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Abstract

Critics of user charges for government primary health care have
focussed on the deterrent effect these charges might have on the poor, but
there is little convincing empirical evidence that supports or contradicts
these claims. The main research aims were to assess the equity effects of
user charges for curative PHC services on households in 2 rural districts
of Sierra Leone, a country that has suffered severe economic hardship in
the last decade. Secondary objectives were to assess the feasibility of

using objective means-testing to identify patients for exemption, and to
recommend a simple methodology for acquiring the same information for
local, operational purposes.

A survey of 1156 households was carried out in the dry post-harvest

season, and covered a range of household economic factors in addition to
the actions taken in response to all reported illness episodes. A followup

survey was made the following rainy season to assess seasonal effects.
Supplementary information was obtained through focus groups and case
studies. The data were analyzed within the framework of a conceptual model
which assumed that preferences, access, and ability to pay were the main
factors (or groups of factors) that determined which of several medical and
non-medical treatment options would be used. Multiple regression models
were used to assess the effects of each group of factors.

The main findings were that, while wealthier households used cheap
market drugs and expensive medical treatment options more than the poor,
there was little difference in use of medium-priced PHC treatment.
Household wealth and income factors correlated weakly with amounts actually
paid for treatment. The immediate availability of money in the household
appeared to be the economic factor most affecting utilization, with
wealthier households nearly as likely pot to have the amounts needed for

PHC treatment on hand as poorer ones. Distance was a much more lmportant
determinant of choice of treatment than was income or assets, as were
certain preference factors. However, the poor spent a much higher
proportion of household income on treatment than the wealthy, so a way of
limiting total expenditures for the poor would be more important than
limiting thelr deterrence. Several readily-ascertained household factors
correlated well with household income, but means-testing was concluded to
be an inefficlient way to accomplish the objective of selectively limiting
expenditures unless incorporated into a prepayment scheme.
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Chapter 1:

Background to the research problemn

In 1985 the author encountered a problem while working
on a feasibility study for 1local production of oral
rehydration salts (ORS) in Senegal. Several local
manufacturers were prepared to produce and market OGRS sachets,
at a price which would ensure them a modest profit. The
Ministry of Health thought that the retall prices the
companies proposed (around US$ 0.15) would be beyond the reach
of poor people, and elected to continue buying ORS through
UNICEF at about $8US 0.07 for distribution through government
clinics. This decision prompted several guestions: Do urban
bureaucrats really know how much poor people, especially those
in rural areas, can afford to pay? Why should there be a
significant difference in affordability between 7 cents and 15
cents? And, is there any objective way to assess these
factors and determine an 'affordable’ price for ORS and other

essential drugs used in primary health care?

These gquestions were the basis of the research problems
explored in this thesis. The topic was a timely one, as user
charges and cost-sharing have been strongly promoted (and
hotly debated) as a solution to the crisis in health financing
in developing countries. The research approach was developed
at the Health Policy Unit of the LSHIM in 1988/89, and the
fleld research was carried out in Slerra Leone In 1989/90.
The research guestions evolved into a more general exploration
of affordability of primary health care charges, but still are
closely related to the original puzzle: how do the poor,
particularly in subsistence farming areas, manage to cope with
small emergencies; what factors affect their ability to pay
the moderate sums associated with cost-recovery for curative
PHC services; what iIs a practical way of defining
affordability that will take Into account the effects of
payments on the overall welfare of the household and aid
policy makers in pricing PHC services; and how can this
information be obtained and used by policy-makers to make
informed decisions about pricing.

1.0 Intxoduction

Among the problems inherent to the establishment and sustained
operation of commnity-financing programmes for primary health care (PHC)

11



in developing countries, those factors which relate prices to commnity and
household-level economics are perhaps the least adequately investigated.
The prices set for services or drugs can affect access of patients to
treatment, rational drug use, and utilization, but pricing has to date been
mostly a subject of intuitive guesses. Guesswork has a place in planning,
but carries with it the need for a trial-and-error approach. In an
environment in which the health of many millions of people and the further
support of international donors hinges on the outcome of primary health
care (PHC) programmes, a more objective basis for planning that would
increase the chances of success would seem imperative.

The aim of this research was to learn more about the factors that
should be considered in decisions about pricing policy, by developing a
framework for looking at local health and economic conditions that affect
utilization and affordability of curative PHC services, to develop a set
of practical assessment instruments for measuring them, and to show how the
information obtained could be used. The approach would have a practical
application 1in establishing pricing and
commnity-based cost recovery programs. The major issues relevant to the
research are outlined in this chapter, followed by a detalled review of the
literature and antecedents to the research in Chapters 2 and 3. Chapter
4 provides background information on Sierra Leone, where the £ield research
was carried out, and the research approach and methodology are described
in Chapter 5. The analysis of the results of the field study are described
in Chapters 6 through 9, and conclusions, policy recommendations, and
evaluation of the research methodology are presented in Chapters 10 and 11.

exemption policies for

BEr LNAarQes ¥or rrimoarv Healtn (¢

Government expenditure in the health sector in most developing
countries decreased in real terms over the past decades, due mainly to the
deteriorating economic environment. As a condition for structural
adjustment loans, governments were advised by international development
agencies to improve the efficiency of soclal sexrvices. In the case of
health services, the recommended strategies included reversing the trend
toward concentrating resources on secondary and tertiary care in urban
areas, reducing the initial cost and the wastage of drugs, and seeking

12



additional sources of financing, including establishing user charges to pay
for and improve health services.

User charges in government health services are considered feasible
largely because people are now paying often substantial amounts for health

care in the private sector. This care may not be of high gquality, and
drugs provided may be inappropriate or outdated. User fees, it is argued,
can redirect this expenditure towards more effective government health
services and better use of drugs. Even 1f people are not currently paying
for care, the magnitude of household expenditure on non-essential
consumption leads proponents of user fees to bellieve that some degree of
purchasing power exists which could be exploited. Introducing fees for
curative services may also promote more efficient use of resources by
making both providers and users more aware of the costs of services. User
charges for preventive services are generally not suggested for efficlency
reasons, namely to encourage consumption of services that confer benefits
to socliety 1n excess of those to users.

A hotly debated point concerns whether user charges potentially have
a net positive effect on welfare. Revenues retained either locally or by
the central Ministry of Health would in principle be used to provide better
services through, for example, more reliable supplies of drugs, better
supervision and training, improved staff morale, or even better
geographical access through construction of facilities. Compared to the
present situation in which government services are 'free' but rationed due

to scarcity and of low quality, patients would pay more but would receive
better care, getting better value for money than from the private sector.

