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Abstract

This study sought to examine the economic structure of the Philippine health care
system, in the light of recent legislative initiatives in the country and global managed
market reforms. In the context of a market-orientated system in the Philippines, the
study modelled the interaction of health care agents in three markets: regulations,
financing or insurance and health services. The bulk of the research examined the
nature of exchange in the health services market, using neo-classical economics. Theories
in industrial organization and public choice served as organizing frameworks for
explaining other market elements. The study’s methodology used primary and
secondary data analysis, as well as findings of other research, to bring together a

coherent picture of the market structure of health care in the Philippines.

The analysis of the regulatory market showed that the rent-seeking nature of
Philippine social, political and medical institutions has weakened regulatory structures in
health care. Compared to its Asian neighbours, the relative position of the country in the
60s in terms of major health indicators, has been eroded. Limited resources and
allocative inefficiencies have affected the government’s ability to fulfil its constitutional

mandate to ensure minimum levels of care, especially for the poor.

The performance of the market was examined in terms of health policy objectives
of efficiency and equity in the financing of health care. Private sources, with households
forming the bulk, comprised 64 percent of health care expenditures. The position of
concentration curves drawn to illustrate the equity of household financing, showed
inequities in health and health expenditures. The largely fee-for-service system operating
in the health insurance market had caused risks to be borne largely by consumers and
funders. Low coverage of the population and weak utilization rates, may have
encouraged some providers to behave opportunistically. An examination of the prospects
for an alternative system of compulsory health insurance, illustrated through a project

with health maintenance organizations indicated the problems of contracting.

Estimates of health service market conditions on the demand-side, from an out-
patient provider choice model, showed low price and time cost elasticities, with the poor
being more responsive than the rich. Simulations showed that the introduction of user
fees in public services were likely to drive demand towards private care in urban areas,

and out of the market in rural areas. The welfare effect estimates showed that if public



hospitals were to charge one-half the price of private doctors, the welfare loss would be
about 10 percent of household budget of the lowest income group. The amounts needed

to compensate losers from the policy change can be transformed into contributions for
risk-sharing schemes.

From the supply-side, the distribution of facilities, productive resources and
technology were shown to have wide variations across regions and types of facilities.
The study cited research that showed that total cost structures in hospital firms were
largely determined by the volume of services rendered. Moreover, variable costs were

shown, by other research, to be neither influenced by scale nor by the scope of

operations.

The analysis of the market structure, based on a modified Hirschman-Herfindah!
measure, showed that no hospital-firms had a dominant share of the market. Regression
results, from the same research on total cost functions, showed that hospital outputs were
unresponsive to actual competition. Price competition appeared to be swamped by non-
price competition. An examination of pricing behaviour showed widespread cost-price
mark-ups, reflecting the *market power’ of providers. The co-existence of competitive
and monopolistic tendencies in the health care market, combined with weak and/or
distortive incentive structures, suggests that the tenets of contestability analysis were not
fulfilled.

The last chapter showed the limitations of the analysis in providing conclusive
evidence on the behavioural underpinnings of the health care market in the Philippines.
Conceptual and methodological difficulties, arising from data and measurement problems,
imply that the results are at best exploratory; and that further work can use the issues
raised as starting points. For health policy reforms in the Philippines, recent legislative
initiatives could improve health sector performance from a three-pronged approach:

enhancing access, agency and co-ordination.
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Chapter 1

Introduction

1.1 The Context, Aim and Objectives

There have been dramatic developments in the health sector in the Philippines
from the late eighties onwards. The first significant legislation was the 1988 Generics
Law' which required generic labelling and prescribing. This affected the private
health industry, i.e. the drug companies and professional groups. the most. The second
piece of legislation involved the decentralization of the control, financing and
accountability of government health facilities and services to local governments?.
More recently, before the May elections, a National Health Insurance Act® was passed
which sought to bring together the separate administration of funds for the compulsory
health insurance programme into one body. These developments are changing, and are
likely to change still further, the way the health sector is organized in the country.

These initiatives did not come about from some pre-determined blueprint for
change; but were introduced piecemeal in a somewhat ad hoc manner. The inclusion
of the health sector in the Local Government Code was unexpected, as it appears to
have been generated solely from Congress with minimal Department of Health
participation. Even up to the present, bills are being introduced to attempt to revert
to the system of central and integrated administration and financial control. The

Generics Act was undertaken in a more deliberate and co-ordinated manner than the

"'The Generics Act of 1988; Republic Act (R.A.) 6675: Approved September 13, 1988:
84 Official Gazette (0.G.) 5588 No. 38 (September 19, 1988).

>The Local Government Code of 1991: R.A. 7160; Approved October 10. 1991

‘National Health Insurance Act of 1995; R.A. 7875, Approved February 14, 1995 91
O.G 2299 No. 16 (April 17, 1995).
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Decentralization Law. The new government. which replaced a period of authoritarian
rule, had to take an initiative that reflected its populist concerns. The Department of
Health organized task forces to generate information and popular support for the
legislation; this was important given that organized medicine and multinational drug
companies were opposed to it. The National Health Insurance Act benefitted from
some research®. But the law itself just involved organizational changes to combine the
two funders of medical insurance, and the guidelines for its implementation have not
been drawn up. There appears to be no clear commitment on the source of funds for
the programme.

These policy developments taking place in the Philippines beg for more than
asingle-pronged, problem-focused approach, for they challenge the underlying structure
of health delivery and financing, and ultimately, the practice of medicine in the
country. They point to the changing role of government in the health sector. They
raise questions on the future of the market-driven system which characterizes the
Philippine health environment. Without a coherent understanding of the market and
non-market forces that shape, and are likely to guide, these changes, the legislative
initiatives referred to above may end up as a mere reformist attempt to attract votes
without recognizing the opportunities they offer for structural reform.

Considerations of strategic reforms should start with an understanding of the
underlying structure of the heaith care system in the country. This study aims to
provide such an analysis. It is an economic study of the health care market that is

intended to contribute towards the better grounding of political decisions in an

4Research were conducted under the Health Finance Development Project, sponsored
by the United States™ Agency for International Development (USAID).
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economic framework. The piecemeal manner in which the bills have been introduced
suggests that their implementation will not create the impact that they should.

This study is not an evaluation of the legislation referred to above. Rather it
1s an analysis of the structure of the health care market to determine the conditions
likely to affect the implementation and outcome of legislation and to assist in the
reorganization of the health system in a rational manner. Specifically, the
investigations are directed towards answering the following research questions: 1) How
is the health system organized? What is the nature of the regulatory framework? 2)
How does the system of health financing perform in terms of efficiency and equity?
3) What are the factors that affect demand for health care? What, for example, are the
effects on demand of changes of prices for out-patient care? 4) What are the
underlying supply conditions, particularly the technology and costs structure of
production of hospital services: and. 5) What is the market structure for health care?
To what extent is it price and non-price competition operating? The work concludes
with a discussion of the study's implications for policy developments directed at
managing the market in health care: and, indicates further work that needs to be

undertaken in the light of the issues underlying the market structure of health care in

the country.

1.2 Significance

The example presented in the Philippines. with its market orientation in health
care, can inform policy debates in both developed and developing countries trying to
proximate the competitive ideal. Health care reforms taking place in many countries
are directed at introducing market mechanisms and incentives into public systems

(Saltman and van Otter. 1992: Le Grand and Bartlett, 1993). The trend in reforms in
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developed countries finds parallels in developing countries in the various policies that
introduce market elements like pricing, through the introduction of user fees to
previously free systems and greater public-private interaction through contracting
(McPake, 1993: Bennett, 1994). The analyses undertaken in the study can provide
policy with simulations on the effects of user fees: as well as information on the
responsiveness of costs and outputs of hospital services to prices and other market
conditions.

The market structure analysis undertaken in this study offers a umque
perspective as it explores aspects of recent theoretical developments in economics,
contestability analysis, in particular: and, elements of transaction costs and public
choice analyses, to examine their usefulness in illuminating health sector analysis,
particularly in a developing country. The tenets of recent theoretical developments in
economics can be used to explore health policy concerns that arise from interactions
among health care agents. in the context of incentive problems posed by the

‘commodity” health care.

1.3 The Theoretical Framework of the Study

This section sets out the theoretical framework of the study of the economic
structure of health care in a pluralistic system. The first section identifies the
boundaries of economic analysis. The second part examines the underlying objectives

of a health care system. The third part analyzes the nature of the ‘commodity’ health

carc.
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1.3.1 Economic Boundaries

Health care comprises the set of activities which can bring about better health
by specifically directed activities. The pursuit of health involves the use of resources.
The domain of economics is analysing the ways that the resources used in health care
can yield the most efficient and equitable outcome given their costs. The resources
expended on health care are resources lost to other activities. The realm of economics
as a discipline is precisely to inform on this process of choice.

The behaviour of interest in economics is one of optimization. The analysis
starts from the perspective that preference patterns. given the feasibility constraints of
agents, can be mapped and yield behaviour that can be consistent with maximization.
For consumers, optimization means choosing the quantity of goods and services that
yields most satisfaction within given price and income constraints. For firms,
deciding on the type and quantity of outputs that will yield the desired profits entails
taking into consideration the cost of inputs. These atomistic agents, starting-off from
a self-interested perspective, come together to form the market. and without influence
on price, bring about a state of equilibrium in which the costs of every additional good
produced is equal to the price at which the good can be sold. Neo-classical economic
theory predicts that this competitive equilibrium is optimal and efficient when there is
no other way by which resources can be allocated which can make everyone better off:
Pareto Optimality. However, market conditions may dictate that only one or few firms
can be an efficient configuration in the market. in which case, it has been suggested.
that the same efficient outcomes can be achieved by the mere threat that a potential

entrant many pose on the market when that entry can be accomplished without sunk

[8%)
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costs (Baumol. et al., 1982). This contestability hypothesis expands the ‘sway of the
invisible hand’ in the market.

Equilibrium exchange is assumed to take place within the context of the given
initial endowments of ownership of assets and skills. Should the initial distribution of
purchasing power result in inequities in exchange, restoring equity is made possible
with the compensation of the less well-off by the better off and /or the state by the
instituting mechanisms for such transfers. The competitive model views the role of the
state as external; and for policy purposes, may consider the role of the state limited to
cases where the market ’fails’, such as under monopoly conditions; where there are
common access resources involved; when consumption of goods are non-rival; and.
where exclusion is difficult (as in the case of public goods).

But the state or government may not necessarily be an impartial entity, affecting
the allocation of resources towards some ultimate social goals. Governments are also
comprised of individuals pursuing their own optimizing objectives. Public choice
models focus upon resource allocation processes arising from self-interested behaviour
of politicians. bureaucrats and self-interested groups. The choice of one programme or
allocation mode may be based on politicans’ seeking to maximize re-election chances
(Downs, 1957); bureaucrats’ trying to maximize the stature of the office (Niskanen,
1975). public workers’ seeking to maintain blissful tenure by sticking to routines
(Wolf,1979). The various mechanisms these individuals in government may devise,
within state allocative processes, to pursue their own selfish interests imply that

government allocation can be just as inefficient as the market it sought to replace.

suggesting “government failure’.



Other forms of allocation, outside of markets and governments, have been
shown to achieve efficient outcomes. The optimizing behaviour. or its corollary of
minimizing costs, has also been applied to the analysis of decisions to form firms or
to take the allocation process out of the market: to internalize it within firms (Coase,
1937). The objective function pursued is the ’minimization of transaction costs’
(Williamson, 1985), with the latter defined as the costs of running the system. Other
forms of collective action operating with formal and informal mechanisms. fall within
the purview of analysis of transaction cost minimizing behaviour. The concern with
transaction costs stem from the recognition that the central problem of economic
organizations are rooted in the behavioural attributes of economic agents. Human
knowledge has boundaries (bounded rationality) and that self-interest maybe more
ruthlessly pursued without principle or conscience (opportunism). Recognition of such
behaviour suggests that information gathering, monitoring and enforcement costs are
now embedded in contractual arrangements. It is these costs that determine whether
one arrangement is more efficient than the other.

The economic framework for the analysis of the nature of health care
interactions can, therefore. provide some coherence to decisions involving choice.
The allocation problem in health care, however, may pose analytical difficulties arising
from the attributes of the ’commodity’ health care. Conceptual and behavioural

elements alter the nature of market signals.  These attributes are discussed next.
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1.3.2 On the Nature of the ’Commodity’ Health Care

There are three attributes which are important in understanding the nature of
health care as an economic good. They are not unique to health care. but the extent
of their influence on health care markets separates it from other types of markets.
These are: a) uncertainty; b) externalities; and, c) asvmmetric information. These
attributes create conditions and provide incentives for certain behavioural and
institutional responses which shape the health care market.

Uncertainty. Uncertainty in health care markets arises from two sources.
Uncertainties describe the ’state” of prevailing conditions. and uncertainties relating to
the decision-making by economic agents. For the consumer, the uncertainty over the
randomness of the sickness event is most basic. The participation of consumers in the
health services market is. for the most part, determined by their experience of sickness
which triggers the medical need for health care. Consumers also face the uncertainty
that arises in relation to the diagnosis and outcomes or effects of treatment. Despite
(or inspite of) the special training and knowledge. professionals may take advantage of
uncertainties to justify recommendations for more diagnostic examinations and other
therapies. thereby, raising prices.

Uncertainty involves an assessment of the risk of an event occuring at some
future time. In addition to risks associated with existing conditions or known risk
factors, the attitude towards risk enters as an independent factor relating to people’s
reactions to risky situations, and is to be found in many markets. The expected
financial loss attendant to seeking care may drive consumers to reach through to the
insurance market, cither directly or through the government or their employers to

secure themselves against this loss. Insurance covers uncertainty by pooling risks across
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population groups. Insurance provides the opportunity to pool risks within a band:
where the probability (p) of event s occuring falls between one and zero (1 > p > 0).
Risk averse individuals, for whom p = 1. are likely to take up insurance cover. But
no firm will provide insurance given this ’certitude’. On the other hand, no demand
will be forthcoming when p = 0.

In addition to attitudes towards risk, the problem of the market for insurance
at all levels is also determined by the ability to pay. The poor, who may include many
who are prone to sickness or are already sick. may not insure because they lack funds.
The de-selection of those who cannot afford insurance but who may benefit from it
often serve to motivate governments to provide the insurance.

Health care interactions are fraught with uncertainties arising from the
asymmetries in the structure of information (Williamson, 1985). Voluntary insurance
schemes, for example, are confronted by two problems. The first is adverse selection.
The problem of adverse selection arises when individuals know their own personal
risks better than the insurer and those at higher risk seek cover. They will be adversely
selected into schemes which would cause premiums to be higher than the community
risk rating, further forcing out those at less risk or those too poor to pay. The practice
of cream-skimming through higher premiums, exclusionary clauses on existing
diseases, market segmentation, etc., are mechanisms to deter high risk individuals
from the joining the risk pool and so restrict coverage to the more healthy and most
likely, wealthier population.

A second problem, known as moral hazard, arises when insurance allows the
consumer to face a marginal cost at the point of care which is less than the true

marginal social cost of provision, leading to higher utilization.  Providers. on the



other hand, may, as a result of the perception that the patient does not bear the full
cost, increase utilization of secondary services more than necessary. This point is
discussed further in terms of information asymmetry.

But the welfare loss arising from these practices may be high for a society and
often explain why insurance markets may not be fully developed in some systems,
making for an incomplete market for health care (Arrow, 1963).

Asymmetric Information. Asymmetry of information is an important element
in health care markets not only because of the uncertainty of health needs but also
because of the specialized nature of knowledge and the differences in the objective
functions of the agents with regards to information disclosure. While patients seek to
inform the doctor as much as possible about what ails him. doctors may not have
similar incentives to disclose what they know, either because of uncertainties over
diagnosis or outcomes as earlier cited. or it may be as Phelps (1992) aptly describes:

...Professional duty, ethics. and personal responsibility make the doctor want

to be open and honest. Conflicting with this. however, the simple profit motive

can lead the doctor into different choices. Put most simply, if so desired, the

doctor might be able to deceive the patient, and make more money doing
s0...the patient could have no way of telling when this was happening (if at all).

(p-6)

The consequences of information asymmetry vary. At one extreme, the costs
of wrong information can be life threatening. At the other end. one can "shop around”
until one gets the satisfactory information. However, the possibility of obtaining it is
limited by the acuteness of conditions and by the difficulty of weighing one provider’s
opinion against another (Culyer, 1991). For the insurance market, the consequences
of information asymmetry. the problems of adverse selection and moral hazard, may

account for a breakdown of the market in insurance (Arrow, 1963).



The extent to which ways are devised to solve the problem may result in
market outcomes which are not competitive. It is a striking attribute of services in
general to develop into personal relationships built on the nexus of trust. In health
care, the likelihood that a repeat transaction will be made enhances consumer loyalty
to a provider. This personalistic relationship is likely to enhance provider power in
terms of rate-setting, and utilization of secondary services in the health services market.

Asymmetric information underpins the licensing of professionals by government.
In addition, professional groups evolve codes of ethics to prevent abuse (Arrow. 1963).
The benefits of the delegation of some of the functions of government to ensure ethical
behaviour to professional groups has to be balanced against the costs of collusive
behaviour.

