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FINAL REPORT

The Technical Discussions at the XIX
Meeting of the Directing Council of the Pan
American Health Organization were held on 7
October 1969 at the Headquarters building in
Washington, D. C. The topic was "Financing of
the Health Sector." Fifty-two participants,
including representatives of international,
governmental, and nongovernmental organiza-
tions, took part in the Discussions.

In accordance with the Rules for Technical
Discussions, Dr. Luis Ochoa Ochoa (Colombia)
was elected Moderator, and Dr. David A.
Tejada-de-Rivero (Peru), Rapporteur. Dr.
Alfredo Arreaza Guzmán (Pan American
Sanitary Bureau) served as Technical Secretary.

Pursuant to the Rules, an introductory state-
ment was presented by the designated expert,
Mrs. Lucila L. de Araújo, and the discussion
guidelines were explained by Dr. Juan José
Barrenechea (PASB).

The participants were then divided into two
working parties, each with a moderator and a
rapporteur, which discussed the topic in the
morning and afternoon sessions. The views
expressed and the conclusions reached by each
working party were summarized by the rap-
porteur concerned, and were consolidated for
the purposes of the present Report by the
Rapporteur of the Technical Discussions with
the assistance of the moderators and rap-
porteurs of the working parties.

Conclusions

1. Financing is an important aspect both of
the diagnosis and of the planning of the health
sector.

2. By and large, the countries do not have
an accurate knowledge of how the health
sector is financed, primarily because budgetary
and accounting data are unavailable or not
properly used. However, it was recognized that
techniques are available for making a complete
study of the problem.

3. The problems in financing the health
sector arise not only from the relative scarcity
of money but also from lack of coordination of
the multiple sources and institutions channeling
funds. Consequently there is overlapping, and
deficient orientation and utilization of these
funds. Strong pressures exercised by the various
health sector institutions, in an effort to obtain
priority in the distribution of funds, hampers
the solution of these problems. A reorganiza-
tion of the institutional structure of the health
sector is therefore urgent. This would result in
an increase in productivity, which is more
important than a mere increase in sectoral
financing.

4. Different systems are used for dis-
tributing funds to the sector and to institutions,
but the decisions taken have no rational basis.
The level at which allocations are decided upon
also varies-national planning organizations,
ministries of finance or economy, cabinet
meetings. The impossibility at present of
measuring accurately the effect of health activ-
ities, because of the lack of proper indicators,
accounts for this mode of distributing funds
among the institutions of the sector.

Variations in the proportion of funds allo-
cated to the health sector in terms of the total
public sector financing and gross national
product, which are determined by the eco-
nomic and social structure, level of develop-
ment, government policies, immediate needs,
and other factors, were also discussed.

5. In discussing the possibility of increasing
intemal financing the view was expressed that,
although there were various sources, as a whole
they were limited by the over-all financing
capacity of each country, which in turn
depended on the structure and level of eco-
nomic and social development. Any dispro-
portionate increase in the financing of a par-
ticular sector might have negative effects on the
country's general development.
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The basic purpose of expanding internal
finmancing should be to extend geographic cover-
age and to include population groups at present
without continuous services. It was also agreed
that a practical way of achieving this expansion
might be national health insurance or similar
schemes, based on progressive contributions in
accordance with business and personal incomes.

6. The following were considered to be the
most important obstacles in internal financing:

a) Inadequate administrative procedures
that prevent allocated funds from being used in
full within a budgetary period.

b) The earmarking of funds for special
disease programs or specific population groups,
which prevents them from being used for other
higher priority problems.

7. The following were mentioned as obsta-
cles to obtaining external financing:

a) Prolonged and sometimes overly rigid
procedures in the formalities for obtaining
loans.

b) Since most of the loans are obtained for
investment in health infrastructure projects, the
countries subsequently have difficulty in
obtaining the internal operating funds
necessary.

c) Long-term commitments to satisfy loan
obligations, which sometimes exceed the debt
capacity of the sector or its financial capacity
to operate the system.

d) Sometimes loans involve a commitment
to purchase materials and equipment in the

lender country, an arrangement that may be
detrimental to local industry or result in the
purchase of products that are more expensive
than locally available substitutes.

e) Donations that may involve undesirable
commitments by the country.

8. External financing should be used solely
for developing the health infrastructure, in its
broadest sense; that is, not only for financing
the construction of water supply and sewerage
systems and health establishments, but also for
manpower training, operations research, and
promoting modern administration. In this way
productivity and operating capacity can be
increased. However, external financing must be
used as a "takeoff' resource, not as a regular
and continuous source of funds.

9. It was suggested that external funds
should preferably be channeled through multi-
lateral agencies because they are true instru-
ments of international solidarity.

10. The financial resources at present avail-
able to the health sector cannot satisfy the
growing demand for services; at the same time,
any increase in external or internal financing
should be used to deal with problems in a
rational manner; that is, with due attention to
priorities and by means of technically sound
projects that reflect a well-defined health
policy, thereby enabling optimum use to be
made not only of funds but also of manpower
and Dhysical resources in all health sector
institutions.
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FINANCING OF THE HEALTH SECTOR'

Introduction and Background

At their meeting held at Punta del Este,
Uruguay, from 12 to 14 April 1967, the
Presidents of America expressed the need "(1)
to expand, within the framework of general
planning, the preparation and implementation
of national plans that will strengthen infrastruc-
ture in the field of health; (2) to mobilize
internal and extemal resources to meet the
needs for financing these plans... (3) to call
upon the Pan American Health Organization to
cooperate with the Governments in the prepara-
tion of scientific programs relating to these
objectives."

At the Special Meeting of Ministers of
Health of the Americas (Buenos Aires, Argen-
tina, 14-18 October 1968), it was recom-
mended that "Governments consider the possi-
bility of making contributions to a Fund whose
income would be assigned exclusively to health
programs in the form of long-term, low-interest
loans." The Pan American Health Organization
was asked to study the feasibility of this
proposal.

At the XVIII Meeting of the Directing
Council of the Pan American Health Organiza-
tion (Buenos Aires, Argentina, 21-25 October
1968), it was agreed to include the "Financing
of the Health Sector" among possible topics for
future Technical Discussions.

The present document covers the specific
questions that led to the proposal of the topic.
It has been structured to take into account
both the foregoing considerations and the need
to adopt a comprehensive approach to the
problem of financing the health sector, in order
that the various aspects of the problem may be
examined in the context of their interrelations
and the relations between the health sector and
other sectors at the national level.

1Basic document prepared by the Pan American
Sanitary Bureau.

Problems of Financing Inherent in the Institu-
tional Structure of the Health Sector

Since the range of functions and services for
which the health sector is responsible in the
countries of the Americas is so great, this paper
merely attempts a general comparative des-
cription of the various institutions providing
services in the health sector, from the stand-
point of the source and scope of the funds
allotted to them in the various groups into
which the countries of the Americas have been
classified for the purpose of this study.

It should be borne in mind that the present
profile of health services offered by each
institution in the sector is a result of the
historical development of the countries of the
Region, which is outside the scope of this
paper. However, a full understanding of the
past events that account for today's institutions
and their basic functions may provide guide-
lines to indicate possible projections of the
present situation.

Institutional Structure

In each of the countries of the Americas the
make-up of the health sector varies according to
the combination and importance of the com-
ponent institutions, which include ministries
and departments of health, social security
institutions, decentralized public or semiprivate
agencies, other public and semiprivate agencies
that provide health services in addition to
performing their specific functions, and private
institutions and private practice.

The importance attributed at the national
level to the various public institutions, as
compared to the private ones, varies consider-
ably. They may be classified and analyzed
according to the characteristics arising out of
their functions, their areas of influence, the
communities they serve and their human, finan-
cial, and material resources.
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Institutional Rigidity

The present structure of the health sector in
each country cannot be quickly changed,
because of the rigidity of most of the institu-
tions and the length of time needed to
introduce fundamental changes. The present
institutional rigidity in the health sector also
persists because of inertia and because of lack
of interest in setting up programs and policies
better adapted to the increasing needs of a
growing population.

In examining the problems of financing the
health sector, it is essential to ascertain the
trends shown by its components: which of
them will persist unchanged or become more
pronounced, which will change or wane. So far,
in several countries the ministries of health and
social welfare, the social security systems, the
water and sewerage authorities, and other
components of the sector have announced their
separate plans. The total financial needs of the
sector are known only in countries with
national health plans that enable them to
estimate over-all costs.

Communication and Information

One of the problems to be faced in making
an estimate of total funds needed and their
distribution by institution is the lack of com-
munication between over-all and sectoral plan-
ners.

Very rarely can planners in the public sector
provide information or receive it, since many of
the countries have no machinery for this task;
in reflection of this situation, the information
obtained is usually fragmented. Yet such
information is of vital importance for corre-
lating over-all needs with population growth
and with national and international health
policies and for fitting them into com-
prehensive development plans, which are not
always known to all components of the sector.