Medicines have been singled out as a component of health care for
which people have a universal desire and willingness to pay. The
inadequate supply of essential drugs is suggested as a major reason why
government health facilities in developing countries are underutilized.
It has been proposed that governments could overcome the £financial
constraint to providing adequate supplies by charging for drugs at health
facilities rather than providing them for free, and using the proceeds to
purchase replacement stocks. So-called revolving drug funds have been
tested in many forms, at levels ranging from individual village health
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workers to national chains of retail public pharmacies. The partial,
conditional success of such schemes was directly responsible for the
launching of the Bamako Initiative, which originally aimed to improve the

supply of essential drugs in sub-Saharan African countries by establishing
revolving drug funds. This plan called for drug prices to be set above the

cost of replenishing supplies, with the 'profit' to be used to cover the
cost of improved PHC and Maternal/Child Health (MCH) care. Since its
inception, the Bamako Initiative has shifted emphasis to the more general
revival of PHC through decentralization and community participation.

Critics of user charges maintain that their effect is to improve
efficiency at the expense of equity, and have focussed on problems of
administrative complexity, the risk of policy distortions, and the need to
protect the poor. Specific criticisms of the Bamako Initiative identified
the danger of irrational drug prescribing, the fallure to address the
problem of the convertible currencies needed to make drug purchases, and
the fact that the populations of sub-Saharan Africa are among the world's
most impoverished. The implication of the latter point is that purchasing
power may be too low for a significant percentage of costs to be recovered,
and charges which would cover even the ﬁndest costs of PHC could exclude
many people in need of services.

Some of the problems identified above are embodied in health delivery
and management systems, while others concern community and household
economic behaviour. Management issues can indeed be a critical constraint

to community-level cost recovery, but at the same time a need exists for
more objective methods of setting prices that take into account community
and household factors in addition to cost recovery goals. While proponents
of user charges acknowledge the need to set realistic cost recovery targets
and to maintain equity among users of health services, a wide gap exists
between this statement of concern and practical ways of implementing it.

Both cost recovery and equity are directly affected by the way prices are

set for services. These relationships are one of the main subjects of the
research reported here,

14



The price schedule for services is the link between a community's

purchasing power and the recovery of costs. Purchasing power may be
thought of as the input, the revenues recovered as the output, and the

price schedule as an independent variable or combination of variables that
describe the treatment provided, the health problem, the level of service,

the consumer, the season, etc., which determine the relationship between
input and output.

I1£f there are no economic externalities assoclated with a particular
good, e.g., health care, given existing income levels, economic theory
predicts that consumer welfare will be maximized by setting its price equal
to the marginal cost of production. However, at this level, the
distribution of income may well be such that certain individuals cannot
afford the good. Social objectives may dictate that prices which deviate

from this rule should be used to implement policies which compensate for
inequality. A welfare-oriented pricing schedule may aim to simultaneously
maximize revenues so services can be improved and minimize the negative
effect of charges on all consumers. But given any functional objective,
it is necessary to have certain economic information about the target
population in order to devise such a pricing schedule. Good quality
information at a local level about how much, and when, people can afford

to pay for health care is mostly non-existent, and is often regarded as
difficult to obtain.

The introduction of significant user charges has been a source of
political discontent in developing countries. For health planners, the

consequences of a bad guess at any of these parameters can also be serlous:
an otherwise well-managed revolving fund may enter a downward spiral of
revenues and can go bankrupt 1f prices are set elther too low or too high.

The level of cost recovery possible thus depends largely on the

aggregate willingness and ability of the target population to pay for
sexrvices, If the community is seen as a wonolithic body, there are no
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further economic issues to be raised about user fees. Issues of equity and
affordability arise because income and wealth are distributed unequally in
populations, and because of the likelihood that, for poor households that

already cannot afford sufficient basic needs, any incremental expenditures
will have adverse health and social effects.

Much research on abillity to D;Y (ATP) has focussed on measuring the
price elasticity of demand and willingness to pay for health care. This
enphasis on demand stems from the goal of setting prices to maximize
revenue but to not deter people in real need from seeking treatment. There
is evidence that user fees are regressive in that the burden of fees falls
relatively more on low income patients than on the better-off, exacerbating
inequity which may already exist in taxation systems.

Conventional studles of demand for, and utilization of, health
services reveal little about the health-seeking behaviour of individuals,
especially those who do not use health facilities, and they allow few

conclusions to be made about the equity of a fee system. While the demand
for health services generally decreases with increasing price, health care
is not an ordinary commodity, and a community is far more complex than a
multiple of the "average" individual. The meaning of an observed change
or absence of change in utilization is ambiguous unless information about
consumers is also known. The debate over equity continues largely because
of the inherent complexity of the subject, and because many of the seminal

studies can be faulted on technical grounds. The results of these studies
are neither generalizable nor conclusive.

To place the research reported here in the context of what is known
to date (reviewed in detalil in Chapters 2 and 3), most early studies showed
that demand for health care tends to be inelastic with respect to price,
but later studies found significant deterrent effects on the poor,
especlally at higher prices. Most of the few longitudinal studies showed
that utilization decreased significantly when user fees were raised, even
at the low prices associated with PHC, and it is usually inferred that it
is mainly the poor who are deterred. Yet the evidence that demand is
relatively inelastic at the low price levels associated with PHC cannot be
dismissed, and there is also a largely unexplored question of the effect
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on demand when cheaper services (specifically, improved supply of basic
drugs in public facilities) are made more accessible and the population can
substitute them for private services of higher price and/or lesser quality.
This is often the case when community-managed drug revolving funds are
established, as under the Bamako Initiative. Overall, the results to date
must be sald to be inconclusive with respect to effects on equity.

Demand 1s conventionally thought of as willingness to pay 1in
conjunction with a range of preference factors. Little attention has been
paid to ability to pay until quite recently. The inelastic demand observed
for curative health care may be an effect of high willingness to pay for
being cured of illness which may cause discomfort, loss of income, and risk
of permanent disability or death. Under conventional pricing rules the
price should be raised until demand drops off. If there are no household
cash or liquid reserves, these amounts may be raised by mortgaging assets,
incurring debt, disinvesting in capital, or reducing current consumption.
If all options for curative treatment require fees, poorer households
(which tend to have cash on hand infrequently) must decide whether to seek
treatment, which source of treatment 1s likely to provide the most
satisfaction at the least cost, and how to obtain the money in the least

onexrous manner. The true ability of a household to pay cannot be

accurately assessed without an understanding of how these decisions are
made and thelr various effects.

Thexe 1s no accepted definition of 'affordability' in economics.
Current expenditure on health care in the private sector or on 'luxury'
consurption such as cligarettes is often taken as evidence of ability to
pay, but little is known about how consumption choices are made or the
effect of these payments on household budgets. A rule of thumb that one
day's agricultural wage is an 'affordable' fee for curative care has gained
acceptance because it happens to correlate roughly with the average price
of an outpatient visit in some countries. None of this really tells us if
fees are affordable. It is not the goal of this study to define
affordablility, but rather to shed additional light on the impact of user
charges on the poor. The operational definition of an affordable health
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care expenditure used in this thesis is ane which has no lasting adverse
effects on the health, econamic or social status of the household. 8Since
some people paying a given price could not actually atford it under this
definition, the ‘'affordable' demand for services is lower than when
long-term welfare factors are not considered. Consumption can be increased
to previous levels by means of selective subsidies (e.g., exemptions), but
in order to plan an optimal pricing policy for drugs, consultations, or
risk coverage that attempts to balance revenues and equity, the effects of

health care fees on households and the distribution of ability to pay in
the commnity must be known.

