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Foreword
Faulian Le Grand

"Two years ago, I was asked to join a commission being set up by a
British think-tank, the Institute of Public Policy Research, on public-
private partnerships. The commission was supposed to explore,
among other things, the use of the private sector to help provide
publicly funded services such as health care or education. As in
many countries in both the developed and the developing worlds,
this had previously been in large part a no-go area in Britain, where
the tradition that only providers who were government owned and
operated could be given public money to supply public services was
deeply ingrained. Successive British governments had successfully
challenged that belief with respect to relatively mundane public
services such as refuse collection or street cleaning. But to suggest
that the private sector might have a role to play in the provision of
services with the political and social prominence of health care and
education was blasphemy indeed.

So 1t was not surprising that, when the commission’s report ap-
peared recommending some mild experimentation with the use of
the private sector in the health care area, it caused a furor. The fuss
began when a draft version was leaked during the election campaign
of that year. The commission, and by implication the Labour Gov-
ernment of Tony Blair to whom it was known to be close, was ac-
cused of wanting back-door privatization of the health service.
When the report was finally published a month after the election
(Institute for Public Policy Research 2001), it generated enormous
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media coverage and, especially from health policy analysts and com-
mentators, some vituperative responses (see, for instance, Pollock
and others 2001).

The extraordinary reactions to the report, especially the more
hostile ones, are of interest to those policymakers in any country
who are involved in the provision of health care—and especially to
potential users of this book—because they provide an insight into
the likely opposition that policymakers will encounter if they dare
to suggest that greater attention be paid to the potential for mobi-
lizing the private sector to serve the public good in the area.

Some of the reactions, especially those involving accusations of
privatization, arose from a simple confusion between finance and
provision. As this book emphasizes in several places, the use of pri-
vate providers does not necessarily imply the use of private finance.
Publicly financed commissioners can contract with private or non-
profit organizations to provide health care services without com-
promising the principle of government funding. To recommend pri-
vate participation in publicly funded health care is not the same as
advocating full-scale privatization.

A second line of objection concerned morality. Making profits
from health care was regarded as morally wrong. Quite why it
should be more morally objectionable to make profits from the pro-
vision of health care than in other areas of equal or even greater im-
portance to human welfare where private provision was common,
such as food or housing, was never made clear. Also, it quickly be-
came apparent that this was not an issue that greatly disturbed the
general public; for them, the important question was the quality and
quantity of the service provided, not the moral standing of the
provider.

More important than either of these was the objection of im-
practicality. Public officials knew how to deal with and manage pub-
lic organizations; but they had litde knowledge of the private sector.
How could they be expected to deal with sharp, experienced private
operators? How should they contract with them? How should the
private operators be monitored? How could the internal market be
regulated? If the private sector were only small or even nonexistent,
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how could it be encouraged to grow? More generally, how could the
private sector be marshaled to serve the public good—and pre-
vented from exploiting any superiority it might have in information
and skills to serve its own ends?

These worries about practicality were compounded by ignorance.
Although in fact many countries make effective use of the private
sector in key ways to further public aims in health care, there was re-
markably little knowledge of their experiences in these areas. Not
surprisingly, therefore, there was also no understanding of the les-
sons that could be drawn from those experiences.

Our commussion tried to address these problems, but sadly, found
them difficult at best and intractable at worst. That, however, is not
a difficulty for readers of this book, because the book has drawn on
a wide range of country experience to provide a judicious blend of
practical advice and useful information on all these issues. It dis-
cusses how to assess the potential for private sector involvement,
how to engage in contracting with the private sector for health ser-
vices, and how to regulate the sector. It also provides advice on what
to do when key information is not there: a crucial element of any
strategy, especially in developing countries where data and informa-
tion sources are scarce.

With the decline of ideology, politicians have grown increasingly
fond of the dictum “What’s best 1s what works.” This book is an ex-
cellent lesson on what works in health care—or more precisely, on
how to make what works work better, especially with respect to the
involvement of the private sector. It should be on every health pol-
icymaker’s desk.

References
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Introduction

Awareness is growing about the importance of the private sector in
achieving health sector objectives within developing countries. Re-
cent household surveys from many of these countries indicate private
providers play a significant role 1n health care delivery, even to the
poor (Gwatkin and others 2000). Reviews of disease control and child
and reproductive health programs have similarly found the private
sector to be a necessary, though oft-overlooked part, of these efforts
(Waters, Hatt, and Axelsson 2002; Uplekar, Pathenia, and Raviglione
2001; and Rosen 2000).

This recognition is motivating increased efforts to engage the pri-
vate sector, especially private health care providers, in developing-
country health programs. Although most experts agree that ignoring
the private sector’s large role in the service delivery system is unwise,
there is less agreement, and far less knowledge, about strategies
for engaging the private sector—such as which strategies work and
under what conditions. So far, efforts to engage the private sector
have often been poorly documented and almost never rigorously
evaluated. Nevertheless, it 1s critical that health policymakers and
analysts glean whatever insights can be gained from these early
developing-country experiences. Where relevant, learning from the
established mechanisms used in developed countries’ mixed-delivery
health systems is also critical. Many policymakers will confront
a number of predictable challenges as they try to identify and im-
plement strategies to mobilize private providers toward achieving
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important program or sectoral objectves in their own countries.
This handbook is intended to synthesize available informadon on
these topics.

Numerous World Bank clients are among those policymakers
struggling to integrate this new perspective on the private sector
into health policy and practice in their countries. Bank sector spe-
cialists are working to assist them in these efforts. This handbook
was developed to help these clients and staff by presenting, in a
“user-friendly” manner, whatever practical information is available
about methods of working with the private health sector that is rel-
evant for developing countries. The handbook is intended to be a
practitioner’s guide.

The Toslk

Countless topics and strategies could be covered in such a guide. We
have divided policymakers’ tasks into three parts in order to define
the scope and structure of the handbook:

o Assessing what is going on in the private health sector

o Selecting a strategy to engage the private sector in contributing
to the programs and objectives being considered

o Identifying the appropriate set of insiruments for doing so.

Assessmzent

Health sector analytical work frequently focuses on the public sec-
tor. When, as is commonly the case, the private sector plays a sig-
nificant role in health care delivery, this narrow focus undermines
the soundness of the analysis and the validity of conclusions and rec-
ommendations. Chapter 2 of this handbook, “Conducting a Private
Health Sector Assessment,” presents guidelines for ascertaining the
private sector’s current role in delivering healch services and for
identifying areas where private providers might increase or improve
their contribution to government programs and objectives. Thus,
this “how-to” chapter is intended to complement traditional health
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(public) sector analysis with comparable evaluation of the private
sector. Such analysis is necessarily the first step of any effort to work
with the private health sector.

Although this assessment may lead to a decision to encourage the
private sector to expand or take on new tasks in certain areas, the
handbook does not advocate private sector expansion, privatization,
or working with the private sector for its own sake. Instead, it pro-
poses approaching the private sector from a strategic and proactive
perspective—looking for opportunities to utilize or enhance its con-
tribution to social objectives.

Selecting a Strategy

This handbook distinguishes clearly between overall strategies for
working with the private sector and instruments for implementing
these strategies. Any instrument (such as contracting, franchising, or
training) can be used in multiple ways to pursue a range of objec-
tives, and as part of specific strategies toward the private sector.
Contracting, for example, can be used to improve current providers’
quality of services, or to attract new providers to generate growth of
services. Contracting is also a critical element of conversion, where
publicly delivered services are transferred to private providers but
continue to be publicly funded. To differentiate among these distinct
initiatives we categorize efforts to work with private providers ac-
cording to what they are seeking to do with respect to the private
sector. Are they seeking to harness or influence the private sector
that already exists? Are they seeking to grow the private sector in a
strategic way? Or are they seeking to turn over (convert) public ser-
vices to private operation?

Harnessing. As noted, most developing countries already have a
large private sector in health care, especially in health care delivery.
Engaging or harnessing those providers is the first and most obvious
strategy to consider for enhancing the private sector’s contribution
to health policy objectives. Such a strategy consists of taking steps to
guide the behavior of 1dentified providers, and takes advantage of the
fact that the providers are already delivering services and serving
populations that are critical to program or sector objectives. This is
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a lower risk strategy than others, such as conversion, where public
services arrangements are discontinued and handed over to new
operators.

Growing. An assessment of the private sector may identify areas
where increased private sector activities would further priority cb-
jectives such as increasing access to services in specific regions. Pol-
icymakers in that situation would want to take steps to encourage
private providers to grow their activities in these areas. Similar to
“harnessing,” this strategy is relatively low risk, because it does not
alter existing service delivery arrangements.

Conversion. In certain countries, an assessment of the private sec-
tor, combined with traditional analysis of the public (health) sector,
will identify public activities that may be productively turned over to
private hands. In Central Europe, for example, the transition to so-
cial insurance funding arrangements motivated a number of coun-
tries to convert their salaried general practitioners to private (self-)
employment. Policymakers can use the same instruments to work
with the private sector in these instances as under the previous
strategies, but they will need to include additional steps to transfer
the activities to private entities.

From the wide range of instruments for implementing these strate-
gies, this handbook focuses on two: contracting and regulation. These
two mechanisms are the most widely used in developing (and devel-
oped) countries, though often with disappointing results. Thus, they
are of interest to a large portion of World Bank client governments.

Identifying Instruments

Policymakers must start by selecting their strategy—that is, by de-
ciding exactly what they want the private sector to do. They must
then identify the right instruments to get them to do what they want.
As noted, most instruments can be used to implement any of the
strategies, but contracting and regulation are the tools most often
used in both developing and developed countries in all three cases.
Accordingly, the second half of the handbook presents “how-to”
chapters on these critical instruments.

Every effort is made in these “how-to” chapters to present avail-
able knowledge about these instruments and their use. Since opera-
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tional research is so scanty in the developing-country context, the
insights presented must necessarily be tentative. Since many hand-
book users will be working in an information-poor environment, all
chapters supplement presented material with key operational refer-
ences and, wherever possible, Internet links. The framework pre-
sented in the handbook is also used in the World Bank Web site on
Public Policy and Private Participation in Health.! Handbook users
are encouraged to check this site for newly completed research or
other resources. Each chapter is intended to function as a stand-
alone piece as well as an integral part of the handbook. Thus, some
repetition is unavoidable.

Before reading and using the “how-to” chapters, handbook users
are strongly urged to read chapter 1. This chapter sets the context for
the handbook and presents the framework underlying its approach to
public policy toward the private health sector. It also presents the
strategic categories described above in more detail, as well as the full
range of instruments commonly used in working with the private sec-
tor (such as training, franchising, information dissemination, or inte-
gration into referral networks). It is envisioned that subsequent work
by the World Bank and its partners will develop addidonal tools for
developing-country policymakers. New “how-to” chapters will then
be added to this handbook, both on-line and through publication, to
expand the knowledge base for choosing and using instruments to
work with the private health sector.

In addition to sumulating new policy initiatives, the changed per-
spective on the private sector’s role in delivering health services has
triggered a rapprochement within the health and development field.
It has created a common ground for analysts and policymakers, who
up to now have perceived themselves as members of opposing
camps—the “private sector is perfect” camp versus the “private sec-
tor is malign” camp. Most debates between these two camps in the
1980s and 1990s were grounded more in ideology than evidence,
and centered on the advantages and disadvantages of privatzation.
Members of both camps now realize that this debate holds little rel-
evance for developing countries, especially the poorest countries. It
is in these countries that the state’s capacities are most limited, and
where the private sector already provides most services. Debates
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and, more important, policy research are ncw turning to a host of
more pragmatic issues, such as how and when different strategies
work to integrate the private sector into health sector policy. Mech-
anisms such as contracting, regulation, training, and franchising
hold the promise of building on what is already there. To realize that
promise is a huge challenge. We hope the handbook will help World
Bank clients, partners, and staff to meet this challenge.

Note

1. htep://wwwl.worldbank.org/hnp/pvtsector_index.asp
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CHAPTER 1

Introduction to
Private Participation
in Health Services
April Harding

Attitudes toward private health care providers in developing coun-
tries are changing. More and more policymakers are attempting to
incorporate private practiioners and facilities into overall sector pol-
icy, or are considering doing so. They are using, among other meth-
ods, contracting, regulation, training of private practitioners, fran-
chising, and the integration of private practitioners into public
referral networks. Developing-country experiences are rarely well
documented, so policymakers and analysts are usually unable to learn
from these initiatives. Rigorous evaluation of these efforts is even
more rare, making it difficult, even perilous, to write policy guide-
lines based on those experiences. Mechanisms for working with the
private sector in developed-country health systems are better under-
stood, but the insights are not easily transferable. Nevertheless, op-
tions for enhancing health sector policies related to private delivery
of health care can be reviewed, and this chapter will do so. The pur-
pose of the review is to familiarize policymakers and sector experts
with a wide range of strategies for enhancing the contributions of
private health care providers—both for-profit and nonprofit—to sec-
tor objectives.! This introduction is intended to be comprehensive
in nature, and is therefore, of necessity, somewhat superficial. Users
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seeking detailed information about specific strategies and instru-
ments are referred to subsequent chapters in this handbook, to the
World Bank Web site on public policy and the private health sector,
and to the bibliography at the end of each chapter.

Following a brief overview this chapter reviews the basic prereq-
uisites for effective interaction with private health care providers. In
the third section three general strategies that have been used to im-
prove interaction with private health care providers in developing
countries are discussed. That section also outlines two important in-
struments—contracting and regulation—that are used to implement
these three strategies.

The fourth section discusses applications of these strategies to im-
prove health care access and outcomes for the peor, through work
with the private sector. The fifth section examines the strategies’ ap-
plication to integrate the private sector into efforts to address public
health issues. The sixth section discusses the challenges policymak-
ers are likely to confront in making changes to improve public pol-
icy toward the private health sector. Finally, conclusions and lessons
are drawn for policymaking in the private health sector in develop-
ing countries.