National Priorities

There is thus a pressing need for studies that
will make possible a sound choice of the

institutions and agencies in the health sector
that should be strengthened, bearing in mind
the country's need to establish priorities, based
on feasibility, for the resources it is free to
allocate, since part of the funds flowing to the
sector cannot be controlled because of their
mandatory or voluntary nature.

Quantification of Financial Needs

It is obvious that at present very few
countries can estimate the amount of money
they will be needing for health purposes or
specify how much should be assigned to each
subsector and its institutions.

Few countries have paid sufficient attention
to long- and short-term programming of health
institutions in accordance with national
problems, particularly in regard to the allot-
ment of public funds and their use.

Also important from the financial stand-
point have been the lack of systematic inter-
institutional evaluations of health programs and
the absence of studies to determine the
optimum proportion and distribution of inputs
to produce the goods and services needed by
health sector institutions.

Because of the lack of information available
in most of the countries of the Americas, it is
not at present possible to estimate the amount
of money the health sector needs except in the
case of sewerage and water services and, in
rnmPie niuntri.a, nf hnqnitnls

Increasing Needs and Costs

There is general agreement that needs are
increasing and that health institutions must
have more money if they are to fulfill their
purposes.

It is also widely acknowledged that the cost
of providing goods and services is rising, as is
their priority in the allocation of public re-
sources and in the family budget. Another
recognized problem is the necessity of expand-
ing health programs to keep pace with the
growth of the population without lowering the
present level of satisfaction of health needs.
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For individual consumers using private
health facilities, the lag between the rate of
income increase and the rise in the costs and
prices of goods and services means that a
greater proportion of income must be ear-
marked for medical care. They will therefore
tend to demand more subsidized services or
collective systems of health care.

Relationship between Economic Development
and the Institutional Structure

In the less developed countries the majority
of the population lives at the subsistence level
and can afford only rudimentary health care,
with the result that the services must be almost
entirely provided by the State. In some cases
employers also provide their workers with
certain health services, especially occupational
health services. Charity institutions provide
health services for indigents.

The small size of the national budget in
these countries, and the resulting insufficient
allocations for ministries of health and other
subsidized agencies, leads to deficit operations
and an irregular flow of funds, so that pro-
grams lack continuity and are unsatisfactory.
The situation is aggravated by the coexistence
of various health services systems and their
uneven and inadequate development; as a
result, only the urban areas tend to be provided
with services.

As new patterns of health service organiza-
tion evolve in a country the old patterns do not
necessarily die out. Instead, they usually con-
tinue to operate with respect to certain sectors
of the population or certain diseases. There
thus exists in most countries a variety of health
service schemes operating side by side. Tradi-
tional healers and schemes based on religious
charity are supplemented by newer schemes
based on social insurance or general control by
the government. The proportion in which these
schemes exist differs greatly among countries,
but in the great majority there is a mixture. In a
few countries, as we shall see, the various
component schemes have been integrated with
a view to developing unified systems of health
service.2

2Roemer, Milton 1. The Organization of Medical
Care Under Social Security, International Labour
Office, Geneva, 1969, pp. 8-9.

In the countries that are relatively more
developed, social security systems tend to
become important for workers employed in
certain economic activities. Because of man-
datory bipartite or tripartite financing, a con-
siderable amount of money is collected from
various segments of the population and used to
protect the insured persons.

More money is available for health sector
financing in developed countries. Since the
public authorities have larger funds, more can
be assigned to promote the programs of the
decentralized public and semiprivate agencies
that provide health services as their main
activity or as a sideline. Because of higher levels
of income, free private or charity institutions
can obtain more money through private contri-
butions. The universities in these countries also
have funds with which to establish hospital
services and to promote personnel training.

All the countries, regardless of their level of
development, evidence excessive fragmentation
of services and institutions, poor coordination
and delimitation of functions, overlapping of
areas and communities served and/or total
absence of services in others, and consequently
inefficient resource utilization.

Even in the more developed countries in the
Region, the current trend indicates that the
Governments will have to pay a sizable and
increasing portion of the total costs of medical
benefits in order to cover those segments of the
population that are unable to contribute
directly or indirectly to the financing of the
established systems.

Integration of the Financing of the Health
Sector into the Process of Economic Develop-
ment

In most of the countries of the Region,
there is often insufficient awareness that the
activities of the various sectors combine to
produce direct or indirect effects on human
needs within a single context of economic,
political, and social structures.

As a result there are a number of problems
related to the delimitation of fields and activ-
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ities and to the pressures exerted by the various
groups contending for priority at all levels.

As a rule, proposals put forward by institu-
tions are not based on sufficient information
for inclusion in sectoral or regional policies in
the following terms:

* Compatibility between health policy and
over-all national development.

* Evaluation of the activities of health
sector institutions.

* Estimates of necessary targets and rates of
growth of operations broken down by health
sector institutions.

* Analysis of the principal bottlenecks or
constraints inherent in the activities of health
sector institutions.

* Total funds earmarked and their distribu-
tion by institution.

* Critical inputs and skilled manpower
needed.

* Money required to satisfy the needs of the
health sector according to an order of priority
derived from sectoral policies.

This relationship between goals and the
determination of policies and programs on
which operations are based cannot exist effec-
tively unless the health plan provides for
institutional coordination and the plan is
prepared in the light of over-all national
development.

For a social sector such as health, it is
difficult to select appropriate sectoral objec-
tives and to harmonize them with those of
genera econnnmio rideernoment PNbecause, aai

from the problerns inherent in unifying the
norms of the various institutions that make it
up, the incremental relationship between levels
of development and necessary health activities
is not known.

This important correlation is usually
estimated on the basis of correlations between
the level of economic development, generally
determined by budgetary considerations, and
the importance attributed to health at the
national level.

Often there is competition rather than co-
ordination between the components of any
policy chosen. Problems relating to policy
decisions arise in connection not only with the

formulation of objectives (usually improved
levels of living and extension of health care and
service coverage) but also with the choice of
resources and the procedures for obtaining
them.

Consequently, if the health institutions are
to increase their contribution to health sector
programs and to a general development policy,
they must have a hand in defining the
economic, political, and social content of these
programs within the framework of national
policies or those of the institutions themselves.
They also have a responsibility for estimating
the impact of the policies adopted on other
sectoral policies.

In sectoral plans and programs it is impos-
sible to satisfy the desires of the subsectors and
of all the institutional components involved.
Concessions to some mean concessions to
others. Nor is it possible for all the resources
required to be selected independently, since
there are restrictions and pressures from various
bodies and activities in each subsector that
compete for resources.

An analysis of intra- and intersectoral co-
ordination would make it possible to assess the
extent to which the various institutions actually
contribute to the health sector programs and
the limitations of their presence in the same
service area. This assessment would tend to
reveal overlavish coverage of some sectors of
the population, the result of duplications and
overlapning, while others would be found to be
without even minimum services. A very im-
portant aspect of this assessment would be the
actual impact of the direct and indirect charges
and benefits received by the various sectors of
the population.

Although advances have recently been made
in methods of quantifying relations between
economic and social phenomena, it has so far
not been possible to measure the relationship
between the rate of economic growth and the
pace at which social policy, including health
policy, should be carried out or the amount of
resources that can be allocated. Furthermore,
many activities are directed toward specific
needs of each country that do not expand or
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contract in accordance with the rate of eco-
nomic growth.

A minimum public health target for a
community appears to depend not only on the
rate of economic development but also basi-
cally on the amount of resources available, the
final amount of which is usually determined by
budgetary considerations and the importance
attributed to health.

In view of the fact that social targets take
longer to achieve than others, alternatives have
been established on occasion, starting with a
minimum alternative that theoretically should
not mean departing from the level of satis-
faction already achieved for economic,
political, or social reasons. It has sometimes
been necessary to restrict or limit some of the
institutions of a sector in order to achieve vital
advances for larger groups of the population.

Some Causes of Sectoral Bottlenecks

Resources already earmarked. Investment
programs, which usually call for implementa-
tion periods longer than a planned fiscal year,
tie up part of the resources already earmarked.
The other part is fixed by the level and
structure of the operations determined by
health policies. The impossibility of mobilizing
these resources earmarked for other purposes
means considerable rigidity in reorienting
sectoral policy.

The rate of increase in the prices of health
sector inputs, the level of salaries, and person-
nel policies and other consequent costs are also
important factors in fixing the amount of
earmarked resources. Another decisive factor is
the increase in the demand for health services
in most of the countries under consideration.

Critical inputs and qualified personnel re-
quired. A characteristic of developing countries
is their dependence on the outside and their
low level of industrialization. Consequently the
growth of health sector activities may be
affected by the critical inputs required for
various activities,especially if they are imported
goods such as various types of equipment,
drugs, medicines, and construction materials.

The elements available could be subjected to
an analysis both to set priorities for their
alternative use and to ascertain the possibilities
of supply by national producers in order to
determine their financing and effects on the
balance of payments. If the inputs are produced
domestically and the volume of production is
limited in relation to the demand, a study
might be made of how to obtain some competi-
tive advantages by using them for social pur-
poses.

