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The accident happened on 7 October 2006. Narin Pintalakarn came off his motorcycle 
going into a bend. He struck a tree, his unprotected head taking the full force of the 
impact. Passing motorists found him some time later and took him to a nearby hospital. 
Doctors diagnosed severe head injury and referred him to the trauma centre, 65 km 
away, where the diagnosis was confirmed. A scan showed subdural haematoma with 
subfalcine and uncal herniation. Pintalakarn’s skull had fractured in several places. His 
brain had bulged and shifted, and was still bleeding; the doctors decided to operate. He 
was wheeled into an emergency department where a surgeon removed part of his skull 
to relieve pressure. A blood clot was also removed. Five hours later, the patient was put 
on a respirator and taken to the intensive care unit where he stayed for 21 days. Thirty-
nine days after being admitted to hospital, he had recovered sufficiently to be discharged.


What is remarkable about this story is not what it says about the power of 
modern medicine to repair a broken body; it is remarkable because the episode took 
place not in a country belonging to the Organisation for Economic Co-operation and 
Development (OECD), where annual per capita expenditure on health averages close 
to US$ 4000, but in Thailand, a country that spends US$ 136 per capita, just 3.7% of 
its gross domestic product (GDP) (1). Nor did the patient belong to the ruling elite, the 
type of person who – as this report shall show – tends to get good treatment wherever 
they live. Pintalakarn was a casual labourer, earning only US$ 5 a day.


“Thai legislation demands that all injured patients be taken care of with standard 
procedure no matter what their status,” says Dr Witaya Chadbunchachai, the surgeon 
who carried out the craniotomy on Pintalakarn at the Khon Kaen Regional Hospital 
in the country’s north-eastern province. According to Chadbunchachai, medical 
staff do not consider who is going to pay for treatment, however expensive it might 
be, because in Thailand, everyone’s health-care costs are covered.


At a time when many countries, including major economic powers such as China 
and the United States of America, are reviewing the way they meet the health-care 
needs of their populations, universal health coverage – what is it, how much does it 
cost and how is it to be paid for? – dominates discussions on health service provision. 
In this world health report, we examine the issue from the financing perspective, 
and suggest ways in which all countries, rich and poor, can improve access to good 
quality health services without people experiencing financial hardship because they 
must pay for care (Box 1.1).


The three critical areas of health financing are:


1.	 raise sufficient money for health;
2.	 remove financial barriers to access and reduce financial risks of illness;
3.	 make better use of the available resources (Box 1.1 provides details).
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Key messages


■■ Improving health is critical to human welfare and essential to sustained 
economic and social development. Reaching the “highest attainable 
standard of health,” as stated in the WHO Constitution, requires a new 
or continued drive towards universal coverage in many countries, and 
strong actions to protect the gains that have been achieved in others.


■■ To achieve universal health coverage, countries need financing systems 
that enable people to use all types of health services – promotion, 
prevention, treatment and rehabilitation – without incurring financial 
hardship.


■■ Today, millions of people cannot use health services because they have 
to pay for them at the time they receive them. And many of those who 
do use services suffer financial hardship, or are even impoverished, 
because they have to pay.


■■ Moving away from direct payments at the time services are received 
to prepayment is an important step to averting the financial hardship 
associated with paying for health services. Pooling the resulting funds 
increases access to needed services, and spreads the financial risks of 
ill health across the population.


■■ Pooled funds will never be able to cover 100% of the population for 
100% of the costs and 100% of needed services. Countries will still have 
to make hard choices about how best to use these funds.


■■ Globally, we are a long way from achieving universal health coverage. 
But countries at all income levels have recently made important progress 
towards that goal by raising more funds for health, pooling them more 
effectively to spread financial risks, and becoming more efficient.
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Direct payments
Direct payments have serious 
repercussions for health. Making 
people pay at the point of delivery 
discourages them from using 
services (particularly health 
promotion and prevention), and 
encourages them to postpone 
health checks. This means they do 
not receive treatment early, when 
the prospects for cure are greatest. 
It has been estimated that a high 
proportion of the world’s 1.3 billion 
poor have no access to health 
services simply because they cannot 
afford to pay at the time they need 
them (2). They risk being pushed 
into poverty, or further into poverty, 
because they are too ill to work.


Direct payments also hurt 
household finances. Many people 
who do seek treatment, and have to pay for it at the point of delivery, suffer 
severe financial difficulties as a consequence (3–6). Estimates of the number 
of people who suffer financial catastrophe (defined as paying more than 40% 
of household income directly on health care after basic needs have been met) 
are available for 89 countries, covering nearly 90% of the world’s population 
(7). In some countries, up to 11% of people suffer this type of severe financial 
hardship each year and up to 5% are forced into poverty because they must 
pay for health services at the time they receive them. Recent studies show 
that these out-of-pocket health payments pushed 100 000 households in both 
Kenya and Senegal below the poverty line in a single year. About 290 000 
experienced the same fate in South Africa (8).


Financial catastrophe occurs in countries at all income levels, but is 
greatest in those that rely the most on direct payments to raise funds for 
health (9). Worldwide, about 150  million people a year face catastrophic 
health-care costs because of direct payments such as user fees, while 
100 million are driven below the poverty line (7).


Catastrophic health spending is not necessarily caused by high-cost 
medical procedures or one single expensive event. For many households, 
relatively small payments can also result in financial catastrophe (10). 
A steady drip of medical bills can force people with chronic disease or 
disabilities, for example, into poverty (11–13).


Not only do out-of-pocket payments deter people from using health 
services and cause financial stress, they also cause inefficiency and inequity 
in the way resources are used. They encourage overuse by people who can 
pay and underuse by those who cannot (Box 1.3).
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Health services cost money. 
One way or another, doctors and 
nurses, medicines and hospitals 
have to be paid for. Today, global 
annual expenditure on health is 
about US$  5.3  trillion (1). With the 
burden of communicable diseases 
remaining stubbornly high in some 
parts of the world, and the prevalence 
of noncommunicable diseases – 
heart disease, cancers and chronic 
conditions such as obesity – increasing 
everywhere, health costs can only 
continue to rise. This trend will be 
exacerbated by the more sophisticated 
medicines and procedures being 
developed to treat them.


It would seem logical, therefore, 
that richer countries are better able 
to provide affordable health services. 
Indeed, the countries that have 
come closest to achieving universal 
coverage do generally have more to 
spend on health. OECD countries, 
for example, represent only 18% of 
the global population but account for 
86% of the world’s health spending; 
few OECD countries spend less than 
US$ 2900 per person each year.


But it is not always the case 
that lower-income countries have 
less coverage. Thailand is a striking 
example of a country that has vastly 
improved service coverage and 
protection against the financial 
risks of ill health despite spending 
much less on health than higher-
income countries. It has done this by 
changing the way it raises funds for 
health and moving away from direct 
payments, such as user fees (Box 1.2). 
This is perhaps the most crucial 
element of developing financing 
systems for universal coverage; many 
countries still rely too heavily on 
direct payments from individuals to 
health service providers to fund their 
health systems.
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Box 1.1.	 What a health financing system does: a technical explanation


Health financing is much more than a matter of raising money for health. It is also a 
matter of who is asked to pay, when they pay, and how the money raised is spent.


Revenue collection is what most people associate with health financing: the way 
money is raised to pay health system costs. Money is typically received from households, 
organizations or companies, and sometimes from contributors outside the country (called 
“external sources”). Resources can be collected through general or specific taxation; 
compulsory or voluntary health insurance contributions; direct out-of-pocket payments, 
such as user fees; and donations.


Pooling is the accumulation and management of financial resources to ensure that the 
financial risk of having to pay for health care is borne by all members of the pool and 
not by the individuals who fall ill. The main purpose of pooling is to spread the financial 
risk associated with the need to use health services. If funds are to be pooled, they have 
to be prepaid, before the illness occurs – through taxes and/or insurance, for example. 
Most health financing systems include an element of pooling funded by prepayment, 
combined with direct payments from individuals to service providers, sometimes called 
cost-sharing.


Purchasing is the process of paying for health services. There are three main ways to 
do this. One is for government to provide budgets directly to its own health service 
providers (integration of purchasing and provision) using general government revenues 
and, sometimes, insurance contributions. The second is for an institutionally separate 
purchasing agency (e.g. a health insurance fund or government authority) to purchase 
services on behalf of a population (a purchaser-provider split). The third is for individuals 
to pay a provider directly for services. Many countries use a combination.


Within these broad areas, health service providers can be paid in many different ways, 
discussed more fully in Chapter 4. Purchasing also includes deciding which services 
should be financed, including the mix between prevention, promotion, treatment and 
rehabilitation. This is addressed further in Chapter 2.


Labels can be misleading. Each country makes different choices about how to 
raise revenues, how to pool them and how to purchase services. The fact that several 
countries decide to raise part of the revenue for health from compulsory health 
insurance premiums does not mean that they all pool the funds in the same way. 
Some countries have a single pool – e.g. a national health insurance fund – while 
others have multiple, sometimes competing pools managed by private insurance 
companies. Even when countries have similar pooling systems, their choices about 
how to provide or purchase services vary considerably. Two systems based largely 
on health insurance may operate differently in how they pool funds and use them 
to ensure that people can access services; the same applies to two systems that are 
described as tax-based. This is why the traditional categorization of financing systems 
into tax-based and social health insurance – or Beveridge versus Bismarck – is no 
longer useful for policy-making.


It is much more important to consider the choices to be made at each step along the path, 
from raising revenues, to pooling them, to spending them. These are the choices that 
determine whether a financing system is going to be effective, efficient and equitable, 
choices that are described in the subsequent chapters.


People at the centre. In all of this technical work, it is important to remember that people 
are at the centre. On the one hand, they provide the funds required to pay for services. 
On the other, the only reason for raising these funds is to improve people’s health and 
welfare. Health financing is a means to an end, not an end in itself.


Box 1.2.	 What are direct payments?


In health, charges or fees are commonly levied for consultations with health professionals, 
medical or investigative procedures, medicines and other supplies, and for laboratory 
tests.


Depending on the country, they are levied by government, nongovernmental 
organizations, faith-based and private health facilities.


They are sometimes officially sanctioned charges and sometimes unofficial or so-called 
“under-the-table” payments. Sometimes both co-exist.


Even where these charges are covered by insurance, patients are generally required to 
share the costs, typically in the form of co-insurance, co-payments and/or deductibles 
– payments the insured person has to make directly out of pocket at the time they use 
services because these costs are not covered by the insurance plan.


Deductibles are the amount of expenses that must be paid out of pocket before an insurer 
will cover any expenses at all. Co-insurance reflects the proportion of subsequent costs 
that must be met out of pocket by the person who is covered, while co-payments are 
set as a fixed amount the beneficiary must pay for each service.


We use the term direct payments to capture all these elements. However, because the 
term out-of-pocket payments is often used to capture the same ideas, we use the two 
terms interchangeably.
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seek to implement these principles into practice in the health sector, with 
the aim to mobilize donor countries and other development partners around 
a single, country-led national health strategy (23, 24).


On the path to universal coverage
Many countries are reforming the way they finance health care as they move 
towards universal coverage, among them two of the most important global 
economies, China and the United States of America.


In April 2009, the Chinese government announced plans to provide 
“safe, effective, convenient and affordable” health services to all urban and 
rural residents by 2020 (25). If fully implemented, the reform will end market-
based mechanisms for health that were introduced in 1978. Prior to then, the 
government had offered basic but essentially free health-care services to the 
entire population, but the new market-based approach resulted in a major 
increase in direct payments – from little more than 20% of all health spending 
in 1980 to 60% in 2000 – leaving many people facing catastrophic health-care 
costs. The new approach also meant that hospitals had to survive on patient 
fees, which put pressure on doctors to prescribe medicines and treatment 
based on their revenue-generating potential rather than their clinical efficacy.


The government took steps to address these issues. The New Cooperative 
Medical Schemes, initiated in 2003 to meet the needs of rural populations, 
and the Urban Residents Basic 
Medical Insurance scheme, piloted 
in 79 cities in 2007, are at the heart of 
the latest reforms. The government 
aims to reduce dependence on 
direct payments and increase the 
proportion of the population covered 
by formal insurance from 15% in 
2003 to 90% by 2011, and to expand 
access to services and financial risk 
protection over time (26).


The recent health financing 
reforms in the United States will 
extend insurance coverage to a 
projected 32  million previously 
uninsured people by 2019 (27). 
Numerous strategies will be used to 
achieve this goal. Private insurers 
will no longer be able to reject 
applicants based on health status, 
for example, and low-income 
individuals and families will have 
their premiums subsidized (28).


Many low- to middle-income 
countries have also made significant 
progress developing their financing 
systems towards universal coverage. 
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Pooled funds
Progress towards universal coverage depends on raising adequate funds 
from a sufficiently large pool of individuals, supplemented where necessary 
with donor support and general government revenues, and spending these 
funds on the services a population needs. The more people who share the 
financial risk in this way, the lower the financial risk to which any one 
individual is exposed. In general, the bigger the pool, the better able it is 
to cope with financial risks. Using the same reasoning, pools with only a 
few participants are likely to experience what actuaries term “extreme 
fluctuations in utilization and claims” (16).


For a pool to exist, money must be put into it, which is why a system of 
prepayment is required. Prepayment simply means that people pay before 
they are sick, then draw on the pooled funds when they fall ill. There are 
different ways of organizing prepayment for the people who can afford to 
pay (see Chapter 3) but in all countries there will be people who are unable 
to contribute financially. The countries that have come closest to achieving 
universal health coverage use tax revenue to cover the health needs to these 
people, ensuring that everyone can access services when they need them.


Countries are at different points on the path to universal coverage and 
at different stages of developing financing systems. Rwanda, for example, 
has a tax system that is still developing, and three robust health insurance 
organizations (Box 1.4). It may decide to build larger pools by merging the 
individual funds at a later date.


External assistance
In lower-income countries, where prepayment structures may be 
underdeveloped or inefficient and where health needs are massive, there are 
many obstacles to raising sufficient funds through prepayment and pooling. 
It is essential, therefore, that international donors lend their support. 
Investing in the development of prepayment and pooling, as opposed to 
simply funding projects or programmes through separate channels, is one 
of the best ways donors can help countries move away from user fees and 
improve access to health care and financial risk protection (21, 22).


Over the past five years, many 
bilateral agencies have begun to 
help countries develop their health 
financing systems, with a view 
to achieving universal coverage. 
These agencies have also started 
to determine how their external 
financial assistance can support, 
rather than hinder this process. This 
is reflected in the adoption of the Paris 
Declaration on Aid Effectiveness 
and the subsequent Accra Action 
Agenda. The International Health 
Partnership and related initiatives 
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Box 1.3.	 Financing for universal health coverage


Financing systems need to be specifically designed to:


■■ provide all people with access to needed health services (including prevention, 
promotion, treatment and rehabilitation) of sufficient quality to be effective;


■■ ensure that the use of these services does not expose the user to financial 
hardship (14).


In 2005, the World Health Assembly unanimously adopted a resolution urging countries 
to develop their health financing systems to achieve these two goals, defined then as 
achieving universal coverage (15). The more that countries rely on direct payments, 
such as user-fees, to fund their health systems, the more difficult is it to meet these 
two objectives.