Overview

This chapter will address the formulation of public policy that affects
private health service providers in developing countries. Experiences
in both developed and developing countries will be discussed, but the
developing-country experiences will be emphasized. A broad range
of types of health service providers will be examined, including
providers who are trained in biomedical medicine, wraditional pro-
viders, and untrained practitioners, as well as pharmacists and drug
sellers, who often deliver health services by advising on medicine se-
lection (Hudelsohn 1998). Since the handbook’s focus is on health-
service delivery, the production and distribution of pharmaceuticals,
medical equipment, consumables, and other inputs are not covered,
and neither is private insurance considered. Although methods of
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contracting with or subsidizing private providers will be reviewed,
other financing and insurance issues are not examuned. The objective
of the chapter 1s to idenufy available options and mechanisms for
working more effectively with private health care providers. Consid-
ering the paucity of rigorous evaluation of these reforms, such guid-
ance can be no more than tentative. The main contribution of this
chapter is the comprehensiveness of its review of strategies and in-
struments for working with private health care providers and the ex-
plicit linkage to health systems development. In order to support pol-
icy discussion and formulation the review is pragmatic and avoids
theoretcal or ideological discussions of government failures versus
market failures, and idealized versions of public or private operations.
The interested reader or policy adviser would need to dig deeper into
a specific topic to formulate sound policies. For more extensive re-
view of some of these topics and guides to further resources, the
reader 1s referred to the subsequent chapters of this handbook.

Background

Private health care providers play a large role in developing coun-
tries (table 1.1). Sometimes this prevalence is viewed as a sign of gov-
ernment and health system failures. Even where not seen as malign,
however, 1t is often hoped that the operation of private health care
providers is temporary, and that they will be displaced as soon as fea-
sible by expanded and improved publicly provided services.
Recently, the viability and wisdom of this approach have been
challenged. Examination of high-performing health systems has re-
vealed mixed delivery systems—with private providers playing an
integral and productive role, a role largely enabled by a strong di-
rect or indirect government financing role. This perspective on the
public-private mix in well-performing health services has generated
additional scrutiny of private providers in developing countries,
scrutiny that has served only to underscore the urgency of making
public policy toward private health care providers more effecuve.
Experience also shows, however, that to pursue equity and efficiency
goals in mixed systems, governments must strengthen their role in
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Telble 1.1 Private Doctors in Developing Countries

FRIVAIT DOCTGTS prd FRIVATT DOCICS 1S
COUNTRY MULON POPLATION PERCEN ACE CF TO7A
Morocco 78 43
Algeria 86 24
Pakistan 107 32
Tunisia 153 36
Oman 185 43
Turkey 254 42
Jordan 661 69
Middlz East Crescent averege 147 35
Indonesia 6 6
Papua New Guinea 16 25
Thailand 40 18
Malaysia 202 57
India 286 73
Republic of Korea 398 86
Asia averoge 232 60
Paraguay 28 5
Panama 112 10
Mexico 277 36
Jamaica 331 67
Chite 657 62
Latin America end the Caribbeon average 332 46
Burund: 2 7
Malawi 4 25
Madagascar 4 N/A
Zambia 13 13
Kenya 30 40
Senegal 35 38
Liberia 35 41
Zimbabwe 86 67
South Africa 168 56
Africa average 92 46
All average 213 55

N/A - Not available
Note Averages are weighted by population
Source* Hanson and Berman 1998

financing providers, a topic addressed elsewhere (Musgrove 1996;
World Bank 1993; World Bank 1997b; and Preker, Harding, and
Girishankar 2000).

The private sector is typically involved in every aspect of healch
services delivery in developing countries. Private practitioners are
most prominent in delivery of primary and curative care, largely due
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to relatively low capital requirements, high demand, and patients’
willingness and ability to pay (Hanson and Berman 1998). This pat-
tern involves them directly in core “public health” activities such
as treating patients with malaria, tuberculosis (TB), and other com-
municable diseases, as well as treating sick children and pregnant
women. In many of the poorer countries, as illustrated in table 1.1,
the private sector is the main provider—with much of the health
care delivered by unqualified or traditional practitioners, as well as
pharmacists and drug sellers (Hanson and Berman 1998; and Ben-
nett, McPake, and Mills 1997). Despite widespread concern about
clinical quality, patients often bypass public facilities to utilize pri-
vate providers—frequently citing reasons of convenience and re-
sponsiveness (World Bank 2001a). Many people in developing coun-
tries, including the poor, would have no access to health care without
these privately provided services.

Rationale

The premise underlying this handbook is that developing-country
policymakers should stop ignoring private health care providers. In-
deed, they should look for ways of working with private providers as
an integral means of achieving sector objectives. In many countries
it is necessary to work with private providers to expand access and
coverage to improve health outcomes for a large portion of the pop-
ulation. Such policies, when supported by financial resources, may
provide much-needed financial protection against the cost of illness.
In addition to improving the responsiveness or consumer quality of
services, governments are increasingly resourceful in reaching out
to private providers to improve the clinical quality of care (Waters,
Hatt, and Axelsson 2002).

In most developing countries everyone goes to the private sector
for at least some health services. The poor often go to the private
sector; most of the poor often go to informal providers (Ronde and
Viswanathan 1995). This pattern is widespread, but more prevalent
in rural areas where the poor are often concentrated. Since nearly all
payments are out-of-pocket these treatments are a serious burden
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and a source of risk for the poor, for whom a hospital stay or pro-
longed illness can lead to a slide into poverty, after they have de-
pleted all their savings and assets. Box 1.1 presents evidence of this
phenomenon in Vietnam.

This handbook takes, from the World Health Report 2000 frame-
work, the premise that arrangements for service delivery have 2
strong impact on health outcomes and responsiveness of health ser-
vices, while risk protection issues are best addressed by means cf
financing arrangements (WHO 2000).> From this perspective the
negative impact of private providers’ fees on household incomes
originates in the absence of effective financing mechanisms, and not
in the absence of the public ownership of the service delivery system.
Publicly provided services are often justified as a means of relieving
the poor of the financial burden of illness. Most public services in
developing countries are severely underresourced, however, leading
to widespread formal and informal payments, which severely under-
mines this objective (Lewis 2002). Since public provision often does
not achieve this goal of financial protecdon, and since the widescale
utilization of private practitioners seems to be quite difficult to alter,
policymakers in many countries will clearly have to work with pri-
vate providers to affect the care that a large portion of the popula-
tion is receiving, at least in the short to medium term.

Theoretical Underpinnings

The evidence is growing that working with private providers is bet-
ter than ignoring them, and that cooperation can be an effective
strategy for pursuing some important sector goals. What about the
conceptual underpinnings for the public-private mix in health ser-
vice delivery, however? Do they shed light on how and when to pur-
sue such cooperation? Unfortunately, the relevant theoretical litera-
ture provides guidance only as to which activides the government
should be involved in, but not on interventon methods or the ap-
propriate ownership of various services. Contrary to common wis-
dom the theoretical literature does not support public provision for
all services that merit government intervention. Rather, it leaves the
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Box 1.1 Impoverishment from Health Payments in Vieinam

The graph illustrates the magnitude of impoverishment
generated by health care payments in Vietnam. Households
are arranged by consumption levels. Their consumption is
plotted on the vertical axis and their rank in the consump-
tion distribution on the horizontal axis. The households be-
neath the poverty line are classified as “poor.” The “drips”
show the out-of-pocket payments for each household.
Some drips are large enough to take previously nonpoor
households below the poverty line. Some previously poor
households become even poorer. Comparing the headcount
below the poverty line “before” and “after” out-of-pocket
payments gives a crude idea of the impoverishment caused
by out-of-pocket health care payments. In this case, the
proportion of poor people increases from 34 to 38 percent.

1
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question unanswered, or, in some interpretations, supports a dis-
criminating approach to structuring a government’s engagement in
health service delivery. Below we very briefly review this literature.
The traditional public goods criteria from neoclassical economics
(nonexcludability, nonrivalry, and rejectability) justify government
intervention for only a small set of health goods and services. A
much broader range of justifications for public intervention in health
activities has come to be accepted, including enhancement of equity
in access and other social objectives. These criteria do not provide
guidance on the appropriate mechanisms for government interven-
tion, however. Musgrove, as well as other authors, has proposed thet
governments ought to use the least intrusive instrument that will
achieve the desired objectives (see table 1.2). The institutional eco-
nomics literature, which analyzes the impact of governance arrange-
ments on organizational performance, similarly supports a discrimi-

Teble 1.2 Government Tools for Influencing the Private Sector

LEVEL OF

INTRUSIVENESS TOOL O% METHOD ArPLCAI ON
Most intrusive Direct provision o Rural public hospitals and chinies
© Preventive services
© Sanitation
Financing o Budgetary support
o Subsidies
o Concessions
o Contracting
Regulation and o Taxation
mandates o licensure
o Accreditation
o Employee health insurance
o Required immunization of schoolchildren
Least intrusive Information o Research—product testng

o Provider informahon—treatment proto-
cols, recommended drugs

o Consumer information—provider qualiy
comparisons, consumers’ rights, dangers
of smoking, rehydration methods, birth
spacing

Source Musgrove 1996.
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nating approach. The findings strongly discourage indiscriminate
reliance on public ownership and production (Williamson 1991).

To provide guidance on the appropriate choice of government in-
strument to ensure supply of identified goods and services, Preker,
Harding, and Girishankar (2000) proposed the criterion of “buya-
bility.” Using this criterion governments should contract for deliv-
ery of goods or services that a government can buy (as defined by the
goods’ or services’ level of measurability and contestability). Public
production 1s appropriate for goods and services that justify govern-
ment intervention and are not “buyable” by this criterion.

Empirical Basis

Theory supports a discriminating approach to structuring the gov-
ernment’s role with regard to health services. The empirical evi-
dence on systems performance with mixed systems as opposed to
public delivery systems yields no answers. Examination of health
system performance among developed countries reveals no consis-
tent differences between those with predominantly public delvery
and those that rely on mixed delivery systems (table 1.3). A single-

Table 1.3 Performance Indicators, Industrial Country Health Systems

PERFORMANCE INDICATORS

INFANT UNDER FIVE® LFE HEAITH

MORTALITY RATE MORTALITY RATE EXPECTANCY EXPENDITURE
TYPE OF HEALTH (PER 1,000UVE  (PER 1,000 LIVE ATBRTH  (US DOLARS
SERVICE DELIVERY SYSTEM BIRTHS, 1999} BIRTHS, 1999) (YEARS, 1999) PER CAPITA)
Mixed delivery
Austria 4 5 78 2,162
Belgium 5 6 78 2,184
France 5 5 79 2,377
Germany 5 5 77 2,769
Netherlands 5 5 78 2,140
Predomnantly public delivery
Denmark 5 6 76 2,732
Finland 4 5 77 1,722
Norway 4 4 78 2,953
Sweden 4 4 79 2,146
United Kingdom 6 6 77 1,597

a Under five years of age
Source World Bank 2001b
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minded focus on the public delivery system is not justified with
reference to performance of the better health systems. More imme-
diately, the prevalence and widespread use of private health care
providers in developing countries are sufficient reasons to work with
them to influence the care people receive. Such an approach is fur-
ther supported by the often disappointing impact of public deliv-
ery—focused strategies to reach a range of sectoral objectives related
to access and quality (Uplekar, Pathenia, and Raviglione 2001; and
Waters, Hatt, and Axelsson 2002).

Uldmately, the decision of how to structure the government’s role
in the health sector depends on a society’s values, inherited structures,
and political processes. The foregoing discussion is presented only to
illustrate that there are no technical grounds to rule out working with
private providers or allowing private provision of public services.

In some instances a public delivery—focused strategy may be the
best way to pursue certain objectives. This may be true, for instance,
in sparsely populated areas. This may also be the best strategy where
the needed service is monitoring or evaluation, or is related to estab-
lishing systems for dissemination of health information. In many in-
stances, however, private health care providers’ presence and capaci-
ties will necessitate working with and through them to pursue desired
objectives. In other instances, the benefits of working with private
providers come from their greater responsiveness to patients; flexi-
bility; awareness of local circumstances; and their less-politicized op-
eration (Filmer, Hammer, and Pritchett 1998; and Griffin 1989).
This handbook, therefore, takes as a starting point the understanding
that a health system with substantial private delivery can function
well. The discussion that follows will focus on options for moving to-
ward such a system.

Basic 7z i for Taitin i Mere frem Privete
Heaolth Care Providers

Examination of the public-private interface in well-performing health
systems reveals several mechanisms for interaction that appear nec-
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essary in order for private providers to play an effectuve role in a
health system. They include: knowledge (on the part of policymak-
ers) about the private sector; ongoing dialogue between public and
private stakeholders; and institutionalized policy instruments for in-
teracting with the private sector (especially financing, regulation,
and dissemination of information). Regardless of sector priorities or
the modalities being considered for working with the private sector,
all three factors are present in all the well-performing mixed deliv-
ery health systems.

Knowledge

The health systems mentioned above each have in place a system for
collecting accurate information about the capabilities of private
health care providers and their activities, which is used to assess and
channel their contribution to national health priorities. This infor-
mation may be collected and processed by outside organizations or
by the government. In most cases, however, the government takes
the lead in funding and coordinating such efforts.

The National Agency of Accreditation and Evaluation in Health
is a quasi-independent public agency 1n France, created to collect in-
formation about the operation of health care facilities, both public
and private.

The Joint Commission on Accreditation of Health Care Organi-
zations is a nongovernmental organization in the United States that
collects and assesses information about nearly 19,000 health care or-
ganizations and programs. It is the country’s predominant standard-
setting and accrediting body in health care. Since 1951 the Joint
Commission has worked with professionals in the field to develop
accepted standards; 1t has evaluated the compliance of health care
organizations against these benchmarks.

