A user-friendly fold-out table provides the international experience in the
performance of these functions in terms of feasibility, equity, efficiency and
sustainability at a glance. An Executive Summary is provided in Chinese, English,
French, Portuguese and Spanish.
To facilitate drawing from the experience of other countries, the report presents
country case studies that highlight some of the factors that have contributed to the
successful set-up and implementation of these functions.
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This report reviews health care financing in resource-poor countries. It offers a
framework to assess the performance of a health care financing system and make it
more equitable, efficient and sustainable by optimizing the three key functions of
health care financing: revenue collection, pooling of funds and purchasing.
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"Stronger health systems are needed to promote health equity, deliver effective
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Foreword
Despite impressive progress since 1950, huge challenges remain in the effort to
improve health outcomes in developing countries and achieve related goals concerning
universal coverage, basic needs, equity, inclusion, risk protection and reaching poor and
marginalized groups. One of these challenges is how health should be financed – who
should pay how much and through what arrangements, given the reality that the services
and other actions needed to attain desired health results inevitably involve costs that
must be financed somehow.
This is no simple matter. Developing countries’ public, private and civil society sectors,
together with external donors and other partners, act as financiers and/or providers of
health services. Funds are mobilized through taxes, social security/insurance systems,
fees, grants, loans and other revenue-generating instruments, and flow through budgets
and various off-budget channels. The public and private choices that are made in this
complex space have profound implications not just for which groups bear what share of
the costs, but also for who actually gets services and in what quantity and quality.
Diane McIntyre captures here the state of thinking and evidence on health care
financing choices and their impact in developing countries, and points out that a hardwon consensus has been achieved in the field. There is now little doubt that prevailing
systems that rely heavily on out-of-pocket fees – with all their adverse effects, including
their impoverishing effect on vulnerable households – are too dominant now and need to
give way to more modern solutions drawing on prepayment and integrated risk pools.
Her analysis provides sufficient details to demonstrate clearly the complex issues under
discussion. Useful country examples are employed to illustrate points made in the text,
a summary policy recommendation table is provided in the conclusions, and policy
guidance is practical and specific.
The hard-won technical consensus now needs to be communicated clearly and
effectively. At the Health Financing Task Force (www.healthfinancingtaskforce.org),
we are committed to doing just that, promoting the application of evidence-based health
financing policies in developing countries. Dr McIntyre’s work provides an excellent
example of what can and should be done to move things forward.

David de Ferranti
Chair, Health Financing Task Force
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Glossary
actuarial
information
system

in the health insurance context, a system that contains information about the demographic
and morbidity profiles of health insurance scheme members and that can be used to
estimate members’ probable future health care use and the related expenditure required
from the insurance scheme

adverse selection

the likelihood that a person with a high risk of illness and a greater need for frequent
health care will be more likely to enrol in a health insurance scheme than a person with
a low risk of illness and less need for frequent health care use

allocative
efficiency

the allocation of resources preferentially to health services providing care for those
aspects of ill-health for which effective interventions exist and which are most common
in the community being served, with priority given, among those preferential services,
to the most cost-effective interventions, i.e. interventions offering the lowest cost per
unit of health outcome (see also technical efficiency, below)

appropriate
referral route

the order in which a patient seeks care, or is advised to seek care, from the different
levels of health care provider: with the exception of emergency care, the most logical
and efficient route begins with a provider at the primary care level (e.g. a government
primary health care centre or a general practitioner), followed, as required and as
recommended by the primary health care provider, to a higher level of care; the aim is
to avoid use of specialist or hospital care if a health problem can be addressed, at lower
cost, at the primary health care level

basket fund

the pooling of funds provided by government and donors into a single basket, which is
then used to implement public sector health services in accordance with a strategic plan
agreed by all contributors to the basket

breadth of coverage: the proportion of the total population covered by health insurance
breadth and
depth of coverage depth of coverage: the composition of the health insurance benefit package – the more
comprehensive the package, the greater the depth of coverage

capitation

an amount of money per capita or per person, which may be adjusted for the relative risk
of that person needing health care (see risk-adjusted capitation, below)

capitation fee

usually, a negotiated payment paid for an agreed period of time by an insurance scheme
to a health care provider per person covered by the scheme and receiving health care
from the provider

catastrophic event an episode of acute illness or a long-term illness that requires unexpected health care so
costly as to risk impoverishing a household

catastrophic
expenditure

expenditure at such a high level as to force households to reduce spending on other basic
goods (e.g. food or water), to sell assets or to incur high levels of debt, and ultimately
to risk impoverishment

cherry-picking
(sometimes
called “creamskimming”)

the practice whereby an insurance scheme enrols a disproportionate percentage of
individuals (e.g. young people) who present a lower than average risk of ill-health
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community-based an insurance scheme to which members of a local, often rural but also peri-urban,
community pay a small contribution and which then pays the fees charged by local
prepayment
health services
scheme
(also called
"communitybased health
insurance" or
"community
health fund")
community-rated a contribution to health insurance calculated on the basis of the insurance claims profile of
the entire community or of the insurance scheme, or on the basis of the average expected
contribution
cost of health service use of the entire insured group rather than of an individual

consumer price
index (also called
“inflation rate”)

the average price of a basket of goods and services bought by a typical consumer or
household over a given time

co-payment

out-of-pocket (see below) partial payment by a health insurance member for health
services used in addition to the amount paid by the insurance: the aim is to place some
cost burden on members and thereby discourage them from excessive use of health
services

costed-norms
approach

an approach that determines, for each geographic area within a country, the health
services to be provided by each type of health facility in the area according to its size,
equipment and staffing level, and that calculates the cost of meeting these norms in each
area: the aim is to ensure that the different geographic areas in the country have access
to comparable health services

cream-skimming

see cherry-picking, above

cross-subsidies

see income and risk cross-subsidies, below

deficit budget

government spending at levels exceeding the revenue it is able to generate from taxes

deficit financing

government spending at levels exceeding the revenue from general tax and other
government sources but covered by domestic or international loans

diagnosis related
group

the grouping of patients according to such criteria as diagnosis, likely medical procedures
required, age, sex, and the presence of complications or co-existent illness: since each
group is comprised of patients presenting similar clinical problems and likely to require
the same level of hospital resources, a government or insurance scheme can estimate
relatively easily how much it has to reimburse a hospital for services rendered to patients
in each group

donor-pooled
health fund

a fund into which a number of donors combine most or all of their funding so that it can
be used to support a range of public sector health services, rather than having separate
individual funds, each earmarked for the health project preferred by the donor

fiscal space

“room” or leeway within the government budget to direct resources to a specific activity
that the government regards as important, without jeopardizing the sustainability of the
government’s overall financial situation

formal sector

the official sector of the economy, regulated by society’s institutions, recognized by the
government and recorded in official statistics (see also informal sector, below)

fund pooling

accumulation of prepaid health care revenues, such as health insurance contributions, that
can be used to benefit a population: the aim is to share risk across the population, so that
unexpected health care expenditure does not fall solely on an individual or household,
with sometimes catastrophic consequences (see catastrophic expenditure, above)



general budget
support

financial support through donor funds that are all given to a country’s ministry of finance
rather than directly to the ministry of health: the ultimate decision about how the funds
should be distributed between the health sector and other sectors rests with the ministry
of finance

general sales tax

tax based on a percentage of the selling price of goods and services, imposed by the
government at the point of sale, collected by the retailer and passed on to the state

general taxes

direct taxes, such as company and personal income tax, indirect taxes such as value
added tax (VAT) (see below) or general sales tax (GST) (see above), and customs and
excise duties

income and risk
cross-subsidies

income cross-subsidy: whereby the wealthy make greater contributions to health care
funding than the poor but all have access to the same range of health services
risk cross-subsidy: whereby people with a greater need for health care (i.e. high-risk
individuals) are able to use more health services than those who are healthy (i.e. lowrisk individuals), irrespective of the contribution made by each group

incremental
budgeting

budgeting for a particular health service or facility on the basis of the previous year’s
budget but with a small increment (or increase)

indigent

refers to a very poor person or a person who has no observable or adequate means of
income and who obtains no support from any source whatsoever

informal sector

the unofficial sector of the economy, in which income and the means used to obtain it
are unregulated, and which coexists within a legal and social environment where similar
income-producing activities are regulated: in the informal sector, labour relations,
where they exist, are based mostly on casual employment, kinship or personal and
social relations rather than on contractual arrangements with formal guarantees (see
also formal sector, above)

international
financing
institutions

organizations, such as the World Bank and the International Monetary Fund, that are
multilateral (i.e. have a mandate from, and interact with, many governments) and that
deal with financial issues

low- and middleincome countries

in 2005, low-income countries were classified by the World Bank as countries with a per
capita gross national income (GNI) of US$ 875 or less and middle-income countries as
those with a per capita GNI of US$ 876 to US$ 10 725

mandatory health a health insurance scheme to which certain population groups or the entire population
must belong by law: such schemes, which imply income and risk cross-subsidies (see
insurance

above), are founded on the principle of social solidarity, whereby individuals contribute
to the insurance according to their ability to pay (or their income) and benefit from
coverage according to their need for health care

marginal income
tax rate

a percentage levied by the government on the last unit (e.g. dollar or pound) that an
individual earns: for example, if income is taxed at 5% from US$ 0 up to US$ 50 000,
10% from US$ 50 000 to US$ 100 000, and 15% for over US$ 100 000, a taxpayer with
an income of US$ 175 000 would have a marginal tax rate of 15% but a person with an
income of US$ 75 000 would have a marginal tax rate of 10%

marginalization
index

a composite index of socio-economic status used in Mexico to guide resource allocation:
it includes such indicators as educational status, access to potable water and sanitation,
and overcrowding

means testing

a means of determining the income of an individual and, usually in a health sector
context, the individual’s right to exemption from paying for health services or from
contributing to a health insurance scheme
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medium-term
expenditure
framework

a system of three-year (or longer-term) rolling budgets (see below) which creates a
predictable medium-term planning environment, gives the health sector an advance
indication of allocations likely to be made over the next few years and thus allows policy
development and implementation to be linked with resources over time

micro-insurance

see community-based prepayment scheme, above

moral hazard

a tendency of entitlement to the benefits of health insurance to act as a strong incentive
for people to consume more and “better” health care and a weak incentive for them to
maintain a healthy lifestyle

multilateral debt
relief initiative

an initiative to fully cancel the debt owed by some countries to international financing
institutions (see above)

mutual health
insurance

see community-based prepayment scheme, above

national health
insurance

a mandatory health insurance scheme (see above) that covers all or most of the
population, whether or not individuals have contributed to the scheme

needs-based
formula

a formula used to inform the allocation of health care resources among different
geographic areas: it includes indicators of each area’s need for health care, such as
population size, the age and sex composition of the population, and its relative burden
of ill-health

out-of-pocket
payment

payment made by an individual patient directly to a health care provider, as distinct from
payments made by a health insurance scheme or taken from government revenue

perverse incentive an incentive that can lead to behaviour contrary to the goals of public health policy: for

example, services offered to beneficiaries free of charge may encourage beneficiaries to
consume medical care without regard to cost, thus leading to moral hazard (see above)

poverty reduction documents that are prepared by developing country governments in collaboration
with the World Bank, the International Monetary Fund, civil society, and development
strategy papers
partners, that set out a national strategy for promoting growth and reducing poverty and
that specify the policies, programmes, sources of financing and external financing needed
to implement the strategy: Poverty Reduction Strategy Papers are needed by countries
seeking to obtain debt relief under the Heavily Indebted Poor Countries Initiative

prepayment
funding

payments made by individuals via taxes or health insurance contributions before they
need to use a health service: prepayment contributions are pooled (see fund pooling,
above)

progressive
(or equitable)
contribution
mechanism

a financing mechanism whereby high-income groups contribute a higher percentage of
their income than do low-income groups

proportional
contributions

a financing mechanism, whereby everyone contributes the same percentage of income
to a health insurance scheme, irrespective of income level

regressive
contribution

a financing mechanism whereby low-income groups contribute a higher percentage of
their income than high-income groups

reinsurance

an insurance for insurers: in the case of health insurance, a process whereby several
small health insurance schemes can transfer the risk of unexpectedly high health care
expenditure (or of adverse selection, see above) to a single insurer (a “reinsurer”)

risk-adjusted
capitation

a per capita (or per person) amount of money paid to a health care provider that is based
on a person’s likelihood, or risk, of requiring health care (judging from indicators of
risk, such as age, gender, and the presence of chronic disease)
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risk-adjusted,
or needsbased, resource
allocation

the allocation of resources among several geographic areas (in the case of general taxfunded services) or individual insurance schemes (in the case of a mandatory health
insurance system) based on the relative need for health care or the risk of incurring
health care expenditure (based on indicators such as age, gender and morbidity profiles)
(see needs-based formula, above)

risk equalization

a mechanism whereby revenue accruing from contributions to several health insurance
schemes or health funds acting as financing intermediaries (i.e. organizations that
receive contributions and pay health care providers) for a social health insurance system
is pooled and the individual schemes allocated an amount which reflects the expected
costs of each scheme according to the overall ill-health risk profile of its membership
(calculated on a risk-adjusted capitation basis, see above)

risk pooling

risk sharing across a group of people or across the entire population, so that unexpected
health care expenditure does not fall solely on an individual or household and that
individuals and households are protected from catastrophic expenditure (see above)

risk-rated
contribution

the contribution an individual or group pays to an insurance scheme adjusted to the level
of the individual’s or group’s risk of illness, expected future cost of health care use or
past claims experience

rolling budget

a system of budgeting within a medium-term expenditure framework (see above) whereby
future budgets covering a period of several years (say, three years or five years or more)
are prepared or revised every year: e.g. for a three-year rolling budget, in 2000, budgets
are prepared for 2001, 2002 and 2003; in 2001, the final budget for 2002 is prepared, the
2003 budget revised if necessary and the 2004 budget prepared; and so on

sector-wide
approach

a mechanism for collecting funds to support a health policy and expenditure programme
that is implemented and managed by the government through a common approach across
the health sector: the aim is to increase the coordination and efficiency of development
aid and prompt beneficiary governments to take the leadership in strategy formulation
and policy implementation

social health
insurance

a mandatory health insurance (see above), to which only certain groups are legally
required to subscribe or which provides benefits only to those who make insurance
contributions

technical
efficiency

a measure of the maximum number of health services that can be provided within a
specific budget or a measure of the lowest cost needed for each health service to function
without compromising quality of care (see allocative efficiency, above)

top-up voluntary
health insurance

a voluntary health insurance scheme that covers the costs of services not funded from
tax revenue or not covered by a mandatory insurance scheme providing a specified
package of health services that is not comprehensive

universal
coverage

a health system that provides all citizens with adequate health care, regardless of their
employment status or any other factors

user fee

a fee charged at the place and time of service use within a public health facility and paid
on an out-of-pocket basis (see above)

value added tax

a form of indirect tax applied to the value added at each stage a manufactured product
goes through, from production to sale: it differs from the general sales tax (see above),
which is levied on the total value of the product

voluntary health
insurance

a health insurance, to which an individual or group can subscribe without a legal
requirement to do so
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Executive summary
Health care financing is once again prominent on the global health policy agenda. The
difficulty that low- and middle-income countries have in providing for the health care
needs of their populations remains a major problem. At the same time, the current focus
on poverty reduction, as reflected in the Millennium Development Goals (MDGs) and
other international initiatives, has spurred a growing emphasis on the need for health
care financing mechanisms that protect the populations of these countries from the
potentially impoverishing effects of health care costs.
This report reviews health care financing in low- and middle-income countries as it
relates to three main functions:
• Revenue collection, which concerns the sources of funds, their structure, and the
means by which they are collected.
• Pooling of funds, which addresses: the unpredictability of illness, particularly at the
individual level; the inability of individuals to mobilize sufficient resources to cover
unexpected health care costs; and, consequently, the need to spread health risks over
as broad a population group and period of time as possible.
• Purchasing, which transfers pooled resources to health service providers so that
appropriate and efficient services are available to the population.
Enormous challenges face low- and middle-income countries confronted with the need
to improve or replace their existing health care financing system. Yet, several countries
with limited financial resources have managed to improve the health of their populations
by introducing innovative health care financing mechanisms and health care provision,
as well as by encouraging health-fostering interventions that take place, or stem from,
outside the health system. By improving revenue collection, risk pooling and purchasing
and by learning from the experience of other low- and middle-income countries and
adapting it to their own circumstances, all resource-poor countries can improve their
health care financing systems and make them more equitable, efficient and sustainable.
Examples of “best practice” could be highly instructive but, regrettably, there is a
paucity of success stories. Indeed, there is real scope for future research to document
how these health care financing functions actually operate in countries. Two countries,
for example, Costa Rica and Sri Lanka, are widely regarded as having been successful in
setting up and implementing these functions. This report highlights some of the factors
that have contributed to the success. However, a deeper study identifying additional
factors would be an enlightening exercise.
A few “take-home messages” emerge from this review of international experience and
current thinking:
• Every effort should be made to achieve universal health care coverage – defined as
a system that provides all citizens with adequate health care at an affordable cost
– by a prepayment financing mechanism.
• A health care financing mechanism should provide sufficient financial protection,
so that no household is impoverished because of a need to use health services.
One way of providing such protection is by incorporating a risk-sharing plan in the
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health care financing mechanism, whereby unexpected health care expenditure does
not fall solely on an individual or household.
• These first two objectives imply a need for strong cross-subsidies within the health
system, both in terms of income (cross-subsidies from the wealthy to the poor) and
of risk of requiring health care (cross-subsidies from the healthy, or low-risk, to the
ill, or high-risk, individuals).
• The need for cross-subsidies implies in turn that prepayment funding mechanisms,
whereby people contribute regularly to health costs in the form of tax payments
and/or health insurance contributions, should be at the core of health financing.
• Progressive (or equitable) contribution mechanisms involving income crosssubsidies should be preferred to regressive (or inequitable) mechanisms.
• Health care benefit packages covering the major causes of ill-health should be
encouraged, since they ensure that those in need derive optimal benefit from health
services and receive value for the money spent on these services.
• Cross-subsidies should be adopted on a system-wide basis and focused not only on
who contributes how much to funding the health care system but also on how the
funds are pooled and how and what services are purchased for whose benefit.
• A system-wide approach for cross-subsidies means that a health care financing
mechanism should not be considered in isolation but rather in relation to how it can
contribute to cross-subsidies in the overall health system.
• The emphasis should be increasingly on integrated financing mechanisms:
fragmentation of financing mechanisms reduces the potential for cross-subsidies.