Box 1.4.	 Sharing the risk of sickness: mutual health insurance in 
Rwanda


The Rwandan government reports that 91% of the country’s population belongs to 
one of three principal health insurance schemes (17). The first, the Rwandaise assurance 
maladie, is a compulsory social health insurance scheme for government employees that 
is also open to private-sector employees on a voluntary basis. The second, the Military 
Medical Insurance scheme, covers the needs of all military personnel. The third, and most 
important for population coverage, is the cluster of Assurances maladies communautaires 
– mutual insurance schemes whose members predominantly live in rural settings and 
work in the informal sector. These mutual insurance schemes have expanded rapidly 
over the past 10 years, and now cover more than 80% of the population. About 50% 
of mutual insurance scheme funding comes from member premiums, the other half 
being subsidized by the government through a mix of general tax revenues and donor 
support (18).


The insurance schemes do not cover all health costs: households still have to pay a 
proportion of their costs out of pocket and the range of services available is clearly not 
as extensive as in richer countries. Nevertheless, they have had a marked impact. Per 
capita spending on health went up from US$ 11 in 1999 to US$ 37 in 2007; the increasing 
proportion of the population covered by some form of health insurance has translated 
into increased uptake of health services, and, most important of all, to improvements in 
health outcomes measured, for example, by declines in child mortality (19).


At an early stage of its development, challenges still exist. These include: making 
contributions more affordable for the poorest; increasing the range of services offered 
and the proportion of total costs covered; and improving financial management. Rwanda 
is also working to harmonize the different financing mechanisms, partly through the 
development of a national legal framework governing social health insurance (20).
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to maintain or improve health. 
Costs continually rise faster than 
national income, putting pressure 
on governments to restrain costs.


Universal coverage: 
the two prongs
Many countries, at varying stages of 
economic development, have shown 
it is possible to make substantial 
progress towards universal coverage. 
Nevertheless, the world as a whole 
still has a long way to go. To learn 
where we stand today, we must focus 
on the two key elements of universal 
health coverage described earlier: 
financial access to crucial health 
services; and the extent of financial 
risk protection provided to the 
people who use them (Box 1.3).


As mentioned earlier, an 
estimated 150  million people globally suffer financial catastrophe each 
year and 100 million are pushed into poverty because of direct payments 
for health services. This indicates a widespread lack of financial risk 
protection – a deficiency that affects low-income countries most, but is by 
no means limited to them. In six of the OECD countries, more than 1% of 
the population, or almost four million people, suffers catastrophic spending, 
while the incidence exceeds five per 1000 people in another five (7).


Furthermore, medical debt is the principal cause of personal bankruptcy 
in the USA. Harvard researchers in 2008 concluded that illness or medical 
bills had contributed to 62% of bankruptcies the previous year (52). Many 
of these people had some form of health insurance, but the benefits offered 
were insufficient to protect them against high out-of-pocket expenses. This 
development is not linked to the recent economic recession; medical bills 
were already the cause of 50% of bankruptcies in the USA in 2001.


On a global scale, medical bankruptcies are not yet a major concern, 
either because financial access to care is adequate or because formal credit 
is out of the reach of most of the population (53, 54). However, if direct 
payments remain high and access to credit increases, this is likely to become 
a problem.


The reduction in the incidence of financial hardship associated with 
direct payments is a key indicator of progress towards universal coverage. 
However, country studies sometimes indicate little financial catastrophe or 
impoverishment of this nature among the most poor, because they simply 
cannot afford to use health services (55, 56). The extent to which people are 
able to use needed services is, therefore, also an important indicator of the 
health of the financing system.
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These include well-known examples, such as Chile (29), Colombia (6), Cuba 
(30), Rwanda (20), Sri Lanka (31) and Thailand (32), but also Brazil (33), Costa 
Rica (34), Ghana (35), Kyrgyzstan (36), Mongolia (37) and the Republic of 
Moldova (38). At the same time, Gabon (39), the Lao People’s Democratic 
Republic (40), Mali (41), the Philippines (42), Tunisia (43) and Viet Nam 
(44) have expanded various forms of prepayment and pooling to increase 
financial risk protection, particularly for the poor.


At the other end of the income scale, 27 OECD countries cover all 
their citizens with a set of interventions from pooled funds, while two 
others – Mexico, with its Seguro Popular voluntary health insurance 
scheme, and Turkey, with its Health Transformation Programme – are 
moving towards it (45–47).


Each of these countries has moved towards universal coverage in 
different ways and at different speeds. Sometimes their systems have evolved 
over long periods, often in the face of opposition; sometimes the path has 
been shorter and quicker (21, 48).


The Republic of Korea, for example, started its journey in the early 1960s. 
Early investment focused on building infrastructure, but the programme 
expanded significantly in 1977 with vigorous high-level political support 
(49). Steady expansion of employer-based health-care schemes followed, 
starting with companies employing more than 500 staff, moving down 
the corporate chain to companies employing just 16, and more recently to 
those with only one full-time employee. Civil servants and teachers were 
brought into the scheme in 1981 and played a key role in raising awareness 
in the rest of the population. This, in turn, helped put universal coverage at 
the heart of the political agenda in 1988, when enrolment in social welfare 
programmes was a core issue in the presidential campaign. In 1989, coverage 
was extended to the remaining population – the indigent, the self-employed 
and rural residents (50). Since then, the system has sought to expand both 
the range of services offered and the proportion of the costs covered by the 
insurance system.


Sustaining existing achievements
Moving more rapidly towards universal coverage is one challenge, but 
sustaining gains already made can be equally difficult. Several countries 
have adapted their financing systems in the face of changing circumstances. 
Ghana, for example, began after independence in 1957 to provide medical 
care to its population free at the point of service through government-
funded facilities. It abandoned this system in the early 1980s in the face of 
severe resource constraints, before introducing a form of national insurance 
more recently (Box 1.5).


Chile, too, has gone through different phases. After running a state-
funded national health service for 30 years, it opted in 2000 for a mixed public/
private approach to health insurance, guaranteeing universal access to quality 
treatment for a set of explicitly defined conditions. The number of conditions 
has expanded over time and the poor have been the major beneficiaries (29).


All countries face increasing demands for better services, disease 
threats and a growing list of often expensive technologies and medicines 


8


Box 1.5.	 Ghana: different phases of health financing reforms


After independence in 1957, Ghana provided medical care to its population through a 
network of primary-care facilities. The system was financed through general taxation 
and received a degree of external donor support. No fees were charged for services. 
In the 1980s, faced with worsening economic conditions, the country liberalized its 
health sector as part of broader structural reforms. Liberalization led to an explosion in 
the number of private health-care providers, which, combined with the introduction 
of fees to cover part of the costs of government facilities, led to a sharp drop in the use 
of health services, particularly among the poor. Those people who did seek treatment 
paid out of their own pocket often risked financial ruin as a result (51).


More recently, out-of-pocket payment has started to decrease as a proportion of total 
health expenditure as the country tries to reverse these developments. The process 
began with exemptions from user fees for diseases such as leprosy and tuberculosis, and 
for immunization and antenatal care. Ghana also waives fees for people with extremely 
low incomes. A National Health Insurance Scheme was introduced in 2004 and by 
June 2009, 67.5% of the population had registered (35). During the 2005–2008 period, 
national outpatient-care visits increased by 50%, from about 12 million to 18 million, 
while inpatient-care admissions increased by 6.3%, from 0.8 million to about 0.85 million.


For the time being, each of the district mutual health insurance schemes that comprise 
the national scheme effectively constitutes a separate risk pool. Fragmentation is thus 
a continuing problem, as is sustainability, but Ghana is committed to redressing the 
move away from universal coverage over the past few decades.
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evidence does exist suggests that the inequalities are even more pronounced 
in the standard of service provided. In other words, poor people in poor 
countries are not only largely excluded from these services, but when they do 
receive care, it is likely to be of a lower quality than that provided to richer 
people (61).


These broad indications offer a sobering picture, one in which millions 
of people, predominantly poor, cannot use the services they need, while 
millions more face severe financial difficulty as a result of paying for health 
services. Clearly, the reasons for low and unequal coverage do not all lie in 
the financing system, but we argue in this report that coverage could be 
considerably higher if there were additional funds, less reliance on direct 
payments to raise funds and more efficiency – all financing issues.


Several countries increase financial risk protection beyond that 
afforded by the health financing system by providing an element of financial 
security when people cannot work for health reasons – because they are sick 
or have had a baby. The International Labour Organization (ILO) collates 
information on the right to paid sick leave in the event of illness as well as on 
the right to paid maternity leave. In 2007, 145 countries provided the right 
to paid sick leave, although the duration of leave and income compensation 
differed markedly. Only 20% of those countries replaced 100% of the lost 
income, with the majority offering 50–75%. Most countries allow a month 
or more of paid sick leave each year for severe illness, but more than 40 limit 
payments to less than a month (62).


Most industrialized countries offer the right to paid maternity leave 
for formal sector employees, but the duration of leave and the nature of the 
payments also vary substantially. And even though there is a theoretical 
right to paid maternity leave, few low- and middle-income countries report 
any financial support for eligible women (Box 1.6).


Financial protection against 
work incapacity due to illness or 
pregnancy is generally available 
only to formal-sector workers. 
Typically in low-income countries, 
more than 50% of the working-age 
population works in the informal 
sector without access to income 
replacement at these times (63).


Although this report focuses on 
financial risk protection linked to 
the need to pay for health services, 
this is an important part of broader 
efforts to ensure social protection 
in health. As such, WHO is a joint 
sponsor with the ILO and an active 
participant in the United Nations 
initiative to help countries develop 
comprehensive Social Protection 
Floors. These include the type of 
financial risk protection discussed 
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Data on financial access to health services are scarce, but there is 
information on coverage for some key interventions. This provides clues on 
the extent to which financial barriers prevent people from using services. For 
example, immunizing children under one year of age with the diphtheria–
tetanus–pertussis vaccine (DTP3) saves many of their lives, while having 
skilled health personnel attend births is crucial to saving the lives of both 
new-borns and mothers. Information on the proportion of children fully 
immunized with DTP3 and the proportion of births attended by skilled 
health personnel is widely reported.


Fig. 1.1 shows reported coverage for both of these interventions, with 
each data point representing a country, ordered from lowest to highest on the 
horizontal axis. Many countries achieve, or almost achieve, 100% coverage for 
both interventions, though there is considerable variation across countries. 
At one extreme, in 16 countries, fewer than 40% of women deliver babies in 
the presence of a skilled health worker capable of saving their lives in the 
event of a complication. In seven countries, DTP3 immunization coverage 
is lower than 40%. This suggests that inequalities in coverage are substantial 
across countries and greater for services that require more infrastructure 
and skilled workers (such as childbirth) than for other interventions (such 
as vaccinations) (57).


Inequalities in coverage (and health outcomes) also exist within 
countries. Demographic and Health Surveys reveal substantial differences 
between income groups in many lower-income countries. Again, bigger 
discrepancies occur in access to skilled health workers during child 
delivery than in childhood immunization. With few exceptions, the 
richest people in even low-income countries enjoy access to services 
similar to that available in high-income countries. The poor, however, are 


almost always more deprived than 
the rich, though the extent varies. 
In some settings, coverage of DTP3 
among the poor can be as low as 
10% of that for the rich (58).


The use of health services also 
varies substantially across and 
within countries (59, 60). Data from 
the 52 countries included in the 
World Health Survey, spanning all 
income levels, showed that usage 
during a four-week period before 
the survey ranged from less than 
10% of the population to more than 
30% (58). In some settings, the rich 
reported using these services more 
than twice as much as the poor, 
despite the fact the poor need them 
much more.


While the data cited give an 
indication of coverage, they offer no 
insight into the quality of care. What 
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Fig. 1.1.	 Coverage of births attended by skilled health personnel and 
diphtheria–tetanus–pertussis (DTP3) vaccination by country, 
latest available yeara
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a	 Ordered from lowest to highest coverage.
Source: (19).


Box 1.6.	 Financial risk protection and income replacement: maternity 
leave


The core element of maternity protection, which guarantees women a period of rest 
when a child is born (along with the means to support herself and her family and a 
guarantee of being able to resume work afterwards) is the cash benefit that substitutes 
the regular income of the mother during a defined period of pregnancy and after 
childbirth. The cash benefits do not usually replace prior income, but are nonetheless 
an important social protection measure without which pregnancy and childbirth could 
pose financial hardships for many families. Maternity leave and the income replacement 
system that comes with it can also have indirect health consequences; without these 
measures, women may feel compelled to return to work too quickly after childbirth, 
before it is medically advisable to do so.


Most industrialized countries allocate considerable resources for maternity leave. In 2007, 
Norway spent more than any other, allocating US$ 31 000 per baby, per year, for a total 
US$ 1.8 billion. In contrast most low- and middle-income countries report zero spending 
on maternal leave, despite the fact that several have enacted legislation guaranteeing it. 
This may be due to laws going unenforced but may also be explained by the fact that in 
some countries, maternity leave does not come with any income replacement element.


Source: International Labour Organization.
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excluded from health services, moving quickly towards a system that covers 
everyone, rich or poor, may be a priority, even if the list of services and 
proportion of costs covered by pooled funds will be relatively small (21, 66). 
Meanwhile, in a broad-based system, with just a few pockets of exclusion, the 
country may initially opt for a targeted approach, identifying those that are 
excluded and taking steps to ensure they are covered. In such cases, they can 
cover more services to the poor and/or cover a higher proportion of the costs.


Many countries setting out on the path to universal coverage begin 
by targeting groups employed in the so-called formal sector because these 
groups are more easily identified. But there are downsides to this targeted 
approach: it can lead to two-tier systems and make conditions worse for those 
left uncovered; and by achieving partial success, it can slow the impetus for 
more fundamental reform.


These issues will be taken up in more detail in Chapter 3.


Moving forward
WHO’s Constitution describes the fundamental right of every human being 
to enjoy “the highest attainable standard of health”. Universal coverage is 
the best way to attain that right. It is fundamental to the principle of Health 
for All set out more than 30 years ago in the Declaration of Alma-Ata. The 
declaration recognized that promoting and protecting health were also 
essential to sustained economic and social development, contributing to a 
better quality of life, social security and peace. The principle of universal 
coverage was reaffirmed in The world health report 2008 on primary health 
care and the subsequent World Health Assembly resolution (67), and it was 
espoused by the 2008 Commission on Social Determinants of Health and 
the subsequent World Health Assembly resolution on that topic (68).


This report reiterates these long-standing beliefs, beliefs that have 
deepened as countries struggle with their health financing systems. While 
addressing technical issues related specifically to financing health systems, 
the report puts fairness and humanity at the heart of the matter. The focus 
is practical, and optimistic: all countries, at all stages of development, can 
take steps to move faster towards universal coverage and to maintain their 
achievements.


In preparing a path towards universal coverage, there are three points 
to remember.


1.	 Health systems are “complex adaptive systems” in which relationships 
are not predictable and components interact in unexpected ways. Par-
ticipants in the system need to learn and adapt constantly, often in the 
face of resistance to change (69). Even though we offer various routes to 
universal coverage, countries will need to expect the unexpected.


2.	 Planning a course towards universal coverage requires countries to first 
take stock of their current situation. Is there sufficient political and com-
munity commitment to achieving and maintaining universal health 
coverage? This question will mean different things in different contexts 
but will draw out the prevailing attitudes to social solidarity and self-
reliance. A degree of social solidarity is required to develop universal 
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in this report and the broader aspects of income replacement and social 
support in the event of illness (64).


Making the right choices
There is no single way to develop a financing system to achieve universal 
coverage. All countries must make choices and trade-offs, particularly in 
the way that pooled funds are used. It is a constant challenge to balance 
priorities: funds often remain scarce, yet people demand more and the 
technologies for improving health are constantly expanding. Such conflicts 
force policy-makers to make trade-offs in three core areas (Fig.  1.2): the 
proportion of the population to be covered; the range of services to be made 
available; and the proportion of the total costs to be met.