Unlike the foregoing examples, in many developing countries,
neither governmental nor nongovernmental agencies collect infor-
mation on private providers or their patients. Under these circum-
stances policymakers have no opportunity to identify and use posi-
tive features or address problems associated with private provision.



18 © Private Participaton in Health Services

Dialogue

In addition to a reasonable amount of informatdon about the private
sector, well-performing mixed delivery systems have ongoing, trans-
parent communication between government officials involved in
health policy and private health care providers. This communicaticn
leads to better policy design by taking into account private health
care providers’ perspectives and likely reactions to policy initiatives.
Good regulation, in particular, relies on ongoing interacton be-
tween the regulators and the regulated (Better Regulation Taskforce
2000). Communication during policy formulation supports the im-
plementation of policy changes, since affected providers will already
be informed and likely will be prepared for changes. Since commu-
nication takes place in a transparent forum, it minimizes the oppor-
tunity for specific private entities to exercise inappropriate influence
over government policy. Countries that have institutionalized such
dialogue include Australia, Canada, Germany, the Netherlands, and
the United States.

Due to historical segmentation, hostility toward the private sector,
and weak institutional capacity, such dialogue between policymakers
and the private sector is usually absent in developing countries.
While in a few countries there is some interaction between private
entities and health policymakers, it is most often ad hoc and based on
personal or political ties. In a few extreme cases government policies
appear subject to the influence of particular private sector interests.

Institutionalized Policy Instruents

A review of the well-performing health systems that have substantal
private delivery consistently reveals a set of institutionalized policy
instruments for dealing with the private sector, as well as capable
government officials who are comfortable using these instruments.
These institutions usually include: an insurance system; a framework
for direct regulation (including licensing and certification of health
personnel); and support for self-regulation. The most critical instru-
ment is a universal provider-financing system that contributes to
equity, sustainability, and financial protection.
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In many developing countries the public sector is extensively in-
volved in the production of health services, even where the financ-
ing of services or other critical stewardship activities are not being
addressed. This structure of intervention in the health sector is often
seen as contributing to access and quality problems in health care
delivery.® In health, as in other sectors, an overextended role is fre-

quently associated with poor performance of key government func-
tions (World Bank 1997b; and Filmer, Hammer, and Pritchett 1998).

Strategies for Getting More from Private Health Care Providers

Over the longer term developing-country governments may strive
to establish the capacites outlined above. The more immediate
question, however, remains “What can be done in the short run to
increase the contribution of the private sector to health objectives?”
We outline below the range of strategies a policymaker has at hand
to bring about such improvements. All of these strategies are some-
times referred to as “public-private partnerships,” a term we will
avoid using due to 1ts ambiguity (box 1.2). Depending on the objec-
tives identified and the current activities of private providers in the
country, policymakers may consider three strategic approaches:*

1. Harnessing the existing private sector—to take advantage of the
private providers that are already in place

2. Growing the private sector—to encourage private providers to
expand their services offered, and patients or areas served, where
this will contribute to sector or program objectives

3. Conversion—to shift publicly provided services to private hands
when this is expected to improve access, efficiency, or quality.

Harnessing the Existing Private Sector

The private service delivery sector is large in many countries, 1n-
cluding many low-income countries. Governments in some of these
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Box 1.2 Public-Private Parinerships

In health, the term public-private partnership (PPP) is used
to refer to virtually any ongoing relationship between the
public and private sector. Three distinct forms of partner-
ship are most relevant for the health sector:

* Global public-private partnerships

* Domestic public-private partnerships with commercial
sector, both production and distribution

* Domestic public-private partnerships with health care
providers.

Since this handbook deals with domestic policy toward pri-
vate health services, it looks only at domestic public-private
partnerships with providers of health care. Such partner-
ships provide a method of involving private health care
providers in delivering public services. They also provide a
vehicle for coordinating with nongovernmental actors to
undertake integrated, comprehensive efforts to meet com-
munity needs.

Domestic public-private partnerships are distinct from
global public-private partnerships among international or-
ganizations, corporations, and nongovernmental organiza-
tons (NGOs). This latter type of partnership is becoming
increasingly common in the health field, but is not the ob-
ject of one country’s public policy decisions, and therefore
is not within the remit of the handbook.

countries are taking steps to get more out of these providers; they
recognize the importance of influencing these providers’ interac-
tions with the population, if critical goals related to public health and
health systems performance are to be reached. These steps can lead
to substantial improvements, especially in countries with a large pri-
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vate sector, and in countries where government is currently not in-
teracting much with these providers. This segmented situation is
fairly common among developing countries. The most frequently
used instruments for influencing these providers are: contracting;
regulatory reform; and a range of outreach mechanisms to providers
and patients, including information dissemination, education, and
persuasion.

Contracting. As noted above, awareness is growing about the effec-
tiveness of various instruments for influencing private providers in
the health sector. Contracting is emerging as a powerful tool for har-
nessing the resources of the private sector to help achieve sector
goals. Contracting of health services is a process whereby the gov-
ernment or a government agency engages in an ongoing relationship
with private providers to procure health services. Providers’ interest
in the funding associated with contracts empowers the government
“buyer” to influence the behavior of the providers. The move to
contract for social services is growing worldwide (Salamon and An-
heier 1996).

To use contracting as a tool government must meet several basic
requirements. First and foremost, contracting requires financial re-
sources. For many developing countries all resources for health ser-
vices are devoted to public production—which precludes governments
from engaging private providers through contracting (DeRoeck 1998;
and Jeon and others 1998).

Contracting for health services is also a complex process. It re-
quires substantdal government capacity to plan, negotiate, imple-
ment, and continuously monitor the services for which it contracts.
Although it can be a very useful tool governments must approach
contracting strategically—weighing costs and benefits of direct pro-
vision against contracting for each service considered. This decision
is similar to the “make or buy” decisions faced by managers in most
industries.

Contracting requires a drastic mind shift for public officials, from
thinking of themselves as administrators and managers of public
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employees and other inputs, to thinking of themselves as contract
managers with ultimate responsibility for delivering services. Al-
though contracting does not involve public officials in the day-to-
day business of delivering services, it expands their responsibilitics
in providing strategic direction. Contract management can reside in
a subordinate organization—but senior policymakers must provide
the strategic direction and framework within which contracting
takes place. Contracting is the means by which private providers are
involved in contnental Europe’s social health insurance systems, for
example. In this case, quasi-independent state agencies contract with
health care providers.

The prototypical example of contracted health services is clinical
services, either at the primary or tertary level. The range of services
that may be contracted for in health is much broader, however—and
often nonclinical services are easier to contract for than clinical. Ex-
amples of nonclinical services that are relatively easy to contract for
include: educational services to teach health workers; public health
outreach efforts (such as conducting an antismoking campaign); and
auxiliary services in health facilides (such as cleaning or catering),
and delivery of nutritional supplements. In addition, governments
may contract for regional coverage of a range of services rather than
specific services. Governments in both developed and developing
countries are exploring these contracting options, as well as many
more.

Thus, a wide range of services is supplied under contract, and
there are also many contractuzl opdons for engaging the services.
The most common mechanism is contracting out—where the gov-
ernment purchases a service from an outside source that provides the
service using its own work force and resources. However, govern-
ments can also hire outside managers to come in and manage an in-
ternal work force or service—which is referred to as contracting in.
Less formal subsidy arrangements may be established, often with
nonprofit providers. In this case, the government gives financial sup -
port in exchange for the alteration or expansion of service provision
in targeted areas. In some cases governments have developed a valu-
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able “brand” for an important health good or service, and allocated
a franchise to some service providers. The franchise contract in-
cludes the right to use the “brand” name or symbol (which increases
demand for their services) in exchange for agreeing to operate 1n a
prescribed manner, usually 1n terms of service quality, services of-
fered, or patients served.

Contracting looks very different to the service provider than it
does to the government. Contract management must take differ-
ences in those perspectives into account. In particular, the contract
arrangements must be sufficiently attractive to appeal to competent
health care providers. In additon, ongoing communication among
all parties (contracting agency, service providers, community) is crit-
ical to establishing the level of trust that is required to make con-
tracting successful. Absent such consideration, no contract or mon-
itoring arrangements can ensure appropriate service delivery. Even
nonprofit organizatons must sustain their operations, and hence
usually require contractual pricing to cover average costs.

Payment methods and price-setting mechanisms directly deter-
mune incentives for providers. Appropriate choices in this area are a
key policy issue. The options and their advantages and disadvantages
are discussed 1n chapter 3 of this handbook.

Setting up effective arrangements to monitor contracted services is
as important as the payment and pricing mechanism. These two must
also complement each other. Capitated payment arrangements, for
instance, lead to cost savings but can motivate skimping on quality—
which makes it doubly important to monitor quality under capitated
contracts (Savedoff and Slack 2000). Fee-for-service arrangements,
on the other hand, offer incentives for overservicing—enhancing the
need to monitor volumes and appropriateness of services.

The length or term of the contract is very important. Policymak-
ers must choose the contract’s length, balancing their desire for pre-
dictability and constraint of expenditure against the disadvantage of
inflexibility or “lock-in” that occurs with regard to service delivery
over the term of the contract. Policymakers with longer term con-
tracts may find themselves in the position of buying services they no
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longer want, or that are delivered in an outmoded fashion, due to
contract terms being outstripped by innovation in service delivery.

Market structure must also be taken into account. In contracting,
the impact on competition must be kept in mind. Enough providers
should remain in the market to establish and maintain competitive
pressures.

Regulatory veform. Another strategy for enhancing the contribution
of existing private providers is to improve health services regulation.
Regulation is often considered primarily a means of improving qual-
ity of care, but it is used to pursue a much broader set of objectives.
For example, regulation is used to reduce inequality and disparites
in quality or access (geographic or economic) to health care. Regu-
lation is also used to improve technical and allocative efficiency and
to reduce waste and corruption. Finally, regulations are often used to
hold down costs, thus contributing to the financial sustainability of
the health system.

The function of health services regulation is to protect the public
by countering market failures, bringing efficiencies to areas in which
the market has been impeded, or by correcting the market’s empha-
sis on a single dimension, such as cost. Some regulations have an
economic focus, aiming to address provider monopolies, combat
scarcity of certain necessary services (such as primary care), or curb
wasteful service utilization in insurance arrangements. Other, more
socially oriented, regulations aim to improve equity and access
through geographic redistribution and antidiscrimination statutes;
or protect the public by controlling the quality of health services.

Because the objectives are varied, so too are the targets of regula-
tion. Regulations may be established targeting various phases of the
health care production process (input, process, output, and out-
come). Traditonally, regulation focuses on the first two stages, the
quality of input factors of production (human resources, consum-
ables, pharmaceuticals, capital stock, and equipment) and the quality
of the installed infrastructure or process for producing services.
More sophisticated regulation targets the third stage, the production
of actual services, and ultimately the impact on outcomes (outcome-
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targeted regulation). This complex form of regulation is not com-
mon in developing countries. Most health sector regulation is tar-
geted at health service prices, quantity and distribution, and quality.’
A wide range of instruments is available for regulating health care
services. The three general categories are (a) regulation through
control, (b) incentives, and (c) market structuring. The most famil-
iar type of regulation consists of legal restrictions or controls that re-
quire providers to conform to legislative requirements. If they do
not abide by these laws they are liable to punishment. Types of reg-
ulation that are usually accomplished by means of control include:

* Price regulation;

* Capacity regulation (for example, volume and distribution of
services);

* Regulation of market entry and levels of service;

* Regulation of entitlements;

* Regulation of antitrust and market structure;

* Regulation of quality of care;

* Health facility licensing;

* Heath facility accreditation;

¢ Health personnel credentialing;

® Utilization reviews and medical audits; and

* QOutcomes research, practice guidelines, and clinical protocols.

A more complex form of regulation offers providers incentives—
either financial or nonfinancial—to change their behavior, thereby
leading to improvements in the target variable (such as price or qual-
ity). An even more sophisticated form of regulation implements
changes to market structure that cause the market to generate pres-
sures to encourage providers to undertake the desired behaviors.

Regulation is more than laws and directives. Effectiveness of
health care regulation is directly related to the way the processes and
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institutions are structured. Therefore, any efforts to enhance the reg-
ulatory framework require analysis of existing regulatory arrange-
ments and often require their alteration. Reviewing the structural
options used in other countries can provide some guidance, although
these insights must be tailored to the local context.

Government officials and agencies can undertake many regula-
tory actions. However, in developed-country systems many agents
and organizations support and complement the governments’ role.
The most important regulatory agents outside government are self-
regulatory organizations and professional associations. Increasingly,
however, community and consumer organizatons are playing a more
influential role. A government seeking to enhance the effectiveness
of the regulatory framework will need to ensure that the various or-
ganizations performing regulatory funcdons work in a coordinated
manner.

Once it has been established that the government will perform a
regulatory function, many important design issues still must be con-
sidered. These issues include:

o Scope of operations;
o QOrganizational form: regulatory agency versus a commission;
o Governance: intragovernmental versus a separate agency;
o Degree of regulatory discretion;
° Administrative procedures and judicial review;
o Accountability and regulatory oversight;
° Agency staffing;
o Terms of reference; and
o Agency funding.
If another body is to perform a regulatory function the govern-

ment will likely need to coordinate, collaborate, delegate, or other-
wise support their performance.
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Moving toward an effective vegulatory framework. "To improve the func-
tioning of health regulation a number of issues must be addressed.
Policymakers need to select a balanced package of sticks (controls)
and carrots (incentives). Identifying the policies to be implemented
will need to take into account the government’s limited capacity—
and therefore to encourage and guide regulatory forces provided by
professional organizations and other NGOs, as well as community
and patients’ organizations. In many areas these groups, sometimes
with strategic support or review by government, have more motiva-
tion and capacity to regulate important health care activities and ob-
jectives. Throughout the process government must have an overview
of all the influences on the behavior of health service providers, so
that they can use their own resources efficiently, and also to ensure
that their own efforts do not undermine systemic integration and
cohesiveness.

