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FOREWORD 

In Apn11995, UNICEF Nepal contacted the Management SCIences for Health (MSH) Drug Management 
Program (DMP) In WashIngton, DC, and asked IfMSH could asSISt In overcommg certrun problems that had 
been encountered In the deSIgn and ImplementatIOn of the CommunIty Drug Programme As MSH manages 
the RatIOnal Pharrnaceutlcal Management Project on behalf of USAID, and as RPM has an ongoIng program 
In Nepal, It was pOSSIble to agree to thIS request In May, UNICEF convened a meetIng of donors In 
Kathmandu to dISCUSS the CDP's progress From the dIScussIon there emerged a consensus that the 
documentatlon ofCDP's plans should be further strengthened, and that more attentIOn should be prud to the 
results of eXiStIng pubhc Interest drug cost-recovery actlVlues, such as those sponsored by WHO, BNMT and 
UMN 

USAID expressed Its WIllingness to prOVIde technIcal asSIstance through the RPM Project for the purpose of 
conductlng a study that would (1) document the resources currently avrulable In the publIc and pnvate sectors 
for supportIng drug cost-recovery actIVItIes and (2) propose the best optIons for program deSIgn and 
Implementatlon UNICEF agreed to fund the local Implementatlon costs of the study, and engaged the serVIces 
of Valley Research Group (VaRG) to conduct a sample survey to collect data at the regIonal, dlstnct, clInIcal 
faCIlIty and communIty levels 

RPM Project personnel completed the study protocol In October 1995 Subsequently, from December 1995 
to February 1996, RPM staff collected data and documents In Kathmandu and VaRG personnel earned out 
the sample survey In Apnl and May, staff from both RPM and VaRG collaborated to produce thIS report 

USAID and RPM are pleased to have had thIS opportumty to make thIS first contnbutIOn to the development 
and Implementatlon of pharrnaceutlcal cost-sharIng Imtlatlves In Nepal Wherever and whenever pOSSIble, the 
study has attempted to make maximum use of eXlstlng studIes and data We have tned to be conSCIentIous In 
acknowledgIng the contnbutlons of those whose work we have used Should any overSIghts be found, however, 
we request that they be brought to the attentIon of the RPM Project so that the appropnate CItatIOns may be 
made 

It IS SIncerely hoped that thIS study wtll be useful to HMG, UNICEF, and other concerned agenCIes In 
developIng strategies to support drug cost-recovery actIVItIes In Nepal As wIll be seen, a number of concrete 
and pOSItIve results have already been achIeved It IS Important for the well-beIng of the NepalI populatlon that 
thIS foundatlon of good work be recognIzed, bUllt upon, and expanded 

Vll 
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I EXECUTfVES~RY 

The provlSlon of essentIal drugs IS a cntIcal element In the dehvery of pnmary health care servIces and the 
achIevement of the goals put forth In the Alma Ata accords In Nepal, however, numerous studIes have 
IndIcated that pnonty essentIal drugs are frequently out of stock at the Mimstry of Health's pnmary care 
facIlItIes These and other studIes have also IndIcated that Nepahs frequently purchase needed drugs In the 
pnvate sector, often at hIgh pnces In response to these problems, and given the ImpossIbIlIty of satIsfyIng the 
demand for essentIal drugs from WIthIn the budgetary resources aVaIlable to HIS MaJesty's Government, the 
MIDlStry of Health, donors and NGOs have Implemented several publIc sector drug cost-shanng lDitlatlves 
There has been, however, rather lIttle organIzed quantitatlve Infonnatlon aVaIlable for makmg eIther (1) 
assessments of the degree to whIch these mitIatIves are ImproVIng the aVaIlabIlIty of essentIal drugs or (2) 
compansons of the accomplIshments of the dIfferent InItIatIves 

ApproXImately two years ago, two donors, NIppon (fonnerly Sasakawa) FoundatIOn of Japan and the 
KredItanstalt fur Wlederaufbau (KfW) of Gennany, negotIated Important agreements WIth HIs Majesty's 
Government of Nepal to help resolve the chromc shortages of essentIal drugs through the ImplementatIOn of 
a "Commumty Drug Programme" The two donors also arranged WIth UNICEF to prOVIde techmcal support 
to the MIDlStry of Health In the deSIgn and ImplementatIon processes To date, however, progress has been less 
substantIal than antICIpated RPM has undertaken the Nepal Cost-Shanng In Pharmaceutlcal DlstnbutlOn 
Study for the purpose of developmg quantItative and quahtatIve mfonnatIon that would faclhtate and accelerate 
the development and ImplementatIon of cost-shanng programs for essentIal drugs The study IS Intended to 
answer seven questIons and to present general recommendatIons concermng program deSIgn and 
ImplementatIon 

RPM and VaRG staff collected InfonnatIon to answer the study questIons from (1) documents made aVaIlable 
by HMG, donors and NGOs, (2) IntervIews WIth staff at HMG, donors, NGOs and pnvate sector 
pharmaceutIcal manufacturers and dIstrIbutors, and (3) a sample survey ofMoH health faCIlItIes, drug cost­
shanng SItes, drug retaIl outlets, and households For the sample survey, VaRG used tested questIonnaIres and 
traIned IntervIewers to collect data for an overall sample that Included five regIOnal warehouses, 25 MoH 
health facilitIes With no drug cost -shanng aCtiVIty present, 31 MoH faclhtIes asSIsted by cost -shanng actIVItIes, 
and 56 retaIl pharmaCIes 

For the health facilitIes WIthout drug cost-shanng actIVitIes, VaRG selected a random sample of five dIStnCts, 
WIth one dIStrrCt lYIng WIthIn each development region, and of these, one dIStnCt In the mountaIn zone, two 
In the hIll zone and two m the TeraI WIthIn each dIStnCt, the sample Includes the dlstnct hOSPItal, a pnmary 
health care center (where they eXIst), health posts and sub health posts 

For health faclhtIes asSIsted by drug cost-shanng aCtIVItIes, the sample mc1udes SItes from three prormnent and 
well establIshed drug schemes, that IS, those operated by the World Health OrganIzatIon In collaboratIon WIth 
HMG (WHOIHMG), the Umted MISSIon to Nepal and the BntaIn Nepal MedIcal Trust VaRG selected the 
dIStnCtS based on ItS Judgment of the most representatIve stratIficatIon that could be achIeved WIthIn cost 
constraInts, WIth facIhtIes then beIng randomly selected For drug retaIl outlets, survey data collectors VISIted 
a total of 56 shops located near each of the 31 faclhtIes aSSIsted by drug cost-shanng schemes FInally, data 
collectors IntervIewed members of 245 households 

An Important feature of thIS study IS the use of tracer drug lIsts, whIch prOVIde a baSIS for collectIng data on 
drug aVaIlabIlIty and drug pnces at dIfferent types of SItes RPM staff developed four hsts In collaboratIon WIth 
MoR counterparts, IncludIng one for dIStnCt hOSPItalS (64 products), one for pnmary health centers (54 
products), one for health posts (39 products) and one for sub health posts (26 products) 



2 Cost-Shanng In PharmaceutIcal DzstnbutlOn 

The pnncipal findIngs related to each of the seven study questIOns are presented below 

1 What are the drug resources currently avazlable to the MoB? 

~ The MoH receIves approxImately Rs 50,OOO,OOO/year (US$ 1,000,000) for drugs In the natIOnal 
budget 

The MoH receIves a httle more than Rs 200,000,OOO/year (US$ 4,000,000) In external financmg for 
drugs from InternatIOnal cooperatmg agencIes 

~ The prospect for a substantIal mcrease In fundIng for drugs m the natIonal budget IS unhkely 

~ The prospect for long term mcreases m fundmg from mternatIonal cooperatIng agencIes IS also remote 

~ The current level of dependency on external fundmg mfrmges sIgnIficantly on the MoH's control of 
ItS programs 

2 What lS the MoB's capaczty to manage avazlable drug resources? 

~ Subject to the aVaIlabIlIty of funds, the MoH purchases drugs at generally competItIve pnces, although 
some further cost savmgs appear pOSSIble There have, however, been some dIfficultIes m executIng 
the procurement process accordmg to schedule ThIS has caused dIsruptIOns m dehvenes to 
warehouses and health facIlItIes 

~ Notable efforts are currently bemg undertaken by the LogrstIcs Management DIvIsIOn (LMD), wIth 
support from USAID, to strengthen the MoH's storage and dIstnbutIon capabIlItIes 

The MoR's regIOnal warehouses requIre addItIonal staff, m order to become effectIve lmks m the 
dIstnbutIon system 

Stockouts at the regronal warehouses and all levels of pnmary health care servIce are frequent, 
apparently affectIng 40% or more of essentIal Items at any grven tIme 

The MoH currently attempts to make annual or tWIce yearly shIpments to health faCIlItIes To be 
effectIve, thIS strategy requITes accurate forecastmg of reqUIrements whIch, In tum, reqUIres accurate 
data on the demand for drugs Such data are not aVaIlable More frequent shIpments would In theory 
resolve many problems, but thIS would also requITe addItIonal management and transportatIon 
resources, WhICh are unlIkely to become aVaIlable 

The rapId mcrease m the number of remote sub-health centers wIll greatly mcrease the burden on a 
dIstnbutIon system that has already been straIned well beyond any realIstIc assessment of Its capaCIty 

Although MoR has publIshed standard drug treatment schedules, the survey found them In only two 
of 56 health facIhtIes VISIted 
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What types of drug cost-shanng schemes are currently operating m Nepal? 

The WHOIHMG Commumty Drug Supply Scheme recovers some of the costs for essential drugs at 
122 health posts m 18 dIStrIcts though token registratIon fees ThIS scheme IS notable for ItS 
decentralIzed management by village health COmmIttees (VHCs) that have dIscretIOnary control over 
the use of revenues, as well as for ItS lack of any effective arrangement for the purchase of supplIes 

The Bntam Nepal MedIcal Trust supports the H1l1 Drug Scheme, through WhICh approxImately 30 
small retaIl shops sell a hnnted number of mexpenslve essentIal drugs at a fixed pnce m seven dIStrICts 
of the Eastern RegIOn ThIS scheme owes ItS feaSIbIlIty to the provlSlon of supply stocks by BNMT, 
whose charges to partIcIpatIng shops do not cover ItS adrmmstratlve costs 

The Bntam Nepal Medical Trust also supports the Cost Shanng Drug Scheme, WhICh recovers some 
of the cost of essential drugs m the form of token registratIOn fees and per-Item charges for essential 
drugs dIstrIbuted at approXImately 33 health posts (HP) m four dIStrICtS of the Eastern RegIOn ThIS 
scheme IS charactenzed by Its effectIve, but expenSIve, supply system, whIch BNMT operates dIrectly 
and by the relatIvely weak role relegated to VIllage health COmmIttee 

The Umted MISSIon to Nepal supports the LalItpur MedIcal Insurance Scheme, WhICh recovers part 
of the costs of essential drugs through msurance prermums The scheme functions at five health posts 
m southern LalItpur DIStrICt The scheme IS charactenzed by the cntIcal management authonty 
exercIsed by ItS health post comrmttees, and by ItS effectIve supply system WhICh UMN operates 
dIrectly, and WhICh achIeves econormes through ItS assocIatIon WIth Patan HOSPItal 

Several other, smaller schemes, generally supported by nongovernmental organIzatIOns that usually 
charge token fees for registratIOn and/or token per-Item fees for essential drugs, are operatmg m a 
small numbers of health posts m scattered parts of the Kmgdom, for example, m Rarmchap and 
Baglung 

It IS reported that most health posts WIthout drug schemes charge a token registratIOn fee, snnIlar to 
that charged under the WHOIHMG scheme It IS belIeved that these revenues are not WIdely used for 
the pUTchase of supplIes of essentIal drugs 

How do eXlSting drug cost-shanng schemes perform? 

The followmg table compares the three most Important cost-recovery schemes accordmg to several 
assessment cntena Except m the case of the first assessment cntenon, makIng drugs more routinely 
avaIlable, these cntena were not necessanly explIcIt objectIves of the schemes Rather, they were 
IdentIfied for the purpose of the present study 



TABLE! 

ComparatIve Performance of Three Drug Schemes 

IndIcator BNMT Cost Shanng UMNLabtpur WHOIHMG 
Insurance Commumty. 

A vaIlabIbty (MoH = 60 %) a 724% 840% 572% 

SUbSIdy Increase (Rs)b 17,978 -6691 0 

HP Drug Stock Increase' 763% 653% 69% 

HP UtIbzatIon Increased 535% 1985% No Data 

Avg Drug Cost/Pabent (Rs) 26 12 No Data 

Relabve Umt Purchase Costse 1019% 782% 1443% 

% of Drug Costs Recovered' 187% 565% 271% 

VIllage COmmIttee Authonty Lnmted Extensive Extensive 

AdUllmstrabve Overhead HIgh HIgh Nil 

ReplIcabon FeasIbIhtyg Lnmted Lllmted HIgh 

Source Survey data collected for tins study plus both pubhshed reports and unpubhshed data proVided by BNMT UMN and 
WHO 

a ThiS measure refers to phYSical presence m health faCilities at the tlme of the survey of products from a lzst of 39 tracer 
drugs 

b Over (under) the standard Indent of Rs 50 OOOIHPlyear from the MoH ThiS figure represents that portIOn of the purchase 
cost of additional drugs that was financed by the NGO Admmlstratlve costs are not mcluded 

c The volumes of mcrease are estlmated by adjusting the amounts actually spent The adjustments take Into account vanatlOns 
m umt costs They show the value of drugs that could have been provided had all three schemes purchased drugs at LMD s 
unzt costs In the cases of UMN and BNMT, the baSIS of calculatIOn IS their actual umt costs In the case of the WHOIHMG 
scheme the baslS for calculatIOn IS the average umt cost for the lowest pnced genencally eqUivalent products found In retail 
outlets In Kathmandu Valley 

d Compared to an estimated natIOnal average of 2 000 patient consultatIOns per year per health post Many factors In 

additIOn to the presence of drugs may Influence the utilizatIOn of health posts but mternatlOnal expenence indicates that 
availability of drugs IS strongly correlated with faCility utllzzatlon 

e For UMN and BNMT the percent given IS the relative cost compared to LMD acquIsitIOn costs In the case of the 
WHOIHMG Commumty Drug Supply Scheme the percent given IS the relative cost of the least expensive genencally 
equivalent In Kathmandu Valley retail drug shops Actual unzt costs paid by faCllltles participating In thiS scheme are probably 
much higher 

f The percentage of drug costs recovered IS the estimated revenue diVided by the estimated drug acquIsitIOn cost 

g Repizcatlon feasibility" provides the summary subJectlve oplmon of RPM To be effective effiCient and feasible on a large 
coverage baSIS all schemes would requzre some modificatIOn For example the BNMT model correctly Identifies the need 
for a supply mechamsm that achieves economies of scale In the acqulsltlon process but probably should assign responSibility 
for dlstnct to-facility distributIOn to the partlclpatmg facliztles and their health committees Slmzlarly the Lalztpur Medical 
Insurance model achieves a great deal but ItS success also depends on an effective directly managed supply process which 
would be difficuLt to widely replicate Without modificatIOns Its success may also depend somewhat on the provIsIOn of access 
to quaizty hospital services another feature that Will be diffiCUlt to Widely replicate The WHOIHMG scheme on the other 
hand could be eaSily replzcated but It has so far brought little publiC health benefit 



Executive Summary 5 

.. The BNMT Cost Shanng Drug Scheme, In summary, achIeves sIgmficant Increases In drug 
avrulabilIty, health post utIlIzatIOn and drug consumptIon, whIle recovenng a relatIvely modest 18 7% 
of Its drug costs Its cost-recovery rate would double, If It could reduce per-patIent costs to the level 
of UMN Its success IS attnbuted to Intense admlmstratlve effort and a drug subsIdy m excess of the 
MoH standard Indent The feasIbIlIty of rephcatlon IS, however, judged lImIted If certaIn 
recommended strategIes are adopted to Improve the effiCIency and sustaInablhty of the supply system, 
feaSIbIlIty of replIcatIOn would Increase sIgmficantly 

The UMN Lahtpur MedIcal Insurance Scheme also achIeves very sIgmficant Increases In drug 
avrulablhty and health post unhzatIOn It achIeves an mcrease m drug consumptIon WIth low per­
panent costs and low acqUISItIon umt costs The scheme recovers somewhat more than half of Its drug 
costs and spends 13 4% less than the normal SUbSIdy Its success denves from IntenSIve techmcal and 
admlDistratlve support An unmeasured, but probably sIgmficant, factor In the scheme's populanty 
appears to be the "frInge" benefit of pnonty access to referral servIces at Patan HOSPItal The 
feasIbIlIty of rephcatlon IS judged hmIted If, however, efforts are focussed In areas where, as In 

Lahtpur, benefits can Include access to qualIty hOSPItal care, then feasIbIlIty of replIcatlon would 
mcrease sIgmficantly 

The WHOIHMG scheme achIeves an IntermedIate level of cost-recovery VIllage health commIttees 
have substantIal dIscretIOnary authonty Drug avrulabilIty, however, IS unaffected, that IS, not 
sIgmficantly dIfferent than at HMG facIlInes unruded by drug cost-shanng Presumably patIent 
utIhzatIOn rates are also unaffected Only one thud of revenues are mvested m drug purchases and 
those are probably made at nearly double (or more) the umt pnce of UMN purchases ReplIcatlOn 
would be relatlvely easy, but WIthOut adjustments to the model, It would achIeve httle m terms of 
publIc health 

5 What drug management resources are avazlable In the commerclOJ sector to support MoH­
sponsored programs? 

Royal Drugs, Ltd, the largest manufacturer of drugs In Nepal, IS wholly owned by HMG It produces 
47 of the products on the MoH Essential Drug LISt The remrumng four of the five largest Nepali 
manufacturers each produce between two and thuteen essentIal drugs 

Selected locally manufactured antlbIOtIcs, as well as most of those manufactured m IndIa, are 
relatlvely expenSIve, even when purchased In large volumes SIgmficant saVings appear to be feasIble, 
If selected, mgh-volume Items could be purchased through a non-profit procurement agency, such as 
UNIP AC or IDA, that speCIalIzes m the procurement of essentlal drugs for developmg countnes 

Retrul pnces for essentIal drugs m the pnvate sector average up to 150% more than UMN's 
acqUISItlon pnces, even In Kathmandu Retrul pnces are probably much hIgher m more remote areas 

DIstnbutlon and sales networks are extenSIve The MoH's Department of Drug AdmlDlstratIon (DDA) 
has regIstered 1,086 Importers, 1,315 wholesalers, 8,014 retrul shops and 10,059 drug products 
Lmkages for supply of MoH-supported drug cost-shanng ImtlatIves could be developed gIven proper 
mcentlves 
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~ The average retaIl outlet carnes approxImately 50% of the tracer drugs for dIstnct hOSPItalS The five 
largest mdlvIdual wholesalers m each regIOn, on average, carry a snndar percentage of these drugs 
As the market presently functIons, m order to find all of the tracer products, a buyer from a drug cost­
shanng SIte would need to VISIt a consIderable number of retaIl or wholesale outlets 

HMG attempts to control the pnces on drugs at each level III the pnvate sector dIstnbutIon process by 
stIpulatIng a maximum legal markup as a percentage of the drug's acqUISItIon cost ThIS pohcy creates 
a strong finanCIal mcentIve to promote hIgh cost products and to dIscourage the consumptIon of 
mexpenslve products InterestIngly, the Nepal ChemIsts and DruggIsts ASSOCIatIon was formed WIth 
the objectIve of enforcmg pnce umformIty, which further dIscourages competItIon 

In general, MoR regulatory authonty over the pnvate sector dIstnbutIon network appears hmIted, 
partIcularly outsIde of maJor urban areas For example, there were only 741 supervisIOn ViSits for the 
9,329 wholesalers and retaIlers, dunng fiscal year 1994/95 

Pnvate expendItures for drugs are approxImately ten tImes as great as publIc sector expenditures, 
mc1udmg externally financed expendItures 

~ The average retaIler reported approxImately 20 sales per day 

6 What resources are avazlable at local government and commumty levels to asszst zn drug 
management? 

VIllage Development COmmIttees (VDCs) are recelVlng sIgmficant support III the form of an annual 
Rs 500,000 grant from HMG, 5% of whIch IS earmarked for health 

VIllage health comrmttees, when establIshed under the VIllage Development COmmIttees and gIven 
authonty over health faCIlIty revenues, effectIvely ensure the collectIon of user fees 

BNMT expenence suggests that VIllage health COmmIttees that lack dIscretIonary control over health 
faCIlIty revenues tend to be mactIve 

InternatIonal expenence suggests that VIllage health commIttees have proven abIlIty to IdentIfy poor 
or mdIgent persons who should be exempted, wholly or partIally, from user fees 

7 What health-seekzng behaVIOrs zn the communzty are relevant to drug cost-shanng? 

~ Many people express satIsfactIon WIth local health faCIlItIes 

~ The most frequently mentIoned way to Improve sefV1ces IS to Improve the supply of drugs 

~ In the context of thts survey, respondents appear to deny the use of tradItIonal healers and pnvate drug 
shops as a pnmary source of care 