The box here labelled “current pooled funds” depicts the situation in a 
hypothetical country where about half the population is covered for about 
half the possible services, but where less than half of the cost of these services 
is met from pooled funds. To get closer to universal coverage, the country 
would need to extend coverage to more people, offer more services and/or 
pay a greater part of the cost from pooled funds.


In European countries with long-established social health protection, 
this “current pooled funds” box fills almost the entire space. But in none of 
the high-income countries that are commonly said to have achieved universal 
coverage is 100% of the population covered for 100% of the services that could 
be made available and for 100% of the cost, with no waiting lists. Each country 
fills the box in its own way, trading off services and the costs met from pooled 
funds. Waiting times for services may vary greatly from one country to another, 
some expensive services might not be provided and citizens may contribute 


a different proportion of the costs in 
the form of direct payments.


Nevertheless, everyone in 
these countries has access to a set 
of services (prevention, promotion, 
treatment and rehabilitation) and 
nearly everyone is protected from 
severe financial risks thanks to 
prepayment and pooling of funds. 
The fundamentals are the same even 
if the specifics differ, shaped by the 
expectations of the population and 
the health providers, the political 
environment and the availability 
of funds.


Countries will travel different 
paths towards universal coverage, 
depending on where and how they 
start, and make different choices 
along the three axes outlined in 
Fig.  1.2. For example, in settings 
where all but the elite are currently 
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Fig. 1.2.	 Three dimensions to consider when moving towards universal 
coverage
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health coverage, given that any effective system of financial protection 
for the whole population relies on the readiness of the rich to subsidize 
the poor, and the healthy to subsidize the sick. Recent research suggests 
that most, if not all, societies do have a concept of social solidarity when 
it comes to access to health services and health-care costs, although the 
nature and extent of these feelings varies across settings (70). Put an-
other way, every society has a notion of social justice that puts a limit on 
how much inequality is acceptable (71).


3.	 Policy-makers then need to decide what proportion of costs will come 
from pooled funds in the longer run, and how to balance the inevitable 
tradeoffs in their use – tradeoffs between the proportion of the popula-
tion, services and costs that can be covered. For those countries focused 
on maintaining their hard-won gains, continual monitoring and adapta-
tion will be crucial in the face of rapidly developing technologies and 
changing age structures and disease patterns.


The next three chapters outline practical ways to:


■■ raise more funds for health where necessary, or maintain funding in the 
face of competing needs and demands;


■■ provide or maintain an adequate level of financial risk protection so that 
people who need services are not deterred from seeking them, and are not 
subject to catastrophic expenditures or impoverishment for doing so;


■■ improve efficiency and equity in the way funds are used, effectively 
ensuring that the available funds go further towards reaching the goal of 
universal health coverage.


The final chapter outlines practical steps that all countries and 
international partners can take to raise sufficient funds, achieve optimal 
pooling and efficiently use the available resources on the path to universal 
coverage.  ■
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Using resources wisely
Health-care systems haemorrhage money. A recent study by the 
PricewaterhouseCoopers’ Health Research Institute estimated that more than half 
of the US$ 2 trillion-plus that the United States of America spends on health each year 
is wasted; a Thomson-Reuters study reported a lower but still substantial figure of 
US$ 600–850 billion per year (1, 2). The European Health care Fraud and Corruption 
Network says that of the annual global health expenditure of about US$ 5.3 trillion, a 
little less than 6%, or about US$ 300 billion, is lost to mistakes or corruption alone (3).


While some countries lose more than others, most, if not all, fail to fully exploit 
the resources available, whether through poorly executed procurement, irrational 
medicine use, misallocated and mismanaged human and technical resources or 
fragmented financing and administration. But there is nothing inevitable about 
this and there are many shades of inefficiency. Some countries obtain higher levels 
of coverage and better health outcomes for their money than others, and the gap 
between what countries achieve and what they could potentially achieve with the 
same resources is sometimes enormous (4). This is illustrated in Fig.  4.1, where 
substantial variations in the proportion of births attended by skilled health workers 
is shown, even for countries with similar total health expenditures.


￼ While raising more money for health is crucial for lower-income countries 
striving to move closer to universal coverage, it is just as important to get the most 
out of the resources available. Finding the most efficient ways to meet the multiple 
challenges health systems face is also an issue for those countries that might be 
struggling to sustain high levels of coverage in the face of constantly increasing costs 
and growing demand.


There are many opportunities for efficiency gains. This does not mean simply 
cutting costs. Efficiency, as we will discuss in the following pages, is a measure of 
the quality and/or quantity of output (i.e. health outcomes or services) for a given 
level of input (i.e. cost). So efficiency gains could help to contain costs – an important 
objective in many countries – by reducing the costs of service delivery. However, no 
one wants to contain costs by reducing health outcomes, so seeking efficiency gains 
should also be seen as a means of extending coverage for the same cost.


How countries can improve the efficiency of their health-care systems is the 
subject of this chapter.
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Key messages


■■ All countries can do something, many of them a great deal, to improve 
the efficiency of their health systems, thereby releasing resources that 
could be used to cover more people, more services and/or more of the 
costs.


■■ Some of these actions would aim to improve efficiency in a particular 
area of the health system, such as medicines. Others would address the 
incentives inherent in the health financing system; in particular, how 
services are bought and providers paid.


■■ All countries can look to improve efficiency by taking a more strategic 
approach when providing or buying health services, e.g. decide which 
services to purchase based on information on the health needs of the 
population and link payments to providers on their performance and 
to information on service costs, quality and impact.


■■ All provider payment mechanisms have strengths and weaknesses, but 
particular care should be taken with fee-for-service payments, which 
offer incentives to over-service those people who can pay or who are 
covered from pooled funds, and to underservice those who cannot pay.


■■ Reducing fragmentation in the flow and pooling of funds for health 
and in service delivery will also increase efficiency.


■■ There is no convincing evidence that private-sector health facilities 
are more, or less, efficient than government facilities. It depends on 
the setting.


■■ By setting rules and ensuring they are followed, effective governance 
is the key to improving efficiency and equity.


■■ Donors can also contribute by helping to develop domestic financing 
institutions and by reducing the fragmented way their funds are 
delivered and countries are asked to report on their use. They could 
also reduce duplication at the global level.
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Ten leading causes of inefficiency
Every country can improve efficiency and in so doing, advance the cause of 
universal health coverage. Table 4.1 identifies 10 problem areas and suggests 
ways to make health systems more efficient.


Eliminate unnecessary spending on 
medicines
Medicines account for 20–30% of global health spending, slightly more in 
low- and middle-income countries, and, therefore, constitute a major part 
of the budget of whoever is paying for health services (7). In many cases that 
burden would be lighter if governments and individuals were paying a fair 
price. But what exactly is a fair price? International reference prices are a 
useful starting point for procurement officers in their negotiations. These 
are determined by calculating the median paid for the same medicine in 
comparable countries (8). Without such cross-country price information, 
buyers can struggle to obtain a fair deal in a global pharmaceuticals market 
that is neither transparent nor efficient, and where there is an enormous range 
in the prices paid for identical products. A recent medicine pricing study 
revealed that while generic medicines in the WHO regions of the Americas, 
South-East Asia and the Eastern Mediterranean were bought by the public 
sector at close to international reference prices, in the African, European 
and Western Pacific Regions, governments paid an average 34–44% more 
than they needed to (Fig. 4.2) (9).


￼ The same study revealed that 
certain medicines are nearly always 
sold at substantial mark-ups, with 
the prices varying significantly from 
country to country. Procurement 
prices for the branded form of 
ciprofloxacin (a broad spectrum 
antibiotic), for example, vary widely 
across developing countries, with 
some paying up to 67 times the 
international reference price (9). 
Even in high-income countries, there 
is considerable pricing variability. In 
the USA, branded ciprofloxacin is 
reported to sell for between US$ 90 
and US$ 100 per course of treatment; 
it sells for half that price in the 
United Kingdom (10).


Buying branded formulations 
rather than generic ones also drives 
inefficiency. A recent study covering 
18 medicines in 17 largely middle-
income countries revealed that 
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Table 4.1.	 Ten leading sources of inefficiency


Source of inefficiency Common reasons for inefficiency Ways to address inefficiency


1. Medicines: underuse 
of generics and higher 
than necessary prices for 
medicines


Inadequate controls on supply-chain agents, 
prescribers and dispensers; lower perceived 
efficacy/safety of generic medicines; 
historical prescribing patterns and inefficient 
procurement/distribution systems; taxes and 
duties on medicines; excessive mark-ups.


Improve prescribing guidance, information, training 
and practice. Require, permit or offer incentives for 
generic substitution. Develop active purchasing 
based on assessment of costs and benefits of 
alternatives. Ensure transparency in purchasing and 
tenders. Remove taxes and duties. Control excessive 
mark-ups. Monitor and publicize medicine prices.


2. Medicines: use 
of substandard and 
counterfeit medicines


Inadequate pharmaceutical regulatory 
structures/mechanisms; weak procurement 
systems.


Strengthen enforcement of quality standards in the 
manufacture of medicines; carry out product testing; 
enhance procurement systems with pre-qualification 
of suppliers.


3. Medicines: inappropriate 
and ineffective use


Inappropriate prescriber incentives and 
unethical promotion practices; consumer 
demand/expectations; limited knowledge 
about therapeutic effects; inadequate 
regulatory frameworks.


Separate prescribing and dispensing functions; 
regulate promotional activities; improve prescribing 
guidance, information, training and practice; 
disseminate public information.


4. Health-care products 
and services: overuse or 
supply of equipment, 
investigations and 
procedures


Supplier-induced demand; fee-for-service 
payment mechanisms; fear of litigation 
(defensive medicine).


Reform incentive and payment structures (e.g. 
capitation or diagnosis-related group); develop and 
implement clinical guidelines.


5. Health workers: 
inappropriate or costly 
staff mix, unmotivated 
workers


Conformity with pre-determined human 
resource policies and procedures; resistance 
by medical profession; fixed/inflexible 
contracts; inadequate salaries; recruitment 
based on favouritism.


Undertake needs-based assessment and training; 
revise remuneration policies; introduce flexible 
contracts and/or performance-related pay; 
implement task-shifting and other ways of matching 
skills to needs.


6. Health-care services: 
inappropriate hospital 
admissions and length of 
stay


Lack of alternative care arrangements; 
insufficient incentives to discharge; limited 
knowledge of best practice.


Provide alternative care (e.g. day care); alter 
incentives to hospital providers; raise knowledge 
about efficient admission practice.


7. Health-care services: 
inappropriate hospital size 
(low use of infrastructure)


Inappropriate level of managerial resources 
for coordination and control; too many 
hospitals and inpatient beds in some 
areas, not enough in others. Often this 
reflects a lack of planning for health service 
infrastructure development.


Incorporate inputs and output estimation into 
hospital planning; match managerial capacity to size; 
reduce excess capacity to raise occupancy rate to 
80–90% (while controlling length of stay).


8. Health-care services: 
medical errors and 
suboptimal quality of care


Insufficient knowledge or application of 
clinical-care standards and protocols; lack of 
guidelines; inadequate supervision.


Improve hygiene standards in hospitals; provide 
more continuity of care; undertake more clinical 
audits; monitor hospital performance.


9. Health system leakages: 
waste, corruption and 
fraud


Unclear resource allocation guidance; lack 
of transparency; poor accountability and 
governance mechanisms; low salaries.


Improve regulation/governance, including strong 
sanction mechanisms; assess transparency/
vulnerability to corruption; undertake public 
spending tracking surveys; promote codes of 
conduct.


10. Health interventions: 
inefficient mix/
inappropriate level of 
strategies


Funding high-cost, low-effect interventions 
when low-cost, high-impact options are 
unfunded. Inappropriate balance between 
levels of care, and/or between prevention, 
promotion and treatment.


Regular evaluation and incorporation into policy of 
evidence on the costs and impact of interventions, 
technologies, medicines, and policy options.


￼


Source (6).


Fig. 4.1.	 Percentage of births attended by skilled health personnel 
by level of total health spending, low- and middle-income 
countries, latest available year (each point represents a country)
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set up a prequalification programme in 2001. It was intended to 
support United Nations procurement agencies but, over time, the list of 
prequalified medicines has become a resource for anyone bulk-buying 
medicines, including national procurement agencies (18).


Use medicines appropriately
The irrational use of medicines not only leads to suffering and death, it 
draws resources away from effective, evidence-based interventions. Despite 
the fact that many countries have adopted national medicines policies and 
essential medicines programmes that encourage appropriate use, fewer than 
half of all patients treated in low- and middle-income countries receive care 
according to clinical guidelines for common diseases in primary care (19). 
It is estimated that more than half of all medicines globally are prescribed, 
dispensed or sold inappropriately (19), and that half of all patients fail to take 
their medication as prescribed or dispensed (20). Irrational use may take many 
forms, including the use of harmful medicine mixtures (polypharmacy), the 
overuse of antibiotics and injections, failure to prescribe in accordance with 
clinical guidelines, or inappropriate self-medication (21).


Overuse and misuse of antibiotics is a particularly serious global 
problem, with two thirds of all antibiotics being sold without prescription 
through unregulated private markets. Many patients are prescribed incorrect 
or inadequate doses or fail to complete the course prescribed. Fewer than half 
of all patients with acute diarrhoea obtain treatment with cheap and extremely 
effective oral rehydration salts, while more than half are given expensive and – 
for this purpose – useless antibiotics. As an example, the overuse of antibiotics 
to treat acute respiratory tract infections in low- and middle-income countries 
is estimated to add an average 36% to the cost of care (22).


Get the most out of technologies and services
Medical technologies can be crucial to providing good health services, 
provided they are selected and used properly, based on scientific evidence 
and best practice (23). Too often procurement policy is distorted by the 
marketing pressure of equipment manufacturers. This is as true for high- as 
it is for low-income countries, perhaps more so given the greater scope for 
spending. Modern medical technology is a major contributor to rising costs 
in Organization for Economic Co-operation and Development (OECD) 
countries and the extent to which any particular country embraces it is 
not always based on need. Among OECD countries, the highest number 
of magnetic resonance imaging (MRI) and computed tomography (CT) 
scanners per capita is found in Japan, while the USA leads the world in 
diagnostic imaging referrals: 91.2 MRI examinations per 1000 of population 
(compared with an OECD average of 41.3 per 1000); and 227.8 CT scans per 
1000 (compared with an OECD average of 110) (24). A significant proportion 
of these tests are believed to be medically unnecessary.


Unnecessary purchase and use of equipment can also occur in low-income 
countries, but generally speaking, resource-poor settings have other technology 
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costs to patients could be reduced by an average of 60% by switching from 
originator brands to the lowest priced generic equivalents (11). For this 
group of countries, this represents a total saving of US$ 155 million for this 
limited basket of medicines alone.


The global gains from a more systematic use of generics might be even 
larger in some high-income countries. For example, France has implemented 
a strategy of generic substitution and it has been estimated that the wider use 
of generics saved €1.32 billion in 2008 alone, which was the equivalent then 
of US$ 1.94 billion (12, 13).


Improve quality control for medicines
Whether substandard, spurious, falsified, falsely labelled, counterfeit or 
expired, “bad” medicines are too expensive at any price, and avoiding 
them is another way to stop wasting resources. More than half the products 
circulating in South-East Asia supposedly containing the anti-malarial 
artesunate are reported to contain no active ingredient (14), while a study of 
three African countries reported that 26–44% of the samples of antimalarial 
medicines failed quality tests (15).