Introducing affordability and equity considerations into the pricing

schedule would give planners some ability to ensure that new fees are not

regressive, protect the poor, and perhaps compensate for existing unequal
access to health services.

However, equity is very much a subjective

concept, and in order to determine how it can be introduced into a fee
schedule, or to evaluate the effect of different pricing or exemption

strategies, it is necessary to have a unique and consistent definition of
the meaning of equity. This is often left to policy-makers at the central
level to decide, but a cost-recovery programme could be seriously impeded

if, for example, direct subsidization of the poor by wealthler members of
the coomunity is locally unacceptable.

Most proponents of usexr fees acknowledge that poor and 'vulnerable'’
(however defined) households should be exempt from health care charges, or
protected from their effects to the same degree as the wealthy. This would
require that prices are set very low to be 'affordable' by all, or that
exemptions are granted for certain categories of users and/or a means-based
sliding scale used. Setting prices for all very low lmplies a low amount
recovered through fees, possibly less than the cost of collection and
management. The second approach, of protecting the poor through selective
pricing, 1is not without critics even in information-rich industrialised
countries. In most developing countries the implementation problems are
serious, especially in rural areas where there is little wage employment.
Income and wealth are difficult to measure, and there is a multitude of
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reasons why both users and providers of health services will distort the
truth. 8Singling out the poor, or even asking questions about means, may
be socially unacceptable. Even if means-testing 1s acceptable and
cost-effective, there are few recognized objective criteria for determining
the income level at which exemptions should be made, or for reliably
identifying those individuals or households which should be protected. The

need to know about affordability of fees for setting prices applies equally
to decisions about exemptions.

Some argue that the pricing system need not be perfected to the point
of exempting all who lack the means of paying because of the high level of
solidarity in extended families and small communities in sub-Saharan
Africa. The mostly anecdotal accounts of the existence of formal and

informal social mechanisms say little about the degree of protection that
can be expected.

Proponents of government user charges often assume that whatever
households are currently paying for health care in the private sector must
be an affordable amount, but logic suggests that this cannot be true for
households unable to procure basic needs on a regular basis. The known
effects of poverty on health and nutrition allow the classification of
households by nutritional status and by the economic behaviour which lis
both a cause and an effect of this status. The working definition of the

so-called ultra-poor (those who subsist on less than 80% of their dietary
enexgy requirements and for whom any additional drain on their nutritional
expenditures can have serious health consequences) may be useful as a

general guide to a pricing policy, but is of 1limited use as a criterion for
identifying individual households falling into this category.

If means-based exemptions are not adopted, equity could be improved
by incorporating into the pricing schedule indirect indicators of need and
ability to pay. A frequently proposed example of an objective proxy for
means is the geographical location of the patient's residence: a lower fee
is suggested for rural households than for urban on the grounds that most
urban residents have higher cash incomes than rural farmers. Or within a
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given rural area, price preference in the form of lower fees might be given
to people who travel greater distances since they incur costs even before
reaching a health facility. Other possible objective (i.e., readlily
obtained and not easily manipulated) proxies related to ability to pay are
family size, number of young children, material possessions, type of
housing, or amount of land under cultivation. But any proxy measure 1s an
imperfect substitute for actual assets, income, and credit. The degree to
which they "leak" benefits to the non-poor, fail to provide the intended
exenptions, or are costly to implement, are criteria which determine their
suitability. This research attempts to evaluate proxies for abllity to

pay.

Exemptions are also suggested for certain specific conditions such
as tuberculosis and leprosy on the assumption that this improves the

general welfare, and for specific economic groups such as students,
prisoners, or civil servants, to compensate for low ability to pay. The
principle of exempting specific health conditions or population subgroups
also suggests a need to understand the population's own health priorities,
expressed as thelxr relative willingness to pay more for certain types of
health services. Very poor people may be willing to pay more for relief
from discomfort so they can go back to work, than for symptoms percelved
as minor but which may in fact be life-threatening. Setting prices to help
influence these preferences could help improve health status.

1.7 Seasonallty and Prepayvment

In much of the developing world, illness may be highly seasonal, as
are avallabllity of money and food. Maintenance of access to health care
may be improved by changing prices seasonally to compensate for these
factors. Seasonality is also an argument in favour of a system which
requires prepayment of a certain fee at the beginning of the coverage
pexiod, which then entitles the person or household to treatment at no
further or reduced cost for the period. If the initial subscription period
occurs during a time of peak cash availability, it may be easier for most
households to make the prepayment. Prepayment or lnsurance schemes are
regarded as more equlitable than fee-for-service because they spread the
financlal risk of illness among the healthy members of a group, but the
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slow spread of these systems in Africa has raised questions of their
acceptability at the commnity level. Ways to assess seasonal changes in

ability to pay and the feasibility of prepayment were included in the
research design.

One reason that general, practical rules for setting prices for PHC
have not yet been developed is that there is a great degree of variation
between the communities in which reliable experiments have been carried
out, and between communities in general. Many of the factors mentioned
above which affect household welfare and the ability to pay for health
services, and the relationships between them, are likely to vary between
countries, between regions within a country, and even between nearby
villages. This fact has been primary in the formulation of the research

objectives and methodology: first, to assess economic factors related to

choice of type of care and expenditure in different regions of Sierra
Leone, and second, by means of analysis of the data collected, to develop

practical approaches for generally assessing criteria for atfordability and
exemption on a local basis.
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Chapter 2:

Review of Previous WVWork

Part A: Demand and Financing for Health Care,
User Charges, and Pricing

2.0 Introduction

The research described in this thesis was stimulated by a current
debate over user fees and community financing as elements of health policy,
which can be traced to the worldwide economic downturn of the 1970's.
Multilateral, bilateral, and non-governmental institutions joined in a
search for solutions, drawing on experience in the industrialized world and
sponsoring research in less developed countries. As is often true of
research into soclal systems, much of the published material and the
ensuing debate has had an ideological flavour, being "more characterized
by argument than by evidence at present" (WHO 1988a). For example, the
widexr use of pricing policy in place of administrative controls to allocate

resources was ldentified (World Bank 1984) as one of the themes of "a new
vision of economic management."

The literature consists largely of 1) original papers published in
health and economics journals, 2) economic studies on aspects of living
standards and the demand for health care, most of which are widely-
circulated internal documents of the institutions mentioned above, 3)
policy statements and commentaries based on these studies, and 4) country
and reglion-specific studies carried out by developing country governments
and donor agencles, most of which are unpublished. This chapter a) traces
the origins of the financial difficulties of health systems in developing
countries and the solutions which have been proposed; b) reviews the
antecedents of the current trend toward private financing of health care
by means of user fees, including theoretical and empirical studies of
demand for health care which have attempted to either justify the
introduction of user fees or demonstrate that they can have a net harmful
effect on equity and welfare; c) reviews pricing theory and actual
experiences with user fees, and d) traces the development of the Bamako
Initiative, which in its original conception as a continent-wide cost-
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recovery scheme for essential drugs triggered a debate over the issues of
affordability and equity.