With respect to the need for qualified
personnel, the shortage of physicians, para-
medical personnel, technical and auxiliary
personnel is well known, as is the cost to a
country of training personnel for specific health
activities. Even if there are other factors that
favor an expansion of activities, the lack of
trained personnel may restrict the rate of
growth of some of the components of the
sector, since on occasion these compete among
themselves for the personnel required.

The characteristics of the health sector place
it at the macroeconomic level; but by cutting
across all the other sectors, the human re-
sources concerned have, by their very nature,
specific interrelations that determine the
development of all these sectors. In this situa-
tion the health sector and consequently the
various health institutions and agencies are
extremely important to the development of
human resources.

As the health indicators and the methods for
quantifying activities at the global and sectoral
levels improve, and as more reliable and prompt
information is obtained about the over-all
effects of government activities on the actual
distribution of income and the distribution of
direct or indirect charges and benefits among
the various sectors and regions of the country, a
more solid foundation will be laid for defining
the soundest health budget policies in the
context of over-all development.

Financing and Investment Requirements in the
Health Sector

In most of the countries of the Region the
outlook with respect to the present distribution
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of income and levels of living of the economi-
cally active population, and especially of
persons engaged in primary activities, shows not
only that the considerations for the selection of
the objectives of the health sector will tend to
remain valid but also that the expansion and
extension of the programs to segments of the
population still without health services, particu-
larly those in rural areas, will be essential and
urgent. The granting of funds to the sector
should make possible a more effective redistri-
bution through the execution of the programs
adopted.

The tendencies underlying this prospect are
an accelerated rate of population growth and an
insufficient increase in the rate of economic
development in relation to this growth. These
tendencies are reinforced by the slow growth of
agricultural productivity and the concentrated
distribution of income. Mention should also be
made of the reduction of the net flow of capital
from the more developed 'countries to the
developing countries.

Although the general conditions mentioned
are widely known, it is important to take their
trends into account both because of their
significance to the availability of total resources
for the health sector and because of the fact
that altogether they constitute the fundamental
problem characterizing the socioeconomic
framework within which adequate financing for
the dc.vel.r. ent of the present programns of

health institutions is supposed to be achieved.

In this framework are to be found the
constraints or bottlenecks that may be very
important to the development of health
programs and to the capacity to absorb new
resources in the various developing countries of
the area. The specific characteristics of each
country will determine the selection of the
means or instruments and also the financing
required.

In this context the fundamental problems of
financing the health sector are first of all the
total amount of internal and external resources
that can be channeled through the various
mechanisms to this sector and the different

ways of distributing them among the various
component institutions.

Of no less importance are the problems
connected with decisions taken at the over-all
national planning level with respect to consi-
deration of the health sector in programs and
policies for accelerating the comprehensive
development of a country.

It is in the field of public finance that the
most complex aspects for analysis and discus.
sion of the most important problems are found,
such as the determination of the level of fiscal
resources and the proportion to be devoted to
the budgets of the ministries and departments
of health and to contributions to the social
security system and other decentralized public
and semiprivate organizations in which health
activities are carried out.

An additional problem is how to distribute
the various health programs among the various
action levels of the public sector-central,
regional, and local-and the financial balance
among them. One of the problems that deserve
special attention is that of discretionary powers
in the disposition of funds at the various leveis,
with centralized supervision, or totally central-
ized disposition, control, and supervision.
Another has to do with the continuity required
for the flow of funds to accomplish the
programs selected.

The expansion of government activity in the
health field has had a number of implications
for pubiic finances, everl in more developed
countries, and has necessitated over-all consi-
deration of them. This expansion has contrib-
uted to accelerating the development of the
health sector. The increase obtained in both the
total and the per-capita national product has
made it possible for governments and indi-
viduals to participate increasingly in health
costs. It is interesting to note that the rate of
growth of outlays and activities of the public
sector has been greater than that of private
health outlays.

The administration of health services has
differed according to government structure.
Sometimes it is associated with education and
social welfare at a centralized level where
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policies and national and regional budgets are
decided. Sometimes state, provincial or depart-
mental governments not only have a hand in
administration and financing but also define
their own systems. Federal systems have also
been developed, with payments or transfers
generally flowing from the central government
to the periphery, although the funds may also
flow in the opposite direction. As a rule, the
local levels within a federal government system
are not self-supporting, their deficits being
covered by transfers from state and federal
governments. There are few countries in which
the three government levels have well-defined
and coordinated spheres of action that obviate
overlapping in their service areas and conse-
quent waste of resources.

Some countries have developed various
systems of voluntary health insurance, which
fail to cover the lowest-income groups. Even
the systems based on contributions by the
population and subsidies from the governments
have encountered serious difficulties in extend-
ing their coverage to groups left out because of
their inability to contribute.

The nature of health services, which in all
countries, whatever their stage of development,
constitute individual and collective benefits
meeting social needs, has led to increasing state
activity in producing them and in determining,
according to the needs and the available re-
sources, the kinds and amount of services
provided to the population.

Actual transfers by governments to the
health sector through the ministries of health
and social welfare, social security systems, and
other subsidized agencies occupy an important
position, and in some countries amount to large
sums that constitute considerable percentages
of the total budget of the public sector. This
means that the total contributions to the
various health agencies and institutions,
although they differ in financing mechanism
and in the relative shares of the public and
private sectors, receive fundamental considera-
tion in the priority of financial resources, both

public and private, established for the general
development of the country.

In addition to the health services provided
by social security systems, the transfers made
through cash benefits are extremely important
and should be calculated and programmed. This
would make possible a more accurate projec-
tion of the actual costs and benefits supported
and received by the various population sectors.

Potential for Increasing Resources

The, amount of financial resources to be
channeled to the health sector will depend
upon the main objectives of government activ-
ity with respect to the stabilization and acceler-
ation of development, maximization of effi-
ciency in the use of funds, and changes in the
distribution of income. These are the basic
considerations in deciding on the amount of
funds to be assigned to the various agencies and
institutions in the health sector in a given
period since they determine limits for transfers,
current allotments, and expansion of resources.

The public sector will have a better basis for
its decisions on channeling resources to the
health sector through the established mecha-
nisms if it has the data to ascertain the
objectives pursued by the various components
of the sector, their consistency or comple-
mentarity, alternative ways of achieving them,
estimates of the economic and social cost of
each, and the effect upon and benefits for the
other sectors.

Lack of communication and therefore of
coordination of health sector institutions, lack
of adequate information, and pressure to
achieve priority positions may result in incon-
sistency in the partial goals or in the subordina-
tion of some to others in such a way as to
prevent their integration with the common
objectives that should characterize the sector as
such in its orienting function and in financial
decision-making for health activities.

Programming Health Sector Investments

Investment programs to extend and renew
the health infrastructure in the countries of the
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Region generally are not defined in terms of
financial availabilities; nor do they take into
account the organizational resources-human,
material, and budgetary of the institutions-
necessary to cover the cost of equipping,
operating, and maintaining that infrastructure;
nor are they based on the maximization of
benefits to the population.

This situation may lead to investment pro-
grams not fully carried out, with consequent
pressures arising from unsatisfied demand for
health services on the part of certain groups,
and the immobilization of resources that reduce
the allotment for other purposes in the sector
itself or other activities at the national level.

Sources and Methods of Mobilizing Resources
for Financing Health Sector Institutions

The sources and methods of mobilizing
internal and external resources for the health
sector are defined by their positions in the
public, semipublic, or private sector. Conse-
quently, the sources are found in public
budgets, in the incomes of individuals and
private business, in the machinery for mobi-
lizing resources in the field of national and
international public finance, and in the manda-
tory financing of social security systems and in
techniques of motivation that promote indi-
vidual preferences and the decisions of business-
men to pay for or contribute to private services.

The oreat dcivpritv within the health sector
in the countries of the Region and the struc-
turing of institutions and their functions are
summarized in Table 1, which compares current
methods of financing the basic components of
the sector. These show different arrangements
in the countries depending on economic,
political, and social conditions. The table
attempts to identify the characteristics of the
specific cases systematized. This analysis does
not claim to encompass all the implications of
so complex a problem or to include all the
possible variations in financing methods used in
the Region. It only points out the general
characteristics that identify basic systems, the
ways in which they are usually applied at

present, and the potentials that might be
developed in order to satisfy the growing
financial needs of the health sector.

There are several approaches to the problem
of financing the health sector. In the table the
first part includes a classification of the basic
health sector institutions, methods of financing,
sources and mechanisms for mobilizing internal
resources, and sources and mechanisms for
mobilizing external resources.

Financing Institutions in the Public Subsector

The method of financing the public health
subsector is basically indirect and govern-
mental. It may be mixed in semiofficial or
semiprivate agencies, and the total or partial
share attributable to the public budget is
determined by legislation, with arrangements
specified by the public authorities in the
various countries.