There is little reliable information to allow an estimate of the extent of 
the problem. However, the United States Food and Drug Administration 
estimated that counterfeit products account for more than 10% of the global 
medicines market; if we use this as a lower limit, annual global earnings 
from the sales of substandard medicines would be more than US$ 32 billion 


(16). That is US$ 32 billion of health 
spending that might generate little 
health improvement.


Countries seeking to eliminate 
bad products have several 
options, notably, adhering to good 
manufacturing practices (GMP) 
in producing pharmaceuticals and 
buying from GMP producers. GMP 
are designed to ensure that products 
are consistently produced and 
controlled according to a specific 
set of quality standards to avoid 
contamination, incorrect labelling 
and inappropriate levels of active 
ingredient (17). Many countries have 
formulated their own requirements 
for GMP based on the model 
developed by WHO, while others 
have adapted requirements already 
in place.


To aid access to medicines  
that meet unified standards of 
quality, safety and efficacy for 
HIV/AIDS, malaria, tuberculosis 
and reproductive health, WHO 


64


Fig. 4.2.	 Median price ratios of public-sector procurement prices for 
generic medicines,a by WHO region
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drives excessive turnover or attrition (36). The inevitable result of these 
compounded failings is reduced productivity and performance.


But exactly how much is lost to workforce inefficiency? Without reliable 
comprehensive data, it is hard to be precise, but there have been several 
attempts to measure health-worker productivity in specific contexts. In 
the United Republic of Tanzania, for example, unexplained absences plus 
time spent on breaks, on social contacts and on waiting for patients has 
been reported to reduce productivity levels by 26% (37). In Brazil, Sousa et 
al. found that the efficiency with which health workers achieve coverage of 
antenatal care across municipalities in Brazil ranged from less than 20% to 
more than 95% (38).


Taking admittedly limited examples as indicative of global trends and 
applying a conservative average level of reported inefficiency (15–25%) 
to the proportion of total health spending on human resources (45–65%, 
depending on world income region), it is possible to arrive at a worldwide 
workforce inefficiency cost that exceeds US$ 500 billion annually.


How to reduce that loss – how to improve the productivity and 
performance of health workers – is analysed in The world health report 
2006, which highlighted, among other things, the importance of adequate 
remuneration and better matching of skills to tasks (36). The matter of 
provider payment and payment for performance is further discussed below.


Improve hospital efficiency – size and length 
of stay
In many countries, hospital care absorbs more than half and up to two thirds 
of total government spending on health, with (often excessive) inpatient 
admissions and length of stay being significant categories of outlay. Four 
separate studies of adult inpatients in Canada’s health system, for example, 
found that 24–90% of admissions and 27–66% of inpatient days were 
inappropriate (39).


Another source of inefficiency is the inappropriate size of some facilities 
and the range of services they offer. While it might make economic sense to 
enlarge the size and scope of a hospital to fully exploit available expertise, 
infrastructure and equipment, there is a point at which efficiency starts 
to decline. Similarly, small hospitals become inefficient where the fixed 
infrastructure and administrative costs are shared across too small a caseload, 
thereby pushing up the cost of an average hospital episode. Research mainly in 
the USA and the United Kingdom indicates that inefficiencies start below about 
200 beds and above 600 (40). A good indicator of hospital efficiency is the use of 
inpatient facilities as measured by capacity rates. A WHO study of 18 low- and 
middle-income countries revealed that in district hospitals only 55% of beds 
were occupied on average, well below the recommended level of 80–90% (6).


A recent review of more than 300 studies looking at the efficiency 
and productivity of health-care delivery found that hospital efficiency, on 
average, was about 85%, meaning the hospitals could achieve 15% more than 
they do for the same cost, or the same levels of service at a 15% reduction 
in cost (41). No substantial difference was reported between hospitals in 
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challenges. It is estimated that at least 50% of medical equipment in developing 
countries is either partly usable or totally unusable (25). In subSaharan Africa, 
up to 70% of medical equipment stands idle. Studies suggest there are several 
reasons for this type of broad systemic failure, including mismanagement of 
the technology acquisition process, and a lack of user training and effective 
technical support (26). Where medical technology is available for use, it is too 
often the cause of substandard or hazardous diagnosis, or treatment that can 
pose a threat to the safety of patients. Inappropriate medical technology also 
imposes a financial burden on systems that can ill afford it.


Ironically, one of the biggest causes of inefficiency as it relates to medical 
technologies in low-income countries is donations. In some countries, 
almost 80% of health-care equipment comes from international donors or 
foreign governments, much of it remaining idle for various reasons. A recent 
study carried out in the West Bank and Gaza Strip offers an example (27). 
Large consignments of such equipment were sent to the Gaza Strip after 
hostilities ended in January 2009. While some of the donated equipment was 
useful, a significant proportion could not be integrated into the health-care 
system and sat in warehouses.


This type of problem could be avoided if development partners 
consulted with recipient countries to clarify their needs and capacities to 
service donated equipment. It is also incumbent on recipient governments 
to establish rational management systems, organizing the storage of medical 
devices by type, model and manufacturer, and checking each donated item 
for completeness, compatibility and quality.


What applies to technologies also applies to health services. A study 
comparing the services obtained by patients under the Medicare programme 
in the USA concluded that “residents in high-spending regions received 
60% more care but did not have lower mortality rates, better functional 
status or higher satisfaction” (28, 29). The differences in practice patterns 
could not be attributed to differences in medical need and about 30% of the 
costs of treatment could have been saved if the providers generating high 
spending reduced their provision of services to the levels found in safe, but 
conservative treatment regions (30). Similar variations in practice patterns 
have been found in many countries, indicating similar opportunities for 
reducing costs and improving efficiency (31–34).


While it is often difficult to establish the precise need for a medical 
intervention at the individual level, policy-makers can monitor variations 
in practice patterns within a country, focusing on providers or institutions 
that provide a large number of services compared with others, or those that 
provide comparatively few. Reducing this variation can both save resources 
and improve health outcomes.


Motivate people
Health workers are at the core of a health system and typically account for 
about half of all health spending in a country (35). While a shortage of health 
workers is often a major obstacle to strengthening health systems, ineffective 
recruiting, inappropriate training, poor supervision and maldistribution 
within countries also undermine efficiency, while inadequate compensation 
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health coverage to people aged 65-plus, has ceased to reimburse hospitals for 
so-called never-events, those medical errors it deems “reasonably preventable.” 
These include major mistakes, such as operating on the wrong body part, but 
also complications such as severe bedsores, and certain injuries caused by 
patient falls. By refusing to pay for mistakes, Medicare hopes to reduce the 
estimated 98 000 deaths that occur each a year due to medical errors (53).


Eliminate waste and corruption
An estimated 10–25% of public spending on health linked to procurement – 
buying the necessary inputs such as medicines, equipment and infrastructure 
– is lost each year to corrupt practices (54). In developed countries alone, 
fraud and other forms of abuse in health care have been estimated to cost 
individual governments as much as US$ 12–23 billion per year (55). Because 
the production and distribution of medicines is a complex multiphase 
process, there are particular opportunities for many abuses in this area, 
although the problem extends to all areas of procurement.


Experience has shown that to significantly curb corruption in buying 
and distributing medicines, two complementary strategies need to be applied: 
first, a discipline approach that tends to be top-down and based on legislative 
reforms, establishing the laws, administrative structures and processes 
needed to ensure transparent medicine regulation and procurement; and 
second, a more bottom-up values approach that promotes institutional 
integrity through moral values and principles, and tries to motivate ethical 
conduct by public servants.


Since 2004, 26 countries have introduced good governance for medicines 
programmes based on these principles, resulting in a reduction in spending on 
medicines (56). The Medicines Transparency Alliance is another initiative that 
focuses on affordability and availability of good-quality medicines through 
country-level actions that promote efficiencies in the drug-purchasing chain, 
notably through transparency and accountability (57).


These principles, however, are not limited to buying and distributing 
medicines, and can be applied to all activities in health. They are underpinned 
by the core principles of good government, which include accountability, 
transparency and respect for the rule of law (58). Core regulatory functions 
that can effectively combat budgetary and other leakages range from 
registering, accrediting and licensing health providers, facilities and products 
(to improve quality), to internal oversight and audit functions. Improved 
governance also requires intelligence and better use of information, so that 
breaches of practice can be identified and changes monitored.


Critically assess which services are needed
The cost of gaining one healthy year of life has been estimated to range from 
less than US$ 10 to more than US$ 100 000, depending on the intervention 
(59, 60). Put another way, if you choose an intervention costing US$ 10 per 
healthy year of life saved, you can save 100 000 years for US$ 1million. If you 
choose the US$ 100 000 intervention, you save only 10 healthy years.
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the USA, Europe and other parts of the world, although interestingly, public 
hospitals proved more efficient than both private for-profit and private not-
for-profit hospitals (Box 4.1). Applying a median inefficiency rate of 15% to the 
proportion of total health spending consumed by hospitals in each world income 
region, almost US$ 300 billion is lost annually to hospital-related inefficiency.


Get care right the first time
Medical error costs money as well as causing suffering. Because of the lack 
of reliable epidemiological data, the prevalence and magnitude of medical 
error globally is unknown, but estimates suggest that as many as one in 10 
patients in developed countries is harmed while receiving hospital care; in 
developing countries the number may be significantly higher (49). At any 
given time, 1.4 million people worldwide suffer from infections acquired in 
hospitals (50). What this costs health authorities is unknown, but a study in 
1999 suggested that preventable medical errors might be killing as many as 
98 000 people a year in the USA, at a cost of US$ 17–29 billion (51).


One simple measure to reduce medical error is to encourage hand 
hygiene. Another is to promote safe injection practices. A third is to ensure 
accurate diagnostics.


A simple life-saving procedure is the use of checklists, such as the one 
advocated in WHO’s Safe Surgery Saves Lives initiative. Striking results 


have already been achieved with 
checklists, notably in Michigan, 
USA, where a state-wide initiative 
sought to reduce catheter-
associated bloodstream infections 
by instituting a short checklist. 
Among other things, the checklist 
empowered nurses to ensure that 
doctors were following procedure 
(52). Bloodstream infections across 
the participating intensive care 
units dropped to 1.4 per 1000 days 
of catheter use, less than 20% of 
the rate before implementation, 
saving an estimated 1800 lives over 
four years. Checklist initiatives can 
now be found in several countries, 
including China, Jordan, Thailand, 
and the United Kingdom.


A more punitive (and potentially 
controversial) approach to reducing 
medical errors is to withhold 
payment for mistakes. This approach 
is being tested in the USA, where, 
since October 2008, Medicare, the 
government-administered social 
insurance programme providing 
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Box 4.1.	 The relative efficiency of public and private service delivery


The relative roles of the public and private (for-profit or not-for-profit) sectors in health-
care provision have evolved over time and have continued to engender strong debate 
on ideological grounds. Ultimately, empirical evidence should assist in determining 
what type of institution most efficiently provides specific services.


Most available studies have focused on the efficiency of hospitals, responsible for about 
45–69% of government health spending in subSaharan Africa (42). Hollingsworth (41) 
recently conducted a meta-analysis of 317 published works on efficiency measures and 
concluded that, if anything, “public provision may be potentially more efficient than 
private.” However, country studies suggest that the impact of ownership on efficiency is 
mixed. Lee et al. (43) determined that non-profit hospitals in the USA were more efficient 
than for-profit hospitals. On the other hand, Swiss hospital efficiency levels did not vary 
according to ownership (44, 45). In Germany, some studies found private hospitals less 
technically efficient than publicly owned hospitals, others concluded the inverse, while 
yet others found no difference at all (46, 47).


There is a dearth of studies measuring the relative efficiencies of public and private health 
facilities in low- and middle-income countries. Masiye (48) is perhaps the only study 
that has reported on the significantly positive effect of private ownership on efficiency 
in Zambian hospitals (mean efficiency for private hospitals was 73% compared with 
63% for public hospitals).


This emphasizes that it is unsafe to generalize about which ownership model is best 
across countries. At the same time, the evidence shows that average levels of efficiency 
are substantially lower than they could be in all types of hospitals. Hospitals can become 
more efficient, regardless of ownership, by reducing waste and producing cost-effective 
interventions. To ensure this happens requires strong government stewardship to set 
and enforce the rules of operation.
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associated with each component, it is possible to understand what might 
be gained through greater efficiency (Table  4.3). The 10 common causes 
of inefficiency are grouped in this table into five broad categories: human 
resources for health; medicines; hospitals; leakages due to corruption and 
waste; and intervention mix.


￼ It is apparent from the table that low-income countries could save 
annually 12–24% of their total health spending by improving hospital or 
workforce efficiency, thereby freeing resources to potentially extend financial 
risk protection to more people or expand the services available. What exactly 
would happen if countries worked on all these sources of inefficiency at the 
same time is unclear, but gains would certainly not be totally additive, since 
an improvement in efficiency of health workers, for example, would also 
automatically be felt as an improvement in hospital efficiency. A conservative 
estimate suggests 20–40% of total spending is consumed in ways that do 
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There is no general rule on which interventions will be most cost effective 
in a country, with price levels, disease patterns and coverage levels all to be 
considered. It is not even true that prevention is always more cost effective 
than treatment. Some forms of prevention are cost effective and underused, 
some are not. Ideally, each country needs to assess cost–effectiveness and 
efficiency in its own setting, although the WHO-CHOICE (CHOosing 
Interventions that are Cost Effective) work programme and two rounds of 
the Disease Control Priorities Project have provided guidance on the cost–
effectiveness of a wide range of interventions in different settings (61).


What is clear, however, is that for a variety of reasons, high-cost, low-
impact interventions tend to be overused while low-cost, high-impact 
interventions are underexploited (59, 60). Switching resources from the 
former to the latter is, therefore, an obvious way to achieve greater efficiencies. 
Our review of the few studies that compare the status quo with a potentially 
more appropriate mix of interventions for particular disease complexes or 
conditions (Table 4.2) suggests that the same health gains could have been 
obtained with between 16% and 99% of current spending depending on 
the condition. These savings could then make important contributions to 
improving health in other ways.


￼ Even allowing for the transaction costs of making the necessary 
reallocations, the evidence of Table 4.2 suggests that efficiency gains of about 
20% would be feasible in countries that prioritize cost-effective interventions. 
The cost-effective interventions differ, obviously, by country, but in low-
income settings, many of the most cost-effective interventions – preventive 
care and treatment for maternal and neonatal health, or basic childhood 
vaccinations – are not yet fully implemented, at great cost in human life.


Cost–effectiveness is not the only consideration when deciding on 
an optimal mix of interventions. In cases where fairness, equity or basic 
decency are at issue, the social value of a particular health intervention may 
differ from the value of the health benefits it produces. Consider end-of-life 
care. It is expensive: in the USA, for example, care during the last year of a 
patient’s life accounts for almost one third of annual Medicare spending, 
despite these patients accounting for only 5% of enrolments (68). Social 
values rather than cost–effectiveness considerations determine that societies 
will continue to provide end-of-life care. A less extreme example, but one 
often confronting policy-makers in low- and middle-income settings, is the 
diminishing cost–effectiveness of extending coverage of interventions to 
remote rural areas. As stated in Chapter 1, the commitment to universal 
coverage depends to a significant degree on social solidarity, a readiness to 
make choices that balance efficiency and equity.


While considerations of equity are paramount, it is crucial that 
governments continue to focus on cost–effectiveness so that they can engage 
in more active purchasing of services to ensure that the system obtains the 
best value for money. This is further discussed later in the chapter.