Despite all the technical criteria outlined, regulation is an inher-
ently political and cultural process. Efforts to improve regulation
must necessarily build on knowledge related to stakeholders’ per-
spectives, and acceptable and appropriate standards for the country
context. Although many critical health service issues require regula-
tion, regulation 1tself is a costly undertaking. In addiuon, regulaton
may bring about unintended and negative consequences (such as
creating unnecessary barriers to entry, raising operating costs, or re-
ducing competition). Design of regulatory reforms must therefore
take into account both the benefits and costs of existing regulations
and the impact of new ones under consideration. In some cases, re-
moving ineffective or counterproductive regulations is an important
part of regulatory reform.

Perhaps more than any other regulated sector, with the exception
of telecommunications, health care is a fast-changing activity. Inno-
vations 1n diagnostics and treatments are multiplying. It 1s therefore
critical that regulation in general, and the government’s regulatory
role in particular, is an ongoing and adaptive process.

Outreach mechanisms to providers and patients. The third set of instru-
ments for influencing the private providers’ behavior consists of a
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wide range of outreach mechanisms that governments can use to in-
directly influence providers and patents. These are discussed below
in order of intensity of effort.

o Information dissemination. Making information available to patients
and the population can be a powerful mechanism for empowering
them to demand appropriate care. Both governmental organi-
zations and NGOs can play such a role. In the Netherlands, for
example, patients’ organizations play a strong role in educadng
patients about specific diseases and treatment options. These or-
ganizations have increased patient participation in treatment deci-
sions, have increased the prevalence of information on provider
products (including quality and price), and have enhanced com-
munication between patients and providers (Sommers 1999). The
Uruguayan Cystic Fibrosis Foundaticn has been instrumental in
improving the treatment of that disease. For nongovernmental
patients’ organizations to develop and flourish many of the issues
related to the enabling environment for nonprofits come into
play, just as it does with service delivery (box 1.3). Regardless of
who initiates the information dissemination, various mechanisms
have been successfully used, including community leaders, peers,
user groups, public providers, and mass media (Smith, Brugha,
and Zwi 2001). Information dissemination can be used for many
different purposes, as outlined below.

o Expand demand among identified groups. Behavioral change com-
munication can be used to expand demand and hence utiliza-
tion by target populations (the poor, sex workers, and mothers).

© Raise awareness of service quality and consuwer vights. This mech-
anism is commonly used in developed countries to pressure
providers into increasing the quality of care they deliver. Such
efforts include developing physician profiles to help patients
select their practidoner, establishing and disseminating “pa-
dents’ rights” charters, increasing patient representation on
government oversight and regulatory bodies, and establishing
relations with physician or hospital associatons. Due to the
complex nature of health care, even in developed countries,
these efforts have a greater impact on consumer quality (that is,
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Box 1.3 Public Policy and Health Service Delivery
by Nonprofit Organizations

Throughout this chapter the discussion of public policy
that is directed toward the private sector refers to both for-
profit and nonprofit organizations involved in health ser-
vice delivery. However, there are several policy issues unique
to the involvement of nonprofit organizations in the deliv-
ery of health services. Nonprofit organizations that deliver
social services are usually deemed to merit special assistance
from the government, most frequently in terms of tax ex-
emptions and tax deductions for donations to their opera-
tions. Furthermore, some countries exempt social service
nonprofits from import tariffs for health-related equipment
and medicines. While many countries strive to support
the operation of socially beneficial nonprofit organizations,
others, by omission or commission, have not created a sup-
portive environment. Thus, in addition to being affected by
the general state of the economy and enabling environment
for businesses, nonprofit organizations are affected by both
regulatory and fiscal aspects of the nonprofit enabling envi-
ronment. The following factors are important for the oper-
ation of health service nonprofit organizations:

o Legal envivonment. The legal environment should be sup-
portive, including being free of state intrusion and inap-
propriate interference. Clear criteria for qualification as
a nonprofit organization, while not allowing abuse of the
nonprofits, should be in place. Regulation must respect
their autonomy as independent bodies.

© Fiscal factors. The tax framework should provide exemp-
tions from income and profits taxes for nonprofit orga-
nizations, although this need not extend to business or
economic activities. Other tax benefits may be appropri-
ate—exemptions from customs duties, and value-added

(Box continues on the following page )
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Box 1.3 (continued)

taxes on imports; or individual tax deductions for dona-
tons of time or funds.

* Otbher factors. Access to government training schemes; or
provision of medical supplies at reduced or no cost may
be appropriate.

The legal and fiscal issues are beyond the scope of health
sector policy. However, if nonprofit providers are to play
a vital role in service delivery, health officials may need to
contribute to a process that improves their environment.

Why nomprofit bealth care providers are importdnt. Non-
profit organizations often provide a means to reach the
poor and other target populations in order to provide ser-
vices to them. This comparative advantage often comes from
nonprofits” historical patterns of development, their close-
ness to communities, and their ability to harness volunteer
activity.

Why problems may occur. NGOs are often politically con-
tentious. They sometimes play a role in exposing the narrow
interests of particular ruling partes, or may be otherwise
aligned with opposition political interests. This political as-
pect of NGO actvities may add to a negative stance on
the part of the government toward NGOs (and hence con-
straining policies), including NGOs that provide valuable
social services.

However, the interests of nonprofit organizations whose
main activity is service delivery most often align closely
with those of the government in the health sector. ,

All too often, even when governments are actively devel-
oping policy toward the private sector, they leave out con-
sideration of issues specific to nonprofit organizations.

Source: World Bank 1997a.
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the now medical aspects of quality) than on clinical quality. Pa-
tients’ organizations usually play a substantal role in directly
raising such awareness, while government efforts are frequently
channeled through mass media. A few developing-country gov-
ernments (such as India) have inidated efforts in this area re-
cently. Patients’ organizations have begun to be active in a num-
ber of developing countries (including Argentina, Bangladesh,
Brazil, Bulgaria, Chile, Croatia, the Czech Republic, Ecuador,
El Salvador, Estonia, Hungary, India, Indonesia, Lithuania,
Mexico, Nigeria, Poland, Romania, the Russian Federation, the
Slovak Republic, Slovenia, South Africa, Tunisia, Uruguay, and
Zimbabwe). The majority of these organizations focus their
advocacy on a single, usually chronic, disease, such as multiple
sclerosis, cystic fibrosis, or diabetes. An increasing number, how-
ever, have a broader mandate, aspiring to improve access to
health care, or pharmaceuticals, and to improve treatment, often
through formal “patient’s rights” charters.’

* Publish information for users on maximum permitted prices. Infor-
mation publishing is most often used with regard to pharma-
ceuticals. Governments require prices to be listed in pharmacies,
published in pricing guides and in the media, and printed on the
packaging. There is some evidence that widespread price publi-
cation does lead users to put pressure on providers and retailers
to contain prices.® Cambodia, the Philippines, and Colombia
have successful consumer information strategies on maximum

permitted prices (Smith, Brugha, and Zwi 2001, p. 56).

* Education. Instead of, or in addition to, disseminating information,
more intense educative efforts may be necessary in order to alter
the practices of private health care providers and the demand for
their services.

* Expand or alter demand by educating users. For priority services or
population groups, focused education campaigns can be instru-
mental in expanding or altering their demand for goods and
services. Examples include education efforts targeted to sex
workers 1n order to encourage them to demand treatment of
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sexually transmitted diseases (STDs); or to mothers in slum
areas, to expand their demand for appropriate treatment for key
childhood illnesses.

Increase demand for services through community education. Another
way of increasing the use of priority services is by implement-
ing community education efforts, structured to enhance de-
mand for identified goods or services. Such programs have been
successfully used to expand demand for vaccination, malaria
treatment, nutrition supplements, and treatment for key child-

hood illnesses.

Training support to providers. Such training may take the form
of regular programs such as continuing medical education for
allopathic providers, or may focus on providers who are not
trained in biomedical medicine—depending on where the tar-
geted diseases or populations are treated and which providers
are “reachable” (Marsh 1999, p. 42; and Hudelsohn 1998). In
Kenya, for example, shopkeepers were trained in the proper use
of drugs to treat childhood fevers. A study showed a substantial
improvement in the behavior of the use of these drugs, because
of shopkeepers’ oral advice and printed information distributed
in the shops.?

© Persuasion. Evidence indicates that it is often necessary for knowl-

edge to be reinforced, since knowledge alone is frequently not suf-
ficient to change provider or prescriber behavior (Soumerai,
McLaughlin, and Avorn 1989). A number of the more successful
training efforts include intervendons to motivate the providers to
“stay on track.”

° “Detailing.” Detailing consists of face-to-face interaction and

guidance through personal encounters with practidoners. Phar-
maceutical companies use this method very effectively to influ-
ence prescription practices throughout the world. More recently,
governments have utilized this method to improve physician
behavior 1n targeted areas. Such efforts have proven effective
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in changing physician behavior in treating common childhood
illnesses in Kenya and Indonesia (lawfik forthcoming).

* Negotation. Negotiation may be viewed as an intensive form of
persuasion. An example of this method is Private Practitioner
Treatment Improvement Intervention (PRACTION). PRAC-
TION is a systematic initiative that starts with assessing current
private practitioner behavior. Subsequently an agreement or in-
formal contract for modified behaviors is negotiated with the

practitioner. Such efforts have been implemented successfully
in India, Indonesia, and Pakistan (Northrup 1997).

* Public financing. Besides paying for goods or services directly and
through contracting arrangements, governments can use public
funds in other ways to influence the behavior of private health
care providers. This form of interaction with private providers is
most common with regard to nonprofit organizations.

* Financial subsidies. One means of influencing behavior is to pro-
vide financial subsidies to certain organizations that perform
activities or deliver products important for achieving social ob-
jectives. The earmarked grant is the most common form of fi-
nancial support for private providers, especially with regard to
preventative services. The state government of Tamil Nadu
(India) pays part of the cost of family planning services provided
by private hospitals (DeRoeck 1998).

* Bed grants. Another common mechanism for providing finan-
cial support to private providers that are serving public objec-
tives is bed grants, a government payment based on the num-
ber of beds allotted to serving indigent patients. For example,
the government of Tanzama provides a payment per approved
bed to NGO hospitals designated as district hospitals (Gilson,
Dave, and Mohammed 1994). Governments also occasionally
opt to provide financial subsidies to private facilides in ex-
change for establishing an exemption mechanism for poor pa-
dents (McPake and Banda 1994).
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o Seed funding. Another type of financial support used is seec

funding for the start-up of services or activities. Support from
the government of India to Parivar Seva Sanstha, an NGO spe-
cializing in reproductive health care, for example, covered 75
percent of the costs of opening a new clinic.

Tax subsidies or exemptions. In some cases, financial subsidies are
provided indirectly through tax subsidies or exemptions. For
example, in Nepal nonprofit organizadons receive tax exemp-
tions for health commodites and services on the recommen-
dation of a national NGO umbrella group (DeRoeck 1998).
Church NGOs in Malawi that buy drugs from the govern-
ment’s central medical store at preferential prices receive an in-
direct subsidy (Gilson, Dave, and Mohammed 1994).

In-kind support. Alternatively, in-kind support may be supplied
to the providers. Many NGOs 2nd an occasional for-profit
practitioner receive this type of support. In several African
countries governments either second staff to mission facilities,
as in Uganda, or pay the mission facility’s staff salaries, as in
Ghana and Malawi (Gilson, Dave, and Mohammed 1994). The
ministry of public health in Bolivia subsidizes staff salaries in
PROSALUD clinics located in rural areas (DeRoeck 1998). In-
kind support may also include other inputs such as medical sup-
plies, or even facilities: the government of Guatemala provides
Rxiin Tnamet (a local NGO) with medical supplies for its pre-
ventive health outreach services (DeRoeck 1998). In Ghana the
government provides buildings, equipment, and drugs for NGO
hospitals (Gilson, Dave, and Mohammed 1994).

Critical supplies free or at o discount. Some governments use these
same methods to influence private practitioners (for-profit en-
tities) by supplying critical supplies free or at a discount (in-
cluding vaccines or nutritional supplements), while allowing
the practitioner to charge a fee and make a profit to expand de-
livery of important goods and services. This type of interven-
ton has been successfully used in Malaysia.
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* Vouchers. The government may, alternatively, expand demand
for priority services by subsidizing their purchase through
means of vouchers. In this case vouchers may be given to a tar-
geted population to expand their utilization of a priority ser-
vice. In Nicaragua, for instance, vouchers for STD treatment
were distributed to sex workers who were able to redeem them
at a range of public and private providers. The scheme was suc-
cessful in reaching poorer groups, and the overall incidence of
gonorrhea has declined (Sandiford, Gorter, and Salvetto 2002).

Growing the Private Sector

Although working better with existing private providers is often use-
ful for improving system and service performance, certain situations
call for another strategy. Many programs requiring new or expanded
health care provision can be implemented by working with private
providers. In some instances these providers are particularly well
placed to undertake such activities—they may already be present in
a targeted district, or may be heavily utilized by a targeted popula-
tion. When this is the case governments can use a number of tools
to encourage or “incentivize” the appropriate providers to undertake
the delivery of additional services. We refer to these efforts as strate-
gically “growing” the private sector. The tools governments may use
to promote such activities overlap considerably with those they can
use to influence the private sector in their current activities de-
scribed in the preceding section. Hence, the difference is in what the
programs are aiming to get private providers to do, not in the tools
they use to influence them.