Sources and Mechanisms for Mobilizing Internal
Resources for Institutions in the Public Sub-
sector

Institutions in the public subsector are
primarily financed by public funds. The
amount of budgetary funds assigned to these
institutions is determined by national consider-
ations. The various elements influencing such
decisions may be listed as follows:

Availability of funds

* monetary
* credit
Order of priority of national problems and

determination of objectives for planning
purposes

Transfer capacity and redistribution policies
* between sectors
* within sectors
* between territories
* between time periods
* conditional
Potential capacity for increasing funds

Availability of Funds

Usually national budget estimates are com-
pared with the availability of government re-
sources.

10



8> -. O; a

0
0

u0 
0

uoi 0
0

u
or;.g ~-a a

'~ o

E .
d O

Xi o

o~
c

s0

, . U.

.o 0

. ) °O >
"fsiE

ia

c D >

DaO

r- 'o'oO'o0

0 -o, c
E*E- Ol 0 .~

u -
z ? to

O

~oE
ao

Cd .*E o
o.~.

b'a»;o
b) ,D O °

'0 0 -
o o uY"0a »a cF-eo~ Q-

:3 0 O

.00

D Ano
C) _"

eeX

e. X

o.

u C

i 1

Ya7_.12- '.

X o
.C

- o

o.

-' u -

O zo
eS-

02°
12-5, u
aE - > ç,

>1

00

-u

c0u

<t.

xç^.2
la cd
o O t
><= w

11

.C

C
0

-r, zo,o

. 0 u

¡ eO .,p



The increasing adoption of program budgets
is tending to integrate long-range health plan-
ning activities in the public sector and the
planning of specific activities into the consider-
ation of the annual budget. This has meant
greater interest in improving methods for
evaluating the costs and benefits of the pro-
grams proposed. Cost-benefit analysis and cost-
effectiveness analysis with respect to health
programs is a broad field for research that may
contribute to proper placement of the sector in
the scale of priorities of national resources for
budgetary purposes.

In some countries there is an awareness of
certain shortcomings in program budget
systems because of lack of data for evaluating
their quality. Consequently the need to supple-
ment quantitative analyses with additional
information is becoming generally recognized.

In the main, health activities present certain
difficulties for these considerations at the
national budget level because of the collective
nature of part of the goods and services
produced, the continuity of financing required
for the execution of the programs, and the
multiplier effects of the benefits they produce
over a number of years. Despite the fact that
they are tangible, these are not quantifiable and
extend beyond the annual period generally used
for estimating costs and benefits in government
budgets. The budgets suffer from certain
rigidities both in the application of cost-distri-
bution criteria and in the assessment of
benefits.

Monetary policies. Monetary policies chosen
to increase the availability of money through
the central bank can present serious problems
both for developing countries and for devel-
oped countries because they unleash infla-
tionary tendencies that are difficult to control
and that have considerable impact as a causal
factor in another series of economic phe-
nomena. However, some countries have suc-
ceeded in channeling resources through this
mechanism to promote certain activities in the
field of social policy: low-cost housing and
food programs for the poor.

Credit policies. The credit policies that may
be adopted to increase the funds available for
the health sector involve partial transfer of the
financial burden from present to future genera-
tions, and due thought must be given to
estimating the latter's actual capacity to pay.
Nevertheless, this instrument can be very useful
in satisfying present needs in terms of expected
development if it is applied to a set of carefully
established priorities.

Ranking of Problems at the National Level

The share of government revenue assigned to
the health sector poses a number of problems,
among them those arising out of the national
significance attributed to health services and
the need to distribute resources properly in
accordance with activities and administrative
capacity of the various levels of the political
structure, the various productive sectors, and
the various health sector institutions.

The budgets for health institutions are rarely
based on the over-all objectives of the sector
bearing in mind their value in sectoral and
global planning.

There are serious problems-such as lack of
statistical information and its proper analysis,
and difficulty in making quantifiable evalua-
tions of program results-in determining the
order of priorities and the distribution or
specific application of programs of the various
health institutions. Even though considerable
advances llave b een . .maue ii til fiilud, iLthe

still much room for research to improve
methods of correlating phenomena or im-
portant variables.

The problem is to establish the necessary
mechanisms for achieving an institutional dis-
tribution of resources that will guarantee their
supervision and evaluation. Furthermore, the
channeling of funds to various components of
the health sector should be analyzed in the light
of the whole set of policies adopted to promote
the development of a country.

In most of the countries of the Region there
is insufficient budgetary flexibility to make
possible the changes needed to increase the
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efficiency of various health activities. And in
most of the countries no incentives have been
set up to encourage efficient use of the money
available.

Transfer Capacity and Redistribution Policy
It is important to determine a country's

capacity to make the transfers required by the
income redistribution policy attempted by
means of welfare programs in general and
health programs in particular.

Obviously the health services delivered to
beneficiaries of various public programs in-
crease the real income of the recipients. If
progressive fiscal measures collect money from
higher-income strata and transfer it to those
with lower incomes, the transfers may consti-
tute serious limitations if they reduce the
possibilities of accumulating investment capital
or increase the cost of the factors of production
in countries whose basic development goal is to
modernize their productive structure.

Lack of resources in the face of the multi-
plicity of urgent needs makes it necessary to
choose among the alternative ways of increasing
funds and to -examine the possibility of those
transfers that will produce the greatest benefits
-a constant challenge to public administration.

Studies of the true economic capacity of the
various productive sectors, based on a know-
ledge of the actual returns on the factors of
production in conjunction with current price
levels, can obviously provide important ad-
ditional data for determining the burden of the
direct or indirect charges, fiscal or otherwise,
that specified sectors already bear. Similarly,
these studies can provide very valuable ad-
ditional information for defining and determin-
ing the possible margin for reorganizing the tax
structure and for evaluating probable reactions
to and effects of transfers in the various sectors
of the population.

The capacity to make transfers through the
fiscal structures and policies prevailing in some
of the countries of the Region, their degree of
progress and their impact, the advances
achieved in incorporating them into integrated
policies, and the level of the fiscal resources in

relation to the gross national product indicate
the possibility of increasing the efficiency of
the mechanisms used to increase the resources
available and the redistributive effects of trans-
fers. It is unlikely that this can be achieved to
the extent, and with the speed, needed for
solving the general financial problems of
developing countries and especially for satisfy-
ing the expanding health needs.

Redistributive effects between and within
sectors. The redistributive effects achieved
through the mechanisms which by nature are
essentially supplementary to fiscal policy and
are generally found in all components of the
health sector, and especially in social security
systems, clearly acquire an additional dimen-
sion if the benefits are analyzed in relation to
the tax structure and its effectiveness and in the
light of their combined effects on income,
consumption, investment, and social welfare.
Fiscal policy may be aimed at depressing or
stimulating one or another, depending on the
general development policy of the country. A
problem common to most of the countries in
this Region is the need to achieve various
economic objectives simultaneously, such as
internal capitalization to increase investment
and the strengthening of consumer markets,
stabilization of price levels and real wages
policies, and a broad social policy in education,
health, housing, and nutrition with consequent
pressure on the availability of resources.

This implies a selection of priorities to be
defined in terms of the policies adopted and the
magnitude of the internal pressures exerted by
different sectors and their component institu-
tions.

So far there are no accurate studies to
determine to what extent the various health
sector institutions contribute to general devel-
opment policies and which should be given
preference in the assignment of financial re-
sources. Nor have estimates been made of the
resources used or of the quality or efficiency of
goods and services produced by the various
health institutions in relation to the magnitude
and needs of the populations benefited.
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Transfers between time periods. The possi-
bility of deferring current payment for the
production of goods and health services by
means of credit facilities may also mean the
transfer of payment from one generation to
another. This is the case of investments in
installed capacity in the sector, which has been
initiated by earlier generations and received,
enjoyed, and perhaps paid for in part by
present generations, who in turn increase invest-
ments in infrastructure and transfer the burden
to future generations. They will also receive the
legacy of all investments made in earlier periods
and will pay only a part of the deferred cost
and another, proportional share of the current
investments decided upon.

Transfers between territories. The propor-
tion of the budget assigned to the public health
subsector for the production of health services
poses a set of problems relating to allocation
between various levels of a country's political
and economic structure, which may coincide
with certain territorial subdivisions.

The most difficult problems arise in federal-
ly organized countries in which a distinction is
made between the central level of federal, state,
departmental, or provincial power and that of
municipalities or localities.

Public finance tends to incorporate into its
objectives a basic policy of redistribution or
compensation for local economic capacity.
However, not all countries have established
mechanisms that ensure the application of
resources obtained by central and/or state
governments to the programs and services that
are supposed to be carried out at the third level
of municipalities and localities, so that acon-
siderable part of the population is excluded
from the benefits of a redistributory budgetary
policy oriented at the centralized level. In some
cases funds are allotted to specific programs
and activities that directly benefit the popu-
lation of smaller localities.