The potential benefits of improving efficiency
By taking the average levels of inefficiency identified in the earlier sections 
and multiplying them by the average proportions of total health spending 
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Table 4.2.	 Potential gains from critically assessing interventions


Study Currencya Cost of obtaining one year of healthy life *


Current mix Optimal mix Improvement (%)


Malaria drug treatment in Zambia (62) 10.65 8.57 20


(cost per case cured) US$


Disease and injury prevention in Thailand (63)


Cardiovascular disease prevention BHT 300 000 2 185 99


Road traffic injury prevention (alcohol) 6 190 3 375 45


Road traffic injury prevention (helmets) 1 000 788 21


Alcohol and tobacco control in Estonia (64)


Alcohol EEK 2 621 893 66


Tobacco 292 247 15


Neuropsychiatric interventions in Nigeria (65) 37 835 26 337 30


Schizophrenia NGN 210 544 67 113 68


Depression 104 586 62 095 41


Epilepsy 13 339 10 507 21


Alcohol abuse 20 134 10 677 47


Mental health-care package in Australia (66) 30 072 17 536 42


Schizophrenia AU$ 196 070 107 482 45


Affective disorder (any) 20 463 10 737 48


Anxiety disorder (any) 15 184 9 130 40


Alcohol disorder 97 932 53 412 45


Cervical cancer care and prevention (67)b


High-income subregion (EurA) I$ 4 453 3 313 26


Middle-income subregion (WprB) 3 071 1 984 35


Low-income subregion (SearD) 421 355 16
￼


a	US$, United States dollar; BHT, Thai bhat; EEK, Estonia kroon; NGN, Nigerian naira; AUD, Australian dollar; I$, international dollar.
b	WHO subregions (mortality strata): EurA is the countries of the European Region with very low adult and child mortality; WprB is the countries of 


the Western Pacific with low adult and child mortality; SearD is the countries in South-East Asia with high adult and child mortality. WHO regions 
are subdivided based on child and adult mortality strata: A, very low child and very low adult mortality; B, low child and low adult mortality; C, 
low child and high adult mortality; D, high child and high adult mortality; E, high child and very high adult mortality (http://www.who.int/choice/
demography/regions). The classification has no official status and is for analytical purposes only.



http://www.who.int/choice/demography/regions

http://www.who.int/choice/demography/regions
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disincentives – inherent in different financing systems that can promote or 
compromise efficiency.


One of the key considerations is the way health service providers are paid. 
Payment mechanisms for hospitals and health facilities, and the doctors, 
nurses, physiotherapists, etc. who run them, vary substantially between 
systems, and many provide incentives for inefficiency. The most rudimentary 
payment system, as already discussed, is the health-care provider being paid 
by the patient at the time of need. The many disadvantages of this system – 
notably the financial barrier to access it places in the way of the poor and the 
associated levels of financial hardship it imposes on people who are forced 
to use services – have already been discussed at length. However, this fee-
for-service payment also encourages over-servicing for the people who can 
afford to pay. This is another form of inefficiency.


Fee for service is a common form of payment even where funds are pooled, 
most commonly in insurance schemes. It is common and it is costly. Because 
the insurer is paying, neither the doctor nor the patient has an incentive to 
restrict costs and over-servicing is the inevitable result. This over-servicing 
often takes the form of the overuse of prescription medicines but is not 
limited to that. A recent study into the factors responsible for the increasing 
incidence of Caesarean-section deliveries provides another example. There 
are many determinants but both the increased demand from patients, and 
the increased supply by the doctors who are paid per intervention, play a 
role (70). Despite Caesarean-section 
delivery being linked to increased 
maternal mortality, maternal and 
infant morbidity and increased 
complications for subsequent 
deliveries (71–73), such deliveries 
increasingly take place even when 
natural birth presents no particular 
risk (74). In 69 of the 137 countries 
for which information is available, 
Caesarean-section rates are rising, 
costing these countries an estimated 
US$ 2 billion per year in unnecessary 
procedures (Box 4.3).


￼ The degree to which Caesarean 
-section delivery is being promoted 
to patients by people who have a 
financial interest in performing 
them is unclear, but according to 
the same supply-and-demand study, 
where health services are provided 
by government, Caesarean-section 
rates plummet. Specifically, a 
doubling in the share of health 
spending derived from government 
sources was found to correspond 
to a 29.8% (9.6–50%) decrease in 
Caesarean-section rates (70).
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little to improve people’s health. The potential health gains from reinvesting 
these resources in better ways to improve population health are enormous.


The first step is for countries to assess the nature and causes of local 
inefficiencies, drawing on the above analysis. It is then necessary to assess 
the costs and likely impact of the possible solutions. It is possible to improve 
efficiency, as Lebanon has recently shown (Box 4.2). While it might not be 
possible for all countries to match that country’s results, substantial gains 
can be made almost everywhere.


Incentives, health financing and efficiency
Preceding sections suggested specific actions to improve efficiency in the 
10 areas identified. In this section, the focus is on the incentives – and 
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Box 4.2.	 Lebanon’s reforms: improving health system efficiency, 
increasing coverage and lowering out-of-pocket spending


In 1998 Lebanon spent 12.4% of its GDP on health, more than any other country in the 
Eastern Mediterranean Region. Out-of-pocket payments, at 60% of total health spending, 
were also among the highest in the region, constituting a significant obstacle to low-
income people. Since then, a series of reforms has been implemented by the Ministry 
of Health to improve equity and efficiency.


The key components of this reform have been: a revamping of the public-sector 
primary-care network; improving quality in public hospitals; and improving the 
rational use of medical technologies and medicines. The latter has included increasing 
the use of quality-assured generic medicines. The Ministry of Health has also sought 
to strengthen its leadership and governance functions through a national regulatory 
authority for health and biomedical technology, an accreditation system for all 
hospitals, and contracting with private hospitals for specific inpatient services at 
specified prices. It now has a database that it uses to monitor service provision in 
public and private health facilities.


Improved quality of services in the public sector, at both the primary and tertiary levels, 
has resulted in increased utilization, particularly among the poor. Being a more significant 
provider of services, the Ministry of Health is now better able to negotiate rates for the 
services it buys from private hospitals and can use the database to track the unit costs 
of various hospital services.


Utilization of preventive, promotive and curative services, particularly among the poor, 
has improved since 1998, as have health outcomes. Reduced spending on medicines, 
combined with other efficiency gains, means that health spending as a share of GDP has 
fallen from 12.4% to 8.4%. Out-of-pocket spending as a share of total health spending 
fell from 60% to 44%, increasing the levels of financial risk protection.


Table 4.3.	 Potential efficiency savings by cost and country-income category


Income category Potential range of efficien-
cy savings (percentage of 
total health spending) a


Potential efficiency savings per 
capita (US$)b


Potential range of efficiency savings 
across total population (US$ billion)


Mean Range Mean Range


Human resources 563 110–851


High-income 8–16 492 78–629 499 79–639


Mid-income 7–14 14 7–48 61 29–206


Low-income 8–15 2 1–5 3 1–6


Medicine 115 24–193


High-income 2–3 93 14–122 95 14–124


Mid-income 2–5 5 2–16 19 9–67


Low-income 3–5 1 0–2 1 0–2


Hospitals 287 54–503


High-income 3–8 233 30–325 236 31–330


Mid-income 5–11 11 5–39 49 23–168


Low-income 4–9 1 1–3 2 1–4


Leakages 271 51–468


High-income 3–8 221 28–310 224 29–315


Mid-income 5–10 10 5–35 44 22–150


Low-income 5–10 2 1–3 2 1–4


Intervention mix 705 141–1094


High-income 10–20 602 95–774 611 96–786


Mid-income 10–20 21 10–70 89 43–299


Low-income 10–20 3 2–7 4 2–8


Total 1409 282–2188


High-income 20–40 1204 189–1548 1223 192–1573


Mid-income 20–40 42 20–140 178 86–599


Low-income 20–40 7 3–13 8 4–17
￼


a	Derived by multiplying a range of potential efficiency savings (human resources 15–25%; medicine 10–15%; hospitals 10–25%) by share of total 
health spending in the different country income groups; potential efficiency savings for leakages and intervention mix estimated directly as a 
percentage of health expenditure per capita (6, 69).


b	Derived by multiplying potential efficiency savings by average health expenditure per capita [interquartile range]: 4013 [947–3871] (high-
income); 139 [101–351] (middle-income); 22 [15–33] (low-income) (6, 69).
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the USA, the average length of hospital stays is reported to have fallen under 
DRG regimes compared with other remuneration methods (83). However, 
both capitation and DRG-based remuneration require the ability to measure 
costs accurately before they are implemented and to monitor their impact 
over time.


The alternative to remunerating health-care workers per service or by 
capitation is to pay fixed salaries. The challenge here is to offer incentives to 
people who otherwise have no financial stake in doing better. The United 
Kingdom’s National Health Service introduced a bonus incentive scheme 
for general practitioners in 2004 designed to encourage them to improve 
care, especially in monitoring certain conditions (heart failure, asthma, 
diabetes). The bonus can amount to several thousand pounds a year and 
form a substantial part of a practitioner’s income (84).


Several countries have begun to develop mixed-payment systems at 
both the hospital and individual service provider levels on the assumption 
that a judicious mix of payment methods can achieve greater efficiency and 
quality than a single-payment model (85). The German system, for example, 
combines budgets with DRG payment at hospital level with incentives to 
control costs. In Finland, doctors are paid through a mix of salary, capitation 
and fee for service.


Paying for performance
Paying for good performance is conceptually the opposite of Medicare’s 
so-called never-events approach, rewarding doctors and nurses for getting it 
right rather than refusing to pay when they get it wrong. Many performance-
incentive schemes have been implemented over the past few decades under 
a variety of labels – pay for performance, performance-based contracting, 
performance-based financing and results-based financing – but all boil 
down to rewarding the delivery of specific services to encourage higher 
coverage, better quality or improved health outcomes (86).


Some have had positive outcomes in several high-income countries 
in addition to the United Kingdom experience outlined previously in 
this chapter. In the USA there are more than 200 pay-for-performance 
programmes, France has a national programme, and Spain and Italy have 
local-level or small-scale pilot projects (84). Evaluations suggest that the 
performance-incentive schemes have improved physician and/or hospital 
performance against a set of measures that vary by setting but include 
quality indicators, such as adherence to best practices in care, controlling 
blood pressure levels in patients and reducing diabetes complication rates 
(87, 88). There is evidence, however, that these incentives sometimes have not 
resulted in improved provider performance (89). Even where they appear to 
have some impact, their cost–effectiveness has rarely been considered. Are 
the improved levels of performance worth the additional payments to secure 
them? Are there more cost-effective ways to achieve the same outcomes? 
These questions have not been addressed (90).


In recent years, this type of payment mechanism has been introduced 
in various forms in developing countries, often as a pilot project with 
donor funding, and often for child and maternal care interventions (91). 
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Most systems which pay user fees from insurance funds have introduced 
controls on service providers to counter over-servicing. Many countries have 
also introduced co-payments or other forms of cost-sharing to encourage 
patients to consider whether they need to use a health service. But these 
measures can be costly to implement, require considerable capacity to 
monitor and fail to address the major cause of the problem – the incentives 
to over-service in a system based on remuneration per service provided.


One strategy to restrict over-servicing is to limit, through capitation, 
the amount paid to service providers. Capitation is commonly used at the 
primary-care level, whereby health-care providers are paid a predetermined 
fee to cover all the health needs of each person registered with them. Making 
the primary-care physician or facility, in effect, the fundholder, responsible 
for paying for any care they administer to their patients or for the care of 
those patients they refer to higher levels of the system, encourages a focus on 
prevention. Preventing more severe illness reduces referrals and stops them 
losing part of their funds. This might, however, also encourage physicians 
to delay referrals.


Capitation is sometimes used to pay primary-care providers or facilities 
for their services, independent of how secondary and tertiary care is 
financed. In this case, primary-care providers may well have an incentive to 
refer upwards early, or when patients do not really need higher-level care, as 
a way of protecting their budgets.


In hospitals, the equivalent of fee-for-service payments is payment 
according to length of stay. As with fee-for-service payments for clinical 
services, payment according to length of stay consistently leads to longer 
periods of inpatient care and, hence, higher costs than are medically 
necessary (76, 77).


A more efficient mechanism uses case-based payment of some sort, 
such as diagnostic-related groups (DRGs), where different pathologies are 
bundled into homogenous cost groups that are then ascribed an average 
treatment cost. A fixed reimbursement goes to the hospital regardless of 
how intensively it decides to treat patients or how long they stay there. The 
downside is that hospitals can discharge patients early so they can readmit 


them to gain an additional payment 
for a new DRG episode. Many 
countries and insurance funds – 
and not just those in high-income 
settings – have introduced some 
form of case-based payment in 
their hospital financing systems 
to control costs and encourage 
efficiency. Such countries include 
Kazakhstan, Kyrgyzstan, Thailand 
and Turkey (78–81).


In Sweden, a comparison of 
local government areas (counties) 
that used DRG-based remuneration 
with those that did not suggested 
cost savings of about 10% (82). In 
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Box 4.3.	 Global variation in recourse to Caesarean section


The number of Caesarean sections varies enormously between countries, with richer ones 
and those in transition having excessive recourse to the procedure, and economically 
deprived countries, mainly in Africa, failing to meet demand. Data for Caesarean 
sections performed in 137 countries in 2007 show that in 54 countries, Caesarean births 
represented less than 10% of all births; in 69 countries, the percentage was more than 
15%. Only 14 countries reported rates in the recommended 10–15% range.


A country-specific analysis based on WHO-CHOICE (CHOosing Interventions that are 
Cost Effective) methods reveals that the cost of global excess Caesarean sections is over 
US$ 2 billion annually. Unnecessary global Caesarean sections in 2008 outnumbered 
necessary ones. Because of the overwhelming concentration of excess Caesarean 
sections in countries with high income levels (and therefore high price levels), the cost 
of the global excess Caesarean sections in 2008 could have potentially financed needed 
procedures in poorer countries nearly 6 times over.


Source: (75).
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collect, monitor and interpret the necessary information, and encourage 
and enforce standards of quality and efficiency. Passive purchasing leads 
to inefficiency. Even if countries feel they do not yet have the technical 
and informational capacities to move rapidly towards active purchasing, 
they can develop a framework for doing so over time. There may well be 
a role for payment based on performance under active purchasing, but it 
is likely to work better if it is part of an overall approach that includes all 
the other elements.


The instruments used for strategic purchasing might need to be 
changed and modified over time. As already indicated, most advanced 
health financing systems exploit several methods of provider payment to try 
to achieve the right mix of incentives. Many countries have moved back and 
forth between them, sometimes for technical and sometimes for political 
reasons. This is the reality of health-care systems: policy-makers must juggle 
various options while engaging in broader – and often politicized – debates 
about the merits of various methods for paying providers and purchasing 
services to meet population needs.


Fragmentation
Each country needs to find pragmatic solutions for paying providers and 
purchasing services that reflect local conditions. Whatever choices are 
made, some degree of pre-payment and pooling will form the basis of health-
care systems that best serve the needs of their populations. The bigger the 
risk pools, the better. Large pools offer several advantages, notably a greater 
capacity to meet the costs of occasional, costly diseases. The most efficient 
health systems avoid fragmentation in pooling but also in channelling funds 
and distributing resources. As discussed in previous chapters, fragmentation 
limits the scope for the cross-subsidies that are necessary in a pooling system, 
between rich and poor, and the healthy and sick. In the USA, fragmented 
pooling is perceived to be one of the reasons for the failure to reach universal 
coverage despite high levels of health spending (103).