Information asymmetry influencing provider behaviour leads to a moral hazard
problem. Moral hazard arises from the provider-side of health care markets when the
manner of paying providers by third party payers leads to more services being ordered
than necessary. Fee-for-service payments, for example. have been shown not to
encourage cost minimization by providers, but instead, encouraged greater use of
services by providers (WHO, 1992).  This type of behaviour is explained by the
transactions cost theory in terms of human attributes of bounded rationality and
opportunism. Bounded rationality refers to behaviour which is ’intendedly rational,
but only limitedly so' (Simon, cited in Williamson, 1985).  Large numbers of
transactors prevent efficient monitoring and enhance opportunities to claim payment
from the insurance agency for services not rendered or fraudulently rendered. Such
behaviour fits the notion of opportunism. It 1s characterized as ‘sclf-interest with

guile’: associated with "incomplete or distorted disclosure of information. and to



calculated efforts to mislead. distort. disguise or otherwise confuse” (Williamson. 1985.
p- 51). This clearly creates conditions of inefficiencies and high transaction costs.
The process of transforming health care into health, and the over-all health care
interactions are complex. The attributes of the ‘commodity’ health care make health
care different from other goods traded in the market. The complexities arising from
uncertainties, information asymmetries and inter-personal valuations engender incentive
problems (e.g. moral hazard and adverse selection) which affect the ability of the
economic arrangements in health care to achieve health care objectives.
Externality. When consumption or production of commodities by one person
affect another, without that person or firm choosing to be so involved, externalities
are said to exist. Health campaigns like immunization or vector control activities create
positive externalities and benefit society as a whole. Failure to take shots or be
examined for possible infectious diseases create negative externalities as the disease is
likely to spread to the wider population. While seeking health care may yield benefits
internal to the person, the benefits accrue to society as well from having healthy
citizens. The extent to which individuals do seek care depends on whether the
incremental costs of doing so are less than the perceived potential gains. Optimal
outcomes are realized when the incremental costs are equated with the incremental
benefits. Government involvement in health care often arises because markets may
not yield efficient outcomes because of externalities. One’s personal valuation of costs
and benefits may not coincide with societal valuation of costs and benefits.
However, not every instance of externality need  trigger government
intervention. Parties affected can get together and some compensation process can be

avreed on. The Coase Theorem states that "bargaining can achicve an efficient
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allocation of resources whatever the initial assignment of property rights"(Gravelle and
Rees, 1992). However, in instances where property rights are not defined, or the
legal framework is not clear, or when the benefits are available for everyone to enjoy,
then internalization of externalities may not be made and under or over provision may
result. The latter is said to be common in health care where capacities and use of

advanced techniques reflect on reputation, an important element of the medical

profession’s objective function (Evans, 1984).

1.3.3 On the Nature of Health Care Objectives

The ultimate objective of a health care system is "to advance and protect the
health of people"(Roemer, 1991; p. 32). Advancing health means combatting disease,
increasing life expectancy and improving the over-all quality of life. Other elements
in the social system may affect health but health services are the main direct
mechanisms through which health care objectives are pursued.

Efficiency. The welfare economics criteria for evaluating resource allocation
has been identified earlier as Pareto efficiency. Under this criteria, efficiency in
resource allocation is said to occur when no individual can be made better off without
at least one other becoming worse off. Production and consumption takes place at the
point at which technology and society’s feasibility constraints dictate. When a
combination of other goods and inputs can make possible a higher level of attainment
on society’s production possibility frontier, not achieving such level means inefficiency
in the strict economic sense.  For society as whole, where no reallocation is possible,
the marginal social benefit equals the marginal social cost. Operationally, this entails
the fulfillment of the following criteria (Barr, 1993; pp. 73 -75):

1. Consumption Efficiency - Two individuals’ marginal valuation of one
commodity, vis-a-vis another commodity, are the same.
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2. Production Efficiency - Factor proportions are so combined to obtain
maximum output from given inputs.

3. Efficiency in Product Mix - The input supply and input use yields an
optimal bundle at which the ratio of marginal production costs and the ratio of

marginal valuation of consumption are equalised, given existing production
technology and consumer taste:

4. Administrative Efficiency - Possible gains in output are possible by
sacrificing another output without incurring additional costs. Also popularly
known as X-efficiency where eliminating waste or managerial slack can vield
higher outcomes without increasing costs.

Where initially the allocation is not efficient, in the sense that someone is made
worse off in the process of another being made better off, a potential for optimality
exists by providing compensation from gainers to losers. A consumer's 'willingness
to pay’ can serve as basis for compensation: for gainers how much they would be
willing to pay to have the change. and for losers how much they would be willing to
pay not to have the change. In cases of costless redistribution, where the amount that
gainers gain exceed that which the losers lose, then the potential for compensation to
achieve optimality exists. This 1s known as the Hicks-Kaldor Criterion. (Cullis and
Jones, 1992: p.40). The Hicks-Kaldor compensation test does not involve interpersonal
value comparisons, i.e., whether one utility gain can be worth more than one utility
loss (Gravelle and Rees, 1992). The individual makes the judgement through the
amounts they are willing to pay or be paid to be made as well-off after the change as
before it. The Scitovsky paradox showed that, given costless redistribution, the
Hicks-Kaldor test can yield more than one preferable outcome. It can include a
reversal back to the status quo. the crux of the Scitovsky paradox, such a shift can be
achieved by non-costless redistribution alone, and thus a proviso is needed to the Hicks-

Kaldor test, to preclude such a change (Scitovsky. 1964).



In cases where property rights may be ill-defined. the government comes in to
undertake the compensation process through transfers’. The government's role in a
competitive market is to effect the redistribution process. and intervene in cases where
individuals may not know what is in their best interest (merit goods argument). In
instances where the market may fail because of externalities, information problems and
incomplete markets (e.g. absence of market for risk), the nature of government
intervention can be assessed and compared to outcomes that would have risen had they
been left to the market.

Equity. The concern for equity in pluralistic health care systems stems from
the idea that the market system merely reflects the distribution of assets and purchasing
power, and that the poor are likely to obtain and use resources differently from the
rich. The outcome of market transactions for each group will therefore differ. As Le
Grand (1991) aptly comments:

... The fact that people will almost inevitably come to the market with different

amount of resources from which to generate income will generate inequality in

income: this in turn will generate inequalities in the consumption of all
commodities and a failure to meet a minimum standard of consumption of
some. What is more disputable is whether the inequities thereby generated will

be greater than any created by government intervention (p.438).

Assessments of health care delivery and financing are based on the notion that
health care is delivered on the basis of 'need’ and financed according to "ability to pay’

(Wagstaff, et al., 1993). Commitment to enhancing ’access’ suggests a concept of

equality anchored on a 'rights-based” principle; i.e. access to health care is a matter of

right.

“This is basically a Pigouvian view. Coase ( 1960) argues the case where in the absence
of transaction and bargaining costs. an agreed allocation of resources can be Pareto optimal
independent of the prior assignment of property rights (cf. Mueller. 1989; p.28)
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In practice, equity is defined in terms of vertical and horizontal equity.
Vertical equity in health care implies that those with greater need should receive more
services than those with less needs. Horizontal equity. on the other hand. implies that
persons with the same need receive the same services. The difficulties that arise when
measuring the quantity of service use, quality of treatment and health need, suggests
that equity objectives should be contextualised in terms of a country’s social objectives.
as well as the availability of data.

The allocation decisions undertaken, with market and non-market elements
prevailing, e.g. state, firms and other collective actions, take on contracting and
bargaining features. The question of distribution of benefits, the sharing of the gains
and costs of transactions, can be viewed as outcomes of this bargaining process.
The equity problem appears to boil down to a question of balancing the various
interests in the transactions: a question of the appropriate design mechanisms to
capture the interests of groups disadvantaged by the bargaining process. This study
discusses the problems of efficiency and equity in health care in the context of the

interaction amongst agents in the health sector.

1.4 Conceptual Framework

1.4.1 Empirical Questions Arising from the Theoretical Framework

The theoretical discussion and the issues arising from the applicability of
economic concepts to health care raise several questions for this empirical investigation
of the health market in the Philippines.

First. how do the dynamics of state and other non-market elements influence
health care organization and outcomes? How do interactions among agents determine

the costs of market interactions, and ultimately the structure of the market?
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Second, to what extent does the system of financing health care in the country
determine the efficiency and equity of market operation?

Third, to what extent are the conditions of demand and supply
for health care services determined by market forces? What does the behaviour of
prices and outputs tell us about the market structure?

These questions suggest that the health care system in the Philippines can best
be viewed in terms- of the interaction of agents in response to incentive problems
génerated by information asymmetries, uncertainties and externalities in health care.
The dynamics of interactions in health services, health insurance and regulations are
captured in the context of the organizing boundaries of markets. To the extent that
these interactions are guided by behavioural rules envisioned by theory, these market
interactions comprise institutional arrangements in health care.

1.4.2 Agents and Markets in Health Care

The health care system is defined in Roemer (1991) as the "combination of
resources, organization, financing and management that culminate in the delivery of
health services to the population" (p.3). A focus on the underlying economic structure
of the system entails an analysis that stems from an understanding of the behaviour of
economic agents in the allocation of resources. The process of exchange occuring
among agents forms the market. Resource allocation in health care then has a market
in the sense that there is an interaction among agents, an exchange occurs and a cost
and benefit calculation can be made. A markets-based perspective permits the
examination of the outcomes of health care transactions in the context of the relative
positions of agents. The degree of pluralism in Philippine health care markets reflects

on the varying degrees of involvement of a) government; b) third-party payers; and
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¢) providers. Three types of markets evolve on the basis of the relative influence of
these parties.

Health Services Market. The goods or medical services market is where
health care exchange occurs, reflected largely in the interaction of providers and
consumers. There are other interactions as well, especially in the interaction among
other personnel and real resources in the production of health services. If services or
goods are received from providers upon direct payments from consumers, which is the
system in the Philippines. then this exchange comes close to the textbook understanding
of markets. The basis of exchange is the price of the service or good; and the
consumer behaves according to his or her estimation of the benefits to be purchased,
against the price (costs); a calculus which is "the sine qua non of a well-functioning
market"(Reinhardt, 1990; p.106).

The standard theory of competition provides benchmarks in which to analyze
allocations in the health services market. Hence, a major part of this study looks into
the elements and structure of the health services market. The extent to which
consumers behave according to the predictions of theory is made in the study of
demand for outpatient care in Chapter 4. The model 1s specified in such a way that
captures differences in responsiveness across income groups; and simulates for effects
of pricing in government services. Unlike other markets though, consumers enter the
health services market under less propitious conditions of illness and hence may not
exercise fully-intormed behaviour as he or she would in regular markets, even if he or
she bears the full cost of care (Reinhardt, 1990). This puts providers in a dominant

position in the market (Evans. 1989).
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Whether providers, in this case hospitals, behave according to norms of the
market of minimizing costs, is the subject of Chapter 5, which explains the shape of
cost functions and examines the responsiveness of output to economic variables in the
health care market in the Philippines.

Regulatory Market.  As regulations are the means through which the
government exercises control over the agents; the effects of these regulations can alter
the balance of costs and benefits in the sector. The ’'regulatory market’ therefore
reflects the interaction among agents in the context of the government’s regulatory
functions. In the context of a pluralistic economy, the government’s role is to balance
the interplay of forces in the market. It reaches to other agents to secure its goal of
assuring and protecting the health of citizens. The capability of government to enter
into commitments with other sectors, including the delegation of regulatory functions
to the professionals themselves, is determined in part by the socio-political framework.
The government’s ability to serve as a balancing force in a pluralistic economy 18
affected by the extent to which provider groups may influence the regulatory process.

The strength of government involvement in health care is reflected in the
extensive role it plays in the provision or delivery of health services, their financing,
and in regulation. Most developed economies in Europe have the state as the main
funder and provider of health services (OECD, 1992) In some countries, like that in
the United States of America and the Philippines, government involvement is balanced
by strong private sectors involved in the provision and financing of health services.
Government licensure of professionals is common to all countries. Other areas of
government involvement include: policy-setting, regulations, research and training.

The extent of government involvement in health care in the Philippines is discussed in

37



Chapter 2, in the context of the development of social and political institutions in the
country, and its implications for the regulatory framework and health service
provision.

Insurance Market. Third-party payers in health care are insurance companies
which provide coverage against financial losses that may be incurred in the event of
illness. Coverage is based upon premium payments from consumers or contributions
from government. Insurance maybe compulsory, that is, established based on state
edict, or maybe voluntary and private. Health systems are distinguished by the extent
to which insurance is provided by the state or privately sourced by consumers. often
with their employers. In Britain, the national health insurance system provides for
comprehensive care for all, with funding generated mainly from taxes. In Germany.
insurance is provided by various sickness funds organized along occupational groups.
In the Philippines. health insurance is privately sought while the employed are also
provided with compulsory cover. financed out of payroll taxes. Third-party financing
is the least-developed of the health sector markets in the Philippines. As such. its
influence on consumer behaviour is hard to capture in empirical research because of
small numbers of participants.

Aside from the transactions flowing between insurance systems and patients
through premium payments. the insurance market is of interest because of the way
insurers transact with providers. It is this transaction that is more influential 1n

determining the market structure, as provider payment mechanisms from large funds

may alter provider behaviour.



1.4.3 Limits of the Approach

The framework is not meant to be encompassing and comprehensive. There are
certain public health concerns that may not easily fit into the framework, for example
merit concerns and control of infectious diseases in emergency situations. There are
areas or conditions for which no market may exist as the basic infrastructure may not
be available. But the conditions under which these circumstances occur can be
amenable to analysis, especially in the context of a system of incentives which give rise
to certain arrangements in some situations while not in others.

Neither does the study hope to ’test’ a hypothesis about market structure,
estimating from hypothesized objective functions, first-order conditions and developing
a set of predictions. To the extent that hypothesis-testing 1s developed in standard neo-
classical analysis. the chapters on demand and supply utilizes such approach.  The
analysis on market structure in Chapter 6. draws on the results of demand and supply
analysis to examine the contestability of the market structure. For the most part, the
discussion on market structure refers to hospital services; while the analysis on
demand is for out-patient services. Other information and research works are culled.
to build on the analysis of supply and demand to examine the nature of the health care
market in the Philippines. Insights from the various theoretical apparatus described

above in Section 1.3 are drawn upon to serve as organizing frameworks in the

discussion in the respective chapters.

1.5 Organization of the Study

Following the economic framework, the organization of the study is illustrated

in Figure 1.1. The regulatory and self-regulatory framework in the health sector 1s
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examined in the context of socio-economic and institutional developments in the
Philippines and the implications for the efficiency and equity of public sector provision
in health care are examined in Chapter 2.

The equity and efficiency of the health sector 1s assessed in terms of the patterns
of health financing; examining financing of health services by households against
needs; and, assessments of institutional financing are presented also in Chapter 3.

A critical element to defining the nature of the market is the underlying
behavioural response of demand and supply to market-based incentives. The choice
of out-patient provider and the impact of pricing in the government sector are
explained; and price and income elasticities of demand are estimated to determine the
responsiveness of demand to changes in prices in the government sector; and
willingness to pay for government services. are estimated in Chapter 4.

The conditions of the supply-side are discussed in Chapter 5. The distribution
of productive resources in the health sector in the Philippines highlights the conditions
of technology in the sector. The study then reports on the results of studies on out-
patient clinics from the perspective of a physician-firm, Cobb-Douglas production
function estimates of hospital services, and estimates of the economies of scale and
scope of these services.

The economic structure of health care markets is examined in Chapter 6. The
basic tenets of contestability are discussed. The nature of competition or non-
competition is examined in terms of market shares of hospital services. the
determinants of hospital outputs, as well the behaviour of prices in the health care
market. Based on the empirical evidence provided. the extent to which the market

structure in the Philippines can be described as a contestable market is assessed.
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Chapter 7 discusses the finding in the light of the limitations of the analysis,

and the implications of the findings for research and policy are considered.

1.6 An Overview of the Methodology and Data Sets Used

This dissertation brings together the relevant findings of recent studies on the
Philippine health care system to highlight the issues raised in linking market structure
analysis to the dynamics of agents’ behaviour and policy-setting in the country.

Much of the descriptive analysis is sourced from secondary. published and
unpublished, sources. The national data sets used are the 1990 Family Income and
Expenditures Survey (FIES), the 1987 National Health Survey (NHS) which is a rider
to the Integrated Survey of Household (ISH). All data sets are collected and processed
by the National Statistics Office (NSO). The matching of these data sets to yield the
equity measures shown here is the first time that such task has been attempted in the
country. A description of these data sets is made in Appendix 1.

This study follows an eclectic approach. It combines both descriptive and
quantitative analysis. using primary and secondary data. The empirical investigations
proceed with estimates of demand side parameters using econometric techniques.
Supply-side analysis uses and re-interprets the results of econometric exercises done by
other authors to highlight issues addressed in the framework of this study. The chapter
on market structure provides a springboard for exploring industrial organization
perspectives in an inductive manner, given the empirical evidence provided. Detailed
methodological aspects and other conceptual issues are discussed in the relevant
chapters.

The broad scope covered by the study, as opposed 0 a problem-focused study

orientation. was dictated in part by availability of information and by the urgent need
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of bringing this information together for policy. The information was gathered as
part of the activities undertaken during the fieldwork portion of the dissertation
research. Much of the analysis using secondary census data and the survey data
analyzed in portions of this study rode on a research programme known as the PIDS-
DOH Project, for the Philippine Institute for Development Studies (PIDS) - Department
of Health (DOH). The former is a quasi- government think-tank conducting economic
studies on contract from various branches of government and other funding agencies.
The objective of the research project was to gather baseline information for the design
of an alternative financing scheme for the country. This author served as principal
investigator for the demand study involving a survey on households. The demand and
supply portions of the study rely on primary survey data collected under the auspices
of this PIDS-DOH Project. A description of these data sets are found in the respective
chapters and in Appendix 2.

At about the same time. the United States’ Agency for International
Development (USAID) was also funding a three-year project for the Philippine
government to specifically examine health policy and institutional issues in the
Philippine Medical Care System, the compulsory health insurance programme. This
author served as one of the co-authors of the background papers on national health
accounts (Solon, et al., 1990). health insurance (Gamboa, et al., 1993) and the private

medical care sector (Griffin, et al.. 1994). Tables from these reports that are used in

this study are indicated accordingly.



Chapter Two
Socio-Economic Performance, Institutions,

Implications for the Regulatory Framework and
Public Provision in the Health Sector

Introduction

This chapter examines the regulatory framework and public provision in the
health sector from the perspective of socio-economic and institutional developments in
the country. The rate and structure of the economic growth pursued reflects on the
health sector not only in terms of the availability of resources for the health sector but
also the manner in which the health sector is organized.

This chapter is divided up into four parts. The first part presents a picture of
the trends 1n socio-economic developments in the country. The second part examines
the dynamics of the Philippine political economy in terms of the nature of the political,
social and economic organization in the country. The third part discusses the regulatory
framework. including self-regulation by the health profession. The fourth part
illustrates the implications for organization and budget allocations in the public health
system.