The trend of economic growth in most developing countries outside
East Asla, and especially in sub-Saharan Africa, has been steeply negative
in recent years. Africa's average per capita gross national product (GNP)
shrank in the 1980's to barely over the level of 1967. The 3.4% average
annual rate of growth from 1967 to 1988 Just equalled the rate of
population increase over the same period (World Bank 19839). Twenty-four
countries, comprising 90% of the region's population, had lower levels of
real per caplta GNP in 1989 than at the beginning of the decade.

This dramatic fall in living standards was a result of external and

intexrnal factors. The major external factors were balance of payments
problems and debt. While the few oil-exporting countries beneflitted from
the sharp incxease in oil prices, most of the rest suffered from increased
import costs and reduced demand for their exports. Declines in terms of
trade were most severe in the poorer countries of the region (World Bank
1989). Many countries tried to cushion the sharp fall in balance of
payments through international borrowing, in a period when world interest
rates rose substantially (Abel-Smith 1986a), resulting in high levels of
indebtedness and debt service payments for both the middle and low income
countries of all developing regions. Africa's long-term debt rose 19-fold
since 1970 and is now equal to its gross national product, making it the
world's most indebted region. In 1983 debt service payments amounted to

27% of export earnings for the region (UNICEF 1990).

Internal factors have compounded the deteriorating balance of trade
and indebtedness. War, ethnic conflict, and drought have atfected much of
sub-Saharan Africa. Political balance in the nations constructed from
colonial empires is often precarious, requiring governments to give

priority to maintaining stability through high military expenditures, to
the detriment of social and economic policy.
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Governments attempting to deal with macroeconomlic crisis have had
three strategies available to them. They could finance their current
account deficits by international commercial borrowing and concessional
import support by donors. Second, they could attempt to achlieve 'thelr
balance of payments and inflation objectives through demand management,
with IMF-supported stabilization measures such as currency devaluation to
encourage exports and discourage imports, and cuts in public spending and
borrowing to reduce government budget deficits and inflation. Third,
structural adjustment programmes to strengthen economies emphasized policy
reforms to alter exchange rates, state-controlled prices and interest
rates, and to support investment in key sectors (World Bank 1988).

The option of borrowing more was constrained by conditionalities
imposed by potential lenders requiring the implementation of stabilization
and adjustment policies, and economic problems in developed countries and
altered donor policies meant that donors were unlikely to significantly
increase their levels of assistance (Hoare and Mills 1986). The IMF
promoted stablilization policies, argquing that short-term austerity would
achieve the internal and external balance essential for restoring long term
growth. Critics replied that the expansion of output of exports and import
substitutes generally takes much longer in poorer countries which are
mainly producers of primary commodities, subjecting the population to
longer terms of austerity, and may undermine the prospects for long term
growth by discouraging investment (Cornia et al 1987). The World Bank
encouraged adjustment policies through structural adjustment loans, but a
debate continues over whether the countries can bear the short-term

dislocations while waiting for the anticipated positive results in the long
texm.

Some modest economic successes have been attributed by some to
structural adjustment programmes: Ghana increased its GOP from negative
growth in the early 1980s to positive, and Senegal Iincreased £food
production and industrial output and reduced its deficit (United Nations
1988). Zambla, whose economy was among the worst in the region in the
early 1980's, managed briefly to reverse lts shrinking output and GOP,

until riots protesting against the loss of jobs and subsidies forced the
government to cancel the programme in 1987.
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2.2 Effects on the poor

Criticism of these externally-imposed measures has centred on the
unerrployment and lower incomes while markets adjust, and on the reduced
public spending which tends to remove any remaining "safety net" for the
poor. The removal of subsidies has been an explicit element of World Bank
policy: Bank public sector projects are expected to generate revenues which
allow financial autonomy (Meerman 1983). The impact of adjustment policies
has likely been hardest on urban waged workers because of the erosion of
their purchasing power and the fact that urban populations have been the

main beneficiaries of subsidized government services, but Cornla et al
(1987) warned that all the poor could be affected.

Although the truly subsistence economy is rare (Jolly 1988), rural
farmers, generally the poorest classes in Africa, may be the best insulated

from government policy due to their subsistence and barter economy, and may
even benefit from higher prices for export crops (UNICEF 1990), but the
shift to cash crops may also leave the farmer at the mercy of market prices
for the household's nutrition (Pinstrup-Andersen 1988.) In Zalire the
traditional land surplus has been eaten away by population growth and the
increased production of market crops (Cornell 1989), and in Kenya
smallholders were considered vulnerable because of insufficient food
production, and inadequate purchasing power (Wasonga 1988).

There is some evidence of structural adjustment's direct impact on
household health and welfare. Falls in income, rises in food and fuel
prices, and cuts in government services have been assoclated with increased
rates of malnutrition in sub-Saharan Africa, and infant mortality rates
declined in the 1980s less slowly than previously (Cornia 1989). Life
expectancy declined in nine sub-Saharan African countries between 13979 and
1383 (World Bank 1989). Food comprises the largest budget component of the
poor, and the price elasticity of demand for nutritionally high quality
foods such as rice is much higher for poor than better-off population
groups. Declines in calorie consumption have been documented in countries
including Uganda, whexre the number of minimum wages needed to purchase

minimum calorie requirements went from 0.6 to 4.5 from 1972 to 1984
(Pinstrup-Andersen 1988).
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Reduced access to government health services 1ln some developing
countries has also been identified as a cause of declining health
indicators. Low per capita incomes and correspondingly low revenue bases
yield inadequate recurrent budgets, so many governments were unable to
provide essential services to more than a small minority of their
population. Abel-Smith (1986) concluded that most African countries
experienced moderate decreases in real per capita government expenditure
on health from 1979 to 1985, and that the shortage of funds seriously
disrupted services in many countries. Average per capita total private and
public expenditure on health in 1981/82 in low income countries (most of
which are in Africa) was only US $8.84, compared to $30.93 for middle-
income countries and $670 for industrialized countries (World Bank 1987.)
In general, countries with per capita GDPs higher than the median of $350

increased their budget share going to health, and those below decreased it
(UNICEF 1990).

2.3 Plpancing recurrent costs

As health budgets have declined, the efficliency of lnvestment in
facilities and the quantity and the quality of services have suffered due
to decreases in the real value of health workers' salaries, reduction of
budgets for fuel and vehicle maintenance that limit the abllity to reach
rural areas, reduced maintenance of physical plant, and cuts in drug
budgets leading to shortages, ineffective treatment and decreased demand
for services (UNICEF 1990). The gap between what is now spent on health

care in LDCs and what is required to meet the estimated needs and make
efficient use of resources was estimated in 1984 at US$50 billion, and the
estimated cost of full primary care coverage at $15 per capita, versus the

average $2.30 spent on PHC by governments in less developed countries
(Jiminez 1967).