Introduction

Health care financing is once again prominent on the global health policy agenda. Over
the last few years, several books have been written on the subject (Dror and Preker, 2002;
Gottret and Scheiber, 2006; Preker and Carrin, 2004); resolutions have been adopted
by multilateral organizations (World Health Organization, 2005b); and numerous
conferences and workshops have been held on the topic. Several factors are fuelling
this resurgence of interest. The difficulty that low- and middle-income countries have
in providing for the health care needs of their populations remains a major problem.
Moreover, the so-called "health care financing gap" has been spotlighted by the MDGs,
as have the escalating burden of ill-health related to the AIDS epidemic, particularly
in Africa and Asia, and a growing prevalence of non-communicable diseases in some
low- and middle-income countries. There is a race against time to achieve the MDGs by
the 2015 deadline. The socio-economic development issues enshrined in the MDGs are
likely to facilitate the attainment not only of the poverty-related MDGs but, given the
social determinants of health, also of the health-related MDGs. Health systems could
certainly play a critical role in this process but to do so they need adequate funding and
good management (Freedman et al., 2005).
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Part of the revival of interest in health care financing is due to the realization that new
mechanisms are required that go beyond conventional wisdom. In the 1980s and 1990s,
cost-recovery or cost-sharing systems that
called for contributions from users of public
Prepayment health care financing, whereby people
sector facilities, primarily through direct outcontribute regularly to the cost of health care through
of-pocket payments or user fees, were much
tax payments and/or health insurance contributions,
in the public eye (Akin et al., 1987). However,
provides greater financial protection to households
in recent years, the consensus has grown that
than – and is, therefore, preferable to – out-of-pocket
prepayment health care financing, whereby
health care financing.
people contribute regularly to the cost of
health care through tax payments and/or health
insurance contributions, provides greater financial protection to households than – and
is, therefore, preferable to – out-of-pocket health care financing (Preker and Carrin,
2004; World Health Organization, 2000; World Health Organization, 2005a).
This report highlights the issues that should be taken into account when changing a
health care financing system. Its conclusions are based on the experience of low- and
middle-income countries, particularly in Africa, Asia, Latin America and the Caribbean,
and also, where relevant, on the experience of high-income countries. It seeks to identify
“best practice”, i.e. what has worked well in the different countries. However, detailed
examples of best practice are hard to come by. It is not so easy to determine just why a
given health care financing strategy works well and has produced a health system that
can, to all intents and purposes, be regarded as successful. One reason for this difficulty
is that problems in health systems generally overshadow so-called "success stories". To
some extent, this report follows the trend: in order to signpost avoidable mistakes that
may be made in changing health systems or health financing systems, this report seeks
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to pinpoint problems that are repeatedly found in health systems around the world. To
quote a Russian proverb, “the wise learn from others’ mistakes; fools learn from their
own”.
There is no “one-size-fits-all” solution. Best practices are not the answer for every
country. A strategy that works well in one country may not work well in another. What
changes can be made in a country’s health care financing system, the pace at which
they can be made and the effects of the changes will depend on the characteristics of
the previous system and on the country’s macro-economic, social and political setting.
This report attempts to provide guidance on possible approaches to adopt and pitfalls
to avoid.

Main mechanisms of health care financing

Government funding
Government funds are generally derived from taxes, including direct taxes, levied on
personal and company income, and indirect taxes, such as value added tax and customs
duties. Government funds may also accrue from deficit financing, whereby domestic
or international loans are secured to fund government activities over and above those
funded from general tax revenue alone. Donor funding, from bilateral or multilateral
international organizations, may take the form of loans, which have to be repaid along
with interest charges, or of aid grants, which do not have to be repaid.

Health insurance
There are several types of health insurance. Mandatory Health Insurance (NHI) is an
insurance system that the law requires certain population groups or the entire population
to adhere to, in contrast to voluntary health insurance, which carries no such legal
requirement.

Mandatory health insurance
Mandatory health insurance is often called "social health insurance" (SHI), especially
if only certain groups are legally required to become members or if only those who
make insurance contributions are entitled to coverage. NHI is also a form of mandatory
health insurance but one that covers the entire population, including individuals who
have not personally contributed to the scheme. The terms "social health insurance" and
"national health insurance" are often used interchangeably but the more inclusive term
"mandatory insurance" will be used for either form in this report. Mandatory health
insurance is based on the principle of social solidarity. Contributions are “communityrated”, i.e. based on the average expected cost of health service use by the entire insured
group and not by that of an individual or sub-group. Contributions can also be tailored
to income level and, in some cases, to the number of dependents covered by the scheme.
There may be a single insurance fund or several insurance funds. Where there are
several funds, a standardized, prescribed minimum benefit package is usually specified
in the enabling legislation and a mechanism is put in place for sharing risks among the
different funds.
Sometimes it is difficult to distinguish between income tax funding and mandatory
insurance, as both are collected through payroll deductions. As Normand (1999) writes,
“social [mandatory] insurance is distinguished from government finance by the presence
of an independent or quasi-independent insurance fund, clear separation of insurance
contributions from tax for most contributors and defined rights for insured people”.
He further notes that these rights create a sense of entitlement: “The expectations of
patients are that membership of the insurance scheme gives them rights and makes them
customers of the health care providers”.

Voluntary health insurance
Also called "private health insurance", voluntary insurance has historically been the
preserve of higher-income groups. It is frequently employment-based, i.e. company
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employees join a health insurance scheme and contributions to the scheme are shared
between employees and employers, although membership may be open to anyone who
chooses to contribute. In the case of insurance schemes run on a for-profit basis by
commercial companies, contributions tend to be risk-rated, i.e. adjusted according to
the anticipated cost of service use (e.g. the elderly and people with chronic conditions
would pay a larger contribution than people likely to require fewer and less costly
services). However, some private voluntary insurance schemes charge community-rated
contributions, often because of a legal requirement to do so.
A form of voluntary health insurance that in recent years has become widespread in
Africa and Asia is community-based health insurance (CBHI), sometimes called
"mutual health insurance", "community-based prepayment schemes", "community
health funds" or "micro-insurance" (Bennett et al., 1998). These schemes exist within
localized communities, most often in rural areas: members make small payments to the
scheme, often annually and after harvest time, and the scheme covers the fees charged
by local health services.

Out-of-pocket payments
Out-of-pocket payments are direct payments made by a patient to a health care provider,
i.e. funds are not channelled via any financing intermediary. User fees paid directly to
public health facilities are a form of out-of-pocket payment. Another form of out-ofpocket payment consists of co-payments made by members of a health insurance scheme,
which reimburses only a portion of the cost of a health service paid by the members.
Finally, out-of-pocket payments are also made to private providers by individuals not
covered by any form of health insurance.

Assessing financing mechanisms

Health care financing mechanisms are frequently judged on the basis of the extent to
which they are feasible, equitable, efficient and sustainable. These criteria, which are
explained briefly in the following paragraphs, are used in the analysis of health care
financing presented in the main section of this report. They are also used to identify
financing mechanisms that exemplify “best practice”.
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Feasibility
Feasibility, often overlooked in assessing financing mechanisms, raises critical questions:
Are stakeholders likely to support or to oppose a given financing mechanism? Is there
adequate administrative capacity (e.g. actuarial expertise, information systems, etc.) to
ensure its successful implementation?

Equity
The concept of equity is still a much-debated subject. There is, however, general
agreement that individuals should contribute to health care funding according to their
ability to pay and should benefit from health services according to their need for care
(Wagstaff and Van Doorslaer, 1993). An equitable health care financing system will,
therefore, involve cross-subsidies from the rich
to the poor and from the healthy to the ill. These
Individuals should contribute to health care funding
cross-subsidies ensure that no household is
according to their ability to pay and should benefit
impoverished by its need for health services and
from health services according to their need for
that an unexpected health care cost does not fall
care.
solely on an individual or a household.
Debate centres on how the principle of “contributing according to ability to pay” should
be interpreted. It is clear that any health care scheme should, as far as possible, avoid
regressive financing mechanisms, whereby low-income groups contribute a higher
percentage of their income to health care than high-income groups. However, it is
not immediately clear whether it is preferable to have a proportional system, whereby
everyone contributes the same percentage of income to health care funding (although the
wealthy will obviously pay more in absolute terms), or a progressive system, whereby
high-income groups contribute a higher percentage of their income than low-income
groups. For countries with a substantial degree of income inequality, as is the case in
many low- and middle-income countries (see Gini Index in Appendix B), there is a strong
case for progressive health care financing. Indeed, progressively funded social services
are considered central to redistributive policy in low- and middle-income countries
(Mkandawire, 2005; Squire, 1993). Although a proportional, or even mildly regressive,
health care financing system would help to reduce inequalities in such countries, this
review favours progressive funding mechanisms as a means of achieving an equitable
financing system, i.e. a system whereby individuals contribute according to their ability
to pay.
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Efficiency
An efficient financing mechanism is one that generates a relatively large amount of
funding and thus obviates the need for multiple funding mechanisms, with each
generating only a limited amount of funds. In addition, the costs of fund collection
and administration will be low with an efficient financing mechanism, leaving as much
revenue as possible for actual health service provision (Hoare and Mills, 1986).
An important point is the extent to which a health care financing mechanism fosters
both allocative efficiency (“doing the right thing”) and technical efficiency (“doing it
the right way”) in the use of resources.
Allocative efficiency refers to the allocation of resources among different levels of
care, e.g. tertiary (hospital) care vs. primary health care, and among services dealing
with different areas of care, e.g. tuberculosis, immunization, hypertension, and so
on. “Doing the right thing” through allocative efficiency means allocating resources
to those services dealing with the heaviest burden of ill-health in the community for
which effective interventions exist and, within those services, giving priority to the most
cost-effective interventions, i.e. interventions offering the lowest cost per unit of health
outcome (quality-adjusted life year, for example).
“Doing it the right way” through technical efficiency means providing resources to the
maximum number of fundable services and minimizing the cost of each service without
compromising quality of care (Donaldson and Gerard, 1993).

Sustainability
The sustainability of a financing mechanism refers mainly to its long-term stability and
potential for generating revenue. If the revenue generated by a financing mechanism is
subject to considerable and frequent fluctuations, the mechanism cannot be regarded as
reliable and is likely to be replaced by financing mechanisms that are more predictable
in the medium to long term. Sustainability also relates to the ability of a financing
mechanism both to maintain its level of funding in the long term and to expand its level
of funding over time as the need for health care grows (McPake and Kutzin, 1997).
Sustainability implies ongoing long-term, purposeful planning for gradual increases
in domestic funding for health services. For example, the GAVI Alliance (formerly
known as the Global Alliance for Vaccines and Immunisation) provides donor funds
to enable or help a country to initiate or expand an immunization programme but
requires the country to develop a plan, signed by the ministry of finance, to gradually
increase domestic funding of the programme in order to ensure its sustainability (see
www.gavialliance.org).

Key functions of health care financing

Discussion about health care financing has in the past tended to degenerate into
controversy over ideology and definitions. For example, there have been heated debates
in some countries about whether a tax-funded national health service is better than a
universal system funded through mandatory health insurance, but arguments one way or
another have offered little or no technical substantiation or empirical evidence.
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This analysis uses a framework for assessing health care financing mechanisms that
has been widely adopted. It was used by the World Health Organization (WHO) in its
evaluation of the world’s health systems (World Health Organization, 2000) and more
recently by the World Bank (Gottret and Scheiber, 2006). The framework is based on the
key functions that a financing mechanism must perform to be accepted as a candidate for
adoption by a country or community (Kutzin, 2001; World Health Organization, 2000).
It is hoped that such a framework, grounded as it is on solid operational principles, will
help to dispel much of the contentiousness of past debate, which has tended to revolve
around abstract concepts. More importantly, it should allow any country to judge
whether and to what extent its current system or a proposed future system fulfils the
essential functions of a good financial mechanism and to what extent it can be adapted
to, or integrated into, the country’s specific context.
The key health care financing functions that this report focuses on are:
• Revenue collection, which concerns the sources of funds, their structure and the
means by which they are collected.
• Pooling of funds, which addresses: the unpredictability of illness, particularly at the
individual level; the inability of individuals to mobilize sufficient resources to cover
unexpected health care costs; and, consequently, the need to spread health risks over
as broad a population group and period of time as possible.
• Purchasing, which covers the transfer of
pooled resources to health service providers
Discussion about health care financing has in
in such a way that appropriate and efficient
the past tended to degenerate into controversy
services are available to the population.
over ideology and definitions. (...) [ The proposed]
framework, grounded as it is on solid operational
This analysis is structured around these key
principles, (...) should allow any country to judge
functions: revenue collection, pooling and
whether and to what extent its current system or a
purchasing. For each function, the reader is
proposed future system fulfils the essential functions
given:
of a good financial mechanism (...).
• a description of the key issues;
• an overview of available options, drawing on the international health care financing
literature;
• country case studies from Africa, Asia, Latin America and the Caribbean, reflect a
range of experiences and, where possible, present examples of best practice.
All issues relating to financing mechanisms, such as general tax funding, donor funding,
mandatory insurance and so on, will be dealt with in this report as they relate to revenue
collection, pooling and purchasing. This contrasts with most other published reviews of
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health care financing, which discuss each issue
(tax funding, donor funding, etc.) in a separate
“water-tight” section. The aim of this analysis is
to focus the reader’s attention primarily on the
key functions in order to facilitate broad policy
discussions about revenue collection, pooling
and purchasing rather than, say, on the advantages and disadvantages of government
tax funding versus mandatory insurance. This approach should, it is hoped, foster
innovative thinking about the choice and design of financing systems best suited to
individual country contexts.

The aim of this analysis is to focus the reader’s
attention primarily on the key functions in order to
facilitate broad policy discussions about revenue
collection, pooling and purchasing.

An account of the different options available for implementing each of the three
functions is based on an extensive review of the literature, which included electronic
searches of peer-reviewed journal articles, particularly those published in the last 10
years, using Academic Search Premier, CINAHL, EconLit, Health Source, MEDLINE,
Science Citation Index and Social Sciences Citation Index. The literature review also
covered publications identified on web sites, including those of WHO (www.who.int/
health_financing/en/), the World Bank (www.worldbank.org/), Partnerships for Health
Reform (www.phrplus.org), id21 (www.id21.org/health/index.html) and ELDIS (www.
eldis.org/healthsystems/financing/).
For case studies, preference was given to countries that could provide examples of best
practice or success stories. One indicator, or criterion, used to identify such a country was
the attainment of an excellent health status of the population despite relatively limited
economic resources. Countries or areas most frequently referred to in the literature
as meeting this criterion include Costa Rica, Sri Lanka and the Indian state of Kerala
(Birdsall and Hecht, 1995). Of course, a country’s health care financing mechanisms
and other aspects of its health system may not be the only factors responsible for health
status achievements. Other possible factors are discussed in the presentation of the
case studies. In addition to these high-performing countries, other countries that have
developed innovative approaches – even if they have not been entirely successful – have
also been used as case studies. For such countries, “success” means meeting the criteria
used to judge a health care financing mechanism, namely, feasibility, equity, efficiency
and sustainability. To cover regional variability of country characteristics, examples
pertaining to each of the three key health care financing functions were taken from
Africa, Asia, Latin America and the Caribbean.

Revenue collection
Revenue collection concerns the sources of health care funding contributions, the way
these contributions are structured and the entity or organization chosen to collect them.
More specifically:
• with regard to sources of funds, the main issue is the balance between external and
domestic sources and, within domestic sources, between commercial companies (or
employers) and individuals (or households);
• with regard to contribution mechanisms, the main issues are the way in which
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contributions are structured and the extent to which they are, or are not, equitable
(i.e. their progressivity or regressivity);
• with regard to type of collecting organization, this could, for example, be the
government, a parastatal or private organization, and, if a private organization, forprofit or not-for-profit.

Sources of funds
Within any country, all domestic funding for health care ultimately comes – whether
through general tax payments, health insurance or direct out-of-pocket payments – from
two main sources: companies and households (or individuals).
The ratio of funding from companies to funding from households is important and is
influenced by many factors.
For example, the extent to which a general tax burden can be imposed on companies
depends, among other things, on the size of the formal sector (from which taxes can
be more easily levied than from the informal sector) and the extent to which the
government wishes to encourage business investment. Similarly, the poverty level and
the distribution of income among the population influence the size of the tax burden that
can be borne by households.
The ability of companies and households to make health insurance contributions is
influenced by similar factors, which impose even greater constraints than for general
taxes. If a government is considering introducing a mandatory health insurance scheme,
it must determine whether companies and households can bear this financial burden in
addition to the tax burden. This constraint will always be present unless tax rates are
reduced to compensate for the burden of health insurance contributions.
A fundamental question is whether certain companies and/or households should
be exempted, either fully or partially, from
A fundamental question is whether certain companies
contributing to the health scheme. In the case of
and/or households should be exempted, either fully or
income tax, partial exemption generally takes
partially, from contributing to the health scheme.
the form of deductions from taxable income or
of an income threshold below which individuals
do not have to pay tax. A similar approach can be used for mandatory health insurance
contributions, with clear guidelines given about which firms are expected to contribute,
the cut-off level being linked, say, to the number of employees or size (in net worth, for
example) of the company. For voluntary private health insurance, those who cannot or
do not wish to contribute are automatically excluded.
The question of exemption is less clear-cut in the case of direct out-of-pocket payments
and community-based health insurance (CBHI). The consensus is that certain individuals
should be protected from user fees and other forms of out-of-pocket payments (Bitrán
and Giedion, 2003; Newbrander et al., 2000). Extending CBHI to the poorest in the
community through a system of fully or partially
Extending community-based health insurance to
subsidized membership is also gaining acceptance
the poorest in the community through a system
(Bennett et al., 1998). However, the challenge in
of fully or partially subsidized membership is (...)
implementing user fee exemption and subsidized
gaining acceptance.
CBHI is how to identify those who should benefit
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from these devices. There are several ways of determining the socio-economic status of
individuals for the purpose of applying or withholding exemptions (see Appendix A).
Another important issue for low- and middle-income countries is the balance between
domestic and external resources for health care funding. Many low- and middle-income
countries could not even begin to meet the health care needs of their populations
without substantial external support (World Health Organization, 2001). The reliance of
these countries on donor funding (see Appendix B) raises concerns about the long-term
stability and sustainability of such funding (McIntyre, Gilson and Mutyambizi, 2005).

Contribution mechanisms
In deciding how contributions to health care financing should be made, there are two
options: an out-of-pocket mechanism, whereby the user pays a fee or a charge at the
time of receiving the health care service, or a prepayment mechanism, whereby the
user contributes to the financing of health care through regular social health insurance
or tax payments or through a mix of prepayment mechanisms. In the 1980s and 1990s,
the international financing institutions (IFIs) argued strongly in favour of out-ofpocket payments for low- and middle-income countries (Akin et al., 1987). The current
consensus is now overwhelmingly in favour of prepayment mechanisms (Claeson et al.,
2001; Kutzin, 2001; World Health Organization,
2005a). This consensus has coalesced from
The current consensus is now overwhelmingly in
growing evidence of the impoverishing effects
favour of prepayment mechanisms.
of out-of-pocket payments combined with
increasingly widespread attention on poverty
issues: two examples are the Poverty Reduction Strategy Papers in Heavily Indebted
Poor Countries and the MDGs.
There is now considerable evidence that user fees and other out-of-pocket payments are
the least progressive form of health care financing. Out-of-pocket payments have been
shown to be regressive in all high-income countries for which data are available (Van
Doorslaer and Wagstaff, 1993; Wagstaff et al., 1999). However, recent studies in lowand middle-income countries have found that out-of-pocket payments can be progressive
in these countries if the lowest-income groups use the health services only rarely or not
at all (EQUITAP, 2005). The term "progressive" in this context can be misleading, as
it refers to equitable financing but inequitable delivery of health care: where everyone
is expected to pay on an out-of-pocket basis, high-income groups certainly bear the
burden of payment, but they are the only beneficiaries of the services. Because of the
heavy financial burden that direct payments can impose on many households in lowand middle-income countries (Whitehead et al., 2001; Xu et al., 2003) some households
try to avoid seeking care but in so doing may ultimately incur even higher costs if
the illness becomes severe and requires expensive health care. Those who need care
but do not have ready cash may have to borrow from family, friends or other sources,
possibly at high interest rates, or sell assets, such
as livestock, thereby jeopardizing the livelihood
There is now considerable evidence that user fees
of the household (McIntyre et al., 2005; Russell,
and other out-of-pocket payments are the least
2004). According to a recent WHO estimate,
progressive form of health care financing.
every year some 100 million people become
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impoverished and a further 150 million face
severe financial hardship as a result of health care
payments (World Health Organization, 2005a).
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According to a recent WHO estimate, every year
some 100 million people become impoverished and
a further 150 million face severe financial hardship
as a result of health care payments.

