than in the 
lower-income group (about 40 percent), although 40 percent coverage among the 
low-income stratum is high. The difference in coverage among strata may reflect 
the fact that lower-income individuals are less likely to be employed in the 
formal sector. This suggests that IPSS coverage in urban areas of Arequipa may 
be much higher than that of rural areas where formal employment is less 
prevalent, and that an important policy issue is the question of whether there 
are ways to expand coverage of those populations, or if they are already well 
served by other institutions. 

Despite the high IPSS coverage rates observed, more than one-half of the 
IPSS beneficiaries who obtained health care during the survey's reference period 
chose non-IPSS facilities, most of them going to MOH sources. This pattern may 
be a matter of choice or may reflect that only a portion of the people who claim 
IPSS coverage are able to benefit from IPSS health services (the latter 
possibility is fairly unlikely in this urban center, where most IPSS facilities 
are located). The survey also showed that IPSS providers received the lowest 
qua1 ity rating by the .population. It may also be that, since IPSS benefits for 
dependents are limited, those individuals must seek care elsewhere. 

The expansion of IPSS coverage was accomplished during the previous 
Administration in Peru, and it is unclear whether all the people who claim to be 
IPSS affiliates are required to make periodic contributions to the IPSS health 
fund. In any case, the IPSS should re-examine its current coverage policy to 
make it more fair and rational. To many employees and employers, the monthly 
payments to the IPSS health fund may be no more than a tax that bears little or 
no relationship to the employees' ability to obtain IPSS health care services. 

- - 
High use of MOH care by IPSS beneficiaries suggests the possibility that 

IPSS could be used as a source of revenue for the public system, that MOH could 
get reimbursed by the latter for the care given to IPSS beneficiaries. This 
would improve the financial situation of MOH facilities. The same should be true 
in the case of privately-insured individuals, since one-half of the privately- 
insured obtaining care choose MOH facilities. 



Approximately 16 percent (see Exhibit 50) of the population reported double 
coverage, with private insurance and IPSS. Yet, in practice, less than one-f ifth 
of those reporting private coverage used private services. A partial explanat ion 
for this phenomenon is that, in many cases, private insurance appears not to 
cover ambulatory care. 

Overall, the MOH plays a leading role as a provider of health services, 
capturing 64 percent of utilization of formal medical care outlets. The IPSS is 
also a large provider, with 29 percent of utilization. Private physicians 
account for only a small fraction of total health care use in urban Arequipa -- 
about seven percent of the total, although their share i s  much higher among the 
wealthiest stratum. We do not observe from the survey the use of private 
providers in public facilities, which may be an important source of care. 
Considering the fact that there are few IPSS facilities in rural areas and that 
the private sector there appears to be less developed, the MOH may be virtually 
the only source of health care in rural areas of Arequipa, although we have no 
information on use patterns in rural areas. 

The apparent minor role of the private sector as a provider of services 
contrasts sharply with the findings of studies of health care utilization in 
other Latin American countries. For example, even in rural areas of El Salvador, 
private sector providers account for 43 percent of total utilization of curative 
ambulatory services. It is apparent that there are barriers to private growth 
in the health sector in Arequipa, and it would be important to find out what 
these are. Elsewhere, the private sector has been shown to be an efficient 
provider of quality health care services, and that should also be the case in 
Arequipa. As part of its health strategy, the Government of Arequipa should 
explore the conditions that would motivate health care professionals and private 
sector entities to participate in the delivery and financing of health care 
services and infrastructure, particularly in rural areas. 



8.0 SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS 

This section presents a brief summary description of the characteristics 
of the public, quasi-public, and private health sectors in the Arequipa Region, 
focusing on the structure, patterns of expenditures, and current sources of 
revenues. Bringing together information from each of the sectors, conclusions 
are drawn about the health resources available in the region, and the most 
effective means of coordination among them. Finally, recommendations are made 
regarding possible actions by the Regional Government, as it attempts to maintain 
and improve the health of the population under the current social service 
regionalization plan. In addition, recommendations are made for consideration 
by USAID/Lima. 

8.1 OVERVIEW OF THE HEALTH SYSTEM I N  AREQUIPA 

8.1.1. The Ministry of Health 

The MOH is charged with providing public health services and medical care 
to the portion of the population without access to other care. About 95 percent 
of the MOH revenue in Arequipa comes from Peru's Treasury; the remaining five 
percent is derived from various user fees in MOH facilities. As shown in this 
report, the MOH is an inadequately funded agency that also provides substantial 
amounts of care to citizens who are covered by IPSS and/or private health 
insurance. 

8.1.1.1. Description of the Ministry of Health 

The MOH operates and staffs 179 health facilities throughout Arequipa 
Region, including 41 health centers, 134 health posts, and four hospitals. It 
employs 276 physicians, 517 nurses and midwives, 1,460 other non-administrative 
personnel, and 140 administrative staff. 

There is a consensus among experts that MOH health personnel are highly 
qualified. However, quality of care is jeopardized by lack of pharmaceutical 
products and other medical supplies at MOH facilities, and deteriorated physical 
infrastructure. 

MOH resources, 1 i ke the popul at i on, are heavi 1 y concentrated in urban 
Arequipa Province. The average population per health center or health post in 
the rural and coastal zones is less than in Arequipa Province, which reflects the 
dispersion of facilities and population. Even so, much of the rural population 
may still face substantial transport time to reach rural facilities, because the - -  
rural population is very widely dispersed. 

Arequipa Region has more MOH hospital beds per capita (one bed per 829 
inhabitants) than the national average (one bed per 2,500 inhabitants), but 
utilization is low. The four hospitals operated by the MOH function at low and 



declining occupancy rates. Between 1985 and 1988, the number of discharges rose 
sl ightly, but much more slowly than the urban population served by the hospitals. 
In 1988, the MOH's largest inpatient facilities in the region, Goyeneche Hospital 
and Honorio Delgado Hospital, had occupancy rates of 58 percent and 63 percent 
respectively, down from 63 percent and 77 percent in 1985. Occupancy rates fell 
despite the rise in discharges due to shorter lengths o f  stay. 

According to the household survey, among respondents reporting a recent 
illness, an average of 19 percent sought care at an MOH health center, and 14 
percent used MOH hospital facilities. Health center use was more common in 
lower-income households than in middle- and upper-income strata (23, 16, and 10 
percent, respectively) . 



Improvements in MOH services depend on the answers to three questions: (1) Is 
this low level of spending directed to services that would improve health? (2) 
Can the total budget amount be increased? (3) Can it be spent more efficiently 
to get more output per Inti expended? 

Given the turn toward a regional ized system, the MOH must move toward local 
generation of revenue to supplement transfers from the national government. Lack 
of funding is partially a result of inadequate use of opportunities for cost 
recovery through user fees, with user fees too low to cover a substantial portion 
of costs. In addition, private units within public facilities are underutilized. 
Evidence from interviews conducted as part of the study suggests that low use is 
primarily because of lack of amenities. 

Sources of inefficiencies in the MOH include centralized management, 
dupl ication of hospital services, inadequate referral patterns, and poor 
pharmaceutical supply and del ivery , 1 eadi ng to chronic shortfall s in needed 
medications. 