Health sector financing options in the face of shortfalls in

government revenues can be classed as public or quasi-public, or private
(Zschock 1979). This is irrespective of whether the actual provider of

services ls the private or the public sector; this choice is largely based
on historical precedent, demand for, and the ability of the sectors to
supply, different kinds of services, and the relative efficiency of the two
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sectors (de Ferranti 1984). Wwhether health care should be f£inanced through
private or public resources involves questions of how effectively the
resources can be mobilized, of equity, and of allocative efficiency. A
further, non-exclusive, option is to increase the efficiency with which
existing resources are utilized, although it has been observed that
significant additional resources may be required to accomplish this (Gray
1986).

2.3.1 Public and quasi-public financing

Options for public and quasi-public funding sources include taxation,
external donor assistance, and social insurance schemes. Sources of
general revenue in developing countries are often narrowly based,
consisting largely of indirect taxes such as import and export duties.
Receipts from direct taxes are typically low in sub-Saharan Africa (Mills
1983), as are other sources of revenue such as sales tax revenues,
lotteries and betting., De Ferranti (1985) concluded that, given the
general pressure on government budgets, there is 1little chance of

mobilizing additional public resources for health from outside the health
sector. Donor assistance is constrained by political and economic factors

and 1s unlikely to Iincrease significantly in the foreseeable future.
Further, few donor agencies like to finance recurrent costs, and much
multilateral and bilateral aid comes in the form of technical assistance
rathex than hard currency, or is earmarked for highly visible capital
projects (Mills and Gilson 1988), or specific interventions such as oral
rehydration therapy and immnization, in selected countries which
demonstrate need (REACH 1989; Brenzel 1987). Soclal insurance, which
usually provides the benefits associated with risk-sharing and prepayment,
is a quasi-public method of financing through a tax on workers' salaries

and wages. Common in Latin America, it is unusual in sub-Saharan Africa
due to the small size of the waged sector.

2.3.2 Private and commmity financing

Institutions capable of influencing policy in developing countries,
notably the World Bank and the United States Agency for International
Development (USAID), have thrown their support to shifting the balance of
financial responsibility for individual health care to private sources,
with governments to assume final responsibility for indigents, public
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health campaigns, and various regulatory functions (Hoare and Mills 1986).
While a significant amount of health care is financed through private
charitable contributions, in sub-Saharan Africa at this time private
financing means in effect considering whether households should pay

directly for services, and if so, what form such payments should take (de
Ferranti 1985).

Partly in response to the PHC themes of self-help, utilizing local
resources, and developing affordable and culturally appropriate delivery
systems, governments and organizations have turned to communities to help
support health services. Community participation can include financing
through personal service fees, drug sales, pre-payment, labour
contribution, or ad hoc contributions and fund-raising (Stinson 1982).
Hoare (1987) and de Ferranti (1985) agreed that in the end it is the
household or individual that must £inance whatever services are provided;
the community as a whole participates by finding solutions to problems

which arise. Depending on the traditional form of soclal organization, a

village health development committee may be the appropriate focus of
decision making (Isely and Martin 1977).

2.4 The debate over user charges

Opponents of private payments for health care often refer to an
ideological commitment to free health care as a basic human right which

therefore should be provided by the state, and until the economic crisis
many developing countries held this view strongly and tried to remove or
reduce charges at public facilities. In contrast, Barr (1987) found the
view that basic rights should be provided by the state to be illogical,
observing that food is equally a basic human right which is provided well
enough by the private sector; poverty may justify cash transfers but is not
generally a justification for public provision of services. Considering
the practical problems, Reddin (1987) concluded that both taxation and user
charxrges can be progressive, but favoured providing £free or low-cost
services for all, financed by selective taxation, as having greater promise
of fair and efficlient allocation of resources than the alternative of
selectively subsidising low-income groups through discriminatory pricing.
Vogel (1988) concluded that optimal policy would require both income

28



redistribution and discriminatory pricing, at some acceptable level of
administrative cost.

The theoretical foundation of the call for user charges by some
economists is the view that government provision of free (zero-priced)
health care harms personal welfare because government intervenes in the
basically efficlent distributional process of the market. Maximum
efficlency 1in resource allocation will be achieved when goods and services
are priced at the marginal cost of providing them. When external benefits
are involved, the good or service should be consumed when its benefit to
the individual plus its benefit to others are at least as large as those
- which could be produced alternatively with the same resources (Akin 1986).
It is argued that individual and societal benefits would arise as user fees
a) raise revenues for expanding and improving services, particularly PHC,
redirecting existing demand for expensive private services toward possibly
more effective government health services; b) promote by means of
differential pricing more efficient use of services by discouraging
unnecessary use of expensive, higher level care; c) encourage more
efficient provider behaviour as patients signal their cost-sensitivity; and
d) promote the development of insurance since without charges there is no
incentive for patients to insure themselves., Noting that user charges have
been reintroduced or extended in many industrialized countries, de Ferranti
(1984) questioned how poor countries can provide free services when rich
countries cannot afford to do so.

Opponents of user charges say that many individuals in poor countries
do not have the financial means to pay the cost of services and that the
poor may decrease utilization of health services, to their own detriment
and the entire population (Sorkin 1986). Some believe that fees may also
introduce inappropriate provider incentives, encouraging unnecessary
intexrventions. The complexity of planning and managing fee systems may
Place great demands on already under-resourced public health systems, and
the net level of costs recovered may be insufficient to permit service

improvements (Gilson 1988).
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JETETTRL NGNS

As mentioned in the introductory chapter, demand for a good can be
thought of as a function of willingness to pay and ability to pay. Given
that increased public spending on health services is unlikely, the argument
for instituting selective charges for government health services is founded
on economic theory and empirical evidence that individuals are generally

willing and able to pay for private benefits. This evidence is reviewed
in this sectlion.

The traditional theory of demand for health (Wagstaff 1986) follows
neoclassical consumer theory, making explicit the relationships between
consumer preferences for health versus other consumption, prices of health
inputs, the production function for health from health inputs, and income.
It predicts that the rational demander will increase consumption of a
commodity untll its marginal benefit is equal to its marginal cost, and
that an increase in the price of health inputs should lead to a deteriora-

tion in health status. The policy implication is that unrestricted free
provision of health care to all, although equitable, will be inefficient
in its allocation of resources by encouraging consumption up to the level
at which the marginal utility to the consumer is zero. Akin (1986)
identified the opportunity cost of seeking treatment as the fundamental
determinant of how consumers allocate household income between health care
and competing uses. Opportunity cost is the sum of the prices paid to get
to the medical facility, to use the facility, and to buy any medicines
required for treatment. All these prices have a direct money cost
component and an indirect cost in terms of time.