ConSIstent With other data, many people mdIcate very hIgh personal expendItures for drugs and other 
forms of health care 
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Executive Summary 7 

~ EIghty percent of the populatIOn, mcludmg two thIrds of the poor, mdicate a willIngness to pay all or 
part of the costs of the servIces that they receIve 

TakIng mto account the specIfic findmgs summanzed above, the Nepal Cost-Sharmg m Pharmaceutlcal 
DlstrlbutlOn Study has amved at five general findmgs, WhICh RPM belIeves should be taken mto account 10 

future program desIgn and ImplementatIon efforts They are 

1 The MoH has very ambItIOUS goals that have stretched ItS human, technIcal and managenal 
resources beyond realIstIc assessments of theIr capaCItIes In developmg strategIes to 
strengthen the dell very of pnmary care servIces, therefore, It IS recommended that the MoH 
assume an overall polIcy formulatIon and overstght role, whIle promotIng the development 
and UtIlIzatIOn of local government and pnvate sector capaCIty to delIver servIces 10 

accordance WIth Its polICIes 

2 ApproXImately 80% of the drugs proVIded through the MoH's faCIlItIes are financed by 
mternatIonal donors, creatmg, thereby, a dependency that makes natIonal programs and 
pohcles vulnerable to changes m donor pnontIes and pohcles ImplementatIOn of drug cost­
shanng actIVItIes, over a realIstIc tIme frame, would be an effective way to reduce thIS 
dependency 

3 The populatIon IS not only wIllIng to pay for drugs, but actually expends approXimately ten 
hmes as much on drugs as the MInIStry of Health, mc1udmg the donors' contnbutIOns ThIS 
fact ImplIes that there IS no overall shortage of finanCIal resources for drugs There IS, 
however, a need to develop mechanIsms to dIrect a greater proportIon of eXIstmg resources 
towards reasonably pnced essentIal drugs and away from htgh cost combmatIon products and 
unnecessanly expenSIve Items, such as thtrd generatIon antIbIOtIcs Drug cost-shanng 
schemes can respond to thIS need by mcreasmg the avatlabilIty of essentlal drugs 

4 ConSIstent WIth InternatIonal expenence, VIllage health commIttees, often mc1udmg elected 
members of the VIllage Development COIDIDlttee, have successfully managed health funds 
under two eXIstlng drug cost-shanng models It IS, therefore, recommended that establIshment 

- of VIllage health commIttees be a central feature of all drug cost-shanng schemes and that 
then role mc1ude admInIstratIve overSIght of health faCIlIty operatlons and dISCretIOnary 
control over the use of drug cost-shanng revenues 

5 Some NGO-supported drug cost-shanng models have achIeved SIgnIficant Improvement m 
the avaIlabIlIty of drugs The percent of drug costs recovered has not been an explICIt target 
of these models and has been relatlvely modest, even when admInIstratlve costs are not 
mc1uded However, It IS apparent that these NGOs constItute an mvaluable resource that 
should be explOIted m the development of cost-shanng InItIatIves However, It IS further 
apparent that there IS more than one appropnate and feasIble model In fact, It IS very unlIkely 
that a smgle model could be appropnate for all locatIons m the country 
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In consldenng next steps, thIS study and InternatIOnal expenence suggest several general pnnciples that should 
be followed These are bnefly summanzed below 

1 GIven the underlYIng publtc health objectIve, the Mimstry of Health should retaIn techmcal 
leadershIp of cost-shanng ImtIatIves In terms of overall polIcy and objectIves 

2 As a corollary to the above, and gtven the current overextensIOn of MoH' s operatIng capaCIty, 
the MoH should not be expected to assume ImplementatIon responsIbIlItIes that are not 
essentIal to ItS leadershIp role 

3 Drug cost-sharIng ImtIatIves should bUIld on eXIstIng expenence EXIStIng models should be 
adjusted, expanded and/or adapted to new condItIons 

4 MaxImum pOSSIble advantage should be taken of eXIStIng human and InstItutIOnal resources 
that have expenence developIng and ImplementIng cost-shanng schemes 

5 MaxImum pOSSIble advantage should be taken of eXIstIng capaCIty m the pnvate sector to 
perform certaIn functIons In a supply system that ensures that health faCIlItIes have reasonable 
access to suppltes of essentIal drugs at appropnate pnces 

6 Drug cost-shanng mitIatIves should be based on commumty management and control 

WIth the foregomg m mmd, the follOWIng strategtc suggestIons are made for the conSIderatIon of the MoH and 
Its collaboratmg agenCIes It should be reemphaSIzed at thIS pomt that the authors of thIS study do not drum 
credIt for the conceptualIzatIon of these suggestIOns Rather, they denve from eXIstIng expenence and the 
many conversatIons that the mvestIgators had WIth profeSSIonals and managers workmg withm the current 
publIc and pnvate sector drug dIstnbutIon systems 

1 All drug cost-shanng schemes establIshed In the future should ensure commumty (VDC) 
ownership of the program, IncludIng discretIonary authonty over the use of the revenues 
Where necessary, eXIstIng schemes should be modified In a manner consistent With thiS 
suggestIon 

InternatIonal and NepalI expenence have both proven the Importance of actIve commumty partICIpatIOn The 
apparent success of the WHOIHMG model m collectIng and depOSItIng revenues In local bank accounts, the 
average balances of whIch are now approachmg Rs 70,000, IS qUIte astoundmg (Forty-four percent of these 
balances, or a lIttle more than Rs 30,000 per health post, denve from savmgs achIeved dunng the last three 
years) SImIlar results achIeved by the Lahtpur MedIcal Insurance Scheme are also asSOCiated WIth sIgmficant 
finanCial authonty delegated to the Health Post Commtttee 

Local MoH authontIes, however, appear to be greatly overextended and under-supported The DIStnCt Health 
Offices (DHOs) do not have enough staff to adequately perform theIr supervISOry functIons They are also 
under-funded, makmg field work personally costly, as well as phYSICally challengtng Drug cost-shanng 
mitIatIves should coordmate closely WIth the DHO, but program deSIgns should attempt to mImmIze any 
addItIonal burden on that office 
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2 WIthIn MoH-pohcy gwdehnes and obJectIves, experienced NGOs should be funded to proVIde 
the support (techmcal, managenal, and supervISory) reqmred to estabhsh additIOnal drug cost­
sharmg sItes and, possIbly, to support the estabhshment of the suggested supply system to be 
operated by private sector orgamzatIons 

It IS recommended that the MoH, WIth UNICEF support, negotIate grant agreements wIth NGOs to assume 
the responsibilIty of establIshmg commumty drug cost-shanng III speCific dlstncts or parts of dlstncts The 
MoH, UNICEF and the collaboratIng fundmg agenCIes should agree upon speCIfic general charactenstics and 
objectIves that each partIcipatmg drug outlet should achIeve Withm these general charactenstIcs, mterested 
NGOs would present both techmcal proposals and fundmg reqUIrements to the MoH, WhICh would evaluate 
the proposals and negotIate agreements 

Regular reportIng on the establIshment of drug cost-sharmg SItes and on progress towards the achIevement of 
the quantItatIve targets of performance mdicators would be a part of each agreement Included among the 
reqUIrements of each grantee would be targets for achIevmg a hIgh degree of VIllage health comIDlttee 
oversIght of ItS health post or sub health post, as well as collaboratIOn WIth, and support for, the responsIble 
DHO 

3 Each drug cost-shanng SIte should have access to a supply pomt, eventually to be operated by 
the pnvate sector, that rehably stocks all reqUIred essentIal drugs and sells them to drug cost­
shanng SItes at umt prices that reflect the sIgmflcant economIes that can be obtamed through 
large purchases 

A reasonable comproIDlse WIth the topographIC and econOIDlC realItIes of Nepal would be a supply source, 
"dIStnct essentIal drugs store," located m the headquarters of each dIStnct that would sell the reqUIred drugs 
to the program's dIstnbutIon pomts It IS recommended that each store stock the complete range of products 
reqUIred by the dIstnbutIon pomts partICIpatIng m the program Sales records mamtamed at the dIStnct store 
would prOVIde the data reqUIred to mom tor the flow of products and revenues, Without the need for trymg to 
collect and consolIdate data from several mdependent supplIers or many different scheme sites VIllage health 
cOIDIDlttees or health faCIlIty personnel would determme the quantIty of each essentIal drug that they reqUIre, 
purchase It at the dIStnCt store and transport It back to the health faCIlIty It would be a "pull" system m 
10gIstrcs termInology, prOVIding products only on demand Such systems are faIDllIar to everyone smce every 
tea shop m the Kmgdom uses a siffillar system 

The pnvate sector clearly has the capacity to proVIde the reqUIred servIce It IS suggested that, WIth techmcal 
support from UNICEF and, perhaps, from the fundmg agenCIes, and usmg a tendenng process, the MoH 
should contract WIth an agent to establIsh the chstnct store for each dIStnCt m whIch a substantral number of 
drug cost-shanng SItes IS bemg establIshed An agent, such as SaJha, could probably operate dIStnCt stores m 
more than one dIStnCt, but for the country as a whole there should probably be more than one agent, each 
serVIng a cluster of rustncts The contracted agents should purchase therr supplIes at pre-negotrated pnces from 
wholesale supplIers mcludmg (1) manufacturers lIke Royal Drugs, Ltd, (2) Importers and wholesalers, and 
(3) the LMD and regional warehouses m the case of drugs purchased dIrectly by the MoH from mternatronal 
sources such as UNIP AC Through ItS normal tendenng process, the MoH should negotIate umt pnces WIth 
local manufacturers, Importers and wholesalers that would be fixed for stIpulated pen ods of trme and would 
be paId by the contracted operators of the dIStnct stores 
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The dIStrIct stores would charge a hnuted negotIated markup when they sell products to the drug cost-shanng 
UnIts The pnces charged could be the same throughout the KIngdom The markup should not, however, be 
suffiCient to cover all costs of dtstnct store operatIOn DistrIct store operators should receIve addItIonal penodic 
payments dIrectly from the MoH, upon determInatIon that the performance cntena stIpulated In theIr contracts 
have been fulfilled The amount of these payments would be the vanable cost factor 10 the operator's tender 
offer and should constItute a performance mcentive 

In effect, the UMN operates a system SImIlar to the one descnbed above for the five medicalmsurance scheme 
health posts In LalItpur DIStnCt The pnncipal dIfferences of the UMN system are that It operates Its own 
"dIstnct store," rather than contractmg an agent 10 the pnvate sector to prOVIde thIS servIce, and It provIdes 
transportatIon for those products reqUISItIoned (purchased) m the regular monthly request, rather than placmg 
responsIbIlIty for store-to-facIlIty transportatIon on the faCIlIty or the health post COmmIttee 

To Implement these strategIes, the MoH's contract and grant admIIDstratIon capaCIty should have access to 
techmcal and managenal support from UNICEF or the fundmg agenCIes The MoH has demonstrated the 
capaCIty to contract for the purchase of drugs, although there have been sIgmficant delays It would not be 
much more dIfficult to contract for the above descnbed dIstnbutIon servIces and to award and admInIster 
grants to NGOs It IS recommended, however, that the ImtIaI number of grants to NGOs not exceed four or 
five In addItIon, the pOSSIbIlIty that the NGOs be responsIble for the Imttal contracts for supply servIces should 
be conSIdered 

It has been suggested that there may be no qualIfied NGOs m certaIn dIStrICtS thIS may currently be the case, 
but thIS study recommends that drug cost-sharmg be InIttated where the greatest quantIty of expenence eXIsts 
At least one-thtrd of the dIstncts m Nepal have already had some expenence With drug cost-shanng mitIatIves 
It seems probable that extensIOns of the current spheres of mfluence of actIve NGOs would reach at least two­
thIrds, mcludmg the most populous, of Nepal's dIstncts Once these dIStnCtS have satIsfactonly functIOmng 
drug cost-shanng programs, It should not be dIfficult to IdentIfy NGOs qualIfied and wIllIng to extend the 
technology to the remammg dIStnCtS 

Fmally, the adoptIon of the strategies mentIoned above reqUITes that partICIpatIng organIzatIons, mc1udmg the 
MoH, UNICEF and the fundmg agenCIes, recognIze that the pnmary constramt to the development of drug 
cost-shanng llntIatIves IS almost certamly not a lack of start-up capItal for InItIal drug mventones (Dependmg 
on the length of the pIpelIne, WhIch may be short If most products are purchased from local supplIers, the value 
of reqUIred start-up mventones may be as low as a three-month's supply, perhaps Rs 20,000 per health post) 
The pnmary constramts to the WIdespread InItIatIOn of successful drug cost-shanng are more lIkely to be (1) 
the capaCIty to establIsh functIonal VIllage health cOmmtttees, capable of adnnmstratIve oversIght of health 
faCIlItIes and proper management of the revenues that wIll be collected, and (2) the abIlIty to establIsh the 
supply system These tasks should receIve a sIgmficant share of the finanCIal resources currently bemg made 
aVailable by Kf\V and NIppon Foundatton If that IS done, and the above descnbed strategtes adopted, a very 
substantIal number of health faCIlItIes should be supported by effectIve drug cost-shanng schemes by the year 
2000 That support should result 10 substantIal Improvement 10 the delIvery and dIstrIbutIon of pnmary care 
servIces and may constItute an essentIal contnbutIon to the very ambItIous effort to establIsh a health faCIlIty 
meveryVDC 
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IT INTERNATIONAL EXPERIENCE 

Cost-shanng m the health sector, partIcularly m developmg countnes, 1S a relanvely new concept Iromcally, 
the Alma Ata ImnatIve of the late 1970s came at a tIme when many developmg countnes were already 
undertakmg amb1nous programs to extend Pnmary Health Care (PHC) coverage to under-served populanons 
These programs often mcluded sIgmficant expansIOns m the numbers of health faCIlItIes and, m many cases, 
dIStnCt hOSpItalS Once completed, the operanon of the new mfrastructure reqUired snmlarly Important 
mcreases m the recurrent budgets of nnmstnes of health In many countnes the lInnted scope for mcreases m 
rmmstry of health budgets created an llnmedlate conflIct wIth the reigrung phIlosophy that health servIces were 
a nght of peoples and an oblIgatIon of theIr governments 

StartIng early m the 1980s, many concerned WIth the need for addItIonal financmg for PRC began to consIder 
user fees WhIle these fees were usually normnal for mdividual patIents, they could be Important m the 
aggregate, If revenues remamed under the control of health faCIlIty staff In many cases, the user fees were not 
set under nanonal polIcy, but were the result of local mltIanves at the servIce delIvery level where the revenue 
need was most acutely felt Dunng the decade and a half that has elapsed smce the need for mcreased fundmg 
for PHC became apparent, much has been learned about user fees and how they can help or hmder provlSlon 
of health servIces 

Important lessons from mternanonal expenence mc1ude the followmg 

1 User fees can promote effectlveness, efficzency and equlty 

2 

3 

For example, revenue from modest drug charges may be used to mcrease the aVaIlabIhty of 
mexpensive essennal drugs, thereby provIdmg access to a greater proportlon of those who 
cannot afford h1gher pnces m the pnvate sector 

Incorrectly deslgned user fees may, however, reduce effectzveness, efficzency and equzty 

For example, If user fees are leVIed at health posts but not at hOSPItalS, patients Will have an 
addItional mcennve to use more costly, but free, hOSPItal servIces, thereby reducmg the 
effiCIency of the overall health servIce system User fees for drugs may be assocIated WIth less 
"superfluous" demand, less over-prescnbmg and 1mproved management at health faCIlIties, 

- If drugs become a source of badly needed revenue I 

The zntroductLOn of, or Lncrease Ln, user fees may be reszsted and even dampen demand for 
prZOrlty health serVlces, if unaccompanzed by zmprovements Ln the percezved qualzty of 
servzces 

For example, the mtroducnon of, or mcrease m fees for drugs may be faCIlItated by Improved 
packagmg, even though thIs nnght requITe h1gher fees In fact, Improvements m qualIty may 
lead to suffiCIent mcreases m demand that the resultmg mcrease m revenue may completely 
offset the cost of the qualIty Improvements 2 
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CollectlOn of user fees zs more lzkely to succeed if the revenues are retamed and managed at 
the faczlzty where they are collected 

For example, "the Bamako Imtlatlve recommends that user financmg of pnmary health care 
be planned and budgeted at the commumty level" It IS further recommended that the use of 
revenues from drug cost-shanng programs not be restncted to only the purchase of 
replacement stocks Even token fees may not be systematlcally collected, If the revenue must 
be deposIted m the natlonal treasury 3 

5 A portzon of user fee revenue may be used to supplement the regular compensatzon recezved 
by proVlders, posslbly generatzng jurther zncreases m revenue 

For example, properly deSIgned performance bonuses may lead provIders to Improve the 
qualIty of servIce and to more systematlcally collect fees, thereby stImulatlng an mcrease m 
demand as well as m revenue 

6 User fee systems should have explzclt, realzstlc obJectzves, and thelr performance should be 
assessed perzodlcally on the basls of obJectzve mdlcators of achievement The latter should 
not be lzmlted to the quantity of revenue generated 

For example, m addItion to the generation of revenue, m any drug cost-shanng system the 
avrulabIhty of essentlal drugs should be momtored, as should any possIble decrease 10 servIce 
to those so poor that they cannot pay 

7 The knowledge required to zdentify those who are too poor to pay a specific user fee lS most 
readzly avazlable m the local communzty 

For example, 10 rural VIllages health commtttee members wIll generally know who IS unable 
to pay a partIcular user fee, whIle screemng cntena put forth by central governments WIll 
lIkely be msenSItIve to local determmants of wealth 

8 - Cost-sharzng schemes m the publzc sector may stlmulate development of przvate sector 
alternatlVes, With mdlrect benefits accrumg to the poor 

For example, a decrease 10 the dispanty of fees between the publIc and pnvate sectors WIll 
generally motlvate some relatIvely wealthy people to seek hIgher quahty, but more costly 
servIce 10 the pnvate sector, thereby permItt10g a greater share of the publIc sector's resources 
to be dIrected to the relatlvely poor 

9 Cost-sharmg schemes are neither Simple to deszgn nor easy to Implement successfully 

In Nepal, the apparent sImphcIty of 1Otroducmg regIstration fees m order to generate 
additlonal finanCIal resources for health IS betrayed by the number of VIllage health 
comIDlttees that have depOSIted the revenues 10 bank accounts 10stead of usmg them to 
replemsh drug stocks or otherwIse Improve health serVIces 
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In summary, the ImplementatIOn of any cost-shanng scheme, whether based on fees for drugs or on a more 
general set of user fees, IS not a sImple problem Many such schemes mother countnes have faIled to generate 
the expected revenues and may have created rather perverse, umntended effects as the partICIpants, both 
servIce provIders and consumers, attempt to maxImIZe therr personal utIhty, often at the expense of the system 
Itself However, well conceIved deSIgns, WhICh (1) consIder the lessons learned elsewhere, (2) are clear about 
therr fundamental obJectIves, (3) are realIstIc about ImplementatIon schedules, (4) rely on the commumty for 
daIly management and supervlSlon, and (5) proVIde penodIc techmcal aSSIstance and SupportIve supervlSlon, 
have greater probabIhty of bemg successful 



ill HMG'S INTEREST IN DRUG SALES PROGRAMS 

A Health SituatIon 

In Nepal the delIvery of pnmary health care servIces, whether preventIve or curaTIve, encounters 
specIal challenges posed by the country's geographIc, clImatIc and cultural dIversIty DespIte these 
challenges, however, notable progress has been made For example, delIvery of chIldhood vaccmatIOn 
servIces IS currently reported to reach as many as 75% of Infants before theIr first bIrthday, and 
contraceptIve use IS now estImated to exceed 20% among the country's mamed women of chIld 
bearmg age and to exceed 25% In several rural hIll dIStrIcts 4 

To bUIld on the commendable progress that has been made, HIs Majesty's Government has posed very 
ambItIOUS objeCTIves m the NatIOnal Health PolIcy prepared m 1991 Table 2 presents the NaTIonal 
Health PolIcy's pnnclpal ObjectIves and targets for the year 2000 

TABLE 2 

NatIOnal Health PolIcy Pnonty ObjectIves 

I IndIcators I Umts of Measurement 11991 EstImate I 2000 Target 

1 Infant MortalIty Rate Infant deaths/WOO lIve bIrthS 1070 

2 ChIld MortalIty Rate ChIld deathsll 000 lIve bIrthS 1970 

3 Total FertIhty Rate ESTImated lIfeTIme bIrths/woman 58 

4 Maternal MortalIty Rate Maternal deathsll 000 lIve bIrthS 85 

5 LIfe Expectancy at BIrth Years 530 
Source HMG MInIStry of Health Annual Report of Department of Health ServIces 205112052 (199411995) 

B Health SerVIces DelIvery System 

HMG delIvers pnmary health servIces pnmanly through the MInIStry of Health's network of health 
faCIlITIes These are organIzed Into a hIerarchIcal referral and servIce delIvery system as mdicated m 
FIgure 1 
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FIGURE! 