To the extent that data is available, a comparison with trends in other countries
is made. It must, however, be noted that cross-country comparisons, particularly in
terms of longitudinal changes in income distribution, poverty. and other social
indicators. necessarily suffer from a lack of comparability of the different sources of
data and methodologies used. At best they should be taken as portraying a general

trend and that further clarification should be made with in-depth analysis of each

country.,



2.1 A Background of the Economic Development of the Philippines

2.1.1 Socio-Economic and Health Development Trends

The Philippines is a nation of some 7,000 islands straddling the southeast region
of Asia (Figure 2.1 for map). Unlike its neighbours who have experienced rapid and
sustainable growth for the past decades, the Philippines’ economic performance has
been uneven. Table 2.1 shows a comparison of the Philippines with other Asian
countries. In terms of GNP per capita, it ranks bottom of the group. While other
countries grew in real terms between from 5.7 to 8.0 percent in the past three decades,
the growth rate of GNP in the Philippines was only 3.1 percent, to rank bottom of the
list in terms of growth rate. But as can be gleaned from the table. per capita incomes
in 1962 in the Philippines was higher than in Indonesia. South Korea and Thailand, but
the eighties saw South Korea and Thailand having per capita incomes which were 4.3
and 1.4 times, respectively. higher than in the Philippines.

This difference in economic performance is also reflected in health status
indicators; where the comparative picture remains the same (Table 2.2).  Life
expectancy in the 60s was highest in the Philippines. But recent estimates showed that
its performance surpasses only Indonesia while the other countries have experienced
rapid gains in years of life. The rate of change in improvements in infant montality
rates has also been slow. Griffin (1991) observed that if the Philippines had followed
the same trajectory path from the 1960s, as countries with similar economic ranking,

life expectancy in absolute years would have been about 69 years by 1989 instead of

64.
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Table 2.1

Development Indicators for Philippines and Selected Countries in Asia

Country Gross National Product Growth Rate, 1962-1986 (pe’ cent per year)
per capita (1986 US $) GNP  Population GNP Per Capita
1962 1986

Philippines 495 540 3.1 27 0.4
Indonesia 190 430 6.9 2.3 46

Korea (S.) 330 2345 10.1 1.9 82
Malaysia 820 1730 57 26 3.1
Singapore 1500 6765 8.0 1.7 63
Thailand 345 760 5.9 2.6 33

Note:

Data for Indonesia refer to years 1965-86.

Sources:

Gross national product: GNP at current prices converted to US dollars

using period-average exchange rates and to 1986 dotlars using wholesale price index,
all as reported in International Monetary Fund (1989)
Indonesia’'s GNP from World Bank (1988, p.222)
Population: 1962 populations from UNESCAP(1965. p.228),
1986 populations from Asian Development Bank (1988).

Adapted from Boyce, 1993; p.3
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Table 2.2

Changes in Health Status Indicators,
Comparison of Asian Economies

Indonesia Republic of Malaysia Philippine Thailand

Korea
1 Life Expectancy
at Birth
1960 46 53
1970 49 61
1980 56 68
1990 59 72
Ave. Rate of Change/a 8.8% 10.8%
2 Infant Mortality/b
1960 128 62
1970 114 47
1980 95 30
1990 74 16
Ave. Rate of Change/a -16.6% -35.7%

a/ average for each ten-year rate of change
b/ per thousand live births

58
63
68
71
7.0%

55
42
28
15
-34.5%

89
58
62
64
2.8%

72
64
51
41
-17.0%

52
60
64
68
9.4%

88
55
44
27
-32.0%

Ref. World Bank Tables; World Development Report 1993 for recent estimates
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The progress in the reduction in infant mortality rates had been slow compared
to Thailand, which started out with high infant mortality rates per thousand compared
to the Philippines in the 1960s. While Thailand experienced a 32 percent average rate
of reduction in infant mortality rates during the past four decades, the Philippines’
reduction in infant mortality rates was just slightly half that figure at an annual average
of 17 percent. The relatively slow rise in output and incomes may be attributed to the
higher growth rate of population which was the highest among Asian countries, as
shown in table 2.1. The GNP-population imbalance resulted in a per capita growth rate
of less than one percent. In terms of the demographic profile of the country, the
1980s may have been a peak for crude birth rates (see Table 2.3). The logic of the
population momentum implies that the Philippines will be a ‘young' nation for
sometime. Recent estimates. from the 1993 National Demographic Survey (NDS),
showed that 56.8 percent of the population are in the economically active age of 15 to
64 years. Only about four percent are in the 65 years plus age group. This leaves
nearly 40 percent in the age group 15 years and below (NSO, 1993).

Population distribution figures show that the Philippines is anurbanized country.
moving from being predominantly rural (with only 31.8 percent urban) in 1970 to
nearly half (48.6 percent) of the population being urban-based in just two decades,
Table 2.3.

Leading causes of infant mortality and over-all morbidity reflect the nature of
epidemiological change in the country; which is peculiar to middle-income earning
economies (Frenk, 1989). Pneumonia, diarrhoea and respiratory conditions rank high

as causes of infant mortality (Table 2.4). These health problems relate to conditions
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Table 2.3
Basic Demographic Information

Population, 1990 /a 60,703,000

Crude Birth Rates /b
1980 37.3
1990 28.8

Crude Death Rates

1970 9.7
1980 8.5
1990 7.4

% Change
-20%

Age-Stnadrdize
10.2

8.5

7.5

Age Distribution of Population /c

Less than 15 years old 39.3
15-64 years old 56.8
65 years and older 3.9
Median Age 20.1
% of Population Urban /b
1970 31.8
1980 37.3
1990 48.6

Population Density 1990 202 persons/sqg.km.

a/ Philippine Statistical Yearbook, 1993
b/ Fieiger, 1994
¢/National Demographic Survey, 1993
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Table 2.4

Infant Mortality, Ten Leading Causes
Rate Per 1,000 Live Births

(1881-1985) (1985 -1989) 1990
Average Average
1. Pneumonia 10.2 8.7 5.8
2. Respiratory
Conditions 5.5 4.3 3.7
3. Diarrhoea 3.6 2.1 1.1
4. Congenital
Anomalies 1.9 1.5 1.3
5. Avitaminoses 1.7 1.3 0.7
6. Measles 1.3 1.1 0.4
7. Birth Injury &
Difficult Labor 1.1 0.9 0.7
8. Acute Bronchitis 0.7 0.5 0.3
9. Septicemia 0.6 0.7 0.9
10. Meningitis 0.5 0.4 0.3

Source: Philippine Statistical Yearbook, 1989 1993
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of living and health service capacity. Morbidity causes (Table 2.5). on the other hand.
are dominated by bronchitis and diarrhoea, again problems related to conditions of
living. A rise in accidents, malignant neoplasms and diseases of the heart is also
discernable. The health conditions in the country reflect the co-existence of
widespread poverty with ’islands of wealth’. Health services, therefore. have to
respond to problems related to socio-economic conditions. through basic public health
activities, ahd at the same time, deal with a growing demands for personal, technology-
intensive care for chronic diseases (Evans, 1982).

2.1.2 The Pattern of Growth Pursued

Differences in growth strategy and other factors may partly explain the pattern
of these health and socio-economic trends (Boyce. 1993). For example, while the
Asian countries cited pursued export-led growth, for most of the sixties and early
seventies, the Philippines clung to import substitution policies of the 50s. One aspect
of the economic growth process that stands out for the Philippines is that much of its
growth in the 70s was pursued through external borrowings. From a debt of US $
360 million ($1.1 billion in 1986 prices). the country's external debt rose to $28.3
billion; making the Philippines one of the heaviest indebted country in the world. In
terms of debt-to-GNP ratio, the Philippines had the highest at .90 (Boyce, 1993). The
strategy of external borrowing was vigorously pursued by the autocratic regime which
controlled the country from 1972 to 1986. The external flows supported programmes
and monopolies closely associated with the ruling family. The world economic
downturn in the 80s and the political turmoil following the assassination of a leading
opposition politician, saw foreign loans dwindling and with them, political support for

the regime (Hutchison, 1993). The democratic regime that followed. including the



Table 2.5

Morbidity, Ten Leading Causes
Rate Per 100,000 Population

(1981-1985) (1985-1989) 1980
Average Average
1. Bronchitis 798.5 1215.0 1580.3
2. Diarrhea 764.8 1080.0 1520.7
3. Influenza 616.9 938.0 878.0
4. Pneumonias 289.1 353.0 380.3
5. Tuberculosis 2442 301.1 246.1
6. Malaria 141.9 211.6 118.7
7. Accidents 168.1 201.5 2155
8. Measles 94.2 119.8 69.2
9. Malignant
Neoplasms 48.4 49.2 54.3
10. Diseases of
the Heart 130.6 140.5 160.7

Source: Philippine Statistical Yearbook, 1989/ 1993
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present administration, still operated under an International Monetary Fund (IMF)
programme which indicated that external borrowings remained in place. However.
structural adjustment programmes have been instituted to enhance debt repayment.
These programmes, relying on tight monetary and fiscal policies to control prices,
have caused concerns especially in terms of heightening poverty and inequality in the
country. Figure 2.2 shows how debt servicing gets at least a 30 percent share of the
national budget, bigger than the combined shares of other sectors, such as social
services, including health. Income inequality in the Philippines is considered to be
one of the highest in the world. Table 2.6 shows that improvements in shares of
income going to the poorest 30 percent have barely moved: they have only a 10
percent share of income. Although wide fluctuations have been felt by the richest 10
percent, they still control nearly half of the country’s income. Itis this trend in income
inequality which has created the general impression that the Philippines mirrors the
growth path of Latin American countries rather than that of East Asian countries
(Boyce. 1993 citing World Bark, 1985).

Table 2.7 shows that in terms of government-defined poverty threshold, the
proportion of the population who are considered poor has remained at around 40
percent, despite slight improvements. The declining trend in urban wage rates. with
1985 rates only a third of rates in 1965, in real terms, indicates the worsening
economic conditions in the country.

In terms of regional conditions, the inequality in incomes finds a parallel in the
inequality of economic growth and performance across the 14 regions of the country

(Table 2.8). More than half of the population, or 55 percent. live in the Luzon
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Table 2.6

Trends in Real income Distribution, 1961-1985
(thousand pesos, 1978=100)

1961 1971 1985
(a) Total
Richest 10% 42.9 56.7 46.1
Poorest 30% 3.3 3.7 4.6
Rich/Poor Ratio 13.1 15.2 101
(b) Rural
Richest 10% 22.3 39.6 282
Poorest 30% 2.8 3.1 3.8
Rich/Poor Ratio 7.9 12.7 7.5
(c) Urban
Rchest 10% 71.2 82.7 67.9
Poorest 30% 45 6.4 6.6
Rich/Poor Ratio 16.0 129 10.3

* Based on assumption of uniform income understatement across deciles and
adjusted for effects of changes in relative price of food.

FIES income distribution data from World Bank adjusted by prices using NEDA
price index and food weights for price adjustments from NSO

Source: Boyce, 1983, p.40

Table 2.7
Poverty Levels and Urban Wage Rates

% of Families

Below Gov't

Threshold /a
1985 44.2
1988 40.2
1991 40.7

* Urban Wage Rates (1986 = 100) /b

Skilied Unksilled
1965 84.07 112.94
1975 57.27 68.31
1985 23.21 35.55

Sources:
a/ National Statistical Coordinating Board, 1994

b/ Boyce 1993, p.28
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Table 2.8

Economic Development indicators Across Regions

island Groups / Regions  Population  %Shareof GRDP /a % Share of GRDP % of Families Labor Force Infant Mortality
1990 Total 1992 GRDP Per Capita  Below Poverty Participation Rate /1000
('000) Population  (mil Peso) inUS$) b Line, 1991 Rate live births
1992 5-Year Ave.
('85-'90)
A. Luzon
1. Rocos 3,551 59 29,265 2.2 317 494 52.8 47
2. Cegayan Valley 2,341 39 27,276 20 448 43.1 61.2 67
3. Central Luzon 6,199 10.2 134,944 10.1 837 33.0 526 39
4. Southem Tagalog 8,264 136 195,562 146 910 38.0 548 42
5. Bicol 3,910 6.4 37,864 28 372 56.1 59.2 55
B. Visayas
6. Westemn Visayas 5,392 89 92,959 6.9 663 46.7 57.1 55
7. Eastern Visayas 4,593 76 85,317 6.4 714 424 57.4 51
8. Central Visayeas 3,055 5.0 34,383 26 433 40.7 58.3 43
C. Mindanso
9. Northemn Mindanao 3,158 5.2 37,422 28 456 545 53 101
10. Central Mindanao 3,510 58 63,995 48 701 55.2 60.4 79
11. Westem Mindanao 4,459 7.4 90,374 6.7 780 47.5 59.5 86
12. Southemn Mindanao 3,1 5.2 45,074 34 547 51.0 635 102
Cordiflera Region 1,146 19 23,403 1.7 785 376 60.4 63
Metropofitan Manila/NCR 7.928 13.1 434,792 R4 2,109 149 533 38
Total, Philiopines 60,677 100.0 1,342,630 100.0 851 40.7 56.2 53

a/ Gross Regional Domestic Product
b/ 26 pesos 1o 1 US dollar

Saurces Paippive Mulvind Yowrbosk, 1080
Poverty ruiderwe NBCS an reportnd h UNDP, 1804
WA N30 Peprtstion Shudies Div_ reperted in Solon ot d . 1881




islands, 21 percent in the Visayas and 24 percent are found in Mindanao. In terms
of income, the NCR and nearby regions 3 (Central Luzon) and 4 (Southern Tagalog),
as premiere industrial areas, hold the bulk of the nation’s income. They are
advantaged in terms of location and have been primary recipients of infrastructure and
development efforts in the past. Mindanao, on the other hand, holds the next highest
share of income; situated as it is in an area almost free from typhoons which makes

its agriculture a valuable source of employment and income for the country. However,
a long history of civil and ethnic unrest in the Moslem areas, and government neglect,
has held back its economic progress. Labour force participation rates in the non-
industrial regions were higher than the national average, reflecting a pattern of uneven
development. Regional patterns in infant mortality rates also show the better off
region, the National Capital Region, having infant mortality rates which are 2.8 times

better than the worst off region in the country, Region 12 (Southern Mindanao).

2.2 The Organization of Philippine Institutions and Dynamics

The inequalities in health status and the economy in general, are somehow
rooted in the patterns of trade and the concomitant ownership structures that were
fostered in the colonial period and have endured to the present (De Dios, et.al.,
1993). This section provides a brief overview of Philippine institutions to serve as a
backdrop to the analysis of the regulatory framework.

Social Organization. The Philippines has undergone long periods of
colonialism, first under Spain, for more than three centuries, then under the United
States of America, for 45 years at the turn of the 20th century. Colonialism,

particularly the twin influences of Catholicism (from Spain) and libertarian ideals from
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the U.S., has engendered a social organization, which Kuitenbrouwer(1979 aptly

describes as follows:

:..The view grows that poverty is inevitable, that resignation to the will of God
1s a virtue, and that it is the task of the rich to have compassion and to help the
poor whenever poverty becomes manifest...Welfare is entrusted to the church
and to that organization that it inspires. Privatization of the social welfare
function grew during the American period in which individual responsibility of
the citizens was emphasized, in (natural) correspondence with the ideal of
individual freedom and initiative. Thus. social welfare is increasingly
perceived, not as a responsibility of the organized community as a whole, but
as the task of private groups of citizens, whether religiously or otherwise

inspired (p.2).

The social orientation therefore, along with other aspects of Philippine life, is
one of emphasis on private initiative; with heavy reliance on personalistic and kinship
In social relations. This reflects on the strong private sector orientation in the economy.
The behaviour of this sector can be understood in the context of the political
framework.

Political Organization. The colonial trade in primary agricultural goods has
encouraged ownership of large farms. which created an agrarian elite and a strong
patronage system(ILO, 1976). The rigid class structure created, based on control of
land, survived through the industrialization process as the political institutions and
processes served elite interests well. U.S. democratic institutions, separating powers
among three branches of government, are in place. The competition for control over
the executive or presidential power and a bi-cameral legislature drawn from provincial
and national representatives, takes place through elections decided on simple majority
or plurality votes. The judiciary is expected to provide the checks-and-balances

function; although all appointments to the judicial positions are made by the President.
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The Philippines has undergone two major political changes in recent times. It
was under martial law for 16 years, which saw executive and legislative powers vested
in one-man. A strong executive served to create a small elite group which controlled
large investments and external flows in major areas in agriculture and industry.

The prominence of non-elite participation in a 'people’s power revolution® that
toppled the dictatorship heralded a new phase in Philippine life. The aversion to a
strong executive led to the decentralization of powers to the representatives/ legislators
and increased powers and resources, as well as responsibilities, to local governments
(de Guzman, 1988; cited in Hutchison. 1993) While legislative powers are effective
In limiting executive prerogatives in the national budget and enhancing accountability
of line agencies. they are far-reaching in terms of granting franchises. and blocking
entry into new areas of investments. However, the new electoral democracy brought
back the shifting alliances characteristic of a system where a patronage continues to
prevail (Esfahani, 1994). New players did not eliminate the partisan and/or personal
politics that permeate every government decision. It just served to intensify political
brokering: making political processes highly "entrepreneurial”. Elections, as the
manner through which competitive politics are waged, serve as contests of personalities
and influence, backed by money.

Economic Organization. The modern economic growth process in the
Philippines was initiated by a free trade regime between the U.S. and the Philippines
even after independence. This, however, served to create the first of the series of
balance of payments crises, as exports outpaced imports, a phenomenon prevailing to
the present. The main beneficiaries of this period were the agricultural landowners

who enjoyed free access to the U.S. market.
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This process was followed by an import substitution phase, a pattern similar
to that in much of the developing world. Import substitution industrialization (ISI) was
generally seen as a response to the declining terms of trade which served to impoverish
much of the developing world relying on primary agricultural exports (Gillis. et al.
1991). With import substitution policies, domestic industries were protected by high
tariffs and quotas, and the imposition of import and exchange controls. The policy has
nurtured a new class of domestic manufacturing elites and led to distortions in the
economy arising from the maintenance of an overvalued currency. This has heightened
the balance of payments problems and increased reliance on foreign debt (De Dios.
1993).

The economic pattern, under the prevailing political system, has engendered
a unique feature of behaviour amongst Philippine elites, one which a foreign observer
described as follows (Esfahani, 1994):

Though there were no prohibitions against state ownership., economic assets

remained largely private. Public ownership of an enterprise meant the total loss

of the associated surplus once the ruling group was out of power. Turning an
enterprise into the group members’ private property. in contrast, could help
maintain the group's control over the assets and at least part of the returns.