Contracting and subsidies. The most direct means of supporting the
expansion of private provision in identfied activities or regions 1s
through ongoing purchasing of (or contracting for) their goods or
services. For example, the Guatemalan government contracted with
existing NGO service providers in order to expand services 1n areas
inhabited by indigenous peoples, following a long civil war, during
which time public facilities had ceased to operate in these areas.
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Alternadvely, services or goods may be financed on the demand
side, through endowing users with a reimbursable claim to targeted
services by means of vouchers. Governments use a range of addi-
tional financial mechanisms to encourzge the expansion of the pri-
vate sector—mechanisms such as tax exemptions, or subsidized or
targeted credit. In Pakistan, for example, the government offers tax
exemptions to practitioners setting up in rural areas. In some coun-
tries the government will allocate land to encourage the construc-
tion of a health care facility in an underserved area.

Regulatory veform. Governments may also use indirect means to
encourage targeted expansion of private provision. For example,
they may take steps to reduce unnecessary constraints that increase
the cost of operation by reducing or abolishing import restrictions.
“Sometimes governments create monopolies unnecessarily and deny
entrepreneurs (and other providers) the opportunity to compete
fairly with established service providers by erecting entry barriers,
blocking credit and access to foreign exchange, taxing dividends and
profits inequitably, imposing unfair import duties, and establishing
bureaucratic hurdles” (Kessides 1993). Although this quote refers
mainly to udlities, it is equally valid for health infrastructure and
services. Hence, removal of such barriers can be an important tool
that can be used to “grow” the private sector.

Enabling environment. Regulation is undoubtedly necessary to pre-
vent opportunism and protect patients. However, often there are un-
necessary constraints on providers—some of which are specific to
the health sector, while others are present in the overall enabling en-
vironment. In developing countries there are often burdensome and
unnecessary costs to register an organization as well as problems ob-
taining access to critical inputs, including human resources, phar-
maceuticals, other consumables, and essential public services (such
as a predictable supply of electricity and access to clean water).
These issues can deter private operators from expanding their health
care Services.
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Nonprofit organizations face yet another set of issues related to
the enabling environment. In many developing countries the legal
framework supporung nonprofit operation is weak, unfavorable, or
nonexistent. Often there is no support for contributions or other
torms of philanthropy. In particular, many developing countries lack
a clear and supportive regulatory framework regarding the tax-
exempt status of nonprofit organizations or donations to them (Si-
mon 1995; and box 1.3).

Some governments impose needlessly cumbersome and time-
consuming demands on NGOs by demanding detailed financial
accounting and planning of activities (De Jong 1991). Removing
these requirements can promote the expansion of privately delivered
services.

Governments can also encourage expansion of private health care
delivery through behavioral change communication programs that
expand demand for key goods and services the private sector deliv-
ers. The range of goods and services for which this approach is being
utilized has expanded from population and reproductive health goods
and services to include bednets, oral rehydration salts, fortified foods,

and the like.

Conversion

Throughout the world a trend has emerged of turning over opera-
tion of public services to private hands—momentum has gained as
experience has built up, and positive results have been achieved
(Savas 2000; Domberger 1999; and Donahue 1989). Based on the
consistently positive results from conversion of other social and pub-
lic services, governments are expanding such efforts to publicly run
health services (GAO 1998; Melia 1997; Zuckerman and de Kadt
1997; and Lyon 2000). Various reasons are put forth for this move
toward conversion. If a government appears to be overextended,
conversion can be part of a strategy aimed at focusing on its “core
competencies.” Alternatively, or in addition, governments may feel
that the private sector will run the service or services more effi-
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ciently, or improve quality in the service, or both.!1® Governments
have also recently become interested in developing “public-private
partnerships” to attract private funds for expanding facilides and
services—which may entail the transfer to private hands of some
services, of the operation as a whole, or even of the facilities (boxes
1.4 and 1.5). These types of reforms have been taking place in Aus-
tralia, Chile, Germany, Sweden, Thailand, the United Kingdom, as
well as in South Africa. From the fiscal perspective many govern-
ments are motivated to consider conversion to better manage the
risk associated with different health-related expenditure streams
(Blair 1998).

Conversion in the health sector is much more complex than con-
version of other public services, because government must establish
an ongoing relationship with the provider to ensure services are de-
livered appropriately. In addidon, monopoly power can emerge in
some health care markets, especially in acute care services. These
conditions make it necessary to address several issues simultaneously
when conversion of health care services is undertaken.

If the provider is to contnue to deliver public services the trans-
action itself will have to be directly tied to ensuing service contracts.
These transactions, along with the service contracts, must be viewed
together to ensure adequate performance by the provider. Sensible
service contracts entail sophisticated funding arrangements for the
service providers. If funding of public delivery is currently based on
inputs, or even on blocks of services, substantial changes will have to
be implemented to enable the conversion to proceed. Whether or
not it is applied systemwide, contracting with private health carc
providers requires “active purchasing” (Preker, Jakab, Baeza, and
Langenbrunner 2000). The case of Port Macquarie Base Hospita!
illustrates the difficulties of undertaking hospital conversion when
the funding arrangements do not support sensible service contracts
(box 1.5).

When public providers deliver services critical issues such as qual-
ity, cost containment, and efficiency can be addressed administra-
uvely. When services are turned over to private operators, how-
ever, in addition to tightening the service contracts, the regulatory
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Box 1.4 Port Macquarie Base Hospital Conversion:
Obtaining and Demonsirating Gains Is Crifical

In Australia in the late 1980s the New South Wales De-
partment of Health (DOH) needed to expand the range and
quantity of hospital services in the Macleay-Hastings Dis-
trict. After extensive review the DOH decided to proceed
with a build-own-operate arrangement with the private sec-
tor. The tender was completed in 1991, and the contract
signed with the Hospital Corporation of Australia in 1992.
The hospital began operations in November 1994. It is
widely accepted that the quality of and access to hospital
services in the region have improved since privatization, yet
many people sull take a dim view of the project. The biggest
problems can be traced to the service contracts, specifically
to the hospital’s funding arrangements. The funding system
did not generate enough information about the cost of ser-
vices to allow the DOH to set sensible prices for the new
hospital’s services. The service agreements therefore ended
up reimbursing the hospital at a high rate, in additon to a
lump sum availability charge. After a number of reviews,
conclusions as to how “bad” a deal the DOH is getting are
still wide-ranging, but the conversion, on the whole, is not
judged a success. The funding and fee-setting arrangements
are neither sufficient to ensure good value for the DOH,
nor sufficient to verify the gains of private participation.

Source: New South Wales Auditor-General 1996.

framework for service delivery will likely need to be enhanced, to en-
sure that social objectives continue to be met. Thus, conversion
often requires strengthening of the regulatory framework and im-
plementing bodies, to complement the changes in the service deliv-
ery arrangements.
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Box 1.5 Conversion of Public Hospitals in South Africa

South Africa has extensive experience of funding hospital
services delivered by both for-profit and nonprofit facilities.
In 1995 17 percent of all hospital beds were operated by
private organizations. Broomberg, Masobe, Mills (1997)
evaluated three conversions. Two were build-own-operate
transactions—privately constructed and operated district
hospitals, supplying acute, district-level hospital services
under 10-year service contracts. In a third hospital the gov-
ernment contracted for private management for what was
still a publicly owned facility. The authors matched these
hospitals against similar public facilities and compared their
performance. The privately operated (or managed) hospi-
tals demonstrated higher productive efficiency, largely tied
to lower staff costs and more efficient deployment of staff
resources. The authors conclude that conversion “appears
to hold the potential to generate substantial efficiency gains,
both through the securing of services of comparable or
higher quality at lower cost, and through the ability of the
contractors to fill temporary or permanent gaps in govern-
ment capacity.” Weak contract implementation and man-
agement appear to have deprived the government of gains.
For more on this topic, see chapter 3 of this handbook.

- Source: Broomberg, Masobe, and Mills 1997.

The market environment in which the converted providers will
operate must also be taken into account. As noted above, hospital
markets are often subject to geographic monopolies, which must be
taken into account in both the transaction and service contracts. To
obtain the full benefit of conversion concerted efforts are frequently
needed to promote competition in this market.!!
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Any needed changes in the regulatory and purchasing framework
as well as the market environment must be considered, planned, and
simultaneously implemented with the transaction to ensure that
conversion brings about desired results. See appendix 1.A for fur-
ther discussion of health services conversion reforms. This com-
plexity makes health service conversion a complex and challenging
reform.

Private Health Care Providers and the Poor

Despite the financial burden numerous recent surveys reveal that the
poor in many countries receive many of their health services from the
private sector (figure 1.1). Private health care providers are now seen
as central to strategies to improve the health of the poor because of
this recognition. Figure 1.1 presents the proportion of the poorest
20 percent of the population, in a number of developing countries,
that sought treatment for recent illness in the private sector.

Inproving Service Quality for the Poor

Not only are the poor using private providers, they most often uti-
lize informal, unqualified, and poorly skilled practitioners or phar-
macists. Since most attempts to alter these utilization patterns have
failed, in some countries policymakers are exploring methods to
improve the quality of care these providers offer as the most direct in-
strument to improve health care for the poor (Chakraborty, D’Souza,
and Northrup 2000).

A major challenge to this approach is that private providers in gen-
eral are harder to influence than providers in public clinics. In addi-
tion, the providers used by the poor are often even more difficult to
reach, because they tend to be in the informal sector, and less well-
organized than formal, registered doctors. Perhaps the principal
obstacle to working with these providers to improve the care the
poor are receiving is the unwillingness on the part of government
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Figure 1.1 Percentage of People Treated Outside the Public Sector for
Their Most Recent lliness (poorest 20 percent of population)
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officials to engage them. Professional associations are also often
strongly opposed to engaging these providers. Nevertheless, a few
governments are undertaking to engage the providers used by the
poor. The instruments they use are discussed below.

Purchasing. In order to improve the quality of services poor patients
receive, governments can contract, or otherwise finance, key services,
using their financial leverage to enhance quality standards. Services
might be purchased directly for identified, poor patients. Otherwise,
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governments may focus their contracting and funds on diseases that
disproportionately affect the poor, or on services of critical impor-
tance to the poor, such as maternal and child health services. An-
other alternative, utlized by the Guatemalan government among
others, is to contract for services in regions where poor inhabitants
are concentrated (Nieves, La Forgia, and Ribera 2000).

Regulation. 'To improve the services received by poor patients gov-
ernments may work to extend and enhance quality regulations to
providers used by the poor (informal providers or providers located
in rural areas or slums). Alternatively, they may create or enhance
enforcement of reguladons targeted at services that are particularly
important to the poor.

Information, education, and persuasion. Outreach efforts to enhance
the services provided by private health care providers are becoming
increasingly common. Such efforts can be targeted to services that
the poor use frequently; providers they frequent; regions they in-
habit; or they can target poor patients directly (where feasible and
cost effective).

Mandates. Mandates are effective only when there is either enforce-
ment capability or provider compliance incentives. Enforcement re-
quires a relatively high level of monitoring capacity, which is rare in
developing-country governments, especially for informal and tradi-
tonal practitoners. Incentives are most often provided through fi-
nancing mechanisms, as discussed above.

Expanding Services to the Poor

Dissatisfaction with the extent of outreach to poor clients through
publicly run services has led some governments to experiment with
methods to expand services, by enabling poor patents to expand uti-
lizaton of private providers. Governments wishing to expand services
in this way must first identify the providers that serve the poor, or that
could do so due to location, orientation, or service profile. The in-
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struments most commonly used to encourage providers to expand
services rendered to the poor include the following.

Purchasing. The most powerful instrument for expanding privately
delivered services to poor patients is payment for these services with
public funds. These funds may be allocated to providers or to users.
Providers can be funded for services to the poor by means of con-
tracting or other less specific subsidies (such as input or in-kind sub-
sidies). Service delivery to poor users can also be generated through
vouchers issued to patents for use at private clinics, with govern-
ment or other payers reimbursing providers for these claims.

As with all forms of transfers to the needy, effective targeting is an
issue. As a means of targeting some governments have focused on
contracting with NGOs whose patienis were already drawn mainly
from poor populations (Nieves, La Forgia, and Ribera 2000). This is
especially useful where individual targeting is not possible or is not
cost-effective. An alternative form of targeting is for the government
to contract for services that are especially important to the poor (such
as maternal and child health services!'?) or for treamment of diseases
particularly prevalent among the poor (such as TB and malaria). The
Reproductive and Child Health program in India uses three methods
to expand access to the poor: contracting with NGOs located in poor
areas, who were better at reaching the poor; setting targets related to
reaching poor populations; and focusing on services of particular im-
portance to poor populations (Rosen 2000).

To expand services governments may give direct subsidies to pro-
viders (especially NGOs) that predominantly serve the poor, or op-
erate in areas inhabited by the poor. Vouchers have also been used
to reduce the cost of a good or service at the point of service—with
subsequent redemptions using public funds. They are most com-
monly used to reduce the price for poor people of targeted goods,
such as bednets. Occasionally vouchers are used to reduce or elimi-
nate a fee for services, however. An example is the voucher program
for STD treatinent established for poor sex workers in Nicaragua
(Sandiford, Gorter, Salvetto 2002).

Regulation. A commonly used regulation intended to enhance access
to services for the poor is to make registraton as a nonprofit, with
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attendant benefits, contingent on an organization’s devoting a pro-
portion of its services to poor populations.

Expanding community financmg. To increase access for the poor to
insurance, or reduce the payment at point of service, governments
can pay part or all of the contribution for poor members in commu-
nity financing schemes. Alternatively, they can subsidize the scheme
directly following set criteria regarding socioeconomic status of
membership. For schemes whose members are predominantly poor,
governments are exploring options to ensure the availability of rein-
surance—to enhance these schemes’ sustainability.