Health SerVIces Debvery System 

5 Central HOspItals 

9 Zonal HospItals 

50 DIstnct HOspItals 

78 Pnmary Health Centers 

775 Health Posts 

1,968 Sub Health Posts 

47,950 Community Level Health Workers 

Source UnpublIshed documents proVIded by the MoH LogIstIcs Management DIvIsIon 

In oraer to ensure optImal levels of coverage WIth pnonty PHC services, by 1997 the MoH plans to 
(1) Greatly mcrease the number of health facIlItIes, partIcularly sub-health posts, m order to have at 
least one facIlIty m the JunsdiCtIon of each of the Kingdom's 3995 VIllage Development Comrrnttees, 
and (2) Up-grade 197 health posts to pnmary health centers' m order to have one m each electoral 
constItuency, thereby more than tnplIng the number of such centers 5 

Although very extenSIve, the health services delIvery system at present cannot be conSIdered optImally 
productIve For example, the pnmary health centers, health posts and sub health posts (a total of 2,821 
faCIlItIes) reported only 4,170,142 outpatIent VISIts m 199411995 6 Assummg an optImal servIce year 
of 285 days (not mcludmg 52 Saturdays and approxImately 23 holIdays and other closures) for 
pnmary health centers and health posts, and 225 days (not mcludIng an addItIonal 60 days for vanous 
fonns of leave) at sub health posts, each faCIlIty produces only 61 outpatIent VISIts per average day 
In addItIon, thIS average figure masks large vanatIons over tIme and among health faCIlItIes For 
example, 280,675 outpatIent VISItS were reported m the month ofPoush, whIle 525,958 were reported 
m the month of Jestha7 Over extended penods of tIme, many health faCIlItIes appear to have extremely 
low prOduCtIVIty 
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Several problems appear to contnbute to the low prodUCtIVIty of health faClhtIes Vacant posts are one 
frequently clted problem In 1991, one study stated 

The maJonty of reglOnal dIrectorate and medIcal store posts m the MId and 
Far Western RegIOns are vacant Overall, 22 percent of Health ASSIstant, 31 
percent of Amahary Health Worker, 69 percent of AUXIhary Nurse MidwIfe 
and 7 percent of VIllage Health Worker Posts are vacant 8 

WIth respect to the supply of drugs, the same study noted 

Budget allocatIon IS umform between the Health Posts IrrespectIve of the 
populatIon coverage, morbidIty and attendance of persons As a result, there 
are Illsufficient drugs III some Health Posts whIle III others there IS a surplus 9 

Thus, there are hl1l1tatIons III the management and supply of the two most Important IllPUtS, personnel 
and medlcmes, reqUIred to produce PHC servIces and, III the process, ensure adequate utIhzatIon of 
the health servIce Illfrastructure Few would contest that Illcreased aVaIlabIlIty of qualIfied staff and 
pharmaceutIcal products would Yield Illcreased productIon of PHC servIces 

In the face of these major constraIllts to PHC prOdUCtIVIty, HMG and ItS MoH are embarked on the 
"largest scale publIc health programme III Nepal III the last few decades ,,10 Clearly, the MoH faces 
a very ambItIOus development challenge, a SItuatIon III WhIch success WIll demand (1) early 
IdentIficatIon and focus on a hl1l1ted set of pnontIes, (2) a successful search for SImple, acceptable 
solutions to eXIStIng problems, and (3) maxImum possIble utIhzatIOn of all eXIst10g health resources 
10 Nepah SOCIety There WIll be many opportumtIes for the "best" to be the enemy of the "good" That 
IS, there WIll be many opportumtIes for attempts to achIeve Ideal objectives to frustrate less dramatic 
but practIcal progress 

It was WithIll thts general context that, III 1994, both the Sasakawa (now NIppon) Foundation and 
KfW negotIated agreements WIth HMG to support the ImplementatIon of a drug cost-shanng scheme 
throughout the country UNICEF took on responslblhty for asSIstIng MoH WIth the deSIgn and 
Implementation of thIS ambItIous undertakIllg, WhICh came to be known as the Commumty Drug 
Programme 

The first pubhc announcements of the CDP were made m July 1994 In the ensu10g ten months, 
however, the progress made was less than envlSloned III the agreements between HMG and the two 
donors In May 1995, UNICEF hosted a meeting attended by representatives of other aSSIstance 
agenCIes plus managers of eXlstmg drug cost-shanng schemes In the course of dISCUSSIOn, there 
emerged no clear consensus on what model or models were most appropnate for Implementation 
through the CDP Indeed, It turned out that no party knew for sure what results were bemg obtamed 
by the vanous programs currently operating 10 Nepal 

As noted III the foreword, the one concrete result of the meet10g was a recommendatIOn to carry out 
the present study, WhICh (1) documents the resources currently aVaIlable III the pubhc and pnvate 
sectors for supportIng drug cost recovery actiVIties and (2) proposes the best options for program 
deSIgn and ImplementatIon 
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IV STUDY METHODS 

In Its protocol, the Commumty Drug Programme IdentIfies as a pnnclpal objectIve Improvement of the dehvery 
of pnmary health care servIces It seeks to do thIs by ensunng year-round aVaIlablhty of essentIal drugs at the 
pnmary health center, health post and sub health post levels The phIlosophy of the CDP mcludes, as gUIdmg 
pnnclples, "self relIance, self help and self management by the people ,,11 

In lIght of thIs, an overarchmg goal of thIS study has been to develop a quantItatIve assessment of the Impact 
that eXIstIng drug cost-shanng schemes may have achIeved on the aVaIlabIlIty and productIon of publIc health 
seMces as Inchcated by (1) Improvements In the aVaIlabIlIty of essentIal drugs at health faCIlItIes, (2) Increases 
In the stocks of essentIal drugs at these facIlItIes, (3) Increases In the utIlIzatIOn of these faCIlItIes and (4) any 
reductIon In the reqUIrement for MoR financIal resources that mIght otherwIse be dIrected to other pnonty 
publIc health servIce needs The study also seeks to develop quantItatIve and qualItatIve data to support the 
recommendatIons for deSIgn and ImplementatIon of drug cost-shanng programs that would mcrease and/or 
optImIZe theIr Impact on the publIc health of the NepalI populatIon 

Towards these ends, the study seeks answers to the followmg questIOns 

1 What are the drug resources currently aVaIlable to the MoH? 

2 What IS the MoH's capaCIty to manage aVaIlable drug resources? 

3 What types of drug cost-shanng schemes are currently operatIng m Nepal? 

4 

5 

How do eXIstIng drug cost-shanng schemes perform? 

What drug management resources are aVaIlable In the commerCIal sector to support MoR­
sponsored programs? 

6 What resources are aVaIlable at local government and commumty levels to aSSIst In drug 
management? 

7 What health-seekmg behaVIOrs In the commuDIty are relevant to drug cost-shanng? 

Once RPM, UNICEF and MoR staff had agreed to the study questIons, RPM prepared a detaIled study 
protocol ThIS document, completed m October 1995, served as the baSIS for the development of the data 
collectIon queStIonnaIres and the sample deSIgn 

To gather the mformatIon to answer the study questIons, the team used three pnncipal methods, mcludmg 

1 ReVlew of a large number of reports and other documents avallable through HM G, donors 
andNGOs 

ThIS proved to be a very enhghtemng exerCIse Much useful mformatIon has been collected and analyzed by 
dIsparate groups and organIzatIons workIng m Nepal The mformatIOn proved very helpful In answenng 
several of the study questIons For example, the data reqUITed to estabhsh the rates of cost-recovery for eXistIng 
drug cost-shanng were aVaIlable from annual reports and evaluatIve studIes What was reqUIred was to apply 
a standard assessment methodology to thIS data, so that the calculated rates could be objectIvely compared 



20 Cost-Shanng In Pharmaceutzcal DlStnbutwn 

2 Sample survey ofhealthfacllltles, drug cost-sharzng sltes and households 

As antICIpated, some mformatIOn reqUIred to answer the study questIOns was not avrulable 10 eXIstmg 
documentatIOn QuestlOnnrures were developed to collect mformatIOn, among other Items, on the avrulablhty 
and cost of drugs m the field as well as on the quantltles Imported and manufactured The collectlon of relIable 
pnmary data was more challengmg than antlCIpated Source records were generally disorgarnzed For example, 
attempts to collect data on the number of days mdIvidual tracer drugs had been out of stock dunng the preVIOUS 
year were unsuccessful 

3 Intervlews held wlth managers and declszon makers zn the publtc, przvate and NGO sectors 

Many of the Ideas presented 10 thIS report ongmated or were confirmed dunng these mtervlews These 
mformants also prOVided CruCIal mSIght mto the qualIty and relIabIlIty of data collected through the other two 
methods Dunng these mtervlews, It became clear that extenSIve personal and mstltutIOnal expenence eXIsts 
that should be explOIted to successfully extend the coverage of eXlstlng cost-shanng schemes and enhance theIr 
effectiveness It also became clear that many of the lessons learned at the mternatlonal level WIth the 
ImplementatIOn and operatlon of drug cost-shanng schemes have already been proven vahd 10 the NepalI 
context 

The fundamental performance obJectlve of all drug cost-shanng schemes IS to Improve the avrulabilIty of 
essentIal drugs A pnonty of the study was, therefore, to determme the Impact that eXlstmg drug cost-shanng 
schemes have on the aVaIlabIlIty of essential drugs 

RelIable data on the avruiabillty of drugs, both at faCIlItIes WIth and WIthOUt drug cost-shanng schemes, had 
to be collected SIIDllar data was collected from pnvate retrul outlets to assess theIr potentIal as alternative 
sources of reqUIred products and as pOSSIble sources of supply for drug cost-shanng schemes Smce It was 
neIther feasIble nor necessary to collect data on all 259 drugs on the MoR's essentIal drug lIst or at all 3,000 
facilltles, the RPMN aRG study team drew samples 

In the case of drugs, the sample conSIsted of lIsts of tracer drugs, which the study team developed through 
consultatlon WIth MoR staff Separate hsts were developed for dIfferent levels of servIce The hst developed 
for dlstnct hOSPItalS, which also apphed to regional warehouses and retall drug shops, consists of 64 products 
Other lIsts mclude PRes With 54 products, health posts With 39 products and sub health posts With 26 
products These lIsts prOVIded the basIS for collectmg data on drug aVaIlabIlIty and drug pnces at different 
types of SItes They are appended as Annex 1 

For MoR faCIlItIes WIthout drug cost-shanng schemes, the study team drew a representative sample based on 
the followmg cntena 

I FacIhnes should be VISIted m five of Nepal's 75 adIDlmstranve dlstncts EhgIble dlstncts 
were those contrumng suffiCient health facIlIties Without drug cost-shanng schemes 

2 Each of Nepal's five development regIOns should be represented 10 the sample, thus one 
dIStrICt was to be selected from each regIon 

3 Each of the three pnncipal ecolOgIcal zones of Nepal should be represented m rough 
proportIOn to theIr share of the nanonal populatIOn, thus one dlStnCt was selected from the 
mountamous zone and two each from the hIlls and the Term 
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4 Startlng WIth the Eastern RegIOn, first an ecologIcal zone was randomly selected and then an 
elIgIble dIStnCt m that zone was randomly selected 

5 A sImIlar procedure was followed m each of the other four regIons 

6 WIthm each dIStnCt one health post was randomly selected (two m the case of two dIStnctS 
that lacked a PRe center) 

7 In each dIstnct one sub health post was randomly selected from among those assocIated WIth 
each of the selected PHC centers and health posts 

8 All five dIstnct hospitals and three PHC centers m the selected dIstncts were mcluded m the 
sample 

9 The avatlabIlIty of essentlal drugs would be assessed at all five regIOnal warehouses 

For MoH faCIlItIes assIsted by drug cost sharmg SItes, the team began by selectIng three schemes for study The 
schemes selected were Judged to (1) be potentIal alternatIve models for replIcatIon, (2) have relatIvely long 
pen ods of contmuous operatIon, and (3) be sIgmficant m scale The team selected partICIpatIng health faCIlItles 
for each of the schemes as follows 

1 For the Cost Shanng Drug Scheme, supported by the Bntam Nepal Medtcal Trust, the team 
selected eIght of 31 partICIpatIng health posts by random method, plus two of three dIstnct 
hOSPItalS 

2 For the Lahtpur MedIcal Insurance Scheme, supported by the Umted MISSIOn to Nepal, the 
team selected three of five partICIpatIng health posts by random method 

3 For the Commumty Drug Supply Scheme, supported by WHOIHMG, the team elected to 
collect data m four of 18 partICIpatmg dIStnCtS SelectIon of three of the four dIstncts was 
random WIthm thts geographIc frame, the team then selected 17 of 122 partICIpatIng health 

- posts, plus one pnmary health center Fourteen of the health posts were selected by random 
method (The other three SItes were health posts III Dolakha DIStnct WIth drug cost-shanng 
schemes supported by the SWISS Development CooperatIon's Integrated HIll Development 
Project Smce they functIon m a manner IdentIcal to WHOIHMG SItes, they were Illcluded 
III the sample) 

In the VIcImty of the 31 health servIce faCIlItIes III thIS sample, data collectors VISIted 56 drug retaIl shops They 
dId not use random survey methodology m selectIng these SItes 

To obtam a general Idea concernmg health seekmg behaVIOr, the data collectors VISIted a total of 245 
households m villages located WIthtn one hour's walk from the SItes mcluded m the health faCIlIty sample ThIs 
household sample IS not expected to be representatIve of the populatIon at large, but IS expected to prOVIde 
some very general mdIcatIons of the populatIon's current WIllIngness to pay for health servIces and of the 
magnItude of any payments that they may currently be makmg for such servIces 
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To obtam an Idea concernmg the manufactunng and dIstnbutIOn capacIty of the pnvate sector and to assess 
Its potenttal to contnbute to the avatlabIhty of essenttal drugs the study team IdentIfied the five largest of 22 
manufacturers These mcluded four manufacturers located m Kathmandu and one m BlrgunJ SImIlarly, the 
team IdentIfied the five largest wholesalers m each of Nepal's five development regIOns The team conducted 
mtervIews WIth managers and deCISIOn makers at all of these commercIal organIzattons 

In November 1995, VaRG recruIted twelve expenenced data collectors, and WIth help from RPM, tratned them 
at health facIhtIes m Kathmandu Valley not mcluded m the study sample VaRG organIzed the twelve data 
collectors mto SIX two-person teams Between December 1995 and February 1996, these teams adIDlIDstered 
the questtonnatres for all SItes m the sample VaRG staff then used a dBASE data entry program to enter data 
mto SPSS They had completed thIS task by the end of March RPM staff worked dunng Apnl and the first 
part of May to analyze the data and develop the study's findmgs The enttre RPMN aRG team presented those 
findmgs at a workshop at the HImalaya Hotel on May 13 It has taken an addittonal SIX weeks for RPM staff 
to prepare the report Thus, the Nepal Cost-shanng zn Pharmaceutzcal DzstrzbutlOn Study has been brought 
to conclusIOn m a httle more than one year after ItS conceptuahzatton m May 1995, as Illustrated m FIgure 2 

The followmg sectIons of the report WIll descnbe the findmgs of the study m four general areas (l) The need 
for alternatIve sources of essentIal drugs, whIch IS caused by both the MoR's mabIhty to proVIde these 
products free of cost, and the pnvate sector's mabIhty to prOVIde them at a reasonable pnce, (2) The relatIve 
strengths and weaknesses of eXIStIng drug cost-shanng schemes that mIght serve as models for more WIdely 
Implemented schemes, (3) Pnnclples and Implementatton cntena that both Nepah and mternattonal expenence 
suggest should be apphed to ensure the success of future drug cost-shanng mitIatIves, and (4) Some 
recommendatIOns on next steps that the MoH and UNICEF may WIsh to conSIder m theIr efforts to greatly 
extend the coverage of drug cost-shanng actIVItIes 
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FIGURE 2 

Chronology of the Nepal Cost-sharmg m PharmaceutIcal DIstrIbutIon Study 

ActIVIty or Event 

IMI 
1995 

I 
1996 

I M I J I J I J I A I s I 0 I N I D J I F 1M I A 

Donor meetmg 

USAIDIRPM agreement 

Study desIgn and protocol 

UNICEFIVaRG contract 

InterVIewer trmmng 

Data collectIon ID the field 

Data entry/mltIal analysIs 

Results presentatIon 

Fmal report preparatIon 
Source RPM Nepal Country Program Documentatlon 
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v THE PHARMACEUTICAL SECTOR 

The Nepal pharmaceuucal sector may be dIVided In two large components (1) The publIc sector component 
dOmInated by the MoH, but WIth smaller parts In other mIDlstnes and pubhc sector InSututlOns such as the 
mIlItary, and (2) The pnvate sector component, WhICh consIsts of manufacturers, Importers, wholesale 
dIstnbutors and retaIlers The two components Interact and overlap The Government of Nepal owns a large 
manufacturer, Royal Drugs, Ltd , and It regulates the operauon of all facIliues dedIcated to the manufacture 
and dIstnbuuon of drugs The pnvate sector, on the other hand, sells many of ItS products to the publIc sector 
for use In the network of health servlce facllitles Both components of the pharmaceutlcal sector attempt to 
make drugs WIdely aVaIlable to the populauon ThIS secuon summanzes the study's findIngs concernmg both 
the publIc and pnvate sectors' capacIty to make essenual drugs generally aVaIlable to the NepalI populauon 

As descnbed In the secuon on study methods, the ulumate measure of the effecuveness of the pharmaceuucal 
sector IS the avaIlabIlity of drugs when and where they are needed and at a cost that IS affordable to those who 
need them To measure the effecuveness of both the publIc and pnvate components of the pharmaceutIcal 
sector, thIS study ViSIted MoH health facIliues and pnvate drug retaIl shops and determIned the aVaIlabIlity of 
sets of tracer drugs at each SIte on the day of the VISIt The results of thIS assessment are Illustrated m Graph 
1 
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GRAPHl 

A vaIlabIhty of Tracer Drugs on Day of Survey at 
Pnvate Sector RetaIl Shops and MoH FacIhtIes WIthout Drug Schemes 

100.-----------------------------------------------~ 
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Source Survey data collected for thIS study 

ThIs graph shows that neIther facIliues In the pubbc nor the pnvate sector achIeve very good results m makIng 
essentIal drugs conSIstently aVaIlable at theIr faCIlitIes The average In both the pubbc and pnvate sector IS 
almost exactly 50% The diSCUSSIon that follows attempts to IdentIfy factors contnbutIng to thIS sItuatlOn, and 
to assess the feasIbIlity of achIevmg Improvement 
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A PublIc Sector PharmaceutIcal DlstnbutIon 

The MoH attempts to make essentIal drugs avrulable free of charge to patIents at approxImately three thousand 
health faCIlItIes throughout the Kmgdom As mdicated m Graph 1, at the tIme OfthiS survey, only half of the 
selected tracer drugs were found at MoH facIlItIes It IS pOSSIble that thIS result may have been negatIvely 
mfluenced by the tImmg of the survey, WhICh probably occurred somewhat after the rrudpomt 10 most 
facIlItIes' supply cycle Regardless, however, of the hrrutatIons of thIS 1Odicator, It IS clear that there IS room 
for substantIal Improvement at all levels wIth10 the MoH dIstrIbutIOn and servIce delIvery system What are 
the prospects for such Improvement withm current contexts? The folIowmg dIscussIOn focusses on finanCIal 
constramts and other relevant factors 

1 Fznancral Constraznts 

The World Bank has estImated that the cost of a rrummum package of essentIal clImcal servIces, excludmg 
pubhc health servIces and assocxated vaccmes, IS approXimately US $8 00 per capIta 10 countnes at a stage of 
development sirrular to Nepal's 12 The World Bank's package conSIsts of a number of components, one of 
WhICh IS pharmaceutIcals The pharmaceutIcals component accounts for one-eIghth of total estimated costs, 
or $1 00 per capIta ThIS suggests an annual total reqUIrement for essentIal drugs of $20,000,000 for Nepal 
Although thIS IS a very rough estimate, It proVIdes a useful reference pomt from WhICh to assess the current 
SItuation 

The mvestIgators found no comprehensIve aggregated data on publIc sector pharmaceutIcal expendItures Data 
from donors and several departments of the MoH mdicate that total publIc sector expendItures for 1994 were 
approxImately US$ 5 4 mIllion, excludmg the drrect expenditures made by several of the five central and mne 
zonal hOSPItalS but mcludmg approxImately US$ one rrulhon for vaccmes Thus, total pharmaceutIcal 
expendIture appears to have been about one fourth of the amount reqUIred to support a mImmum package of 
essential pharmaceutIcal servIces for the NepalI populatIon, as estImated by the World Bank model ThIS 
analYSIS suggests that, m accounting for shortages of essential drugs at MoH clImcal facIhtIes, msufficiency 
of funds WIth whtch to acqUire stocks IS a major factor Likely, It IS the major factor What are the prospects 
for obtam1Og mcreased fundmg for essential drugs from the publIc sector? 