Fragmentation can also be inefficient. Systems with multiple funding 
channels and pools, each with its own administrative costs, duplicate effort, 
are expensive to run and require coordination. Similarly, fragmentation in 
other parts of the system – running hospitals, distributing medicines and 
equipment, supporting laboratory systems – results in unnecessary waste 
and duplication.


Public health programmes, such as those for tuberculosis (TB) and 
HIV control, are often hampered by fragmented financial flows and service 
delivery (104). Where budget allocations flow from the government (often 
supplemented with international funds) to the programme, the programme 
then takes responsibility for pooling the funds and allocating them to 
service providers. In many cases, programmes have their own specific 
service-delivery arrangements, such as a TB hospital. In Kyrgyzstan, for 
example, the desired strategy was to have about 50% of TB patients managed 
by primary-care facilities, but only 3–4% of total spending on TB occurred 
at this level because of the way most domestic and external funds for TB 
were pooled separately from those in the main provider payment system and 
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Such countries include Burundi, Cambodia, Cameroon, the Democratic 
Republic of Congo, Egypt, Haiti, India, Nicaragua and Rwanda. Improved 
performance has been reported in several areas of care, including the 
number of antenatal visits, the proportion of women delivering in a health 
facility and child immunization coverage (92, 93).


However, the promising results need to be regarded with caution given 
the limited evidence and less than robust evaluation studies, though a recent 
cross-country review suggested that they can be a useful tool to improve 
efficiency if implemented correctly (94). This requires a clear statement of 
the rules of the game and what is expected from each participant. It might 
also involve strengthening the information system and monitoring function 
to counter perverse incentives, where providers try to exploit the system 
by focusing on higher-reward procedures and patients to boost income, 
or neglect procedures and patients that offer lower rewards. This type of 
behaviour has been reported in both high- and low-income settings (95–97).


There are two further concerns about performance-incentive schemes. 
First, if payment for performance is introduced for different programmes 
separately and independently, the result may well be competitive performance 
incentives – each programme vying to get the providers to do their work 
rather than that of other programmes. Where donors are involved, recipient 
countries need to be making the decisions, determining how performance 
incentives fit in with their overall health financing and service delivery 
strategies, and how, where and for what, incentives should be paid.


Second, the focus on financial rewards can affect provider behaviour 
in more subtle ways by making individual health workers, for example, feel 
that their competence is being questioned or that their intrinsic desire to 
do a good job is unappreciated or being rejected (98). Such a focus can also 
encourage health workers to expect bonuses for every act performed (99).


Strategic purchasing
Paying for performance is only one of the considerations when allocating 
funds to ensure that good quality services are available to those who need 
them and that the system functions efficiently. Traditionally, providers have 
been reimbursed for the services they provide and/or governments allocate 
budgets to various levels of government, departments and programmes 
based largely on the funding they received the previous year. This has been 
termed passive purchasing (100, 101). More active purchasing can improve 
quality and efficiency by examining: population health needs and how they 
vary across the country; the interventions and services that best meet these 
needs and community expectations given the available resources, and the 
optimum mix of promotion, prevention, treatment and rehabilitation; how 
these interventions and services should be purchased or provided, including 
contractual mechanisms and provider payment systems such as those 
discussed earlier in this chapter; and from whom should they be purchased, 
taking into account the availability of providers and their levels of quality 
and efficiency (102).


It is not a simple choice between passive and active purchasing. 
Countries will decide where they can operate based on their ability to 
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recent Demographic and Health Surveys in mostly low-income countries 
with high maternal and child mortality – were described in Chapter 1. But 
inequalities exist even in the richest countries, as highlighted by the recent 
Commission on Social Determinants of Health (113). A recent study in 
Australia suggested that patients with cardiovascular disease were much 
less likely to receive interventions if they were in a lower socioeconomic 
group. At the extreme, low socioeconomic status patients were 52% less 
likely than their more affluent counterparts to undergo angiography (114). 
Similar examples of inequalities in health outcomes or access to services can 
be found from a wide range of countries, across all income levels (115, 116).


Migrants are one of the few remaining groups not covered by health 
insurance in Costa Rica, where in many other respects, great strides have 
been made towards universal coverage (117). Indigenous populations also 
deserve special attention, living shorter lives, in worse health, than their 
non-indigenous compatriots in almost every country. A recent study reports 
that in seven Central and South American countries, for example, the 
proportion of indigenous women receiving antenatal care or giving birth 
at health facilities was much lower than for non-indigenous women; this 
inequality in coverage is one of the causes of the disparity in maternal health 
outcomes between the indigenous and non-indigenous populations (118). 
African-American women in the same countries also gave birth at health 
facilities less frequently and had poorer maternal health outcomes than other 
women (118). Different types of inequalities in access to health services exist 
between indigenous and non-indigenous people in high-income countries 
such as Australia, Canada, New Zealand and the USA, linked frequently 
to distance and transport costs. Whatever the reasons, health outcomes 
remain persistently lower for indigenous people (119).


Ensuring that a high proportion of the available funds for health 
are prepaid and pooled increases financial risk protection and access to 
services for all people in the population. Government subsidies derived 
from general revenues for people who cannot pay further increases financial 
risk protection and access to services. Cash transfers, vouchers and other 
mechanisms for reducing the financial barriers associated with transport and 
accommodation costs and lost work time, increase coverage further still. But 
redressing inequalities requires more than good health financing systems. 
A broader set of initiatives outside health, linked largely to socioeconomic 
determinants, is necessary. That said, no health system can ensure equitable 
coverage without the health financing mechanisms of the kind described in 
this report.


Conclusion
We estimate that 20–40% of all health spending is wasted through 
inefficiency. It is an indicative estimate, based on relatively limited data, 
but does highlight that there are substantial gains to be made by reducing 
inefficiency. Every country could do something, sometimes a great deal, 
to improve efficiency. The international community could also do more 
to improve the efficiency of the global health architecture and to support 
recipient countries’ attempts to become more efficient. 
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flowed predominantly to TB hospitals (105). These procedures have recently 
been modified and starting in 2011 some of these funds will be added to the 
more general pool of funds for health that can support primary-level care 
for TB patients.


Analysis of financial flows to HIV and drug-abuse programmes in 
Estonia also revealed unnecessary duplication. Injecting drug users were a 
target group for each programme, which contracted separately with NGOs 
skilled at outreach (106). In response, the government introduced a more 
efficient single contracting process, combining resources and packaging the 
interventions of both programmes (107).


Fragmentation is common but not restricted to the health system. A 
recent World Bank report suggested that there would be both efficiency and 
equity gains from better integrating social assistance and social insurance 
(including health insurance) systems in Latin American countries (108).


Nor is fragmentation a concern solely for national governments. There 
is increasing recognition in the development community that fragmented 
international aid delivery leads to high administrative costs for donors and 
recipients, unnecessary duplication and variations in policy guidance and 
quality standards at country level (109). An illustration of such duplication 
and waste is the high number of capacity-building seminars held each year. 
Often, the same people from a recipient country attend several training 
workshops in the course of a year, each covering similar topics, each funded 
by a different donor (110).


It is imperative, therefore, in the spirit of the Paris Declaration on Aid 
Effectiveness, that major donors not only commit, but act to align their 
efforts to promote national ownership of health plans and strategies. They 
can do this by reducing fragmentation in the way funds are channelled to 
recipient countries and by reducing duplication in the systems of training, 
service provision, monitoring and reporting they require. There is much to 
do: the number of international partnerships and global initiatives in health, 
each pooling and channelling funds to countries, has increased substantially 
since 2000 (111).


Redressing inequality
Improving efficiency will achieve better, more cost-effective health 
outcomes, but it will not be sufficient on its own. For health is more than the 
aggregate level of population health, neatly expressed by an indicator such as 
life expectancy. Health systems have multiple, sometimes competing goals: 
improving the overall level of health; reducing health inequalities; improving 
the responsiveness of the system to people’s needs and expectations; and 
ensuring financial fairness in the way funds for health are collected (112). 
Ideally, efficiency would be measured by the system’s ability to move forward 
on all these goals simultaneously.


At a minimum, progress in the overall level of population health and 
intervention coverage needs to be assessed against inequalities both within this 
aggregate level of coverage and in health outcomes. The substantial coverage 
inequalities in access to skilled health workers during child delivery and to 
diphtheria–tetanus–pertussis immunization within countries – taken from 
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This chapter discusses some of the most direct and practical ways 
to reduce waste. Policy-makers should draw on them according to their 
own needs, recognizing that there may be other opportunities in their 
own settings. Perhaps counter-intuitively, reducing inefficiency does not 
necessarily require reducing expenditure; inefficiency can result from 
insufficient, rather than too much, spending. For example, low salaries can 
result in health workers supplementing income with second jobs during 
the hours of their primary employment. Solutions need to be tailored to 
each country’s needs, but eliminating just some of this waste would enable 
poor countries to move more rapidly towards universal coverage, while 
richer countries would be able to improve the availability and quality of the 
services they offer. ■
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Learning from experience
No country starts from scratch in the way it finances health services. All have some 
form of system in place and must build on it according to their values, constraints 
and opportunities. This process can and should be informed by international as well 
as national experience. From the review of the best available evidence described 
in earlier chapters, it is now time to draw the main conclusions, suggesting ways 
countries can take action for universal coverage.


1. Pay for health in ways that do not deter access to services
The most important conclusion is that globally, there is too much reliance on 
direct payments as a source of domestic revenue for health. The obligation to pay 
directly for services at the moment of need – whether that payment is made on a 
formal or informal basis – prevents millions of people receiving health care when 
they need it; for those who do seek treatment, it can result in financial hardship, 
even impoverishment. Many countries could do more to protect these people 
by ensuring the bulk of domestic funding for health is derived from a form of 
prepayment that is then pooled to spread financial risks across the population. 
Prepayment and pooling not only remove the financial barriers to access, but 
reduce the incidence of catastrophic health spending, two key objectives in the 
drive towards universal coverage.


There is strong evidence that raising funds through compulsory prepayment 
provides the most efficient and equitable path towards universal coverage. In the 
countries that have come closest to achieving universal health coverage, prepayment 
is the norm, organized though general taxation and/or compulsory contributions to 
health insurance. Neither mechanism is inherently superior, nor is there always a 
clear distinction between the two. Compulsory employer and employee contributions 
for health insurance are effectively a tax specified for health funding. That said, 
countries that rely heavily on employer and/or employee contributions from payroll 
taxes for prepaid revenue will need to consider diversifying their sources of funding 
as populations age – a smaller proportion of the total population will be in wage 
employment and contributing to the prepaid funds through payroll taxes. Many are 
already doing this.


Almost every country has the capacity to raise additional funding for health, 
either by giving health a higher priority in government spending or by raising additional 
revenues from underexploited levies, as discussed in Chapter  2. Taxes on harmful 
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of prepayment, and certainly some financial-risk protection is better than 
none, but in the long run, participation will need to be compulsory if 100% 
of the population is to be covered.


Small pools are not financially viable in the long run. Small pools are 
vulnerable. One high-cost illness or procedure can exhaust their reserves. 
Community insurance and micro-insurance have their place where it 
is difficult to raise and pool funds for health in other ways, and can be a 
useful way to encourage a sense of solidarity while promoting the benefits 
of prepayment. They can also offer a degree of financial-risk protection 
to participants, but ultimately, bigger is better, and pool consolidation 
needs to be part of the strategy from the outset. This applies also to small 
government-managed pools, such as a district health budget. In some cases, 
adequate coverage in poorer districts can be achieved only when there is 
direct subsidy from central funding pools or districts can share costs.


Multiple pools serving different population groups are inefficient 
because they duplicate effort and increase the cost of administration and 
information systems. When a health ministry and a department of social 
security each run health services for different population groups, for 
instance, the consequences of duplication and inefficiency are magnified.


Multiple pools also make it more difficult to attain equity and risk 
protection. Ensuring an entire population has access to similar benefits 
generally requires the rich and poor to pay into and be covered from the 
same pool. Meanwhile, financial risk protection is also enhanced when 
people with different incomes and health risks pay into and draw from the 
same pool.


Multiple pools can achieve equity and financial protection in some 
circumstances but this requires considerable administrative capacity. 
Whether these pools are organized on a non-competitive geographical 
basis (government funding covering the population of a province or region, 
for example) or on a competitive basis (multiple insurers competing for 
consumers), it is possible to achieve equity and financial protection if there 
is sufficient public funding and participation is compulsory. But for such 
structures to work, it is necessary to ensure pooling across pools, effectively 
creating a virtual single pool through risk equalization, whereby funds are 
transferred from insurers or regions that cover low-risk people to those that 
cover higher-risk people. This approach is administratively demanding, 
requiring an ability to monitor risks and costs effectively and to collect and 
transfer funds across pools.


3. Use resources more efficiently and equitably
All countries can improve efficiency, sometimes by a great deal, thereby 
freeing resources to ensure more rapid progress towards universal 
coverage. Focusing on medicines alone (improving prescribing guidance, 
for example, or ensuring transparency in buying and tendering) can 
significantly reduce spending in many countries, with no loss of quality. 
Other common sources of inefficiency are outlined in Chapter 4, along with 
suggestions to address them.


Fragmentation leads to problems in pooling resources and inefficiencies 
in purchasing and service delivery. Inflows of development assistance for 
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products, such as tobacco and alcohol for example, improve health while 
raising additional funds, but have not been fully exploited in many countries.


Contributions to the health system must be perceived as affordable 
and fair if the system is to be sustainable. Assessing the fairness of 
contributions can be complex when people contribute through various types 
of taxes and/or insurance. Insurance contributions, for example, might not 
be based on income but this could be counterbalanced by a progressive tax 
system overall, in which the rich contribute a higher proportion of their 
income than the poor. What is important is that the overall contributions 
are based on ability to pay.


Universality can be achieved only when governments cover the health 
costs of people who cannot afford to contribute. Regardless of how wealthy 
a country might be, some people are simply too poor to contribute through 
income taxes and/or insurance contributions, or are able to contribute only 
a small amount. With some notable exceptions, few countries where health 
spending from general government revenues and compulsory insurance is 
less than 5–6% of GDP come close to achieving universal coverage because 
they are unable to make sufficient provision to subsidize the poor.


Eliminating direct payments will not necessarily guarantee financial 
access to health services, while eliminating direct payments only in 
government facilities may do little to improve access or reduce financial 
catastrophe in some countries. Transport and accommodation costs also 
prevent poor people using services, as do non-financial barriers, such as 
restrictions on women travelling alone, the stigma attached to some medical 
conditions and language barriers. Many potential solutions to these problems 
do not fall within the realm of finance, but some do. Conditional cash 
transfers (CCTs), for example, have been used by the health sector in some 
countries to extend coverage, particularly for prevention measures, while 
unconditional cash transfers are typically used by ministries of finance or 
social security to reduce income inequalities and allow people to buy the 
goods and services, including health services, they need.


Difficult choices cannot be avoided on the road to universal coverage. 
No country can guarantee access to every health service that may promote, 
protect or improve health. Decisions must be made on how far to expand 
coverage of the population, health services and costs with the funds available. 
The choices countries make will be partly pragmatic – how cost-effective is a 
given procedure, for example – and partly based on social values that reflect 
a country’s attitudes to social solidarity and self-reliance.


Ultimately, however, universal coverage requires a commitment to 
cover 100% of the population. At this point, there will still be hard choices 
to make, between the proportion of the health services and the proportion 
of their costs that can be covered by pooled funds.