In all the countries the presumption is that
the services channeled through the public sub-
sector are to achieve national coverage, com-
prising all the territory and all the population.

The characteristics of certain functions
dictate that they be carried out by a central
authority that can achieve the integrated ap-
proaches required. But the characteristics of
most direct health services indicate not only the
advisability but also the need of being produced
and administered at the local level, where there
is a better knowledge of the nature of the
problems to be solved. This is one of the most
cogent arguments for the decentralization of
certain health functions.

In social security systems the geographic
distribution of resources depends on the
number of members and the dues collected in
each locality. In some cases a compensatory
policy is applied by means of which the
surpluses arising from operations in certain
regions are transferred to deficit areas.

International health programs are one of the
most efficient means for interterritorial
transfers in which frontier limits tend to dis-
appear in order to achieve effective utilization
based on the principles of solidarity and the
community of interests of the American
peoples in the achievement of their health
goals.

Conditional transfers. Other financing
mechanisms consist of matching transfers, sub-
sidies, and grants. In this type of transfer the
recipient body has to equal the contribution
with its own funds and earmark it for carrying
out activities previously decided upon. The
conditions governing these financial con-
tributions may mean that the recipient body
becomes responsible for applying them and can
exercise its discretion with respect to the
guidelines issued by the central authority.

This transfer mechanism differs from the
common practice of earmarking specific tax
incomes for purposes or activities determined in
the same way, which, because of the dynamic
nature of health problems, usually becomes an
important constraint in the optimum allocation
of resources.

Another type of conditional transfer, al-
though uncommon, is that which is made as an
incentive to internal efficiency in the recipient
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agency. The amount of the transfer is propor-
tional to the level of productivity. When ob-
tained, this type of conditional subsidy can
function as a supplementary mechanism for the
redistribution of fiscal income.

Financing of Social Security Institutions

Most of the national, state, or provincial
social security systems are financed on a tri-
partite basis: contributions from the govern-
ment, from the workers, and from the em-
ployers. These contributions are mandatory.
The systems may also be bipartite, as in the
case of governmental or paragovernmental
enterprises and decentralized agencies. Bipartite
systems have been established on the basis of
collective bargaining that provides for social
security by means of a contract between the
union or the workers and the enterprise. The
enterprise's share in the public budget and its
proportion of the total financing determines
whether the latter is direct or indirect.

A distinction should also be made, with
respect to the financial organization of social
security schemes, between long- and short-term
insurance.

Short-term The branches of insurance re-
garded as short-term comprise sickness, mater-
nity, and occupational hazards. Maternity in-
surance is usually based on a straight pay-as-
you-go system; generally an additional reserve is
maintained to absorb fluctuations in income
and outgo. Coverage for occupational hazards is
preferably financed by a system of assessment
of constituent capital in which a balance is
established between income and outgo during
the fiscal year, with the capital involved in the
benefits arising during that year charged to the
annual expenditures. A mixed system, of
capital assessment for permanent-disability and
survivors' pensions and pay-as-you-go for other
benefits, may also be used.

Long-term. For long-term insurance-dis-
ability, old age, and survivors' pensions-various
financing systems are used, ranging from uni-
form average premiums or collective capitaliza-

tion through various mixed systems to pay-as-
you-go.

Sources and Methods of Mobilizing Resources
of Social Security Institutions

That segment of the health sector consisting
of social security institutions receives part of
its resources from public funds in the form of
subsidies or contributions determined by law.
In the case of a national system with a
tripartite financial basis the state contribution
is fixed in accordance with specified criteria for
the participation of the three sectors.

The general financing, or the number of
sources of total funds channeled to this com-
ponent of the health sector, will depend on
both internal and external factors. The internal
factors involve, first, the organization of social
security systems with respect to the relations
between their juridical, administrative, and
financial structures and functions and the
degree of coordination between the various
schemes that may coexist in a country. As
proper relations are achieved, the finances of
social security schemes are used more efficient-
ly. Other internal factors are methods of
coverage (whether it includes all or part of the
risks faced by the insured person and his
dependents) and policies on geographic ex-
tension (predominantly urban sectors and the
proportion of protection given to rural com-
munities). The policies adopted with respect to
coverage and geographic expansion will un-
doubtedly be based on the concepts, methods,
and specific programs adopted by the various
social security systems in accordance with their
degree of development.

The extemal factors are difficult to classify
because they arise in the intemal structure of
the system and their application depends on the
nature of the particular external situation to
which they are being applied. This is clearly
shown where the structure of allowances is
determined internally by type and by degree of
risk assigned to the various economic activities,
which will undoubtedly depend on elements
outside the system, such as the nature of the
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productive apparatus, the activities covered,
their labor-intensiveness, the number of
workers employed, their wage levels, their
geographic concentration or dispersion, and the
administrative efficiency of the social security
system in enrolling employers and workers and
in collecting dues. Also of importance are other
incomes resulting from the internal policy on
capitalization and investment of reserves and
from gifts and private contributions.

To the extent that social security systems
serve more and more people more and more
effectively, as supplementary mechanisms for
redistributing income identified with the redis-
tributive goals of other policies adopted at the
national level, the resources channeled to those
institutions will be justified.

Unquestionably, when social security
systems are fragmented their problems of inte-
gration, coordination, and administration are
reflected in their finances; their resources are
not so well used and there is a consequent
reduction in productivity and benefits.

The method of financing in bipartite social
security systems, such as those organized for
specific groups of workers and for members of
particular trade unions or workers' organiza-
tions, is less complex. The important thing is to
ascertain whether the contribution of either of
the parties is supported by public funds, in
which case the considerations mentioned above
in connection with the financing of the public
health subsector are valid.

With respect to the direct contribution of
the beneficiaries it is essential to clarify the
relative impact of social security charges at
various levels of income.

Methods of Financing the Private Subsector

The methods of financing institutions in the
private subsector may be mixed with respect to
the form of individual or collective direct
payment of the incomes received from the
private sector.

Sources and Mechanisms for Mobilizing Re-
sources in the Private Subsector

The contributions, fees, or direct payments
made by individuals in exchange for private or
semiprivate health services depend on personal
considerations reflecting scales of preferences,
particular interests, the availability of services,
and a knowledge of which services are necessary
and what their quality is. Whether or not to use
certain services and pay for them in full or in
part out of the individual or family budget,
bearing in mind possible alternatives with
respect to an estimate of the relative costs this
will mean for the individual and the benefits he
thinks he will receive, will depend on the need
and urgency of medical care.

Anticipating that he will need medical serv-
ices in some indefinite future, a person may
spontaneously and regularly contribute to
certain private institutions and pay in advance
all or part of the cost of the services of
particular interest to him. There are also groups
or associations of private medical practitioners
with different specialties who join together to
offer a wide range of medical care services
supported by the dues of their associates.

This kind of financing sometimes draws
money to health areas or activities that may not
coincide with the national-level ranking of
health problems, tieing up resources and re-
ducing the amount available to the sector as a
whole.

Sources ofExternal Resources

In most countries the public health sub-
sector is the channel for the joint conduct of
certain health programs financed by inter-
national agencies and the governments them-
selves.

It is therefore of great interest to examine
the multinational mechanism for redistributing
income at the international level by means of
the financing and the execution of health
programs.

The institutions in this subsector may make
bilateral or multilateral loans for the financing
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of investments in the construction of hospitals
and other facilities to provide preventive and
curative medical care; for installations, instru-
ments, and equipment; and for the education
and training of personnel and other related
purposes.

Sonme decentralized and semiprivate agencies
(including universities and medical schools) that
for the purposes of this paper are considered to
belong to the public subsector may also be able
to receive external funds for the financing of
their health programs, especially for conducting
health programs of international interest.

Evaluation of the Operational Capacity to
Absorb Additional Funds

The notion of "capacity to absorb" addi-
tional funds as applied to the health sector
(without going into the rigors of its definition
in economics) may be interpreted as the set of
prerequisites that must be fulfilled in order for
a country to be able to make the best possible
use of an increase in funds to expand invest-
ment in the health sector. The notion covers all
the elements required, other than capital, to
increase the production of goods and services in
the health field. The set of factors is defined in
relation to the particular situation in each
country generally associated with conditions in
the infrastructure of the health sector.

Absorption capacity is also related to the
manpower needed for the installed capacity
and its foreseeable growth-that is, to a knowl-
edge of the level and rate of growth of the
training of personnel by specific skills and in
relation to the necessary balance between the
various types of personnel and the various
types and optimum sizes of health units.

Evaluating productivity and absorption
capacity calls for methods of measuring levels
of efficiency in administration, accounting, and
financing and the volume and quality obtained
in the production and distribution of goods and
services. "Maximum internal effort" is defined
in the light of those factors.