Mandates. Another method for expanding services available to the
poor is through promulgation and enforcement of mandates; an ex-
ample might be, for instance, requiring doctors or other medical
staff to serve in poor areas as a prerequisite to receiving their license.
Another example, for hospitals, might be for the government to re-
quire a certain number or proportion of beds to be used to serve the
poor. Caution must be used in this regard, because these efforts
often lead to monitoring problems and hence empty “poor” beds.

Private Health Care Provision and Public Health

Public health services are oriented to directly benefit the public, ei-
ther as individuals, communities, or larger populations. These ser-
vices are often public goods, as is the case for most oversight func-
tions, or they may have significant positive externalities.!? Examples
include:

* Population or community-based services, such as water chlorina-
tion and salt iodization

* Individual preventive health services, such as immunizations

¢ Individual or community health promotion activities, including
nutrition education (such as messages on breast-feeding and
weaning practices); hygiene education; education to foster aware-
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ness of symptoms and treatments for better home management
(such as oral rehydration therapy for family members with diar-
rhea); and education about safe sexual behavior, or against smok-
ing or tobacco, drug, and alcohol abuse

o Special campaigns of public priority, using multiple approaches
against specific diseases or risk factors with high externalities, such
as acquired immune deficiency syndrome (AIDS), TB, malaria, or
substance abuse.

The private sector is commonly excluded from national public
health programs—sometimes simply from habit, occasionally from
fear that involving private providers, some of whom are unqualified,
could be seen as formal recognition and encouragement for those
who are unqualified to continue their substandard practices. Never-
theless, in many instances, these private providers are integral to
addressing public health concerns (Pathenia 1998; Tawfik forth-
coming; and Uplekar, Pathenia, and Raviglione 2001). For instance,
private practitioners are now acknowledged to be an important
source of treatment for diarrhea, acute respiratory illness (ARI), and
malaria—which together account for over one-half of childhood
mortality in developing countries (Waters, Hatt, and Axelsson 2002).
In many countries private providers treat a large proportion of TB
symptomatics, especially in Southeast Asia and the Western Pacific
where the disease burden is highest (Uplekar, Pathenia, and Rav-
iglione 2001). Private drug retailers are usually the first and often the
only point of contact with the health system for a wide variety of
conditions of public health concern, including maternal and child
health (Kafle and others 1996). Private provision essentially raises
two major issues with regard to public health: insufficient attention
to and delivery of promotive and preventive services; and poor qual-
ity of diagnostic and curative services.

Expanding Provision of Preveiztive Health Care Services

Many people in developing countries visit private health care pro-
viders for their everyday health needs. Unfortunately, these inter-
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actions often omit critical promotive and preventive care. Individ-
uals undervalue these activities (such as vaccinations and health ed-
ucation) relauve to curative care—with the result that providers,
too, underemphasize them. Private providers are usually excluded
from public health programs, exacerbating this tendency to under-
emphasize critical promotive and preventive care. Recently some
governments have been taking steps to include private providers in
implementation of public health efforts to expand utilization of
preventive health care services (World Bank 2001a). This under-
taking is challenging. However, private providers are often inter-
ested in participating in these efforts, feeling that it may enhance
their attractiveness to patients (such as for immunizations or nutri-
tion supplements). Care must be taken, however, to match the task
with the providers. Hudelsohn proposes several criteria:

The provider must be well placed to undertake the task.

The provider must be capable.

The provider must be willing.

It must be feasible to train the provider to undertake the task.

It must be acceptable to users that the provider performs the task.

* Government and government officials must be willing to work

with the private sector and adequate resources must be devoted to
the tasks (Hudelsohn 1998).

As is clear from this list of criteria, a thorough knowledge of the
local health system and private providers’ tasks within it is critical to
the success of such efforts. This kind of understanding hinges on ef-
fective communication with private providers, which is rare in de-
veloping countries.

Once the prevention-related tasks that are the focus of an inita-
tive, and the providers with which the government will work, are
identified, instruments for working with private providers take sev-
eral forms.
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Outreach to providers. Some private practitioners can be motivated
to expand delivery of promotive or preventive care by simply pro-
viding them with relevant information (such as information on the
importance of hand washing, and other hygienic practices). Some
practitioners can be influenced by their inclusion in government-
sponsored training programs. In many cases, however, information
dissemination and education are not enough. Often, increases in
knowledge do not translate into improvements in practice
(Soumerai, McLaughlin, and Avorn 1989). Efforts to change the in-
centives of providers are therefore extremely important. Examples
of such efforts are described below.

o Qutreach to patients. Behavioral change communication can be
used to increase demand for products and services with a public
health benefit (such as vaccinatdons and nutrition supplements).
Patient-education materials can be made available for distribution
in private clinics. Social marketing—type methods have been used
in many cases to make participation in public health programs
profitable for private providers.

o Direct payment or veduced prices for public health goods and services.
Many providers are willing to change their behavior in minor, al-
though possibly significant ways. If the added service activity is too
costly or time consuming to deliver, however, the governments
will need to allocate funds to cover the additional costs to the
provider, if the changes are to be sustained. Governments can pay
for, or otherwise subsidize the delivery of, promotive-preventive
services (contracting). In a recent review of developing-country
programs seeking to involve the private sector in achieving child
health objectdves, approximately 63 percent utilized contracting,
while 51 percent used grants (Axelsson 2002). Again, the ability tc
contract depends on the measurability of the good or service de-
livered. Nutrition counseling and supplements, for example, have
proven relatively easy to deliver through contracting, as has STD
treatment (Marek, Diallo, Ndiaye, and Rakostosalama 1999).
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* Indirect subsidies and supply of critcal mputs. Government can sup-
ply priority inputs to practitioners to encourage them to deliver
related services (such as free or discounted vaccines, or STD treat-
ment packs).

» Subsidizing mclusion mn insurance packages. Governments can subsi-
dize the inclusion in insurance packages of goods and services
deemed to address high public health priorities (such as population
and reproductive health-related goods and services, or vaccines).

* Mandating inclusion i msurance packages. Governments can require
inclusion of certain goods and services in insurance packages in
order for an insurer to be licensed, or to provide insurance to
publicly insured patients. Examples include reproductive health-
related goods and services.

Improving the Quality of Curative Treatments

Private providers and their patients focus heavily on delivery of cur-
ative care. Care is frequently of low quality, however, an 1ssue that
concerns not just individuals but society at large. Effective curative
treatments are critical to the achievement of many public health prior-
ities, including effective diagnosis and treatment of childhood illness,
malaria diagnosis and treatment, TB diagnosis and treatment, popula-
tion and reproductive health, and maternal health interventions.
Mechanisms for guiding these interventions include the following.

Direct subsidies and contracting. Because some services are more eas-
ily measured, and thus more amenable to contracting, than others,
governments will more easily be able to contract for and monitor
their delivery (box 1.6). TB treatment, for example, has proven
“contractable,” because the impact of treatment can be readily veri-

fied (Pathenia 1998).

Outreach to providers. Several outreach methods to improve pro-
viders’ treatment in critical areas have been tried, with varying de-
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Box 1.6 Public-Private Cooperation fo Effective Treatment
for Tuberculosis ' y

Private doctors in Hyderabad, India, were given access to a
respected local health insttution (Mahavir Hospital) that
treats TB patients, and were allowed to supervise their pa--
tients’ treatment. In the hospital their patients received ef-
fective and affordable treatment for TB. This expanded the
access to effective TB treatment for poor people in slum
areas. It also reduced the development of drug-resistant
strains of TB and reduced the number of infections.

grees of success.'* While the circulation of information is a low-cost
outreach method, it is also less intensive. These less-intensive out-
reach efforts seem to have less impact on treatment than direct con-
tact with providers. With increasing frequency, more-intensive meth-
ods are being tried in developing countries. In the area of child health
the World Health Organization has developed a guide for investigat-
ing retail practice and for designing interventions to improve retail
dispensing of pharmaceuticals by discouraging the sale of antdiar-
rheal drugs and antimicrobials, and by encouraging the use of oral re-
hydration salts in the treatment of diarrhea (WHO 1993). Trials of
this guide in Kenya and Indonesia have demonstrated the positive
impact of this approach (Ross-Degnan and others 1993). In Nepal a
course was developed to improve the practices of unlicensed drug
sellers, where successful completion endowed participants with certi=
ficadon and registration as drug “professionalists.” Improvements in

prescribing practices were identified (Kafle and others 1992). In .

Uganda prepackaged drugs to treat STDs were provided to doctors
(box 1.7). A more intensive outreach method involving negotiation
has been developed under the titte PRACTION (see above p. 33).
PRACTION is a program that starts by assessing current private
practitioner practices, and then negotiates with them an informal

.
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Box 1.7 Providing Drugs to the Private Sector:
Enhancing STD Treatment

Under the “Clear 7” program in Uganda private practi-
nioners, clinics, and pharmacists were provided with pre-
packaged, subsidized drugs for distribution to men with
urethral discharge. Drug shops enhanced their reputation
by selling effective and affordable treatment. The packag-
ing expanded access to a complete and effective course of
treatment for men with STDs, and reduced development
of drug-resistant strains of the disease.

Source: Ochwo 2000.

contract in order to modify behaviors. It has been implemented suc-
cessfully in India, Kenya, and Pakistan with respect to treatment of
childhood illnesses (Northrup 1997).

Outreach to patients. Behavioral change communication had been
used successfully to improve patient receptivity to appropriate treat-
ment (such as oral rehydration therapy as a substitute for antibiotics
to treat diarrhea), or to encourage appropriate health-seeking be-
havior (such as for TB or malaria treatment).

Access to public referval network. Private doctors usually do not have
access to public or NGO treatment centers. One way of improving
the quality of public health-related curative care is to give private
doctors access to these centers. In some countries identification and
treatment of communicable diseases have been improved through
such efforts. Referral rights must be combined with education re-
lated to appropriate referral.

Indrrect subsidies and supply of critical inputs. In some instances govern-
ments have been successful in improving service quality by supplying
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related inputs. Treatment of diarrheal disease in children has been im-
proved by providing oral rehydration salts. STD treatment has been
improved by providing appropriately “bundled” pharmaceuticals.

Implementation of Public Policies toward Private Providers

Implementation of health sector reforms is extremely challenging,
and more often than not goes awry. Useful analysis for developing
an implementation plan for general health reforms can be structured
in several ways (Reich 1996; and Walt 1998). Here we will talk about
the unique set of challenges likely to come up when a government

attempts to improve and increase its interaction with private health

care providers. These issues are likely to arise regardless of strategy
or instruments.

Lack of familiarity with private sector. A historical pattern of segmen-
tation between the public and private sectors is common, and there-
fore actors on both sides usually lack knowledge of and familiarity
with one another. While most governments can call upon basic data
regarding the capacities and activities of public facilities and pract-
tioners, similar data regarding private health care providers are
‘rarely available to policymakers.

Lack of forum for dialogue and collaboration. The existence and func-
tioning of an ongoing consultative mechanism between the private
and public sector have proven crucial for successful implementation
of efforts to work with the private sector (Stone 1998). In develop-
ing countries’ health sectors, however, there is often no forum for di-
alogue between the public sector (especially policymakers) and pri-

vate providers. In many countries the private sector is not well :

organized, so only a small number of representative organizations
are able to serve as a counterpart in consultations with the govern-
ment. This lack of organization is even more problematic with in-
formal and unqualified practitioners—who are especially important
to the poorer segments of the population.
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Ideology and mindset. Efforts to establish policies and mechanisms
to work with private health care providers often encounter signifi-
cant challenges associated with government officials’ and health
sector staff’s deeply engrained mindset of mistrust toward the pri-
vate sector. Because of obvious problems with clinical quality and
other associated market failures, negative attitudes toward the pri-
vate sector, particularly the for-profit sector, must be dealt with if
policies to constructively engage the private sector are to move
ahead.

Special problems often arise when actions are being contemplated
to increase interaction with practitioners who are not trained 1n bio-
medical medicine, or who are unqualified—because this will often be
seen as a threat to the interests of the staff trained in biomedical
medicine that dominate publicly operated health care operations.

Public employees. In addition to problems associated with ideology or
mindset of public officials and health staff the members of the oper-
ations staff will usually feel threatened when private sector collabo-
ration or conversion is being contemplated. Their concern 1s often
well founded in the sense that, at least in part, these reforms are
often directed toward enhancing productivity or flexibility in public
sector operations, and may even constitute a threat to the staff’s con-
tinued employment. Any efforts to enhance collaboration with the
private sector must explicitly address these stakeholders’ views and
political strengths.!> As with all health reforms, these reforms will
often be threatened if they are opposed by medical professionals,
who have a great deal of credibility and access to the public, and who
are adept at portraying any reform that they oppose as undermining
the “public interest.”

Private sector skepticisin. Due to a historical pattern of segmentation
between the public and private sectors in health, private providers
may not initially respond to government initiatives.

Lack of capacity for public officials to take on new roles. Both in terms of
the new structure envisioned and in terms of managing the reforms,



54 o Private Participation in Health Services

government officials will find it extremely challenging to operate in
new ways and to take on new roles. Hence, any reform to increase
interaction with the private sector must include efforts to develop
the capacity of government officials to take on new roles.

Government staff members are usually accustomed to dealing
with organizations and staff in a subordinate relationship, and there-
fore have a tendency to approach policymaking in centralized and
top-down fashion—that is, they tend to be “heavy handed.” They
may miss out in collecting key information about the private sector
and its strengths and weaknesses, and may add to suspicions about
the government’s intentions (Green and Matthias 1997).