Although the revenue generated by user fees
may represent only a small proportion of total
recurrent public sector expenditure, they can be
an important source of funding for an individual health facility. By ensuring a reliable
supply of medicines and/or by supplementing staff salaries, they can help to improve
the quality of care provided (Nolan and Turbat, 1995). It is also argued that user fees
deter unnecessary or excessive use of health services and that if user fees are adjusted
according to type of health facility, they can encourage patients to follow an appropriate
referral route (Akin et al., 1987; de Ferranti, 1985).

Prompted by growing awareness of the potentially drastic effects of out-of-pocket
payments on households, combined with the current emphasis on poverty reduction,
several countries, including South Africa, Uganda and Zambia, have removed some or
all user fees charged at public health facilities (see Box 1 overleaf). It is clear that such
a move cannot be implemented overnight and that alternative funds must be sought to
avoid compromising quality of care (Gilson and McIntyre, 2005). Nevertheless, there
is a clear movement in favour of prepayment
mechanisms – a movement strengthened by
The clear movement in favour of prepayment
the 2005 World Health Assembly resolution
mechanisms (...) has been strengthened by the 2005
encouraging the organization’s Member States to
World Health Assembly resolution encouraging the
favour social and other forms of health insurance
organization’s Member States to favour social and
(World Health Organization, 2005b). In the light
other forms of health insurance.
of this movement, the remainder of the present
report will focus primarily on prepayment
funding mechanisms. However, since some forms of out-of-pocket payment for health
care will continue in most countries, ways of reducing the frequency or severity of their
adverse consequences are described in Appendix A.
The two main forms of prepayment funding are tax revenue and health insurance.
Several variations and combinations of both exist today among different countries, each
offering a specific configuration of advantages, such as equity and sustainability.

General tax revenue
In most cases, tax revenue takes the form either of direct income tax levied on companies
and individuals or indirect taxes levied on goods and services, such as value added
tax (VAT), general sales tax (GST) and excise and import duties. Income taxes tend
to have a progressive structure, with higher-income groups taxed at a higher rate.
Some countries, however, such as Denmark and Sweden, have a proportional, or nearproportional, local income tax structure, with the same tax rate for everyone (Wagstaff
et al., 1999). How income tax exemptions and deductions are structured also affects
the relative progressivity of income taxes. Overall direct income taxes have been
found to be progressive in all member countries of the Organisation for Economic Cooperation and Development (OECD) for which the results of tax system analyses are
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Box 1:

Case study: removal of user fees in Uganda

Uganda introduced user fees on a nationwide basis in 1993. Although revenue from
user fees was relatively low (generally less than 5% of health care expenditure), it was
an important source of funds for supplementing health workers’ salaries, maintaining
health facilities, and purchasing additional drugs. However, the use of health care services
declined dramatically and there were growing concerns about the impact of user fees on
the 46% of the Ugandan population who live on less than US$ 1 per day.
In March 2001, user fees were abolished at public sector facilities, except for patients in
private wards. There was an immediate, dramatic surge in the use of health services. One
study of 78 health facilities in 10 districts compared data for eight months before and 12
months after the removal of fees and found that the mean monthly number of new visits
had increased by 53% and repeat visits by 24%. Two years after the abolition of fees, use
of services had increased by 77%.
An extensive study using the first and second Ugandan National Household Surveys
conducted in 1999–2000 and 2002–2003, respectively, and data from the Health
Management Information System showed that the poor in particular had benefited
from removal of the fees. Although the incidence of illness reported over the 30 days
before the survey remained at just under 30% in the two surveys, the percentage of ill
people seeking professional care increased from 69% to 79% and the duration of inability
to work as a result of illness declined from an average of 8.3 to 7 days per person. In
addition, only 30% of people who did not seek care cited the cost of the health care as
the reason in 2002–2003 vs. 50% in 1999–2000. The poor showed the greatest benefit
from abolition of fees: the use of health services by individuals in the poorest quintile of
the population increased from 58% to 70% vs. an increase from 80% to 85% for those in
the richest quintile.
A number of studies have suggested that the sustained increases in the use of health
services and the positive outcomes of these increases – a rise, for example, in national
immunization coverage from 41% in 1999–2000 to 84% in 2002–2003 – could not have
been achieved without an influx of funding for public sector health services. Of particular
importance was the proactive provision of a US$ 5.5 million buffer fund by the Ministry
of Health (MoH) to offset the potential shortage of drugs likely to result from loss of fee
revenue combined with increased service use. In addition, the move away from donor
funds for projects to donor sector-wide approach (SWAp) support to the MoH doubled the
Ministry budget in real terms between 1999–2000 and 2002–2003. The Ministry controls
the allocation of SWAp resources and has directed additional resources preferentially to
primary health care services, with district budgets increasing seven-fold on average since
1999–2000. Thus, the removal of user fees combined with increased government funding
contributed to the positive changes in patterns of health service use.
Fee removal, however, also had negative effects. A decline occurred in staff morale, related
to the fact that revenue from user fees had previously been used to supplement staff
salaries and also to the fact that workload increased by about 47%. In some instances,
users of public health services had to pay informal or “under-the-table” fees to enable
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health workers to maintain their previous income levels. In addition, despite increased
public funding of health services, drug stock-outs occurred, forcing public sector services
to purchase prescribed medicine from private outlets. As a result of informal fees and
informal payments for medicines, the incidence of catastrophic health care payments
by the poor did not decline dramatically following the removal of user fees. Moreover,
health workers and members of health facility management committees also noted a
decline in the maintenance, including the cleanliness, of health facilities. Overall, access
to health care has undoubtedly improved, particularly for the poorest groups. However,
further efforts are required to address the problems posed by informal fees and a fall
in staff morale. Fee removal clearly calls for careful planning, adequate resources and
a good relationship with front-line health workers (see Gilson and McIntyre, 2005, for a
more detailed discussion of these issues).
Sources: Burnham et al., 2004; Deininger and Mpuga, 2004; Kipp et al., 2001; Xu et al.,
2006; Yates, 2004

available (Van Doorslaer and Wagstaff, 1993; Wagstaff et al., 1999). Direct income
tax is generally much more progressive in low- and middle-income countries than in
high-income countries, given that these taxes are often paid almost exclusively by the
highest-income groups. A study of Asian countries found that some poorer countries,
including Bangladesh, Philippines, Sri Lanka and Thailand, have the most progressive
direct taxation (EQUITAP, 2005).
Indirect taxes are nearly always regressive in high-income countries (Wagstaff et al.,
1999). Where VAT or GST is the main indirect tax, taxation is very regressive. Only
where high tax rates are applied to luxury goods are overall indirect taxes progressive in
high-income countries (Van Doorslaer and Wagstaff, 1993). VAT or GST is regressive
because it is levied as a flat rate (e.g. 15% on all goods and services), so that poorer
households pay a higher proportion of their income than richer households, which are
more able to save some of their income. In low- and middle-income countries, indirect
taxes may be proportional, as they are, for example, in China, Indonesia, Philippines,
Republic of Korea, Sri Lanka and Taiwan, or slightly progressive, as in Bangladesh,
Hong Kong, Nepal and Thailand (EQUITAP, 2005). One reason why indirect taxes
are not regressive in such countries is that in low- and middle-income countries basic
foodstuffs are often exempt from VAT or GST, or poor households subsist on homegrown crops or food purchased in local, informal markets that are beyond the reach of
VAT or GST. However, even where indirect taxes are progressive, they are much less
so than direct taxes.
The relative progressivity of general tax revenue as a whole is related to the mix of
direct and indirect taxes and to the progressivity of each form of taxation.
Overall tax revenue will be less progressive, and may even be regressive, where indirect
taxes account for a high proportion of tax revenue. For example, Italy had regressive
general tax revenue in 1987, partly due to the fact that its indirect taxes were very
regressive and accounted for 54% of total tax revenue and that its direct taxes were only
mildly progressive (Van Doorslaer and Wagstaff, 1993).
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Since general taxation is in many countries the most progressive prepayment mechanism
for health care financing, low- and middle-income countries may be well advised to
increase this source of revenue where government funding of health services is limited.
Much recent discussion has focused on what is termed “fiscal space” for increasing tax
funding and, sometimes, donor funding of health care. Fiscal space has been defined
as “the availability of budgetary room that allows a government to provide resources
for a desired purpose without any prejudice to the sustainability of [that] government’s
financial position” (Heller, 2005). The major factors influencing fiscal space in relation
to health services include (Hay, 2003):
• Gross Domestic Product (GDP) per capita;
• share of GDP devoted to government spending;
• proportion of total government spending that goes on health services.
These factors are related to the size of a country’s economy, its economic growth rate,
the priority the government accords to the health sector relative to other sectors, the
government’s debt obligations, and the size of the government sector relative to the rest
of the economy (which is, in turn, influenced by the amount of tax revenue generated
and the ability of the government to secure loans or grants). In general, tax revenue and
the proportion of economic resources devoted to government spending increase as the
economy grows. For example, in 2004, government expenditure accounted for 28.9% of
GDP in high-income countries (and 38.6% in European Monetary Union countries) but
for only 15.5% in low-income countries (World Bank, 2005a). Economic growth rates
have certainly improved in recent years: low- and middle-income countries achieved
a 7.1% rise in GDP in 2004 (World Bank, 2005a). Between 1990 and 2003, growth of
GDP per capita in middle-income countries was running at an annual average of 2.5%,
compared with 1.8% in high-income countries and only 0.1% in low-income countries
(ranging from -6.3% in the Democratic Republic of Congo to +5.9% in Vietnam)
(UNDP, 2005).
Waiting for the effects of slow economic growth to filter down to tax revenue is too
passive an approach, given the urgent need for additional health care resources in many
low- and middle-income countries. Are there more active ways of increasing tax revenue?
A few low- and middle-income countries have relatively low tax rates but most have
rates comparable to those in higher-income countries: with the highest marginal income
tax rate within the 20‑40% range, there is little room for increases in tax rates (World
Bank, 2005b). There may be scope for introducing a wider range of wealth taxes in lowand middle-income countries that might include taxes on financial transaction flows,
luxury airline travel, currency exchanges and so on (Bond, 2006). Some countries have
introduced a new tax dedicated specifically to raising funds for health. For example, Ghana
has increased its VAT by 2.5% and the additional revenue contributes to the funding of its
recently introduced NHI system (Government of Ghana, 2003). Another example is the
introduction of a 3% levy on top of existing personal and company income taxes in order
to fund AIDS interventions in Zimbabwe.
Dedicated or earmarked taxes may elicit greater willingness to pay taxes and thus
improve compliance: revenue is devoted entirely to health services (Buchanan, 1963). A

Chapter 4 – Key functions of health care financing

15

major drawback of dedicated taxes, however, is their tendency to displace funding from
general tax revenue (Zschock, 1979). Frequently, the entire revenue generated through
the dedicated tax is offset by an equivalent
reduction in the general tax-funded proportion
Dedicated or earmarked taxes may elicit greater
of the budget allocation to the health sector.
willingness to pay taxes and thus improve compliance:
Dedicated taxes are generally not favoured
revenue is devoted entirely to health services.
by central treasuries, since a separate “health
fund” can hamper budget flexibility to respond
to changing public priorities and macro-economic circumstances (Jones and Duncan,
1995).
Tax revenue can be increased not only by raising tax rates or introducing additional taxes
but also by proactive measures, such as improving tax collection and limiting allowable
deductions on income tax returns. One form of tax deduction, whose legitimacy is highly
questionable, is that of contributions to private voluntary health insurance schemes.
Proponents of such deductions argue that they make private health insurance affordable
by a greater proportion of the population. This is seen as beneficial to government, as
the insured population will no longer be dependent on publicly funded health services
and limited government resources can then be devoted to population groups who are
dependent on government services. However, the amount of tax revenue lost as a result
of making health insurance contributions tax-deductible can exceed the general tax
revenue that would be devoted to direct public
provision of health care for this group (see Box 2
A policy of distributing scarce tax resources to
overleaf). Hence, a policy of distributing scarce
subsidize the purchase of private health insurance for
tax resources to subsidize the purchase of private
the wealthiest in society is open to serious criticism.
health insurance for the wealthiest in society is
open to serious criticism. Removing this tax
deductibility can result in substantial increases in tax revenue in countries, mainly in the
middle- and high-income range, with a fairly sizeable private health insurance sector.
Most low- and middle-income countries cannot increase government spending without
increasing tax revenue, especially if they are already operating on a deficit budget.
However, even if they cannot increase tax revenue or can do so only marginally or for
the short term, most of them can increase the percentage of total government revenue
allocated to the health sector. The table in Appendix B indicates that government spending
on health frequently accounts for more than 15% or well above 10% of total government
spending in most high-income countries but in most low- and middle-income countries
is frequently below 10%. Moreover, these percentages are taken from the WHO National
Health Accounts database, which includes donor funds used by the government for its
expenditure on health care. Thus, the proportion of government expenditure devoted to
health care is clearly overstated in the case of low- and middle-income countries that
receive substantial donor funding.
The proportion of total government spending allocated to the health sector is particularly
low in African countries. Confronted with the triple burden of HIV/AIDS, tuberculosis
and malaria, African heads of state committed themselves at a meeting in Abuja in 2001
to devote at least 15% of government expenditure to health care (OAU, 2001). Progress
in meeting this commitment has been limited to date (McIntyre et al., 2005), but
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Box 2:

Implications of private health insurance for tax revenue in
South Africa

At present, private voluntary health insurance organizations, or medical schemes,
which cover less than 15% of the population, account for almost half of total health
care spending in South Africa. Over the past two decades, there have been very rapid
increases in spending by these medical schemes and hence in contribution rates. In most
years, medical scheme contribution rates have increased by two- to threefold more than
the overall rate of inflation (consumer price index). This cost spiral has reached a point
where medical scheme membership is declining, both as a percentage of the population
and in some years in absolute numbers: an increasing number of South Africans simply
cannot afford to purchase medical scheme coverage.
The government subsidizes the cost of medical scheme coverage by allowing at least
part of the contributions to be tax-deductible. The highest-income earners, who are
taxed at the highest rates, derive the greatest benefit from this subsidy. The total value
of the subsidy amounted to an estimated ZAR 10.1 billion in 2005, equivalent to over
20% of the government health budget. The South African Government is thus losing
more tax revenue through the tax deductibility of medical scheme contributions than it
would spend on providing health care through public facilities to those who are currently
covered by medical schemes.
Limited general tax resources are also used to purchase medical scheme coverage for
civil servants and their dependents, who account for over a quarter of all medical scheme
members. In the late 1990s, the South African Government was spending twelve times as
much per person per year on subsidizing civil servants’ contributions to medical schemes
as it was on funding public-sector health care per person per year.
Sources: McIntyre and Doherty, 2004; McIntyre et al., 2006; McIntyre, McLeod and Thiede,
2005; McLeod, 2005

ministers of health attending a recent African Union Conference committed themselves
to working with their counterparts in ministries of finance and/or economic development
in giving “greater urgency to the Abuja target of allocating 15% of national budgets to
health” (AU, 2006).
Military spending and debt servicing are the two areas of current government expenditure
that tend to take the lion’s share of the fiscal space, to the detriment of the health sector.
Many low- and middle-income countries have experienced long-standing civil conflicts
or are located in conflict-racked regions, such as the Middle East, and thus feel compelled
to maintain a relatively high level of military expenditure. The table in Appendix B
shows that in high-income countries – with the exception of a few countries, including
Bahrain, Israel, Kuwait and Saudi Arabia – the proportion of GDP spent on health care
is far greater than the proportion allocated to military spending (see second set of seven
double bars in Figure 1). The reverse is true in many low- and middle-income countries.
In Jordan, for example, military and public health care expenditure accounts for 8.9%
and 4.3%, respectively, of GDP; in Syria, 7.1% and 2.3%; in Pakistan, 4.4% and 1.1%;
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Figure 1: Proportion of GDP spent on public health compared to military
spending

Source: Data based on UNDP (2005)

in Eritrea, 19.4% and 3.2%; in Burundi, 5.9%
and 0.6%; and in Angola, 4.7% and 2.1% (see
first set of six double bars in Figure 1) (UNDP,
2005).

Military spending and debt servicing are the two
areas of current government expenditure that tend
to take the lion’s share of the fiscal space, to the
detriment of the health sector.

These countries seem to have scope for
redistributing government resources so as to
reduce military expenditure and redress the balance in favour of the health sector, but
this strategy would require dramatic improvements in domestic governance in some
countries and successful regional peace initiatives in others. Neither scenario is likely
in the near future.

Reducing the debt burden in low- and middle-income countries and thereby freeing
up for the health sector the limited government resources currently being spent on
debt servicing may hold more promise. In a number of middle-income countries,
particularly in Asia and Latin America, debt servicing accounts for a two- to threefold
greater proportion of GDP – even more in some countries – than the proportion of
GDP spent on health care. In Angola, Argentina, Brazil, Chile, Lebanon, Philippines
and Thailand, for example, expenditure on debt servicing takes a much larger share
of GDP than does public health care (see the first set of seven double bars in Figure 2)
(UNDP, 2005). The majority of African countries, particularly those in the low-income
group, currently spend less than 10% of their GDP on debt servicing, largely as a result
of recent debt relief initiatives. Nevertheless, in many low-income countries in Africa,
and to a limited extent in Asia, government spending on health services is still low but
could be increased dramatically if more substantial debt relief initiatives, including full
debt cancellation, were introduced. This would apply particularly to countries such as
Burundi, Côte d’Ivoire, Ghana, India, Kenya, Pakistan, Papua New Guinea and Zambia
(see second set of eight double bars in Figure 2) (UNDP, 2005).
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Figure 2: Government expenditure on debt servicing and public health
in selected countries

Source: Data based on UNDP (2005)

The latest Multilateral Debt Relief Initiative (MDRI), which took effect in July 2006,
will result in full cancellation of debt owed to some IFIs, thereby providing the countries
concerned with an important window of opportunity for creating fiscal space for health
services. The Nigeria case study (see Box 3) is an example of how resources freed by
previous debt relief are used for the health sector.
While there is certainly potential for greater priority to be given to the health sector
in the allocation of government resources, where public sector health care spending
is relatively low, tax revenue can be an unstable source of funds for this purpose.
Government health budgets, for example, can change markedly from one year to the
next with changing government prioritization of sectors. Furthermore, since donor
funding is often channelled through government budget processes along with general tax
revenue, health budget instability may also occur if promised donor funding is delivered
late or not at all. In many low- and middle-income countries, the negative effects of
budget instability have to some extent been mitigated by the adoption of medium-term
expenditure frameworks (MTEFs), whereby three-year (or longer-term) rolling budgets
ensure that each sector has a reasonable advance indication of allocations over the next
few years (Le Houerou and Taliercio, 2002).
Finally, while government health budgets and donor funding may increase, there is no
guarantee that these resources can be appropriately and effectively absorbed by the
health sector. Government systems, such as tender procedures for purchasing and
authorizations for the filling of staff posts, can be very inflexible, as can the rules of donor
procurement. Thus, if budgets and/or donor funding increase and, more importantly,
if there is likely to be a sudden large increase in allocations to the health sector, the
capacity of this sector to absorb such additional resources may have to be expanded.