Clearly attempts must be made to achieve
optimum use of investments in the various

components of the health sector by means of
the most rational use of manpower, the adop-
tion of modern administrative and financial
techniques, and better coordination and inte-
gration of functions, in order to increase the
quantitative and qualitative level of the goods
and services produced by the institutions that
make up the sector. When the greatest possible
productivity of internal resources has been
achieved, it will then be legitimate to seek
additional capital. There will then be justifica-
tion for an attempt to increase the level of
funds to obtain the desired increase in health
goods and services.

It is therefore most important for each
country to explore the degree of efficiency in
the utilization of its health plant, manpower,
equipment, and materials at a specified time in
order to determine the degree of maximum
internal effort that is being made before
attempting to channel additional financial re-
sources into the sector. In order for a country
to get the most out of new capital contribu-
tions, its efforts must tend toward the achieve-
ment, by means of every possible technique, of
the best utilization of existing resources and the
anticipation of additional needs.

Optimum utilization of health sector re-
sources in a given period may depend on factors
beyond the control of the sector. The existence
of communication and transportation networks
in the areas served; the number and level of
educational and training institutes; psycho-
logical attitudes of acceptance, resistance, or
rejection on the part of the givers and receivers
of services and goods; other geographic,
climatic, demographic, cultural, economic, and
political factors-all these may accelerate,
impede, or hinder optimum use of resources in
the health sector and will have to be considered
in evaluating the present or intended internal
effort.

The countries in this Region are aware that
economic and social progress is the responsi-
bility of their peoples and that the achievement
of national and regional goals will basically
depend on the effort made by each country.
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This rests on greater cooperation, coordination,
and harmonization of policies and programs,
both national and international, considered
essential for supplementing self-help and mobi-
lizing and making the optimum use of national
resources.

At the present time most of the inter-
national financing institutions, whether bi-
lateral or multilateral, are conditioning their
priorities for loans or foreign aid on maximum
internal effort achieved or under way, absorp-
tion capacity, and interest in and effectiveness
of planning at all levels of the national govern-
ments.

Feasible Proposals for Expanding the Bases for
the Financing of the Health Sector

External Financing

The deterioration in multilateral external
financing received by the less-developed coun-
tries from the more advanced ones in the
Region shows how urgent it is to review these
conditions and determine the prospects for
changing them.

The countries' growing need for resources to
achieve sustained general development, par-
ticularly for their health goals, implies the
desirability of revising the external financing
mechanisms to supplement and activate the
internal resource potential.

In the 1960's, according to data on the gross
liatlUiil plodUUUt iii ti iess-aUvaiilCeu countries
in the Americas, the average rate of growth was
about 5 per cent. The rate of increase in needs
for imports, investment, and public services,
especially health needs, was in many cases
greater than the increase in the national
product and required an additional internal
effort in order to increase resources. The usual
mechanisms employed were increases in
exports, in domestic savings, and in tax reve-
nue. At present, however, most of the countries
face world market conditions for their tradi-
tional exports that render future expansion
unlikely. With respect to an increase in private
savings, the present pattern of income distri-

bution and level for most of the population
similarly destroys any expectation that there
will be any significant private internal capital-
ization. On the other hand, in the public sector
the difference between the rate of increase in
current income and expenditure has been favor-
able, which has meant an increase in the funds
available to the central governments for some
of their infrastructure investments. However,
the general rate of national savings in the
Region is tending to decline.

Some idea of the potential capacity of the
intemal effort may be gathered from the fact
that 93 per cent of the gross regional invest-
ment was financed with domestic savings, even
though investment and the flow of foreign
capital have both declined.

Notwithstanding the fact that tax income is
rising slightly faster than the gross national
product, and that an increasing proportion of it
is accounted for by income tax, it is unrealistic
to expect as complete and rapid a solution as is
needed to the problems of health sector financ-
ing through fiscal reform, because of the
problems involved in implementing and admin-
istering such a reform.

The financial assistance requirements for the
health sector will vary depending on the stage
of development of the countries. Those at the
least advanced levels generally need more tech-
nical assistance in planning the development of
their sectoral activities, evaluating the degree of

Z&[LflhI IIl L ~.,o.11 oA.nllV~.,, alza ut,. l-

mining the capital contributions needed in
relation to the "internal absorption capacity"
of the sector.

As the countries progress, they may find
themselves needing less foreign technical aid
since they have more local technical knowledge
to resort to. As for the need for capital, these
countries are better able than before to repay
loans offered on more commercial terms.

There is no doubt that all the countries are
becoming increasingly aware of their greater or
lesser participation in world development and
of their responsibility to contribute to it
according to their possibilities.
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It is also clear that the kind of development
desired by the countries has changed, over-
stepping the narrow limits of nationalism and
the purely economic field as the idea of the
interdependence of the economic and social
structures within and among countries has
spread.

This is shown by the international financing
agencies that have been set up and the direction
taken by governments today in national and
regional planning.

Most of the international financing mecha-
nisms were clearly set up to satisfy the develop-
ing countries' need for foreign funds at a time
when economic objectives were given first
priority at the expense of social policy and its
financial requirements.

As for the capacity of the various countries
it has been shown that the potential in a
number of them is greater than the present use
of funds, and is capable of being increased by a
greater internal effort coupled with appropriate
financial and technical assistance from abroad.

Because of the recent hardening of the
general terms of external financing, it is
advisable to examine this in the context of the
internal conditions prevailing both in the
capital-providing countries, since these condi-
tions affect their position as suppliers, and in
the requesting countries, since they determine
the true needs and the capacity to absorb and
repay. Such an analysis of the conjunction of
conditions in the donor and requesting coun-
tries will make possible a better adjustment
between resource availability and conditions in
the international capital markets and in financ-
ing and external aid policies.

One of the problems involved in policies of
long-term foreign aid for health programs for
both the supplier and the recipient countries is,
as was said above, that there is no satisfactory
way of measuring the progress achieved through
the health programs financed and the effective-
ness of the short-term accomplishments. The
results and changes desired in certain institu-
tions, in the population structure, in produc-
tivity, in the health and welfare of the popula-

tion, usually require relatively long periods
before they manifest themselves.

Even in some of the more advanced coun-
tries, with high incomes and national products,
the proportion of the gross national product
assigned to foreign aid is declining. Among the
factors responsible for this change in foreign aid
policy are balance of payments, redistribution
of income, inflation, and unemployment. These
problems imply internal situations which lead
to the imposition of restrictions on foreign aid
to the less-developed countries. Consequently,
it is important to diversify the sources of
development capital and find practical ways of
transferring resources from the most appro-
priate sources in conditions compatible with
the long-term needs, particularly the health
needs, of the countries in the Region.

The need for greater inter-American
financial cooperation for health purposes to
supplement the internal effort as defined above
tends to be governed by the following basic
criterion:

That the funds constitute a net transfer in
adequate amounts and in a sustained fashion
and be granted in accordance with priorities
that have been fixed by national health policies
and plans and constitute part of the country's
general development policies.

In the same way the expansion of inter-
American multinational financial cooperation
for the attainment of the countries' health
goals should be achieved in accordance with
their own programs.

With respect to tied aid in which credits
must be used on conditions that exceed the
payment and internal effort capacity of the
less-developed countries, it is deemed advisable
to consider the possibility of creating effective
new mechanisms for liberalizing external credit
with appropriate rates of interest, repayment
periods and currency for repayment, grace
periods, and amounts needed by the various
components of the sector, taking into account
the specific nature of the production of health
goods and services and also the fact that some
projects and programs cover more than one
year.
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For this purpose, consideration has been
given to the feasibility of mechanisms other
than those existing at present, which for the
most part charge interest no lower than the
prevailing rates on the international capital
market and prefer short- or medium-term loans,
repayment in hard currency, and economic
activities considered to be financially sound.

The idea of setting up a regional fund to
finance health sector investment calls for a
study to determine bases of operation different
from those of the present credit machinery,
with a new orientation based on the real
financing needs of the sector and the present
obstacles to its satisfactory functioning.

The fundamental problems in the creation
of a regional fund are the formation of its
resources-that is, how to determine the contri-
butions of each country-and the establishment
of a mechanism to set repayment conditions
not governed by market incentives. For this
purpose it may be important to look into the
special drawing rights of the International
Monetary Fund and the possibility of expand-
ing the resources of other existing mechanisms
that have special funds awarded under more
favorable conditions for general development
goals, including health goals, and to explore
new sources and mechanisms.

It is clearly advisable that the financing be
multilateral, with a view to achieving inter-
national distribution of resources based on
principles of solidarity aimed at assisting the
less affluent countries; and that both the donor
and the recipient countries review their internal
fiscal, monetary, and credit measures and
recommend those considered best suited to
their own situations, with respect both to
contributions and to repayment of loans
obtained.