Thus many foreign-owned enterprises were "Philippinized” but not nationalized.

as similar enterprises in other developing countries had been. ..on occasions

when enterprises of rival groups could be expropriated or when failing domestic
firms fell into government hands, the ruling coalition arranged for its members
to purchase the enterprises and secure them as their property...to maintain
control of political and economic rents, the Philippine elite have helped shape

a political structure that has stunted the development of efficient institutions for

market governance and resource mobilization"(p. 11-12).

This lack of efficient institutions has been exposed under. both strong and

weak, state regimes. Social inequalities distort the mechanisms for the articulation of

people's interests. The fundamental characteristic of inequalities in incomes and
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€conomic opportunities translates into inadequacies in the entitlement syvstem fostered

by inefficient institutions in the Philippines (De Dios, 1993).

2.3 Implications for the Regulatory Framework in Health Care

2.3.1 Characteristics of the Regulatory Structure in Health Care

The Philippines has been described as one of the most politically advanced
countries in the region because of its democratic traditions (Hutchison, 1993), effecting
a resurgence again after nearly two decades of authoritarian rule.  Under the
Philippine system of institutions, described insection 2.2, the state allocative processes
and regulatory framework are likely to reflect the disparities in Philippine life. The
characteristics of the regulatory structure in the Philippines that impinge on the health
sector are identified below.

Multiple Sources of Power. Given the nature of social relations and
inequities in Philippine society, the presence of democratic institutions like elections,
do not guarantee that revealed preferences in the public arena reflect the majority’s
preferences. All laws of the land emanate from the legislature. The members of the
legislature and the President of the Republic of the Philippines are voted by direct vote.
Voting by representatives in the legislative chambers is an outcome of a mix of
elements reflecting the multiplicity of power sources: political party, constituency,
interest groups, vote trading, and personal aggrandizement (Hutchison. 1993). Public
choice literature highlights how, given the varying intensity of preferences among these
varying pressure groups and elements, voting behaviour will likely lead to a level of
provision that may be higher than the efficient level (Le Grand, 1991).

The executive can also determine outcomes through presidential veto. But this

is rarely excrcised. With weak ideological bases of Philippine party politics,  the
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extent to which the executive can be immune from pressures is determined by its
personal control over the party. The legislature, on the other hand, has often used
the judiciary to provide the final decision on legislations. even if they have reached the
final signature of the President. The legislators themselves may often bring the matter
to the Supreme Court after the law has been signed.  This is a relatively new
phenomena but one which has been used for the health laws cited earlier: i.e. the
Generics Law and Decentralization.  This serves to highlight the multiple sources of
influence in Philippine society and indicates the weakness of regulatory institutions.

Lack of Independence of the Bureaucracy. Regulatory functions for the
health sector are overseen by bureaux within the sectoral departments. These bureaux
are headed by appointed officials who report to the Secretary of the Department who
is also an appointed official. The Secretary’s appointment is subject to the approval
of the bi-cameral body in the legislature known as the Committee on Appointments.
Political appointments at the top serve to weaken morale and independence in the
bureaux. = The consequence of this lack of independence i1s to heighten policy
uncertainties and enforcement ambiguities. The leadership posts are subject to changes
given shifting political alliances, executive discretion and congressional interference.
This shifts the bulk of responsibilities for continuity, implementation and enforcement
to the middle and lower levels of the hierarchy.

Lack of Control over Budgets and Personnel. The lack of independence is
also heightened by congressional control of government budgets.  Budgets of all
government agencies are scrutinized and approved by the legislature.  Tight and
fluctuating budgets have affected bureaux efficiencies. providing further impetus for the

lecislature to control appropriations to the departments. The legislative control over
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budgets provide legislators with a unique instrument of bureaucratic power; and
bureaucratic energies become engaged in this bargaining. This power gives the
representatives of the Congress undue influence on the manner in which regulatory
agencies behave, creating tensions between the two bodies.

The hiring and firing of public personnel are constrained by civil service rules.
While suchA policies are good for staff morale because of the tenure they provide, they
also breeds inefficiencies through the lack of a disciplining element. The problem of
staffing is further complicated by government restrictions on hiring. Frequent changes
at the top and freeze hiring below breeds inertia. Given the uncertainties in leadership,
routine activities are resorted to. Enforcement capabilities are affected by resource
constraints. Limited staffing and inadequate equipment limits effective monitoring and
evaluation

Agency Creation’. One manifestation of the tension between legislature and
the executive is the propensity by the legislature to create other bodies which take on
similar functions to existing agencies. This is in addition to the tendencies of the
legislators to mandate construction of new hospitals to serve their constituencies.
Hospitals established by law cannot be closed except by another act of legislation. This
constrains already limited public resources.

The Philippine Medical Care Commission (PMCC), the body which oversees
the compulsory health insurance programme, was initially established by the legislature,
separated from the Department of Health. Other quasi-government bodies (e.g.
Philippine Tuberculosis Society), those with government funds but privately-managed.
may be created with funds often taken out of the health budget. The picture of

government expansion is not really one toward a monolithic or leviathan state



(Niskanen, 1968), but one of disintegration. Too many agencies. with functions
overlapping, distract the main sectoral departments’ attention. If it is seen to create
some competition within the public sector, the pressure of limited resources transform
bureaucratic energies towards ’turf-battles’ rather than towards efficient performance.

Biases of Mandatory Restrictions. Bias towards restricted entry is the most
common fqrm of regulation. It is best exemplified by the licensing rules that apply to
the entry of professionals to medical practice and/or employment. These licenses
function mainly as a form of entry restriction, rather than quality restriction, in the
sense that they certify only to educational qualifications and thereby serve as a
minimum standard.

In so far as they specify tasks or restrict delegation and substitution, the
specification of functions for each health professional, as embodied in the various laws,
1.e. Nursing Act, Dental Act, etc.. also serve to preserve professional domains. This
1s similar to the legal reservation of tasks in the British National Health Service as
described by Green (1985). That these rules are not immutable and are subject to the
political process was demonstrated recently in the Philippines in the legislative tussle
between optometrists and ophthalmologists regarding the grant of rights to optometrists
to prescribe or apply medication to patients (Rodriguez, et al., 1994). The case
highlights increasing competition among professionals.

Minimum requirements for certificates or licenses to operate health care
facilities, i.e. hospitals, clinics, diagnostic centres, laboratory services, etc., specify
quality standards. Minimum standards for facilities are specified in terms of numbers
and staffing combinations, type of equipment and instruments based on approved

services it can offer, as well as physical facilities. Hospital facilities are categorized
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as primary, secondary or tertiary on the basis of services offered. Primary hospitals.
for example, can offer up to 25 beds and should have administrative, clinical and
nursing services. The introduction of health care products and drugs are also subject
to testing and regulations. Delays in processing of application (8 months to more than
a year) are the subject of oft-repeated complaint (Rodriguez, et al.. 1994). These

regulations increase the cost of entry to a market and subject the regulators to pressures

in the form of bribes.

2.3.3 Characteristics of Self-Regulation by Professionals

Professional regulation is as much an activity of medical professional groups
as they are an activity of government. The medical profession, as one of those subject
to entry regulations, are also entrusted with regulatory responsibilities by the state
(Evans, 1984: Arrow. 1963). These responsibilities are intended to ensure and
maintain quality. Quality-certifying groups are those which have College in their titles.
Some professional groups call themselves 'societies’ or "associations’. The Philippine
Medical Association (PMA) functions as a powerful lobby group akin to its American
counterpart. All practising physicians are members of this group. In the Philippines,
in addition to other regulations, self-regulation by providers have the following
features.

Accreditation of Medical Schools. Self-regulation begins at the entry level
in medical schools. There were 27 medical schools in the country in 1991, 23 of which
are private (Rodriguez, et., 1994). Medical schools in the country have an
accreditation process which imposes quotas on freshmen enrolment among member
schools. School accreditation is a quality signal. The voluntary grouping of medical

«chool administrators and owners is recognized by both DOH and Department of
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Education, Culture and Sports (DECS). The relationship is symbiotic in the sense that
medical schools can be closed upon the group’s recommendation and that tuition fees
for accredited schools are less subject to government fee controls. Education in the
Philippines is largely funded by family sources. State education is subsidized. Any
restrictions on entry to medical schools and &aﬂng result in higher costs of medical
education.

Certification of Professionals. The certification process is three-pronged.
First, the Board or College designates a member to the Board of Examiners which
conduct the professional exams. Second, specialty training programs are designed and
approved. Places for specialty training are limited and restricted to teaching hospitals.
Trainees are known as residents in these hospitals and are paid a salary or allowance.
Third, further specialization or fellowship requires additional years of training, in a
smaller number of hospitals, at the end of which oral and written examinations are
conducted. This pattern is similar to that in the United States as discussed in Phelps
(1992). Repeat examinations may also be required and more and more specialties
require continuing medical education (CME). These educational uruts are also required
for license renewal.

Restrictions on Conduct of Practice.  Self-regulatory or professional rules
influence the conduct of practice. Mandatory restrictions cited above have been
imposed, often at the behest of the professional groups. Access to hospitals hinges on
membership in collegial bodies. Self-regulation also defines the functions of personnel
and impose strict restrictions on the substitutability of personnel functions.

Professionals are also restricted from advertising.
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2.4. Implications for Government Service Provision

The nature of the development of Philippine institutions and the regulatory
framework engendered by these institutions, determine the orientation and organization
of public health service delivery. The extent of this influence can help explain the
pattern of health development, discussed in Section 2.1, in the country. Health service
goals and | the organization of the public health care system reflect the general

orientation of Philippine society. Budgetary allocations. on the other hand, reflect the

priorities of the public health sector.

2.4.1 Health Sector Goals and Objectives

The 1988 Constitution of the Philippines serves as the organizing framework
of the laws of the land. With reference to health, the constitutional mandate for state
institutions 1is:

... to protect and promote the right to health of the people and instill health
consciousness among them (Article II, Sec. 15. The Philippine Constitution).

The sections on social justice and human rights also commit the government in
the following manner:

The State shall adopt an integrated and comprehensive approach to health

development which shall endeavour to make essential goods, health and social

services available to all the people at affordable cost. There shall be priority

to the needs of women and children. The State shall endeavour to provide free

medical care to paupers (Article XIII. Section 11); (emphasis mine).

The emphasis on essenrial goods and services reflects a libertarian view of
minimum provision consistent with the private nature of social and economic
organization in the country. Health care needs beyond the minimum are assumed to

be satisfied outside state provision. In addition, state services should be affordable:

while free care is enjoined for the paupers or destitute people. Considerations of costs
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and affordability, even as it attempts to guarantee the basic right to health. reflects the
recognition of the limits of state provision.

The policy objectives of the present Department of Health are expressed in a
policy document, Health in the Hands of the People (DOH, 1992). It contains a strong
commitment to primary health care as a basic strategy, with emphasis on preventive
and promotive health programmes. It calls for an integration and promotion of
individual and collective responsibility for health, self-reliance, preventive actions, the
status of women, environmental sanitation and workers’ safety. To quote from the
handbook:

For health to be in the hands of the people, the people must attain effective

control over the decisions affecting their health. In this regard. people

empowerment is an essential element of health improvements. The DOH shall
seek to transform health care from its presently "doctor-centered” character to
an increasingly "people-centered” orientation. Every individual shall be
responsible for his health, and shall exercise the means for promoting and
protecting health through participation in the community. organizations.
institutions and government. This is people empowerment and popular

participation in health (p.2).

The emphasis on individual or community self-reliance highlights an orientation
of weak state commitment. It implies that health seeking behaviour is largely
considered a private matter and the responsibility for the delivery of health care falls
on the private sector, which includes not only individuals but private firms,
professionals, religious and other organized groups.

2.4.2 The Organization of the Public Health Service Delivery

The delivery of basic health services has long been the traditional role of the

Department of Health. It has an extensive network of health services operating in a

pyramidal referral system (Figure 2.3). At the base are village/barangay health
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Figure 2.3
Public Health Services Hierarchy

Speciality
Hospitals
3

Special/Medical
Centers

Regional Hospitals

iR

Provincial Hospitals

[69
District Hospitals
P P13
Rural Health Units
2,385

Barangay/Village Health Stations

11,423

Source: County Health Information Profile: WHO/WPRO/HN, 1988
RHU/BHS, PhilippineStatistical Yearbook, 1993

Speciality Hospitals, | o 7a and Manalo (1934)

70




stations(BHS).  performing largely promotive and preventive functions through
midwives and volunteer paramedics. In 1992, there were some 11.423 BHS spread
throughout the country. The frontline personnel are supervised by the Rural Health
Nurse (RHN) at the rural health units (RHUs), the second tier of referral. RHUs can
provide more curative care as the staff are supervised by a physician. There were
approximately 2,385 RHUs in 1992. The BHS and RHUs comprise the public health
field services. The ratio of these units to the population is one facility for everyv 4,400
people.

District and provincial hospitals providing secondary level care, having an
average of 25-50 beds and 100 -150 beds, respectively, form the next referral tier.
District hospitals may cover more than one municipality. And the head of the district
hospital serves as the supervisor of the rural health units.

More difficult cases are passed on to the regional hospitals of which there are
12. These facilities have authorized bed capacities of approximately 200 - 500. From
the regions, a small number of special/medical centres (250 beds or more) provide
specialist care and are mostly found in the National Capital Region. Funding for these
medical centres are directly appropriated from the health budget. At the apex of the
public health system are the four specialty hospitals specializing in heart, kidney, lung
and children’s diseases. The four specialty hospitals are associated with the martial law
regime, having been set-up during their waning years. Efforts to privatize these
hospitals have not taken-off. These hospitals are managed as a government corporation
and run by Boards of Trustees, with the Department of Health appointing a

representative to these boards.
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While the referral system looks neat on paper, operationally. and in practice,
people often by-pass the lower levels and proceed directly to hospitals for consultations.
Table 2.9 shows the leading causes of discharges in government hospitals. There is
very little difference in cases seen in primary hospitals and tertiary hospitals. This
seems to reflect the inefficiency of the public health system through the failure of the
referral system to function; as hospitals appear to be treating cases that can be seen
at lower levels, assuming that severity levels are similar. This may be partly due to
the shortage of resources at lower levels given the low budget allocations to field
services. A similar observation was made for Kenya (Mwabu, 1989). Mwabu, for
example, noted that the over-crowding in hospital facilities was a result of the failure
of the referral system as well as the underpricing of hospital services.

The Decentralization Law of 1991 severs the DOH from control of health
services below the regional levels. The extent of devolution in the country, which
involved wholesale transfer of assets and facilities as well as budgetary allocations and
administrative control, does not appear to be mirrored in other country experiences
documented in Mills, et al. (1990). The transfer of district level facilities down to the
primary care units to the local authorities have raised concerns strong enough to bring
forward bills in Congress asking for an exemption of the health sector from devolution.
The pressure comes from the two principal stakeholders: health workers and local
authorities. = Health workers are wont to be under local authorities; and local
authorities find health sector demands, particularly wages. to be too high. Health
workers are protected by the Magna Carta for Health Workers. a legislation, which

give benefits, among others, monetary allowances to health workers which are not
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Table 2.9

Leading Causes of Discharges, 1990

Public Hospitals, By Levels

Primary % |Secondary % | Tertiary %
1. Acute Gastro-enteritis {31.8 {1. Acute Gastro-Enteritis 30.8 |1. Deliveries 40.2
2. Pneumonia 14.9 (2. Deliveries 15.0 |2. Acute Gastro-Enteritis| 14.2
3. Bronchitis 13.4 |3. Bronchitis 12.3 [3. Pneumonia 13.2
4. Amoebiasis 7.9 |4. Pneumonia 11.9 |4. Obstetrics-Gyne Case{ 7.9
5. Malaria 7.4 |5. Urinary Tract Infection 7.3 |5. Kochs/Pulm. Tubercu| 6.3
6. Influenza 5.6 |6. Malaria 5.6 |6. Urinary Tract Infection 4.8
7. Measles 5.4 |7. Tuberculosis 4.7 |7. Bronchitis 3.7
8. Urinary Tract Infection | 5.2 {8. Obstetrics-Gyne Cases 4.2 |8. Newborn 3.5
9. Deliveries 5.1 |9. Upper Respiratory Tract Inf.| 4.2 |9. Appendicitis 3.4
10. Hypertension 3.4 |10. Gastritis 4.1 110. Measles 2.7

100 100 100

Source: DOH, HOMS

Reference: E. Gorra, 1993. Background Paper, Strategic Planning Workshop for Hospitals




allotted to other public servants. Local authority resources are also uneven such that
some hospital budgets may exceed the local government’s own operating budgets.

2.4.3 Budgetary Allocations

Viewed from the constitutional mandates, the justification for public
involvement in the health sector is to address the health needs. particularly of
disadvantaged groups. Budgetary allocations reflect the Department of Health's
priorities. Government allocations to the health sector are passed through and
approved, along with the other expenses of government, in the legislature. Figure 2.4
compares the pattern of regional public expenditures before the devolution with the
infant mortality rates. The table ranks the regions. from the lowest per capita public
expenditures (Region 12: Southern Mindanao) to the highest (NCR). The lowest per
capita spending is 20 percent that of the NCR per capita spending. NCR allocations
are nearly 3.0 times the average per capita public spending.  The regions with the
lowest per capita public spending are also those with the highest infant mortality rates.
reflecting an inequitable pattern of resource allocation.

Allocations between preventive/public health activities and curative/hospital-
based services reflect the health service delivery bias. Table 2.10 shows that an
average of 66 percent of DOH allocations are taken-up by curative or hospital care.
However, as we have shown above, the dichotomy between preventive and curative is
tenuous when one examines the type of complaints that reach government hospitals in
the country.

Within the DOH. the allocation process is divided up into: Central
Office/Office of the Secretary, regions, regulatory bodies. special hospitals. Table 2.11

shows that 75 percent of DOH expenditures go to the regional or field offices: while
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Table 2.10

Health Budget Allocation, Department of Health
(in 000 pesos, 1987 prices)

Year Curative Preventive Administrative Training
1986 2411862 887470 197302 41254
1987 2917678 1087675 202820 35544
1988 3529000 967902 332846 47467
1989 3582087 1262788 1062230 55977
1990 3629627 1108978 1068934 77283
5-Average 3214051 1062963 572826 51505
% Share 66 22 12 1
(Ave.)