Graph 2 shoWS'the distrIbutIon of the 1994 essentIal drug expenditure by the source of fundmg ApprOXImately 
80% (a lIttle 10 excess of US$ 4,000,000, 10cludIng vaccmes) of the fundmg for essential drugs 10 the pubbc 
sector was prOVIded by donors Of the overall reqUirement of US$ 20,000,000, HMG proVIded the MoH WIth 
Just over 5% (US$ 1,037,538) from the National Treasury 
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The Pharmaceuhcal Sector 

GRAPH 2 

1994 Central Level MoH Drug Supply 
Percent DlstnbutIOn by FundIng Source 

WHO (05%) 

NIppon Found (23 4 / ) 
JICA(15/) 

UNFPA(138/) 

Source V Dlas, Nepal MinIstry of Health PharmaceutIcal Supply Directory RPM ProJect, June 1995 
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Informal conversatIOns wIth donors suggest that they are an unlIkely source of fundmg for mcreased 
expendItures on pharmaceutIcals, except possIbly for specIfic pnonty programs or to meet short term needs 
In fact, m one conversatIon It was mdIcated that the MoR IS commItted to purchasmg an mcreasmg share of 
ItS vaccme reqUIrements Donors have also mdIcated a certam degree of concern about the absorptIve capacIty 
of the MoR Graph 3 shows a decreasmg rate of utIhzatIon of external funds allocated by donors to health 
projects dunng the last three five-year plan pen ods 
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GRAPH 3 

Percent UtIbzatIon Rates of External Financmg for Health 
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Source S P Shrestha and B R Shrestha, AnalysIs of Health Economics In Nepal MImstry of Health October 1995 

One rrught hope that by mcreas10g ullhzallon of aVaIlable external financmg the MoH rrught capture addIllonal 
funds for essenllal drugs GIven the relallve ease WIth whIch funds for commodIties are often spent, however, 
a more plausIble scenano IS that drugs are under represented m the un-utIhzed pornon of external financmg, 
and that, unless the MoR reverses the trend m overall ullhzatIon, the wIlhngness of donors to finance essential 
drugs may decrease In fact, as shown by Graph 4, the trend m donor partICIpation 10 the financ10g of health 
servIces 10 the pubhc sector appears to be shghtly negatIve, although WIth some recovery dunng the most 
recent years for WhICh data are aVaIlable 
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GRAPH 4 

External Fmancmg of Public Sector Health ExpendIture 
FIscal Years 1980/81 through 1992/93 
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In addItIon to the dIm prospects of acqumng mcreased external financmg for essentIal drugs, some HMG 
OffiCIalS have expressed concern for the dependency that accompames such financmg The acceptance of such 
financmg mvolves a certam sacnfice of sovereIgnty and control over the government's own pohcles and 
programs as a result of satIsfymg donor's condItIons On the other hand, frulure to meet such COndITIOnS for 
conTInued fundmg requrres eIther the development of alternaTIve sources of fundmg or the termmation of the 
affected servIces EIther alternaTIve has Its own costs and nsks In the medIUm and long term, mcreased 
fundmg from external sources appears neIther hkely nor desrrable What, then, are the prospects for mcreased 
fundmg fromthe NatIonal Treasury? 

Graph 5, when conSIdered along WIth the proportIon of total government expendItures dedIcated to health, 
clearly suggests the hkely answer to requests for substanTIal mcreases of financmg for essenTIal drugs from the 
NatIOnal Treasury Graph 5 mdrcates that HMG's share of gross domestIc product has shown an apparent 
tendency to dechne over the last five years, although the relatIon between the "regular budget" and GDP 
appears to have been frudy stable (FIgures for 1994/95 are estImates and are hkely to be revIsed downward, 
once actual expendIture data become avrulable ) 
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GRAPHS 

Government Development ExpendIture and Regular ExpendIture as 
Percent of GDP for Fiscal Years 1990/91 through 1994/95 
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Source S P Shrestha and B R Shrestha, Analysls of Health Economlcs m Nepal, MlruStry of Health October 1995 

The proportIon of total government expenchtures allocated for health has remaIned fm.rly steady dunng the past 
five years, remaImng between three and five percent WIth no clear trend apparent (DIfferent sources, usmg 
dIfferent techmques, estImate somewhat dIfferent rates) The figure for Nepal, whIch IS 4 7%, IS eIther very 
close to or m excess of those for the closest neIghbors Bhutan, 48%, Bangladesh, 48%, IndIa, 1 6%, 
Paktstan, 1 0%, and Sn Lanka, 4 8% 13 GIven the general slow Improvement m the overall economy of the 
country and the central government's apparently statIc share m that economy, It appears the NatIonal Treasury 
would be an unltkely source of large Increments In finanCIng for essentIal drugs 

The prospects for a substantIal reallocatIon of funchng In favor of essentIal drugs from WIthtn the health sector 
also appear to De dIm Graph 6 shows the proportIon of funds allocated to pnmary health care ThIS represents, 
In the InvestIgators' expenence, an exceptIonal effort on the part of the MoH to allocate expendItures where 
they WIll have the greatest Impact Most countnes allocate far greater proportIons of theIr expendItures to 
hOSPItal servIces, whIch have much less Impact on general health status and WhICh tend to be consumed 
chsproportIonately by those members of SOCIety that have relatIvely more resources WhIle thts speaks very well 
of the MoH's pnontIes, It also suggests that there would be httle addItIonal fundIng for essentIal drugs WIthIn 
the budget for health care 
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In summary, the funds currently avrulable for essential drugs m the publIc sector are far below the US $1 00 
per capIta target suggested by the World Bank's package of essentIal pharmaceutIcal servIces, and there 
appears to be httle prospect of sIgmficant mcreases from current HMG budgets or collaboratIng donors There 
are, of course, many thmgs that may be done to make better use of those drugs currently dIstnbuted through 
MoR facIhtIes Some potentIal Improvements are mentIoned below, but they are unlIkely to alleVIate 
sIgmficantly the demand for drugs On the contrary, the MoR's goal of operatIng at least one health faCIlIty 
withm the JunsdictIon of every VDC, to be achIeved through dramatIc mcreases m numbers of sub health 
posts, should have the effect of mcreasmg demand 

2 Other Constraznts 

As prevIOusly mdlcated, there are many thmgs that may be done to Improve the effiCIency WIth WhIch currently 
avrulable financmg for essentIal drugs IS used These are noted here, pnmanly to demonstrate the 
commendable work that the MoR has undertaken to make maxImum pOSSIble use of ItS current resources 
Where relevant, the pOSSIble Impact of drug cost-shanng schemes IS mentIoned 

a The Procurement Process 

The MoR procurement process for essentIal drugs affects the supply of drugs m two Important ways FIrst, 
delays m the procurement process create temporary shortages GIven that only one or two dehvenes are made 
to each health faCIlIty per year, regIOnal warehouses WIll often hold shIpments pendmg the amval of the last 
product In cases where the delIvery to the health post IS not delayed, It means that the late-amvmg product 
may remrun m a regIOnal warehouse untIl the next annual delIvery Delays of thIs type contnbute sIgmficantly 
to stock outs at chmcal faCIlIties and to the expIratIon of products 
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Second, the umt pnces obtamed through the procurement process detenmne the overall quantIties that can be 
acqUIred given the MoH budget constramts Currently, the pnces patd by the MoH are relatively good, bemg 
only 2% greater on average than those charged by a sample of mternatIonal publIc servIce procurement 
agenCIes Further savmgs are, however, pOSSIble On the basIS of a weIghted average, the pnces patd by MoH 
are 25% greater than those patd by UMN or than the cost of drugs avatlable from UNIP AC, after adjusting for 
transportatIOn (15%) and handlIng (6%) For example, AmoxIcIllIn 250 mg capsules accounted for 64% of 
the cost of a rmx of 16 essential drugs that the MoH purchased locally for PHC facIlIties If MoH had 
purchased thIS product from UNIP AC, It would have realtzed overall savmgs of 25% The purchase of 
paracetamol 500 mg tablets from the same source would have reduced MoH's total costs by an addItIOnal 5 % 

b The Storage and Dlstnbutzon Processes 

Currently, the MoH has the capaCIty to delIver drugs only once or tWIce per year to each health faCIlIty 
Constratnts of both mformatIon and personnel mean that all health posts or all sub health posts get nearly 
Identical shIpments of drugs regardless of local epIdermology, local servIce delIvery capaCIty, and/or the SIze 
of the facIlIty's target population Local capaCIty for redIstrIbution among health faCIlIties, appears to be sub­
Optimal The lOgistics system IS understaffed, WIth many Important pOSItions unfilled at both the regIOnal and 
dtstnct levels For example, even m the case of pOSItions for unskIlled labor at regional warehouses, four out 
of 10 pOSItions were vacant at the time of the survey There also appears to be a shortage of funds for porters 
to dIstnbute drugs m the hIll and mountatn dIStnCts 

The MoH, WIth finanCIal support from USAID and techmcal asSIstance from John Snow PublIc Health Group, 
the RPM Project, and two local NGOs, MASS, and New Era, has ImtIated a major effort to Improve the 
logIstics system Teams made up of staff from MoH and these organIzations are cleanmg and reorgamzmg 
storerooms, desIgmng and Implementing a lOgistics mformatIon system, Improvmg procurement procedures, 
and ratIonaltzmg transport arrangements These efforts should mcrease drug avatlabIlIty by reducmg uneven 
dIstnbutIon and expIration of essential drugs 

c Ratzonai Use 

ThIS study has not attempted to detenmne the financIal losses attnbutable to Irrational use of drugs These 
losses are certamly very large m both the publIc and pnvate sector dtstnbutIOn systems In fact, of the three 
elements m the dIstnbutIon process that are dIscussed here, Irrational use probably makes the greatest 
contnbutIon to mefficlency The pnncIpal objective of drug cost-shanng schemes IS not to Improve rational 
use, but these schemes may have an Impact on rational use by mcreasmg the awareness of both patIents and 
prescnbers of the value of drugs 

Efforts to ensure rational use m publIc sector faCIlItIes are ultImately based on mfluencmg care prOVIders to 
prescnbe and dIspense drugs accordIng to norms expressed m standard treatment schedules The MoH has 
produced standard treatment gUIdelInes, but the study's mtervIewers found these key references matenals at 
only two of the 56 health faCIlIties whIch they VISIted In thIs respect, lIttle appears to have changed smce 1991 
when Dr K K Kafle and S P Shrestha observed 

The maJonty of medIcal officers, Health Post Incharges and AHW / ANMs are not 
aware of the standard drug treatment schedule Nor IS there a copy avatlable m 
theIr mstItutIon 14 
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Another problem IS that the offiCial edIllon of the standard drug treatment schedule eXIsts only In EnglIsh and 
IS not very well Illustrated Perhaps the greatest constramt of all IS that, as the servIces delIvery system 
presently functIOns, supervISOry personnel VIrtually never momtor mdividual care prOVIders' prescnbIng 
practIces, or proVIde them WIth the feedback reqUIred for promotIng ratIonal use 

In summary, In the pubbc sector, drug shortages are senous and chromc These shortages have mulllple causes 
The most Important IS msuffiCIent fundmg, but problems such as mefficlent lOgIstIcs and IrratIOnal drug use 
also mtervene MoH's program for mcreasmg the number of health faCIhlles WIll only compound these 
problems The MoH, m general, and the LOgIsllcs Management DivislOn, In parncular, have theIr hands full 
Drug cost-shanng ImllatIves should be deSIgned and Implemented In such a way as to relIeve the constramts, 
not make them worse SubstantIal cost-recovery WIll certamly help In order to achIeve substantIal cost­
recovery, however, ImplementatIOn and support mechanIsms must be deSIgned that make rmmmal demands 
on overextended MoH resources 

B Pnvate Sector Pharmaceutu:al DzstnbutlOn 

The pnvate sector, and not the publIc sector, IS where most Nepahs get most of theIr drugs most of the tIme 
The MoH's DDA has regIstered 1,086 Importers, 1,315 wholesalers, 8,014 retml shops and 10,059 drug 
products In the less urbanIzed areas of the country there are probably many unregIstered shops that sell some 
drugs 

RelIable data on the volume of pnvate sector sales are not avrulable Rough esllmates can be made that mdicate 
Nepahs' wIllIngness to pay the fees ImplICIt m drug cost-shanng schemes ThIs study takes Into account two 
such estImates FIrst, data from a 1992 DDA study suggest that between 1989 and 1992, Nepal's drug Imports 
were grOWIng at a rate of 198% per year, pnor to adjustments for mflatIon 15 It further estImated retml sales 
for 1992 to have been Rs 1,497,000,000 Usmg the earlIer growth rate to project future retrul sales YIelds the 
estImate ofRs 3,084,000,000 for 1996 

An Independent estImate can be made USIng data from a study supported by the Pnmary Health Care Project 
of the Department of Health ServIces 16 ThIs study collected data from all 158 drug retrulers In 29 VDCs WIth 
a total populatfon of 158,913 The reported average druly sales were Rs 96,080 Assurmng 290 effectIve market 
days per year, estImated sales were Rs 175 per capIta per year ApplIed natIonally, thIS suggests total annual 
retrul sales m Nepal ofRs 3,500,000,000 ThIS figure lends credIbIlIty to the first estImate based on the DDA 
study 

Are these estImates reasonable, gIven other esllmates of the pnvate heath sector In Nepal? A WHOIHMG study 
suggests that pnvate sector expendztures for health were approxImately Rs 6,390,000,000 for 1993/94 17 The 
1996 estImated (DDA study) pnvate drug expendztures are less than half thts amount and, therefore, conSIstent 
WIth the WHOIHMG study 

All of the above demonstrates that Nepahs are not only WIlling to pay for drugs, but that they are currently 
payIng for drugs In fact, they are payIng approxImately 10 tImes as much for drugs as HMG and the donors 
combmed, as shown m Graph 7 
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GRAPH 7 

Pharmaceutical Sector by Source of ExpemiIture 

Private (92 0%) 

Source Developed from Department of Drug Adrrnmstratton, Quantzficatzon of Drug Requirements In Nepal A Consumptzon 
Survey Mmtsny of Health 1992, and V Dlas, Nepal Ministry of Health Pharmaceutical Supply Directory RPM Project, June 
1995 

Unfortunately, thIS vast consumer expendIture IS almost certamly not very effiCIent The sources of thiS 
mefficlency are numerous and Include, among others, the sale of (1) products With htt1e or no therapeutIc 
benefit such as VItamm tomcs, (2) expensIve combmatIon products, usually asSOCiated With symptomatIc rehef, 
(3) products that are therapeutically beneficIal, but unnecessanly expensIve, such as thIrd generatIon 
antibIOtIcs, and (4) products m sub-therapeutIc doses, whIch In the case of antIbIOtICS IS not only finanCIally 
wasteful, but also dangerous Some of these problems are Illustrated by an anecdote related by an expert 
Informant, who told of beIng asked by a Nepah patient about the correct way to take a SIngle capsule of 
amoxlcllhn that he had purchased for Rs 40, but whIch IS aVaIlable to the MoH from UNIP AC for less than 
Rs2 

Iromcally, HMG's wellmtentIoned attempts to control the pnces of drugs at each level In the pnvate sector 
dlstnbutIon process, by stipulating a maximum legal markup as a percentage of the drug's acqulSltIon cost, 
may Inadvertently contnbute to the IneffiCIenCIes The current pnce controls create strong finanCIal InCentIves 
to promote hIgh cost products and to dIscourage the consumptIon of mexpensive products In fact, In the case 
of many IneXpenSIve, but essential, drugs the cost of executing a sale may exceed the legally permItted markup 
In tlus SItuation, drug shops may not even stock such products (Interestingly, the Nepal ChemIsts and DruggIst 
ASSOCIation was formed WIth the objective of enforCIng pnce umformIty, whIch also discourages competItion 
and tends to result In hIgher pnces 
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The study collected comparative data on the urnt purchase costs of a subset of 16 tracer drugs purchased by 
LMD In 1994 In Graph 8, the urnt purchase costs from chfferent sources were applIed to the quantitIes of the 
same drugs that were supphed to health posts (The total for LMD IS less than the total MoR Indent, SInce the 
analysIs only Includes those drugs for WhICh urnt pnces were aVailable from all sources) Although the 
dIfferences In costs suggested by thIS modelIng are dramatIc, they are probably even greater In realIty For 
example, retail pnces In rural areas, where effective supervlSlon of pnce controls does not eXIst, are sure to 
exceed the hIghest pnces In Kathmandu In addItion, the graph does not capture the loss of effiCIency that 
occurs when patients, who do not receIve the drugs they requITe In the publIc sector, purchase other, more 
expensIve products In the pnvate sector 
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Supply Sources 
Source Developed from a number of sources mcludmg the survey data collected for thts study the 1995 InternatIOnal Drug 
Pnce Indzcator Guule MSH, 1995 and the 1995 UNIPAC Catalogue Note UNICEF pnces have been adjusted upwards 
by 21% to account for shlppzng and handlzng costs InternatIOnal Avg przces have been adjusted upwards by 15% to 
account for shlppzng costs 

As prevIOusly IndIcated In Graph 1, average retaIl outlet carnes approxImately 50% of the 64 tracer drugs for 
dIstnct hOSPItalS ThIS IS a SItuatIon that probably leads to unwarranted sales, as drug shops attempt to make 
a sale even though they do not have the prescnbed product In stock, and as patIents attempt to aVOId further 
Inconvernence In theIr search for that product 

One should not suppose, however, that drug shop owners are earrnng exceSSIve profits The vast maJonty 
appear to have very low gross Incomes The drug shops VISIted for thIS study, most of whIch were probably 
larger, DDA-regIstered shops, make an average of 20 sales per day Based on the DDA estImate of total sales 
volume In the pnvate sector and the number of regIstered shops In the KIngdom, the average shop's total sales 
may be estImated at approxImately Rs 1,325/day TheIr government-set 16% margIn provIdes a daily gross 
Income of Rs 183 (net of cost of goods sold) to cover theIr operatIng costs as well as profit ThIS estImate 
prOVIdes the maxImum pOSSIble average 
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In the Slraha Study, there were more than five shops per VDC, compared to the natronal average of two 
regIstered shops per VDC The Siraha shops, probably mcludmg numerous unregIstered shops, reported 
average sales ofRs 608/day for an estlrnated legal gross margIn ofRs 84/day 18 WhIle many of these shops may 
not conSIstently follow the pncmg regulatIOns, It IS clear that the average shop could not, even If they had a 
stock of the reqUIred drugs, afford to supply MoH drug cost-shanng schemes WIth essentral drugs at 
conceSSIOnary rates, as the WHOIHMG scheme seems to assume, and as has been suggested several tImes m 
mterviews 

As noted, It seems lIkely that pnce controls dimImsh m effect outSIde of the major urban areas Dunng fiscal 
year 1994/95 the DDA reported only 741 supervlSlon VISItS were made to the 9,329 regIstered wholesalers and 
retaIlers (NatIOnally, there are more than one thousand regIstered drug retaIl outlets per government drug 
mspector) Percentage margIn controls, however, also eXIst and are even narrower (only 8% for antrbIOtICs) 
at the wholesale level Assummg total pnvate sector wholesale sales of approxImately Rs 2,660,000,000 per 
year, the average regIstered wholesaler has annual sales of Rs 2,022,000 and a legally authonzed annual 
operatrng margm (average 8%) of Just under Rs 150,000 (US$ 3,000), before deductIOns of any costs except 
the cost of goods sold 

The average wholesaler does not currently proVIde the servIce that IS reqUIred to support drug cost-shanng 
schemes For the Far Western, MIdwestern, Western, and Eastern regIons, data collected for the five largest 
wholesalers revealed that on average each wholesaler stocks Just over 50% of the tracer drugs for dIstnct 
hOSPItalS For the Central RegIOn, the figure IS 17% As thIS result IS sIgmficantly below the average for the 
other regIons, we must conSIder the possIbIhty of faulty data collectIOns DISCUSSIOn WIth local mfonnants, 
however, suggests this low figure IS qUIte plaUSIble ThIS IS so, they say, because the Central RegIOn mcludes 
Kathmandu Valley, a relatIvely urbanIzed settIng, where the nature of demand IS mfluenced by the presence 
of large hOSPItalS, WhICh would dIspose the larger wholesalers to favor relatrvely expenSIve products consumed 
m those facIhties 

As shown m Table 3, even manufacturers appear to asSIgn low pnonty to essentIal drugs Manufacturers 
respond to the demand presented by the pubhc and pnvate sectors In mternews, cntIcisms are frequent about 
HMG's payment record, whIch undoubtedly dampens mterest m local productron of essentral medicmes for 
the pubhc sector For the pnvate sector, however, manufacturers respond to the demand expressed, not by 
prescnbers, but by wholesalers and, pOSSIbly, some larger retaIlers If these levels do not find the marketIng 
of pnonty essentral drugs to be profitable, manufacturers wIll not make those products Such seems to be the 
case, except for the HMG-owned Royal Drugs, Ltd WhICh IS a major suppher to the MoH 
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TABLE 3 

Products on MoH EssentIal Drug List 
Produced by the Five Largest NepalI Drug Manufacturers 

I 
Manufacturer 

I 
Total Drugs EssentIal Drugs % Total Essential 
Produced Produced Drugs Produced 

Royal Drugs, Ltd 100 (approx ) 47 182% 

Hoechst Nepal Ltd 40 4 15% 

Nepal PharmaceutIcals Lab, Pvt Ltd 46 10 39% 

Lomus PharmaceutIcals, Pvt Ltd 54 13 50% 

Deurah - Janata Pharm, Pvt Ltd 27 2 08% 
Source Survey earned out for tins study Note Data from mtervlews wlth manufacturers Manufacturers lzsted m descendmg 
order of reported 1994195 sales volume 