8.1.2. The Peruvian Soci a1 Security Institute 

IPSS health services are available only to the employees and dependents who 
are beneficiaries of the IPSS system, and are provided free of direct charge. 
Estimates of the IPSS beneficiary population in Arequipa vary from 15 to 40 
percent. IPSS derives almost a1 1 of its revenue from employee payroll deductions 
and from employer contributions. There are no user fees, co-payments, or 
deductibles. The sum of these contributions represents 18 percent of the 
employees' salaries up to a maximum salary level. 

8.1.2.1. Description of the Peruvian Social Security Institute 

IPSS provides pension benefits to its enrollees and health care services 
to its enrollees and dependents. Although the IPSS has regional offices 
throughout the country, the central IPSS offices in Lima are in charge of setting 
pol icy and administering IPSS funds nationwide. According to the regional ization 
laws, and in contrast to the MOH, the IPSS will remain a centralized 
institution. 

Estimates of IPSS enrollment in Arequipa vary from a low of 15 percent to 
a high of 40 percent, the higher figure being based on IPSS records. Independent 
studies of IPSS affiliation in Peru place the figures between 15 percent and 20 
percent nati onall y (Mesa- Lago, 1988) . A small household survey conducted only 
in the capital city for this study found coverage of IPSS to stand at about 55 
percent of households, which would lend credence to the higher figure of 40 
percent for the region. 

- - 
The infrastructure of IPSS underwent a significant expansion between 1985 

and 1988. The number of IPSS ambulatory facilities increased from 13 in 1985 to 
118 in 1988. A reversal in pol icy in 1989, however, resulted in the el imination 
of most IPSS ambulatory facilities, bringing the total down to about the 1985 
level. Currently, the IPSS operates two hospitals that are contained in adjacent 



buildings in Arequipa City, and 14 ambulatory facilities. In Mollendo, the IPSS 
operates a third hospital, part of which it makes available to the MOH. The 
major IPSS health facilities are located in or near Arequipa City, consistent 
with the fact that about 88 percent of all IPSS beneficiaries in the region 1 ive 
in that city. 

In the household survey, respondents who used IPSS facilities had the 
1 owest frequency of sat i sfact ion, compared to MOH and private providers. Many 
private enterpri ses, whose employees are by 1 aw IPSS enrol 1 ees, offer a1 ternati ve 
health care services with private providers to their employees and dependents. 
In some cases the companies organize their own health care services; in others, 
they purchase private health insurance. 

This double coverage is costly. In the household survey, about 16 percent 
of respondents had this kind of double coverage. Health benefits accrue almost 
exclusively to the employee; dependents are entitled to a very limited set of 
benefits. Inaddition, a v a i l a b l e I P S S h o s p i t a l s a n d c l i n i c s m a y b e i n c o n v e n i e n t  
relative to other available services. For instance, the household survey found 
that 43 percent of those with only IPSS coverage used MOH services, very close 
to the 52 percent who used IPSS facilities. 

The IPSS a1 so maintains a system of "free election, " whereby beneficiaries 
can seek care from non-profit providers who are reimbursed by the IPSS on a fee- 
for-service basis. In practice, IPSS reimbursement rates are set so low that 
very few beneficiaries exercise this option. 

In the case of employed individuals, IPSS draws its funds from employee 
payroll deductions and employer contributions. The contributions to IPSS 
represent currently 18 percent of the employee's salary. Half of this amount, 
or nine percent, is allocated to the health fund. IPSS also has independent 
enrollees who, in 1989, represented about five percent of all IPSS enrollees; 
they pay the entire 18 percent. No user fees are charged for use of IPSS 
services. The household survey found that about 22 percent of IPSS users were 
not covered by IPSS; it is not clear whether these patients receive free care or 
are private patients of IPSS physicians. 

In recent years the IPSS has experienced operating deficits. IPSS 
offici a1 s cite several reasons for this performance, including IPSS contributions 
that have not caught up with inflation, under-reporting of salaries by the 
employees, and under-payment of the employee part of the contribution to IPSS by 
government agencies and enterprises. 

IPSS expenditures followed the same pattern as income. Expenditures in 
1985 were U.S.$8.7 million, rising to U.S.bl9.1 million in 1987, suggesting that 
the patterns observed for both income and expenditures are linked to economic 
trends in Peru rather than to programmatic or coverage changes i n  the IPSS system - -  
itself. By 1989, when the number of facilities had returned to the 1985 level, 
expenditures were U. S. $4,028,808. 

Sal ari es accounted for an increasing proportion of regional IPSS health 
system expenditures over the period studied, rising from 45 percent of total 
expenditures in 1985 to about 54 percent in 1989. Employee pensions and 



benefits, including contributions of IPSS itself and of IPSS employees to the 
IPSS insurance funds, are subsumed under current transfers. These costs 
accounted for an additional 15 percent of total IPSS expenditures in 1985 and 
rose to nearly 25 percent of total expenditures in 1989. Thus personnel costs 
totaled 60 percent of all IPSS expenditures in 1985 and nearly 80 percent of 
total IPSS expenditures in 1989. 

In 1985, drugs, medical suppl ies, and 1 aboratory suppl ies purchased for use 
in the service del ivery system accounted for 32 percent of total expenditures. 
By 1989, this proportion had declined to 18 percent of total expenditures. In 
contrast to MOH faci 1 it i es, which spend 90 percent of their funds on sal aries, 
the IPSS has not been forced to squeeze out as much of its non-salaried inputs. 
However, the trend is in the direction of doing just that to maintain employment 
under a shrinking budget. 

8.1.2.2. Assessment of the Peruvian Social Security Institute 

The coexisting MOH and IPSS systems offer several instructive comparisons. 
As noted above, the MOH system spent about U.S. $1.89 per person in Arequipa 
Region in 1989. The IPSS health budget, U.S. $4,028,808, was more than double 
the MOH budget for the region. Assuming that 40 percent of Arequipa's residents 
are IPSS beneficiaries (this is the highest estimate of coverage), it spent 
$10.44 per beneficiary in 1989, about five times more than spent per capita by 
the MOH. Apparently almost all of the IPSS spending was for hospital-based 
services. If the IPSS and MOH budgets were combined, which is a purely 
hypothetical scenario, spending per capita on health services would cl imb to U.S. 
$6.06 in the region. 

What does the IPSS purchase with its much higher spending? First, as has 
already been pointed out, it is able to purchase drugs and laboratory suppl ies, 
which the MOH is almost completely unable to do. Second, it is able to maintain 
two virtually identical hospitals in the capital city that share the same grounds 
and provide the same services but operate as independent units. Third, it is 
able to maintain higher staffing levels. For example, the main MOH hospital 
(Honorio Delgado) has 6.3 beds per physician and discharges about 103 patients 
per physician per year. The IPSS consol idated hospital (Hospital Central del 
Sur) has only 2.1 beds per physician and discharges 63 patients per doctor per 
year. The IPSS hospital a1 so maintains a more expensive staff: it has 1.5 nurses 
per physician, compared to 2.0 nurses per physician in the MOH hospital. (This 
ratio in an industrialized country would be four to seven nurses per physician). 