Preventive - expenses for drugs/medicines,radiation, hazard/risks

field health services, primary health care, etc.
Curative - expenses for hospitals

Source: Office of Management Services, Department of Health

Ref.: Solon O, et.al., 1991

76




Table 2.11
Department of Health Expenditures
By Major Services

Services 1988 - 1991
(1988=100) in thousand Percent
pesos Share
Office of the Secretary 499,972 9.4
Regional Heaith Offices 3,996,001 75.3
Regulatory Bodies 30,848 0.6
Special Hospitals (11) 652,282 12.3
Specialty Hospitals (4) 128,887 2.4
Total 5,307,989 100.0

Office of Secretary - Central office expenses

Regional Health Offices - includes all allocations to field offices

Regulatory Bodies - Dangerous Drugs Board, Phil. Medical Care Commission
Special Hospitals - i.e.medical centres; includes RITM

Special Hospitals - Heart, Kidney, Lung, Children’s

Source: Lanuza and Manalo, 1994
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the combined budget for NCR-based hospitals exceed the budget of the Central ‘Office
of the Secretary. The 11 special hospitals received about 60 million pesos each, while
the each specialty hospitals had 32 million pesos. The imbalance might be due to the
fact that the four specialty hospitals have other sources of income. particularly through
renting out of parts of its buildings. These four hospitals are relatively new and as
corporation, or trusts, they have official capacities to raise their own resources in
addition to their allocations from government.

The lowest percentage share (at less than one percent) of the expenses go to the
regulatory bodies, the Dangerous Drugs Board and the Philippine Mecdical Care
Commission (PMCC), the policy-making body for the compulsory insurance
programme. And Lanuza and Manalo (1994) observed that while the shares of these
bodies increased between 1988-1990, the 8.1 percent increase in expenditures was
negated by an 8.74 decline in 1990-1991. Within the DOH, the budget for the Bureau
of Licensing and Regulation(BLR). the office handling hospitals has been reported to
have been declining in real terms, from 3.4 million pesos in 1988 to 2.5 million pesos
in 1991: a decline of about 25 percent. Expenses for personnel comprised 77 percent
of the BLR budget (Rodriguez, et al., 1994).

While the DOH traditional regulatory role, as per the functions of BLR, are
largely directed towards enforcement of standards in hospital facilities, there are also
regulatory functions which reflect equity concerns. The DOH is also required to
allocate some funds for the purchase of care in private hospitals in areas where there
are no existing facilities. These regulations are enforced through subsidies. In the
DOH budget. there are five mandated subsidy programmes which were mandated by

Jaw: a) equipment subsidy for payment of diagnostic services obtained by indigent
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patients from private facilities; b) bed subsidy for payment of indigent patient care in
private facilities; ¢) stipends for rural health practice programme which fields out new
graduates to underserved areas; d) aid to puericulture centres which are akin to first aid
posts located in village halls; and e) aid to the Philippine Tuberculosis Society. a quasi-
government body established by legislation. The first two allocations are applicable
only in areas with no public facilities. However, budget allocations to these
programmes ranged from .0001 percent for equipment subsidy and .0009 percent for
aid to puericulture centres in 1990 (Solon, et al, 1991). These programmes receive
nearly fixed budgets which are not adjusted for inflation.

Table 2.12 shows that although field or regional offices get the largest share of
the DOH expenditures, most of these services are still likely to be dominated by
curative services. This may be attributable to the fact that the delivery system has
large fixed cost components in the form of facilities, and equipment. Given civil
service rules, government personnel may be considered as fixed or quasi-fixed inputs.
Lanuza and Manalo (1994) delineated DOH expenditures and found out that on the
whole, public health services or services with known large externalities, i.e.
immunization, health education and information, etc., only comprise 11.5 percent of
DOH expenses. Non-facility based public health services are not capital intensive and
would therefore claim a smaller budget share.

Moreover, the quality of public facilities have been decried. A World Bank
study (1994) reported that 18 percent of public hospitals are run-down and perennially

face shortage of equipment, supplies and staff.
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Table 2.12
Department of Health Expenditures by
Service Orientation

Services 1988 - 1991
(1988=100) in thousand Percent
pesos Share
Personal Care Services /a 3,490,011 771
Public Health Services /b 522,900 11.5
Gen. Administrative Services / 236,229 52
Unclassifiable 278,629 6.2
Total /d 4,527,769 100.0

a/PCS - services with zero or nil positive externality effects, i.e. treatment
b/PHS - services with large externalities, i.e. imunization,including support services,
vector control, information, education and training, research
c/General Administrative Services - purely administrative expenditures of
non-health facility based offices; i.e. central offices,
regional administrative services, regulatory bodies
d/Excludes expenses for medical centres and special hospitals

Adapted from: Lanuza and Manalo, 1994
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The pattern of public allocations for health services and regulations reflects the
limited government capacity to fulfil its functions as mandated by the Philippine
Constitution. Minimum state provision is characterised by operational inefficiencies
in which the bulk of resources go the expensive curative facilities that deal with health
needs that are preventable in nature. It is likely that the patients follow the flow of
resources which result in inefficiencies since lower level facilities are cheaper than
higher level care. The pattern of allocation also indicates that the DOH is more heavily
involved in service delivery than with monitoring and other regulatory functions. The
extent to which devolution will reform this imbalance in delivery and other functions
remains to be seen. But the neglect of the government's oversight role, i.e. monitoring
and regulatory, in the health care market is likely to engender private sector
opportunism.

2.5 Conclusions

This background presentation on the Philippines and the regulatory framework
of the health sector, highlights the nature of interaction among institutions and
economic agents. The capture of institutions in the Philippines by powerful groups
have fostered a weak regulatory agency in health care. Social, economic and political
dynamics have served to enhanced the role of the private sector, including professional
groups. in health care. The private orientation towards provision and financing of
health care in Philippine society. therefore, raises concern regarding the access of
those who cannot afford basic minimum care.

Public sector delivery of services have put the DOH, as a provider of care.
amidst a strong private sector it is supposed to regulate. With the coexistence of public

and private facilities, comparisons are naturally made.  Thus. its credibility as a
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regulator is affected by the quality of public services. Government regulations have
an effect on the market structure in health care. The extent to which problems of weak
state regulation are overcome by strong voluntary regulation, by the professional
groups, can determine the nature of the market and its responsiveness to market
signals.

Limited resources, on the other hand, have increased pressure on government
facilities to collect fees. The introduction of prices in the government sector requires
information on the structure of health care demand. The extent to which different
income groups will respond differently to user fees in government facilities determines
the equity impact of such policies.

Health sector outcomes in the Philippines are likely to be influenced by the
nature of the development of its institutions and the behaviour of health care agents.
An assessment of the performance of the health sector. particularly in terms of

household and institutional financing of health care. is made in the next chapter.



Chapter Three
The Conditions of the Financing of Health Care
in the Philippines

3.1 Introduction

This chapter describes the different sources of financing health care in the
country and assesses the efficiency and equity of the different financing sources. The
chapter is divided into three parts. The first part presents the different sources of
financing health care and compares the pattern of health care spending in other Asian
countries with their performance in terms of some health indicators. The equity of the
financing system is examined in the second part, in terms of the pattern of household
health status and health care spending, illustrated through concentration curves. A
descriptive analysis of the ability of the insurance sources of financing to provide
wider coverage of the population, share the burden of financial risks due to illness,
and influence the behaviour of providers and health service firms is examined in the
third part of the chapter.

The next sub-sections examine the issues that affect the performance of the
health financing system, inorder to consider how health care financing affects the
organization and structure of the health care market. This section ends with a
discussion of the data used in the analysis.

3.1.1 A Review of the Issues

The financing of health care forms the nexus of exchange among economic
agents in the sector. The financing mechanism. in so far as money flows generate the
services consumed and provided in the health sector, determines the organization of

care. as well as its efticiency and equity.  The financial arrangements define the



variations in health care systems and its outcomes (OECD, 1992). The dominance of
state financing characterises the health sector in many Western European countries
(OECD, 1992). In these economies, state financing and provision of care are often
integrated in the delivery of certain services. such as in hospital care (Donaldson and
Gerard, 1993). Mixed sources of finance characterise many Asian and Latin American
economies (Griffin, 1991; WHO-PAHO. 1989). Private financing, through insurance
funds, allows care to be obtained from state or private facilities. Or, as in the case
of health maintenance organizations (HMOs) in the United States, private financing
integrates with provision. The existence of other arrangements combining state
financing with private provision, or private financing for state provision, highlights the
importance of financing for the organization and provision of care.

The incentives provided by the sources of finance for the organization of care
arise from the payment mechanisms to providers of care. either as firms or as
individuals (in the case of self-employed physicians). Direct payments from households
comprise one of the most common forms of provider payment. It is found even in
countries where there are official restrictions on private services (Newbrander and
Parker, 1992). Estimates show that households spend between two and five percent
of their incomes on health care (World Bank, 1989). Direct payments by households
are thus dependent on ability to pay (OECD, 1992). A lack of paying capacity
therefore implies that certain vulnerable groups will not receive care. Moreover, the
absence of information on prices and quality of providers, as well as asymmetries in
knowledge between physicians and providers, is also expected to make direct
consumer choices inefficient (OECD. Ibid.).  This chapter combines household

expenditure for health care with self-reported health needs to examine the extent of
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equity or inequity of household payments for health services. The efficiency of out-of-
pocket payments by household is examined, in terms of household expenditure on
health care goods and services.

Fee-for-service payments. on the other hand, made under the auspices of an
insurance scheme, provide incentives for health care agents to increase the utilization
of services and procedures covered in the insurance plan. Various reviews of insurance
payments systems (WHO, 1991; Abel-Smith, 1992; Kutzin and Barnum. 1992:
Barnum, et al., 1995) cite this form of paying providers as most inefficient and
inequitable. The extent to which this is so in the Philippines. given that this is the
prevailing form of paying providers by the largest institutional funder for health care,
the compulsory insurance scheme or Medicare, is examined in the third part of this
chapter.

Moreover. the manner of reimbursing providers based on retrospective billing
reflects the strength of the medical professions (Abel-Smith, 1992). Since the
reimbursement system pays for services rendered at agreed rates, providers are assured
of payments. Such payment system requires substantial investments in technology to
generate system-side information and auditing of claims. Without such investments,
the financing system creates an incentive for boundless opportunism (Ibid.). This issue
is examined in the last section of this chapter. A case study on an alternative form of
paying providers through the compulsory health insurance programme is presented to
highlight the nature of costs and inefficiencies in the financing system.

3.1.2 Data Used

The data used in this chapter are from official and published secondary sources.

The way official data sources were organized to yield the equity estimates in the next



section is unique to the study. The first official source of data used was the National
Health Survey (NHS) of 1987. The NHS 1987 was a rider to the 1987 third quarter
Labor Force Survey - Integrated Survey of Households (LFS-ISH). The NHS provides
information on reported morbidity and mortality levels in a population, practices.
attitudes and use of various health and nutrition services. Only morbidity data from
NHS was analyzed in this study. Morbidity data is matched with income or
expenditures data provided in the Family Income and Expenditures Survey (FIES). The
LFS-ISH Survey household control number at the regional level was matched with the
FIES to track income and expenditures to the household surveyed for health conditions.
A description of the matched data sets is shown in Appendix One.

Other data sources include the information provided in Solon. et al (1992), the
background papers for the Health Finance Development Project (HFDP) and selected
results from studies conducted under the Philippine Institute for Development Studies -

Department of Health Project (PIDS-DOH). The Solon, et al. (1992) work consists
of raw tables compiled to serve as a basis for a national health accounts. The appendix

tables to the 1993 World Development Report were also used for comparative

purposes.

3.2 The Over-all Pattern of Health Care Financing

Table 3.1 shows health care expenditures in the country by financing sources.
Public financing was at 7 billion pesos according to recent estimates. This was nearly
half of the 13 billion pesos spent by the private sector. However. an 8.0 percent
increase for public spending in current prices, after adjusting for inflation, translates

to a 40.8 percent fall in spending between 1988 and 1991.  The fall reflects the
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Table 3.1

Health Care Expenditures, by Financing Source

1988 and 1991
Current Prices Real Pnces (1887=100) Source as
1988 1831 1988 1991 Percent  Percent
Source Billion Billion % Change|Billion Billion 9% Change|of Total  of Total
Pesos Pesos 1988-199 |Pesos Pesos 1988-199 1988 1991
PUBLIC 6.87 7.42 8.0 6.31 4.49 408 50.4 363
Taxes 5.87 6.34 8.0 5.40 3.83 -40.8 43.0 31.0
Indirect 411 4.44 8.0 3.78 2.68 -40.7 30.1 217
Direct 1.76 1.9 8.0 1.62 1.15 -40.8 129 8.3
Operating income 0.29 0.26 -103 0.27 0.16 £9.6 21 1.3
Foreign Assistance 0.09 0.11 2.2 0.08 0.07 -24.4 0.7 0.5
Local Governments 0.62 0.71 145 0.57 0.43 -32.8 45 35
PRIVATE 6.77 13.00 92.0 6.22 7.86 208 49.6 637
Household Spending 5.82 10.94 88.0 535 6.61 191 427 536
Compulsory insuranc 0.7 1.73 143.7 0.65 1.05 37.6 52 85
Private insurance 0.24 0.33 37.5 0.22 0.20 -10.6 1.8 1.6
Total 13.64 20.42 49.7 12.54 12.35 -1.5 100 100

Adapted from Herrin, et.al., 1993
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economic difficulties in 1991 following a coup of military rebels in December 1989.
Investments declined and government spending was squeezed. The decline in public
spending was made up for by private spending, which showed a 21 percent increase in
real terms between 1988 and 1991. Spending from the compulsory insurance
programme, while only about one-sixth of household spending, rose by 37.6 percent
in real terms during the period under consideration. Expenditures from private health
insurance sources declined by 11 percent, in real terms, between 1988 and 1991.

An examination of financing sources show that 85 percent of public
expenditures came from taxes, of which 70 percent were from indirect taxes --a
regressive form of taxation (WHO, 1991).  The next biggest source of public
financing was local government which contributed about 10 percent, followed by
operating income raised from fees, at four percent, and foreign assistance at about
two percent. The largest source of private health care spending was household budgets,
comprising about 85 percent of total private spending or 54 percent of total health care
expenditure. Compulsory insurance comprised an increasing share of health care
spending, rising from 5.2 percent of health care spending in 1988 to 8.5 percent in
1991. Private insurance remains the smallest source of health care spending claiming
only 1.6 percent of total health expenditures.

The efficiency of the health system can be gleaned from a comparison of the
spending on health and health outcomes with other countries in the region. Table 3.2
shows total and sectoral spending for health as well as some indicators of health
outcomes. The Philippines has the second lowest health care spending as a proportion
of GDP and the second lowest health outcome:; not much worse than Indonesia but not

better than Thailand and Malaysia. The Philippines, with limited resources expended
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Table 3.2
Health Care Expenditures and Health Outcomes

1990
Total Health % Public % Private Per Capita Perinatal Female Life Prevalence
Care Exp. Spending Spending Health Care Mortality/a Adult Expectancy of Malnutritio
as % of GDP Exp. Mortality  Birth (Under 5)
Countries (%) (US$) /b
Indonesia 2.0 25.6 66.7 12.0 40.0 212.0 59.0 14
Korea 6.6 440 55.8 377.0 10.0 67.0 72.0 .
Malaysia 3.0 59.1 36.1 67.0 25.0 120.0 71.0 24
Philippines 2.2 46.7 46.4 140 27.0 172.0 64.0 19
Thailand 50 20.4 78.7 73.0 25.0 163.0 68.0 26

a/ number per 1,000 births of perinatal deaths (late foetal deaths, occuring
at 28 weeks of gestation or thereafter, and early neonatal deaths, occuring
within the first seven days of life

b/probability of dying between ages 15 and 60, expressed per 1000

Reference: 1993 World Development Report / Summary Report




on health, appears more efficient in countering under-5 malnutrition; perinatal mortality

appears not to be widely different from the next-ranked countries. nor does female

adult mortality.

3.3 Household Health Care Spending and Health Status

As the biggest source of health care expenditures, household health care
spending patterns deserve closer scrutiny.  Table 3.3 shows how expenditures on
health care goods and services differ across income groups. The items covered under
the heading health and medical expenses are as follows: drugs, hospitals. doctors’
fedental fees, and other expenses which include many items from wheelchairs to
traditional medicine. Health care expenses as a percentage of total expenditures
increase with income, with the upper income quintiles reporting shares 75% higher
than the share of the bottom quintile group. The bottom quintile's medical expenses’
share of their household budgets is also higher than the share for each of the next three
quintile groups.

The distribution of these medical expenses. amongst the different forms of
health care, showed that the lowest quintile group's spending on medicines and drugs
comprised 75% of their health care budget. Drugs comprised the biggest health care
item purchased in all quintile groups except the upper group. This shows an over-all

trend in poly-pharmacy or self-medication, presumably without medical advice. This
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Table 3.3

Health Care Expenditures by Households,
By Expenditure Class and by
Type of Health Care Items

Expenditure { Annual Medical Care |Medical Care Expenditures as % of Total Medical Exp
Class Per House- |[Expenditures Drugs Hospital Doctor’'s Dental Other
hold HCare |as % of Total Fees Services Medical
Expenditures |HH Expenditure
Pesos Percent
1 180 3.8 75.1 4.1 11.4 0.3 9.2
2 310 23 61.3 6.1 18.0 1.4 11.2
3 372 2.8 57.4 12.1 21.6 2.0 7.0
4 683 3.4 51.3 15.4 24.4 2.3 6.6
5 1,690 6.6 30.7 459 16.2 4.0 3.1

1987 FIES-NHS Matched Files




does not reflect well on the efficiency of care-seeking behaviour as ill-advised self-
medication may be harmful. At the macro-level, the inefficiency translates into
widespread drug resistance that will entail greater expenses for more costly medication.
For the upper income group, hospital expenses got the biggest slice of the health care
budget. The second biggest purchase for the bottom four quintile groups was doctors’
fees. Expenditures for dental services ranked lowest in the population's health care
spending.