Impact on public sector. Any initiative to work with the private sector
must take into account the likely impact on the public sector. Utili-
zation may go down at public facilities. Expanding private sector ac-
tivity may encourage staff to move out of public sector work. Gov-
ernments will need to deal proactively with such possibilities, in order
to ensure that they do not further reduce public sector capacity.

Outreach methods. A review of efforts to improve the operation of
private providers indicates a tendency to overreach, trying to bring
practitioner behavior up to standard on a number of fronts. These
unfocused efforts tend to be relatively ineffective. Efforts are more
successful when focused on a narrow range of actvides (Chakraborty,
D’Souza, and Northrup 2000). Evidence to date also underscores
that successful outreach efforts should not be too time-consuming—
since private practiioners value their time highly and will not be
willing to incur the income loss associated with long training pro-
grams. This observation highlights a more general point—that all ef-
forts to work with private providers must take into account their con-
straints and incentives, and their need to earn their keep and their
interest in making a profit.

Conclusions and Using the .. =~ . "

Working with private providers costs money, both in terms of direct
payments and in terms of ensuring adequate staffing resources to
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manage relations with them. Many governments undertake work
with private providers only under conditions of extreme fiscal pres-
sure, thereby undermining the impact of these efforts. While work-
ing with private providers may result in some efficiency gains and
cost savings, sometimes it may be more costly to work with hetero-
geneous, disintegrated, private practitioners. If people go to private
practitioners for treatment, it may be necessary for the government
to work with them in order to achieve certain objectives.

In developing countries it may be easier to work with private
providers on public health-related activities (such as vaccination,
treatment of STDs, or delivery of nutrition supplements) than on
clinical activiies—since both the service and the outcome can be
more readily observed and measured 1n the former case.

Efforts to work with private practitioners are best thought of as
systemic reforms—rather than “stand alone” reforms. These changes
must be based on a clear strategy for what the private and public sec-
tors will be doing in the medium term, in order to ensure any needed
complementary reforms are forthcoming.

Undertaking improvements in public policy toward private health
care providers in developing countries requires new and expanded
analysis—to assess the private sector’s current role and to evaluate
the effectiveness of instruments for working with them. Dialogue
with the private sector is critical, both to identify opportunities and
to implement new policies.

Comparing strategies. Attempting to harness the private sector or
to grow the private sector in a targeted way are relatively low-risk
strategies. Both strategies require reallocating resources toward new
efforts (such as contracting, regulation, information dissemination,
or tax breaks). In both cases structural changes are incremental—
leaving in place most arrangements for service delivery and seeking
only to change private providers’ behavior on the margin. The po-
tential downside from failed efforts, therefore, consists mainly in not
achieving such changes—Ileaving the status quo in force.
Conversion is a riskier strategy, since existing service-delivery ar-
rangements are interrupted as operations are transferred to private
hands. If efforts go awry quality and even access to certain services
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may suffer. Such efforts are most risky when key elements of the en-
abling framework are missing (such as public funding and contract-
ing, or health service regulation).

The way forward. The evidence on the effectiveness of instruments
for working with the private sector is relatively sparse, but the evi-
dence on the folly of ignoring private health care providers is not. It
is clear that the way forward in virtually all developing countries
must include enhanced interaction with private providers. Although
recognition of this fact is widespread, most attempts to operational-
ize such interaction are random and ad hoc—an occasional contract
for cleaning a public hospital, the odd delivery of vaccines to a pri-
vate clinic. These efforts are often undermined by the lack of infor-
mation about the private sector, and hence are undertaken in a rela-
tive vacuum.

Development of public policy toward private health care pro-
viders, just like sector policy in general, should be done comprehen-
sively and strategically. This will require government policymakers
to greatly increase their knowledge of and interaction with the pri-
vate sector. The private sector is, after all, their partner in protect-
ing the health of the population.

Although it is wise to move forward cautiously in implementing
new strategies, in terms of enhancing information gathering and in-
teraction with the private sector, the approach should be anything
but cautious. In most developing countries such an information-
gathering exercise will reveal the extent to which the private secter
is central to many critical health sector objectives.

The subsequent chapters of this handbook can help policymakers
move forward from this point. Chapter 2 provides guidance on how
to assess the private health sector in a developing-country context.
Chapters 3 and 4 review the basic principles and processes on con-
tracting for and regulation of health services, respectively. Several
other instruments for working with the private sector are discussed
in chapter 4 (such as training and franchising). It is anticipated that
the World Bank will publish stand-alone pieces on several of the
more important instruments at a later date.
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Appendix 1.A Health Services Conversion

Transactions. The transaction is the mechanuism used to turn over
publicly operated services, facilities, or public employees to private
employment, management, or ownership. In health services com-
mon transactions can be categorized as follows.

o Transaction categm‘zes

* Conversion of existing facility or operations. When a government
decides to turn over public facilites or activities to private op-
erators it may use a range of options (Table 1.4). It may sell out-
right, or lease the facility to an investor or nonprofit orga-
nization. Alternatively, more incremental methods may bring in
a private party to operate the facility under a management con-
tract, which allows the government closer control over the op-
erations and can be structured to offer stronger or weaker in-
centives for profitability. Facility staff may remain in public
employment (box 1.5). Another alternauve to bring efficiency
gains while maintaining public sector management is to compel
facility managers to contract out (and establish competition) for
auxiliary services (such as laundry, food, or billing services).

Sometimes primary care operations are transferred to pri-
vate hands by converting publicly employed doctors to self-
employed status, under contract to the government payer or
social insurance organization. This form of conversion is com-
mon in Central Europe, where many countries have moved
from a vertically integrated Semashko (Soviet) model to a social
insurance system with mixed delivery (box 1.8).

® Exusting facility that requives capital mmvestment for expansion ov
rebabilitation. If the government 1s to attract private funds to
support significant expansion or rehabilitation of health fa-
cilities, investors need a reasonable amount of control over
the facility and predictable access to revenue streams for a de-
fined period. Commonly, the government payer defines the
bulk of the market—and hence, this type of transaction hinges
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Table 1.4 Transaction Methods for Conversion of Health Facilities or Operations

TYPE OF TRANSACTION

DEFINITION

EXAMPLES [COUNTRIES, STATES)

Conversion of existing
facility/operations

Sale

Lease

Management contract

Outsourcing of
auxiliary services

Service/operation
Conversion-individual
contracting-primary care

Service/operation
converston-individual
contracting-surgeons

Private firm buys facility, operates
under a service contract

Government leases a facility to
a private organization, which

operates 1t under a service contract

Private firm 1s contracted to main-
tain and operate a government-
owned facility; government pays
firm a management fee

Publicly owned facilities establish
contract with private service
providers to deliver auxiliary
services (such as laundry, food
services, billing, collection).

Publicly employed primary care
doctors are converted to self-
employment and contracted by
state/insurance organization for
services

District government contracts with
district surgeons

Australia, Germany, Sweden
{Stockholm)

Australian states

S Africa, Malawi, Kenya, many
countries In Lahn America and the
Caribbean, Saudi Arabia,
Australia, Mongoha, United States

Everywhere

Croaha, Macedonia, Slovenia,
Poland, Hungary, Estonia, Brazl,
Czech Republic, Slovakia, Sweden

S Africa
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Existing facibty-requiring
capital investment for
expansion or rehabilitation

Construchion of new
facilty or capacity

Service/operation
conversion-integrated care

Llease-build-operate

Wrap-around addition

Build-transfer-operate

Build-operate-transfer

Colocation

Private firm leases facility from
government, operates it under a
concession, expands and/or
rehabilitates .

Private firm expands a government-
owned facility, owns only the
expansion, operates entire facility

Private firm finances and builds
new facility, transfers fo public
ownership, then operates
{20-40 yrs)

Same as above (build-ransfer-
operate), but facility 1s transferred
after 20 to 40 yrs

Private firm develops an additional
unit adjacent to or within a
government facility, owns only the
expansion.

Sdo Paulo

Australia, United Kingdom

Australia, United Kingdom

Australia, United States

{Table continues on the following page |
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Teble 1.4 (centinued)

TYPE OF TRANSACTION

DZFINITION

EXAMPLES (COJNTRIES, STATES)

New operahons to be
undertaken

Conversion fo nonprofit

status

Facility ceases public
services

Coniracting for services m
new areas

Conversion to new
nonprofit

Sale or transfer to
nonproht organizahon

Sale fo private service
provider

Sale-nonhealth facility

Government inihates contracting for
health services in areas not inttially
served by public facilites.

Creation of and transfer of facility
to nonprofit organization

Transfer to existng nonprofit
organization

Facility 1s sold to be operated in
delivering privately funded services
(acute, longterm care, specialty
care)

Facility 15 sold to be used for
non-health-related activities

Guatemala, Combodia, Haiti

US, Venezuela

Georgia {Former Soviet Republic),
Czech Republic
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Box 1.8 Primary Care Conversion in Ceniral Europe

Most Central European countries have abandoned their
centrally planned “Semashko” type health systems and
started to develop the institutional arrangements of a “so-
ctal insurance” or “Bismarckian” system (Preker, Jakab, and
Schneider 2002). The newly created social insurance agen-
cies are increasingly tying reimbursement to outputs. This
change has made it possible to establish contracts with pri-
vate providers.

Hence, in several countries—including Croatia, Estonia,
Poland, Germany (eastern part), Hungary, and Slovenia—
social insurance contracting has allowed primary care con-
version to proceed without threatening people’s access to
medical care.

Source: Wasem 1997; Kruuda 2001.

on the service contracting arrangements (box 1.9). Examples of
such transactions include lease-build-operate and wrap-around

arrangements. !¢

Construction of new facility or capacity. To benefit from private
sector advantages in building a new facility or adding capacity

in an existing one, governments use a range of transactions.

1. Under a build-transfer-operate contract the facility is pri-
vately built and the public sector takes ownership upon
completion. In other cases, the private sector builds, and
then operates, the facility for a period of time—then at
the end of the period the facility is transferred to public
ownership, a build-operate-transfer contract.

2. "To complement existing publicly run health services, some
health policymakers have undertaken co-location arrange-
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" system. Unlike other developed countries, the United States

. Source: ESRI 1999.

Box 1.9 Ensuring Access to Privatized “Safety-Net” HOSPII’GIS
Nonprofit Conversion in the United States

Many U.S. community hospitals have been privatized in the
past 15 years. Conversion of these facilities has been espe-
cially complicated due to some unique aspects of the U.S. -

lacks universal health insurance coverage, and an estimated
40 million Americans are uninsured. The large network of
community-owned hospitals has traditionally functioned as
a safety net for uninsured individuals. Therefore, it was
believed that access for these people was threatened by
conversion of these facilities, assuming they would begin to
concentrate on the “bottom line.” Communities sought to
deal with the issue through different mechanisms. Some set
up or expanded funding channels to reimburse providers for
uncompensated care. Others sought to maintain access via
channeling patents to other faciliies. Some communities
chose to restrict the pool of potential operators to nonprofit
organizations—believing that their commitment to serving
underprivileged patients would alleviate any access prob-
lems. Evaluation has led to a generally positive conclusion
about the impact of these reforms—with no clear distinc-
tons according to the method of ensuring access.

ments (Bloom 2000). This transaction entails the estab-
lishment of a privately owned health operation on or near
the campus of a public facility (usually a hospital). The co-
located facility may be held by an investor-owned (for-
profit) or nonprofit entty. It may provide comprehensive
or selected services. It may be physically located on prem-
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ises leased from the public hospital, or it may occupy a
floor, or a separate pavilion, in the public facility. Co-loca-
ton refers strictly to the physical proximity of the two fa-
cilities, not to any particular form of ownership or con-
tractual relatonship. In Austraha, where wide coverage of
private insurance expands the demand for private hospital
services, this type of arrangement is becoming common.

* New operations to be undertaken. In some situations health poli-
cymakers may decide to expand operation of publicly funded
services into new areas or product lines by contracting for these
services with private providers. While some conversion may be
involved, this strategy is essentially the same as “growing” the
private sector, as discussed above (p. 35).

* Conversion to nonprofit status. Occasionally, policymakers will de-
termine a preference for service delivery by nonprofit organiza-
tions—and hence will transfer public facilities or services to ei-
ther existing or a new nonprofit provider organization.

* Facility ceases public services. When a government identifies ex-
cess capacity in the public system it may decide to undertake
true divestiture, putung into private hands not just ownership
but also responsibilides for providing and funding services.
Such a transfer can be done with or without conditions on the
subsequent use of the facility—or that it continues as a health
facility or not.

Such conversion is undertaken in accordance with health
service planning analysis—to ensure that there is, in fact, excess
capacity, and to identify where publicly supported services may
cease without harm to the nearby population. This type of di-
vestiture is sometimes used inappropriately to reduce govern-
ment responsibilities for critical services, in essence constitut-
ing budget-driven downsizing rather than changes to improve
the health system’s functioning.

"Technically, this type of transaction is much simpler—since
the conversion is in essence a straightforward transacion—with
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none of the complications related to ensuring the continued de-
livery of important services. One aspect of these conversions can
be much more difficult—Ilabor relations. In all the transacdons
discussed above, the government’s purchasing plans give it 2
great deal of leverage to smooth any labor adjustments the con-
version may entail. If the government is no longer buying ser-
vices from the facility, treatment of the converted facihity’s staft
will be left completely to the new operator’s discretion.

The conversion method selected will depend on the objectives
sought, the level of profitability of the existing facility or operations,
availability of interested providers or management companies, speci-
ficity or “buyability” of services, infrastructure and up-front capital
requirements, and the risk each party can and will take on.

Transaction issues. In addition to determining what the objective is
for the conversion and which type of transaction is appropriate, there
are additional transaction-related issues that must be dealt with.