2. Consolidate funding pools and adopt compulsory 
prepayment
It is impossible to achieve universal coverage through insurance schemes 
when enrolment is voluntary. Low-risk people – usually the young and 
healthy – will opt out, while it is difficult to ensure the self-employed make 
contributions. Voluntary participation might help people see the benefits 
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coverage out of the existing terrain. It is imperative that countries develop 
their own capacities to analyse and understand the strengths and weaknesses 
of the existing system so they can adapt health-financing policies accordingly, 
implement them, and monitor and modify them over time.


These lessons relate mainly to the technical challenges of health-
financing reform but technical work is only one component of policy 
development and implementation. Other actions are necessary to engender 
reflection and change. These are considered in the next section.


Supporting change
The health-financing decision cycle represented here (Fig.  5.1) is intended 
as a guide rather than a blueprint, and while the processes we envisage are 
represented as conceptually discrete, in reality they overlap and keep evolving.


￼ The seven actions described here apply not only to low- and middle-
income countries. High-income countries that have achieved elevated levels 
of financial risk protection and coverage also need to engage in continuous 
self-assessment to ensure the financing system continues to achieve its 
objectives in the face of ever-changing diagnostic and treatment practices 
and technologies, increasing demands and evolving fiscal constraints.


Designing and implementing health finance strategy involves 
continuous adaption rather than linear progress towards some notional 
perfection. The cycle is completed (Action 7) when a country reviews how far 
it has progressed towards its stated goals (Action 1), allowing it to re-evaluate 
its strategies and devise new plans to redress any problems. It is a process 
based on continual learning, the practical realities of the system feeding 
back into constant re-evaluation and adjustment.


Health financing systems must adapt, not just because there is always 
room for improvement but because the countries they serve also change: 
disease patterns evolve, resources ebb and flow, institutions develop or 
decline (Fig. 5.1).


Action 1: establishing the vision
Establishing a vision for the future based on an understanding of the present 
is crucial because the paths countries choose towards universal coverage 
will necessarily differ. The commitment to universal coverage recognizes 
the objectives of reducing financial barriers to access and increasing and 
maintaining financial risk protection. It recognizes, however, that there will 
be trade-offs along the way in the proportion of the population, services and 
costs that can be covered for any given level of resources. It is important to 
outline the choices a country must make. For example, in a country where most 
people believe individuals must take some financial responsibility for their 
own health, it might be decided to cover only a proportion of the total costs of 
services from pooled funds and ask households to contribute the remaining 
part directly – at least for some services. In other countries where the concept 
of social solidarity is strong, it might be preferable to cover a higher proportion 
of the total cost, even though this may mean offering a narrower range of 
services. Recognizing these values and allowing them to inform the overall 
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health can inadvertently magnify this problem. Funding to programme-
based strategies does not have to be provided through parallel funding 
streams, each requiring its own administrative and monitoring procedures, 
yet often they are organized this way.


Active or strategic purchasing of and contracting for health services 
helps countries move faster towards universal coverage but should not be 
undertaken lightly. Responsible officials for purchasing and/or contracting 
need to allocate resources based on value for money, performance and 
information on population needs. This requires good information systems 
and strong information management and analysis. Accurate assessment of 
population health needs, spending patterns and the cost–effectiveness of 
interventions also enhance quality and efficiency.


Incentives to provide efficient, equitable and quality services are 
essential whether service providers are publicly or privately owned. 
There is no evidence that privately owned/financed service providers are any 
more or less efficient than government owned/financed alternatives. From 
a health-financing policy perspective, deciding how best to provide services 
requires a pragmatic rather than an ideological approach.


Fee-for-service payment generally encourages overprovision for 
people who can pay (or who are covered by insurance) and underprovision 
for those who cannot. Beyond that general truth, payment mechanisms 
should be evaluated on their merits. For example, using capitation for 
outpatient services and forms of case-based payment, such as diagnostic-
related groups, for inpatient care reduces the incentives for over-servicing 
encouraged by fee-for-service payment. But these approaches can create other 
problems, such as early discharge from hospital followed by readmission 
to capture an additional payment. Many countries are experimenting with 
a mix of payment and administrative procedures to exploit strengths and 
mitigate weaknesses.


Preventive and promotive interventions can be cost effective and 
reduce the need for subsequent treatment. Generally speaking, however, 
there is much greater pressure on politicians to ensure access to treatment, 
and many financing systems focus largely on paying for this rather than 
population-based forms of prevention and promotion. In addition, left to 
their own devices, individuals will generally underinvest in prevention. This 
means it is sometimes necessary for governments to fund population-based 
prevention and promotion activities separately from the financing system 
for personal services linked largely to treatment and rehabilitation.


Effective governance is the key to improving efficiency and equity. 
Some of the ground rules for good governance are established outside the 
health sector – financial management and audit, for example – but there 
is no reason why health should not be a trailblazer in this area. Decision-
makers working in health can do a great deal to reduce leakage, for example, 
notably in procurement. They can improve quality in service delivery and 
the efficiency of the system, including through regulation and legislation.


The lessons described above, drawn from long experience in many 
countries, can help policy-makers decide how best to move forward, but 
simply adopting elements from a menu of options, or importing what has 
been shown to work in other settings, will not be sufficient. Health financing 
strategy needs to be home-grown – pushing in the direction of universal 
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to achieve (as defined in Action 1). In planning for the future, the situation 
analysis needs to consider factors inside and outside the health system that 
may affect progress on the path to universal coverage (Box 5.1). This is not 
just a technical process. While it is the basis of sound strategy development, 
having the right information – the current incidence of financial catastrophe 
linked to direct payments for health services, for example – can provide an 
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vision for the system is important to determining how the technical work 
should proceed. It can also guide decision-makers in managing the coverage 
trade-offs that will inevitably arise as the financing system evolves.


Action 2: situation analysis – understanding the 
starting point
The situation analysis should focus on the two components of universal 
coverage from a financing perspective: access to needed services and 
financial risk protection. It would identify who is covered from pooled 
funds, for what services and for what proportion of cost, showing the gap 
between what is currently being achieved and what the country would like 


92


impetus for political change (1).


Action 3: financial 
assessment
The current and likely future 
availability of funds for health 
from government, households, the 
private sector, nongovernmental 
organizations and external partners 
needs to be assessed to create a 
comprehensive funding framework 
for the health system. Assessment 
should include analysing the share 
of public resources allocated to 
the sector over time. The lack of 
continuity between policy, planning 
and budgeting is a matter of concern 
in many countries. Analytical tools 
such as a medium-term expenditure 
framework – a planning and 
budget formulation process that 
sets three-year fiscal targets based 
on macroeconomic projections, 
and allocates resources to strategic 
priorities within these targets – 
can help create an overall funding 
picture and inform dialogue 
between the health and financial/
planning ministries (2).


In some countries, this 
stage will involve dialogue with 
international financial institutions 
and external partners to assess the 
resources likely to be available and 
how they will be channelled to 
government and nongovernment 
actors. Policy-makers will also want 
to establish whether government 
spending will be restricted and how 
spending limits might be increased. 
Finally, complementary roles for 
different sources of funds to the 
health system should be considered.


Fig. 5.1.	 The health-financing decision process
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Box 5.1.	 Key components of a situation analysis for health financing


Financial risk protection


■■ What funds are available in relation to need and what are the sources? What priority 
does government give to health in its spending decisions?


■■ How much do people have to pay out of pocket for health services (e.g. direct 
payments) and what is the impact of financial risk protection on financial catastrophe 
and impoverishment?


■■ Who pays what in other contributions to the health system? (This is to allow an analysis 
of the perceived fairness of financial contributions.)


■■ Who is covered from pooled funds, for what services and for what proportion of the costs?


Access to needed services
■■ It is difficult to measure financial access to services directly, so the analysis will 


generally focus on current levels of coverage for key interventions. It will then 
undertake an assessment of the reasons for coverage that is considered low, 
particularly among vulnerable groups, and the extent to which changes to the 
financing system would improve this access.


Efficiency
■■ What are the main efficiency problems in the system, their consequences and their causes?


Health system characteristics and capacities
■■ Systematic description and quantification of arrangements for raising and pooling funds, 


and using them to finance or provide services. This includes more than just tracking 
funds but also understanding how they flow through the system, from source to use, 
including external funds, noting where/how the system is fragmented and where/how 
policy instruments are poorly aligned. Governance arrangements also need to be looked 
at, notably to whom and for what are purchasing agencies responsible.


■■ The availability, distribution and patterns of use of health facilities (government and 
nongovernment), health workers (government and nongovernment) and key inputs 
such as medicines and technologies. The result of this assessment determines the 
feasibility of different approaches to increasing coverage – e.g. conditional cash transfers 
are unlikely to work if there are no facilities located close to the people identified as 
having low coverage.


Factors outside the health system
■■ Demographic variables, such as population-growth rates, age structure, geographical 


distribution and migration patterns, labour force participation, extent of informal work, etc. 
have implications for how fast needs will increase and the feasibility of different methods 
for raising revenue.


■■ Main disease problems and likely changes over time, with implications for the costs of 
extending coverage over time.


■■ The scope of existing social safety nets that reduce the economic impact of (long-term) illness 
or reduce the financial barriers of accessing services.


■■ Relevant aspects of public-sector administration and the legal framework, to understand 
how much leeway there is for changes to the financing system within the context of 
existing regulations and laws. Key questions include: how are health workers paid and 
are these arrangements linked to civil service rules? What would be required to modify 
them if necessary? How is decision-making on financial resources allocated across levels of 
government (i.e. political-administrative decentralization issues)? How are budgets drawn 
up in the public sector? How much scope do state bodies (e.g. public hospitals) have for 
redistributing funds across line items?







An agenda for action


■■ A proactive approach to the political sphere has borne fruit in many 
countries. Advocacy, communication and evidence-based arguments 
can go a long way in eliciting the political and financial support needed 
to seek universality.


Action 5: develop and formalize strategies and 
targets for change
This is the most time-consuming and labour-intensive action. It is also the 
focus of most of the literature on health financing and forms the bulk of 
technical support given to countries, sometimes on the assumption that 
the other actions have been, or will be, worked through. In reality, the 
other actions have often been overlooked or hurried through, despite the 
fact they form the foundation for the technical work. The development of 
strategies and targets in this phase must grow out of the situation analysis 
and assessment of the funding context (Actions 2 and 3).


Based on the situation analysis and an accurate assessment of the likely 
funding scenarios, detailed technical work on strategy can begin, focusing 
on the three key health financing phases: raising funds; pooling them; and 
using them to ensure that services are available.


To illustrate the range and nature of the core decisions to be taken, 
Table 5.1 draws on the key messages of Chapters 1–4.


Action 6: implementation, including assessing 
organizational structures and rules
In this phase, some countries will need to make only small changes to 
maintain achievements. Others will have to instigate reform, establishing 
new institutions and organizations. For example, a country may decide to 
develop a health insurance fund as a semi-governmental authority to bypass 
limitations on pooling and purchasing within the public-sector financial 
management system. Sometimes, however, existing institutions may simply 
need to adapt; for example, where compulsory insurance is to be organized 
through the private sector. Where a compulsory insurance fund exists as a 
public-sector agency, new laws and regulations might be required or existing 
regulations reinforced or repealed.


Legislation can certainly help the development of health financing 
systems for universal coverage and it can also help protect an individual’s 
right to receive health care. In several countries recently, new laws and 
constitutional entitlements have resulted in more people going to court to 
uphold their right of access to health services (4). It is too early to know the 
implications of this for achieving universal coverage, though researchers 
have found in some cases that the poor and vulnerable have benefited less 
from this right to legal redress than the more affluent groups who are more 
eloquent in expressing their needs (5).


One of the biggest challenges many countries face in this implementation 
phase is a lack of technical and organizational capacity. Accountants, 
actuaries, auditors, economists and lawyers can be essential in different 
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In Chapter  2, a menu of options to help countries raise additional or 
alternative domestic funds for health was proposed. At a minimum, countries 
should consider whether health is receiving its rightful share of government 
spending and look at possibilities for raising taxes on tobacco, alcohol and 
other products harmful to health. Such taxes can contribute substantial 
additional funding, while directly improving population health. Almost every 
country could implement at least one of the options suggested in Chapter 2.


Understanding the language of economists is critical to raising more 
funds for health. When the health ministry is seen as an efficient and prudent 
manager of public resources that can demonstrate progress and good results, 
it is more likely to win the trust and confidence of the finance and other 
ministries. Being able to speak the language of economists will also enhance 
its ability to argue for additional funding. Critical to this effort is a health 
ministry’s capacity to draw on health policy analysis skills to produce the 
necessary documentation and engage in dialogue with the finance and 
planning ministries.


Action 4: constraint assessment
Having done the groundwork, it is important at this stage for policy-makers 
to identify the main supporters of change and where significant opposition 
is likely. An assessment of potential constraints allows decision-makers to 
identify policy areas that require widespread consultation, with whom it 
should consult and in what way. Such an assessment would culminate in the 
political decision to move forward.


It is in this phase that decision-makers also identify what is technically 
and politically feasible and determine how government can build on and 
support social demand for a well-functioning health system. This is a process 
that overlaps with subsequent actions and should be repeated regularly. 
What is impossible today might well be possible tomorrow. The key points 
to remember are:


■■ Achieving universal health coverage is not just a technical matter; it is an 
expression of a country’s perception of social solidarity. The impetus for 
adoption is always, at least partly, political.


■■ Health financing systems are resistant to change, partly because any 
change encroaches on the interests of powerful stakeholders. In the face 
of countervailing forces and deeply entrenched vested interests, support 
for change needs to be robust and sustained from the highest levels.


■■ At the grass-roots level, the dynamic is often inverted. Population surveys 
frequently reveal a desire for change/improvement in a country’s health 
system. Grass-roots movements for health reform and civil society groups 
(including consumer organizations concerned with specific conditions) 
can be conduits for change at both the national and international level. 
Communication between such groups and the health ministry helps push 
health on to the wider political agenda and keep it there. This has been the 
approach taken by the Bangladesh government, for example, in its project 
to revitalize and extend community health clinics. Community manage-
ment groups help to support planning and management, and the interac-
tion between health workers and the population they serve (3).
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Action 7: monitor and evaluate
Decision-makers need to know where their country stands. Whether 
planning reform that will lead to a system of universal coverage, engaged 
in the transition or already meeting their stated goals, they need to be able 
to assess both their status and momentum. They need to know whether the 
country is moving closer to or further away from universal coverage.


Financing systems do not necessarily respond to changes as planned. 
It is important, therefore, to be prepared for the unexpected and be able to 
make rapid adjustments. To do this, decision-makers need a constant stream 
of accurate intelligence. In Box  5.1 we outlined the type of information 
needed for meaningful situation analysis, much of which relates to how 
available financial resources are being used. Here we turn to the assessment 
of outcomes, which is necessary for a country to determine whether it is 
moving closer to or further from universal coverage.


Monitoring needs to focus on whether people have access to needed 
health services and risk financial hardship in paying for them. Some of 
the information required for an accurate assessment is difficult to obtain. 
For example, while it is relatively easy to measure the proportion of people 
covered by a specific health insurance scheme, this is not an indicator of true 
coverage because we would also like to know the proportions of the needed 
services and the costs that are covered.


In systems characterized by a mix of public and private services, 
funded partly by insurance and partly from tax revenues, the picture can be 
complex. In theory, everyone can use government services, but in practice, 
people in remote areas may not have physical access to them, or may not use 
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settings and sometimes expertise can be scarce. It may, therefore, be 
necessary for countries to reassess educational/training priorities to develop 
the requisite skills and to develop strategies to attract and retain skilled 
professionals from outside the country.