There are also some cross-subsidies between the two systems, but the net 
flow of subsidies is from the MOH system to IPSS. The household survey found 
that of all reported sickness episodes that precipitated a visit to a clinic or 
hospital, about 33 percent of patients choosing MOH services were covered by 
IPSS. About 22 percent of those who used IPSS facilities had no insurance and - -  

should therefore have used MOH facilities. In raw numbers, 82 people with IPSS 
coverage used MOH cl inics or hospital s; 25 people without IPSS coverage used IPSS 
facilities; and 88 people with IPSS coverage used IPSS facilities. These figures 
indicate a potentially imp1 icit transfer of resources from MOH to IPSS by virtue 
of patients' use patterns. No mechanism exists for reimbursing the MOH for these 



serv ices .  The subsidy f rom t h e  poorer  systems t o  t h e  w e a l t h i e r  system a1 so c a l l s  
i n t o  ques t i on  t h e  formal separat ion o f  t h e  two systems when i n  p r a c t i c e  they are  
t r e a t e d  by p a t i e n t s  as interchangeable t o  some degree. 

These f i n d i n g s  i n  combination w i t h  t h e  " topp ing  up" o f  IPSS b e n e f i t s  by 
employers, suggest very  ser ious p o l i c y  problems i n  t h e  h e a l t h  sec to r  r e v o l v i n g  
around t h e  des ign  o f  t he  IPSS system, how the  MOH and IPSS systems might  b e n e f i t  
f rom g r e a t e r  c o o r d i n a t i o n  o r  conso l ida t ion ,  how h e a l t h  sec to r  goa ls  are served 
o r  impeded by t h e  dual MOH/IPSS s t r u c t u r e  and t h e  dual s t r u c t u r e  (wh i te  c o l l a r  
versus b lue  c o l l a r )  w i t h i n  IPSS, and how these two systems i n t e r a c t  w i t h  the  
p r i v a t e  sec to r  (which must happen i n  a  l a r g e l y  unobserved manner through the  dual 
pub1 i c / p r i v a t e  a c t i v i t i e s  o f  physic ians) .  The bas ic  po l  i c y  i ssue  i s  what i s  t he  
government purchasing w i t h  the  U.S. $5,855,544 being spent from general revenues 
and t h e  p a y r o l l  t a x  r e l a t i v e  t o  i t s  goa ls  i n  t h e  h e a l t h  sec tor .  

IPSS faces severe problems due t o  d e c l i n i n g  revenue and d e t e r i o r a t i o n  o f  
i n f r a s t r u c t u r e ,  combined w i t h  h igh  and i n f l e x i b l e  personnel cos ts .  Oppor tun i t ies  
e x i s t  f o r  i nc reas ing  e f f i c i e n c y  o f  IPSS operat ions w i t h  improved a l l o c a t i o n  o f  
phys ic ians ,  and consol i d a t i o n  of redundant serv ices.  

I f  IPSS wishes t o  cont inue t o  p rov ide  d i r e c t  h e a l t h  serv ices t o  
b e n e f i c i a r i e s ,  a  concerted e f f o r t  i s  requ i red  t o  improve qual i t y  o f  care.  A t  t he  
present  t ime, l o n g  w a i t i n g  t imes and o ther  aspects o f  poor qual i t y  are f o r c i n g  
employers t o  c a r r y  "double coverage" f o r  workers, and enro l  1  i n  a d d i t i o n a l  h e a l t h  
insurance programs. Over t h e  long term, however, I P S S  may choose t o  phase out  
d i r e c t  s e r v i c e  p r o v i s i o n  and/or make c o n t r i b u t i o n s  vo lun tary .  

8.1.3. The P r i v a t e  Sector  

A complete i nven to ry  o f  p r i v a t e  h e a l t h  care p rov ide rs  i s  d i f f i c u l t  t o  
o b t a i n  through a  study o f  t h i s  nature,  s ince  the re  are  no p u b l i c  records 
a v a i l  ab le  on t h e  number, types, and l o c a t i o n  o f  p r i v a t e  p rov ide rs  i n  t he  reg ion .  

The study team obta ined i n fo rma t ion  from two i n s t i t u t i o n a l  p r i v a t e  h e a l t h  
care  p rov ide rs :  t h e  Arequipa C l i n i c  and t h e  San Juan de Dios C l i n i c .  The 
Arequipa C l i n i c  has about 30 beds and prov ides main ly  i n p a t i e n t  services, 
a1 though p l  ans f o r  expanding o u t p a t i e n t  serv ices  are under way. Arequi pa C l  i n i  c  
i s  a  p r i v a t e  f o r - p r o f i t  e n t i t y  t h a t  belongs t o  a  group o f  i t s  a t tend ing  
phys ic ians .  The San Juan de Dios C l i n i c  i s  a  n o n - p r o f i t  e n t i t y  t h a t  operates 100 
beds. S i x t y  o f  those beds are  devoted t o  t h e  p r o v i s i o n  o f  f r e e  care  t o  ch i l d ren ;  
t h e  remain ing 40 beds are a l l o c a t e d  t o  t h e  h o s p i t a l  phys ic ians  f o r  t h e i r  p r i v a t e  
p a t i e n t s .  These phys ic ians  must pay t o  t h e  c l i n i c  a  p o r t i o n  o f  what they c o l l e c t  
from t h e i r  p r i v a t e  p a t i e n t s .  About 60 percent  o f  t he  c l i n i c ' s  revenue comes from 
p a t i e n t s  d i r e c t l y ,  o r  f rom t h e i r  h e a l t h  insurance companies. The remaining 
fund ing  f o r  t h e  c l i n i c ' s  operat ions comes from donat ions and f u n d - r a i s i n g  - -  
a c t i v i t i e s .  

I n  a d d i t i o n  t o  these two i n s t i t u t i o n a l  p rov ide rs  o f  h e a l t h  care serv ices,  
t h e r e  a re  undoubtedly numerous o t h e r  p r i v a t e  i n s t i t u t i o n a l  and i n d i v i d u a l  
p r o v i d e r s  o f  care  i n  t h e  reg ion ,  i n c l u d i n g  the  h e a l t h  serv ices  owned and operated 
by some e n t e r p r i s e s  (e.g., some min ing  companies). Knowledge about t h e i r  number, 



the types of services offered, and the proportion of total utilization captured 
by these providers would give a more complete picture of the regional health care 
market. This was beyond the scope of this study. 

Use of the private sector in Arequipa appears to be relatively low, 
according to the household survey, contrasting sharply with the findings of other 
studies of health care utilization in Latin America. Only 25 percent of 
respondents reporting that they sought care for a recent illness went to a 
private cl inic, private physician's office, or traditional healer. Another 13 
percent stated that they went to a private pharmacy for treatment. 

Aside from the existence of private providers of care, there exist in 
Arequi pa private health insurance companies and other f i nanci a1 intermediaries . 
The two largest health insurance companies in the region, La Positiva and Inti, 
insure approximately 36,000 individuals. In addition to the insurance companies, 
there are at least three private companies that process claims for institutional 
and independent private providers. The insurance companies appear to be 
prospering, in spite of the poor state of the overall economy. 

The household survey found that less than one-fifth of the respondents with 
private insurance reported that they used the private sector during a recent 
illness. A partial explanation is that private insurance often does not cover 
ambul atory care. 