Similarly, it is advisable to study the feasi-
bility of adopting financing mechanisms that
will permit the achievement of two types of
objectives simultaneously-one economic and
revenue-producing, one social-attractive to
certain contributing countries wishing to in-
crease the export of certain goods that may be
required by recipient countries desirous of

promoting their health policies. In this recent
type of credit operation-by means of which
certain agencies have awarded loans for the
partial financing of capital expenditures
planned by ministries of education in some
countries in this area-the institutions receive
an open line of credit in a bank in the donor
countries, which constitutes an available asset
that is transferred for disposition to the central
bank of the recipient country; this bank in tum
provides the institution involved with the equiv-
alent sum in local currency to be spent locally.
The additional advantage of this type of opera-
tion is that it alleviates the balance-of-payments
situation by increasing the availability of
foreign exchange for importing specified goods
agreed upon in advance.

These external financing mechanisms could
be used for strengthening the health infra-
structure and for manpower development. It is
important to continue systematic investigation
of the possibility of developing or using these
mechanisms for the financing of the health
sector.

Internal Financing

The new arrangements that may be adopted
in direct and indirect mechanisms for mobi-
lizing internal funds fall into the field of public
finances and the private sector.

With respect to the first, it is important to
examine the extent to which the tax structure
cai ube at'iU reL to bear IIIreI liavYUy UrI stor

that can afford additional burdens without
affecting the incentives to particular activities
necessary for the development of the country.
It would also be of interest to study the
possibility of assigning the revenues from
certain special taxes to finance the health
sector.3

Further studies should be made to ascertain
to what extent it is possible to encourage or

3 These should not be confused with special taxes
earmarked for certain health purposes or programs,
which impose rigidities that may make it necessary to
continue programs at a fixed expenditure level after
their justification or priority has expired.
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promote the expansion of present direct contri-
butions and also new indirect contributions,
such as those that can be channeled through
the banking system, which could direct to
certain activities a proportion of the increasing
savings deposits in the countries. The central
bank could issue instructions that a percentage
of those funds be earmarked for social loans on
special repayment conditions. The feasibility of
such mechanisms in fostering low-cost housing
and food programs has already been demon-
strated in one country in the area. This kind of
central bank regulation affects the savings-
account side of the ledger to the extent that it
represents loans for low-cost housing secured
by mortgages, trusteeships, or mortgage bonds,
provided these are granted or obtained for the
above-stated purposes.

To strengthen food programs, it is possible
to similarly earmark savings accounts by grant-
ing credits to an organization responsible for
controlling producer and consumer prices of
certain foodstuffs in accordance with the food
policy adopted.

Another internal solution aimed at making
optimum use of the resources available for the
health subsector in line with the idea of
achieving the maximum internal effort is that
of coordinating the health, welfare, and social
security activities carried out by government
ministries and departments, decentralized
agencies, government-owned enterprises, and
other bodies engaged in health activities with
government financing.

For this purpose some countries have co-
ordinated social security institutions with the
ministries of public health and social welfare
and others have established unified national
health services coordinating all the agencies and
bodies in the public or paragovernmental sector
engaged in health activities.

The problems connected with this effort to
obtain better investment and administration of
the public sector resources devoted to health
purposes are related to the quality level of the
services and goods produced, with respect to
the superiority of those provided by one
institution as opposed to another and the areas

or sectors of the population they serve. This in
turn creates financial problems in determining
how the available resources are to be channeled
and used.

In some countries social security institutions
have been considered best fitted for collecting
financial resources because of their mandatory
nature and because they already have collection
mechanisms. They have also been given func-
tions limited to the handling and granting of
cash benefits, with the medical benefits or
services left to the national health service and
the social security institution making transfers
of the funds collected.

In other cases an attempt is made to have a
unified national health service financed with
resources from the national budget, which takes
into account an institutional distribution based
on estimates in which the importance and
requirements of the agencies and bodies in-
cluded in the public health sector have been
considered.

To assess the feasibility of setting up a
unified national health service it is necessary to
make a thorough and detailed analysis of the
problems involved in financing and coordi-
nating public health, welfare, and social
security activities. Some countries have already
set up committees and study groups to examine
the problems involved in the institutional co-
ordination of the sector and the specific
mechanisms for putting it into effect.

To the extent that these studies contribute
to the achievement of more consistency in the
coordination of activities aimed at extending
services to larger sectors of the population with
better quality and more efficiency, they will
show the desirability of unified health plans
based on national policies and directed toward
maximum utilization of the national resources
available for achieving sectoral goals within the
context of the total requirements for general
development.

Conclusions

The financing of the health sector in the
various countries of the Americas is one of the
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most complex problems of the area, and re-
quires methodical analysis and research if a
solution is to be found.

The common characteristics of the problems
can be more easily identified if the countries
are first classified according to their level of
development. Furthermore, the characteristics
of the health sector structure point up the
financial problems inherent in it, deriving from
its institutional rigidity and fragmentation,
inappropriate methods for evaluating programs,
the influence of political structures, the institu-
tional make-up of the sector, and the determi-
nation of institutional priorities and consequent
allocation of resources. The need to harmonize
the objectives of the institutions of the sector
with those of economic and social development
policy is another factor that must be taken into
account.

Financing problems are affected by the
structure of the sector and the importance in
each country of its component institutions.

The heart of the problem is to determine
methods by which health institutions and
agencies may be financed, with special refer-
ence to sources of funds and ways of mobilizing
them.

From this point of view a distinction must
be made between the public and private sub-
sectors since they have different sources of
funds and different financing mechanisms, both
internal and external. This permits an over-all
view of the various factors involved in the
problem and in the possible solutions to it.

An examination of methods, sources, and
mechanisms used in financing the public sub-
sector points to the need to improve strategies
for obtaining and redistributing more revenue
for the health sector. In the private subsector it
is necessary to keep a continuous watch on the
relative proportion of voluntary contributions
by individuals whose income enables them to
provide for their own health care so as to
determine whether the trend can be made use

of to increase and expand the activities of the
public subsector.

The distinction between internal and
external financing makes it advisable to study
in detail such aspects as "the capacity of the
countries to absorb new financial resources,"
bearing in mind their installed capacity, man-
power utilization, and administrative efficiency
in achieving optimum combinations of these
factors. It is also necessary to define the
"maximum internal effort" that must be made
before further funds are sought. At present this
aspect is of great importance since it is one of
the conditions or requirements for the allot-
ment of further public funds or for the granting
of loans.

Once the condition that the use made of
existing resources must be improved is met, the
obvious need to increase the amount of money
channeled to the sector calls for a careful study
of the possibilities of making transfers within
the health sector or between sectors and of the
factors hindering the generation and mobility
of resources of the kind, in the amount, and at
the pace required to satisfy the growing needs
of the health sector in most of the countries in
the Americas.

Originally purely economic considerations
-based on the traditional incentives of the
capital market-underlay the establishment of
most international financing mechanisms and
the financial policies of govemments and
private institutions. Subsequently the more
developed countries adopted certain arrange-
ments in consideration of the situation and
needs of the less-developed countries, which,
although still primarily economic, included
social objectives that sometimes required modi-
fications in the conditions for loans.

However, even now external financing does
not keep pace with the increasing needs, nor is
it such as to foster social policy and, as part of
this, health activities.
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The multilateral mechanisms for financing
the public subsector lack sufficient flexibility
for adequate response to its requirements. An
exception is the financing of water and sewer-
age systems which, because they charge for
their services, are in a better credit position and
are therefore a preferred field for foreign
investments.

Because of the problems involved in quanti-
fying the results of health programs and the
slow maturation of the benefits of planning and
of more efficient administration, recent changes
in the productivity of institutions are difficult
to appreciate-which hampers the national
budget agencies in correctly ranking the needs
of the sector.

Future prospects depend on the "maximum
internal effort" that can be made; on taxation,
monetary, and credit changes tending to in-
crease the proportion of public funds in the
gross domestic product and their allocation to
the health sector; and on such institutional
coordination as may be feasible for defining
priorities, for properly distributing the funds
assigned to the sector, and for increasing
coverage.

Unified health insurance schemes or other
similar systems may be a way of solving the
problem of financing the health sector,
provided local conditions are favorable, and the
systems are adapted to the characteristics of the
places where they are to be applied.

With respect to external resources it is
clearly necessary to expand and redirect the
present system of financing in the light of the
needs and the capacity of less-developed
countries to repay loans. This requires that a
study be made of the feasibility of obtaining
loans to enable economic and social goals to be
achieved simultaneously, of establishing a re-
gional fund specifically for financing health

activities, and of making greater use of and
reorienting existing financial mechanisms.

Each country will of course have to find its
own solution to the problem of the internal and
external financing of the health sector, taking
into account its own conditions and the
potential capacity of its internal structures.

Summary

The problem of financing the health sector
must be examined in the light of the economic
and social development of the countries.

Prerequisite to an increase in the external
and internal financial resources available to the
sector are the programming and instrumenta-
tion of the "maximum internal effort" for
institutional coordination; definition of prior-
ities; optimum use of existing resources and the
consequent achievement of the highest possible
productivity and coverage; and an evaluation of
"the capacity to absorb additional funds."