The expansion of service coverage is often hampered by a dearth of 
health-service providers, and financing plans need to ensure an adequate 
supply of health workers with the appropriate skills. Financing plans 
must also enhance the quality and quantity of service delivery, and ensure 
appropriate medicines and technologies are available. Conversely, decision-
makers need to be mindful of the implications for financing when reforming 
other areas of the health system.


Many of the changes will require intersectoral action, with health 
ministry staff working with other ministries.
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Table 5.1.	 Technical decisions required for Action 5


Principal 
objective


Components Decisions


Raising 
sufficient 
funds


Sufficiency (this part 
is closely related to 
Action 3, and some 
actions will be taken 
concurrently)


1. Choose the mix of taxes and/or insurance contributions that households will be requested to 
contribute. Decide on any other mechanisms for raising revenues for health domestically – e.g. 
contributions from businesses. Aim to ensure a stable and predictable flow of funds into the 
system.


Equity in contributions 2. Develop a mechanism to cover people who cannot afford to contribute. This can be achieved 
by cross-subsidization, either through general government revenues or by setting health 
insurance contributions higher for people who can pay to cover non-contributing members.
3. Implement a system of household contributions that are affordable.


Efficiency in collection 4. Improve efficiency in raising funds by ensuring the people who are supposed to contribute, 
do so.


Financial 
sustainability


5. Make evidence-based estimations on the potential to raise funds (domestic and external) in 
the future and match those with estimated needs and growth in needs (linked to Action 3)


Reducing 
financial 
barriers


Affordability and 
access


6. Based on Decision 1, establish institutional and administrative arrangements to collect and 
pool contributions from the various sources (thereby reducing reliance on direct out-of-pocket 
payments in countries where they are high).
7. Determine whether user charges have been used to provide incentives for quality, such 
as supplementing salaries at the primary-care level. In replacing user fees, it is important to 
replace not only the total funding that would have been raised, but funding for the activities 
previously paid for by fees. Additional funds would also be required to meet the expected 
increase in demand. This minimizes the possibility of unofficial replacing official payments.
8. Determine whether there are some groups of people or some specific interventions for 
which demand-side actions should be taken (vouchers, cash transfers) to ensure appropriate 
access.


Equity in pooling 9. Make contributions to the health system (taxes and/or insurance) compulsory as soon as 
possible. This will ensure that people will contribute when they are healthy, not just when they 
fear illness. Allowing people to opt out should be avoided because it reduces the extent to 
which the poor and vulnerable are covered.
10. If there are multiple pools, reduce fragmentation by either merging them into a larger pool 
or by implementing a mechanism for equalizing risks across them to ensure that the people in 
the different pools are treated equally.
11. Define who is eligible to obtain services through the pool(s), the services to be provided 
and any level of co-payments. Develop a timetable for expanding these parameters according 
to the financial sustainability plan described above.


Efficiency in pooling 12. Minimize fragmentation in holding funds as far as possible.


Principal 
objective


Components Decisions


Using 
resources 
wisely


Efficiency in use of 
resources


13. Design and implement provider-payment mechanisms that create incentives for increases 
in quality and efficiency.
14. Because all methods of paying providers have advantages and disadvantages, develop 
complementary steps that encourage quality and efficiency. Important elements include 
tackling waste and corruption, and designing cost-effective medicine selection, procurement 
and supply chains (see Chapter 4 for more detail).
15. Decide how to allocate pooled resources between different types of health services and 
different levels of care, while ensuring that this does not create obstacles for coordination of 
care across levels.
16. Engage in strategic purchasing/contracting to ensure the highest value for money.
17. Decide if it is necessary to develop a separate pool of funds for health promotion and 
prevention.
18. Routinely monitor results and efficiency in the use of funds.


Equity in use of 
resources


19. Decide how to allocate pooled resources between geographical regions, accounting for 
relative population size, relative income/poverty, relative health needs and unavoidable 
differences in the costs of delivering services (e.g. due to low population density).
20. Determine whether there remain inequalities in coverage and health outcomes that cannot 
be addressed by the financing system, and that require action in the rest of the health system 
(e.g. distribution of health facilities or human resources) or in other sectors. Decide which 
other ministries and civil society organizations can best contribute to solving these problems; 
develop and implement joint solutions.


￼
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them if the quality is poor or perceived to be poor. So identifying who is truly 
covered by publicly funded services can be difficult, even with reliable data 
from well-designed household surveys.


In Table 5.2 we propose indicators that have been shown consistently 
to be strong predictors of who is covered and the extent of the financial risk 
protection offered, the extent of out-of-pocket payments and their impact on 
financial catastrophe and impoverishment. Clearly, they do not cover every 
possible impact of a health financing system on people’s lives. People already 
living in poverty, for example, will not be impoverished by health payments, 
but will be pushed deeper into poverty. Several other indicators, such as 
whether poor people have been made poorer by the need to pay for health 
services, are available for countries with additional monitoring capacity, but 
here we list a minimum set of indicators that are widely used (6–8).


￼ We do not propose indicators for the coverage side here. Ideally, we 
would like to know the proportion of the population, broken down by key 
variables including age, sex and socioeconomic status, that does not have 
access to needed services because of financial barriers or other potential 
obstacles. This information, however, is not available in most countries and 
the range of services needed may vary considerably because of different 
disease and demographic patterns. We suggest that each country may 
want to monitor a different set of interventions for effective coverage. A 
set of possible indicators is provided annually in World health statistics (9), 
although they pertain mostly to low-income countries where communicable 
diseases predominate.


Regular flows of data in these areas, as well as those described for the 
situation analysis in Box 5.1, depend on two things:


■■ A functioning health information system that provides information on 
coverage of those in need, ideally broken down by age, sex, socioeco-
nomic status and other indicators of vulnerability or deprivation. This 
requires that those responsible for managing health system administra-
tive data have good links with national statistical agencies.


■■ A system for monitoring financial flows. National health accounts 
provide crucial information, as do intermittent household surveys, for 
measuring out-of-pocket spending and financial risk protection.


Policy-makers should strive to create a unified financial reporting system 
that is not broken down by programme, administrative decentralization 
or the insurance status of the population. Problems arise when donor 
funding for projects and programmes is tracked by parallel financial 
reporting systems that do not talk to each other. It is also vital to gather 
information from all the actors in a health system, private and public. In 
many countries, official health information systems collect little data from 
the nongovernment sector, making it difficult to obtain a full picture of the 
health status and usage patterns of the population.


An agenda for the international community
While countries can do a great deal for themselves by following the agenda 
outlined above, the international community has a vital role to play in 
supporting those countries requiring additional help. It is essential for 
development partners to:
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Table 5.2.	 Monitoring universal coverage of protection from financial risk


Objectives and  
actions


Associated indicators Interpretation


1. Raising sufficient 
funds for health: 
what proportion 
of the population, 
services and costs is 
it feasible to cover?


1. Total health spending per capita 1. Must be related to population needs but the average 
minimum requirement across low-income countries is estimated 
at US$ 44 in 2009, rising to US$ 60 in 2015.


2. Total health spending as a percentage 
of gross domestic product


2. This also reflects the availability of funds because total 
health spending/GDP generally increases with GDP per capita. 
Countries in the WHO South-East Asia and Western Pacific 
Regions have set themselves a target of 4%, although this might 
not be sufficient in itself. The 40 or so countries globally with 
GDPs per capita under US$ 1000 would not meet the minimum 
levels of funding needs with this spending.


3. General government health spending 
as a percentage of total government 
spendinga


3. Indicates government commitment to health. Sub-Saharan 
African countries set themselves a target of 15% of government 
spending to be allocated to health. In the WHO Eastern 
Mediterranean Region, Member States are discussing a target of 
8% of government spending going to the health ministry.


4. General government health spending 
as a percentage of gross domestic 
product


4. Indicates the capacity and will of government to shield the 
population from the costs of care. It is difficult to get close 
to universal coverage at less than 4–5% of GDP, although for 
many low- and middle-income countries, reaching this goal is 
aspirational in the short term and something to plan for in the 
longer run.


2. Levels of financial 
risk protection 
and coverage for 
vulnerable groups 
– a combination of 
who is covered and 
what proportion of 
the costs


5. Out-of-pocket spending as a 
percentage of total health spending, with 
information on which population groups 
are most effected


5. Empirical evidence shows that this is closely linked to the 
incidence of financial catastrophe and impoverishment due to 
out-of-pocket spending. Where out-of-pocket health payments/
total health spending is lower than 15–20%, there is little 
financial catastrophe or impoverishment. Many countries still 
have higher ratios, and the countries in the WHO Western Pacific 
Region have set a target of 20–30%.


6. Percentage of households suffering 
financial catastrophe each year by 
out-of-pocket health payments, with 
information on which population groups 
are most effected


6. Ideally, this would be measured directly, although indicator 5 
is highly correlated with financial catastrophe.


7. Percentage of households suffering 
impoverishment each year by out-
of-pocket health payments, with 
information on which population groups 
are most effected


7. Same comment as with indicator 6.


3. Efficiency of 
resource utilizationb


8. Median consumer price of generic 
medicines compared with the 
international reference price


8. Where this is higher than a 1:1 ratio, there is strong evidence 
of potential savings.


9. Percentage of public spending on 
health allocated to fixed costs and 
salaries compared with medicines and 
supplies


9. This is more difficult to interpret, although most countries 
know when it is too high – when there are insufficient funds 
to buy medicines, for example. This might sometimes reflect 
insufficiency of funds more than inefficiency.


￼


a	General government health spending captures spending on health from general government revenues for all ministries, all levels of government 
and compulsory health insurance combined.


b	It is difficult to establish valid, reliable and comparable indicators of health system efficiency. The two indicators are only illustrations, and 
countries will need to focus on other areas of inefficiency that are particularly important in their own contexts. Potential indicators include: 
share of total spending on primary versus hospital care; referral rate from primary to secondary level of care; use of generics versus brand-name 
medicines; day surgery versus hospitalizations; and overall administration costs.
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the recipient country’s own risk pooling mechanism. This might take the 
form of sector-wide support, whereby donors specify that their funding is 
for the health sector, but allow governments to decide on its distribution 
across programmes and activities or through health insurance pools. 
Development partners should also seek to strengthen the domestic capacity 
of these institutions.


Support local attempts to use resources more efficiently
Reduce duplication in channelling methods and multiple application, 
monitoring and reporting cycles. The transaction costs they impose on 
countries are substantial. There were more than 400 international health 
missions to Viet Nam in 2009 (11). In Rwanda, the government has to report 
on more than 890 health indicators to various donors, 595 relating to HIV 
and malaria alone (12).


Set an example in efficiency by reducing duplication and 
fragmentation in international aid efforts
The fragmented way international aid is delivered leads to high administrative 
overheads for donors and recipients, unnecessary duplication and variations 
in policy guidance and quality standards at country level. It is imperative 
that major donors commit to aligning their efforts to reduce fragmentation 
in the way funds are channelled to and held in recipient countries. More 
than 140 global health initiatives are running in parallel, wasting resources 
and putting tremendous strain on recipient countries (11).


Conclusion
This is an interesting time for health finance. Two vast health-care systems, 
previously committed to using free-market mechanisms as the basis for funding 
– one in China, the other in the United States of America – are being reformed. 
China is moving its massive system back in the direction of universal coverage, 
funded partly out of general revenues. In March 2010, President Barack Obama 
signed into United States law a reform bill that extends health-care coverage to 
a projected 32 million previously uninsured Americans. While some way from 
embracing the principle of universality advocated in this report, the reform’s 
easing of Medicaid eligibility thresholds extends publicly funded coverage to 
20 million people who previously had none.


The reforms in China and the USA stand out, partly because of the 
size of systems involved, but these countries are not alone in re-evaluating 
their approach to funding health care. As this report has shown, health 
finance reform is taking place in many countries, at many levels of economic 
development. How each deals with the challenges faced will vary, but the 
programmes that come closest to meeting the needs of their populations will 
include some form of prepayment and pooling.


But beyond this basic truth, there is no set formula for achieving universal 
coverage. Country responses to the challenges will be determined partly by 
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Maintain levels of assistance or increase them to the required level
Only about half the countries reporting their official development assistance 
(ODA) disbursements to the Organisation for Economic Co-operation and 
Development (OECD) are on track to meet the targets they have committed 
to internationally. The other countries are falling short, some by a long way. 
While some donors have promised to maintain their assistance commitments 
for 2010 despite the global economic downturn, others have reduced or 
postponed their pledges. This is of great concern and it is to be hoped that 
development partners live up to the promises made in Paris and Accra.


Ensure that aid is more predictable
When countries cannot rely on steady funding, planning for the future 
becomes difficult. Some low-income countries rely on external resources 
to fund two thirds of their total health spending, making predictable 
aid flows of paramount importance. Development partners can help by 
structuring contribution arrangements that break out of traditional annual 
(ODA) commitments – as donors from the OECD’s development assistance 
committee did in Accra, committing to three- to five-year funding cycles.


Innovate to supplement health spending for poor populations
Much has been achieved in this area, notably by the Millennium Foundation 
on Innovative Financing for Health, which most recently developed 
mechanisms for individuals to make voluntary contributions to global 
health when paying online for airline tickets, hotel rooms or rental cars. 
The sale of bonds guaranteed by donor countries, issued on international 
capital markets, is estimated to have raised US$ 2 billion since 2006. While 
such schemes have yielded promising results, much more could be done in 
this area. It is estimated, for example, that a global currency transaction levy 
could raise in excess of US$ 33 billion annually (see Chapter 2).


Support countries in their health plans rather than impose 
external priorities
The focus of many external partners on some high-profile programmes runs 
counter to the spirit of the 2003 Paris Declaration on Aid Effectiveness, 
which seeks to enable recipient countries to formulate and execute their own 
national plans according to their own priorities. What is required here is a 
refocusing on agreed financial contributions to national health plans, where 
reporting and follow-up of results take place at the national level.


Channel funds through the institutions and mechanisms crucial to 
universal coverage
Some recipient countries have argued that donors are unwilling to use the 
systems they are supposedly strengthening, preferring to establish and use 
parallel systems in: channelling funds to countries; buying inputs, such as 
medicine and equipment, and services; and monitoring results (10). One way 
to strengthen national systems would be to channel external funds through 
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their own histories and the way their health financing systems have developed, 
and also by social preferences relating to concepts of solidarity (13). Varied 
as the responses may be, they will be implemented in the face of the same 
intractable pressures. To ignore those pressures will be to fail in one of the 
most important tasks of government: to provide accessible health care to all.


Every country can do something to move closer to universal coverage 
or maintain what it has achieved. As daunting as the task may seem, 
policy-makers can take heart from the fact that many countries have gone 
before them in the struggle to establish a system of universal coverage, and 
those struggles are well documented. There are lessons to be learned. One 
concerns the importance of social solidarity expressed through political 
engagement, a theme we have returned to several times in this report. It 
would be an oversimplification to say that reform has always resulted where 
there is grass-roots demand and the active involvement of civil society, but 
this conjunction has happened often enough to demand consideration.


In Thailand, it was one of the driving factors in the development of the 
universal coverage scheme that brought health care to the millions of Thais 
who previously faced paying out of their own pocket or forgoing treatment. 
Neither of these options would have worked for Narin Pintalakarn as he 
lay in the wreckage of his motorcycle on Saturday, 7 October 2006. Luckily 
for Narin, there was a third option. It depended on millions of taxpayers, 
a specialist trauma centre located just 65 km from where he crashed and a 
surgeon with many years of training. The numbers were all on Narin’s side 
that day. And there was strength in them.  ■
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