Models which assume differing degrees of consumers' knowledge and
ability to make cholces about the consumption of health inputs lead to
different conclusions about the equity and efficiency of providing 'free'
health care. The 'human capital' model of Grossman (1972) assumes
consumers have perfect knowledge of their own state of health, its rate of
depreciation and the production function, and make investment decisions
which in effect choose their lifespans. The paradigm of a rational
utility-maximizing consumer may be inappropriate for the health care
market, however. Apart from the existence of consumption externalities,
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the consumer's knowledge of his actual state of health and the effects of
alternative treatments is likely to be imperfect: in practice demand 1is

often generated by the provider rather than the consumer.

The model of Phelps and Newhouse (1974) predicts that money price
changes in the cost of care influence the quantity of care demanded, with
time price effects also relevant. A reduction in the cost of care at the
time of purchase (e.g., by public subsidy) will increase demand beyond the
level that would be efficient in a pure market, requiring the rationing of

supply. This theory therefore appears to support the call for user charges
on efficiency grounds.

To set prices and exemption levels objectively, the functional
relationships between the amount and source of health care consumed by a
given individual should ideally be known with respect to (1) the
individual's attributes such as age, sex, income, education, beliefs, (2)

the provider's attributes as perceived by the consumer such as quality,
price, distance from home, (3) the price of alternative providers or modes
of treatment, and (4) environmental variables such as the season and

cultural norxms. These are most often described in terms of demand
elasticity. The application of pricing principles would seem to be
providentially easy once these elasticities are known. For example,
Shepard and Benjamin (1988) stated that if demand is price-elastic, low
prices can be used to encourage especially beneficial services and
discourage less important ones. Where price elasticity of demand is low,
user fees could be applied to all services, generating revenues without
affecting utilization. Yet, for reasons to be described, empirical studies
showing low price elasticity have not completely convinced those who advise
caution in implementing user charges in developing countries.

2.6.1 Cash price effects

Data from the industrialized world have been used to suggest what the
situation might be in less developed countries. Maynard (1979) concluded
from developed country health service data that as prices rise the demand
for the good or service priced decreases; the demand for substitute types
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of medical care whose prices are unaltered rises; and the level of demand
of lower soclo-economic groups decreases.

Estimates of price elasticity in the U.K. suggested that the more
urgent the event the less elastic the demand, with elasticity for hospital
admissions in the range of -0.03 to -0.5, for short-term admissions of -
0.63, for dental visits of -1.43, (Roberts 1989), and for NHS prescriptions
of from -0.1 to -0.2 (Birch 1986). In industrialized countries income
elasticity of demand for individuals has been estimated at from 0.1 to 0.45
(Robexts 1989), and close to 1.0 for aggregate national spending.

The relevance of this type of study even in developed countries has
been questioned: Ryan and Birch (1988) found most studies of price
elasticity falled to clarify the concept of demand where care is provided
free or is highly subsidized and where demand is different fromutilization
because the provider and consumer do not agree about what level of care is
required. Roberts (1989) observed that few studies actually observed price
changes and other variables which may affect demand, and suggested that the
inelasticity seen reflects the effect of provider-induced demard.

Most developing country studies have used household survey data in
miltiple regression models of demand. While not all studies agree, most
confirm a fairly low cash price elasticity of demand for outpatient care.
At public clinics in Malaysia (Heller 1982) it was estimated at -0.15, and
for infant deliveries in the Philippines all money price effects were found
to be in the inelastic range (Schwartz et al 1987). Kirigia et al (1989)

found that demand was "fairly inelastic" with respect to prices at both
government and mission hospitals in Kenya.

Later studies tried to incorporate income effects, since logic
suggests that prices should have different effects on rich and poor.
Heller (1982) found in Malaysia and Bitran (1988a) found in the Dominican
Republic that higher income households were pot more likely to purchase
modern health care over traditional, and only a small positive association
was found in the Philippines by Akin et al (1985). Schwartz et al (1987)
found low income elasticity for deliveries. But income elasticity of
demand for medical care in Indonesia was estimated at a relatively high 0.7
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{(Chernichovsky and Meesook 1986), with the authors concluding that low per
capita income might be a barrier to access. Musgrove (1983) found income
elasticity in Latin America to be high (average 1.17), with private care
purchased only by high income households. Gertler et al (1987) used an
innovative econometric technique with survey data from urban Peru, and
found that demand became less price elastic as income rose, implying that
user fees would reduce the access to care proportionally more for the poor
than for the rich. Similar effects were found in Cote d'Ivoire, with price
elasticities for clinic, hospital, and private doctor demand found to
increase with decreasing income. Price elasticities in the higher price
ranges approached -1.0 for the lowest income quartile in Peru (Gertler and
van der Gaag 1989), and in Cote d'Ivoire price elasticities for the lowest
income quartile were two to three times higher than for the highest
quartile (Dor et al 1987). However, Shepard et al (1987) found price
-elastlc:ity to be low (-0.3) for the lowest income group at a price level
close to the full cost of medications for ambulatory treatment at

government clinics in Rwanda. The conflicting results of some of these

studies demonstrate that price elasticity is strongly affected by both

income levels and the price range under consideration, making it difficult
to generalize about price effects.

The price of alternatives is also an important determinant of demand.
High cross-elasticity of demand for government services due to changes in
private prices was found in Malaysia (Heller 1982). For adult outpatient
care in the Philippines Akin et al (1986) found no important cross-price
effects for public facilities, but higher drug prices in pharmacies
increased the probability of using modern practitioners.

In some cultures health facilities are thought to be of low quality
if they do not charge a price. This was found in the Ivory Coast, where
most respondents said they felt better cared for i£ they paid money (Lasker
1981), and for mobile health teams and mission services in Zalre (Akin et
al 1985). In Tanzania people seemesd to value drugs they paid for at
mission hosplitals over those received free at government facilities (WHO
1988c), and in Slerra Leone compliance with TB treatment improved after a
small charge was instituted in mission hospitals for drugs which government
had required to be given free (personal communication). In the
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Philippines, methods s0ld at very low prices were apparently viewed with
suspicion by purchasers, but once that price reached a 'sufficient' level,
the behaviour was as predicted by price theory (Lewls 1386).

2.6.2 Time and travel price effects

An early study in C8te d'Ivoire concluded that accessibility was a
major determinant of utilization of modern health services (Lasker 198l).
Akin et al (1981) found in the Philippines that waliting time and distance
costs strongly affected relative demand for child health services, but Akin
et al (1985) changed this conclusion, f£inding that up to a rather high
threshold, travel distances and costs were less of an obstacle than
commonly thought, and suggested that waiting time often has a posjtive
impact on use since a long queue may connote a high quality service.
criffin (1987) dismissed the effects of time and distance on demand,
concluding that they are generally smaller than expected and more sensitive
to local conditions than price. This conflicts with many findings, e.qg.,
time price elasticities for clinic demand in Cote d'Ivoire exhibited a
range from -0.29 to -1.49 over the range of zero to two hours travel time,
which would be well under Akin's threshold (Dor et al 1987). A non-llnear
effect was found in Swaziland, where it appeared that there was a threshold
at 1.5 to 2 hours travel time, beyond which the costs of obtaining health
care exceeded the benefits for most patients (Yoder and Herman 1985). The
conflicting £indings of studies not controlled for income were explained
by Mwabu (1989): time price elasticity declines with decreasing income, but
money price elasticity increases. Because the opportunity cost of time
rises along with income, when time costs are present, the positive
influence of income on demand is overcome by the increasing negative
effects of the time price as income rises. This is somewhat at odds with

the £inding of Gertler and van der Gaag (1989) in Peru and Cote d'lIvoire
that the money-poor are also time-poor, suggesting that access is most
improved by increasing the supply of facilities in poor areas.