Health insurance
As in the case of taxes, the type of health insurance can also determine its degree of
progressivity. Private voluntary health insurance tends to be regressive, particularly
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Box 3:

Case study: benefits to the health sector of debt relief in
Nigeria

Nigeria, home to one in every five Africans, is the most populous country in Africa. In
2005, Nigeria negotiated a debt relief agreement with the Paris Club amounting to US$
18 billion, equivalent to a 67% reduction of the face value of the country’s external debt.
Among Nigeria’s justifications for the operation was the fact that many of the loans it
had received previously had been granted during the rule of corrupt military dictators.
The Paris Club was also persuaded that Nigeria, with a wide-ranging economic reform
programme in place since 2003, had turned over a new leaf. By June 2006, the external
debt had been reduced to US$ 4.8 million. The commitment made by the Nigerian
government under the debt relief initiative was that freed-up resources would be devoted
to poverty reduction, including increased government spending on health, education,
water, housing and agriculture.
Malaria is the main cause of ill-health in Nigeria. Some of the funds released from the
debt relief agreement were spent on purchasing 3 million insecticide-treated bed
nets for distribution to pregnant women and children under five. In addition, Nigeria
purchased over 5 million doses of artemisinin-based combination antimalarial drugs
and is distributing them free of charge to children under five throughout the country.
The overall health budget for 2007 is 14% greater than it was for 2006. In the Nigerian
context, where less than 2% of government expenditure is devoted to the health sector
and out-of-pocket payments account for nearly 80% of all health care expenditure, the
increased government spending on malaria prevention and treatment made possible by
debt relief will be of great value to the Nigerian population.
Sources: Global Policy Forum, 2005; Government of Nigeria, 2006

where it is a major component of overall health care financing, as it is in Switzerland and
the United States. In countries where health care is primarily funded by tax revenue and/
or mandatory health insurance and where private voluntary insurance is a supplementary
financing mechanism favoured by the wealthy, as in Portugal and the United Kingdom,
the supplementary voluntary insurance scheme can be progressive in the sense that
only the rich contribute – but they are also the only beneficiaries (Van Doorslaer and
Wagstaff, 1993). Mildly progressive supplementary private voluntary insurance is also
found in low- and middle-income countries, such as Indonesia and Thailand (EQUITAP,
2005).
Depending on the insurance contribution structure, mandatory health insurance ranges
from mildly regressive to progressive in both high-income and low- and middleincome countries, although only limited data are available from low-income countries
(EQUITAP, 2005; Van Doorslaer and Wagstaff, 1993; Wagstaff et al., 1999). Where
contributions to mandatory insurance are proportional rather than progressive and
where there is a ceiling on contributions (i.e. where high-income earners have to make
a fixed payment rather than a contribution calculated as a percentage of their earnings),
mandatory insurance is more likely to be regressive (Van Doorslaer and Wagstaff, 1993).
Mandatory health insurance contributions are frequently a fixed proportion of payroll
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earnings and thus confer regressivity on the system: salaries or wages are only a small
component of overall income for wealthier groups but the main, or only, component of
overall income for less wealthy groups (EQUITAP, 2005). Mandatory health insurance
can have an equitable health care financing mechanism, particularly where it achieves
universal coverage (UC) by using tax revenue to subsidize the contributions of lowerincome groups, either fully or partly (see Box 4 below).
Unfortunately, there is no evidence about the progressivity of CBHI. However, CBHI
schemes, which focus on rural areas and sometimes cover informal sector workers in
urban areas, provide a means of collecting revenue from poorer groups and would,
therefore, tend to be regressive in terms of overall health care financing. CBHI tends
to place a burden on those least able to pay and may end up as a mechanism whereby
“the poor simply cross-subsidize the health care costs of other poor members of the
population” (Bennett et al., 1998).
International experience of all forms of health insurance suggests that the factors that
make for progressivity in health insurance contributions include the following:

Box 4:

Case study: mandatory insurance in Costa Rica

Costa Rica is regarded as a health sector success story: its population has achieved a
remarkable health status despite its relatively low level of economic development. A
middle-income country, with a per capita GDP of less than purchasing power parity (PPP)
US$ 10 000 in 2003, Costa Rica has an infant mortality rate of 8 per 1000 live births and
an average life expectancy at birth of over 78 years. Its success is attributed, among other
things, to an extensive rural primary health care programme, which started before the
1978 Alma Ata Conference on Primary Health Care, a strong government commitment
to social services (notably, health care, social security and a compulsory, free education
system) and relatively low levels of income inequality (although inequalities have
recently increased). The tax-funded rural primary health care programme provided
for the building and staffing of 218 health centres and the training of auxiliary health
workers, who visit each household regularly in their area to vaccinate children, monitor
their growth and nutritional status, provide health education, undertake malaria and
tuberculosis surveillance, and refer household members for treatment of acute and
chronic illness.
Costa Rica has achieved near universal health care coverage through a combination of
mandatory health insurance and tax funding. Mandatory insurance was introduced in
late 1941, when the Caja Costarricense de Seguro Social (CCSS) was established. The
scheme initially covered only sickness and maternity care for low-income workers living
in the national and provincial capitals. Coverage was gradually extended to workers in
rural areas and the income threshold for membership was raised. By 1961, 18% of the
population was covered. In 1961, legislation was introduced to make membership of
CCSS compulsory for all, with the aim of attaining UC within 10 years. Progress to UC
was slower than anticipated: 45% of the population was covered by 1971 and 75% by
1981; at present 90% of the population is covered. Ownership of all health facilities was
transferred to the CCSS in the mid-1970s.

Chapter 4 – Key functions of health care financing

21

For every formal sector worker the total contribution to the CCSS is equivalent to 15% of
salary, of which the employer pays 9.25%, the worker 5.5% and the Government 0.25%.
The Government uses general tax funds to pay the full CCSS contribution on behalf of the
poor, the handicapped and the elderly. In addition, the CCSS receives revenue from the
national lottery and from so-called “sin taxes” (indirect taxes on cigarettes). Thus, almost
all Costa Ricans are covered under a single mandatory insurance system, with revenue
derived both from payroll contributions and from substantial tax revenue. Although
there are no empirical data available on the relative progressivity of overall health care
funding in Costa Rica, the lack of a maximum cap on payroll contributions, the inability
to opt out of the CCSS and full tax-derived funding for vulnerable groups through a
unified funding system suggest a strong degree of progressivity (i.e. a wealthy-to-poor
cross-subsidy) in the Costa Rican health system. In addition, risk pooling (i.e. a healthyto-ill cross-subsidy) is maximized. Most importantly, all Costa Ricans use the same health
facilities and receive the same package of services, although the very wealthy have
recently begun to use the growing private sector outpatient services provided by general
and specialist practitioners. With 28% of public health care expenditure accruing to the
poorest 20% of households and only 11% to the richest 20%, poor Costa Ricans benefit
disproportionately from public sector expenditure.
Sources: Birdsall and Hecht, 1995; Carrin and James, 2004; Casas and Vargas, 1980;
McGuire, 2001; Morgan, 1987

• Contributions are calculated as a percentage of income rather than a fixed sum.
• Contribution rates are adjusted to income, e.g. higher-income groups pay a higher
percentage of their income.
• There is no cap, or ceiling, on contributions
or, if a cap is imposed, it is not set at too low
Community-based health insurance tends to place
an income level.
a burden on those least able to pay and may end
up as a mechanism whereby “the poor simply
A health insurance scheme may, of course, be
cross-subsidize the health care costs of other poor
progressive as far as contributions are concerned
members of the population”.
without actually fostering overall equity in
health. Such is the case, for example, where
health insurance is not universal and only the rich contribute (an “internally” progressive
situation), but only the rich benefit from the scheme (EQUITAP, 2005).
An important question is whether a health insurance scheme can mobilize the resources
required for quality health care. Health insurance has an advantage over taxes in that
taxes, especially proposals to increase taxes, tend to face reluctance or outright opposition,
whereas there may be greater willingness to contribute to health insurance. One reason
is that members of a health insurance scheme know that their contributions produce a
direct entitlement to health services, whereas tax payers are often not sure what the tax
revenue will be used for (a particularly acute problem in countries where corruption is
rife) or they may not agree with government spending priorities, such as the use of tax
funds for military purposes (Normand and Weber, 1994). Health insurance, therefore,
has an undeniable potential to generate considerable resources for health care.
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The revenue-generating potential of health
insurance, however, is heavily constrained by the
income level and distribution of income within
a country, two factors that affect the ability of
individual households to make health insurance
contributions. The potential for mandatory and
private voluntary health insurance to generate
revenue is also constrained by the size of the formal employment sector, which, at least
in the early stages of an insurance scheme, is the main source of insurance revenue.
Some concerns have been voiced that mandatory insurance schemes may increase
the cost of labour, thereby swelling unemployment (Normand and Weber, 1994) and
kindling opposition to their introduction from both employers and trade unions. These
concerns, however, may not be justified. Frequently, the entire cost of health-related
payroll taxes or insurance contributions are borne by the employee. Health insurance is
seen by employees as part of their remuneration package and while it may result in lower
take-home pay, it can be regarded as a form of enforced savings which translate into
health service benefits for employees and their families. There is no empirical evidence
that these contributions increase unemployment. By contrast, there is clear empirical
evidence that lowering mandatory health insurance payroll deductions, as was done in
some Latin American countries in the 1990s, does not reduce unemployment but simply
results in lower revenue for the health insurance scheme (Cavagnero et al., 2006).

Health insurance has an advantage over taxes in that
taxes, especially proposals to increase taxes, tend
to face reluctance or outright opposition, whereas
there may be greater willingness to contribute to
health insurance.

There is very limited empirical evidence about the ability of CBHI to generate sufficient
revenue to improve access to health services and to ensure adequate financial protection
for members. CBHI schemes tend to focus on rural areas and informal sector workers,
whose income tends to be relatively low (Bennett et al., 1998; Ekman, 2004), so that
their revenue-generating potential is certainly much lower than that of voluntary or
mandatory insurance for formal sector employees.
One important constraint on health insurance is its generally high administrative cost,
including the cost of revenue collection. This is particularly true of voluntary insurance,
which has to invest in marketing activities in
order to attract members. Private voluntary
One important constraint on health insurance is its
health insurance, moreover, may face substantial
generally high administrative cost, including the cost
actuarial costs, particularly if contributions
of revenue collection.
are risk-rated. In the case of CBHI schemes,
if contributions are income-related, means
testing to determine income status can be difficult and costly. A relatively inexpensive
alternative to means testing is for the insurance scheme to set wide income bands
(Normand, 1999).

Donor funding
A fairly large number of low-income countries are dependent on donor funding (see
Appendix B). Notable examples are São Tomé and Principe, where external sources
account for 75% of total health care expenditure; Rwanda, 47%; Solomon Islands,
41%; and Mozambique and Papua New Guinea, 38% each. When a country relies even
minimally on external funding for health services, a key consideration with regard to
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contribution mechanisms is whether the country can secure grants or loans. Interest
charges on a loan and repayment of the loan from future general tax revenues combine
to reduce net revenue available for expenditure on health services (Hoare and Mills,
1986; Zschock, 1982). The adverse impact of debt servicing costs on government health
spending was clearly illustrated in an earlier section of this report (see General tax
revenue). However, given the limited availability of external grant funding, reliance on
loans may be unavoidable, although they too may be difficult to acquire.
Another consideration in relation to donor funding is whether it takes the form of
programme or project funding, of a sector-wide approach (SWAp) or of general budget
support (GBS).
In the case of project or programme funding, donor grants or loans are earmarked for a
specific project and are sometimes restricted to certain areas of a country.
A SWAp, by contrast, pools funds from most, or all, donors in order to support the
overall health sector of the recipient country. A SWAp has been defined as a mechanism
for bringing together all significant funding that is provided to support the policy and
expenditure programme of a single sector; and that is implemented and managed by the
government through a common approach across the sector (Foster et al., 2000).
The aim of a SWAp is to ensure co-ordination of donor funding and to improve its
effectiveness by directing resources to priority activities identified through strategic
health sector plans developed jointly by the health ministry and donors. SWAps are
also seen as critical in promoting ownership by recipient governments, who assume
leadership of the development process (Walford, 2003). SWAps can also improve health
system equity and efficiency by ensuring that resource allocation is planned and executed
comprehensively within the sector and in line with national needs and priorities (Walford,
2002). Health sector SWAps have been introduced in many countries, including Ghana,
Mozambique, the United Republic of Tanzania and Uganda, in Africa, and Bangladesh,
in Asia (see Box 5 overleaf).
With GBS, the most recent form of donor funding, most or all funds from donors are
given to the country’s ministry of finance rather than directly to the ministry of health.
The ultimate decision about how the funds should be distributed between the health and
other sectors rests with the ministry of finance, which consults with the donors providing
GBS and the parliament. As GBS donor funds are
allocated, disbursed and managed through the
SWAps can also improve health system equity and
recipient government’s financial management,
efficiency by ensuring that resource allocation is
procurement and accountability systems already
planned and executed comprehensively within the
in place, GBS could reduce administrative costs,
sector and in line with national needs and priorities.
improve efficiency in the management of public
expenditure, and bring donor funding more in line with the national budget process
and national priorities (DFID, 2004). It is also a way of increasing the predictability
of donor funding over the medium term. The United Kingdom’s Department for
International Development (DFID), a GBS donor, has described this form of donor
funding as “the aid instrument most likely to support a relationship between donor and
developing country partners which will help to build the accountability and capability
of the state” (DFID, 2004). GBS is a relatively new development, but the experience of
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Box 5:

Case study: a SWAp in Bangladesh

In 1998, in consultation with its key donors, Bangladesh established a Health and
Population Sector Programme (HPSP), and a SWAp was formally instituted through a
Memorandum of Understanding between the donors and the Bangladesh Government.
Key achievements made as a result of the SWAp included the following:
• Greater responsibility was placed on the Government for strategic planning,
budgeting and monitoring of HPSP activities, leading to increased government
“ownership”.
• Institutional reforms were made, including a restructuring of directorates in the
Ministry of Health and Family Welfare.
• Coordination among donors improved and the number of overlapping activities and
projects declined: today, not all donors participate in pooled funding arrangements
but most have agreed to work within the HPSP framework.
The SWAp, however, has not removed the potential for conflict between Government
and donors on key policy decisions. For example, in 2003, the Ministry of Health, without
consulting its donor partners, decided not to pursue the integration of family planning
with other health services. The confidence of donors in the Government suffered and
some donors suspended part of their contributions to the pooled health fund until the
Government presented a comprehensive plan for implementing reforms agreed in the
HPSP. Although some donors displayed an interventionist or intrusive attitude, many
continued to support the SWAp and to work closely with the Government. This incident
highlights the need to develop strong working relationships between SWAp partners and
to reach a common understanding of what such concepts as “government ownership”
really mean.
Sources: Sundewall et al., 2006; Sundewall and Sahlin-Andersson, 2006; Walford, 1998

Uganda, one of the first countries in which it was implemented, indicates that it gives
greater government control over external funds and improves the alignment of budget
allocations with government priorities, thereby enhancing government “ownership” of
donor funding. However, it has not been shown to reduce administrative costs nor to
make donor funding more predictable (OPM and ODI, 2003).
Concerns have been voiced about whether the health sector receives a “fair share” of
donor funds under a GBS arrangement. There is growing evidence that the education
sector enjoys greater priority than the health
sector in the allocation of funds released from
There is growing evidence that the education sector
debt relief initiatives (McIntyre, Gilson and
enjoys greater priority than the health sector in
Mutyambizi, 2005) and it is possible that the
the allocation of funds released from debt relief
same preference may prevail under a GBS
initiatives.
agreement, since neither debt relief nor GBS
funding is earmarked for a specific sector. While
this may be appropriate, the relative priorities given to the different social sectors merit
close attention.
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Another concern is that GBS could potentially undermine the role of the ministry of
health in crucial areas of health policy, particularly health care financing. Ministries
of finance wield considerable power in many African governments and are frequently
more responsive to donor demands than sectoral ministries. Donors could, therefore,
attempt to impose their health sector priorities, especially their views on health care
financing strategies, by “leaning on” treasury officials, who could in turn put pressure
on ministry of health officials. Under a GBS arrangement, the relationship between the
ministry of health and the ministry of finance is of critical importance.

Types of collecting organizations
The final issue in relation to revenue collection is who collects financing contributions.
The type of collecting entity is closely linked to the type of contribution mechanism. For
example, taxes are collected by government organizations; mandatory health insurance
contributions may be collected by a government, parastatal or private organization; and
private health insurance contributions are collected by a private organization, which may
be for-profit or not-for-profit. The type of collecting entity can have an impact on the
proportion of collectable revenue actually collected. For example, in countries where the
government is not seen as accountable to the population or has not gained its confidence,
tax evasion can be high. In the case of mandatory insurance, if the government does not
enjoy widespread support or if citizens do not trust the government to act in their best
interests, it may be preferable for the mandatory insurance to be managed by a parastatal
or even a private not-for-profit organization.
The degree of trust a collecting organization enjoys is even more important in the case of
voluntary health insurance, whether private or community-based. The ease with which
new members are enrolled in a voluntary insurance scheme will depend very much on
how confident potential members are that their contributions will be secure and properly
used (Schneider, 2005).

Pooling of funds
The fund pooling function of health care financing has been described as “the
accumulation of prepaid health care revenues on behalf of a population” (Kutzin, 2001).
Health care costs are unpredictable: individuals do not generally know when they are
going to fall ill, what health care they will require and what this health care will cost. The
cost of care can be very high, particularly for hospitalization or for long-term, serious
illness, such as cancer or AIDS. Most people are unable to pay for these unexpected
costs from resources available at any one point in time. Although it is difficult to predict
an individual’s future health care needs and
costs, it is possible to draw on epidemiological
Although it is difficult to predict an individual’s future
and actuarial data to estimate the probable future
health care needs and costs, it is possible to draw on
health care needs of a group. This possibility is
epidemiological and actuarial data to estimate the
at the core of risk pooling: individuals contribute
probable future health care needs of a group.
on a regular basis to a pooled fund, so that when
they fall ill, the fund will cover their health care
costs. Essentially, at any one point in time, the healthy members of the pool are helping
to pay for the health care costs of those who are ill. Clearly, those who are healthy and
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those who are ill will change over time. The risk of falling ill and incurring unexpected,
high health care costs is thus shared among those in the pool. There is also a time
element to risk pooling in that individuals draw on contributions that they made when
healthy to pay for the health care they need on becoming ill (Normand, 1999). The
larger the risk-pooling group, the easier it is to predict required health care expenditure.
“There is growing consensus that, other things being equal, systems in which the degree
of risk pooling is greater achieve more” (Davies and Carrin, 2001). Very often, the
organization responsible for the collection of contributions is also responsible for the
pooling of these resources.
Key points with respect to risk-pooling funds are:
• the size of the population and the socio-economic groups covered by the financing
mechanism;
• the mechanisms used to allocate resources from pooling to purchasing
organizations.