It seems hkely that, If a market for pnonty essennal drugs was developed that also contamed a mechamsm to 
ensure prompt, rehable payment, such as drug cost-shanng schemes that are supplIed through a pnvate sector 
system, that Nepah manufacturers would respond to that demand Although relanvely small, about 10% of the 
total pharmaceuncal market, growth of local manufacturers has recently been qmte rapId By far, however, 
most fimshed pharmaceuncals on the NepalI market are manufactured m IndIa, and the raw matenals for those 
manufactured m Nepal are frequently Imported 

C The PopulatIon's WIIhngness to Pay 

As noted above, the populatlOn pays substantIal amounts for drugs m the pnvate sector The study team 
conducted a small household survey to get a general ImpreSSIOn of the populatIOn's wIlhngness to pay for 
drugs at pubhe-health facIhnes It should be emphasIzed that, due to resource hffiltanons, the sample was very 
small (55 households m the mountams, 100 m the hIlls and 90 m the Term) It was drawn from VIllages 
randomly chosen from among those VIllages one to two hours walkmg dIstance from the health facIhnes, WIth 
and WIthout drug cost-shanng schemes, that were mc1uded m the study The most relevant findmgs of thIS 
pornon of the study mc1ude the followmg19 

1 The avmlabIhty of medicme was the thIrd most commonly mennoned reason for choosmg a 
partIcular source of treatment (proper dIagnOSIS was the most commonly mennoned reason, 
followed by geographIC proxiffilty ) 

2 Seventy-five percent of the households mdicated that theIr preferred source of treatment was 
a health post or sub health post, a figure certaInly mfluenced by the households' proxiffilty 
to these facIhnes 
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Only 20% of the households expressed dIssatisfaction WIth the servIces they receIved at theIr 
favored source of treatment Of those that expressed dIssatisfaction, the most common 
complamt, mentIOned by 70% of respondents, was the lack of medIcmes 

SImIlarly, the most frequently mentioned suggestlon to Improve health faCIlity servIces was 
to Improve drug supplIes 

EIghty percent of the populatIOn, mcludmg two thIrds of the poor, mdicate a WIllIngness to 
pay all or part of the costs of the servIces that they receIve International expenence confirms 
that a large maJonty of most populations IS wIllIng to pay, particularly If the qualIty of servIce 
IS good 20 

ConSIstent WIth the SIze of the pnvate drug sector, a maJonty of households mdlcated they 
had spent money for drugs dunng the last four weeks They also IndIcated that drugs 
accounted for 80% of total health expendItures dunng that penod 

In the context of thIS survey, respondents appear to deny the use of traditIonal healers and 
pnvate drug shops as a pnmary source of care Smce there may be negatIve perceptIons 
assocIated WIth these practlces, It IS very pOSSIble that there are SIgnIficant dIfferences 
between respondents' self-reported behaVIOr and theIr real behaVIor 

The data from the household survey may not be taken as more than an IndIcatIon, but they do suggest that drug 
cost-shanng ImtIatlves would receIve popular support, partIcularly If they result In mcreased avatiabillty of 
drugs InternatIOnal expenence also suggests that the perceIved qualIty of the drugs WIll have an Important 
Impact on the wIllIngness to pay for them 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

VI PHARMACEUTICAL COST -SHARING IN NEPAL 

A IntroductIOn 

The underlymg objectIve of all pharmaceutIcal supply systems IS to provIde products where and when they are 
reqUIred by health care provIders In Nepal, and most other developmg countrIes, attempts to meet the 
pharmaceutIcal needs of the populatIOn WIthout dIrect charges to the consumers have resulted m unacceptably 
poor levels of aVaIlabIlIty of essentIal drugs It IS thought that the absence of fees has lead to lITational over­
consumptIon of certaIn products, whlle even appropnate consumptIon patterns straIn the finanCial resources 
of most governments beyond theIr lImIts In Nepal, NGOs workmg m collaboratIon WIth the MoR began 
expenmentIng WIth cost-shanng systems for pharmaceutIcal and other servIces 20 years ago, m the hope of 
Improvmg the qUalIty of servIces 

In early 1992, Dr Kumud K Kafle catalogued and descnbed twelve drug cost-recovery systems m a study 
prepared for UNICEF 21 FIve of the systems, four of WhICh were somewhat SImIlar m nature, had been 
developed by the Bntam Nepal MedIcal Trust Three of the remaInmg systems were also snndar, generally 
followmg a model developed by IDv1G WIth collaboratIon from the World Health OrganIzatIOn Dr Kafle 
descnbed the pnncipal organIzatIOnal charactenstIcs of each of the systems, theIr ImtIal and current pncmg 
polICIes, and he presented finanCIal data on the level of cost-recovery An assessment of the degree to WhICh 
the systems Improved the aVaIlabIlIty of essential drugs was beyond the scope of hIS study The study dId 
prOVIde some qualItatIve mdicatIons, however, that patIent attendance at partICIpatIng faCIlItIes was mcreasmg, 
provldmg eVIdence of the population's wIllIngness to contrIbute to the costs of drugs proVIded through the 
publIc sector health servIces delIvery system 

WIth these expenences m mmd, and WIth the chromc problems of pharmaceutical shortages contInumg to 
affect the maJonty of the MoH's faCIlItIes, m 1994 both the Kreditanstalt fur W Iederaufbau of Germany and 
the Sasakawa (later NIppon) FoundatIOn of Japan negotiated agreements WIth HMG to finance a program to 
develop and nnplement cost-shanng systems for pharmaceuticals on a natIOnWIde baSIS, WIth UNICEF Nepal 
provIdmg techmcal support 

The current Nepal Cost-Shanng m Pharmaceutlcal Dlstnbutwn study IS mtended to support thIS effort As 
such, the central element of the study IS a qualItative and quantitatIve assessment of the most Important eXISting 
drug cost-shanng systems It IS hoped that the assessment WIll YIeld lessons learned that can be applIed m the 
effort to extend the coverage of drug cost-shanng throughout the country The study team exarnmed cost­
shanng programs that have been Implemented by WHO, UMN and BNMT The team selected these three 
programs m the belIef that they would prOVIde the most useful lessons Each of these programs IS descnbed 
below 

B The Umted MIssIon to Nepal 

The UMN has developed the Lahtpur MedIcal Insurance Scheme It was the first, and for a long time the only, 
msurance scheme deSIgned for Nepal The target population was lImIted to several, pnmanly rural, 
commumtIes m the southern part of Lahtpur DIStnCt It IS mtended to achIeve the followmg three objectIves 

1 To ensure a continuous drug supply at the health post level throughout the year, 
through the mobIlIzation of commumty resources, 
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To dlstnbute costs for health servIces m the commumty and thereby contnbute to 
equlty and equal opportumty for the poor, and 

To mcrease the awareness of health servIces avrulable m the commumty and to 
encourage appropnate utIlIzatIOn of such servIces, mcludmg the base hOSPItal 22 

Thus, the Lalitpur Scheme set out, from ItS mceptIOn, to address the three pnnclpal concerns of the pubbc 
health servIces sector as IdentIfied m the mternatIonal lIterature (1) effectIveness through the avrulabilIty of 
pharmaceutIcal products, (2) eqUIty through the dIstnbutIon of costs and access, and (3) effiCIency through 
appropnate UtIlIzatIOn 

Health Post Cormmttees (HPCs), as VIllage health corrumttees are known under the Lahtpur Scheme, set the 
annual household msurance premIUms In 1995, they ranged from Rs 35-50 The msurance premIUm 
constItutes the only payment reqUIred from the member household for the pharmaceutIcal products It receIves 
from ItS health post, except for a nOITIlnal Rs 1 - 3 regIstratIon fee mtended to dIscourage frIvolous demand for 
health servIces The average cost of drugs prOVIded per patIent VISIt dunng 1995 ranged from Rs 8 82 at 
GotIkhel health post to Rs 14 09 at Bhattedanda health post The weIghted average cost m the five partICIpatIng 
health posts was Rs 11 53 

Thus, the preITIlums and regIstratIon fees cover the pharmaceutIcal costs of approxImately three to five patIent 
VISItS per household per year Households from outsIde the health posts' target areas may purchase msurance 
from the scheme, but pay hIgher preITIlums, as determmed by the HPC In addItIon to the pharmaceutIcal 
benefits, msured households also receIve a wruver of regIstratIon fees at Patan HOSPItal, as well as a Rs 30 
dIscount on outpatIent charges and a Rs 200 dIscount off mpatIent charges Over 90% of referrals from the 
partICIpatIng health posts are completed, mcludmg feedback to the health posts' Access to the Patan HOSpItal 
may, m fact, be consIdered by some as the pnncIpal benefit of the Lahtpur Scheme, and thus may be a 
sIgmficant constrrunt on the replIcatIon of the msurance model 

Drugs for patIents who are too poor to pay the preITIlums are purchased from a separate chanty fund when the 
HPC grants authonzatIOn The chanty fund IS financed by voluntary contnbutIons made by well-to-do 
VIllagers Emergency patIents, who are unmsured or from outSIde the catchment area of the five health posts, 
receIve needed-drugs free of charge 

Drugs for tuberculOSIS treatment are dIstnbuted free of charge after payment of a Rs 100 depOSIt, whIch IS 
refunded upon completIon of the full course of treatment The health post dIspenses free-of-charge drugs 
proVIded by speCIal government health programs The followmg products are mcluded m thIS category 

Drugs for chtldren under five years of age, 
Drugs for women attendmg antenatal clImcs, 
FaITIIly planmng supplIes, 
EPI vaccmes, 
Malana and Kala-azar drugs, 
Leprosy drugs, 
Oral RehydratIon Salts (ORS) and 
Mental health drugs 
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Except for mental health drugs, there are no data on the value of the products receIved by the health posts from 
these special programs (Thus, measures of the extent of cost-recovery under the scheme mclude only mental 
health drugs from the above hst ) 

The responSIbIhtles of the HPCs are to 

Estabhsh rules and regulatIOns, mcludmg the amount of the prermums, 
SupervIse and support health post staff, 
Manage fee collectlon, 
Market the program and estabhsh good public relatIOns, and 
Identlfy exempt persons, mcludmg the genumely poor 

In 1994 and 1995, approXImately 408% and 382%, respectlvely, of the households m the LalItpur Scheme 
target area purchased msurance A study conducted m 1993 found that the average msured household had 6 95 
members 23 Thus, It can be estlmated that approxImately 17,000 persons were covered by the scheme m 1995, 
when 38 2% of 6,419 target households purchased msurance 24 

It IS ImportarIt to realIze that the scheme's premIUms are mtended only for medicmes, not for health servIces 
m general Furthermore, they are not mtended to cover the total cost of the medicmes, but rather to complement 
the pharmaceutlcal grant of Rs 25,000 proVIded annually to each health post by UMN and, more recently, an 
MoH supplemental grant, whIch averaged Rs 14,566 dunng FY205112052 Health post staff use the revenues 
to purchase (at ongmal cost) medicmes stocked by the UMN through Its Commumty Development and Health 
Project (CDHP) Staff may not use revenues for any purpose other than to purchase medicmes, unless It IS 
deterrmned that there are more funds than are needed to fully meet the need for essentlal medicmes ThIS 
reqUirement, m effect, reduces the diSCretlOnary authonty that may be exercIsed by the HPC The study 
deterrmned, however, that all HPCs are actIve, and, m fact, the health posts' total revenues generally and 
substantlally exceed theIr expendItures for medIcmes (see Table 4) 

The LalItpur Scheme attempts to supply only 27 of this study's 39 tracer drugs for the health post level Of 
these 27 drugs, the survey Identlfied 13 stockouts at the three Lahtpur MedIcal Insurance Scheme health posts 
m the sample Thus, the avrulablhty of the 27 Lalltpur Scheme products was 84 0%, a very good result and 
a sIgmficant advance towards the scheme's pnmary objective It should be further noted that the scheme 
achIeved thIS level of avrulabIhty WIth a lower total SUbSIdy (Rs 43,309) than that receIved by MoH health 
posts (Rs 50,000) Furthermore, data proVided by UMN mdicate that the total value of pharmaceutIcals 
receIved per health post was Rs 68,830 91 m FY 51152 (When the lower umt costs UMN pays for ItS drugs 
are taken mto conSIderatIOn, the volume of medIcmes dIstnbuted at a LalItpur Scheme health post nses to the 
eqUivalent ofRs 81,465, or 60% greater than that at an average health post m Nepal) 

The UMN dIrectly manages an effiCIent supply system, which purchases and stocks the reqUired 
pharmaceutlcals m a project storeroom located at Patan HOSPItal Health post personnel, who generally have 
relatlvely easy access to thIS locatlon, purchase replacement stocks of drugs (at theIr ongInal cost) from thIS 
store, as often as reqUIred, but normally on a monthly basIS ThIS lOgistics servIce IS a cntlcal element m the 
scheme's successes m both mruntammg drug avrulabIhty and generatlng revenues Its replIcatlon m more 
remote areas of the country, however, would be neIther easy nor mexpensive 

Table 4 compares total revenues from Insurance premIUms, registratIOn fees and bank mterest to the value of 
the pharmaceuticals used at each of the health posts that partlcipate m the Lahtpur Scheme 
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Table 4 

FmancIaI Data for the Labtpur Medical Insurance Scheme 
Five Health Posts (FY 205112052) 

DESCRIPTION BhaHedanda Asrang Chapagaon Chaugare Gotlkhel TOTAL 5 HPAvg 

REVENUE (Nepali Rupees) 

1 Insurance and Reg Fees 28,244 00 40,54200 6708700 2022000 3845500 19454800 3890960 

2 Bank Interest 350800 558800 1051800 777200 321300 3059900 611980 
3 UMN Grant (subSidy) 2500000 25,00000 2040000 2500000 25,00000 12040000 2408000 
4 MoH Indent (subSidy) 977800 9,90400 000 975000 994200 39,37400 787480 
5 Mental Druas (subSidy) 6,50398 688841 31 141 82 579351 644140 5676912 1135382 

TOTAL REVENUE (Rs) 73,03398 87,92241 12914682 68,53551 8305140 441,69012 88,33802 

DRUG EXPENDITURES (Rs) 6707255 64,94780 9321974 5495712 6395734 34415455 68,83091 

Patient VISitS 4760 5192 8,516 4126 7253 29847 596940 

Drug Cost/Patient VISit (Rs) 1409 1251 1095 1332 882 1153 

COST RECOVERY RATES 

1 Insur & Reg Rev /Drug Cost 42 1% 624% 720% 368% 601% 565% 
2 Rev less subSidies/Drug Cost 473% 710% 832% 509% 651% 654% 

Gross Profit (Loss) (Rst 5,96143 2297461 35,92708 1357839 1909406 97,53557 19,50711 

SubSIdy Increase (Decrease) (871802\ (820759\ 1 541 82 (945649 (861660 (3345688 (6691 38 

Source Unpublfshed data proVIded by UMN 

From tlus table It IS clear that the general rate of cost-recovery IS relatively good It IS suffiCIent to generate a 
profit for the health posts, If the vanous current SubSIdIes are consIdered as revenues Other data prOVIded by 
UMN suggest that the rate of cost-recovery has been nearly constant over the past five years The data also 
show that the growth In revenue and pharmaceutical consumption have been approXImately equal to the 
Increase In the consumer pnce Index dunng the past five years 

In summary, the Lahtpur MedIcal Insurance Scheme appears to have achIeved a hIgh aVaIlabIlIty of the 
essential drugs that the CDRP Identified as haVIng pnonty It currently supports approXImately 60% greater 
pharmaceutical aVaIlabIhty than that found In most health posts WIthout drug schemes, and tlus despIte the fact 
that Lahtpur Scheme health posts receIve a lower total annual subSIdy The MoR IS commttted to prOVIdIng 
the normal subSIdy to the scheme's posts In the future, WhICh WIll penmt both the gradual ehmmatIon of the 
CDRP SUbSIdy as well as a modest "profit" for the dIscretionary use of the RPC The scheme's posts have also 
achIeved hIgh levels of prodUCtiVIty, proVIdIng nearly three times the national average of approXImately 2,800 
consultatIOns per year 25 The Lahtpur Scheme appears to be actively supported by the population and the 
HPCs In fact, a recent study found that 88% of the subscnbers would be wIlhng to pay hIgher premIUms 26 
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The umt costs paId by UMN for essentIal drugs are very competItIve A weIghted average of umt costs for 16 
essentIal drugs paId by UMN IS 20% less than that paId by the MoH LogIStICS Management DIVISIOn, and IS 
essentIally equal to UNIP AC pnces after correctIon for slnPPIng and handhng charges SInlllarly for the same 
hst, the weIghted average of the lowest retaIl pnces In Kathmandu, the cost that consumers would pay, If they 
conSIstently purchased the most econonuc product at the drug shop WIth the lowest pnce, IS 85% hIgher than 
UMN's cost (see Annex 2) 

c The Bntam Nepal Medical Trust 

The BNMT began ItS work In ImprOVIng the aVaIlabIhty of essentIal drugs In 1969 WIth the mceptIOn of the 
HIll Drug Scheme In eIght hIll dIstncts In eastern Nepal ThIS scheme IS based on the reahzatIon that, when 
health posts deplete therr annual supply of drugs from the MoH, patIents must purchase what they need In the 
pnvate sector BNMT works WIth retaIlers located near health faCIlItIes The retaIlers agree to sell only 
products provIded by BNMT 

The HIll Drug Scheme IS an InnovatIve approach to the delIvery of essentIal drugs through the pnvate sector, 
but IS relatIvely small, haVIng supplIed Rs 513,594 36 to 35 retaIl shops dunng 1993 Well over half of these 
drugs were dehvered to two shops, one In Terathum Bazaar and the other In Diktel Bazaar Of the remammg 
shops, 10 receIved no drugs dunng the year, whIle the remamder receIved an average of Just over Rs 9,100 
each Assunung that the shops are open approxImately 290 days per year, they may, on average, be seeIng two 
persons each per day at an average prescnptIon cost of Rs 16 Further analYSIS of thIS scheme was not 
undertaken through the current study 

In 1980, BNMT 10ItIated the first Cost Shanng Drug Scheme m BhoJpur Smce then, It has Implemented 
vanants m TapleJung (1987), Panchtar (1989) and Khotang (1990) distrIcts The schemes mc1ude both health 
posts and the dIStnCt'S hOSPItal, where there IS one The common objectIves of both the HIll Drug Scheme and 
the Cost Shanng Drug Schemes are to 

1 Improve the aVaIlabIhty of essential drugs where needs are not bemg met, 

~ 2 Develop and support drug supply systems that are sustaInable at the local, dtstrIct and 
regIOnal level, and 

3 Promote the ratIonal prescnb10g and consumer use of essential drugs accordIng to 
pnncipies of WHO's ActIOn Programme on Essential Drugs 27 

BNMT sets the fees for the schemes, m consultatIon WIth the DHOs, and the money collected IS depOSIted 10 
a BNMT account for the purchase of replacement stocks The VIllage Health CommIttees have lIttle, If any, 
dIscretIOnary role 10 the finanCIal management of the schemes The followmg table presents the fees charged 
In the four dIStnCtS, as well as the average prescnptIon value reported for 1993 
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TableS 

BNMT Drug Scheme Fees and 1993 Average PatIent Drug Cost 

DistrIct 1993 1994 

Avg Pt Cost Fee (Rs) Cost Recovery Fee (Rs) Cost 
mRs (# Recovery 

ProductslPt ) 
Possible Actual Possible 

BhoJpur 210 (2 0) 5 or 333% 225% 5 or 2/1tem 333% 
2/ttem 

TapleJung 305 (25) 5 164% 129% 3/ttem 196% 

Panchtar 234 (2 6) 5 214% 208% 7 299% 

Khotang 15 1 (1 5) 3 or 199% 260% 5 or 2IItem 348% 
1I1tem 

Source B RaJak, R Acharya and K. Holloway, Annual Report 1993 BNMf, June 1995 Note In BholPur and Khotang there 
IS a two- tier fee structure with one charge for expensive drugs and a lower charge for cheap drugs To calculate the 
theoretical maximum rate of cost-recovery It was necessary to make an assumptIOn concernmg the relative frequency of 
expensive and cheap drugs They were assumed to be prescnbed With equal frequency An Inaccuracy In thiS assumptIOn ma} 
have contnbuted to the logical Imposslblizty m Khotang where the actual revenue exceed the theoretical maximum 

The average per patIent cost IS based on the total value of drugs (from both HMG and BNMT) consumed at 
dIStrIct health posts, dIVided by the number of patIents seen The cost of unused and damaged drugs IS not 
mcluded m the total value The mrunmum pOSSible rate of cost-recovery IS calculated by dIVldmg the fee by 
the average patIent cost In the cases of per Item fees It IS assumed that, on average, each patIent receives an 
equal number of expenSIve and mexpensive Items It appears that UMN regularly collects close to the 
theoretIcal maxImum of revenues, whIch suggests a relatIvely effectIve fee collectIon process 

The average clfug cost per patient IS generally twice that observed In the Lahtpur Scheme 