Clearly, cash price and incomes alone do not account for results such
as Mwabu's (1986), who found in rural Kenya where there were several
choices of providers that patients went first to free government clinics
only 31% of the time. Quality, or users' perception of quality, is another
determinant of utilization (Akin et al 1985), but has been the subject of
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few studies because its measurement is difficult in comparison to other
factors. Percelved quality may be correlated with price (Bitran 1988a),
results obtained (Mwabu 1986), staff attitudes, waliting time, or the
availability of drugs (UNICEF 1989). Findings indicate that quality is
most likely to influence utilization when the user is wealthy and price is
less important in determining demand, when the choice of provider 1is
determined by illness-causation beliefs, when all options are cash-priced
and equally accessible, and when the user knows from experience that there
are substantial differences between available providers (Gilson 1988).

2.6.3 Vhy elasticity studies are inconclusive

While some developing country demand studies found low price
elasticity, they elther failed to consider all relevant factors simul-
taneously or did not distinguish between different price ranges as would
be necessary when considering the effect of PHC costs, which are usually
lower than hospital costs. The interplay of many factors makes it
dangerous to apply general conclusions to particular cases. Griffin (1987)
noted that none of the demand studies reviewed by him refer to actual fleld
experiments in which user fees were introduced and their effects studied:
"all are computer exercises... which make deductions based on cCross-
sectional comparisons among a sample of households." Deaton (1988) warned
that using cross-sectional data for estimating price elasticities requires
careful technique and advanced methods, and Bitran (1988c) criticized
aspects of nearly every published demand study, including the appropriate-~
ness of definitions of important variables, the lack of price variation,
inconsistency of the demand equations with economic theory, and the fact
that many surveys were not designed for the specific goals of the study.
He also critiqued the econometric models of Gertler and colleagues at the
World Bank, which in the absence of user fees or using very low fee levels,
used travel time to represent private costs. Shepard et al (1987) cited
the inabllity to isolate the effect of the perceived different quality of
services at various clinics as a possible source of error in their study.

Shepard and Benjamin (1988) criticized demand studies simply because
their results conflict. Since about half the reviewed studies indicated
a price effect and half did not, they speculated that price matters more

in low income populations, and that the effect may be culture-specific.
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Helminiak and Andreano (1987) explained differences in estimated demand
elasticities by the differential impact of many factors on groups having
different degrees of poverty, i1l health, and health perceptions in

different areas, with resultant varying impacts on demand, which will also
vary through different price ranges.

2.1 Other demand studies
2.7.1 Aggregate desand

While purchasing power may be low, willingness and ability to pay for
health is demonstrated by paying for traditional medicine and Western
medicines of questionable value. Demand for modern care may be frustrated
by shortage of supply, and people will pay for it if it is available and
perceived as superlor to traditional medicine (Carrin 1986a).
Justification for user charges for government health services has been
derived in this way from data showing that most people now pay for a large
proportion of their health care either directly or indirectly. Shepard and
Benjamin (1988) found that household spending on health averages 2.5% to
3.0% of household expenditures in low and lower-middle income countries.
Private expenditures account for 15% to 55% of total national health
expenditure in sub-Saharan African countries (Carrin 1986a), and Diarra and

Coulibaly (1990) estimated that households paid 74% of overall recurrent
health costs in Mall.

2.7.2 Prospective willingness-to-pay (WIP) questions.

Another way of assessing demand is to ask people how much they would
be willing to pay for a particular service. This prospective type of
questioning works well for services such as potable water, where
consumption is regular and predictable, but it has been judged unreliable
for health care, which tends to be of an emergency nature (Birdsall and
Chuhan 1987). Prospective questioning was seen as less desirable than the
actual observation of utilization and expenditures in health care since
intent and action often diverge (Lewis 1987). While some studies have
yielded results that seem reasonable, on balance information obtained from
hypothetical questions is unconvincing. A study in Rwanda found 76% of
low-income families willing to pay for a pre-payment card which would
entitle them to a 50% discount at the local clinic (Shepard et al 1987),
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but this strains credibllity since the amount for which such high
willingneass to pay was expressed was equivalent to 71% of mean annual per
capita cash income. For £full coverage in Niger, 63% of households
expressed willingness to pay more than FCFA 500, with the rate decreasing
with socloeconomic status (Tulane 1987). This seems reasonable, as the
amount represents approximately 1% to 2% of average per capita income.
Empirical evidence of WIP also comes from Gertler and van der Gaag (1989),
who derived independently from Peru and Cote d'Ivoire data that people will
pay up to 2 to 5 percent of their pon-food budget for medical care, but are
unwilling to pay more. This is roughly equal to 0.5% to 1.5% of total
expenditures for poorer households.

2.7.3 Other retrospective studies.

Some researchers have justified charges for health care in poorer
countries on grounds that most households have some discretionary income.
Birdsall et al (1986) reasoned that because 40% of household expenditure
in rural Mali was for social activities, durable goods, and loans to
others, households should be able to afford 5% of their total expenditures
for recurrent costs of health and water projects. Households with cash
income expressed greater willingness to pay for services, but the authors
felt this to be an unreliable indicator because of large annual variations
in income.

Assumptions about an entire population's ability to pay based on mean
income data can be seriously in error. For a hypothetical country with an
average annual per capita income of $200, 60% of the population would have
an income below $200, and the lowest 20% would have a total income of only

$§60, with perhaps only $15 of this in cash (WHO 1988c). In the same
district in Mall where Birdsall et al (1986) found evidence of ablility to
pay based on average income and expenditures, in a year of poor harvests
the mean cost of care per episode of illness represented 8.5% of average
per capita income, but because of the skewed income distribution it was
47.3% of the median per capita income. A significant percentage of all
families had zero cash income and a large majority of families claimed to
have difficulties financing their health care (Carrin et al 1988). A study
in Senegal (WHO/DAP 1991a) demonstrated the contrast between overall and
individual WIP by the fact that 66% of households bought the total of what
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was prescribed at public clinics at an average cost of US$§ 9.00, but 16%
of prescriptions were not filled within three days and 36% did not buy all

the prescribed drugs. Fewer than half the patients sald they would be able
to spend more than US$ 1.75 and only 23% more than US$§ 3.50.