Coverage and composition of risk pools
There are two health care financing mechanisms that allow for little or no pooling of risks
(other than by sharing the risk of health care costs within an individual household). First,
with direct out-of-pocket payments, the person who is ill and uses a health service bears
the full burden of the fee charged by the health care provider. Second, medical savings
accounts are a form of prepayment financing, but these accounts are individualized and
can only be used to cover the health care costs of the contributing household. However,
there is sometimes a small element of pooling, as when a general insurance pool covers
some costs after the resources from the medical savings account have been used up.
Medical savings accounts are a central aspect of health care financing in Singapore, but
they are also a component of private voluntary insurance schemes in a growing number
of countries, including high-income countries, such as the United States, and some lowand middle-income countries, such as South Africa (Hanvoravongchai, 2002).
Some health care financing mechanisms are universal, in the sense that the entire
population is entitled to benefit from the health services funded through these
mechanisms. For example, some countries have achieved UC through tax funding (see
Box 6), others through mandatory health insurance (see Box 4). In countries where tax
or mandatory health insurance accounts for most health care financing, maximum risk
pooling is achieved, since the risk is shared across the entire population. It is possible
to achieve UC – defined as all citizens having
access to adequate health care at an affordable
In countries with highly fragmented health care
cost (Carrin and James, 2004) – using a mix
financing mechanisms, a sizeable number of
of financing mechanisms within one country:
individuals often “fall through the cracks”.
different groups are covered by different
mechanisms, but all are adequately covered in
one way or another. However, in countries with highly fragmented health care financing
mechanisms, a sizeable number of individuals often “fall through the cracks”. In the
United States, for example, a large proportion of the population – 33 million adults
between 18 and 64 years of age – is covered neither by private voluntary health insurance
nor the state Medicaid and Medicare schemes (Ayanian et al., 2000).
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Box 6:

Case study: general tax funding as a basis for universal
health coverage in Sri Lanka

Sri Lanka has long been held up as an example of a country that has achieved remarkably good
health status indicators despite relatively low income levels. For example, life expectancy at
birth rose from 43.9 years for men and 41.6 years for women in 1946 to 64.8 years and 66.9 years,
respectively, in 1967 and to 70.7 years and 75.4 years in 2001, i.e. to levels comparable to those of
high-income countries. While factors outside the health sector contributed to this achievement,
such as a relatively high level of gender equality and of female literacy, the universal tax-funded
health system is seen as a critical factor.
Sri Lanka adopted a policy of sustained, relatively high government spending on social services
as a means of promoting equity within the country. It also rejected user fees as a means of
financing public sector health (and also education) services. In 1953, all public sector health
services were made available to the entire population, without patients having to pay on
using a service. A private health sector, which began to flourish in the 1960s, does exist in Sri
Lanka for outpatient care. Most private health care is provided by public sector staff working
in private practice outside of official working hours. Only 15% of all outpatient consultations
are provided by full-time private doctors vs. slightly more than 30% by public sector doctors
working a relatively small number of hours in private practice. The remaining 55% of outpatient
consultations are provided in the public sector. Higher-income groups use private providers
for outpatient care far more than do lower-income groups, reportedly because waiting times
are shorter in private practice. Access to tax-funded health care is particularly extensive at the
hospital level, with 94% of inpatients being treated in public sector hospitals.
Sri Lanka has a well-organized public health infrastructure: most rural residents are within
5–10 kilometres of a peripheral health facility. The technical quality of care given by public
facilities, particularly hospitals, is highly rated. The Sri Lankan public health system is very
efficient, requiring only 2–2.5% of GDP to cater for the health care needs of the vast majority
of its population. High levels of productivity are partly attributable to a culture among health
workers of dedicated service to citizens.
Sri Lanka has used tax funding to achieve UC, i.e. to provide all citizens with adequate health care
at an affordable cost. This tax-funded system offers the population a high degree of protection
against the potentially catastrophic costs of hospitalization. While some concerns have recently
been expressed about declining tax funding of health care (currently down to approximately
1.2% of GDP) and a possible deterioration in the provider-patient relationship, Sri Lanka has
accomplished remarkable achievements in its population’s health status thanks to its universal
tax-funded health system.
Sources: McNay et al., 2004; Russell, 2005; Withanachchi and Uchida, 2006
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A growing number of countries, particularly low- and middle-income countries, are
exploring the possibility of introducing, or are in the early stages of implementing, some
form of mandatory health insurance. If the aim is to achieve UC through this financing
mechanism, a single insurance scheme is not essential: several schemes or health
funds can make up the universal mandatory insurance system, as long as there is some
mechanism to link the different schemes in some way (see Allocation mechanisms).
Most universal mandatory insurance systems began with coverage of only formal sector
employees and, in many cases, their dependents: thus, the size of the formal sector
largely determined the extent of initial coverage of the population. Coverage gradually
expanded as the formal sector expanded and as efforts were made to include the selfemployed, agricultural workers and informal sector workers. Achieving UC through a
gradual process can take time. However, some recent mandatory insurance initiatives
have completed the process in a relatively short
period of time. It took, for example, 127 years
It took 127 years for Germany, the first country to
for Germany, the first country to introduce
introduce mandatory insurance, to achieve universal
mandatory insurance, to achieve UC, compared
coverage, compared with 26 years for the Republic
with 26 years for the Republic of Korea, the most
of Korea, the most recent newcomer to universal
recent newcomer to UC via mandatory insurance
coverage via mandatory insurance.
(Carrin and James, 2004).
Carrin and James (2004) have identified a number of factors that make for a speedier
transition to UC via mandatory insurance, namely:
• a level of income and economic growth high enough to enable firms and households
to make mandatory insurance contributions without risking impoverishment;
• an economy whose formal sector is larger than the informal sector: determining
the income of, and collecting contributions from, informal sector workers can be
administratively difficult and can slow down the transition to UC via mandatory
insurance;
• a population more urban than rural: it is easier to enrol an urban population in a
mandatory insurance system than a rural population and easier, too, to ensure that
the beneficiaries are able to access the health care services to which they are entitled
(see Appendix B, which shows that urbanization levels are far lower in low- and
middle-income than in high-income countries);
• an administrative capacity, including actuarial information systems and management
skills, required to run a mandatory insurance system;
• a high level of social solidarity, and willingness of the population to participate in
a system involving considerable cross-subsidies from the rich to the poor and the
healthy to the ill;
• the quality of government stewardship needed to guide the introduction and
expansion of a mandatory insurance system and to gain the trust of citizens working
in the institutions responsible for running the system.
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In addition to these facilitating factors, there are also factors that can obstruct progress
towards UC under a mandatory health insurance system or hinder the creation of the
largest possible risk pool.
One such factor is the necessarily slow extension of coverage. Several Latin American
countries, for example, which began a mandatory insurance scheme many decades ago,
covering only formal sector workers and their dependents, have found that this system
has become entrenched and is proving an obstacle to extending coverage to the rest of
the population. Clearly, at the outset, there must be an explicit commitment to achieving
UC via mandatory insurance in the shortest possible time and to ensuring that the process
of extending coverage is a continuous one (see Box 7 below).

Box 7:

Case study: mandatory health insurance as the basis for
universal coverage in Ghana

While a growing number of African countries are considering or are in the early stages
of introducing mandatory health insurance, the Ghanaian Government has made the
boldest moves in this direction of any African country to date. It has explicitly committed
itself to achieving UC under a NHI scheme, but it recognizes that the extension of
coverage will have to be gradual. The aim is to enrol about 60% of Ghana residents
within 10 years of starting mandatory health insurance. Two aspects of the NHI suggest
that its commitment to UC is more than just “politico-speak”. First, unlike other countries,
which initially included only formal sector workers in their health insurance system,
Ghana’s NHI has from the outset included both the formal and the informal sectors.
Second, although there are different sources of funding for each sector, they will all end
up under a single unified scheme.
The basis of the NHI system will be a Mutual Health Insurance Scheme (MHIS) – a form
of CBHI – in each district. The NHI Act, passed in 2003, requires every Ghanaian citizen to
join either a district MHIS or a private mutual or commercial insurance scheme. However,
Government subsidies will only be given to a district MHIS, thereby creating a strong
incentive for people not to opt out of the integrated NHI system by purchasing coverage
from a private insurance organization. Formal sector employees will be covered through
payroll-deducted contributions to the Social Security and National Insurance Trust (SSNIT)
fund. Those outside the formal sector are expected to make direct contributions to their
district MHIS: contributions have been set at approximately the equivalent in Ghanaian cedis
of US$ 8 per adult per annum for the low-income groups, US$ 20 for middle-income groups
and US$ 53 for high-income groups. All adults of a household are expected to become
MHIS member, each in his or her own right and each paying the required contribution for
his or her own coverage and that of dependent children under 18. The National Health
Insurance Fund (NHIF) will fully subsidize the contributions of the indigent.
The NHIF will be funded from a 2.5% sales tax levied on almost all goods and services;
a 2.5% payroll deduction for formal sector employees as part of their contribution to
the SSNIT fund; and Government allocations from such sources as general tax revenue
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and donor funding. The NHIF will allocate to each district MHIS the funds acquired from
the SSNIT payroll contributions made by formal sector workers. It will partially subsidize
contributions from low-income households and fully subsidize contributions from
the indigent. It will also fulfil a risk equalization and reinsurance function (see figure
below). A relatively large proportion of funds for MHIS in poor rural areas will probably
be channelled from the NHIF, since most MHIS members would require partially or fully
subsidized membership.
2.5% sales tax

2.5% SSNIT

MoH funds

NHI fund
(% of MHIS funds
from NHIF)

Metropolitan
MHIS

Large town
MHIS

Poor rural
MHIS

Informal sector members’ contributions
Source: McIntyre, Gilson and Mutyambizi, 2005
Implementation of the NHI will benefit from a well-established CBHI tradition in Ghana,
which has several hundred CBHI schemes: many Ghanaians are familiar with health
insurance principles and the MHIS system. However, the district-wide MHIS offers a
different benefit package and has a different contribution structure from those of
previous CBHI-type schemes and there have been concerns within the older MHISs about
the proposed changes and their future role in the community.
Another positive factor is the considerable Government and donor support for successful
implementation of the NHI, whose creation was an election promise that the Government
is committed to fulfilling. Initially, many donors were doubtful about the feasibility of
an ambitious restructuring of health care financing but they have since committed
themselves to supporting its completion.
There are, nevertheless, concerns about the affordability of the NHI, particularly because
of the comprehensive benefit package it will offer. Its sustainability will depend very much
on the extent to which fully contributing informal sector members can be enrolled and
on its long-term ability to garner high levels of general tax and donor funding support.
Sources: Atim et al., 2002; Government of Ghana, 2003; McIntyre, Gilson and Mutyambizi,
2005; Ministerial Task Team, 2002; National Health Insurance Secretariat, 2004
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A second potentially constraining factor relates
There is evidence that CBHI schemes are most
to the growing interest in using CBHI schemes to
successful if they are community-initiated and
draw informal sector workers into a mandatory
-driven, as their design will reflect the preferences of
insurance system. The idea is not new: CBHIs
the community they serve.
founded in 19th century Japan were gradually
expanded to form part of the mandatory insurance
system (Ogawa et al., 2003). On the one hand, there is evidence that CBHI schemes are
most successful if they are community-initiated and -driven, as their design will reflect
the preferences of the community they serve (Bennett et al., 1998). On the other hand, if a
multitude of CBHI schemes develop, each with a different benefit package, contribution
rate and other design features, their integration into a mandatory insurance system
may be problematic, if for no other reason than the dissatisfaction of, and resistance
from, existing CBHI members (see Box 7) – a common reaction to attempts to unify
fragmented insurance schemes, whether they be CBHI or private voluntary insurance
schemes. Referring to experience in Latin America, Ensor (2001) notes that “levelling
up to the best plan has proved to be too costly, while a reduction is resisted by those with
more comprehensive cover”. A careful balance
needs to be struck between providing clear
A careful balance needs to be struck between
guidelines within which CBHI schemes should
providing clear guidelines within which CBHI
be developed and allowing for leeway for some
schemes should be developed and allowing for
degree of community ownership.
leeway for some degree of community ownership.
A third obstacle to the creation of a large
risk pool is the freedom given to individuals to opt out of the mandatory insurance
system. Chile is a frequently quoted example. For decades, formal sector workers had
to contribute to mandatory health insurance, which consisted of two public schemes,
one for blue-collar workers, the other for white-collar workers. In 1981, a reform was
introduced allowing employees to opt out of the public schemes and sign up with a
private health insurance scheme. Contributions to the public scheme are communityrated, whereas contributions to the private schemes are to some degree risk-rated. All
workers are required to contribute 7% of their income to the health insurance scheme of
their choice. However, if a worker belongs to a private scheme and is regarded as a highrisk enrollee, he or she either has to contribute more than 7% or accept a reduced benefit
package, whereas if the worker is in a public scheme, he or she receives the same benefit
package for the 7% contribution, whatever the level of risk (Sapelli, 2004). The result
is that the healthier and wealthier are heavily concentrated in the private schemes and
the less healthy and less wealthy in the public schemes (Barrientos and Lloyd-Sherlock,
2000). With two public and more than 20 private schemes, the risk pool is now highly
fragmented. Opting out has a more adverse effect in Chile than in high-income countries
because anyone is allowed to opt out in Chile, whereas other countries that allow opting
out grant this freedom only to people above a certain income level (Ensor, 2001).
Not all countries attempt to achieve UC through a single predominant financing
mechanism (plus a limited number of supplementary mechanisms). Some prefer to
develop a range of financing mechanisms, each serving a different population group.
The reasons for adopting this approach vary: society may be very individualistic and
lack social solidarity or a country’s low income level and economic growth rate may
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compromise the feasibility of funding a health system entirely from taxes or mandatory
insurance.
The greatest concern with having a range of
financing mechanisms is fragmentation of risk
among a large number of small risk pools. The
smaller the risk pool, the less sustainable the
financing mechanism. For example, a smallgroup health insurance scheme is less able to
predict its members’ risks of future health care needs and costs and is less able to cope
with unexpectedly high expenditure levels, such as during an epidemic or when one or
more members incur very high health care costs. CBHI schemes are frequently very
small and particularly vulnerable to solvency problems. One solution is reinsurance,
whereby small insurance schemes can transfer the risk of unexpectedly high health care
expenditure to a “reinsurer” catering for several small schemes (Dror, 2001). Reinsurance
has traditionally been used to protect private voluntary insurance schemes from lowfrequency, high-cost events but Dror (2001) suggests that a similar approach can be
used for CBHI schemes that provide coverage for
high-frequency, low-cost services. Reinsurance is
Reinsurance is a way of pooling the risks of individual
a way of pooling the risks of individual schemes
schemes and of sharing higher-than-expected health
and of sharing higher-than-expected health care
care costs among several schemes.
costs among several schemes.
The greatest concern with having a range of financing
mechanisms is fragmentation of risk among a large
number of small risk pools. The smaller the risk pool,
the less sustainable the financing mechanism.

Another concern over multiple financing mechanisms is that many insurance schemes
will be voluntary in nature. Voluntary insurance schemes are particularly vulnerable to
adverse selection, whereby those with the greatest risk of falling ill are the most likely to
seek insurance cover, thus limiting the potential for cross-subsidies from the healthy to
the ill. Strategies to limit adverse selection include the requirement that entire families,
rather than a single family member, become members and, in the case of formal sector
employees, that all employees in a company enrol. Some insurance schemes engage
in “cream-skimming” or “cherry-picking”, whereby the insurance scheme makes
efforts to attract the healthiest individuals and denies or discourages membership to
high-risk individuals, by setting very high risk-rated contributions, for example, or
by restricting benefits by excluding coverage of pre-existing conditions (Sekhri et al.,
2005). These devices also restrict the potential for cross-subsidies. Often they result in
a drastic limitation of cross-subsidies in the overall health system, with the healthy and
wealthy belonging to private voluntary health insurance schemes, leaving the ill and the
poor to rely on publicly funded health services. Cream-skimming can be countered by
legislation requiring open enrolment, whereby any person or family wishing to join a
health insurance scheme must be allowed to do so. Creating a regulatory environment
whereby contributions are community-rated rather than risk-rated can also counter
exclusion of the ill and the poor.
Finally, concern over multiple financing mechanisms also stems from the difficulty of
using public resources to protect those who do not have adequate financial protection
from unexpected health care costs. One approach would be to direct government
funds to public, and possibly nongovernmental, entities that do not charge user fees
but provide services most likely to be needed by people lacking any form of health

Chapter 4 – Key functions of health care financing

33

insurance. This approach assumes that those covered under other health care financing
mechanisms will “self-select” not to use publicly funded services (Bitrán and Giedion,
2003). Another approach is to provide a wider range of services at publicly funded
facilities but to charge user fees from which vulnerable groups are exempted. A final
approach, which is particularly relevant to countries seeking to expand health insurance
coverage, whether voluntary or mandatory, is to use public funds to partially or fully
subsidize the health insurance contributions of vulnerable groups (Bennett et al., 1998).
There are considerable obstacles to targeting government funds to the most vulnerable
but they are difficult to avoid, except for a country able to fund its health system fully
from general tax revenue and other public funds (see Appendix A for a discussion of
how public resources can be targeted to the most vulnerable population groups through
user fee exemptions and/or subsidized health insurance contributions).

Allocation mechanisms
Another aspect of risk pooling is the need to
ensure that resources are equitably distributed in
accordance with health care needs and the risk of
future health care costs. Risk-adjusted allocation
mechanisms can be applied either to insurance funds
or to public, i.e. general tax and donor, funds.

Risk-adjusted, or “needs-based”, resource allocation
mechanisms, which are designed to redress
geographic disparities in health care resources, are a
clear departure from historical budgeting. Their goal
is to promote equity of access to health care on the
basis of need.

Risk-adjusted mechanisms are used to allocate
central government health care resources to
decentralized health authorities. Until recently, government resources were distributed,
according to supply and demand, through historical processes, such as incremental
budgeting (Pearson, 2002). Since relatively well-equipped health facilities, particularly
hospitals, are more likely to be in urban than in rural areas, use of historical budgeting
approaches frequently results in urban populations capturing a disproportionate share
of public health care resources. Risk-adjusted, or “needs-based”, resource allocation
mechanisms, which are designed to redress geographic disparities in health care
resources, are a clear departure from historical budgeting. Their goal is to promote
equity of access to health care on the basis of need. In general, a formula incorporating
indicators of relative need for health care is used to determine resource allocations for
each geographic area (Rice and Smith, 2002). Indicators most widely used to measure
relative need for health services in a specific geographic area are:
• population size;
• demographic composition (young children, the elderly and women of childbearing
age tend to have a greater need for health services than other population groups);
• levels of ill-health, with mortality rates usually being used as a proxy for
morbidity;
• socio-economic status, since there is a strong relation between ill-health and low
socio-economic status and the poor are most reliant on publicly funded services
(McIntyre et al., 1990).
Some countries also adjust for the difference in the cost of providing health services
in different areas. In certain high-income countries, this adjustment relates to urban
areas – in England, for example, the higher cost of employing staff in London is taken
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Box 8:

Examples of countries using a needs-based resource
allocation formula

HIGH-INCOME COUNTRIES
The earliest and best-known application of a needs-based formula was in the United
Kingdom. In the late 1970s, England, Scotland, Wales and Northern Ireland adopted
formulae based on population size and demographic structure and weighted by mortality
data. Socio-economic status was included as a weighting factor in a later revision of the
English formula. Similar approaches have been adopted in Australia, Portugal and a
number of other high-income countries. As indicated below, the use of such formulae is
also rapidly spreading in low- and middle-income countries.

AFRICA
Ghana
Since 2004, Ghana has been allocating its tax-funded and donor-pooled health funds to
its regions according to a formula that includes regional population size, weighted for
deprivation (i.e. the size of the population living below the poverty line), and under-five
mortality.

United Republic of Tanzania
The formula for the allocation of basket funds to districts includes population size and
under-five mortality as a proxy for disease burden and poverty level, and adjusts for the
differential cost of providing health services to rural areas of low-population density.

Uganda
The primary health care budget is allocated among districts using a formula based on
population size, the inverse of the Human Development Index (HDI) and the inverse of
per capita donor and NGO spending. A supplement is allocated to districts with security
problems and those with no district hospital. The HDI component of the formula includes
measures of socio-economic status and ill-health, while inclusion of donor and NGO
funding in the formula ensures that the full resource envelope for each district is taken
into account in the allocation of government funds.

Zambia
Initially, a simple per capita formula was used because of the scarcity of accurate data on
other needs-based indicators. However, weightings for remoteness and disease patterns
were later included in the formula and a measure of poverty was added more recently.

LATIN AMERICA
Chile
Resources for primary health care are allocated from the central Government to
municipalities on the basis of population size, with an adjustment for rurality and
municipal poverty level.
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Colombia
The central Government allocates general funds to municipalities on the basis of a formula
that includes the size of the municipal population, adjusted for poverty level, unmet basic
needs, quality of life indicators and locally-generated revenue. A portion of these funds is
explicitly earmarked for health services. Thus, a needs-based formula is used to determine
overall allocation for all municipal services, but the freedom of municipal authorities to
decide how these funds are distributed among the different services is limited by the
requirement that they assign a minimum percentage of central government transfers to
health (and to education). This approach has been highly effective in promoting equity
in the distribution of health care resources among municipalities.