WIth respect to exemptIons, "m order to encourage attendance of patIents under five years of age and pregnant 
women, they are charged at only the cheap rate regardless of whether the Items they receIve are cheap or 
expenSIve LIkeWise destitute patIents are reqUIred to pay only a nOmInal amount for theIr treatment .. 28 It 
appears that health facIhty personnel determme who IS destItute 

The actual levels of cost-recovery are relatIvely low when compared to the LalItpur Scheme It should be 
emphasIzed, however, that the BNMT schemes had not set speCIfic targets for hIgher rates of cost-recovery 
If LalItpur Scheme's per patIent costs were as hIgh as those m the BNMT schemes, the rates of cost-recovery 
would be about the same 

As m the case of the Lalltpur Scheme, the admInIstratIve and transportatIon costs of the supply system have 
not been mcluded m the analySIS For 1993, BNMT has reported these costs to have been Rs 1,833,278, a sum 
89 9% of the ongInal costs of the BNMT drugs supphed These costs appear relatIvely high ThIS IS largely 
due to the remoteness of the partICIpatIng faCIhtIes It seems doubtful, however, that a sustamable natIOnal 
system could support slmtlar costs 

• 
I 
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On the other hand, data collected by thIS study mdlcate that somewhat more that 72% of the tracer drugs were 
aVaIlable at BNMT health posts ThIS represents an improvement m excess of 25% over the level of avrulabihty 
at MoH health posts where no cost-recovery schemes have been Implemented The program accomphshes thIS 
With an mcrease m the SUbSIdy of medlcmes at Its health posts of approxImately Rs 18,000 per year m addlnon 
to the normal MoH mdent While the costs of ItS supply system, as It IS currently organIzed, appear 
unsustrunable Without external collaboranon, health status IS undoubtedly Improved as a result of the enhanced 
supply of essennal drugs The challenge m tlns situatlon IS to cut costs WIthOut sacnficmg the sIgmficant publIc 
health achIevements that BNMT has achIeved 

In 1993, the BNMT health posts reported recelvmg an average of 3,059 panents each, or 10 4 per workmg day 
(294 days per year) This represents a substannal mcrease over the esnmated nanonal average of approXimately 
2,800 panents per health post per year BNMT also reports that panent attendance mcreased m 1993, despite 
an upward reViSion of the fee structure 29 Overall, outpatIent attendance connnues to be low, however, at 
apprOXimately 1 VISIt per year for every five members of the esnmated populanons of the four dIStnCtS The 
BNMT expenence, therefore, lends snIl more support to the hypotheSIS that Nepalls are wilhng to contnbute 
to the cost of theIr health sefV1ces, particularly if there IS Improved avrulablhty of essentIal drugs In fact, the 
eVIdence suggests that when qUalIty Improves, consumpnon of sefV1ces mcreases, despIte the Imposinon of 
modest charges 

The present survey found that the VHCs asSOCiated WIth the surveyed health posts were relanvely mactIve 
compared to those surveyed where the WHO/HM:G and Lahtpur Schemes were funcnomng POSSIbly thIS has 
to do WIth the VHC's reduced role m finanCIal management under the BNMT scheme 

The umt costs prud by BNMT for essennal drugs are compentIve A weIghted average of umt costs for 20 
essennal drugs prud by BNMT IS Just 2% more than that prud by LMD BNMT pays, on average, 
approXImately 55% more than the hst pnce ofUNIP AC, before the mc1uslOn of slnppmg and handhng charges 
The weIghted average of the lowest retatl pnces m Kathmandu, the cost that Kathmandu consumers would pay 
If they conSIstently purchased the most econOffilC product at the drug shop WIth the lowest pnce, IS 44% Ingber 
than BNMT's cost It IS pOSSIble that BNMT could achIeve slgmficant effiCIencIes m procurement, by 
coordinating selected purchases WIth UMN 

D The World Health OrgamzatlOD 

Implementanon of the WHOIHMG Commumty Drug Supply Scheme started m 1986 The mltIa1 endowment 
IS perhaps the scheme's most unusual feature The scheme prOVIded a Rs 50,000 secunty bond to each of the 
first 12 partiCipating health posts, the mterest (13% annually) from whIch could be unhzed for the purchase 
of the supphes of essennal drugs Later, the scheme ehIDlnated the endowment and prOVIded a Rs 25,000 grant 
In ItS place The Rs 25,000 was deposIted m a bank account Up to 20% of the money could be used for 
adffillllstratIve costs, while the remrunder IS mtended for the purchase of suppbes of essential medlcmes 

The endowment strategy IS, In effect, a form of guaranteed subSIdy Once the secunty bond has been prOVided, 
the health post has Rs 6,500 per year m addItional funds for the purchase of medlcmes The strategy's 
weakness hes In ItS dependency on a stable currency When the endowments began m 1986, MaR's annual 
health post mdent for essential drugs was Rs 10,000, and the supplemental Income from the secunty bond 
represented a 65% mcrease In fundmg Ten years later, the MaR's annual health post Indent has been mcreased 
to Rs 50,000, and the relative value of the endowment mcome has decreased to 13% 
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Another mterestmg and very Important feature of the Commuruty Drug Supply Scheme has been the formal 
creatIOn of a health post COmmIttee The chaIrperson of the VIllage Development Commtttee IS the exofficIO 
chaIrperson of the health post conumttee The health post m-charge IS the exofficIO member secretary of the 
conumttee Other local leaders serve as members, who number between five and fifteen The commtttee has 
the responsIbIlIty and correspondmg authonty for overall ImplementatIon, management and momtonng of the 
scheme and ItS finanCIal resources Of the seventeen health posts VISIted under the current study, all COmmIttees 
were conSidered "actIve," that IS, they had met at least once m the precedmg SIX months By way of 
companson, only three of the ten conumttees at the facilitIes WIth BNMT cost-shanng drug schemes had met 
wlthm the precedmg SIX months The current study dId not attempt to deterrrune why the health post 
COmmIttees at SIteS With the Commumty Drug Supply Scheme were actIve, but It IS worth notIng that they have 
real finanCial responsibIlIty and dISCretIOnary declSlon makmg authonty, whIle the COmmIttees at BNMT 
faCIlItIes do not 

Fees at WHOIHMG scheme SItes take the form of a Rs 2 regIstratIon fee When the scheme started, and 
mc1udmg the endowment mcome of Rs 6,500, havmg 1,750 patIents per year who pay the regIstratIOn fee 
would have been suffiCIent to double the funds aVaIlable for essentIal drugs In other words, SIX patIents per 
day were suffiCIent to double the funds aVaIlable for essentIal drugs Currently, ten years later, the regIstratIon 
IS stIll Rs 2 per patIent Now the number of fee-paYing patIents reqUIred per year to double the funds aVaIlable 
for essentIal drugs has mcreased to 21,750 or approxImately 75 per day Although the average value of 
medicmes prescnbed per patIent IS not known for the WHOIHMG scheme nor for MoH faCIlItIes WIthout 
schemes, It IS probably far greater than Rs 12, whIch IS the average value of medicmes prescnbed at facllitIes 
partICIpatIng In the Lahtpur MedIcal Insurance Scheme Even If the registratIon fee were Rs 12, the theoretIcal 
maxImum rate of cost-recovery would be 167% 

In fact, however, the mcome reported by facIlItIes that partICIpate m the WHOIHMG scheme IS conSIderable 
hIgher Rs 14,904 on average, of whtch Rs 5,058 was spent on drugs Most of the remaInder appears to be 
deposIted In bank accounts The balances m these accounts now average nearly Rs 70,000 and have been 
mcreasmg at an average rate of Rs 8,000 per year for the past three years The actual cost-recovery rate IS 
estImated to be 27 1 %, suggestIng that the faCIlItIes may be collectIng other revenues or that many fee-paymg 
patIents do not receIve all the drugs that are prescnbed 

The fact that only Rs 5,058, Just under 34% oftota! revenues, IS spent on replacement drugs would suggest 
that the partICIpatIng faCIlItIes do not perceIve drug shortages The survey conducted for thIS study, however, 
dId find slgmficant shortages of essentIal drugs In fact, the survey found somewhat fewer essentIal drugs at 
WHOIHMG SItes than at MoH faCIlItIes WIthout drug cost-shanng schemes Why don't the health post 
commtttees use more of their mcome and/or their cash bank balances to resolve some of the drug shortage 
problems? 

The WHOIHMG scheme does not have an effectIve or effiCIent supply mechanIsm Health post COmmIttees 
are expected to purchase reqUIred replacement stocks of essentIal drugs from any convement wholesale or retaIl 
outlet The study found, however, that wholesalers and retaIlers, generally do not carry the full range of tracer 
drugs Thus, one may presume that, In order to purchase a range of products, health post commIttees or theIr 
deSIgnated representatIves must, at mImmum, VISIt several pnvate sector sources before findIng all (or even 
most) of the essential drugs that they reqUire 

• 
• 
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Sumlarly, and as preVIOusly mentIOned, III the pnvate sector, even m Kathmandu Valley, where pnce controls 
are probably better observed than m other areas, the pnces of essentIal drugs m retaIl shops, when they are 
aVaIlable, are substantially hIgher than those obtaIned by eIther the MoR LOgIStICS Management DIvlSlon or 
the UNM and BNMT drug schemes The lowest retaIl pnces for a package of 16 tracer drugs pnced at 
Kathmandu retaIl outlets averaged 47% more than the average umt pnces paId by LMD for genencally 
eqUIvalent products Furthermore, m areas where pnce controls are not well enforced and where substantIal 
transport costs are Incurred, most health posts that are partICIpating In the WHOIHMG scheme probably pay 
hIgher umt costs than the lowest umt costs found at retaIl outlets In Kathmandu Valley 

In summary, although health facIlItIes partICIpatIng the WHOIHMG commumty drug supply scheme collect 
conSIderable revenue, they apparently achIeve very lIttle In terms of msunng aVaIlabIlIty of drugs The lack 
of any deSIgnated mechanIsm(s) through WhICh partICIpatIng faCIlItIes may purchase replacement stocks 
appears to be a CruCIal ffilssmg element m the scheme ThIS problem IS made worse be the hffilted ranges of 
essentIal drugs that may be located at mdlVldual commerCIal wholesale and retaIl outlets Although thIS model 
would be relatIvely easy to replIcate, there would be lIttle pomt m domg so unless the problem of the ffilssmg 
supply lInk were solved One pOSSIble approach to resolvmg this Issue IS presented m SectIon VII of thIS report 

E Summary ComparIson of Three Drug Cost-Shanng Schemes 

The followmg table attempts to summanze and compare the most Important aspects of each the three drug cost­
shanng schemes that have been dIscussed 



TABLE 6 

ComparatIve Performance of Three Drug Schemes 

Indicator BNMTCost VMNLahtpur WHOIHMG 
Sharmg Insurance Commumty 

AvaIlablhty (MoH = 60%) a 724% 840% 572% 

Subsidy Increase (Rs)h 17,978 -6,691 0 

HP Drug Stock Increasec 763% 653% 69% 

HP UtIhzatIon Increase d 535% 1985% No Data 

A vg Drug CostJPatlent (Rs) 26 12 No Data 

RelatIve U mt Purchase Costse 1019% 782% 1443% 

% of Drug Costs Recovered' 187% 565% 271% 

Village Committee Authonty LlImted ExtensIve ExtensIve 

AdmlmstratIve Overhead High High NIl 

RephcatIon FeaslbIhtyg LlImted Lumted High 
Source Survey data collected for thts study plus both pubhshed reports and unpubhshed data was proVIded by BNMT UMN 
and WHO 

a ThiS measure refers to phYSIcal presence In health facIlIties at the time of the survey of prod ucts from a lzst of 39 tracer 
drugs 

b Over (under) the standard Indent of Rs 50 OOOIHPlyear from the MoH ThiS figure represents that portIOn of the purchase 
cost of additIOnal drugs that was financed by the NGO AdminIstrative costs are not Included 

c The volume of Increase are estimated by adJustzng the amounts actually spent The adjustment takes Into account varzatzons 
In umt costs They show the value of drugs that could have been provided had all three schemes purchased drugs at LMD s 
umt costs In the cases of UMN and BNMT the baSIS of calculation IS theIr actual unzt costs In the case of the WHOIHMG 
scheme the basl!.,for calculatIOn IS the average unlt cost for the lowest pnced genencally equivalent products found m retazZ 
outlets m Kathmandu Valley 

d Compared to an estimated natIOnal average of 2 000 patIent consultatIOns per year per health post Many factors In 
additIOn to the presence of drugs may Influence the utllzzatwn of health posts but mternatzonal experzence Indicates that 
avallab,lzty of drugs IS strongly correlated wlthfaczllty utllizatlon 

e For UMN and BNMT the percent given IS the relative cost compared to LMD acquzsmon costs In the case of the 
WHOIHMG Communzty Drug Supply Scheme the percent gIven IS the relative cost of the least expensIve generzcally 
equzvalent m Kathmandu Valley retazl drug shops Actual unzt costs pazd by facllztzes participating In thzs scheme are probably 
much hzgher 

f The percentage of drug costs recovered IS the estzmated revenue dzvlded by the estImated drug acquZSltlOn cost 

g RepizcatlOnfeaszblllty provzdes the summary subJectzve opmlOn of RPM To be efJectzve effiCient andfeaslble on a large 
coverage baSIS all schemes would requIre some modificatwn For example the BNMT model correctly Identifies the need 
for a supply mechanzsm that achieves economIes of scale In the acquzsztlOn process but probably should assIgn responslb,llt} 
for dlstnct to faCILity dlstnbutlOn to the participating faczZmes and theIr health committees Similarly the Lalltpur Medical 
Insurance model achieves a great deal but Its success also depends on an efJectzve directly managed supply process which 
would be diffiCUlt to widely replzcate WIthout modificatzons Its success may also depend somewhat on the prOVlSlOn of access 
to quality hospital servIces another feature that WIll be difficult to Widely replicate The WHOIHMG scheme on the other I 
hand could be eaSIly replIcated but It has so far brought little public health benefit 

I 
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In Table 6, shadmg has been added to those cells where the best perfonnance IS noted The pomt here IS to note 
that no alternative has the umque answer to all SItuations Each model excels m some area and under certam 
COnditlOnS Although more frequently CIted as havmg the best score for a specIfic mdicator, UMN's health 
posts are not nearly so numerous nor as geographIcally remote as those supported by BNMT The dIscussIOn 
here has tended to understate thIS dIfference m the two schemes, but It must be taken mto account for usefully 
mterpretIng these results The WHOIHMG scheme, whtle It could be easIly replIcated, accomplIshes very lIttle 
In terms of pubhc health benefit 

Several very general conclUSIOns seem possIble 

1 

2 

3 

4 

All three of these schemes have sIgmficant achIevements and strengths 

Each scheme could benefit from some aspects of the expenence of the others 

As a corollary, despIte 20 years of effort, no scheme has all the answers to all the dIfferent 
CIrcumstances m Nepal 

It seems pOSSIble to conclude that no smgle scheme IS hkely work well throughout the 
Kmgdom 

The next chapter attempts to outlme some cntena and strategtes whIch, If followed, should mcrease the 
probabIlIty of successful extenSIOn of drug cost-shanng throughout Nepal m an acceptable tlme frame 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

/1 -
C;~ 

VII CRITERIA FOR SUCCESS - CONCLUSIONS AND RECOMMENDATIONS 

Nepal has made ImpressIve progress m the development and ImplementatIOn of drug cost-shanng mechamsms 
Personal expendItures m the pnvate sector for pharmaceutIcal products clearly demonstrate the populatIOn's 
general wIlhngness to pay for health servIces when the qualIty of servIces IS appreciated There appears to be 
ample scope for mcreasmg levels of cost-recovery for pharmaceutIcal products m the pubhc sector Currently, 
as summanzed m Table 7, pharmaceutIcal-related revenues m the publIc sector account for less than 0 2% of 
estImated pnvate expendIture on pharmaceutIcals' 

TABLE 7 

Summary of PharmaceutIcal Fundmg Sources 

I Sources I Ru~ees (mIllIons) I % of Total I 
1 Personal ExpendItures m PrIvate Sector (est) 3,084 920% 

2 MoH-NatIonal Treasury (1994Y 52 16% 

3 MoH-Donor Support (1994Y 216 64% 

4 Personal ExpendItures ill PublIc Sector Cost Sharmgb 2 ::;10% 

5 NGO ImportatIonsc No Data No Data 

TOTAL 3,352 100% 
Source Developed from a number of sources IncludIng Department of Drug AdmInIstratIOn, QuantificatIOn of Drug 
ReqUirement In Nepal A ConsumptIOn Survey, Mrmstry of Health 1992 V Dras Nepal Ministry of Health Pharmaceutical 
Supply Directory RPM Project June 1995, and survey data collected from thIS study 

a 
b 

c 

To make figures comparable the 1994 US$ amounts were converted at Rs 50 = l$US 
Not Included In the total since these are drugs purchased by HMG The UMN and BNMT drug schemes are not 
shown Their total revenues including the sale of MoH-provlded drugs are approximately Rs 1 000 000 
It IS pOSSible that some NGO ImportatIOns are not Included In customs figures on which the Department of Drug 
AdmlnlstratlOn denved estimate for personal expenditure In the pnvate sector IS based 

Based on both mternatIonal and NepalI expenence, a number of gUIdmg pnncipies should be followed to 
ensure future success of drug cost-shanng ImtIatIves These guIdmg pnncipies are presented below m the fonn 
of general recommendatIons If these pnncipies are followed, the drug cost-shanng mitlatIves should achIeve 
hIgh levels of performance on the mdicators presented m SectIOn F below 

A Ensure Commumty Involvement and Control 

If there IS a smgle Important emergmg pnnciple concernmg SOCIal and econOmIC development, It IS the need 
for local and commumty mvolvement and control wherever feasIble Farlure to take thIs pnnciple mto account 
has lImIted the Impact of countless donor-assIsted development efforts Recently, the World Bank reViewed 
cost-shanng expenences m sub-Saharan Afnca and concluded that commumty control of user fee revenue not 
only supports development processes, but also leads to more eqUItable servIce deb very systems 
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User fees also foster eqUity when some portton IS retaIned at the pomt of collectIon, especIally 
at local faCIlItIes by allowmg fees to be retaIned at the pomt of collectIon, the central 
government can partIally ShIft control over budgetary matters and expendItures to dIStrIctS 30 

The WHOIHMG drug financmg scheme permtts retentlon of revenues by the commumty and aSSIgns 
responsIbIlIty for theIr management to a vIllage health commtttee The UMN scheme aSSIgns sIgmficant 
authonty and responslblhty for revenue management to local personnel, whIle there appears to be lIttle 
dIscretIOnary authonty under the BNMT scheme WhIle conservmg the pnnclple of local dIscretIOnary 
authonty, local managers under the WHOIHMG scheme should receIve addItlonal traImng on the optIOns and 
ways to use the funds under thelT control Although shortages of essentlal drugs perSIst under all schemes, 
other problems, such as the hIgh frequency of personnel transfers and the lack of mcentlves to motIvate 
performance, may be Just as, or even more, damagmg than the absence of drugs VHC use of revenues to 
prOVIde performance mcentlves and rewards to health personnel should be accepted as an optIon 

It seems reasonable to restrIct drug cost-shanng revenues to expendItures dIrectly related to the delIvery of 
health sefVIces Wlthm those lImtts the VHC should have dIscretIOnary authonty and be held accountable by 
ItS constItuency, the members of the commumty MoH supervISOry personnel should prOVIde techmcal 
asSIstance to the VHC 

Another area m WhICh mternatlonal expenence suggests that local authontles have predomtnant capabIlIty IS 
m determtmng whIch commumty members cannot pay the drug cost-shanng fees To ensure transparency at 
the local level, however, VHCs should adopt theIr own pohcy WIth respect to exemptIons from payment, whIch 
should be understood by commumty members The MoH could develop a bnef manual of suggested optIons, 
together WIth theIr respectIve advantages and dIsadvantages ThIS Issue should be covered m VHC traImng 
and In follow-up supefVIsIOn It should be noted, however, that both InternatIonal and NepalI expenence 
suggest that the vast rnaJonty of the populatIon has the capacIty and wIllIngness to pay for most essentIal drugs, 
and that the more patIents are exempt from payment, the harder It WIll be to meet speCIfied cost-recovery 
targets 

B Analyze and Use the Incentives that Motivate Chent BehaVIor 

There are two complementary conSIderatIons of chent behaVIor that cost-shanng ImtlatIves must conSIder, If 
they are to succeed FIrst, chents WIll pay only for servIces and products that they value Second, they WIll 
purchase those sefVIces and products from the source that proVIdes them for the least total cost, Includmg 
access costs to the chent 

Under the first conSIderatIOn, a chent at an MoH health faclhty may accept tablets and capsules from bulk 
contaIners when those products are dIstrIbuted free of charge, but they may object to paymg for the same 
products, If they are accustomed to recelVlng them In commerCIal packagmg at retaIl pharmaCIes When 
marketIng products, It IS not the mtrInSlC quahty of the product that determtnes whether sales are made, rather, 
It IS the perceptIon of quahty Drug cost-sharmg schemes must be perceIved as proVIdIng qualIty products and 
servIce 

In Insurance schemes, clIents WIll conSIder the proVIder's abIlIty to rehably delIver products when they are 
needed If that relIablhty IS present, they may accept some lessemng m the perceptIon of quahty m the product 
Itself, for example, bulk packaged products, smce the product IS m fact "free" of cost at the tIme It IS dIspensed 
But when clIents are makmg payments at pomt of dlspensmg, they wIll be more conSCIOUS of apparent quahty 

I 
• 
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Progress made to-date could be JeopardIzed If efforts to proceed do not adequately take mto account the 
mfluence charges may have on health-seekmg behavIOr The followmg example Illustrates how charges for 
pharmaceutIcal products may produce unwanted results, If they are not mcorporated mto a comprehensIve cost­
shanng strategy 

Example 1 

Current CDP plans are to establIsh pharmaceutIcal cost-shanng mechanIsms at all facIlItIes 
below the level of hOSPItal Cost-shanng mayor may not be mtroduced at the hospItal level 

In areas where geographIc access IS a relatIvely mmor Issue, for example m Kathmandu 
Valley and the Term, Will charges for pharmaceutIcals at the pnmary care level encourage the 
populatIon to bypass that level and overuse the hOSPItal level? 