The finding that upper income groups are spending a higher proportion of their
incomes on health care goods and services compared to the lower income groups
indicates that health care 1s a normal good. Expenditures on it increase with income.
Household expenditure data, particularly health care expenditure, however, may also
suffer from under-reporting which may make the trends of middle and upper income
groups mere statistical artifacts.  But, higher spending shares by the low income
group compared to the middle quintile group may reflect poorer health conditions
among low income households. Indeed this is what one may find when information on
health status of households is examined.

Table 3.4 presents both the actual distribution of self-reported illness, with
standardized distribution. Standardization allows the removal of collinearity in
demographic variables, age and sex, with income. Age and gender differences are
likely to be associated with morbidity and utilization of health care. The method for
standardization is discussed in Appendix 2.

The actual distribution of illness across income groups indicates a nearly one-to-
one correspondence: i.e. the bottom 20 percent of the income group report nearly 20

percent of illness, the second 10 percent report another 20 percent of illness and so



Table 3.4

Percent of the Population Reporting lliiness
Actual and Standardized

Income Decile |Actual Standardized
First 12.4 18.5
Second 11.8 9.5
Third 11.5 11.1
Fourth 10.6 12.2
Fifth 12.6 9.6
Sixth 10.3 8
Seventh 10.4 7.7
Eighth 10.4 7.9
Ninth 10.1 7.8
Tenth 9.7 7.7

100 100

Source of Basic Data: 1987 NHS-FIES Matched Files (NSO)
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forth. However, upon standardization, differences between the upper income groups
and the bottom quintile groups widened. Separating the effects of age-sex from income
yielded a bunching up of reported morbidity in the lowest income decile. This
indicates that groups with higher than average morbidity. i.e. younger male children
and the elderly, are disproportionately located in the lower income bracket. This
appears, therefore, to provide support for the view that low incomes are associated with
poor health. A similar standardization procedure undertaken on British data by
O’Donnel and Propper (1988), showed a narrowing of the degree of inequality in the
reporting of morbidity between income groups upon standardization, indicating that the
elderly, the high risk group, were well-distributed among various income groups.

Table 3.5 shows that self-reported morbidity follows a U shape, with the
lowest morbidity reported by the 36-49 age group. Large differences between the sexes
in the youngest age group were reported in the urban areas. Mean number of days sick
reported for both sexes averaged about 7 days.  In terms of self-reported 1illness,
women generally appear to be healthier than men. This may be in contrast with the
pattern from other countries: like for example in Egypt, where, due to reporting
problems, men were less likely to report an illness than women (Ellis, et al., 1994).
Mortality trends in the Philippines, however. reflect the same gender bias in
morbidity patterns: male death rates were generally higher than female death rates.
across all age groups (Herrin. et al., 1993).

Combining illness with expenditure patterns, it is observed that illness is
concentrated among lower income groups while spending for health care shows
concentration in favour of the upper income groups. Determining the extent of

concentration of illness and expenditures can be illustrated through a concentration
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Table 3.5

Percent of Population reporting iliness, by urban/rural, age-sex
Mean Days Sick

Urban Rural Total

Age Grou |Male Female |Male Female |Male Female
0-5 39.56 35.21 34.29 34.87 35.9 34.97
6-15 24.73 23.21 23.35 23.89 23.77 23.68
16 - 35 15.09 18.85 18.51 17.67 17.47 18.02
36 - 49 9.85 10.09 10.84 9.73 10.57 9.84
50 + 10.67 12.64 13.01 13.85 12.3 13.48
Days Sick 6.79 6.42 6.73 6.58 6.63 6.53
(Ave.)

Source of Basic Data: 1987 NHS-FIES Matched Files (NSO)
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curve. Wagsiaff and van Doorslaer (1993) showed that one can plot concentration
curves to examine the extent of inequity in health and health care financing. The
method involves ranking individuals in terms of ability to pay measure. usually income
or equivalent adult income. The matched data sets provided information on individual
illness from the national health survey, and information on income from the family
income and expenditures survey. The latter contained only information on family size.
the individuals were ranked according to per capita income.

Figure 3.1 shows the concentration curves. The diagonal represents equal
distribution of illness and spending across income groups. The illness concentration
curve was drawn (upper portion of the diagonal) by plotting the cumulative proportion
of the population ranked according to the measure of ability to pay, income, from the
most disadvantaged to advantaged, against the cumulative proportion of illness,
standardised for age and sex. The position of the curves suggests that lower income
groups have a bigger share of the illness burden than the rich. The concentration
curve for expenditures was drawn (lower portion of the diagonal) by plotting the
cumulative proportions of the population, ranked according to income, by their
expenditures shares.  Household health care spending appears to favour largely the
rich. The concentration of poor health among lower income groups suggests a double-
edged situation: poverty and ill-health.

The curves do not provide conclusive evidence of the extent of inequalities in
health and health care spending, but were intended to be merely suggestive of the
trends. There are bias attendant to both measures. Self-reported iliness may interact
with wealth. Wagstaff and van Doorslaer (1993a) cited Blaxter's (1989, p. 217)

obscrvation that self-assessed health produced "remarkably steep and regular gradient
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by social class” (Wagstaff and van Doorslaer, 1993a. p.55). Health care expenditures.
on the other hand, suffer from similar problems related to under-reporting and

infrequency of purchase, and may therefore be underestimates.

3.4 Private Institutional Sources of Health Care F inancing

3.4.1 Commercial Indemnity Health Insurance

Private health insurance is the least developed as a source of health financing
in the country, accounting for less than one percent of health spending, or P200 million
(£4 million) in 1990. In 1988, there were only 102 companies reported in the
Insurance Commission as being engaged in health insurance activities. This figure is
not much different from the number of firms reported to be engaged in the same
business in the 70s (Gamboa, et al, 1993). Health insurance is largely part of non-life
insurance companies’ activities rather than life insurance companies. Health insurance
is considered as a "rider” or "sweetener" to life or accident insurance packages: but at
a high added premium. While domestic ownership or ownership by nationals prevails:
in the earlier years, foreign ownership was predominant. The deep economic crises
in the mid-eighties saw some ownership realignments, with foreign firms comprising
less than one-fifth of all firms in the industry in 1988.

There is very little information available about health insurance companies in
the country and that which is available is largely from the Insurance Commission.
Basic information on enrolment is considered proprietary. Private health insurance
is largely commercial indemnity where the insured are reimbursed, usually for
hospitalization expenses, based on pre-agreed benefit ceilings. Any expenses beyond

these ceilings have to be shouldered by the insured.
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While industry sources interviewed in Gamboa, et.al.(1993) consider health
insurance as their least profitable business. Table 3.6 shows that profits remain healthy.
Gross premiums increased in real terms, even as gross risks or the face value of health
policies have declined for most of the 80s. This trend implies that premiums rose
faster than the risk values. Loss ratios, or the value of benefits paid over premiums
have changed very little, appearing flat in real terms. For every 100 pesos received
as premiums, 20 pesos are paid out as benefits in real terms or 51 pesos in actual 1988
prices. No comparable estimates can be made with other businesses. But Hsiao
(1995) observed that costs and profits in the U.S. can only run as high as 25 percent
of premium revenues.

3.4.2 Health Maintenance Organizations

Health maintenance organizations or HMOs differ from the traditional indemnity
health insurance in the sense that they provide not only insurance but also offer direct
care to members. They provide more comprehensive benefits, including inpatient,
out-patient care, diagnostics and health promotion or preventive programmes like
immunization and some health information. Like the traditional indemnity insurance
model, they do have benefit caps and exclusion items. Excluded are pre-existing
illnesses and certain catastrophic illnesses. But beyond this, there is very little cost
sharing involved, except when the services are sourced from non-affiliated facilities.
Members are provided with cards which they can show to accredited facilities and
receive free care.

Extensive work by Alfiler(1989) on HMOs in the Philippines listed about 17
commercial HMOs. Table 3.7 shows that these companies basically started operations

in the 80s. although one began in 1960s. Most of these companies originally began as
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Table 3.6
Financial Profile of Private Health Insurance Companies

1987 Prices
Year Number of Gross Percent Gross Percent Gross Percent  Loss
Companies Premiums Change Risks* Change Losses** Change  Ratio***
'000 Pesos ('000 pesos) ('000 pesos) (%)
1981 21 3,952 1,761,509 1,420 2.8
1982 98 4,153 5.1 1,173,704 -33.4 1,567 10.4 2.7
1983 98 4,354 4.8 1,057,987 -99 876 -44 1 50
1984 98 3,282 -24.6 998,745 -5.6 1,655 88.8 2.0
1985 78 3,591 9.4 842,740 -15.6 1,523 -8.0 2.4
1986 104 4,102 14.2 772,370 -8.4 1,936 27.2 21
1987 105 4,253 37 1,110,299 43.8 2,347 21.2 1.8
1988 102 4,307 1.3 1,156,113 41 2,177 -7.3 2.0

* Gross Risks refer to the total face value of the health insurance policies
** Gross Losses refer to the value of benefits paid out

*«* | oss Ratio refers to Premiums divided by Losses

Source: 1981 - 1987: CRC (1991), Philippine Health Care Factbook

1988: Insurance Commission Annual Report 1989



Table 3.7

Number and Origins of Health Maintenance Organizations (HMO)

Name of Date of Start of Organization  Approx. Client
HMO Incorporation Operations Affiliation # Enrollees base

1989 1991
1. Biue Cross insurance Co. 5,000
2. Family Medcare 1987 Insurance Co. 10,500 50,000 Coporate
3. Family HealthCare Plan 1991 Hospital-based < 1,000
4. Fortune Care 1985 1985 insurance Co. 25,000 50,000 40% Corporate
5. Health Care & Dev't 1980 Hospital-based 4,000 100% Corporate
6. HealthKard Int'l, Inc. 1987 1987 Hospital-based 1,000 185,102*
7. Health Maintenance Inc. 1981 78,000 35,000 85% Corporate
8. Health Plan Phil.,Inc. 1986 1986 10,000
9. Intercare 1978 5,000 15,000 100% Corporate
10. Lifecare 1986 30,000 25,000
11.Maxicare 1987 Hospital-Based
12. Medicard 1986 18,000 30,000
13. Pamana Golden Care 1987 90,000 226,367 90% Corporate
14. PhilamCare 1982 1985 Insurance Co. 80,000 100,000 60% Corporate
15. St. Patrick's 1965 1965 Clinic-based 10,000 100% Corporate
16. St. Vincent 1988 1965 Clinic-based 5,000 80% Corporate
17. Waterous Medical Corp. 1981 Hospital-based 14,000 100% Corporate

* Includes PMCC-HMO Tie-up members (a pilot project using compulsory insurance
funds and HMO facilities and systems)

Source: M.Alfiler, 1989. "Health Maintenance Organization As An Altemative

Mode of Financing and Delivering Health Care in Philippines,” PIDS.

1991 info: interviews with industry sources

Reference: R. Gamboa, 1993, various tables
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hospital-based, that is. they were provider-initiated, while a number were offshoots of
major insurance companies. Their origins as provider-initiated firms suggest that these
HMOs just built on the existing networks among providers.  Total estimated
membership was 375,500 in 1989, less than one percent of the population.  The
figures in 1991 were incomplete. The client base of HMOs were mostly corporate.
That is, group coverage appears to preferred to individual coverage to prevent adverse
selection. However, firms themselves practice selection by locating most

facilities in Metro Manila (Table 3.8); where most enrolees are likely to have steady
employment, higher income, more likely to be in better health.

The same table indicates that most Philippine HMOs neither own hospitals nor
employ full-time medical specialists. Instead, they arrange for clients to receive care
from accredited providers, working on existing networks among other providers.
Members who choose their own providers outside the HMO accredited providers are
likely to be reimbursed at less than the full cost of care. This peculiarity signifies that
HMOs in the country are unlikely to play a significant part in containing costs.
Relying on accredited facilities suggests that reimbursements to provider remain largely

on a fee-for-service basis.
3.5 Compulsory Financing of Health Care: The Medicare System

3.5.1 Organizational Structure and Population Coverage

The compulsory health insurance programme is known as Medicare. It covers
the employed population in the country, although an increasing number of self-
employed can join in voluntarily. It was organized as part of the over-all social

security system: as such fund collection and fund management remain with the two



Table 3.8

HMO Professionals and Facilities Suppon

Name of

# Primary  # Accredited Accredited Hospitals # of Medica

HMO Physicians Physicians  Metro Outside Own Service
(Metro Manila Maniia Metro Manila Clinics Unts

1. Blue Cross 13 8 2 8
2. Family Medcare 21 64 2 21
3. Family HealthCare Pian
4. Fortune Care 10 94 19 8 4 19
5. Health Care & Devt 150 10 2 10
6. HealthKard Int'l, Inc. 17 89 15 1 14
7. Health Maintenance Inc. 26 400 13 2 3 13
8. Health Plan Phil.,Inc. 45 165 9 14 1 19
9. Intercare 8 156 10 7
10. Litecare 32 232 16 12 13
11.Maxicare 9 135 9 1 9
12. Medicard 19 235 18 9 8
13. Pamana Golden Care 16 12 1 16
14 PhilamCare 23 262 17 23 5 12
15. St. Patrick's 30 8 8
16. St. Vincent 8 5 1 8
17. Waterous Medical Corp 12 92 7

Source: M.Alfiler, 1989. "Health Maintenance Organization As An Afternative
Mode of Financing and Delivening Heatth Care in Philippines,” PIDS.

Reference: R. Gamboa, 1993, various tables

103



systems, the SSS (Social Security System) for private sector members and the GSIS
(Government Service and Insurance System) for government members. Historically.
the Medicare has operated separately from the Department of Health. It was mandated
in 1969 and formally established in 1972. After the "people power revolution’ in 1986,
Medicare (more strictly, the Philippine Medical Care Commission, PMCC) was
transferred to the Department of Health as an attached agency. The PMCC Board.
headed by the Secretary of Health, serves as the policy-making body for Medicare.
The PMCC staff undertakes accreditation of physicians and facilities as well as benefit
reviews, monitoring functions and providing technical support to the PMCC Board.

Membership is compulsory to government and private employees and their
dependents. Including dependents, total programme coverage reached about 22.23
million in 1988. This comprised about 38 percent of the population (Table 3.9).
Despite its compulsory character, recent estimates showed that principal membership
was barely five million or about one-fourth of the employed (Gamboa, et.al., 1993).
This reflects inefficiencies in the social security system as a whole. The
predominance of small-scale, informal businesses in the country make compliance with
the laws hard to monitor. Staff shortages in the monitoring agencies contribute to
inspection and collection problems.

3.5.2 Contribution Structure and the Burden of the Payroll Tax

Contribution to the Medicare is a form of a payroll tax. Members contribute
a portion of their monthly income based on a contribution structure. The contribution
base is capped for monthly earnings above 3,000 pesos; implying that contributions
are uniform even for salaries beyond this amount. At present. those earning above

P3,000 pay P37.50, and the employer pays the same amount. Those earning P1.000
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Table 3.9
Medicare Programme Coverage

1972-1988
Total Coverage /a Principal Members
Year Total No. As % of Total As % of

(Million)  Population (Million) Employed
1972 5.59 14.4 1.78 14.2
1973 8.47 21.0 2.12 15.3
1974 9.25 225 2.28 16.5
1975 10.99 26.1 272 18.8
1976 12.42 28.6 3.08 21.7
1977 13.54 30.4 3.35 234
1978 14.72 32.1 3.65 22.7
1979 16.01 34.0 3.97 245
1980 17.56 365 4.35 26.5
1981 18.40 37.1 4.56 26.2
1982 19.53 38.5 4.84 28.0
1983 21.32 41.0 5.44 283
1984 27.63 51.8 5.69 30.2
1985 29.06 53.2 5.98 29.8
1986 29.77 53.2 6.11 21.7
1987 21.84 38.1 4.52 21.5
1988 22.23 37.9 4.60 20.0

a/ Includes principal members and dependents, including self-employed
retirees
Reference: PMCC: Gamboa, et al (1993)



pay P15.65, with the employer paying the same amount. This is a regressive feature
as the contributions beyond the maximum salary base are not proportionate to income.

Beringuela (1992) estimated the incidence of the Medicare tax using a
computable general equilibrium (CGE) model showing a broad set of interaction in
production, consumption, taxes and income distribution. Her findings basically showed
the effect of the tax to be small, generally less than one percent. As the tax lowers
the disposable income received across income groups, the reduction in income after tax
is much less for the upper income groups than for the lower income groups. In
examining the degree of cross-subsidization the lower income quartile of workers, for
both private and government sectors, were shown to receive more cross-subsidies from
middle quartile groups than from the highest income quartile.

3.5.3 Organization of Care, Benefits and Provider Pzyment

The Medicare programme provides coverage for hospitalization in both public
and private facilities. This provides an immediate bias towards inpatient care. Data
provided by PMCC showed that the leading causes of hospitalization are acute gastro-
enteritis, acute bronchitis and broncho-pneumonia (Solon, et al, 1990). The rate of
member availment of their benefits averaged, since 1972 to 1990, around 6.5 percent
of members with higher availment rates for government employees (10.4 percent)
compared to private employees (5.4 percent) (Gamboa, et al, 1993). It appears that
government workers are less likely to be healthy or more likely to seek care than
private sector employees.

The Medicare programme does not provide ‘direct’ services. 1.e. engaging 1ts
own doctors and operating its own facilities. Instead, its members are allowed to use

any accredited facility and physician (of which there were 14,775 in 1992: as reported
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in Gonzalez, et al., 1993). Providers are paid on a modified fee-for-service basis. The
programme pays, for a period of confinement, on a fixed rate basis for in-patient
charges like a daily room and board, professional fees. operating room, drugs and
diagnostic tests. Hospital charges beyond the amount covered by Medicare are
shouldered by the patients.

Benefits have not really kept up with inflation and with the contributions from
employers and employees not changing very much, the amount paid out from
Medicare has dwindled from its original target of 70 percent of hospital costs to only
about 49 percent (Gamboa, et.al., 1993), indicating the heavy burden of cost-sharing.
Table 3.10 shows that support values cover a lesser percentage of costs incurred in
private hospitals than in public hospitals. The costs covered, or support values. in
private facilities ranged from only 37.8 percent of room and board expenses. 41.1
percent of medical expenses. However, professional fees and surgeon fees in private
facilities may not reflect the true picture of actual charges since physicians are known
not to report their actual fees since the system reimburses a fixed amount relative to
the value of the procedures.