Mexico
The Ministry of Health recently introduced a resource allocation formula which includes
population size, child mortality rate and a “marginalization index” (a composite index of
socio-economic status, including such indicators as educational status, access to potable
water and sanitation and overcrowding).

ASIA
Cambodia
Cambodia has not adopted a traditional needs-based resource allocation formula (i.e.
solely based on population size, burden of illness, etc.). Instead, it uses what could be
termed a “costed-norms” approach. The health system covers 73 health districts, each
with a hospital and an approved number of health centres, based on population size.
Although the size of districts may vary, each health centre in a district supports a broadly
similar population size and is expected to provide a similar package of services (i.e. a
population- and service-based norm has been established for health centres and district
hospitals). Each district’s budget allocation is based mainly on the average cost of running
a health facility in the district, multiplied by the number of facilities of that type in the
district. An adjustment for patient workload has been included to prevent disincentives
to treating additional patients.
Sources: Bossert et al., 2003; Pearson, 2002; Rocha et al., 2004; Semali and Minja, 2005

into account. In low- and middle-income countries, a similar adjustment is made for
the higher cost of providing care in remote rural areas. Box 8 above gives examples of
countries using a needs-based resource allocation formula and highlights the indicators
used in each case.
When allocating government and donor funds to regions or districts, some countries,
such as Colombia and Uganda (see Box 8), take into account additional health care
resources if these are pooled with tax funding through SWAps or GBS. Figure 3 overleaf
demonstrates the potential equity implications of not taking these additional funds into
account.
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Figure 3: Hypothetical allocation of health care resources between
districts
Mandatory insurance
reimbursements
Global Fund ARV
Matching govt. grant
CBHI contributions
OOP user-fee revenue
Tax & donor pooled

Rural district

Urban district

Source: McIntyre, Gilson and Mutyambizi, 2005

The bars in Figure 3 above represent the level of per capita funding from different
sources. The bottom bar is the same size in the two large blocks of bars, indicating that
government resources have been allocated to rural and urban districts on an equal per
capita basis. The difference in size of the next bars up, between the rural and urban
blocks, indicates that more user-fee revenue is generated in the urban than in the rural
district, because urban dwellers working in the formal or informal sector have a greater
ability to pay than rural workers. This is also the case with CBHI contributions. If
the government matches CBHI contributions on a dollar-for-dollar basis, the urban
district benefits more than the rural district. The Global Fund ARV bar represents donor
programme funds that are at present likely to be heavily concentrated in urban areas:
Global Fund resources for the provision of antiretroviral drugs (ARV), for example,
are likely to flow more generously to urban than
to rural areas, at least in the initial stages of the
Significant inequities in the allocation of health care
ARV roll-out, since the treatment is more easily
resources may arise even when government allocates
administered in urban than in rural areas. Finally,
tax resources on an equal per capita basis.
the uppermost urban bar represents revenue that
public sector facilities, particularly hospitals,
receive in the form of mandatory health insurance reimbursements when their members
use these facilities. Mandatory insurance members will be heavily concentrated in urban
areas, so that funds may not even accrue to rural facilities. This illustrates how significant
inequities in the allocation of health care resources may arise even when government
allocates tax resources on an equal per capita basis.
Equitable resource allocation can be achieved through what is commonly referred to
as “risk-equalization”, a process often adopted by mandatory health insurance schemes
made up of several small funds. In broad terms, the risk profile of each fund or scheme
is assessed using a range of factors, such as the age, gender and disability profiles of
members, and the proportion of members with chronic illnesses (Rice and Smith, 2002).
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A risk-adjusted capitation amount, equivalent to the average sum per member required
to cover likely health care costs for a standard benefit package, is calculated from the risk
profile structure of all schemes or funds. To determine the total amount to be allocated
to each scheme, the risk-adjusted amount per capita is multiplied by the number of
members in the scheme corresponding to each type of risk profile. In some countries,
such as the Netherlands, mandatory insurance contributions are collected centrally and
individual health funds or insurance schemes undertake purchasing (see next section).
In this case, risk-adjusted capitation is used to allocate all resources among the different
schemes. In other countries, each scheme or fund collects its own contributions. Riskadjusted capitation in such instances is used to determine which insurance schemes or
health funds collect more contribution revenue than is warranted by their membership
profile and thus who should pay into a risk-equalization fund. Conversely, risk-adjusted
capitation is used to determine which schemes or funds collect less revenue than they
require, given the risk profile of their membership, and thus who should receive payments
from a risk-equalization fund. These risk-adjustment mechanisms allow for crosssubsidies between individual insurance schemes or health funds, thereby consolidating
the risk pool.
The Ghana case study (see Box 7) exemplifies a resource allocation mechanism that
combines equitable allocation of general tax and donor funds between geographic
areas, with risk-equalization between district-wide CBHI schemes managed under the
umbrella of a mandatory health insurance system.

Purchasing
Purchasing has been defined as “the transfer of pooled resources to service providers
on behalf of the population for which the funds were pooled” (Kutzin, 2001). The
term “transfer” implies a passive approach, yet there is a growing awareness that the
organization transferring funds should be an
active purchaser of services for the beneficiaries
The organization transferring funds should be an
of the pooled resources – active particularly in
active purchaser of services for the beneficiaries of
ensuring that the appropriate services are secured
the pooled resources – active particularly in ensuring
efficiently. The key issues in the purchasing
that the appropriate services are secured efficiently.
function of health care financing are:
• the choice of benefit package to which beneficiaries would be entitled, including
type of service and type of provider, and the route by which different services should
be accessed;
• the choice of mechanism for paying providers or the route used to transfer resources
from purchaser to provider.

The benefit package
Type of service
In planning a benefit package, the first consideration is the type of service to be covered
under a particular financing mechanism (e.g. tax revenue and/or health insurance).
In particular, should the package only include low-frequency, high-cost services,
such as hospital care and long-term, terminal illnesses, which are often regarded as
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“catastrophic events”? Or should it only cover high-frequency, low-cost services, such
as acute and chronic care that can be provided at the primary care level? Or should it
cover both types of service? Given the central goal of providing financial protection,
many believe that the emphasis should be on protecting individuals and households
from “catastrophic” expenditure, which has traditionally been associated with inpatient
care and other high-cost, low-frequency services.
However, it is becoming increasingly clear
It is becoming increasingly clear that even
that even small payments for primary care
small payments for primary care services can
services can have catastrophic consequences for
have catastrophic consequences for vulnerable
vulnerable households (Whitehead et al., 2001)
households and that essential primary health care
and that essential primary health care services
services should, therefore, be covered in countries
should, therefore, be covered in countries with
with high poverty levels.
high poverty levels. The design of a benefit
package clearly depends on what people in a
given country can afford, but a reasonably comprehensive benefit package is best able
to protect households from catastrophic health care costs (see Box 9 below).

Box 9:

Case study: equitable distribution of health care benefits in
Thailand

Thailand has been engaged over the past 25 years in a gradual extension of the population
covered by health insurance. Formal sector workers were enrolled in a Civil Servant Medical
Benefit Scheme (CSMBS) for government employees created in 1978 and employees of
private firms, in a Social Security Scheme (SSS) created in 1990. The poorest households
were enrolled in a publicly funded low-income card (LI Card) scheme introduced in 1975
and informal sector workers not classified as poor, in a publicly subsidized voluntary health
card (VH Card) scheme set up in 1981. In 2001, the 30% of the population still uninsured
were enrolled in a tax-funded public UC scheme, into which the original LI Card and VH
Card schemes were integrated. Together, the UC, CSMBS and SSS now cover the entire
population. Whereas the CSMBS and SSS operate as insurance schemes, the UC scheme is
financed in a manner similar to direct tax funding. UC members must register with a local
primary care facility, which is usually within the public sector but may sometimes be an
accredited private provider. The facility is paid a capitation fee from tax funds to provide
primary care to UC members. Public hospitals are funded by a global budget based on
diagnosis related group (DRG) estimates. (The DRG system, which is used to determine
how much a government has to reimburse a hospital for services rendered to a patient,
categorizes patients into one of several hundred groups, according to criteria such as
diagnosis, likely medical procedures required, age, sex, and the presence of complications
or co-existent illness; each group is thus comprised of patients presenting similar clinical
problems and likely to require the same level of hospital care). The UC scheme is also
known as the “30 Baht scheme”, since members are expected to make a nominal payment
of 30 Baht (slightly less than US$ 1) per outpatient visit and per hospital admission. The
poor, who were previously part of the LI Card scheme, are not required to pay anything.
All schemes have a relatively comprehensive benefit package, with a “negative list” that
excludes very high-cost services, such as dialysis for end-stage renal disease, cosmetic
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surgery, treatment for drug addiction, organ transplantation, and infertility treatment.
In Thailand, the poor benefit from public subsidies (particularly for their use of health
services) to a much greater extent than the rich. This is particularly the case for outpatient
services at health centres and for outpatient and inpatient services at district hospitals,
which are generally more physically accessible to the poorest population groups (and
hence also more financially accessible since they reduce, or avoid the need for, transport
costs). The inequality between socio-economic groups in the use of health care and in
public subsidy benefits has declined since the introduction of UC. Even though the poor
benefit more from the public subsidy than the rich, the UC also provides the better-off
with substantial protection against catastrophic inpatient costs: generally, the frequency
of catastrophic out-of-pocket payments has declined for all socio-economic groups but
particularly for the poorest. Before the creation of the UC scheme, 2.1% of the population
was pushed below the poverty line as a result of out-of-pocket payments; in 2004,
three years after the introduction of UC, only 0.5% was impoverished from this cause.
A combination of UC, a relatively comprehensive health service benefit package, and
relatively high levels of tax funding to support the provision of good quality public sector
health services have led to a distribution of health service benefits that is distinctly to the
advantage of the poorest in Thailand.
Sources: Limwattananon et al., 2005; Suraratdecha et al., 2005

Cost-containment may be a problem if the benefit package of an insurance scheme
only covers hospital services. If primary care services are not included in the package,
patients tend to go directly to a hospital or a medical specialist for a health problem
that could have been dealt with at the primary care level at a much lower cost. Many
countries have found that having primary health care providers act as gatekeepers to
hospital care is a useful cost-containment mechanism (Ros et al., 2000).
A benefit package can offer beneficiaries a “positive list” or a “negative list” of services
they can use under the health insurance scheme (Rutten and van Busschbach, 2001). A
positive list itemizes each service included in the benefit package, such as immunizations,
treatment of malaria, childbirth services, surgical procedures, and so on. A negative list
is used for a benefit package that covers all health
care except for a limited number of specified
Many countries have found that having primary
services, such as organ transplantation, cosmetic
health care providers act as gatekeepers to hospital
surgery, and so on.
care is a useful cost-containment mechanism.
Allocative efficiency is an important
consideration in deciding which services should
be included in the benefit package. The purchaser, whether a ministry of health, district
health office or insurance scheme, must be aware of the major causes of ill-health and
hence the health care requirements of the beneficiary population. An active purchasing
approach is called for, with the purchaser routinely compiling and analysing relevant
epidemiological information about the beneficiary population and translating this into a
benefit package that more or less meets the health care needs of this population (Kutzin,
2001).
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Type of provider
Once the types of service to be included in the package have been determined, the next
issue is to decide on the types of provider that beneficiaries can use to secure services.
The purchaser may stipulate that the full costs
An active purchasing approach is called for, with
of services included in the benefit package
the purchaser routinely compiling and analysing
will be covered only if they are provided by a
relevant epidemiological information about the
public sector or NGO facility. This is often the
beneficiary population and translating this into a
case, at least implicitly, in tax-funded systems,
benefit package that more or less meets the health
particularly where all tax resources are channelled
care needs of this population.
to public facilities (and in some countries also to
NGO facilities). The benefit package of a health
insurance scheme usually stipulates that beneficiaries will be reimbursed for health
care costs only if accredited providers have been used (Normand and Weber, 1994).
Accreditation is generally based on the facility meeting certain basic standards that
ensure adequate quality of care, an appropriate range of services and a willingness to
charge rates that provide value for money.
In addition to accreditation of providers, contracts may need to be drawn up between
purchaser and provider if there is a very clear distinction between them. This is often
the case with insurance schemes but it may also apply to tax-funded health systems,
as is the case in the United Kingdom, where budgets are no longer given directly to
providers but to “primary care trusts”, which purchase services on behalf of the resident
population (Maynard, 1994). The contract between purchaser and provider usually
specifies the types of service that may be provided to beneficiaries, the amount of money
the provider will receive for services, the mechanism for paying the provider and the
quality and other performance requirements related to the service provided. As noted in
the Colombia case study (Box 10), contracting is frequently used to ensure efficiency
and quality of care.

Affordability and sustainability
An overriding consideration in benefit package design is the affordability and
sustainability of the package. The resources available now and likely to be available in
the future will affect which services are included in the benefit package and which types
of provider may be used. There is an important trade-off between what are frequently
referred to as the breadth (how many people) and depth (which services) of coverage.
If UC under a health care financing mechanism is the objective, it may be possible
to offer only a very limited benefit package; a
If the benefit package is not clearly spelled out, more comprehensive package may be possible
expenditure on health care benefits is likely to increase
but only if coverage is confined to a limited
rapidly and to prompt corresponding increases in
section of the population (Gottret and Scheiber,
contributions or tax revenue allocations to health care, 2006). If the benefit package is not clearly
thereby threatening the sustainability of the financing
spelled out, expenditure on health care benefits
mechanism.
is likely to increase rapidly and to prompt
corresponding increases in contributions or tax
revenue allocations to health care, thereby threatening the sustainability of the financing
mechanism (Normand, 1999).
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Box 10:

Case study: contracting for health services in Colombia

Up to the early 1990s, Colombia had two systems: a social health insurance (SHI)
scheme (plus some private insurance) covering formal sector workers and direct public
provision of health services (i.e. through budget transfers from the Government to
public hospitals) for others. In 1993, in a move towards universal mandatory health
insurance, wide-ranging reforms were introduced whereby public funds would
be used increasingly to subsidize SHI membership for those unable to afford full
contributions. At the same time, contracting for health services was introduced on
a large scale. “Health promotion enterprises” (known by the local Spanish language
acronym as “EPSs”) were established as financing intermediaries. The EPSs compete
for membership of the insured population, i.e. formal sector workers, and contract
with selected service providers (public and/or private). Regulations specify the
minimum benefit package that must be covered by an EPS: there are two packages,
one for “full contributors” and one for those with a subsidized membership, each
carrying the same contribution rate. An equalization mechanism that fosters
income-related cross-subsidies has also been established. Since the Government is
now devoting more and more of its funds to subsidize insurance coverage and is
contracting with providers, public hospitals have become autonomous institutions
that will no longer receive budgets but will bill each EPS for services provided to its
members. During the move towards UC, public hospitals will still receive budgetary
support. The move to a contracting environment is intended to promote efficiency
by encouraging competition between providers, particularly hospitals, which
account for the bulk of health spending, and by allowing the insured population
some freedom in the choice of provider.
The reforms have produced mixed results, partly due to the two major simultaneous
changes they have introduced, namely, a move to UC through subsidized insurance
membership and a shift to a contracting environment. A critical problem was that,
during the transition period from partial to UC, government funds, although they
increased, had to be used to fund public hospitals so that they could cater for the
uninsured, thus reducing the funds available for subsidizing insurance membership.
As a result, progress towards UC has been slower than anticipated, which has in turn
limited the extent to which full-scale contracting could be introduced. The desired
impact on the operating efficiency of public hospitals has thus not been achieved,
suggesting that competition alone will not produce gains in efficiency.
Sources: Gaviria et al., 2006; Homedes and Ugalde, 2005; McPake and Mills, 2000

Health care expenditure can increase rapidly in both tax-funded and insurance schemes
as a result of so-called “moral hazard”: those entitled to benefit from coverage have a
strong incentive to consume more and “better” health care and a weaker incentive to
maintain a healthy lifestyle than if they did not have this entitlement (Arrow, 1963). A
common device to counter moral hazard is to require users to bear part of the cost of
services through out-of-pocket payments, called "user fees" in the case of tax-funded
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health services and "co-payments" in the case of
health insurance. The adverse effects of user fees
in creating an obstacle to the use of health care by
low-income groups have been mentioned. Similar
constraints exist in relation to co-payments for
those covered by health insurance. For example,
co-payments are relatively high in the mandatory
health insurance scheme of the Republic of
Korea, accounting for 40–55% of the cost of outpatient care: the lowest-income groups
in the country use health services far less than higher-income groups, who are more able
to pay these co-payments (Kim et al., 2005). However, despite high co-payment levels,
health expenditure under mandatory insurance increased from 3.7% to 6.6% of GDP in
the 1980s, a rise fuelled both by unit cost increases and by increased usage of services by
higher-income earners (De Geyndt, 1991).

Health care expenditure can increase rapidly in both
tax-funded and insurance schemes as a result of socalled “moral hazard”: those entitled to benefit from
coverage have a strong incentive to consume more
and “better” health care and a weaker incentive to
maintain a healthy lifestyle.

The adverse impact of co-payments is likely to be particularly severe in low-income
countries. Kutzin (1995) notes: “Although incentives to consumers based on cost-sharing
requirements appear to have some effect in reducing demand, incentives to providers
are much more powerful tools for containing costs”. This view is echoed in a recent
review of cost-containment strategies, which concluded that “patient charges do not
appear to be a successful cost-containment tool” (Carrin and Hanvoravongchai, 2002).
One alternative to co-payments that does not raise obstacles to health care use by the
lowest-income groups is to create incentives for efficient provider behaviour (see section
below). Another is to use primary health care providers as gate-keepers requiring patients
to adhere to appropriate referral routes (see Box 11).

Service delivery infrastructure
There has to be an adequate service delivery infrastructure to ensure that the entitlements
specified in the benefit package can actually be
When mandatory insurance is being introduced, realized. Health facilities providing services
that are included in the benefit package and that
possibly in the face of opposition, beneficiaries must
are of adequate quality must be physically and
be sure that they will have access to quality care.
culturally accessible to potential beneficiaries.
This requirement is particularly important in the case of voluntary insurance, which
has to attract members (see Box 11). Moreover, when mandatory insurance is being
introduced, possibly in the face of opposition, beneficiaries must be sure that they will
have access to quality care (Normand and Weber, 1994).