An increase in the internal financing of the
health sector depends on improving ways and
means of mobilizing money for the sector
through:

· tax policy
· monetary and credit instruments
· national health insurance schemes
* channeling of private funds through the

banking system
In order to expand the framework of ex-

ternal financing and reorient it into closer
accord with the needs and the capacity of
developing countries to repay loans, systematic
feasibility studies must be made to obtain
external funds for achieving economic and
social goals, the possibility of establishing a
specific regional fund for health purposes must
be determined, and greater flexibility in credit
policy and external assistance on the part of
existing international financial institutions must
be promoted.
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Appendix

CLASSIFICATION OF 22 COUNTRIES OF THE AMERICAS

An attempt to work out a classification of
American countries as a frame of reference for
the presentation of the document on the
financing of the health sector is justified by the
marked differences between the countries in
levels and characteristics of development. It is
easier to interpret the economic and social
indicators usually employed in such analyses if
they are used in such a way as to permit the
construction of development profiles that can
provide a graphic presentation of the essential
characteristics of the countries. Another reason
for this attempt at a classification of American
countries was the need to group them according
to similar characteristics and thus form suffi-
ciently homogeneous groups to facilitate
analysis at the regional level of the complex
problems involved in the financing of the health
sector and of possible ways of solving them.

Procedure

Many difficulties are involved in this type of
comparative evaluation: the data needed are
incomplete and sometimes exist for only a few
countries and for different periods. The infor-
mation not only is uncertain in quality but, in
some cases, varies greatly from one country to
another and is thus exceedingly difficult to
interpret. In addition, data are defined and
collected in a variety of ways.

In addition to these problems inherent in
the available information there is another esse-n-
tially methodological problem: the difficulty of
evaluating the over-all situation in the country
on the basis of an analysis of a great number of
indicators of different kinds.

The classification used is that employed by
Vekemans and Segundo.'1 Although this
method should be improved, it may be used in
its present state as a guide. It is based on
defining the different characteristics of a
country, taking into account its socioeconomic
indicators as a whole, rather than independ-
ently.

1Vekemans and J. L. Segundo. "Ensayo de tipo-
logía socioeconómica de los países latinoamericanos."
In Aspectos sociales del desarrollo económico en
América Latina. UNESCO, 1962.

To begin with, the scale on which the
indicators are expressed was adjusted so as to
make them comparable and to facilitate their
interpretation. 2 The scales were adjusted in
such a way that all the indicators studied were
expressed in round figures from 1 to 10, 10
representing the best situation and 1 the least
favorable. The procedure used for adjusting the
scale is described at the end of this annex. The
next step was to calculate the average for the
country of the adjusted values obtained. Clearly
this is an arbitrary procedure, since equal
weight is given to all the indicators used. But it
was deemed preferable not to use weighting
factors because sufficiently objective data were
lacking. The averages obtained were ranked in
decreasing order and the magnitude of the
differences obtained by subtracting each aver-
age from the following average was studied. The
greatest differences were used to divide the
countries into groups; the smaller differences
were considered variations between countries
belonging to the same group.

Discussion of Classification Indicators

The selection of the indicators for classi-
fying the countries was determined primarily
by the availability of variables sufficiently
homogeneous for the largest number of coun-
tries. To obtain the most reliable data it was
necessary to omit indicators that are obviously
imnportant fnr the nlurposes in view. FPr

example, although the classification is intended
to facilitate an analysis of the financing pro-
blems of the sector, it was impossible to include
data on health expenditures, because of their
defects with respect to accuracy, significance,
and comparability (Table 2).

The indicators chosen, on the basis of these
limitations, were grouped as follows:

Health level and structure. The indicators
selected were life expectancy at birth, percent-
age of deaths from infectious and parasitic

21t is very difficult to determine on sight, for
example, whether a life expectancy at birth of 50
years is in accordance with or in contradiction to a
gross domestic product per capita of 300 dollars a year
or 4 beds per 1,000 inhabitants.
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Table 2-Range of variation of indicators in the 22 countries being classified.

Range

Maximum Minimum

Life expectancy at birth (1969)
Health level and % deaths from infectious and parasitic

structure diseases
% deaths in children under 5 years of age

f Physicians per 10,000 population
Health sector | Beds per 1,000 population

resources

Educational factors

Other related
factors

Economic factors

1

1

Enrollments in higher educational establishments:
% population in age group 20-24 years
% illiterates over 15 years of age

Available proteins inhabitant/gram/day
% population with water in house
Urban population ( % of total)

Gross domestic product per capita
% economically active population in

Sector II (manufacturing)

Populaton structure % population under 15 yearsPopulation structure population

Total population

diseases, and the percentage of deaths of
children under five years of age, because these
are considered, despite varying degrees of un-
reliability of registration, to be the best sum-
mary of the structures and levels of health in
most of the American countries.

Health sector resources. The indicator
chosen here was the number of physicians per
10,000 inhabitants and of beds per 1,000
inhabitants, because these indicators are the
easiest to define and have the highest correla-
tion. The available indicators of expenditures
were omitted for the reasons already given.

Educationalfactors. The number of students
enrolled in higher education as a percentage of
the population in the age group 20-24 years was
used because it is considered the best expres-
sion of the differences in the level of education
in the various countries when related to the
percentage of illiterates over 15 years of age.

Other related factors. The availability of
proteins was included despite its recognized
unreliability, because it is the only indicator
available, although an indirect one, of the
nutritional state of the countries. Urban popu-
lation as a percentage of total population, an
indicator worked out by ECLA, was used as the

best available indicator summarizing the com-
plex elements involved under this heading.

Economic factors. The gross domestic pro-
duct per capita, despite the difficulty in inter-
preting it and the lack of comparability among
countries, was used since it is the only generally
used pointer available to indicate the level of
development of the countries. The percentage
of the economically active population in the
manufacturing sector was considered a suffi-
ciently reliable indicator of the structure of
development of the countries.

Population structure. The percentage of
population under 15 years of age was con-
sidered the best indicator of the population
structure in the Americas.

Total population. Total population was not
used as an indicator but is included as addi-
tional information simply to make it possible to
evaluate the number and proportion of the
region's population comprehended in the
various groups of countries representing dif-
ferent levels of economic and social develop-
ment (see Table 3).

Composition of the groups. The 22 coun-
tries studied, which together have a population
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Indicators

71.0

38.6
58.6

14.9
6.4

12.6
95.0

94.0
62.3
61.3

46.0

4.9
13.0

0.7
0.7

0.2
8.6

47.0
0.3
5.1

95.0

6.6

28.6

1.1

891.0

35.5

47.9

88.1



Table 3-Classification of 22 Latin American
countries. Number of countries, population in mil-
lions, and population in each group (%).

Population

Number of
Group countries In millions %

I 2 26.4 10.4
II 4 20.2 7.7

III 4 60.4 23.0
IV 4 123.9 47.2
V 4 14.8 5.6

VI 3 11.7 4.5
VII 1 5.0 1.9

Total 22 262.4 100.0

Construction of the Adjusted Scale

Recorded range of the variables: From the
minimum to the maximum value recorded.

Interval: Equal to 1/10 of the total range,
and no more accurate than the original value
recorded. In approximating, the higher figure
was always taken.

Examples:
(a) Recorded range

Actual range
Total size
Interval

(b) Recorded range
Actual range
Total size
Interval

10.3-35.5
10.25 -35.55
35.55-10.25 = 25.30
2.6
10.0-35.5
9.95 -35.55
35.55-9.95 = 25.60
2.6

of 262.4 million, were distributed in seven
groups as shown in Table 3. Tables 4, 5, and 6
break down the classification by level of socio-
economic indicators according to development
group, average level of indicators in each group,
and socioeconomic indicators (reference table).
Figure 1 shows the level of the socioeconomic
indicators for each group on an adjusted scale,
and Figure 2 the average level of the indicators
in each group.

Procedure Followed

The scales of the variables were made
homogeneous by converting the original scale
for each variable into a new one that covers the
range of the original scale and is divided into 10
equal intervals. In each case 10 represents the
most favorable condition and 1 the least
favorable.

Origin of scale: Preferentially, the midpoint
of the scale was used as the origin. That is to
say, efforts were made to ensure that the limit
between intervals 5 and 6 coincided with the
midpoint of the observed range obtained by
halving the sum of the upper and lower limits
of the range. When this was not possible, the
following convention was followed: If the
upper figure of the half range was odd, it was
used as the upper limit of interval 5; if it was
even, it was used as the lower limit of interval
6. When negative limits were obtained by using
this origin, then origin O was used.

Classification: The arithmetical mean of all
indicators (in the adjusted scale) of each coun-
try was computed. The averages were arranged
in order of magnitude and the first finite
difference was computed. Notoriously high
finite differences were used to differentiate the
groups.
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Figure l-Classification of 22 countries of the Americas: level of socioeconomic indicators, by countries, for
each group and socioeconomic indicators for 22 countries of the Americas, shown on adjusted scale
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Figure 2-Classification of 22 countries in the Americas: average level of socioeconomic indicators in each
group
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