8.1.3.1. Assessment of the Private Sector 

Arequipa has an active and diverse private sector, and additional 
information is required on its breadth to gain a complete understanding of the 
role that the private sector does - -  and could - -  play in health financing. 
There is a booming insurance market in Arequipa. Its expansion will depend on 
broadening the types of services covered, rather than on expanding the population 
covered. 

Opportunities exist for collaboration between the public and private 
sectors, and several private sector concerns have expressed interest in providing 
trained medical personnel to assist with public health programs. 

A crucial policy issue in this area is the heavy dependence on the public 
sector to supply hospital services . Are there opportunities through insurance, 
prepaid private pl ans, reimbursement from IPSS, and other financi a1 arrangements 
to encourage private sector expansion that would generate improved quality of 
care at the same or lower cost? Many of these techniques have been used in other 
countries, and their effects are well understood. It appears that to some degree 
the MOH and IPSS have "crowded out" some private sector activities in curative 
care because they have provided what amounts to part-time employment and capital - - 
equipment to assist physicians in their private practices. As in the earlier 
discussion of interactions between IPSS and MOH, health sector planning at the 
regional level could benefit from taking into account the potential for the 
private sector to take over the provision and financing of some curative care 
activities. 



8.2. CONCLUSIONS AND RECOMMENDATIONS 

With decentral ization of health and other soci a1 services, in future years 
health care in the region will be financed primarily, if not exclusively, by the 
population of the region. The Regional Government has the opportunity to assess 
whether it should act as a pol icy leader, or as a service provider (through the 
regional MOH), or take on both roles. 

In carrying out its goals of reducing infant and childhood morbidity and 
mortal i ty, USAID/Lima might consider directing Child Survival resources toward 
assisting the regional governments with the challenges of allocating resources 
in a sustainable manner, consistent with sound health policy goals. 

From review of the Project Paper and other documents, it appears that the 
Child Survival Action project has not pursued health financing as a strategy. 
However, without attention to resource allocation and financing issues, the 
primary care emphasis of the MOH may suffer as responsibilities are shifted from 
national to regional levels, and as hospitals continue to consume such a 1 arge 
share of resources as is apparent in the Arequipa Region. Consequently, advances 
in Child Survival programs, such as dissemination of information on appropriate 
treatment of diarrheal disease and implementation of immunization activities, may 
be jeopardized by financing practices that emphasize curative services. Because 
of this, it is critical for USAID/Lima to consider a variety of approaches to 
health financing assistance. It would be appropriate to place this within the 
context of the Child Survival activities. Many of the following recommendations 
for the MOH and USAID/Lima have particularly strong effects on the sustainabil i ty 
of Child Survival activities. 

8.2.1. The Government of Arequipa as Policy Leader 

Over the next years, the GOA will have the responsibility for drawing 
pol i ci es governing the provi si on and financing of soci a1 servi ces . Pol i cymaki ng 
can be a powerful mechanism for achieving desired health goals. In the case of 
health care, the GOA will have the opportunity to establ i sh rules regarding its 
own role as a provider and financier of services as well as that of the private 
sector. If IPSS operations are eventually decentralized to the regional level, 
the GOA might also influence IPSS behavior through policymaking. 

Coordination of the health sector throuqh establishment of a health council: 
Critical asoects of ool icvmakina within the health sector are definition of the 
roles of pdblic and' private eniities, and coordination of their actions. In 
Arequi pa, there is clear evidence of uncoordinated over1 ap, and opportunities for 
successful coll aboration between MOH and IPSS, and between the pub1 ic and private 
sectors. For instance, many IPSS-insured individual s are a1 so covered by private 
health insurance, and many of those also seek care at MOH outpatient facilities. - -  

Recommendati on 1 : We recommend that the Government of Arequi pa consider 
establishing a high-level health advisory council. Such a council could 
include representatives of the MOH, the IPSS, private providers and 
financiers of health care, enterprises, health professional agencies, and 



the population. The function of the council would be to assist in the 
development of health care policy, define the roles of the various 
parties, and to provide the GOA with advice on regulation and related 
matters. Such councils exist in a number of countries, their roles 
depending on local practices and the determination of the local 
authorities to make the best use of all health resources for the benefit 
of the popul at i on. 

USAID/Lima could assist the GOA in establishing such a council and could 
also provide technical expertise for assisting the council in its initial 
activities. These activities could take place within the context of the 
Mission's Child Survival activities, given the apparent importance of a 
reorientation of resource allocations in health for sustainable improvements in 
health service delivery in the public sector. 

Recommendation 2: Health sector pol icy and resource a1 1 ocat i on i ssues in 
the Arequipa Region require personnel in the ministry who can provide the 
type of analysis produced in the report, in support of pol icy decisions 
that must be made on a regular basis. USAID/Lima may wish to consider 
assisting in developing these resources within the regional ministry. A 
subsequent recommendation suggests that policy development be given more 
attention both regionally and nationally. 

8.2.2. The MOH as Service Provider 

To achieve financial sustainabi 1 i ty of health service under the current 
regional ization plan, the MOH faces three key challenges: a) to avail itself of 
existing potential for local resource generation to finance its programs at an 
adequate level ; b) to increase productivity in health faci 1 i ties, given existing 
resource constraints; and c) to allocate pub1 ic resources in 1 ine with health 
needs and its goals for the health sector. 

Local resource qeneration throuqh user fees: The results of this study suggest 
that increased emphasis on cost recovery within MOH facilities is warranted and 
should be pursued. Cost recovery through user fees is a commonly-established 
practice in MOH facilities, though in most cases the fees are minimal relative 
to costs. 

A carefully designed cost recovery system can ensure that those able to pay 
subsidize the care of the indigent, and that preventive health services are 
promoted, while disincentives are instituted for overuse of certain types of 
curative care. If the MOH decides to formally adopt cost recovery in MOH 
facilities with the aim of raising substantial revenue, then decisions will have 
to be made regarding the types of cost recovery mechanisms to adopt. The most 
obvious mechanism is the adoption of user fees, although other mechanisms, such 
as prepayment, may a1 so be possible. - - 

Greater re1 iance on fees can help to achieve several other objectives: (a) 
allow MOH to charge IPSS for services rendered to its beneficiaries; (b) allow 
the MOH to reallocate its tax-supported funding away from curative services 
toward child survival and preventive activities; (c) allow MOH to target its 



subs id ies  f o r  c u r a t i v e  care more d i r e c t l y  t o  t h e  needy; and (d) a l l ow  MOH 
i n s t i t u t i o n s  t o  improve t h e  qua1 i t y  and e f f i c i e n c y  o f  t h e i r  serv ices  by having 
funds f o r  non-sal  a ry  expenses. 

I n  general ,  impos i t i on  o f  appropr ia te  user  fees i s  a more e f f e c t i v e  means 
o f  f i n a n c i n g  h e a l t h  care  than a r e  many o the r  funding mechanisms, i n c l u d i n g  
earmarked taxes.  Taxes on c iga re t tes ,  a lcohol ,  and automobi le r e g i s t r a t i o n  have 
o f t e n  been suggested as taxes t h a t  cou ld  sens ib ly  be earmarked f o r  t he  h e a l t h  
s e c t o r  because the  taxes would be on behaviors t h a t  t end  t o  r e s u l t  i n  c o s t l y  
i l l n e s s e s .  Experience and est imates from o the r  coun t r i es  i n d i c a t e  t h a t  f a i r l y  
l a r g e  amounts o f  money can be r a i s e d  w i t h  small taxes on such i tems. However, 
t h e r e  a re  many arguments f o r  and aga ins t  earmarking, and t h e  case t o  be made f o r  
earmarked h e a l t h  taxes i s  a t  best  equivocal .  