Without any restrictions or laws against hospital charges. the low support value
from Medicare implies that the greater part of costs falls on the consumer. The burden
of the financial risk therefore, is borne heavily by the consumer and the social
insurance system. The extent to which hospitals may suffer from bad debts is not
known. but informal discussions with hospital owners indicate that it is prevalent.

3.5.4 Consequences of the Provider Payment System

Summarizing the discussion above, from a member’s perspective, the combined

effects of the small decrease in disposable income arising from the payroll tax and
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Table 3.10

Average Actual Costs and Medicare Support Value

1989
Average Actual Costs (pesos) |Medicare Support Value (%)
Gov't Priv. Combined|Gov't Priv. Over-all
Hospital ltem Hospitals Hospitals Average |Hospitals Hospitals
Room & Board/Day 50.58 107.62 89.4 91.8 37.8 47.6
Medica!l Expenses 519.73 896.12 806.02 75.8 47.3 51.7
Drugs/Medicines 345.38 628.57 560.78 79.1 49.8 54.1
Lab, X-ray,etc. 218.02 31947 296.03 69.1 41.6 46.2

Professional Fees 171.96 292.13 66.17 83.2 41.1 47.7
Operating Room Fees

RUV § and below 22822 670.58  502.65 89.9 29.0 39.5

RUV 5.1-10 371.38 1183.37 881.77 96.5 29.8 40.2

RUV 10.1 and above 731.57 163579 1348.09 100 47.5 56.6
Surgeon’s Fees

RUV 1-5 643.08 210694 1477.93 90.3 29 40.4

RUV 5.1-10 1916.91 4106.77 3196.38 100 37.1 527

RUV > 101 2883.81 6267.98 5033.21 95.1 43.1 54
Anesthesiologists’ Fees

RUV 5 and below 238.81 104533 649.98 87.98 23.1 34.7

RUV 5.1-10 606.87 1673.53 1160.45 98.4 31.6 48.3

RUV 10.1 and above 875.15 2007.64 1552.37 929 41.7 53.3
Other Fees 205.74 272.9 263.09 0 0 0
Total Amount/Claim 1383.29 210095 1931.52 84.7 414 48 9
Ave. Length of Stay 5.02 3.39 3.78

% of Claims 24 76 100

Source of Data: Philippine Medical Care Commission, Support Value Survey
Adapted from R. Gamboa, et.al,, 1993. p. 24.
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declining support values from Medicare, have led to a low utilization of Medicare
benefits. With providers being immune from financial risk by the reimbursement

system, Griffin and Paqueo (1993) observed that the Medicare system may have
Caused a rapid increase in the number of primary care hospitals (less than 25 beds).
With Medicare reimbursement, these facilities can expect financial viability. Roemer

(1991) observed that:

"the administrative design of the Medicare system clearly suggests that it is also

meant to give substantial financial support to the private market within the

national health system -- both private doctors and private hospitals (. 300).

Comparative analysis of revenues per bed, across facility types, by Griffin, et
al. (1994), seems to support this observation. The authors raised the following
concern:

The Medicare reimbursement system explicitly provides higher rates of

reimbursement for secondary and tertiary hospitals relative to primary hospitals.

It also distinguishes between regular and catastrophic cases. Thus one would

expect that the revenue per bed would be substantially higher in secondary and

tertiary hospitals relative to primary care hospitals, but it is not. It appears that
primary hospital owners are able to achieve almost any level of revenue per bed
that they desire, despite rules that provide them with lower reimbursement

prices (p. 45).

The behaviour described above appears to suggest opportunism. Gonzalez, et
al (1994) noted that PMCC suspects high incidence of fraudulent claims in certain
regions of the country; an observation which can be examined against the distribution
of facilities in Chapter 5. PMCC observed that close monitoring of 87 primary
hospitals in 1991 brought down reported occupancy rates from 34.3 to 11.3 (PMCC,
1993). This reduction in occupancy rates resulted in a decrease in "unecessary claims
which could have been filed and drained the Health Insurance Fund (Ibid., p.15).

While the Medicare system, has the potential to act as a bulk purchaser of care for its

members. its role has been limited largely to financial intermediation. The extent to
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which the social health insurance fund is a major force in health financing is limited
by the fact that its fund management does not rests with the PMCC. The National
Health Insurance legislation introduced recently addresses this concern by combining
the fund sources. Its implementation programme, however, remains to be drawn-up.
The design of the programme which pays on a fee-for-service reimbursement, and the
weakness of its monitoring systems has prevented Medicare from using the funds’
potential to influence the health system towards efficiency and equity.  However,
there have been efforts to improve the system. One such attempt involved directly
contracting with health maintenance organizations (HMOs) for integrated financing and
delivery. This is discussed next as it highlights the sources of inefficiencies and the

difficulties of effecting changes in a pluralistic health care financing system.

3.6 Alternative Financing Scheme: The PMCC-HMO Tie-Up

The Medicare system has sought ways to expand its benefits without undue
burden to its members. One of the ways explored was the provision of health
maintenance type benefits to members. In 1987, the PMCC launched an experimental
programme to enhance the benefits for Medicare members by including outpatient care
through the provision of HMO-type services. The programme, known as the PMCC-
HMO Tie-Up Project, was not expected to involve major investments as HMOs were
already operating in the country. It also viewed that the programme would involve
minimal administrative costs as claims for reimbursement would now be filed with the
HMOs.

HMOs, or health maintenance organizations, are vertically integrated firms,

offering out-patient and in-patient services, in a pre-paid insurance scheme, through its
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own salaried doctors and facilities (close panel) or through accredited providers
(preferred providers). The concept was for the Medicare contributions from the social
security scheme to be passed-on to the HMOs who were contracted to provide services
for tie-up members. Membership was voluntary. The two social security agencies,
SSS and GSIS remained as collecting agents, with a proportion of the contributions
(initially 3 percent then increased to 34 percent) being retained by them. The latter
adjustment was made after the first year evaluation which showed low utilization rates;
and the increased administrative burden of member verification and validation of
contributions on the funders. The additional portion retained by the funders was seen
to facilitate the administrative delays.

On the initial solicitation of interest, 12 health insurance companies and 4
HMOs were invited. The four HMOs submitted proposals; but the project began, in
June 1988, with only one HMO signing a memorandum of agreement. Nearly a year
later, in May 1989, another HMO (not in the original four) entered into a memorandum
of agreement with the PMCC. The geographic coverage of the programme was
initially limited to Metro Manila.  The benefit package included free medical
consultations and benefit caps for in-patient care which are generally higher than the
regular Medicare programmes. So for the same amount paid by regular members
(around 68 pesos at that time), tie-up members were able to get more benefits with
their contribution. Membership was voluntary.

After two evaluations, the programme was terminated. Results from the study
conducted by an Arthur Andersen Consulting group (1994) showed that the contracted
HMOs directed marketing efforts towards the top 1000 corporations in the country.

There appeared to be inadequate member education and information, as direct
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interviews with members showed that they were not aware of basic procedures. Mis-
routed claims, with claims still being forwarded to the funders rather than the HMOs,
also show insufficient information. The financial support offered by the programme,
however, does not compare favourably with the regular Medicare programme, with
support values estimated at 34 and 41 percent, respectively. This low support value
arose largely from the tertiary nature of services largely offered by the HMOs. Low
utilization rates (less than 1.0 percent of members) translated into profit margins
ranging from 15 to 30 percent, on a cash basis , and 35 to 44 percent on accrued basis.
Accrued rates suggest that reimbursement delays were experienced; hence, accrued
rates are the profits to be realised once the remittances materialise. These margins
were high compared to the profit margins of these HMOs on their regular program (1.0
and 19 percent).

For the collecting agencies, the SSS and GSIS, the delays arose from
membership verification and validation of contributions. Mis-routed claims also held
up the system. These costs comprise part of the transaction costs of the contractual
arrangement between the two major parties: the funders and the HMOs. The extent
of the costs was not foreseen before the contract. However, as will be shown in
Chapter 7, these costs arose largely from the problem of motivation because of the
unequal sharing of the burden of risks. Despite positive net gains arising from their
share of the collections, the funders pushed for the programme termination.

The lessons from this experimental programme suggests that financing schemes
that do not veer away from a fee-for-service orientation are unlikely to effect major
changes in the health system of the country. The financial risks arising from the

payment system are unequally shared, favouring the providers. The programme also
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highlighted the nature of costs in health care market transactions, particularly between
institutional payers and providers. The extent to which these costs influence the

structure of the health care market is discussed in Chapter 7.

3.7 Conclusion

Health care financing in the country can be viewed as failing on both equity and
efficiency grounds. The previous chapter showed that allocation pattern of government
has been found to be unequally distributed among the regions, as against the regions’
infant mortality profiles. In this chapter, an analysis of health care expenditure patterns
showed that government spending was declining as a source of health care financing.
A comparative picture, in this chapter, suggests that the inefficiency of the financing
system reflects its level of development.

There was a heavy burden of household-based financing based on ability to
pay. That this ability to pay did not coincide with the propensity for ill-health,
suggests that the burden of disease was not equally shared. The heavy burden of
cost sharing meant that compulsory insurance programme had limited impact in the
sector. Population coverage and utilization rates were low. While low utilization
rates mean that reserves are accumulating, the design of the reimbursement system
provided impetus for opportunism. Private health insurance and health maintenance
companies remain an unaffordable option for many. The strong profit orientation is
unlikely to affect provider or consumer behaviour since it undertakes mainly financial
intermediary functions.

The failure of the main institutions in the health sector, both government in
general and health financing institutions, in particular, determines the market structure.

In this pluralistic market, households are often left to fend for themselves, leaving aside
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those with limited paying capacities and greater health needs. There is very limited
information on how these households behave. Thus, much less information on how
providers behave. Amidst these concerns, baseline information on consumer demand
and the health care market is vital. Health sector reforms, particularly in areas that
promote efficiency and equity, need to be guided by an understanding of the behaviour
of households and the supply-side. The basic conditions of demand and supply. given
the financing system, shape the structure of the market. Strengthening regulatory
capacities entails the ability to foresee the impact of changing prices, income and other
policy variables on consumer and provider response.

The next chapter examines the determinants of demand for out-patient care in
the country. It also situates the examination of demand for healta care in the context

of a user fee policy for government services.
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Chapter Four
The Conditions of Demand for Health Care
in the Philippines

Introduction

The analysis of health care financing in the Philippines showed heavy reliance
on household out-of-pocket outlays and the limited capacity of insurance schemes to
ease the burden on households posed by financial losses arising from illness.
G.overnment tax-supported spending, has been shown to be inequitably allocated and
inefficient; and has a limited budget constrained by pressures of the nation’s debt (see
Section 2.3 above). Health sector allocations need to address the twin-challenge of
meeting basic health care needs whilst maintaining costly curative facilities.

Health care financing reforms, like those introducing pricing in government
facilities, currently sweeping across developing countries, are likely to influence the
pattern of household spending and demand for health care. The study of health care
demand can provide valuable insights into the welfare effects of policy reforms that
propose to introduce or increase prices in government facilities. This study examines
the demand for out-patient health care from two perspectives: a) the determinants of
the choice for provider and; b) the effects of changes in prices that may result from
a user fee policy on demand for health care. The latter analysis provides an
opportunity to estimate for basic demand parameters that are vital to understanding the
market structure of health care in the Philippines. Estimates of the responsiveness of
demand for health care by different income groups to changes in prices and time costs
serve to highlight the equity impacts of the pricing reforms. The model used also

allows the simulation of utilization and welfare effects of user fee policies.
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The chapter is divided up as follows: The first part analyzes the policy issues
and the behavioural assumptions of consumer demand models, particularly applicable
for developing countries. The second part uses a provider-choice model to estimate the
demand for out-patient care from a provider-choice model for the Philippines. The
third part shows the results of the model. The chapter ends with a summary of the

findings and implications for policy.

4.1 An Overview of Health Care Demand Studies in Developing Countries

4.1.1 A Review of the Policy and Research Issues

Health care demand in the Philippines has been the subject of pioneering work
estimating demand functions. The work by Akin, et al. (1985), on the demand for
primary health care services in the Bicol region, along with the work of Heller (1982)
for Malaysia, broke ground for current global initiatives in health financing (McPake,
1993). These studies showed a weak, and often insignificant, explanatory power of
economic variables. This evidence served as the basis for calls to introduce user
charges in government facilities in developing countries (World Bank, 1987). Using
an extensive set of prices data, including service fees, transport time and fares, drug
expenses, along with information on insurance status, household assets, education,
illness severity and quality of care, Akin and his colleagues found that only non-
economic factors such as urban residence, mother’s education and quality, were
significant factors influencing the choice of provider. Heller’s thorough examination
of various aspects of demand; i.e. distinguished by type of care, discretionary versus
curative, and the actual amounts of care consumed, showed that cash price, and time
costs did not affect demand. It was also found that income had a weak influence on

the decision to seek care, but had a clear effect on the type of care sought.
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The insensitivity to economic variables of household choice of health care
delivery services has been confirmed in other studies in the Philippines by Schwartz.
et al.(1988), and Wong, et.al.(1987) for child and adult outpatients, and prenatal care
delivery choices, respectively. However, it is not just important to know whether
prices or income influence demand. It is also important to know how the effects may
be felt across income sub-groups and to simulate behavioural responses for given
changes in policy.

Subsequent analysis focused on the extent to which prices or fees prevent
individuals from seeking care.  Analysis of longitudinal data by Waddington and
Enyimayew (1989; 1990) showed that a decline in utilization was an initial response
in urban areas in Ghana, but utilisation level was regained thereafter. Rural health
centre utilisation, however, never reverted to pre-user charge level. A work on
Kenya, by Mwabu (1987), showed that user fees do prevent individuals from seeking
care, especially if there are no perceived changes in the quality of services offered.
A recent study in Cameroon (Litvack and Bodart, 1993), using an ’pre-test-and-post-
test’ experimental approach, showed that there was willingness to pay if supplies in
health facilities (a measure of quality) could be assured. This willingness to pay was
shown to be exhibited most by the poorest quintile groups whose probability of seeking
care increased in greater proportion than the rest of the population. A study by
Tembon (1995), for another province in Cameroon, showed that a substantial portion
of health care costs borne by households are attributed to transport expenses and time
lost from work. Therefore, reducing travel time and distance can serve as policy goals
to improve accessibility of service facilities. Simulations, however, showed that

household response to improved access was not as great as its response to changes in
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actual facility charges. This appears to imply that fees or facility charges are greater
deterrents to utilization than access costs.
McPake (1993) observed that the failure of models that showed prices to be
insignificant may be due to the inadequate treatment of the ’quality of care’ variable.
Price variables, for example, may show net positive effects; i.e., the higher the price
the greater the demand. This is has been taken as proof of the price-quality interaction
in health care demand; i.e. higher price is often perceived to be associated with higher
quality service quality. Studies on user charges incorporated in community financing
schemes also showed this price-quality interaction (Litvack, 1994; McPake, 1993).
The use of price as an indicator of quality suggests that non-price competition may
prevail and that price may no longer serve as a useful allocative device in the market.
The extent to which this is so in the Philippine out-patient care market can be
accommodated in the health care demand model used in terms of the nature of the
relationship between price and the demand for out-patient care.
Gertler et al (1987) and Gertler and van den Gaag (1990), in their studies on
Peru and Cote d’Ivoire, showed the differential response to prices by rich and poor
households. [Earlier models were shown, by Gertler and colleagues, to have mis-
specified the relationship between income and price as independent of one another.
That the poor are more sensitive to price changes than the rich is not captured in earlier
demand studies cited above because of the way the models were specified: prices and
income variables were entered separately into the demand function. This implies that
the poor and rich face and respond to price differences among providers in the same
manner. The alternative method that enters prices as interacting with income captures

this differential response and simulates the effects of policy on different income groups
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in terms of the reaction of these groups to changes in the prices of medical care.
And it is this model which this study applies for the Philippines.

The role of other factors affecting demand needs to be investigated as well,
since in most developing economies the services are offered free. In the absence of
prices or fees at facilities, travel time serves as a rationing device, with the poor eased
out of the market because of distance to the facility (Acton, 1975). Household
composition factors, like number of children and adults, also affect demand.
Demographic characteristics of households, i.e. age and sex, have been shown to
influence household health production functions, and therefore the utility derived from
health care (Pollack and Wachter, 1975). These, and other factors used in this study
are discussed in the specification of the model below.

4.1.2 Behavioural Assumptions

An exhaustive review of the demand for health care analysis is made in Akin,
et al.(1985). This section provides a brief sketch of the key elements in consumer
behaviour that are highlighted in this study.

The analysis of consumer behaviour in health care demand studies starts off
with the assumption that individuals seek to maximize utility within the set of feasibility
constraints. This decision making unit, widely viewed as an individual, derives utility
from the consumption of goods or services. In health care, the ultimate objective is
the maximization of health. Medical care is an input, among other inputs, in the
production of health. This view is known as the health production function and is
developed from a model pioneered by Grossman (1972). The demand for medical care
is seen as a derived demand for health. A vector of characteristics that influence one’s

health include age, gender, food intake or other goods. Choices of goods/services are
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constrained by the prices of these goods and the households’ command over resources
or income. Consumption of goods M (medical care) and X (other goods) is determined
by the amount of resources available to the consumer or income (Y) and the prices
of these goods (P) and the amounts of the goods bought. The individual maximizes
welfare by choosing a combination of goods and services that fits within the budget
constraint.

Becker (1965) argued that consumption activities involve time, and that prices
of goods do not just include cash or money prices but also involve the use of time,
which has a money equivalent expressed as wt, i.e. the hourly wage multiplied by the
amount of time spent in wage employment. The role of time prices in health care
demand has been fitted into the basic utility maximizing framework by Acton (1975).

A crucial notion is that money and time spent on health care are money and time lost
for other pursuits.

In summary, the basic theoretical premise about health care demand is that a
consumer acts rationally in terms of maximizing his or her utility, given the choices
depicted in his or her health production function, and subject to his or her budget
constraint. In equilibrium, the consumer attains maximum utility when the marginal
utilities of the commodities are equal to their price.