Gilson (1388) observed that the population's willingness to pay for
private health services in rural areas reflects the lack of government
provision and the greater acceptability of the other services, but in
neither case can it be assumed to reflect ability to pay, except for the
wealthy. Striking evidence of apparent ability to pay comes from Zaire,
where health zones establish fees independently and a high percentage of
costas are recovered. Yet Bitran (1988b) found in two 2zones where
collection of fees was rigorous that about one-third fewer lower-income
households sought care outside the home than middle and high income
households. Health center fees were significant compared to incomes
(nearly 5% of annual per capita income) and while the proportion of health
center patients who did not pay the full price of the services received was
negligible, Bitran (19884) implied that the interpretation of WIP data

seems to depend heavily on the observer's predisposition toward user
charges, cautioning that,

"this should not necessarily be interpreted to mean that all zone
resldents are willing and able to pay for services... health centers
may get a blased sample of patients, namely those who can pay for
their care... others may not be willing or able to pay and either
go without care or seek cheaper forms of treatment."

2.7.4

Longitudinal utilization studies

While most studies of demand elasticity have relied on cross-
sectional data, evidence of actual changes in utilization requires
longitudinal data covering a period before and after the introduction of
user charges, but studies of this nature are rare. Even when such data is

avallable, the following examples demonstrate that pure price effects
may be difficult to interpret correctly because of the effect of quality
changes and external factors, and counter-exanmples can often be found.

In Ghana, utilization of government clinics dropped
sharply after fees were raised (Waddington and Enyimayew
1983). However, former levels were regained in urban areas
after a year, and utilization of mission hospitals increased,
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suggesting to the authors that consumers rated perceived

quality of care even higher than cost as an element of the
decision-making process.

A drop in curative care episodes correlated with an
increase 1in fees was reported in Zaire (de Bethune et al
1989), but the longitudinal data presented can also be
interpreted as pot showing any drop in utilization until the

fourth year of price rises, when the increase was the
sharpest.

In Swaziland, a nationwide fee increase was followed by
a drop in utllization averaging 17%, and visits for important
preventive and curative services showed higher than average
decreases (Yoder 1989). The authors noted almost
parenthetically that the price increase studied was a drastic
one-time rise of 300% (Yoder and Herman 1985). In the poorest
region of Mall, fees were raised gradually over three years

from 50 FCFA to 300 FCFA and utilization rates increased
(Mandl and Ofosu-Amaah 1988).

In Mozambique, utilization of health services dropped by
two-thirds after drug fees were raised to a level that covered

costs plus a 70% markup (Kanji 1989). Drastic events were
occurring in Mozambique at the same time as the price
increases, including massive displacement of rural popula-

tions, declines in agricultural production, and a tenfold
devaluation of the currency, making 1t difficult ¢to

substantiate that the drop in utilization was due directly to
the price increase.

A fall of about 25% in outpatient visits was found in
Kenya during the f£irst month of cost-sharing, but there was no
decline in Iinpatient admissions or utilization of f£free
preventive services (REACH 1990). However, the authors could

not explain these results, and recommended a household survey
to include data on non-users.

On the other hand, patient attendance increased dramatically in
Guinea and Zalre after the inception of essential drugs prograrmes which

introduced charges but increased the supply of drugs and introduced charges
(Jarrett and Ofosu-Amaah 1992), demonstrating the effect of an improvement
in quality. It has also been suggested that the decrease in utilization

in some countries after fees were introduced was a result of inadequate
planning and public education (United Nations 1990).

2.7.5 Desand for medicines

Drugs play a central xole in cost recovery: not only is the adequate
supply of medicines in government facilities a major criterion by which
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quality of serxvices is Jjudged, but the availability of drugs for self-
treatment on the private market is an important alternative to medical
treatment.

Drugs constitute a major component of recurrent costs and have been
the focus of cost recovery efforts in many trials of user charges because
of their financial significance, their irmportance in PHC, and people's high
willingness to pay for them. A great but often irrational (by Western
standards) demand for medicines is common to nearly all soclieties (Hall
1986; Fabricant and Hlirschhorn 1987). The demand for drugs and
pharmaceuticals tends to be price-insensitive in developing countries.
Litvack (1988) found high utilization of private pharmacies in rural health
zones of Zaire. Since these are usually more expensive than health
centers, it suggested that many people who do not attend health centres are
willing and able to raise the resources required for health care, and that
adequate drug supply is a more important factor in determining utilization
than price. Use of government facilities in Nigeria decreased one-half to

one-quarter when drugs were unavailable (Sokoto State 1988).

Expenditure on drugs among the poor ranged from 0.7% to 1.6% of
household expenditures in five countries (Mills and Walker 1983), but the

low purchasing powex of low income groupe in poor countries makes them more

dependent on government supplies which are usually inadequate (Hall 1986).
Where this is the case the sick purchase drugs from private sellers, often

for inappropriate and wasteful self-medication. Weekly family expenditure
on drugs from pharmacies in two Brazilian villages ranged from a third to
a full day of an individual's wages (Haak 1988), and prescriptions for

Zairean workers without benefits (generally the poorest workers) often cost
more than half a month's salary (Guimier 1988).

Even when people are apparently able to pay relatively large amounts
for drugs, it may be with considerable difficulty. Carrin (1986b) found
that 99% of prescriptions written were filled in a community pharmacy
project in Chad where full cost price of drugs was charged, but they cost
from 0.6% to 116% of annual per capita income of the poorest farmers. In
Nigeria many patients falled to £ill prescriptions at a teaching hospital,
apparently because of price: for prescriptions costing from 1 to 9 naira
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(1 naira = USS 1) the default rate was 17%, rising to 78% for prescriptions
costing over 20 naira (Isenalumbe and Oviawe 1988).

2.8 Equity in private financing

Equity (the quality of being equal or falr) in health care can be
defined on levels which range from the conceptual to practical indicators.
Mooney (1983) offered a hierarchy of ways to judge equity, starting with
the indicator of equal expenditure per capita, progressing to the ideal of
equal health status. Expenditure per person needing assistance may be the
best measure of equity in spending, but this may be distorted by
differences in efficiency (Musgrove 1986b). Gilson (1988) favoured equal

utilization for equal need as a definition which incorporates equity
between, as well as within, population groups.

The debate over user charges centres around the apparently necessary

tradeoff between efficiency goals and equity goals. Equity and efficiency
are valued differently by societies, and therefore the goal can influence
the mode of financing which is adopted (Brenzel 1987), and equity is itself

a relative and subjective term. The various factors which contribute to
health status must be examined in relation to different sections of

society, with the term 'horizontal' equity being used to describe equity
between geographical areas or any groups with some common characteristics,
and ‘'vertical' equity for equity between unlike soclo-economic groups.
Achlieving equity through such methods as discriminatory pricing implies
cross-subsidization of the poor by those better-off, which might not be
acceptable to the community. Rather than imposing external equity
standards on a commnity in the process of planning, more must be known
about how the community understands the concept. Carrin (1986) recommended
that a comunity's own notions of equity should be taken into account in
planning any community financing scheme, and the pitfalls in allowing

economists alone to make decisions about setting health priorities in
general were discussed by Green and Barker (1988).

It is argqued that user fees can promote equity rather than reduce it.
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