From an economic standpoint ,  earmarked taxes v i o l a t e  t h e  bas ic  r u l e  t h a t  
expend i tu res  on a l l  programs should be weighed against  each o the r  through an 
app rop r ia te  process and t h a t  a l l  revenues should go i n t o  one pool t o  f inance 
those programs. Earmarking i s  one way t o  circumvent t h i s  process. From a 
p r a c t i c a l  s tandpo in t ,  earmarked exc ise  taxes on c i g a r e t t e s  and beer are f i x e d  t o  
q u a n t i t i e s ,  so revenues w i l l  tend t o  l a g  behind i n f l a t i o n  unless the  t a x  r a t e  i s  
c o n s t a n t l y  ad jus ted  through l e g i s l a t i v e  ac t ion ,  which i s  slow t o  take p lace under 
t h e  bes t  o f  circumstances. 

From a medical s tandpoint ,  i t  may make sense t o  impose earmarked taxes on 
products  such as c i g a r e t t e s  and beer i n  order  t o  t a x  t h e  associated unhea l th fu l  
behaviors,  b u t  unless t h e  taxes a r e  extremely l a r g e  they  w i l l  n o t  reduce t h e  
t a r g e t e d  behav ior  s i g n i f i c a n t l y  ( t h a t  i s  why they  r a i s e  so much revenue), and t h e  
taxes  w i l l  t end  t o  be regressive,  because t h e  poor engage i n  these unhea l th fu l  
behaviors and t h e  taxes take a much h igher  share o f  t h e i r  incomes than o f  
w e a l t h i e r  households' incomes. 

It i s  d i f f i c u l t  t o  recommend earmarking as a s t r a t e g y  f o r  inc reas ing  
resources f o r  t h e  h e a l t h  system over  t h e  l ong  run.  I f  compared t o  user fees o r  
insurance, earmarked taxes are almost c e r t a i n l y  not t o  be p re fe r red  i n  the  s h o r t  
run,  because t h e  h e a l t h  system has a much g rea te r  capac i t y  t o  generate revenues 
f rom w i t h i n  i t s  own system - -  and r e t a i n  c o n t r o l  over those revenues - -  than i f  
t h e  funds came f rom taxes. 

Peru a l ready  has an earmarked p a y r o l l  t a x  f o r  h e a l t h  care t h a t  generates 
an amount equ iva len t  t o  about n i n e  percent  o f  formal s e c t o r  wages f o r  hea l th .  
Another h i g h  p r i o r i t y  i n  t h e  h e a l t h  sec tor  i s  how t o  use t h a t  money w ise l y  and 
e f f i c i e n t l y  i n  support o f  o v e r a l l  h e a l t h  sec to r  a c t i v i t i e s .  

Recommendation 3: We recommend t h a t  t he  Government of Arequipa consider  
r e f i n i n g  t h e  user f ee  mechanism w i t h i n  MOH h o s p i t a l s ,  h e a l t h  centers,  and 
h e a l t h  posts.  To increase t h e  e f fec t i veness  of t h i s  type o f  c o s t  
recovery,  t he  MOH cou ld  cons ider  developing a f e e  schedule t h a t  more - -  
c l o s e l y  r e f l e c t s  ac tua l  cos ts  o f  serv ices  f o r  those who can pay ( p r i v a t e  
ward p a t i e n t s ,  insured p a t i e n t s ,  and IPSS en ro l l ees )  ; analyze t h e  ways i n  
which fees  can be used t o  p rov ide  i ncen t i ves  and d i s i n c e n t i v e s  f o r  use o f  
p a r t  i c u l  a r  types o f  serv ices ;  design and imp1 ement an inexpensive b u t  
e f f e c t i v e  system t o  exempt t h e  i nd igen t ;  and develop a p lan  f o r  



disbursement of funds that provides incentives to health facilities to 
collect fees, but also benefits the health system as a whole by providing 
support for activities that do not lend themselves to fees (particularly 
activities related to child survival programs). 

We recommend that USAID/Lima assess the feasibility of providing the 
resources to the Government of Arequipa for technical assistance in cost recovery 
at MOH facilities. As stated above, such assistance would be required for 
accurate costing of services, development of exemption mechanisms, and design and 
implementation of a financial management system. Again, such activities would 
be appropriately placed within a larger program to enhance publ ic sector 
sustainability under the Mission's Child Survival projects. 

Recommendation 4: We recommend that the Government of Arequipa carefully 
consider options with respect to private wards in publ ic hospitals. There 
are many good arguments for and against private wards. Currently, 
however, they are poorly utilized, in a state of disrepair, and heavily 
subsidized with scarce publ ic funds. Continuing to maintain these wards 
requires either that they be fully self-financing or that they provide 
other quantifiable benefits to the hospital that merit a subsidy. 
However, it is unlikely that existing private wards could become self- 
sustaining (or, possibly, profit centers) without considerable investment. 

If it chose to support this activity, USAID/Lima could provide technical 
assistance to the MOH in performing the necessary analysis to develop pol icy 
options for the private wards. Such analysis would center on an assessment of 
the feasibility of shifting from the current situation, in which government funds 
subsidize the private wards, to one i n  which the wards break even or subsidize 
the public facilities. 

Improvinq productivity throuqh optimal resource a1 location: Currently, the MOH 
is hampered from efficient operation throuqh its staffinq pattern, constraints 
on hi ring and firing per;onnel, operafion of redudant faci 1 i ties, and 
centralized management. Given the large proportion of all expenditures devoted 
to staff, it is critical to look at personnel issues to improve efficiency. Ways 
of improving efficiency in MOH operations could a1 so include innovative 
approaches to management. Centralized management of the type that is traditional 
in the MOH introduces rigidities in operations whose effectiveness depends on 
their being responsive to their surroundings, as is to some extent the case with 
health care facilities. 

Recommendation 5 :  We recommend that the Government of Arequipa consider 
the possibility of decentralizing the MOH to the facility level 
responsibility (within limits) for decisions important to local service. 
Issues for 1 ocal deci si on-making might include, for example, hours of 
operation; appropriateness of cost recovery, of particular kinds of cost - -  
recovery and fee levels; expenditure of all or part of cost recovery 
revenues. This would be very much in keeping with ideas expressed in the 
MOH 1989 planning document about restructuring and delegation of authority 
and responsibility for effective decentralization of peripheral health 
services, with emphasis on rural and marginal urban areas. 



MOH efficiency can be increased by a cost-benefit analysis of the return 
to consol idating Goyeneche and Honorio Delgado Hospital s. A simi 1 ar analysis 
should be performed for the two IPSS hospital blocks, and for potential 
consolidation and/or privatization of specific MOH and IPSS facilities or 
services (such as 1 aboratory, cleaning, administration, maintenance, and so 
forth). Given the overlap in services provided and the low occupancy rates at 
the facilities, it is prudent to consider at least some level of coordination 
among hospitals and the agencies that own them. 