Standard demand functions are written as follows:
(1) M* = m(, P,, P, a)
(1.1) X* =x(, P,, P, a)
where M* and X* are optimal quantities of the goods M and X that yield maximum

utility. And a refers to a vector of individual and demographic characteristics of the

household affecting the demand.
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4.1.3 Policy Parameters

Consumer demand equations permit the analysis of parameters of interest for
policy-makers. These include estimates of the price elasticity of demand, income
elasticities and willingness to pay. These parameters, as explained below, are vital for
the formulation of policies that seek to alter utilization behaviour of certain groups
for redistributive purposes. These parameters can also serve as "bases for accurate
forecasts of future use and plans concerning the distribution of resources” (Rosko and
Bfoyles, 1988).

Elasticities measure the degree of responsiveness of household demand to
changes in prices or income. Policy-makers interested in increasing fees for health
services or introducing them, can estimate the impact of these policies on households
or consumers from knowing price elasticity of demand. An elastic demand means that
households will respond strongly to price changes; while an inelastic demand means
that the response of households will be less than the proportionate change in price. A
developing economy wishing to anticipate changes in demand for health care when
income changes by a certain proportion can also benefit from the information provided
by income elasticity.

Given the predictions on price and income effects, the over-all welfare effect
is measured in terms of the compensating variation concept. Itis the amount needed
to be paid to an individual who has been made worse off by a price increase, to make
him or her as well off with the new prices as he or she was before the price change.

Identifying the amount needed to compensate individuals for the welfare loss can
be gleaned from consumer demand functions. If the demand equation (1) above is

incorporated into a utility function: max U = U (M, X), an indirect utility function
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can be written as:

@ U=UweP,P,oa

where U” shows the maximum welfare leve] that can be reached with income Y, prices
P and other individual characteristics, a.

An inverse of the indirect utility function yields:

3) Y= C(U,P,P, a

Equation (3), known as the cost function, shows how much outlays or how much
income, i.e. the compensating variation, is needed to achieve the maximum welfare
or utility U’, given pricés and other characteristics are constant. A change in the price
from P, to P,’ results in:

4 Y= C@U, PP, a

The difference (Y’ - Y) is the amount needed to compensate those who suffer a welfare
loss as a result of a price increase or, as in this study’s context, the introduction of

fees in government services'.

4.2 A Model for the Demand of Out-patient Care in the Philippines
This section describes the model used to estimate a demand function for out-

patient care and discusses its differences from earlier health care demand models (Akin,

'"Welfare economics, through the Hicks-Kaldor test, posits that compensation of
losers by gainers following a policy change can lead to potential Pareto improvement.
Scitovsky on the other hand, showed that if gainers can compensate losers to push
through a policy change. it must also be shown that a reversal to the status quo cannot
be made. There are doubts on the extent to which these compensation tests can
contribute to allocation decisions given that these tests abstract from making value
judgments on the nature of the welfare function, i.e. whether a one-to-one
correspondence of utility gains and losses can be made between a poor and rich
individual can be made (Gravelle and Rees, 1992). But the usefulness for policy of
measures such as compensating variation or willingness to pay has been generally

acknowledged (Just, et al.. 1982).
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et al., 1985; Heller, 1982) to highlight the analytical issues addressed by the model.
The section ends with a discussion of the hypothesis on the nature of the health care
demand function.

4.2.1 Analytical Specifications of the Model Used

This sub-section provides a descriptive account of the behavioural and empirical
models used in estimating household out-patient demand. The mcdel is more formally
developed in Appendix 3.

The consumer demand model used in this analysis is the choice of provider and
applies the specifications of Gertler, et al. (1987) and Gertler and van der Gaag (1990).
A discrete choice model on out-patient care captures the discretionary nature of
patient-initiated care. This approach is appropriate given the weak referral system and
the private, pay-as-you-go, nature of health care purchases in the country.

The starting point of a choice-theoretic framework is the idea that when faced
with the need for medical care, a consumer is faced with a choice of getting treatment
from a set of providers or not seeking any assistance (self-care). One of several
providers offers the individual the expected improvement in health for a price which
can be expected to reduce the consumer’s income and, thereby affect, his or her
consumption of other non-medical goods. The provider chosen is the one whose
quality and price yields the highest utility for the consumer. The consumer achieves
utility not only the consumption of medical care but also consumption of other goods.

The solution to the utility maximization problem begins with the system of
demand functions for the alternative providers, expressed in terms of the probabilities
of choosing the providers. The distribution of the variables in the functional form of

the consumer's utility function determines the form of the demand function.
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The demand function for an alternative is the probability that the utility derived
from that provider is greater than that from any other alternative, including self-care.

The probability that self care and provider j is chosen from among the set of

alternatives is shown, respectively :

€)
I - exngo)
exp(V)*‘D;‘aexp(%)]
4)
erp()
M=(1 - mp) Z
[Zexp()°
a

where o is 1 minus the correlation between the error terms of the provider
alternatives. V; represents the utility derived from alternative j, with the following
parameters:

where X is a vector of socio-economic variables, (Y-P,-wT)) is the consumption term
where Y is total income, P is provider prices, w is the opportunity cost of time and
T, is the travel time to the provider. The conditional utility function is therefore shown

to be linear in characteristics that affect health and quadratic in consumption (net of

medical care).
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In summary. the demand function for a provider alternative is the probability
that the provider yields the highest utility, among other providers, where utility depends
on the expected improvement in health and consumption net of medical care. In a
discrete choice specification, a poorer household is likely to choose a low price - low
quality provider since choosing a high price - high quality provider is likely to
represent a significant reduction of household budgets allotted for other needs. While
higher income earning household is likely to choose a high price - high quality option.
This behaviour is consistent only if health is a normal good. that is, the demand for
health increases with income or the marginal rate of substitution of consumption for
health diminishes as income increases, holding health constant.

The estimated demand functions take the form of a nested multinomial logit
(NMNL). The NMNL specification can accommodate the following features of the
demand model (Gertler and van der Gaag. 1990, p. 73): 1) correlation across sub-
groups of alternatives and therefore non-constant cross-price elasticities; and, 2) the
grouping of closely similar alternatives yield cross-price elasticities that are more
elastic within than across groups. These features imply that the estimating technique
be one which captures the degree of complementarity and substitutability within and
among alternative provider choices.

The model is estimated using a full information maximum likelthood (FIML)
which is shown by Henscher ( 1986) to be more efficient than two-step estimates
(Gertler and van der Gaag. 1990). The LIMDEP programme software was used to

obtain the results of the demand model.



4.2.2 Limits of Earlier Health Care Demand Models

Earlier studies on demand for health care (Akin, et al, 1985: Schwartz, 1988;
Dor and van der Gaag, 1987; Ching, 1992) is limited in four ways: 1) the
specification of the utility function; 2) estimating techniques; 3) how quality of care
is captured by the model; and 4) data problems.

Firstly, earlier demand models specify linear utility functions where income is
shown to vary with the provider alternatives?. Such linear specification of the utility
functions is inconsistent with stable utility maximization; for it implies that (Gertler
and van der Gaag, 1990):

"...two alternatives that provide the same improvement in health for the same

price must yield different levels of utility to the same individual...if this is true,

then preferences are not ordered and transitive, and stable utility functions,

therefore, do not exist (p.66).

The use of a single consumption term, (Y-P-wT),), differs from the usual
separate treatment of prices and income, similar to equation (1). With prices shown
to be interact with income, one can examine whether health is a normal good, with
demand increasing as income increases, as discussed above. Specification of income
and prices as a net consumption terms implies that even though provider prices may be

zero, as is often-considered for government services, a price parameter can still be

captured using travel time costs.

2 Consider the following conditional utility functions for doctor and self-care demand
respectively: U, = aH, + a,(Y - Py; U, = aH, + a)Y. The alternative chosen is that
which yields a positive net change in utility: U, - U, = ag(H, - H) - a,P4 > 0. Income
differences out but can influence choice so long as the marginal rate of substitution of health
for consumption is allowed to vary. The specification of earlier models allow consumption
coefficients to vary by alternative, i.e. U, = aHy + a,(Y-Py: U, = a,H, + a,Y. The
choice of alternative is determined by: U, - U, = a(H, - H) - 3,4 P, +(a,4 - 3,)Y > 0.
The restriction of different coefficients on consumption (non-health) implies different marginal
utility of consumption for two alternatives despite same level of consumption.
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A second problem with earlier demand estimates relates to the estimating
techniques used, especially those using other forms of logit models. The problems
with logit models in general, and the properties of multinomial logit specifications
have been extensively discussed in Bitran (1988) and Tembon (1995). The implication
of the problems related to multinomial and conditional logit models, as applied in the
Philippines by Schwartz, et al.(1987) and Ching (1995) respectively, is to lessen the
impact of variable changes on the demand for health care. Multinomial logit (MNL)
imposes restrictions that cross price elasticities are the same across alternatives.
Conditional logit models also impose the same restrictions and cannot assess the impact
of income on demand, as only differences in utility matter (Bitran, 1988)°. To avoid
this problem, Ching (1995) used a conditional logit specification in combination with
Gertler-type specification of income and price as naturally interacting and tested for the
correlation across alternatives. However, beyond this, Ching’s work did not go
further to simulate differential household responses to user fees, cross-price effects and
estimates on welfare, as this study has done. But a comparison of related findings are
made in the discussion below.

A third problem of health care demand estimates is related to the treatment of

‘quality of provider’ in the models. The problem stems from the difficulty of

*Bitran (1988) cites Mwabu (1986) illustrating the conceptual differences between
conditional logit and multinomial logit in terms of a one-mile walk to providers. Conditional
logit considers a one-mile walk to a government health centre would be equally undesirable
(same utility function) to another individual as a one-mile walk to a traditional provider.
Multinomial logit, on the other hand, would have individuals valuing (different utility
functions) each one-mile walk to different providers differently. Nested logit is a generalised
form of multinomial logit which allows correlation across alternatives, avoiding the problem
known as Independence of Irrelevant Alternatives (IIA). Hence, a person choosing a private
provider over self-care may likely choose government provider over self-care. Nested
multinomial logit assumes that consumer choices can be mapped sequentially as first a choice
whether to seek care or not, and when a decision to seek care is made, the different choices

can be categorised.
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measuring the "quality’ variable. Akin, et al. (1985) used a dummy variable, whether
the attending person was a physician or nurse, as a measure of quality. The availability
of drugs or supplies has been used as a measure of ’quality’ by Mwabu and Mwangi
(1986) and Litvack and Boddart (1993). These measures of quality may be considered
as exogenous measures of quality arising from consumer perceptions. The demand
specification of Gertler and van der Gaag (1990), as followed in this study, treats
quality as an unobservable variable and considers it as synonymous to the efficacy of
the provider. As such, quality enters as part of the household production function for
health, with individual and provider characteristics as explanatory variables. This
implies that the reduced-form health care demand model is derived from a utility
function where the measure of price effects are adjusted for quality. Individual
characteristics, such as age, education and severity of illness, is shown to influence
provider’s productivity relative to self-care. Appendix 3 shows how this is formally
incorporated in the model.

A fourth problem related to earlier demand function estimates is related to data
limitations. The study by Akin, et al.(1984) on the Philippines, for example,
estimated prices separately from the household survey. Prices applied were those that
prevailed three years after the survey. Gertler and van der Gaag (1990) observed that
data problems can probably account for the lack of significance of prices and income
in earlier estimates by Akin et al. (1985), as following the latter’s specifications, using
the Living Standards Survey data for Cote d’Ivoire and Peru, prices and income were
shown to be significant predictors of health care demand. Ching’s (1995) estimates,
while based on a national survey data base, also failed to consider time costs as part

of the household budget constraint due to the lack of data on wages. Hence, a
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comparison of differential household response to time costs with medical care prices
cannot be made.

Moreover, the treatment of income also poses some problems (Bitran, 1988).
The use of current income does not take into account that people may be forced to
borrow for some necessities like health care or that consumption often exceeds income,
particularly for low income households. For health care emergencies for example,
households have been observed to sell belongings and other assets (Tembon, 1995;
Abel-Smith and Dua, 1988). Heller (1982) observed that seasonality also affects the
reporting of current income; suggesting that expenditures can better capture permanent
income as a measure of household welfare. Household expenditure, as a proxy
measure for permanent income, is used in this study as a more appropriate measure
of income.

4.2.3 Factors Affecting Demand for Health Care

The quantitative analysis of health care demand involves the estimation of the
demand equation, generating testable hypotheses on the effects of the right-hand side
variables on quantity of medical care consumed. The factors that are hypothesized to
influence demand, the expected direction of influence and specification issues are
shown below. Earlier reviews on the factors determining demand for health care by
Akin, et al.(1985) and Ching (1989) are not repeated here. Emphasis is placed on the
factors that have been adjusted to allow for modifications introduced in the model.

Income

If health is a normal good, a higher income is expected to lead to increased
demand for medical care. Poorer households are likely to demand lower-priced, lower

quality providers: while alternatively, higher income households will seek higher-priced
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providers. The consumption term in the model shows a net income concept, income
net of the price of seeking care. In most demand studies in the developing world, it
is household income which is the relevant measure rather than the individual’s. Due
to considerations of household welfare and problems, cited above, with the
appropriateness of income measures, the study uses average monthly value of
household expenditure to represent income. Expenditure, especially if it exceed
income, incorporates a wealth component especially as it reflects one’s ability to
borrow from friends or relatives.

Households, however, are just as prone to under-report expenditures, just as
they may under-report incomes. The questionnaire design tried to address this
problem by including a checklist that itemized weekly, monthly and annual
expenditures.

The average monthly value of household expenditure is estimated by summing-
up weekly expenses by households especially for food, transportation, leisure
(magazines, comics, beer or alcoholic drinks), with monthly expenses like rent,
utilities and payment for household services. Other yearly expenditure items like
school tuition, insurance premiums, mortgage, clothes, membership dues, etc., were
adjusted to obtain monthly figures.

Price of Medical Care

The price of medical care includes not only out-of-pocket payments but also
time costs. Out-of-pocket payments to the provider include not only professional fees,
but also treatment costs in terms of drugs, tests, and other supplies. Expenditure for
health care visits therefore reflect these out-of-pocket payments.  For improved

precision in the estimates (since some households reported not only fees but other
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treatment costs and other households did not for difficulty of recall), and to capture
variation in prices across alternatives, direct out-of-pocket outlays were estimated
indirectly through hedonic pricing. The estimates are shown in Appendix 4.
Specifying price of medical care as a function of individual characteristics, like age,
sex, education, location, region, types of complaints and market structure (number of
providers) capture the extent to which these variables are reflected in prices. The
indirect estimates yielded low coefficients and t-values; but similar findings were
observed by Ching (1995) and Gertler, et al. (1987).

Time Price

The time price is critical in developing countries. Given the widespread policy
of free health care in the public sector, it is time that serves to determine who will seek
care; i.e., those for whom the time price is relatively low (Acton, 1975). The time
spent travelling to obtain care also serves as an indirect cost of access (Gertler and van
der Gaag, 1990).

Time cost is a product of the travel time spent obtaining care from the provider
and the individual’s hourly wage. The time involved in consuming health care is seen
as a lost opportunity to earn. If obtaining care is time-intensive, then wage loss is
greater, and the price of seeking care is high and the subsequent demand will be low.
For non-wage earning individuals and children, the hourly wage rate applied is the
village-level agricultural wage rate.

However, this measure of time price (where wages are multiplied by travel
time) is not without problems. It assumes that there is always a positive time price;
which may not be true where unemployment maybe the norm. as more commonly

observed in rural areas. The time price measure also correlates with wage income and
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its inclusion would result in multicollinearity. This problem is partly avoided in the
model which used, in the consumption term, expenditures as a proxy measure of
income.

Transportation costs were estimated separately from travel time costs to

facilitate travel time elasticity estimates. Transportation costs reflect not just distance,

but also the state of roads and transport supply factors.

Other Household Characteristics

Individual and household characteristics that are expected to influence the choice
of provider include severity, age, education, sex, number of children in the household
and the number of adults in the household.

Severity and age may be considered as health status variables. Severity,
introduced as a dummy variable, taking the value of 1 if the self-assessment (or
mother’s assessment in case of children) of illness is serious®. Perceptions of severity
of the complaint is expected to trigger the initial decision-making process of seeking
care. Weaker immune systems, and therefore, greater susceptibility to illness, are
generally ascribed for very young or very old individuals. Therefore, age influences
the likelihood of experiencing health problems and seeking care (Bitran and Mclnnes,
1993).

Education can be viewed as an efficiency factor, one which improves the
general productivity of non-market care (self-care) for an individual (Grossman, 1972).

Given the endogenous treatment of quality in the model, education can be viewed

* Self-assessment of the severity of complaint was asked as follows: How did you assess
the severity of the complaint: mild, moderate, severe. The question followed questions
related to whether the reported complaint (4 weeks recall period) by a housghold mcmbgr
prevented the member from doing his or her usual activity, whether it made him/her stay in

bed and the number of days in bed.
132



therefore to improve the efficacy (quality) of care as with more education, one can
better implement treatment regimens on one’s own. Alternatively, more education can
mean better healthier or less use-intensive lifestyles (Muurinen and Le Grand, 1985).
One could also have better information on health care sources with more education.
With more education, one can also have higher earning capacities, hence the greater
the demand for health care.

Gender is considered in the model by using a dummy variable that takes the
value of 1 for males. Males are more likely to incur higher wage loss if untreated,
which may prompt more immediate care, if not better care, than females.

Household composition variables refer to the number of children or adults in
the household. A child’s health may depend on the number of other siblings (Pollack
and Wachter, 1975). While having more adults may mean a propensity to self-treat
using the household’s broader range of experience. Alternatively, household
composition variables can be viewed as a productivity factor, indicating enhanced
income-earning capabilities of the household. Having more children may also involve
adult time, lowering income-earning capabilities. Having more adults on the other
hand increases earning capabilities and therefore demand for health care.

4.2.4 Data

A household survey was undertaken to examine household decisions about
choice of provider. It is a rider to a bigger research undertaking conducted by the
Philippine Institute for Development Studies (PIDS) for the Department of Health
(DOH). Henceforth, the database will be known as PIDS-DOH. The focus of the data

gathering was on the role of economic factors, particularly income, prices and time
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costs, in health seeking behavior. The sampling design used in the household survey
is described in Appendix 1.
4.2.4.1 Study Sites

A household survey was conducted in four regions of the country, namely:
Regions II, VII, X, and the National Capital Region. A locat