The followmg example Illustrates how creatIve approaches to chargmg for pharmaceutIcal products mIght 
reduce waste and Improve effectIveness 

Example 2 

Current polIcy IS to proVIde TB drugs free of charge, belIevmg that charges would discourage 
complIance WIth the extended treatment regimen At the same tIme, m order to mcrease 
complIance, expensIve drugs WIth shorter treatment regimens are used 

For TB drugs, would charges, m the form of a deposIt, that would be refunded after 
successful completIon of the full course of treatment result m greater overall complIance? 
The depOSIt system has been used by the UMN, m an attempt to reduce dropout rates 

It WIll be very Important to thoroughly test drug cost-shanng strategies m the field ClIents WIll not always 
respond m the way government planners and theIr mternatIOnal adVIsors antICIpate 

C - Encourage DiverSIty lD Drug Cost-Sharmg ImtIatIves 

Nepal IS a dIverse country There are topographIcal extremes that dramatIcally affect the modes and costs of 
the transportatIon of pharmaceutIcal products and, therefore, the most cost-effectIve supply mterval There are 
clImatIc extremes that lImIt the shelf lIfe of certaIn products, partIcularly m the Term, where optImal supply 
mtervals mIght be relatIvely short There are epIdemIological vanatIOns that affect the demand for certaIn 
products and certaIn types of serVIces There are econOmIC vanatIons that affect the feasIbIlIty of development 
of msurance and managed care optIons There are educatIonal and language vanatIons that affect the need for, 
and feaSIbIlIty of, patIent educatIon on appropnate use of pharmaceutIcal products, as well as the abIlIty to 
adequately manage drug cost-sharmg ImtIatIves Fmally, there are ethmc and cultural vanatIons that affect the 
demand for certrun products, such as modern contraceptIves, and WhICh may affect the way VHCs are 
organIzed and functIon 
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In bnef, just as drug cost-shanng models developed 10 other countnes and/or contments cannot be Imported 
to Nepal, no s10gle drug cost-shanng model IS bkely to be opnmal for all commumnes wlthm Nepal The Ideal 
solunon for Nepal would seem to be to encourage the further development of eXIsnng programs, both 10 theIr 
effectiveness of servIce prOVISIon (drug aVaIlabIlIty) and revenue generation, as well as 10 terms of theIr 
coverage Nepal should not acqUIesce to demands for over-sImplIfied standard approaches to complex 
problems, just because such approaches are easIer to present and JUStIfy to fund10g agenCIes NGOs could be 
encouraged to partiCIpate and share theIr expenences, perhaps at annual conferences organIzed under HMG's 
leadershIp 

In effect, the determ1Oanon of how different groups of drug cost-shanng clIents behave WIll be accelerated, 
If the several eXlst10g models are extended and momtored agaInst speCIfic performance cntena as descnbed 
10 SectIOn F 

D SlJDphfy Management Systems to the Bare Essennals 

EffectIve management systems focus on cntIcal IDlmmum needs for deCISIon mak10g SophIsticated 
1OformatIOn systems serve no purpose, If they do not produce 1OformatIOn that managers can use to solve 
press10g problems M10Istnes and donor agenCIes are vast storehouses of unused 1OformatIOn Drug cost­
shanng planners should reqUIre only mImmal routine report1Og If dlstnct-Ievel supervIsors report quarterly 
on the mImmal set of performance 1Odicators descnbed 10 Section F, central level authontIes WIll have 
suffiCIent 1OformatIon on WhIch to base routine management deCISIOns 

In the case of drug cost-shanng ImnatIves, current levels of cost-recovery are so low and the acqUISItIOn pnce 
of essenual genenc products IS so low relatIve to the brand name eqUIvalents most commonly sold 10 pnvate 
sector drug shops, that conSIderable fleXibility IS feasIble 10 the pnc10g strategies for drug cost-shanng Where 
accounung and record keep10g skIlls are readIly aVaIlable, for example, 10 Kathmandu Valley, charges to each 
patIent may be based on the cost of the drugs they receIve Where such skIlls are scarce, more SImple methods 
such as flat fees WIll be more appropnate As dIscussed 10 SectIOn F, however, each drug cost-shanng SIte 
should have speCIfic quantitatIve targets for a general set of performance cntena whIch permIt evaluatIOn of 
the SIte's pnc10g polICIes 

Regular supervISIon IS essentIal and should 10cIude a quanutatIve checklIst composed of a lImIted number of 
ObjectIvely venfiable performance 1Odlcators VHCs should demand and reward routine supervISIOn 

E SImplIfy and DIversIfy the Supply Process 

The cost of supply IS cnucal to the feasIbIlIty and eventual success of drug cost-shanng It would be an error, 
however, to assume that one system can be operated at umform costs throughout the country Among other 
th1Ogs, transportation costs vary WIdely The aVaIlabIlIty of skIlled managers also vanes 
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In Kathmandu and the larger cItIes m the Terru, drug cost-shanng managers should encounter relatIvely lIttle 
dIfficulty m obtammg supphes at reasonable pnces In most hIll and mountam dIstncts, however, some form 
of mterventIon may be necessary to guarantee that supphes are locally aVaIlable to drug cost-shanng SIte 
managers Several possIble strategies could be conSIdered 

Strategy 1 Lazssez F azre 

ThIS strategy rehes on the pnvate sector to respond to emerging demand from drug cost-shanng SIte 
managers The dIsadvantage to thIs strategy IS that, to-date, the pnvate sector has not performed well 
Shopkeepers m the vicimty of health faCIlItIes had barely 50% of the tracer products m stock at the 
tIme of the survey Furthermore, the pnces of those products that are aVaIlable are relatIvely hIgh The 
current system of pnce controls, whIch may be dIfficult to change, appears to dIscnmmate m favor 
of expenSIve products 

ThIS strategy of buymg whatever IS aVaIlable m the pnvate sector at preVaIlIng pnces IS essentIally 
what the WHOIHMG cost-shanng scheme IS domg now Its pnncIpal advantage IS that It reqUIres no 
speCIfic mterventIon by HMG 

Strategy 2 Guaranteed Uniform Pnce 

Under thIs strategy, a collaboratIng NGO would contract WIth a natIOnal supplIer who, for a speCIfic 
dIStnCt (or set of dIStnCtS), would agree to mamtaIn adequate stocks of essentIal genenc 
pharmaceutIcal products m the dIStnCt'S headquarters at a speCIfied umt pnce The umt pnce could 
be based on the MoH's latest acqulSltIon pnce plus a substantIal addItional percentage The suppher 
offenng to meet speCIfied performance cntena at the lowest cost would be awarded the contract and 
would become the preferred drug cost-shanng supplIer for a dIstnCt or group of dIStnCts Examples 
of performance cntena mclude (1) guaranteemg aVaIlabIlIty of a speCIfied range of essentIal drugs, 
(2) agreemg upon wholesale pnces, and (3) agreemg upon a number of locanons, usually dIstnCt 
headquarters 

Although thIS strategy should result m greatly Improved pharmaceutical aVaIlabIlIty, It depends upon 
the collaboratIng NGO's contracting capaCIty, mcludmg the capaCIty to momtor and enforce contract 
performance There are probably NGOs that have thIS capaCIty The costs of thIS servIce would be 
borne by mternatIonal fundmg agenCIes untIl such tIme as revenues are suffiCIent to make a sIgmficant 
contnbutIOn towards operatmg costs 

One advantage of thIS strategy IS that all drug cost-shanng mItIatIves would pay the same wholesale 
pnce, ensunng some degree of eqUIty at the natIOnal level WhIle pnces would be the same 
everywhere, contracts for remote dIStnCtS would be more expenSIve The addItIonal expense 
constitutes an explICIt subSIdy for those dlStnCts 
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Strategy 3 Contract for Wholesale DlStnbutwn Servzces 

Under thIS alternatIve the MoR (or collaboratmg NGO) would contract for dIstnbutlOn servIces, but 
IDltIal procurement would remam WIth HMG, WIth support from mternatIonal donors The contractors 
would (1) purchase the pharmaceutIcals at specIfied MoR central and regional warehouses, (2) 
contInuously mamtam adequate stocks m the chstnct headquarters specIfied m the contract and (3) sell 
the products at a contract-specIfied markup to drug cost-shanng managers FaIlure to meet estImated 
maxImum drug cost-shanng demand would constItute a breach of contract and subject the contractor 
to the loss of hIS or her performance bond, assummg that the faIlure dId not result from a lack of 
avaIlablhty of the product(s) at the MoR warehouse 

ThIs alternatIve has the advantage of ensunng mIDlmUm mitIal acqulSltIon costs, takmg advantage of 
HMG's successful performance record m thIS area, WhIch reflect the substantIal econOmIes of scale 
avaIlable WIth natIonal procurement schemes 

ThIS strategy has, however, the major weakness of dependmg on effectIve functIonmg of MoR 
management systems for (1) procunng and maIntrumng adequate stocks at central and regional 
warehouses, and (2) supervIsmg and enforcmg contractor performance There IS reason for concern 
about whether the MoH could fulfill these responsIbIhtIes effectIvely enough to ensure the reqUIred 
flows of drugs and revenues 

WIth a fleXIble approach, the strategies summanzed here are not mutually exclusIve, except that 
strategies 2 and 3 can not lOgically be adopted In the same dlstncts For mdividual drug cost-shanng 
sttes, Strategy 1 always eXists as a costly and not very effectIve fall-back m case the pnmary strategy 
faIls 

At the natIonal level, declSlon makers m charge of drug cost-shanng actIVItIes may WIsh to expenment 
WIth, and evaluate, all three strategies dunng the next phases of ImplementatIon 

All three strategies are based on the "pull" concept m lOgistIcs systems Pull systems sImphfy the 
supply system by separatIng the admImstrative processes of meetIng actual demand for 
pharmaceutIcals from the technIcal processes mvolved WIth ratIonal use and the theoretIcal demand 
calculated on the basIS of epIdemIologIcal patterns and standard treatment norms Inventory 
management can then be based on SImple maXImum and mInImum stock levels at all pomts m the 
supply system 

F Develop and Apply a MmlDmID Set of Drug Cost-Shanng ObjectIves and IndIcators 

WhIle dIversIty should be encouraged, there are certaIn mInImum objectIves that all program models should 
share and about WhICh It should be faIrly easy to reach agreement In keepmg WIth the need to mInImIze paper 
work and data collectIon, there should probably be no more than ten common performance IndIcators The 
follOWIng hst IS IllustratIve, but may serve as a basIS for InItIal dISCUSSIon 

I 
I 
I 
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INO I ObJectIve 

1 Effectlveness 

2 Effectlveness 

3 ServIce Impact 

4 Eqmty 

5 Management 

6 VHC authonty 

7 EfficIency 

S EfficIency 

9 RatIonal use 

10 SUStaInabIhty 

TABLES 

PossIble Common Drug Cost-shanng ObjectIves 
and Performance Indicators 

I QuantIfiable Performance IndIcators 

Tracer drugs m stock on day of supervlSlon 

Revenue collected relatIve to value of drugs consumed 

Annual mcrease m consultatIOns 

Patlents who do not receIve prescnbed and aVaIlable drugs 

Quarterly supervISOry reports completed dunng 12 months 

EXIstence of external hnnts on health uses of revenue 

Umt drug acqUISItIon cost relatIve to HMG averages 

Value of drugs spoIled or expIred relatIve to consumptIon 

PatIents treated WIth antlbIOtIcs 

Program's adnnmstratIve costs relatIve to drug costs 

Source Developed by study mvesngators 
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I Measure 

% 

% 

% 

% 

% 

YeslNo 

% 

% 

% 

% 

It should be clear to all Involved, mcludmg VHC members, health faCIlIty staff, DHO supervISOry staff, and 
collaboratmg NGO staff, that the selected performance mdicators constltute the cntena by WhICh theIr work 
WIll ultImately be evaluated 

The DHO Will reqmre a method for the consohdatIon of the data on mdividual mdicators at mdividual SItes 
Such a metho.Q may Involve weIghtIng the mdividual performance cntena m order to develop a compOSIte 
mdicator of overall performance at mdIVIdual drug cost-sharmg SIteS ThIS compOSIte IndIcator would probably 
weIght heavIly the first IndIcator presence of tracer drugs The compOSIte IndIcator wIll aId In the 
estabhshment of DHO supervISIon and support pnontIes It wIll also allow the DHO to momtor changes In 
drug cost-shanng SIte performance over tIme andlor after speCIfic Interventions 

The standard set of performance IndIcators WIll pernnt the MoH to ensure that drug cost-shanng 
Implementation, as a whole, follows MoH national pohcy and pnonty obJectIves, yet the focus on end results 
Will pernnt the operational fleXibIlIty necessary for drug cost-shanng InItiatives to adapt to local CIrcumstances 
To momtor progress, MoR drug cost-sharmg personnel WIll reqUIre regular (quarterly) reports from the DHO 
on the dIstnCt'S average score for each IndIcator and, perhaps, the compOSIte score for each drug cost -shanng 
SIte They Will also requIre data on a few dIstnct-level obJectives, for example, the percent of health facIhtIes 
WIth drug cost-shanng, the number ofVHCs that have receIved traInIng, etc ThIS data WIll pernnt the MoR 
to momtor progress In drug cost -shanng Implementation and make valId compansons among drug cost -shanng 
models that have operational dIfferences 

I 



58 Cost-Shanng In Pharmaceuncal DlStnbutwn 

Successful ImplementatIon of perfonnance IndIcators as descnbed above would facIlItate the IdentIficatIon of 
both schemes and sItes WIth supenor performance These schemes and sItes mIght receIve recogmtIon and 
other mcentIves to motIvate contInued supenor performance 

G Promote PartnershIps with Local Resources and InstItutIons 

WIthm the context of the ambItIous mfrastructure expanSIOn currently underway, the MoR should take 
advantage of all avmlable local resources and InstItutIOns The three drug cost-shanng schemes eXamIned by 
thts study represent a most sIgmficant resource Each IS currently generatIng sIgmficant amounts of revenue, 
nearly Rs 2,000,000 annually m the case of the WHOIHMG scheme 

It seems lIkely that fundmg agenCIes lIke K:fW and NIppon FoundatIon would agree that some of the resources 
they have prOVIded to HMG for drug cost-shanng be channeled to local organIzatIons, as long as there IS 
formal agreement between HMG and such organIzatIons as to the general objectIves of drug cost-shanng and 
the mdlcators by whIch progress IS to be evaluated 

In summary, If thIS suggestIOn IS accepted, the MoR would retmn control over polIcy through the definItIon 
of objectIves and performance-based evaluatIon cntena, but would delegate much of the field work to NGOs, 
or other InstItutIons collaboratIng WIth IndIVIdual DROs As necessary, the MoR could focus ItS own hmIted 
resources on any dIstrIcts where collaboratIng mstItutIons are lackmg Actually, the overSIght of actIVItIes In 
75 dIstncts would appear to be a dauntIng challenge, even If collaboratIng mstItutIons are IdentIfied mall 
dIStnCtS Furthermore, If maxImum use IS made of organIzatIons currently operatIng drug cost -shanng schemes, 
It mIght be pOSSIble to have SIgnIficant expanSIOn efforts m more than SIX dIStnCts In a relatIvely short tIme, 
that IS, less than one year 

H Adopt ReahstIc ImplementatIon Targets 

Current complmnts by drug cost-shanng's pnncipal fundmg agenCIes, KfW and NIppon FoundatIon, appear 
to ongtnate In perceptIons that ImplementatIon of drug cost-shanng actIVItIes has been SIgnIficantly delayed 
In fact, It IS clear that ongmally proposed targets have not been met It IS IrOnIC that the current Commumty 
Drug Programme proposal does not seek to buIld on the eXIStIng base of over 200 drug cost-shanng SItes 
already establIshed by local organIzatIons WIth Its plans to create and Implement an entIrely new scheme, the 
COP proposal IS, m effect, maxImIZIng the amount of work to be done 

The result of the current approach has been a very hIgh nsk strategy In terms of relatIOns WIth the fundIng 
agenCIes What KfW and the NIppon FoundatIOn presumably want are reports that drug cost-shanng SItes are 
operatmg What they have receIved so far are deSIgn documents These two agenCIes, however, do not appear 
to be mSlstent upon any partIcular model of drug cost-shanng They would probably be satIsfied WIth, and 
would support the extenSIOn of eXIStIng models to new faCIlItIes andlor dIstrIcts Furthermore, m theIr role as 
grant reCIpIents andlor contractors, the NGOs, always mterested m satIsfymg theIr chents m the hopes of 
acqumng addItIonal grants, would do everythIng reasonably pOSSIble to achIeve speCIfied targets For the same 
reason, they would also be reluctant to agree to targets that seem unrealIStIC based on theIr field expenence 
ThIS fact would be of practIcal asSIstance to HMG In ItS negotIatIons WIth the fundmg agenCIes 
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I Mamtam Leaderslup for Drug Cost-Shanng lD the MoB 

DocumentatIOn suggests that, m the field, the Mmistry of Local Development (MLD) IS collaboratmg 
effectIvely m support of drug cost-shanng actIVItIes 31 It IS also clear that MLD has an Important role to play 
m the strengthemng of VRCs as an mstrument of local governance for further development of democratIc 
processes m Nepal MLD IS to be commended for Its support 

The fundamental objectIve of drug cost-shanng, however, IS the Improvement of pharmaceutIcal avrulabilIty 
ThIS objective IS cntIcal to MoR attempts to Improve the qualIty and coverage of pnonty PRC servIces, the 
central objectIve of the whole health system As such, drug cost-shanng IS mherently a health proJect, WhICh 
should be dIrected by the MoR, although WIth collaboratIon and support from other IDImstnes, and from the 
Mmistry of Local Development, m particular 

J InvestIgate Gaps m Our Knowledge 

In the course of carrymg out thIS study, the mvestIgators have meVItably come across certaIn gaps In our 
knowledge that should be filled as plans for drug cost-shanng go forward The most Important of these 
mformatIon needs are lIsted below 

1 Inventory of exzstzng drug schemes Dr Kafle's 1992 In-depth Study of EXlstmg Drug 
Schemes m NepaiidentIfied twelve dIfferent organIZatIons (NGOs and donors) operatIng a 
total of 197 cost-shanng SItes Presumably some of these are no longer operatIng, whIle new 
ones have started It would be useful to have an up-to-date Inventory that descnbes all 
operatmg schemes, small and large 

2 Inventory of manufactzlrers and dzstnbutors If the recommendatIons of thIS study are 
adopted, pnvate sector manufacturers and dIstnbutors would playa major role In future MoR­
sponsored drug cost -sharmg actIVItIes The HMG Deparnnent of Drug AdIDImstratIon (DDA) 
has computenzed lIstIngs of all lIcensed manufacturers, Importers and dIstnbutors, as well as 
the products that each organIzatIon IS hcensed to handle U smg thIS database as a pomt of 

- departure, It would be useful to IdentIfy the companIes that already deal m the greatest 
numbers of products on the MoR essentIal drugs lIst Clearly Royal Drugs Ltd IS a leader 
Drawmg on DDA's expertIse and expenence concernmg drug qualIty control, It would also 
be useful to IdentIfy the companIes that are presumed to be the best candIdates for contract 
supphers to cost-shanng programs The next step would be to meet Informally WIth some of 
these groups and exchange Ideas on how such contracts could work Followmg thIS, It would 
be pOSSIble to make formal proposals based on the strategies recommended In thIS study 

3 Stzldy ofpnvate practzce by health workers It appears that there are pnvate drug shops near 
most pubhc health facIlItIes and that these shops are frequently owned by health faCIlIty 
personnel The establIshment of drug cost-recovery InItIatIves and therr optImal performance 
may, therefore, affect eXIStIng finanCIal mterests of some of the very personnel who would 
be expected to support those InItIatives The degree to whIch thIS type of confhct of mterest 
could Impede lIDplementatIon needs to be mvestigated It IDIght be feaSIble to IDItIgate such 
a problem, however, IfVHCs used cost-shanng revenues to reward performance of certaIn 
health faCIlIty staff 
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VIII NEXT STEPS 

In considenng next steps, thIS study and mtematlonal expenence suggest several general pnncipies that should 
be followed These are bnefly summanzed below 