Efficiency and quality of care can also be improved by providing 
appropriate incentives to health facil i ty personnel. Possible incentives include 
performance bonuses or, where cost recovery is practiced, the abil i ty of the 
employees to retain the facility's revenue beyond a pre-established limit. Non- 
monetary incentives should also be considered, as well as the contracting out of 
support activities to the private sector. 

If it were consistent with the goals of the Child Survival or other 
projects in the health sector, USAID/Lima could aid the Government of Arequipa 
by providing technical assistance to carry out the background studies required 
to implement this recommendation, exploring potential for consolidation and 
privatization of some activities. For instance, a feasibility study would be 
required to assess the costs and benefits of consolidating MOH or IPSS hospitals 
in Arequipa City. A demonstration study of innovative management in a health 
center would be required to assess how best to allot decision-making authority. 

Improvinq productivity in pharmaceutical procurement: The MOH requires a system 
that will ensure timely, re1 iable facil ity-level supply of good qua1 ity drugs at 
the most economical possible prices using funds generated at the facility level 
and/or from regional budget allocations. This report provides a case study about 
a large pharmacy that was established within an MOH hospital and self-financed 
through the sale of drugs. This case offers rich evidence that a well-stocked 
pharmacy can be financed through the sale of its drugs and managed in a 
decentralized manner. 

Recommendation 6: Further study is needed to estimate level of needs, 
assess local factors pertinent to pharmaceutical system selection and 
design (e.g. transportation, wholesale drug supply capacity, storage 
facilities, experience in drug stock management, local procurement 
practices and experience), and to propose an approach. It will be 
critical to consider the option of contracting out pharmaceutical services 
to a private sector concern, which may prove to be the most cost-effective 
option. 

USAID/Lima could provide external technical assistance to the MOH to carry 
out an assessment of options for improvement of pharmaceutical procurement, and 
assistance with implementation of the chosen option(s). - - 

Resource allocation in the pub1 ic sector: Both Peru generally, and the Arequipa 
Region in particular, face some serious health problems. According to World Bank 
data, life expectancy at birth for women has increased since 1965 from 52 to 64 
years. Infant mortality has declined from 130 to 86 deaths per 1,000 live 



bir ths .  In comparison, Chile, which i s  close t o  Peru both geographically and in 
terms of income per capita,  has seen female 1 i f e  expectancy r i s e  from 63 t o  75 
years and infant mortality f a l l  from 101 t o  20. In short ,  by 1988, Peru had 
f i n a l l y  achieved the same 1 i f e  expectancy Chile had enjoyed 20 years ea r l i e r  
despi te  the f ac t  tha t  Peru had more physicians and nurses per capita than Chile 
over the en t i r e  time period. The patterns of i l l ness  and death in Arequipa 
appear t o  mimic those for  Peru as a whole, and they are  indicative of s ignif icant  
weakness in primary and preventive health services and slowness in resolving 
pub1 i c  health problems re1 ated to  poverty, environmental conditions, and 
malnutrition. USAID's child survival program i s  oriented t o  solving these health 
problems, and countries l i ke  Chile have shown that  i t  can be done. 

The decentral i zat i  on of health services in Peru creates both opportunities 
and potenti a1 problems in trying t o  improve the pol icy environment for the health 
sector.  The opportunities stem from the fac t  that  the provision and financing 
of MOH services will take place closer to  the users. The problems stem from 
several sources: 1 ess abi 1 i ty  to  develop pol icy a t  the 1 ocal 1 evel , and the 
consequent potential that  budgets will be captured by providers, in service of 
t h e i r  needs; a lack of decentralization of IPSS, with the resul t  that  MOH 
regional administrations will be in a very weak position t o  influence IPSS 
a c t i v i t i e s  in the i r  regions; and the possibi l i ty  that  funding for  health services 
will begin t o  r e f l ec t  regional d ispar i t ies  in income, with l i t t l e  or no offset  
from central  funds. If the national MOH offices can supply support to  pol icy 
development a t  the regional level and offsett ing funds for  poorer or less  healthy 
areas, some of these problems can be neutralized or turned into advantages. 

Recommendation 7: We recommend that  USAID/Lima consider assisting b o t h  the 
central  MOH and regional MOHs to develop a greater  ab i l i t y  to  make 
resource allocation decisions in the health sector that  conform t o  goals 
and needs in the health sector. This i n i t i a t i v e  should include an 
improved abi 1 i ty  to  develop pol icy a t  a1 1 1 evel s ,  t o  t u r n  pol icy deci s i  ons 
into budgetary changes, and t o  evaluate the e f fec ts  of policy changes 
a f t e r  they are made. In par t icular ,  the central and regional MOHs require 
the development of financial and pol icy tools to  solve serious, persistent 
problems in child health and weaknesses in both public health and 
services.  They also need s t rategies  to  successfully implement the 
decentral ization without harming the poorer and weaker regions, and t o  
i n t e rac t  successfully with IPSS even i f  plans for  integration do not 
succeed. 

There are many other issues that  merit attention a t  the level of overall 
policy and even may merit experimentation in order to  achieve the end resul t  of 
be t te r  health for  Peru's c i t izens.  An investment in t h i s  area, through technical 
assis tance,  t ra ining,  and experimental f ie ld  a c t i v i t i e s ,  may have a long-term 
payoff fo r  the health sector.  

- - 
8.3 CONCLUSION 

I t  i s  c lear  from the information gathered and analyzed on the MOH, IPSS, 
the pr ivate  sector ,  and household u t i l iza t ion  of health services that  the 
Regional Government of Arequipa faces enormous challenges in achieving 



sustainable health care for the population. However, there are important 
opportunities for improving the efficiency of health care provision within the 
MOH, for expanding the base of resources available to finance health services, 
for better meeting the health needs of the population, and for allocating 
resources consistent with health sector goals. 

Under the regional izati on plan, the Government of Arequi pa wi 11 be able to 
play a key leadership role in developing the health sector to better meet the 
needs of Arequi pa's popul ati on. Toward that end, USAID/Lima has the opportunity 
to consider specific means of assisting the Regional Government by providing 
critical technical assistance inputs, providing information for policy decisions 
and expertise for implementation of demonstration efforts. 



APPENDIX A: Scope o f  Work 

A .  1. Background 

On January 1, 1990, Peru began regionalization o f  health care as 
part of a process to decentralize all public services according to 
a National Regionalization Plan regulated by Public Law No. 232878. 
By the end of CY 1990, all public services will be provided through 
12 new established regions with partial funding from the central 
government and also local taxes. Each region will have considerable 
administrative autonomy over its programs, including the 
responsibility to allocate funds among the various local public 
service organizations. 

With the total financial burden of a1 locating 1 imited resources to 
continue ongoing programs, it is anticipated that the new Regional 
Health Secretaries will be very interested in exploring ways to cut 
costs, improve management and financial accountability, and 
determine alternatives for financing curative and preventive health 
services at the regional level. 