° Permissible buyers and muvestors. Government must decide who is
permitted to participate in conversion of health care services. It
must develop criteria to ensure that capable, financially sound op-
erators of health services are involved. It must also decide whether
to permit all participants, regardless of their legal form, or to re-
strict participation to certain categories (nonprofit only versus
open, domestic bidders only versus open).

o Unbundling of “nonbuyable” services. Services for which the govern-
ment will remain responsible may have to be separated from those
the converted organization will deliver. For instance, it may make
more sense to separate medical education and research from
health care delivery services, as these are significantly more diffi-
cult to contract for.

Contracting-financing arrangerments. Just as governments can use con-
tracting to involve existing private providers in ensuring service de-
livery objectives are met, they can also use contracting to ensure a
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converted provider continues to deliver services to publicly funded
patients. Since most conversions take place to improve quality and
availability of public services, rather than to end those services,
changes in the mechanisms to allocate funds to the providers are an
integral part of conversion reforms.

Reforms that convert health care facilities are unique, to the de-
gree that the transaction must be directly linked to the new con-
tracting arrangements. This is true because the new operator will in-
evitably rely on the government payer for a substantial portion of
revenue—so that the provisions for determining the volume of ser-
vices to be purchased as well as the price-setting mechanism will di-
rectly influence the operation’s profitability and sustainability. The
service contract is thus as important as the structure of the transac-
tion for the prospective private operator.

In designing the service contract government must seek to “get a
good deal,” but also must take into account the sustainability of the
operation. For the operations of the converted facility to be sustain-
able the funding arrangements must ensure that everything is paid
for or otherwise provided for in the transaction contract or regula-
tory framework. For example, if certain services are currently being
cross-subsidized, incremental funding will likely be required to en-
sure their continued availability—since facilities operating in a com-
petitive market usually cannot sustain cross-subsidization (patients
who are net subsidizers will shift to using facilities where they can
avoid such subsidization and pay lower prices). Payments must at
least cover costs. (INGOs may be able to deliver certain services at a
discount, but eventually they, too, must ensure operational viability;
at most, contributions to nonprofits will support capital costs, not
operating costs.)

To attract responsible operators to participate in the conversion
the funding arrangements must be understood and believable. That
means the government’ service and expenditure commitments must
be sustainable in its current fiscal environment. Otherwise, a re-
sponsible operator will not be interested, fearing unpredictable rev-
enue shortfalls. If the government or relevant agency is known to be
an unreliable payer, as is often the case in developing countries, con-
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version will require some sort of guarantee for the revenues associ -
ated with the service contract.

Regulation. When conversion takes place regulation of health ser-
vices and facilities must often be expanded. After conversion the
government will likely purchase many services, which will give them
influence by means of their contracting and monitoring processes.
However, some critical services may not be contracted for, and so
their availability may have to be otherwise ensured (such as through
requirements to continue to operate money-losing core services such
as emergency services and trauma units, burn units, or neonatal in-
tensive care units). In countries where the private sector does not op-
erate these services, this may entail substantial enhancement of reg-
ulations and enforcement capacity, especially with regard to service
quality, access, and cost containment.

Market structure. Many government-run facilities are geographic
monopolies. While under direct government control exploitative
monopoly behavior is constrained. After conversion, monopoly
power could well be used to the detriment of the patients and the
government payers. Therefore, in selecting and designing transac-
tons, government must plan to reduce highly concentrated market
power, where possible. In many cases, however, prospecive in-
vestors have demanded long “exclusive” service contract agreements
(up to 20 years), often endowing the operator with a geographic mc-
nopoly. More recent conversions have sought to reduce the length
of this commitment. Where monopoly power is created, or main-
tained, governments have had to take steps to create at least compe-
tition “for the market,” or contestability.!”

Notes

1. Throughout this paper we use the term nonprofit organization and
nongovernmental organization (NGO) interchangeably to refer to formal
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organizations that have corporate objectives concerned with health service
aims concerning groups outside the organizatuon, and that do not make a
profit and are outside the direct control of government.

2. Equity in access problems are better addressed through financing
mechanisms such as subsidies, or mnsurance coverage for the poor, than
through construction and operation of public clinics. For more detail see
chapter 5, “Who Pays for Health Systems,” in WHO 2000.

3. WHO 2000, chapter 4.

4. All three of these strategies are sometmes referred to as “public-
private partnerships.” As a result, this term is too vague to be useful in dis-
cussing policy options. See box 1.2, page 20, for further discussion.

5. Much regulation of health services is done indirectly via regulation of
health insurance. However, thus paper covers only direct regulation of health
services.

6. Consumer quality refers to meeting pauents’ expectauons and wishes
about how they are treated.

7. The International Alliance of Patients’ Organizations 1s a good re-
source for informaton on these initiatives ¢http://www.iapo-pts.org.uk/).

8. Janani, personal communicaaon from K. Gopalakrishnan 2000, quoted

in Snuth and others 2001, p. 56.
9. Marsh, quoted in Smuth and others 2001.

10. These results are more directly ued to competition than conversion—
although conversion may be instrumental in establishing competition.

11. There are, however, many instances of service delivery conversion,
even in the presence of monopoly power. In these cases, alternative mech-
anisms are used to ensure efficient operation (such as benchmarking or
other performance assessment, or concessions).

12. Poor people often experience high under-five mortality partly due to
poor access to health services (Gwatkin and others 2000).

13. An externality exists when the use of a good or service by one actor
affects other actors. An example of a positive externality 1s immunization,
whereas an example of a negauve externality 1s pollution.
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14. See Hudelsohn 1998 for a concise review of nine experiences with
governments using outreach to private practitioners to improve maternal

and child health services.

15. A political mapping exercise should be considered to design a strat-
egy to manage implementation that will address potential opposition (Reich
1996).

16. A wrap-around transaction takes place when a private firm expands
a government-owned facility, owning only the expansion but operating the
entire facility.

17. Contestability may be established by tendering the rnight to be the

service provider every 10 years, for example, or via management contracts.
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Conducting
a Private Health

Sector Assessment
Sarbani Chakrvaborty and April Harding

This handbook 1s intended to support developing-country policy-
makers seeking to make changes in health policies and administra-
tion that will enhance the contribution of private providers to sec-
toral objectives. Among the largest barriers to formulating such
policies is the dearth of relevant information available to these poli-
cymakers. Therefore, this chapter provides general guidelines for
collecung and evaluatng information about the private health sector
or a segment of it (also called the private health sector assessment, or
PHSA). These guidelines are intended to help health policymakers,
in collaboration with other key stakeholders, to understand the exist-
ing configuration of the private health sector in their countries, and
to identify policies that will improve interactions between the public
and private sectors in order to enhance sector performance generally
or in specific areas.! In conjunction with chapters 3 and 4 on con-
tracting and regulation, guidance is also provided on which instru-
ments to use to engage which private entities and toward which aims.
Additional instrument chapters will subsequently be developed cov-
ering additional strategies. Interested readers are encouraged to con-
sult the World Bank’s Web site for health, nutrition, and population
for new materials in these areas.

Since selecting and implementing strategies to work with the pri-
vate health sector sometimes implies a reconfiguration of public and
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private roles, this chapter begins with a brief review of the main coa-
ceptual foundations regarding the role of the state in the health sec-
tor. First it describes perspectives from public finance and institu-
tional economics that are often applied to determine or rationalize
the structure of a government’s activities in the health sector. Next,
the broader literature and the empirical evidence are reviewed, to
identify areas in which the private sector’s contribution to health sec-
tor objectives can be increased. Third, applying this framework, the
chapter guides users in conducting the following components of an
assessment:

o Collecting information for a PHSA based on primary and sec-
ondary data sources

o Using the framework to analyze the data to understand the struc-
ture and function of private health care markets and to evaluate
the current interaction between the public and private sectors

o Using this analysis to develop effective strategies for increasing
the private sector’s contribution to health objectives

o Working with key stakeholders to promote communication be-
tween public and private stakeholders, and to generate needed
“buy-in” on policy recommendations.

These guidelines may be used to put together a comprehensive
report on the private health sector. However, just like any sector re-
port the assessment can be structured to target a specific issue (child
mortality) or a specific subsector (hospitals).

Cencepival Fromewerlk for the - _ZF -7 & 2 Mix

in Health Services

A quick scan of the world’s health systems reveals a huge amount of
variation in the role of government compared with markets. This
balance is not static, but rather evolves over time in response to di-
rected policies as well as to underlying, spontaneous forces. In a sim-
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ilar way, health systems vary widely in the balance of public versus
private health service provision. It is widely agreed, and supported by
the principles of public economics, that government should fund or
ensure funding for a wide range of services. Public or collective ex-
penditure is merited based on the existence of market failures, or
more simply, based on the belief that certamn goods and services
should not be allocated based on the ability to pay.? There is no such
prevailing wisdom on the right “mix” of service providers, however.

Absent a “technical” answer to this question, governments through-
out the world have developed their own health service delivery ar-
rangements, reflectung their history, their cultural and social values,
and the distribution of influence emerging from their political sys-
tems. Some governments rely heavily on public provision as the “in-
strument of choice” to address market failures and preferences re-
lated to distribution. In these integrated systems, private provision of
goods and services plays a marginal role. On the other hand, some
governments rely on financing arrangements, regulation, and other
such instruments to create a framework within which public and pri-
vate providers operate to achieve critical sector goals.

Among developed countries there are highly performing health
systems of both types. Among developing countries, unfortunately,
we often observe a dysfunctional amalgamation: a government heav-
ily focused on public provision and extensive private delivery and
out-of-pocket (nonpublic, nonpooled) expenditure on health goods
and services. Absent both an adequate public delivery system and
the complementary instruments of financing arrangements, regu-
lation, and the like, these countries’ health systems simply do not
generate the quality, efficiency, or distribution sought by patients or
policymakers.

Using Financing Arrangements to Guide Provision

As noted above, financing is one of the instruments that govern-
ments may use to correct market failures in the health sector. A
range of criteria has been developed, based on public finance and
cost-effectiveness, to aid in prioritizing items for public expenditure



78 © Private Participation n Health Services

(Musgrove 1999). Economic factors are combined with other crite-
ria to determine how public funds should be allocated for health.
The following 1s a summary of resource-allocation criteria that are
based on generally accepted principles for allocation of public re-
sources in health:

o Public money should favor the poor and the sick (that is, should

have vertical and horizontal equity).

o Public money is the principal financing source for public goods
and interventions, which private markets will not offer because of
low private demand.

o Public money is also the principal source of financing for partly
public goods with large externalities (that is, there is spillover of
benefits to nonusers) since private demand is inadequate for these
goods and services.

© The above objectives should be achieved before consideration is
given to financing other goods and services, regardless of the
providers or producers of those goods and services.

Public expenditure is only one instrument for addressing market
failures in the health sector. Virtually all countries have regulatons
and regulatory processes to address problems related to quality, effi-
ciency, cost containment, and so on. Many governments also support
dissemination of information to help patients and private payers
make better choices. Such practices can address market failures di-
rectly, through improving the health-seeking behavior of patients, or
indirectly, through guiding demand to higher quality or more effi-
cient providers. Hence, the criteria listed above apply to allocating
scarce administrative capacity as well as to allocating public funds.

Alteving the Status Quo

Governments have a range of alternative instruments to ensure pro-
vision of priority goods and services, including information disclo-
sure, regulation, and contracting.’ Selecting which instrument to
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use is complex, and is burdened by connections to social values; al-
tering these arrangements is politically and administratively costly.
As a result such calculations are often not made, engendering ad
hoc arrangements for fulfilling governments’ responsibilities in the
health sector. While policy recommendations should never be de-
veloped without reference to existing institutions and political con-
straints, the instruments to be used to pursue health sector objec-
tives can and should be considered in a rational and strategic way.
Such analysis is at the heart of efforts to improve the interaction
with the private health sector.

While public economics refers only to allocation of public funds,
institutional economics provides some guidance on the choice of in-
strument to reduce market failures. Synthesizing principles and evi-
dence from this field, Preker, Harding, and Girishankar (1999) sug-
gest that the poor incentives and information problems that are
frequently associated with public provision justify a thorough con-
sideration of alternative instruments for pursuing policy objectuves
and addressing market failures. This reasoning underlies pursuit of
alternative strategies, such as public funding for purchasing of pri-
vately produced health goods and services, while public production
remains concentrated on health goods and services that are difficult
to buy. Following this approach the choice of policy instrument is
determined on a case-by-case basis, grounded in the extent to which
the goods and services are “buyable.” The characteristics of goods
and services that determine their buyability are their intrinsic levels
of contestability, information asymmetry, and measurability, as de-

fined below.

* Contestabulity exists when firms can enter the market freely, with-
out any resistance from other firms, and exit without losing any of
their investunents. Low barriers to market entry and exit generally
characterize contestable goods. In contrast, noncontestable goods
have high barriers to entry such as sunk costs, monopoly market
power, geographic advantages, and asset specificity. Generally,
primary care—including the delivery of priority services related
to effective treatment of communicable diseases and childhood
illnesses—has high contestability. In contrast, the provision of so-
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phisticated hospital services is less contestable, since entry and exit
from the market can be cumbersome.

* Information asymmetry is the degree to which users, beneficia-
ries, or contracting agencies are unable to assess the quality of a
good or service. Information asymmetry is a particularly difficult
problem in the health sector, and is applicable to varying degrees

+ for most health goods and services.

* Measurability is the precision with which inputs, processes, out-
puts, and outcomes of given goods and services can be measured.
In general, the outputs and outcomes of health goods and services
are hard to measure, although goods are usually more measurable
than services.

Health goods and services can be categorized according to their
combined levels of contestability and measurability (table 2.1).° This
table plots a wide range of goods and services in the health sector.

Table 2.1 The Nature of Health Care Goods Based on Institutional Economics

HIGH MEDIUM Low
CONTESTABILTY CONTESTABILITY CONTESTABILITY
High Type | Type Il Type Il
meas