Provider payment mechanisms
Provider payment mechanisms broadly refer to the way in which funds are transferred
from a purchaser to a health care provider. Through arrangements between providers
and purchasers, such as incentives and risk sharing, payment mechanisms can bring a
provider’s behaviour more into line with the objectives of the purchaser. Payments are
made either to an individual provider or to a health care facility, and in either case can
be prospective, i.e. determined and/or made in advance, or retrospective, i.e. made after
the service has been provided. The main forms of provider payment mechanism are as
follows:
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Box 11:

Case study: accessing benefits in the Bwamanda CBHI
scheme in the Democratic Republic of Congo

The Bwamanda CBHI scheme was established in 1986 by Belgian doctors working for
nongovernmental organizations in the Bwamanda district of the Democratic Republic
of Congo. The scheme covers the cost of care given at a district hospital if the patient
has been referred from a health centre. It is recognized as one of the most successful
CBHI schemes, achieving and maintaining coverage of 60–70% of the district population
(of nearly 160 000 people in 1994) and doubling the financial resources available to the
hospital in the period 1997-1998. Before the introduction of the scheme, Government
subsidies were declining dramatically, prompting frequent increases in the flat-rate user
fees that made hospital care increasingly unaffordable. The scheme improved access to
hospital care, with admission rates for the insured being three times greater than for the
uninsured. Although the scheme requires a 20% co-payment of hospital fees, members
pay much less for hospital care on an out-of-pocket basis than non-members. However,
the poorest are excluded, because, as most of them claim, they cannot afford to pay the
scheme’s contributions.
Physical access to services in the scheme’s benefit package plays a critical role in
insurance membership and use of services: membership levels and hospital utilization
rates are higher among those living within 35 km of the hospital than among those
living further away. The ability to translate entitlements into real service benefits through
ready physical access to health facilities is thus an important incentive to join a health
insurance scheme. Moreover, the willingness of the district population to join the scheme
owes much to the fact that the Bwamanda hospital is known to give high-quality care,
including adequate availability of doctors and drugs.
Sources: Criel et al., 1999; Criel et al., 1998; Shaw and Griffin, 1995

• To individual providers
Ñ salary: determined prospectively, paid retrospectively;
Ñ fee for service: determined prospectively, paid retrospectively;
Ñ capitation (i.e. a flat payment per person covered, who is then entitled to use all
services covered in the benefit package offered by that provider): determined
prospectively, paid prospectively.
• To facilities
Ñ budget allocations: determined prospectively, paid prospectively;
Ñ fee for service: determined prospectively, paid retrospectively;
Ñ per diem (a flat payment per day of hospitalization): determined prospectively,
paid retrospectively;
Ñ case-based fee (a flat payment per treatment package, such as for normal
childbirth services), sometimes adjusted for risk factors, such as age and comorbidities: determined prospectively, paid retrospectively.
Table 1 overleaf summarizes the advantages and disadvantages of each of these payment
mechanisms and suggests strategies to minimize the disadvantages. The most effective
way of maximizing positive incentives and minimizing perverse incentives (incentives
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Table 1:

Advantages and disadvantages of different provider payment
mechanisms

Payment
mechanism
Salary

Capitation

Advantages

Budget
allocation

Per diem

Case-based
(includes
diagnosis
related group
payments)

Ways of minimizing disadvantages

Predictable
expenditure

Possible underprovision and/or
poor quality of care

Peer review of provider
practices

Low administrative
costs

Little incentive for efficient
behaviour and productivity
unless linked to performance
Incentive for underservice

Link part of payment to
performance

Possible cream-skimming
(attracting low-risk patients)

Monitoring and peer
review of provider
practices (including
referral patterns)

Incentive for
technical efficiency
and preventive care
Administration costs
reasonably low

Fee for
service

Disadvantages

Possible cost shifting (referral to
another provider)

Incentive for
technical efficiency
(where fee schedules
are fixed)
Predictable
expenditure and
tight control

Incentive for overprovision and
cost escalation

Low administrative
costs
Some incentive for
technical efficiency

Can lead to underservicing and
cost shifting
Incentive to extend length of
stay and/or increase number of
admissions

Strong incentive for
efficient operation

High administrative costs
Limited direct incentives for
efficiency unless linked to
performance

Unpredictable expenditure
Relatively high administrative
costs

Adjust payments to risk

Patient choice of
provider
Global caps and/or
adjusting fee to keep
within resource limits
Link part of payment to
performance
Monitoring and peer
review
Global caps/budget
limits
Lower fees for longer
stays
Adjust for case mix, i.e.
by grouping people
according to their use
of resources

Incentive for cream-skimming

Sources: Carrin and Hanvoravongchai, 2002; Kutzin, 2001

that have unforeseen, unintended, and/or adverse effects) is to use a mix of payment
mechanisms. However, capacity constraints in low- and middle-income countries may
preclude complex combinations of payment mechanisms.
The more fragmented a health care financing system and the greater the number of
independent purchasers, the more difficult it is to exert pressure on providers to contain
costs. If there are only one or two large purchasers, they can use their combined
purchasing power to negotiate lower fees with providers and to impose global caps
on reimbursement claims (Normand and Weber, 1994). With a large number of
small purchasers, providers can simply refuse to provide services to beneficiaries of
purchasers who attempt to limit their profit margins and income levels. Alternatively,
fee levels can be fixed by government regulation, but this will not limit practices such
as overservicing.

Conclusions

No country has a single health care financing mechanism. A country may, for example,
have universal mandatory health insurance funded from payroll contributions by formal
sector employees, from contributions by informal sector workers in the community and,
for the poor, from contributions fully subsidized out of tax revenue. In addition, the
country may have “top-up” voluntary health insurance and out-of-pocket payments for
services outside of the mandatory insurance benefit package. Each financing mechanism
has advantages and disadvantages and each can be structured differently in order to
enhance its potential for achieving specific objectives and for minimizing the risk of
adverse consequences.

Chapter 5

5

The framework used in this review focuses on three key health care financing functions:
revenue collection, risk pooling and purchasing. This framework can be used by a
country to evaluate or modify its existing system or to replace or supplement it with
a new system. The first step is to define clearly the desired objectives of the health
system. The next step is to choose the mechanisms for collecting revenue, pooling risk
and purchasing health services that are most
This framework can be used by a country to evaluate
likely to facilitate attainment of the objectives.
or modify its existing system or to replace or
In making these decisions, it can be helpful
supplement it with a new system.
to examine the results, both positive and
negative, that other countries have obtained in
implementing the three key health care financing functions. Table 2 summarizes some
important aspects of international experience in the performance of the key functions
from the perspectives of feasibility, equity, efficiency and sustainability. Examples of
“best practice” could be highly instructive but, regrettably, there is a paucity of success
stories. Indeed, there is real scope for future research to document how these health care
financing functions actually operate in countries. Two countries, for example, Costa
Rica and Sri Lanka, are widely regarded as having been successful in setting up and
implementing the functions. This review has highlighted some of the factors that have
contributed to the success. However, a deeper study identifying additional factors would
be an enlightening exercise.
Overall, international experience and current thinking suggest a few “take-home
messages”:
• Every effort should be made to achieve universal health care coverage – defined as
a system that provides all citizens with adequate health care at an affordable cost.
• A health care financing mechanism should provide sufficient financial protection, so
that no household is impoverished because
A health care financing mechanism should provide
of a need to use health services. One way of
sufficient financial protection, so that no household
providing such protection is by incorporating
is impoverished because of a need to use health
a risk-sharing plan in the health care financing
services. One way of providing such protection is by
mechanism, whereby the risk of incurring
incorporating a risk-sharing plan in the health care
unexpected health care expenditure does not
financing mechanism.
fall solely on an individual or household.
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• These first two objectives imply a need for strong cross-subsidies within the health
system, both in terms of income (cross-subsidies from the wealthy to the poor) and
of risk of requiring health care (cross-subsidies from the healthy, or low-risk, to the
ill, or high-risk individuals).
• Cross-subsidies should be adopted on a system-wide basis and focused not only on
who contributes how much to funding the health care system but also on how the
funds are pooled and how and what services are purchased for whose benefit.
• A system-wide approach for cross-subsidies means that a health care financing
mechanism should not be considered in isolation but rather in relation to how it can
contribute to cross-subsidies in the overall health system.
• The emphasis should be increasingly on integrated financing mechanisms:
fragmentation of financing mechanisms reduces the potential for cross-subsidies.
Health care financing presents an enormous
challenge to low- and middle-income
Cross-subsidies should be adopted on a system-wide
countries. However, despite their limited
basis and focused not only on who contributes how
economic resources, a small number of
much to funding the health care system but also on
countries have greatly improved the health
how the funds are pooled and how and what services
status of their populations. They have
are purchased for whose benefit.
done so through innovative mechanisms
for financing and providing health care, as well as through other interventions affecting
but not directly stemming from the health sector. There is clearly a strong potential for
a country to improve its existing health care financing system and make it feasible,
equitable, efficient and sustainable. To do so, however, the country needs to critically
evaluate the three basic functions of its health care financing system – revenue collection,
risk pooling and purchasing. It also needs to draw on and, where needed, adapt from the
experience of other low- and middle-income countries that have embarked successfully
on a similar undertaking.

• Out-of-pocket payments are the most
regressive (or least progressive) mechanisms
and create inequities in use of health care
services.

Contribution
mechanisms
• Out-of-pocket payments and CBHI generate
limited funds.

• It is easier and less costly to collect funds
from formal than from informal sector
companies and employees.

Efficiency

• Higher administrative costs of insurance
may reduce net revenue available for health
services.

• Organizational goals and interests (broad
Collecting
public interest, profit motive, etc.) may
organizations
influence who is targeted for inclusion.
(nature and goals of
organization)

• There should be an
appropriate distribution
between funds from
companies and those from
individuals or households.

Feasibility

• Donor loans can fuel
opposition because of
conditions attached to
them and because of fears
that donors will attempt to
influence health policy.

• Medium-term expenditure • There may be greater
frameworks are conducive
willingness to pay taxes
to predictability and
dedicated to the health
stability in government
sector than to accept
health spending.
increases in general tax
rates or new taxes.
• Rate of growth of the
• People are more willing
economy and of formal
sector employment
to contribute to health
influences potential
insurance, given its direct
increases in tax and
link to health care benefits,
insurance revenue over
than to taxes.
time.
• Insurance may be opposed
• Donor funding can be
by companies and trade
unions if seen as increasing
unpredictable and external
labour costs but not if seen
loans (rather than aid
as enforced savings for
grants) not sustainable
health service benefits.
over the long term.

• A balance is needed
between domestic and
external sources.

Sustainability

Diane McIntyre 2007

• Level of tax and insurance revenue is affected • The collecting organization • The collecting organization
by the degree of trust in, and compliance
must be trustworthy,
may face resistance if
with, the government or insurance
accountable and free of
it is not trusted to act
organization.
corruption.
in the best interests of
contributors.

• Aid grants yield more revenue than loans,
• Health insurance can be made more
which incur interest.
progressive by use of income-adjusted
• SWAps and GBS foster greater accountability
contributions rather than flat-fee
and allocative and administrative efficiency.
contributions, by avoiding maximum
contribution caps set at too low an income
• Concerns exist about whether a fair share of
level and, in the case of mandatory insurance,
donor funds goes to the health sector under
by excluding or minimizing opting-out.
a GBS arrangement.

• Mandatory insurance can be relatively
progressive, depending on contribution
structure; if coverage is not universal, it only
benefits contributors.

• Private voluntary insurance tends to be
• Insurance can generate more funding than
regressive but can be progressive in low- and
taxes because of greater willingness of
middle-income countries, although it only
people to make contributions to an entity
benefits higher-income groups.
from which they reap direct benefit.

• Fiscal space strategies include improving tax
collection, limiting tax deductions on private
• General tax is usually progressive; direct
insurance contributions, according debt
income tax is progressive but indirect tax (e.g.
relief and allocating a higher proportion of
VAT) is usually regressive.
government funds to health.

• Some companies and individuals may have
to be exempt from contributing to health
care funds.

Sources of funds

Equity

Summary of key issues in health care financing

Criteria
Functions
Revenue collection
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Criteria
Sustainability

• Some payment mechanisms may encourage
providers to focus on the healthy and
wealthy.

Provider payment
mechanisms

Diane McIntyre 2007

• A small number of large purchasers can
negotiate more effectively with providers.

• A payment mechanism can have a profound
impact on technical efficiency.

• The benefit package can have an adverse
effect on allocative efficiency if it does not
cover services that are most needed by the
majority of beneficiaries and that are cost• The benefit package influences the degree of
effective.
financial protection given to households.
• PHC gatekeepers enhance technical
• Co-payments limit equitable access to health
efficiency.
care.

• Risk-equalization between insurance
schemes can foster allocative and technical
efficiency but may have high administrative
costs.

• A needs-based
redistribution of tax funds
among geographic areas
and risk-equalization
between insurance
schemes can face
considerable resistance.

• Unifying previously
fragmented risk pools or
introducing a single risk
pool can face considerable
opposition if large income
cross-subsidies are needed
and/or benefits limited.

Feasibility

• The choice of payment
mechanism can influence
the predictability of
expenditure and the ability
to contain costs.

• There is a trade-off between
breadth and depth of
coverage.
• Providers are likely to
oppose mechanisms that
limit their income.

• Feasibility depends on
• The benefit package
should be tailored to the
the extent to which the
availability of resources and
benefit package matches
must be clearly defined in
beneficiaries’ preferences.
order to keep expenditure
in check.

• Too rapid implementation
of a needs-based formula
or risk-equalization
mechanism can jeopardize
the sustainability of a
health system in certain
respects.

• Very small risk pools,
particularly in CBHI
schemes, can be
unsustainable, although
• Administrative costs increase with attempted
reinsurance may minimize
extension of coverage beyond beneficiaries
this problem.
from whom contributions can be easily
collected.

• Adverse selection and cream-skimming can
reduce allocative efficiency in the overall
health system.

Efficiency

• The benefit package determines the extent
of cross-subsidies, which are limited to
services included in the package.

• Risk-equalization between insurance
schemes improves cross-subsidies.

• A needs-based formula for allocating tax
resources promotes equity, but revenue
acquired from non-tax sources should be
taken into account by needs assessment.

• Government should accurately target
vulnerable groups for extension of insurance
cover through subsidized contributions or
ensure access to tax-funded health services
through user fee exemptions.

• Opt-out options reduce cross-subsidies.

• If no risk-equalization mechanisms are in
place, tiered systems, with different pools
for different socio-economic groups, limit
income and risk-based cross-subsidies.

• The higher the coverage rate of the
population, the greater the potential for
income and risk cross-subsidies.

• Risk pooling is not possible with out-ofpocket payments and medical savings
accounts.

Equity

Benefit package

Purchasing

Allocation
mechanisms

Coverage and
composition of risk
pools

Functions
Risk pooling
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This appendix provides a brief overview of international experience in designing
exemption schemes (Bitrán and Giedion, 2003; Ensor, 2004; Garshong et al., 2002;
Gilson, 1998; Gilson et al., 1995; Gilson et al., 1998; Newbrander et al., 2000; Nyonator
and Kutzin, 1999). The main focus of the appendix is the exemption of vulnerable
individuals from paying user fees. Most of the points it highlights, however, also have a
bearing on full or partial subsidization of the contributions vulnerable population groups
are required to make to community-based or mandatory health insurance. The appendix
also offers guidance on identifying such vulnerable groups.

Who should be the beneficiaries of exemptions?
There is general agreement that the most vulnerable groups should be protected from
health care costs. Although “the poor” are often the targets of such protection, identifying
the poor by means testing is both time-consuming and administratively costly. For this
reason, many countries target exemptions on the basis of demographic characteristics,
such as children under five, pregnant women, the elderly, and so on, or on the basis of
health problems, such as diarrhoeal diseases, that disproportionately affect the poor.
These categorizations, however, have shortcomings: young children from wealthy
households, for example, may be included as beneficiaries, whereas truly poor people
who do not fall into one of these demographic or disease categories may not benefit.
Where individual targeting is considered too difficult, it may be more appropriate to
identify small geographic areas, such as villages or sub-districts, that are thought to
have a very high concentration of poor residents and exempt all residents from fees or
fully subsidize their health insurance contributions.

When should an assessment be made of a person’s eligibility for exemption of
insurance contributions?
Traditionally, most countries assess eligibility for fee exemption when the person
presents at a health facility. However, more and more countries do so at a community
level before individuals or households actually need to use the health services. In
Colombia, for example, municipalities undertake surveys within their communities to
identify the poor. In Thailand, the poor are required to apply to their village committee
and can do so at any time.
When an exemption eligibility assessment has been undertaken at the community level,
there must be a mechanism for health workers to identify those who have been judged
eligible for exemptions. A card can be given to the person (as in Thailand’s LI Card
scheme), although this system may prove expensive, particularly if the card bears a
photograph of the eligible person in order to prevent non-exempt individuals from using
the card. Alternatively, the local health facility could be provided with a list of eligible
people who are required to bring some form of photo identification with them when
seeking health care. Where a health facility is based in a small community, particularly
where staff make extension visits, photo identification may not be necessary.
There has been a recent trend towards community-level eligibility assessments made
in advance, because they improve access to, and increase the use of, health services:
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the poor who are eligible are sure that they will receive free care if they seek it. By
contrast, if the assessment is done when a patient presents at a health facility, potential
beneficiaries may be discouraged from seeking care as they are not sure that an exemption
will be granted. Another factor that deters the poor from seeking care if the assessment
is done at the facility, particularly in the presence of other patients (as is the practice in
Cambodia), is the stigma attached to poverty.
Advance identification of the most vulnerable individuals is also useful in identifying
those whose health insurance contributions should be subsidized. The poor are identified
in advance, enrolled in the insurance scheme and issued with a health insurance card: their
contribution is then fully or partially paid from general tax or pooled donor funds.
Given the many barriers to the use of health services by the poor, there is a growing
consensus in favour of proactive identification of exemption beneficiaries as a means
of boosting the demand for health services among the poor. Several countries are also
considering or are already implementing voucher schemes, whereby a poor household
is issued with a voucher that has a specified monetary value and can be presented at a
health facility as payment of services. This is simply another way of identifying those
who have been judged eligible for free care and of assuring the poor that they will not
have to pay for health care when they need it. Vouchers are frequently used when the
goal is to enable access to a range of health care providers, whether public or private,
whereas standard exemption mechanisms only operate in the public sector.
A factor that affects the timing of an exemption eligibility assessment is the duration
of eligibility. People’s socio-economic circumstances may change over time, with
some achieving higher living standards and others sliding into poverty. For this reason,
permanent exemption status on the grounds of poverty is not advisable. However, the
shorter the duration of exemption, the more frequent the need for renewal and the greater
the administrative costs. International experience indicates that exemption eligibility
should last for a year or two. In some countries, the period of validity is three years, as
is the case for Thailand’s LI Card scheme.

Who should carry out an exemption eligibility assessment?
The issue of who should undertake the assessment is closely related to when and where
the assessment is carried out. If the assessment takes place when a patient presents at
a health facility, it is likely to be conducted by staff at the facility. At a primary care
facility, this would usually be a health worker, whereas in a large hospital, it may be the
task of a social worker employed by the hospital. However, one observer has noted that
identifying those who currently do not gain access to health services due to inability to
pay has “proven elusive in the hands of health workers alone” (Adams, 2002). This is
particularly the case when fee revenue is retained at health facility level and where the
facility depends on such revenue to maintain service quality, including availability of
routinely used drugs. There is a clear incentive for health service providers to minimize
the number of exemptions granted.
An assessment undertaken at the community level is usually performed by a committee
of community representatives. Problems have arisen where the decision to grant or
withhold exemption is in the hands of a few powerful local leaders, who may abuse
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their power and award exemptions to non-poor relatives, friends or political supporters.
The challenge is thus to identify respected, trusted community representatives to serve
on the committee and to provide them with clear guidelines as to how the assessment
should be carried out. The same approach would be used to identify households eligible
for fully or partially subsidized health insurance.
Internationally, exemption schemes that have been successful tend to use a mix of the
above approaches. A social welfare officer or health extension worker may assist in
identifying likely candidates, but the final decision is made by a committee comprised
of community members, one or more respected community or local government leaders,
and a representative of the local health facility.

How should the exemption eligibility assessment be conducted?
Some countries, such as Zimbabwe, still use a means test with an income cut-off point.
Most countries, however, use more easily measurable and verifiable proxy indicators of
poverty, such as:
• housing, including the type of building material, size of the house, number of rooms,
and so on;
• number of household members or dependents;
• educational level of adult household members;
• ownership of assets, such as vehicles, livestock or other durable assets;
• occupation or employment status;
• indicators of vulnerability, such as being female, a child, an elderly household head
or a member of a minority group and unable to meet the household’s needs for food,
and so on.
Many countries have found that, to ensure a certain consistency between geographic
areas in the granting of exemptions, it is useful to provide broad national or regional
guidelines on eligibility for exemptions, including a set of questions based on proxy
indicators of poverty. However, some local input is advisable from the community
and from local leaders, who have a sense of what poverty means in their community,
e.g. some indicators, such as livestock ownership, may not be applicable to a given
community.