To assist in this process, USAID will conduct a study to gather 
base- 1 ine health care financing (HCF) informat ion of primary health 
care institutions in Arequipa, one of the first newly designated 
regions. The Ministry of Health (MOH) of Arequipa Region currently 
supports a total of 32 health centers and 94 health posts. 
Additionally there are 16 Social Security (IPSS) and an unknown 
number of privately-operated health centers and posts. There is 
currently no information on costs and utilization of health services 
provided by these institutions or plans on how the new regions will 
be able to cover these costs. 

A . 2 .  Purpose 

The purpose of this study is to analyze health care costs, 
management, financial systems, utilization and allocation of funds 
from a sample of MOH, IPSS, and privately-managed health 
institutions in Arequipa and to recommend means for improvements and 
alternatives for financing which may include MinistryIIPSS 
contracting with the private sector for management and for delivery 
of services, cost recovery mechanisms, and options for an expanded 
utilization of private health care institutions. The report will 
also suggest possible future USAID activities with respect to 
primary health care financing with a focus on publiclprivate sector 
collaboration. 

A.3. Methodology 

A. The contractor will review and analyze current health care 
costs and financing, resource allocation, demand and utilization 



information in Arequipa, including national and regional MOH, IPSS, 
and private sector records, and A .  I .D. and other donor reports and 
surveys. 

0 .  A sample of MOH, IPSS, and private hospitals, health centers, 
and health posts will be selected. At each site administrative 
personnel will be interviewed and financial and health records 
studied to prepare an analysis of overall operation costs and 
financing. If possible, information will be gender- 
disaggregated and will include allocation of resources between wage 
and non-wage uses and among primary, secondary, and tertiary care, 
and disaggregated by program, peri-urban or rural location, and 
institution. 

C. The team will interview regional health officials, 
departmental and community authorities, health center and post 
personnel, and clients to solicit demand for services, cost recovery 
information, and consumer satisfaction. 

D. The team will present a report to USAID/Lima containing the 
following information: 

1. Cost structure, financing, and utilization of services 
for hospitals, health centers, and posts disaggregated 
by program, institution, and location; 

2. Recommendations for alternative health care financing 
strategies which can be used by regional health 
authorities to reduce and/or recover costs and improve 
services, including consideration of privatization, and; 

3. Recommendat ions for changes in current USAID projects 
and for future USAID assistance in PHC financing and 
programming with specific reference to identification of 
complementary private sector opportunities. 

A.4. Team Composition 

The team will consist of three specialists who possess skills in 
health care financing and economics, administrat ion of health care 
services, and private sector health care options with respect to 
cost, cost recovery, privatization, and complementarity to public 
health services. Team members should be fluent in Spanish and 
English and familiar with the provision and financing of public and 
private primary health care services in Latin America. It is 
expected that one of the team members will be an expatriate and the 
other two Peruvians from the Arequipa Region. USAID will assist the 
contractor in identifying suitable local candidates. 



A . 5 .  Proposed Schedule o f  Activities 

An HFS consultant will visit one week in March 1990 to finalize the 
study design, select the two Peruvian team members, and collect 
background information. The team will begin to work in Apri 1 1990. 
The study wi 1 1  take approximately five weeks, ( f  Sve-day work weeks). 

A . 6 .  Reporting Requirements 

The 

1. 

2. 

3 .  

4. 

5. 

6 .  

7 .  

final report will have the following sections: 

Executive Summary which summarizes the document, listing the 
purpose of the study and the major recommendations; 

Paginated Table of Contents; 

Methodology sections; 

Body of the Report: This should include a description of the 
departmental context in which the study was developed and 
carried out, and provide the findings and problems encountered 
on which the conclusions and recommendations are based. 
Analyses of PHC cost structure and financing will be 
disaggregated into rural and peri-urban categories; 

Conclusions: These should be short and succinct, with the 
topic identified by a short subheading. Conclusions should be 
related to findings; 

Recommendations: These should correspond to the conclusions 
and wherever possible should specify who, or what agency, 
should take the recommended actions, including implications 
for follow-on USAID activities; 

Appendices. These are to include at a minimum the following: 

a. Scope of Work 
b. Tools or questionnaire used in the investigation 
c. List of persons and organizations consulted 
d. Bibliography of documents consulted 
e. List of places visited by the team 

The Mission requires that the team deliver a draft final report in 
English before the team leaves Peru. An office at the Mission will 
be made available to the team, as well as a microcomputer with word 
processing software and printer. No secretarial services will be 
provided. - - 

Within two weeks of receiving the draft final report from the team, 
USAID will review the report and FAX its comments to the contractor 
for incorporation into the final report. Within 30 days of 
receiving the written comments by USAID, the contractor shall mai 1 



10 copies of the final report in English and Spanish to the 
following addressee: Charles Mantione, Health Officer, USAID/Lima, 
APO Miami 34031. 
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APPENDIX C: Adjustment Factors Used for Conversion of Current Intis 

The first set of adjusters a1 lowed conversion of current (actual) 
Intis to "constant" Intis, defined as the value of the Inti in base 
year 1985. These annual conversion factors were used to convert 
calendar year 1986, 1987, 1988, and 1989 financial information into 
Intis with a value equal to the base value of the Inti in 1985. The 
base (1985) Inti value and the conversion factors used for each year 
were: 

1985 (base) - - I./ 1.00 
1986 - - 

- 
I./ 1.76 

1987 - I./ 3.12 
1988 - - 

- 
I . /  20.98 

1989 - I./ 419.26 

The fol lowing formula was used to convert current Intis to base 1985 
Intis: 

A second type of adjuster a1 lowed conversion of current (actual ) 
Intis for each year of the study into a U.S. dollar equivalent value 
based on the average exchange rate for each year of the study, from 
1985 through 1990. The average annual exchange rates used were: 

- - 1.1 13.95 per U.S. $ 
- - I./ 13.95 per U.S. $ 
- - I ./ 23.00 per U.S. $ 
- - I . /  1,132.00 per U.S. $ 
- - I . /  13,760.00 per U.S. $ 
- - I./ 175,000.00 per U.S. $ 



APPENDIX D: Places Vis i ted and Contacts i n  Arequipa 

Regional Government of Arequipa 
Victor Manzur Suarez, President 
Edgar Linares Huaco, Secretary of Social Services 

Ministry of Health, Arequipa Region 
Dr. Rulo Ugarte Barillo, Director 
Goyeneche Hospital 

-Marlene B. de Sarmiento, Social Worker 
-Former Director, Hospital Pharmacy 

Honorio Del gad0 Hospi ta 1 
-Dr. Justo Bustamante Montealegre, Administrator 
-Dr. Caparo, Chief of Neurology and Director, Private 

Clinic 
Hunter Health Center 
Yanahuara Health Center 
Manuel Prado Health Center 

Peruvian Institute of Social Security (IPSS) 
Dr. Victor Raul Valdivia, Regional Director 
Gino Davila Herrera, Sub-Director 
Ronald Muro Ochoa, Sub-Director, Planning and Management 

Mario Arce Munoz, Chief, Division of Planning and Budgeting 
Hospital Central del Sur 

-Hospital "Empleado" 

Hogar Clinica San Juan de Dios, Clinica Hortencia 
Hermano Antonio Medina, Brother Superior and Administrator 

Cl inica Arequipa, S.A. 
Dr. Benigno Lozada Stanbury, President , Board of Directors 

Compania Regional de Seguros, "La Positiva" 
Alejandro F. Ibarra C., Manager, Health Insurance Division 

Asesores Y Coredores de Seguros, S.A., "Inti" 

Gonzalo Garcia Bragagnini & Asociados 
Gonzalo Garcia 

Sociedad Electrica del Sur Oeste, S.A. (SEAL) 

SIDSUR 

8anco Popular del Peru 

Compania de Minas Tintaya 



APPENDIX E: Acknowledgements 

The author wishes to thank the staff of USAIDILima for its support 
in organizing and completing the study. In particular, Edgar 
Necochea provided invaluable assistance in the initial days of the 
research . 
E . 1 .  Health Sector Participants 

The information used in preparation of this report was collected 
with the assistance of numerous individuals and organizations. 