1 Given the underlymg publIc health objectlve, the Mmlstry of Health should retam techmcal 
leadership of cost-shanng Imnatlves m terms of overall polIcy and objectlves 

2 

3 

4 

5 

6 

As a corollary to the above, and given the current overextenSIOn of MoR's operatlng capacIty, 
the MoH should not be requested to assume non-essentlal operatmg responsIbIlItIes that do 
not dIrectly mvolve oversIght of Its overall polIcy and obJectlves 

Drug cost-shanng Imtlatlves should buIld on eXIstlng expenence EXIStlng models should be 
adjusted, expanded and/or adapted to new condltlons 

Maximum possible advantage should be taken of eXIstlng human and mstltunonal resources 
that have expenence developmg and Implementlng cost-shanng schemes 

Maximum possible advantage should be taken of eXlstmg capacity m the pnvate sector to 
perform certam funcnons m a supply system that ensures that health facilltles have reasonable 
access to supplIes of essential drugs at appropnate pnces 

Drug cost-shanng ImtlatIves should be based on commumty management and control 

With the foregomg m mmd, the followmg strategic suggesnons are made for the consIderation of the MoH and 
ItS collaboratlng agencies It should be reemphasized at thiS pomt that the authors of thiS study do not clrum 
credit for the conceptualIzatIOn of these suggestions Rather, they denve from eXlstlng expenence and the 
many conversatIOns that the mvestIgators had With profeSSIOnals and managers of elements of the current 
publIc and pnvate sector drug dlstnbutIon systems 

1 All drug cost-shanng schemes estabbshed In the future should ensure commumty (VDC) 
ownerslnp of the program, IncludIng discretionary authonty over the use of the revenues 
Where necessary, eXIStIng schemes should be modIfied In a manner consistent With thiS 
suggestIOn 

InternatIOnal and NepalI expenence have both proven the Importance of active commumty partICipatIOn The 
apparent success of the WHOIHMG model m collecting and depOSIting revenues m local bank accounts, the 
average balances of which are now approachmg Rs 70,000, IS qUIte astoundmg (Forty-four percent of these 
balances, or a httle more than Rs 30,000 per health post, denve from savmgs achieved dunng the last three 
years) SimIlar results achIeved by the LalItpur Medical Insurance Scheme are also asSOCIated With slgmficant 
finanCial authonty delegated to the Health Post CommIttee 

Local MoH authontIes, however, appear to be greatly overextended and under-supported The Dlstnct Health 
Offices (DHOs) do not have enough staff to adequately perform their supervISOry functIOns They are also 
under-funded, makIng field work personally costly, as well as phYSically challengmg Drug cost-shanng 
ImtlatIves should coordmate closely With the DHO, but program deSigns should attempt to IDlmIDlze any 
additional burden on that office 
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2 WItlnn MoB-pohcy guIdehnes and obJectIves, expenenced NGOs should be funded to proVIde 
the support (techmcal, managenal, and superVISory) reqrured to estabhsh addItional drug cost­
sharIng sItes and, possIbly, to support the estabhshment of the suggested supply system to be 
operated by pnvate sector orgamzatIons 

It IS recommended that the MoR, WIth UNICEF support, negotIate grant agreements WIth NGOs to assume 
the responsIbIhty of estabhshmg communIty drug cost-shanng m specIfic dIstncts or parts of dIStrICtS The 
MoR, UNICEF and the collaboratIng fundmg agencIes should agree upon specIfic general charactenstIcs and 
objectIves that each partICIpatIng drug outlet should achIeve Withm these general charactenstIcs, mterested 
NGOs would present both technIcal proposals and fundmg reqUIrements to the MoR, WhICh would evaluate 
the proposals and negotiate agreements 

Regular reportIng on the estabhshment of drug cost-shanng SItes and on progress towards the achIevement of 
the quantItative targets of performance mdicators would be a part of each agreement Included among the 
reqUIrements of each grantee would be targets for achIevmg a hIgh degree of Village health commIttee 
overSIght of ItS health post or sub health post, as well as collaboratIon WIth, and support for, the responSIble 
ORO 

3 Each drug cost-shanng SIte should have access to a supply POInt, eventually to be operated by 
the pnvate sector, that relIably stocks all reqmred essential drugs and sells them to drug cost­
shanng SItes at umt pnces that reflect the SlgmfIcant economIes that can be obtaIned through 
large purchases 

A reasonable compromIse WIth the topographIC and econOmIC realIties of Nepal would be a supply source, 
"dIStrICt essential drugs store," located m the headquarters of each dIStnct that would sell the reqUIred drugs 
to the program's dIstrIbution pomts It IS recommended that each store stock the complete range of products 
reqUIred by the dIstrIbution pomts partICIpating m the program Sales records mamtamed at the dIStrIct store 
would prOVIde the data reqUIred to mOnItor the flow of products and revenues, WIthOUt the need for tryIng to 
collect and consohdate data from several mdependent supphers or many dIfferent scheme SItes VIllage health 
comnnttees or health facIhty personnel would determtne the quantity of each essential drug that they reqUIre, 
purchase It at the dIStrIct store and transport It back to the health faCIlIty It would be a "pull" system m 
lOgIstIcs tefffilDology, proVIdmg products only on demand Such systems are famthar to everyone smce every 
tea shop m the Kmgdom uses a SImIlar system 

The pnvate sector clearly has the capaCIty to proVide the reqUIred serVIce It IS suggested that, WIth techmcal 
support from UNICEF and, perhaps, from the fundmg agenCIes, and usmg a tendenng process, the MoR 
should contract WIth an agent to estabhsh the dIStrIct store for each dIStrICt m whIch a substantial number of 
drug cost-shanng SItes IS bemg establIshed An agent, such as SaJha, could probably operate dIStrICt stores m 
more than one dIStrIct, but for the country as a whole there should probably be more than one agent, each 
servmg a cluster of dIStncts The contracted agents should purchase theIr supplIes at pre-negotiated pnces from 
wholesale supplIers mcludmg (1) manufacturers hke Royal Drugs, Ltd, (2) Importers and wholesalers, and 
(3) the LMD and regIonal warehouses m the case of drugs purchased dIrectly by the MoR from mternatIonai 
sources such as UNIPAC Through ItS normal tendenng process, the MoR should negotiate umt pnces WIth 
local manufacturers, Importers and wholesalers that would be fixed for stipulated penods of time and would 
be paId by the contracted operators of the dIstrIct stores 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Next Steps 63 

The dIStnCt stores would charge a hrmted negotIated markup when they sell products to the drug cost-shanng 
umts The pnces charged could be the same throughout the Kmgdom The markup should not, however, be 
suffiCIent to cover all costs of dIStnCt store operatIon DIStnCt store operators should receIve addItIonal pen OdIC 
payments dIrectly from the MoR, upon deterrmnatIon that the perfonnance cntena stIpulated m therr contracts 
have been fulfilled The amount of these payments would be the vanable cost factor In the operator's tender 
offer and should constItute a performance mcentIve 

In effect, the UMN operates a system sImtlar to the one descnbed above for the five medIcal msurance scheme 
health posts m Lahtpur DIStnCt The pnncipal dIfferences of the UMN system are that It operates Its own 
"dIstnct store," rather than contractmg an agent m the pnvate sector to prOVIde thIS servIce, and It proVIdes 
transportatIon for those products requlSltIoned (purchased) m the regular monthly request, rather than placmg 
responsIbIhty for store-to-facIhty transportatIon on the facIhty or the health post commtttee 

To Implement these strategIes, the MoR's contract and grant admtmstratIon capaCIty should have access to 
techmcal and managenal support from UNICEF or the fundmg agenCIes The MoR has demonstrated the 
capaCIty to contract for the purchase of drugs, although there have been sIgmficant delays It would not be 
much more dIfficult to contract for the above descnbed dtstnbutIOn servIces and to award and admtmster 
grants to NGOs It IS recommended, however, that the ImtIal number of grants to NGOs not exceed four or 
five In addttIon, the possIbIhty that the NGOs be responsIble for the ImtIal contracts for supply sefVlces should 
be conSIdered 

It has been suggested that there may be no quahfied NGOs m certam dIStnCts ThIs may currently be the case, 
but thIS study recommends that drug cost-shanng be ImtIated where the greatest quantIty of expenence eXIsts 
At least one-thIrd of the dtstncts m Nepal have already had some expenence WIth drug cost -shanng mitIatIves 
It seems probable that extenSIons of the current spheres of mfluence of actIve NGOs would reach at least two­
thrrds, mcludmg the most populous, of Nepal's dIStnCtS Once these dIStnCtS have satIsfactonly functlOmng 
drug cost-shanng programs, It should not be dIfficult to IdentIfy NGOs qualIfied and wIllmg to extend the 
technology to the remammg dIStnCtS 

Fmally, the adoptIon of the strategies mentIoned above reqUIres that partlcipatIng organIzatIOns, mcludmg the 
MoR, UNICEF and the fundmg agenCIes, recognIze that the pnmary constramt to the development of drug 
cost-shanng ImtIatIves IS almost certamly not a lack of start-up capItal for ImtIal drug mventones (Dependmg 
on the length of the pipehne, whlch may be short If most products are purchased from local supphers, the value 
of reqUIred start-up mventones may be as low as a three-month's supply, perhaps Rs 20,000 per health post) 
The pnmary const:raJ.nts to the WIdespread ImtIatIon of successful drug cost -shanng are more hkely to be (1) 
the capaCIty to estabhsh functIonal VIllage health commtttees, capable of adrmmstratIve overSIght of health 
facilItIes and proper management of the revenues that WIll be collected, and (2) the abIhty to estabhsh the 
supply system These tasks should receIve a SIgnIficant share of the finanCIal resources currently bemg made 
aVaIlable by KfW and NIppon FoundatIon If that IS done, and the above descnbed strategIes adopted, a very 
substantIal number of health facIhtIes should be supported by effective drug cost-shanng schemes by the year 
2000 That support should result m substantial Improvement m the dehvery and dtstnbutIon of pnmary care 
servIces and may constItute an essential contnbutIon to the very ambItious effort to estabhsh a health faCIlIty 
m everyVDC 
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Annex 1A Tracer Drug List for District Hospitals 
(Also Applied at Regional Warehouses and Retail Pharmacies) 

I 
1 Acetylsalicylic ACid 300mg tab 

I 
2 Aluminum Hydroxide 500 mg tab 
3 Aminophylline 100 mg tab 
4 Amoxycllhn 250 mg tab 

I 
5 Anti-Rabies 100lU amp 
6 Atropine 1 mg amp 
7 BenzoIc ACld+Salicyl 6+3% crm 

I 8 Benzyl Benzoate 25% 1L eml 
9 Chloramphemcol 250mg cap 
10 Chlorhexldlne Conc 5% 1L sol 

I 11 ChloroqUine 150 mg tab 
12 Chlorphemramlne 4mg tab 
13 Chlorpromazine 25mg tab 

I 14 Co-tnmoxazole 400+80 mg tab 
15 Dapsone 50mg tab 
16 Dexamethasone 500 mg tab 

'I 17 Diazepam 10 mg/2ml amp 
18 Digoxin 250mcg tab 
19 Ergometnne 200 mcg tab 

I 20 Ergometnne Methyl 0125 mg/ml amp 
21 Ether Inhalation 1-2% 

I 
22 Ferrous sui +Follc ACid 60+025 mg cap 
23 Furosemide 40mg tab 
24 Furosemide 10 mg Iml amp 

I 
25 Gentian Violet 25 grms pdr 
26 Ghbenclamlde 5mg tab 
27 Glucose Inj Soln 5% 

I 
28 Glyceryl Tnmtrate 500 mcg tab 
29 Hydrochlorothiazide 50mg tab 
30 Hydrochlorothiazide 25mg tab 

I 
31 Ibuprofen 200mg tab 
32 Insulin 401U/ml 
33 Isomazld 100 mg tab 

I 34 Isomazld 300 mg tab 
35 Lidocaine 2% 50ml val 
36 Lignocaine Anaesth 1% 

I 37 Magnesium Sulphate 1kg pdr 
38 Mebendazole 100 mg tab 
39 Metoclopramlde 10 mg tab 

I 40 Metromdazole 250mg tab 
41 ORS 1L pdr 
42 Oxygen Inhalation 

I 43 Paracetamol 500 mg tab 

I ~ 



44 Paracetamol 125 mg/5ml bot 
45 Phenobarbital 30 mg tab 
46 Phenoxymeth Penicillin 250 mg tab 
47 Phenytoin 100 mg cap 
48 Piperazine 300 mg tab 
49 POVidone Iodine 10% 450 ml sol 
50 Procaine Penicillin 400000 IU val 
51 Promethazine 25 mg tab 
52 Promethazine 10 mg tab 
53 Propranolol 40 mg tab 
54 Pyrazinamide 500 mg tab 
55 RifampICin 300 mg cap 
56 RifampIcin 150 mg cap 
57 Ringer's Lactate 500 ml bot 
58 Salbutamol 4 mg tab 
59 Salbutamol 2 mg tab 
60 Sodium ChlOride 0 9% Inj 
61 Tetanus Inj 
62 Tetracycline 250 mg cap 
63 Tetracycline Eye 1% ont 
64 Water for Injection 5 ml amp 

I/o • 
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Annex 1 B Tracer Drug List for Pramary Health Center 

I 
1 AcetylsalIcyhc ACid 300 mg tab 

I 
2 Aluminum Hydroxide 500 mg tab 
3 AminophyllIne 100 mg tab 
4 Amoxycllhn 250 mg tab 

I 5 BenzoIc ACld+Sahcyl 6+3% crm 
6 Benzyl Benzoate 25% 1L eml 
7 Chloramphenicol 250 mg cap 

I 8 Chlorhexldlne Conc 5% 1L sol 
9 Chloroquine 150 mg tab 
10 Chlorphenlramlne 4mg tab 

I 11 Chlorpromazine 25mg tab 
12 Co-trlmoxazole 400+80 mg tab 
13 Dapsone 50mg tab 

I 14 Dexamethasone 500 mg tab 
15 Ergometrine 200 mcg tab 

I 
16 Ergometrine Methyl 0125 mg/ml amp 
17 Ferrous sui +Follc ACid 60+025 mg cap 
18 Furosemide 40mg tab 

I 
19 Furosemide 10 mg Iml amp 
20 Gentian Violet 25 grms pdr 
21 Ghbenclamlde 5mg tab 

I 22 Glyceryl Tnmtrate 500 mcg tab 
23 Hydrochlorothiazide 50mg tab 
24 Hydrochlorothiazide 25mg tab 

I 25 Ibuprofen 200 mg tab 
26 IsoniaZid 100 mg tab 
27 IsoniaZid 300 mg tab 

I 28 Lidocaine 2% 50ml val 
29 Lignocaine Anaesth 1% 
30 Magnesium Sulphate 1 kg pdr 

I 31 Mebendazole 100 mg tab 
32 Metronidazole 250 mg tab 
33 DRS 1L pdr 

I 34 Paracetamol 500 mg tab 
35 Paracetamol 125 mg/5ml bot 

I 
36 Phenobarbital 30mg tab 
37 Phenoxymeth Penlcllhn 250mg tab 
38 Phenytoin 100 mg cap 

I 
39 Piperazine 300 mg tab 
40 Povidone Iodine 10% 450ml sol 
41 Procaine PenicillIn 400000lU val 

I 
I '1 



mg a 
43 10 mg tab 
44 40mg tab 
45 500 mg tab 
46 300mg cap 
47 150 mg cap 
48 500ml bot 
49 4mg tab 
50 09% InJ 
51 Tetanus InJ 
52 Tetracycline 250mg cap 
53 Tetracycline Eye 1% ont 
54 Water for Injection 5ml amp 
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Annex 1 C Tracer Drug List for Health Posts 

I 1 Acetylsallcyhc ACid 300 mg tab 

I 
2 Aluminum Hydroxide 500 mg tab 
3 Aminophylline 100 mg tab 
4 Amoxycllhn 250 mg tab 

I 5 Benzyl Benzoate 25% 1L eml 
6 Chloramphenicol 250 mg cap 
7 Chlorhexldlne Conc 5% 1L sol 

I 8 Chloroquine 150 mg tab 
9 ChlorphenIramlne 4mg tab 
10 Co-tnmoxazole 400+80 mg tab 

I 11 Dapsone 50mg tab 
12 Dexamethasone 500 mcg tab 
13 Diazepam 10 mg 12ml amp 

I 14 Ergometnne Methyl amp 
15 Ferrous sui +Fohc ACid 60+025 mg cap 

I 
16 Furosemide 40mg tab 
17 Furosemide 10 mg Iml amp 
18 GentIan Violet 25 grms pdr 

I 
19 Hydrochlorothiazide 25mg tab 
20 Ibuprofen 200mg tab 
21 Isoniazid 100 mg tab 

I 
22 Lidocaine 2% 50ml val 
23 Magnesium Sulphate 1 kg pdr 
24 Mebendazole 100 mg tab 

I 25 Metronidazole 250 mg tab 
26 ORS 1L pdr 
27 Paracetamol 500 mg tab 

I 28 Paracetamol 125 mg/5ml bot 
29 Phenoxymeth Penicillin 250 mg tab 
30 Piperazine 300mg tab 

I 31 Povidone Iodine 10% 450ml sol 
32 Procaine Penicillin 400000lU val 
33 Promethazine 25mg tab 

I 34 RifampIcin 150 mg cap 
35 Ringer's Lactate 500ml bot 

I 
36 Salbutamol 4mg tab 
37 Tetracycline 250 mg cap 
38 Tetracycline Eye 1% ont 

I 
39 Water for InjectIon 5ml amp 

I 
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Annex 1 D Tracer Drug List for Sub-Health Posts 

1 Acetylsahcyllc ACid 300mg tab 
2 Aluminum Hydroxide 500mg tab 
3 Aminophylline 100 mg tab 
4 Amoxycllhn 250mg tab 
5 Benzyl Benzoate 25% 1L eml 
6 Chloramphenicol 250 mg cap 
7 Chlorhexldlne Conc 5% 1L sol 
8 Chlorphenlramlne 4mg tab 

\ 9 Co-tnmoxazole 400+80 mg tab -
10 Ferrous Sui +Follc ACid 60+025 mg cap 
11 Gentian Violet 25 grms pdr 
12 Lidocaine 2% 50ml val 
13 Lignocaine Anaesth 1% 
14 Mebendazole 100 mg tab 
15 Metronidazole tab 
16 DRS 1L pdr 
17 Paracetamol 500 mg tab 
18 Paracetamol 125 mg/5ml bot 
19 Piperazine 300 mg tab 
20 Povidone Iodine 10% 450ml sol 
21 Procaine Penicillin 400000lU val 
22 Promethazine 25mg tab 
23 PromethaZine 10 mg tab 
24 Tetracycline 250mg cap 
25 Tetracycline Eye 1% ont 
26 Water for Injection 5ml amp 
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ANNEX 2 MIX OF DRUGS USED FOR PRICE COMPARISONS 



Annex 2 MIx of Drugs Used for Price Comparisons 

Umt Price In Rupees 
Product Strength Df)sage Qtyto LMD '94 UNICEF Int'l Max Ktm Min Ktm UMN BNMT 

Form HIli HPs Tender Sample (1) Retail Retail 

1 Acetylsalicylic ACid 300 mg Tab 3,000 01200 01616 02163 04200 01500 01441 01200 

2 Aminophylline 100 mg Tab 1,000 01200 02293 03416 08000 02000 01202 01293 

3 Amoxlclilin 250 mg Tab 10,000 24500 16740 21461 46200 35000 19770 23500 

4 Chloramphenicol 250 mg Tab 3,000 1 3000 13730 14516 33000 18000 08727 15500 

5 Chlorphenlramlne Maleate 4mg Tab 1,000 00491 00759 01651 02000 00500 00482 00518 

6 Co-trlmoxazole 400/80 mg Tab 4,500 07500 07630 08482 14600 11000 07421 09000 

7 Diazepam 10 mg/2ml Amp 10 34600 46720 51574 127500 36700 53000 95000 

8 Ergometrine Methyl 0125 mg/ml Amp 20 50660 45520 69276 176600 176600 72000 152200 

9 Furosemide 10 mg/ml Amp 10 33600 61090 50416 41000 41000 34000 31600 

10 Furosemide 40 mg Tab 100 02900 04312 03700 05600 04500 03380 03100 

11 Gentian Violet 25 9 Pdr 3 160200 71 7400 940677 400000 320000 250000 163200 

12 Ibuprofen 200 mg Tab 300 04288 06648 05180 06500 06000 03100 04300 

13 Mebendazole 100 mg Tab 1,500 08000 06408 03815 24500 12000 03680 09660 

14 Metronidazole 200 mg Tab 3,000 04250 04348 04725 07700 06000 02900 04500 

15 Paracetamol 500 mg Tab 9,000 03000 00855 03245 06000 05900 02160 02600 

16 Ringer's Lactate 500 ml Bot 20 200000 856400 483863 280000 280000 188500 240000 

TOTAL COST IN RUPEES 38,254 30,487 37,382 77,768 56,272 30,504 39,000 

1 Prices from MSH 1995 International Drug Pnce Indicator GUide 

~ 
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