How should exemptions be funded?
There is a strong consensus that exemption strategies will fail unless there is adequate
funding to reimburse the revenue “lost” by facilities providing services to exemption
beneficiaries. Increasingly, health facilities retain the fee revenue they generate and use
it to provide adequate services. If revenue losses through exemptions are not reimbursed,
health facilities will ration or stop providing services to those eligible for exemptions.
This is also true of subsidized health insurance membership: if contributions are not
paid to schemes from some kind of subsidization fund, they will not cover the poor.
The exemption package and the number of households receiving subsidized insurance
membership must be aligned closely with the availability of government (and donor)
resources. This requirement calls for accurate information about the likely cost of
exemptions, such as the number of people who would be eligible for exemptions (or for
subsidized insurance membership), the expected use of services by exempted patients
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and the fee levels (or contribution rates of insurance members). This information can be
used to identify the funding requirements for exemptions and to estimate the number of
people to be exempted and/or the services to be provided to exempted members.
Exemptions can be funded in different ways. In some cases, the fees charged to nonexempt patients are inflated to subsidize care provided to those exempted. Similarly,
health insurance rates can be increased to subsidize membership for the poor. However,
it is difficult to generate sufficient funds through this approach in countries with very
high levels of overall poverty. In the vast majority of countries, government funding,
sometimes combined with donor “basket” funding (i.e. several donors combining their
resources with government funds), is used as the primary, if not the only, source of
exemption reimbursements and insurance contribution subsidies. From an equity
perspective, such funding is critical, given that geographic areas with the highest levels
of poverty and the greatest need for exemptions and insurance subsidies are also the
areas least able to generate revenue for fees or insurance contributions.
A useful way of fostering equitable access to health services and to ensure an appropriate
distribution of exemptions or subsidized insurance memberships between districts/
municipalities is to allocate government (and donor) funds available for exemptions
to districts/municipalities on the basis of need, in this case defined as the local poverty
level. This mechanism will reduce disparities in fee and insurance contribution
revenue between districts or municipalities. In addition, local committees will be able
to determine how many people or households can be exempted or given subsidized
insurance – within the limits of the budget granted for reimbursement. They can then
prioritize the allocation of exemptions or insurance contribution subsidies to those in
greatest need.

What are the keys to successful implementation of an exemption policy?
It is crucial for health personnel, facility managers and the general public to be fully
informed about the exemption policy. There is often resistance among health workers
to implementing exemptions, even if “lost revenue” is reimbursed. It is, therefore,
important to explain the rationale and importance of the policy, particularly if
discriminatory practices towards exempted patients are to be avoided. One advantage
of subsidized insurance membership over user fee exemptions is that there is less likely
to be discrimination against the beneficiaries by health service providers. A patient
benefiting from a fee exemption is clearly identifiable (e.g. when showing an exemption
card or when requesting an exemption at a health facility), whereas a patient with a
subsidized insurance membership will carry a membership card (or be included on a
list at the facility) that is no different from that of a full contributor. People eligible
for exemptions or subsidized insurance membership should be made aware of this
entitlement. Informing the general public can also serve to make members of an
eligibility assessment committee more accountable to the community.
A final lesson from international experience is that successful exemption mechanisms
include monitoring and evaluation strategies from the outset. The information from
monitoring and evaluation is used to refine the exemption mechanism, ensure maximum
coverage of the poor, and reduce “leakage” to those who are not eligible.
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Le financement des soins de santé figure une fois de plus en tête de l’ordre du jour
de la politique mondiale de santé. La difficulté qu’ont les pays à faibles et moyens
revenus à répondre aux besoins de leurs populations en matière de soins de santé reste
un problème de tout premier plan. Dans le même temps, le coup de projecteur sur la
réduction de la pauvreté, à l’instar des objectifs du Millénaire pour le développement
et d’autres initiatives internationales, met de plus en plus en exergue la nécessité de
mécanismes de financement des soins de santé protégeant les populations de ces pays
d’un éventuel appauvrissement consécutif aux coûts des soins de santé.
Le présent rapport passe en revue le financement des soins de santé dans les pays à
faibles et moyens revenus, et s’articule autour de trois fonctions principales :
• La collecte des revenus qui concerne les sources des fonds, leur structure et les
moyens de collecte.
• La mise en commun des fonds afin de pallier: aux impondérables dus à la maladie,
en particulier au niveau individuel ; à l’incapacité des personnes à mobiliser
suffisamment de ressources pour couvrir les coûts des soins de santé imprévus ; et,
par voie de conséquence, à la nécessité de répartir les risques de santé sur la plus
grande population possible et la durée la plus longue.
• L’achat qui transfère les ressources mises en commun aux prestataires des services
de santé, de telle sorte que des services efficaces et adaptés soient mis à la disposition
de la population.
La nécessité d’améliorer ou de remplacer leur système de financement des soins de
santé représente une gageure pour les pays à faibles et moyens revenus. Pourtant,
plusieurs pays ayant des ressources financières limitées sont parvenus à améliorer la
santé de leurs populations en introduisant des mécanismes innovants de financement
des soins de santé et en encourageant les interventions favorables à la santé à l’extérieur
du système de santé. En améliorant la collecte des revenus, la mise en commun des
risques et l’achat, en tirant les enseignements de l’expérience d’autres pays à faibles
et moyens revenus et en les adaptant à leurs conditions locales, tous les pays pauvres
peuvent améliorer leur système de financement des soins de santé et les rendre plus
équitables, efficaces et durables.
Les exemples de "meilleures pratiques" pourraient être très instructifs, mais force est
de déplorer que les "success stories" sont plutôt rares. En effet, la documentation des
modalités de fonctionnement du financement des soins de santé dans les pays représente
un véritable chantier de recherche pour l’avenir. Par exemple, deux pays, le Costa Rica
et le Sri Lanka, se distinguent par leur réussite après la mise en place et le déploiement
de ces fonctions. Ce rapport met en lumière certains des facteurs décisifs du succès.
Cependant, une étude plus approfondie permettant de recenser des facteurs additionnels
constituerait un exercice révélateur et utile.
Ce passage en revue de l’expérience internationale et du courant de pensée actuel a
permis de dégager quelques "messages à retenir" :
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• Il convient de fournir tous les efforts nécessaires pour obtenir une couverture
universelle des soins de santé – définie comme un système qui fournit des soins de
santé adéquats à tous les citoyens à un coût accessible – par le biais d’un système
de préfinancement.
• Un mécanisme de financement des soins de santé devrait fournir une protection
financière suffisante de telle sorte qu’aucun ménage ne s’appauvrisse en raison du
recours aux services de santé. Une telle protection comprend l’intégration d’un plan
de partage des risques dans le mécanisme de financement des soins de santé, dans
le cadre duquel les dépenses de soins de santé imprévues ne sont pas supportées
uniquement par un individu ou un ménage.
• Ces deux premiers objectifs nécessitent d’importantes subventions croisées au sein
du système de santé, tant en termes de revenus (subventions croisées des riches
vers les pauvres) que de risques de besoins de soins de santé (subventions croisées
des personnes en bonne santé, ou à faible risque, aux personnes malades, ou à haut
risque).
• La nécessité de subventions croisées implique que les mécanismes de préfinancement
soient au cœur du financement de la santé. Dans le cadre de ce système, chacun
contribue régulièrement aux coûts de la santé sous forme de taxes et/ou en versant
des cotisations à des assurances santé.
• Des mécanismes de contribution progressive (ou équitable) comprenant des
subventions croisées devraient être préférés aux mécanismes régressifs (ou
inéquitables).
• La prise en charge de paquets de soins couvrant les principaux problèmes de santé
devrait être encouragée, puisque ceux-ci assurent une efficience optimale des
services de santé et une valeur ajoutée à tous ceux qui en ont besoin.
• Les subventions croisées devraient être adoptées à l’échelle du système entier et se
concentrer non seulement sur qui contribue au financement du système des soins
de santé et à quel niveau, mais également sur les modalités de mise en commun
des fonds et sur la manière et les types de services qui sont achetés pour leurs
bénéficiaires.
• Une approche des subventions croisées à l’échelle du système signifie qu’un
mécanisme de financement des soins de santé ne devrait pas être considéré isolément
mais plutôt dans son interaction avec la contribution aux subventions croisées de
l'ensemble du système de santé.
• L’intégration des mécanismes de financement devrait recevoir de plus en plus
d’attention, car leur fragmentation réduit les possibilités de subventions croisées.

La financiación de la atención sanitaria ocupa de nuevo un lugar destacado en la agenda de
la política sanitaria mundial. La dificultad que los países con ingresos bajos e intermedios
tienen para satisfacer las necesidades de atención sanitaria de sus poblaciones sigue
siendo un problema importante. Al mismo tiempo, el actual centro de atención en la
reducción de la pobreza, tal y como se refleja en los Objetivos de Desarrollo del Milenio
y otras iniciativas internacionales, pone un énfasis cada vez mayor en la necesidad de
mecanismos de financiación de la atención sanitaria que protejan a las poblaciones de
esos países de los efectos potencialmente empobrecedores de los costos de la atención
sanitaria.
El presente informe revisa la financiación de la atención sanitaria en los países con
ingresos bajos e intermedios en relación con tres funciones principales:
• Recaudación de fondos, es decir, fuentes de financiación, su estructura y medios a
través de los cuales se recaudan.
• Agrupación y distribución de fondos, que aborda: la imprevisibilidad de la
enfermedad, especialmente a nivel individual; la incapacidad de los individuos
para movilizar los recursos suficientes para cubrir costes de atención sanitaria
inesperados; y por consiguiente, la necesidad de extender los riesgos sanitarios a un
grupo de población y durante un periodo de tiempo lo más amplio posible.
• Adquisiciones, que transmite los recursos agrupados a los proveedores de servicios
de atención sanitaria de forma que la población disponga de unos servicios adecuados
y eficaces.
Los países con ingresos bajos e intermedios se enfrentan a enormes retos en lo referente
a la necesidad de mejora o sustitución de sus actuales sistemas de financiación de la
atención sanitaria. Sin embargo, algunos países con recursos financieros limitados han
conseguido mejorar la salud de sus poblaciones mediante la introducción de mecanismos
de financiación de la atención sanitaria y servicios sanitarios innovadores, así como
fomentando intervenciones de promoción de la salud que tienen lugar o se originan
fuera del sistema sanitario. Mejorando la recaudación de fondos, la agrupación de
riesgos y las adquisiciones, y aprendiendo de la experiencia de otros países con ingresos
bajos e intermedios, adaptándola a sus propias circunstancias, todos los países pobres en
recursos pueden mejorar sus sistemas de financiación de la atención sanitaria y hacerlos
más equitativos, eficientes y sostenibles.
Los ejemplos de «mejor práctica» podrían ser muy instructivos pero, lamentablemente,
no hay muchos ejemplos de éxito. Hay un verdadero campo para futuras investigaciones
en la documentación de cómo estas funciones de financiación de la atención sanitaria
funcionan realmente en los países. Por ejemplo, se considera en general que dos países
como Costa Rica y Sri Lanka, han conseguido establecer y poner en práctica estas
funciones satisfactoriamente. Esta revisión ha subrayado algunos de los factores que han
contribuido al éxito. Sin embargo, un análisis más exhaustivo que identificara factores
adicionales sería un ejercicio instructivo.
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De esta revisión de la experiencia internacional y de la corriente de pensamiento actual
surgen algunos mensajes claros.
• Debe hacerse todo lo posible para conseguir una cobertura sanitaria universal, lo
que se define como un sistema que proporcione a todos los ciudadanos una atención
sanitaria adecuada a un costo asequible, a través de un mecanismo de financiación
mediante pago anticipado.
• Un mecanismo de financiación de la atención sanitaria debería proporcionar una
protección financiera suficiente, de forma que ningún hogar se vea empobrecido
por la necesidad de utilizar los servicios sanitarios. Una manera de proporcionar
dicha protección podría ser la incorporación de un plan de riesgo compartido en el
mecanismo de financiación de la atención sanitaria, mediante el cual, un gasto de
atención sanitaria inesperado no recaiga únicamente sobre una persona o unidad
familiar.
• Estos dos primeros objetivos implican la necesidad de subvenciones cruzadas dentro
del sistema sanitario, tanto en términos de ingresos (subvenciones cruzadas de los
ricos a los pobres) como de riesgo de necesidad de atención sanitaria (subvenciones
cruzadas de los individuos sanos, o con riesgo bajo, a los individuos enfermos o con
riesgo alto).
• La necesidad de subvenciones cruzadas implica a su vez que los mecanismos de
financiación mediante pago anticipado, a través de los cuales la gente contribuye
regularmente a los costos sanitarios en forma de pago de impuestos y aportaciones
a seguros de enfermedad, deberían estar en el centro de la financiación de la
sanidad.
• Se preferirían mecanismos de contribución progresivos (o equitativos) que impliquen
subvenciones cruzadas de ingresos que mecanismos regresivos (o no equitativos).
• Deberían fomentarse paquetes de prestaciones sanitarias que cubran las causas más
importantes de enfermedad, ya que dichos paquetes garantizan que aquellos que lo
necesiten obtengan un beneficio óptimo de los servicios sanitarios y reciban valor
por el dinero gastado en dichos servicios.
• Las subvenciones cruzadas deberían adoptarse en todo el sistema y centrarse no
sólo en quién aporta cuánto a la financiación del sistema sanitario, sino también en
cómo se agrupan los fondos y cómo y qué servicios se adquieren, y para beneficio
de quién.
• Un enfoque que abarque todo el sistema para las subvenciones cruzadas significa
que un mecanismo de financiación de la atención sanitaria no debería considerarse
de manera aislada sino en relación con cómo puede contribuir a las subvenciones
cruzadas en el sistema sanitario general.
• El énfasis debería ponerse cada vez más en mecanismos de financiación integrados:
la fragmentación de los mecanismos de financiación reduce el potencial para las
subvenciones cruzadas.

O financiamento dos cuidados de saúde ressurge uma vez mais na agenda política
mondiale da saúde. A dificuldade dos países com rendimentos baixos e médios em
prover às necessidades de cuidados de saúde das suas populações continua a ser um
grande problema. Ao mesmo tempo, a actual focalização na redução da pobreza, como
demostra a iniciativa Objectivos de Desenvolvimento do Milénio e outras a nível
internacional, chamou a atenção para a necessidade cada vez maior da introdução de
mecanismos de financiamento dos cuidados de saúde que protejam as populações destes
países dos efeitos potencialmente empobrecedores dos seus custos.
Este relatório analisa o financiamento dos cuidados de saúde nos países com rendimentos
baixos e médios no que se refere às três funções principais:
• Colecta de receitas – diz respeito às fontes dos fundos, à sua estrutura e aos processos
de colecta.
• Conjugação de fundos – responde à imprevisibilidade de doença, especialmente a
nível individual, à incapacidade de mobilização de recursos suficientes para fazer
face a custos de cuidados de saúde imprevisíveis e, consequentemente, à necessidade
de distribuir o mais possível os riscos de saúde por um grupo de população e um
período de tempo alargados.
• Atribuição de recursos – transfere os recursos conjugados para os prestadores
de serviços de saúde a fim de disponibilizar serviços apropriados e eficazes à
população.
Os países de rendimentos baixos e médios, confrontados com a necessidade de melhorar
ou substituir o seu actual sistema de financiamento dos cuidados de saúde, enfrentam
enormes desafios. Apesar de tudo, vários países com recursos financeiros limitados têm
conseguido melhorar a saúde das suas populações introduzindo mecanismos inovadores
de financiamento dos cuidados de saúde e de prestação de cuidados de saúde, assim
como estimular intervenções de protecção da saúde, dentro ou fora do sistema de saúde.
Melhorando a colecta de receitas, a conjugação de fundos e a atribuição de recursos
e aprendendo com a experiência de outros países de rendimentos baixos e médios e
adaptando-a às suas próprias circunstâncias, todos os países pobres em recursos podem
melhorar os seus sistemas de financiamento dos cuidados de saúde e torná-los mais
equitativos, eficientes e sustentáveis.
Os exemplos de “melhores práticas” podem ser altamente instrutivos, mas, infelizamente,
a carestia de casos de sucesso é gritante. Naturalmente, o campo de investigação futura
para documentar como estas funções de financiamento dos cuidados de saúde operam
realmente nos países oferece perspectivas incontestáveis. Neste sentido, citam-se
frequentemente dois países, a Costa Rica e o Sri Lanka, como tendo sido bem sucedidos
no estabelecimento e implementação destas funções. Esta análise destacou alguns dos
factores que contribuíram para o sucesso. Contudo, poderia ser muito instrutivo um
estudo mais profundo que identificasse factores adicionais.
Eis algumas “mensagens de levar para casa” deste estudo que emergem da experiência
internacional e da reflexão actual:
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• Devem ser envidados todos os esforços para se alcançar uma cobertura de cuidados
de saúde universal – definida como um sistema que proporcione a todos os cidadãos
cuidados de saúde adequados a um preço acessível – através de um mecanismo de
financiamento por pré-pagamento.
• Os mecanismos de financiamento dos cuidados de saúde devem fornecer protecção
financeira suficiente, de modo que nenhuma família fique empobrecida pelo recurso
aos serviços de saúde. Uma maneira de garantir essa protecção é incorporar um
plano de partilha de riscos no mecanismo de financiamento dos cuidados de saúde,
para que não recaiam unicamente sobre uma pessoa ou uma família despesas
imprevisíveis com cuidados de saúde.
• Estes dois primeiros objectivos implicam a necessidade de sólidas subvenções
cruzadas no interior do sistema de saúde, tanto em termos de rendimento (subvenções
cruzadas dos ricos para os pobres) como de risco de necessidade de cuidados de
saúde (subvenções cruzadas de pessoas saudáveis, ou de baixo risco, para pessoas
doentes, ou de alto risco).
• A necessidade de subvenções cruzadas implica, por sua vez, que os mecanismos de
financiamento por pré-pagamento, pelo qual as pessoas contribuem regularmente
para os custos de saúde sob a forma de pagamento de impostos e/ou de cotizações
para o seguro de saúde, sejam o ponto fulcral do financiamento da saúde.
• Devem ser preferidos mecanismos de contribuição progressivos (ou equitativos),
que impliquem subvenções cruzadas de rendimento, aos regressivos (ou não
equitativos).
• Devem ser incentivados pacotes de benefícios de cuidados de saúde que cubram as
principais causas de doença, visto garantirem que as pessoas necessitadas obtêm
benefícios ideais e são devidamente tratadas nesses serviços.
• As subvenções cruzadas devem ser adoptadas numa base de sistema alargado e
focalizadas não apenas em quem contribui e quanto para o financiamento do sistema
de cuidados de saúde, mas também em como são conjugados os fundos e como, e
que serviços são adquiridos para benefício de quem.
• Uma abordagem de sistema alargado para subvenções cruzadas significa que
o mecanismo de financiamento dos cuidados de saúde não deve ser considerado
isoladamente, mas deve, de preferência, ter em conta as possibilidades de contribuir
para as subvenções cruzadas do sistema geral de saúde.
• A tónica deve incidir cada vez mais nos mecanismos integrados de financiamento:
a sua fragmentação reduz o potencial das subvenções cruzadas.
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A user-friendly fold-out table summarizes at a glance international experience in
the performance of these functions in terms of feasibility, equity, efficiency and
sustainability. An Executive Summary is provided in Chinese, English, French,
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To facilitate drawing from the experience of other countries, the report presents
country case studies that highlight some of the factors that have contributed to the
successful set-up and implementation of these functions.
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