The field research conducted in Arequipa Region benefited from the 
collaboration and cooperation of individuals and organizations 
throughout the health system. Participants generously contributed 
their time as well as their expertise in assisting the author and 
the research team. Their contributions are grateful ly acknowledged. 

The Regional Government of Arequipa, under the leadership of 
President Victor Manzur Suarez, graciously provided support and 
encouragement for the goals of the study. The Secretariat of Social 
Services, under the direction of Edgar Linares Huaco, and the 
Director of the Regional Ministry of Health, Dr. Rulo Ugarte 
Barillo, provided essential commitments of free access to staff and 
information at all levels in the public sector health system. 
Unfortunately, it is impossible to acknowledge each contributor 
individually. 

The administration and staff of the Instituto Peruano de Seguridad 
Social (IPSS), Region Arequipa, under the direction of Dr. Victor 
Raul Valdivia, Regional Administrator, provided extensive assistance 
in preparing information on the resources and utilization of the 
IPSS health insurance and service system. This effort, undertaken 
despite significant time and resource constraints on the part of 
IPSS, was initiated by Gino Davila Herrera and ably led by Ronald 
Muro Ochoa, Sub-Director of Planning and Budgeting. He was assisted 
in this time-consuming effort by Mario Arce Munoz, Chief of the 
Planning and Budgeting Division, and by Cesar Simborth Velasquez , 
Jimy Escalante Palacios, Carlos Cuadros Gal legos , Gi lma Begazo 
Cardenas, and Socorro Arenas Gu i 1 len. 

Hermano Antonio Medina, Superior of the Order of Brothers and Chief 
Administrator of the Clinica San Juan de Dios, provided useful 
background on the history and objectives of the clinic. Dr. Benigno 
Lozada, President of the Board, provided information regarding the 
Clinica Arequipa. 

Two insurance companies, Asesores Y Corredores de Seguros , S. A. , 
"Inti", and "La Positiva," Compaiiia Regional de Seguros, S.A., 
provided valuable information on the role of private health 
insurance in Arequipa. Private companies, including Cia. Minas 
Tintaya, Sociedad Electric del Sur Oeste, S.A.(SEAL), and SIDSUR 



provided informat ion regarding company pol icies and expenditures for 
hea 1 t h coverage. Dr. Gonza lo Garcia provided information on the 
changing market for private health insurance in Arequipa and on the 
growth of new insurance products. 

Final ly , several private pharmacies in Arequ ipa shared informat ion 
with the study team on sales, financing, and costs of 
pharmaceuticals. 

Without the generous cooperation of all these individuals and 
organizations, this study could not have been completed. 

E . 2 .  Field Study Team 

Research for this study was conducted by the author working in 
col laborat ion with local health sector experts in Arequipa. The 
author gratefully acknowledges the contributions and support of 
these health professionals. 

Dr. Vicente Saenz, Coordinator of the USAID Child Survival Project 
in Arequipa Region, and former Director of the Hospital Regional 
Honorio Delgado, served as Senior Advisor to the Arequipa Health 
Systems and Financing Study. Dr. Crisogono Rubio assisted in 
identifying local experts for participation in the field research. 

The following sectoral teams and individuals assisted in the study 
research: 

Ministry of Health: 
Ingeniera Gladys Garnica, Senior Analyst, Department of 
Statistics and Planning, Departmental Health Unit, Ministry of 
Health, Arequipa Region 

Dr. Juan Fernando Malpica Faustor, former General Director, 
Office of Technical Assistance, Departmental Health Unit, 
Ministry of Health, Arequipa Region 

Peruvian Institute of Social Security (IPSS) : 

Dr. Juan Manuel Malaga Gomez de La Torre, former 
Director of the IPSS Hospital del Obrero, currently Head 
of the Department of Preventive Medicine, Hospital 
Central del Sur, Arequipa 

Dr. Jose Francisco Valdivia N., former Director, IPSS 
Arequ i pa 

Private Sector 

Dr. Crisogono Francisco Rubio Barrios, neurosurgeon and 
attending physician at Clinica Hortencia, Hospital San 
Juan de Dios 



Dr. Raul Lazarte Cardenas, internist and attending 
physician at Clinica Hortencia, Hospital San Juan de 
Dios, and former Director, IPSS Hospital del Obrero, 
Arequipa; member of Arequipa AIDS Committee 

Dr. Raul Lazarte Cuba, resident internist at Clinica 
Hortencia, Hospital San Juan de Dios 

Household Survey 

Dr. Raul Miranda, Senior Epidemiologist, Ministry of 
Health, Lima, former Director, Centro de Salud 
Paucarpata, Arequipa 

Ingeniero Enr ique Valderrama, Director, Centro de 
Computo, Unidad Departamental de Salud, Region de 
Arequ i pa 

Interviewers: 
(Professors of Obstetrics) 
Vick de Vinatea 
Berta Lazo Herrera 
Sobi Cartillo de Carpio 
Amelia Ludina de Saenz 
Jennet Escobedo 

(Students of Obstetrics) 
Gregorio Alvarado Garcia 
Seisbel Bilbao Portugal 
Marizela Bengoa Rondah 
Car la Apaza Gut ierrez 
Silvia Sanchez Wilson 
Lorena Obando del Carpio 
Gabriela Almenara Sandoval 
Amparo Lajo Aguise 
Yngrid Zea Fernandez 
Gladys Cota Miranda 
Nancy Mellado Calle 
Ana Barrantes Limahuaya 
Flor Deza Luz Marina 
Flossy Gamarra Coazvila 
Deysi Garcia Pena 
Zoi la Estrada Saavedra 
Maribel Lopez Gallegos 
Odeli Delgado Holguin 
Miriam Arce Maldonado 
Ludgarda Fuentes Alvarez 
Isabel Salas Gomez 
Maritza Huanca Tarbisco 
Maria Gomez Suca 
Maria Elena Valdivia Grande 



CON AM I D 

FONAVI 

GOA 

HCF 

HFS 

IPSS 

MOH 

USAID 

APPENDIX F 

ABBREVIATIONS 

Comisi6n Nacional de Medicamentos, Insumos y Drogas 

Fondo Nacional de Vivienda 

Government o f  Arequipa 

Health Care Financing 

Health Financing and Sustainability Project 

Instituto Peruano de Seguridad Social 
(Peruvian Social Security Institute) 

Ministry of Health 

United States Agency for International Development 
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