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Abstract

The vast majority of Africans living in rural areas do not have access to health insurance
and policy related questions to assist health planners design and implement financially
viable rural health insurance schemes have yet to be fully addressed. This thesis seeks to
fill some existing gaps in the knowledge about the performance of existing schemes and
methods of assessing “willingness to pay” (WTP) and financial feasibility. It begins with
a review of the literature on the theory of insurance and its practice in rural areas in Sub-
Saharan Africa, that contributed to the research conceptual framework and

implementation.

Two health insurance schemes (La Carte d'Assurance Maladie and the Abota in Burundi
and Guinea Bissau), were evaluated regarding their social and financial performance in
rural areas. The research instruments were household surveys, focus group discussions
and health facility costing. In both schemes access to health care appeared to have
improved and the findings suggested that were quality of care improved, the schemes
would considerably reduce financial concerns faced by people at the time of illness. They

would also raise significant revenue.

In the third study country, Ghana, a study of preferred benefit options, WTP, and
community rated premiums for a proposed health insurance scheme was undertaken in a
rural area. In undertaking this feasibility study, the research developed a WTP instrument
and used a contingent valuation approach. Eight hundred households participated in the
study. Eighty percent of households said they would be willing to pay the premium
required to recover 100% of the non-salary recurrent costs of providing OPD care in a
local clinic and inpatient care in a hospital. The stated WTP was conditional on: a) the
insurance scheme giving access to health care in which drugs and basic laboratory
investigations would be available, b) health staff being professionally qualified and
respectful, and c) a local solidarity association having a role in administering the

participating health facilities.

Econometric analysis of households” WTP for outpatient insurance cover supported the

hypothesis that WTP is influenced by a) the experience of frequent difficulties in paying
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for health care in the past; b) the perception that adults in the household are healthier than

those in other households; and c) the household head’s sex, education and religion.
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Chapter 1: Introduction, aims and objectives and structure of thesis

INTRODUCTION

The scarcity of resources for health care activities is global, and sometimes the situation
is compounded by inefficient and inequitable financing of the public health services. In
sub-Saharan Africa, the context has been declining economic growth. (During the period
1980 to 1991 low-income Sub-Saharan African countries had an average GNP growth
rate of -1.2% (World Bank 1993).) The situation has been caused by severe droughts,
deteriorating terms of trade for agricultural and mining products and failings in
government policies. Consequently, rationalization of the financing mechanisms in the
health sector has been, and continues to be, seen as crucial if improvements in quality and
accessibility are to be realized. This has led policy makers to consider a spectrum of
financing options for Africa, ranging from user charges to achieve 100% cost recovery
on the one hand to comprehensive national health insurance schemes on the other. In
recent years several African governments, sometimes in collaboration with donor
agencies, have proposed introducing or expanding insurance-based health care financing

(Vogel 1990).

The rationale for encouraging insurance financing rather than user fees, which tend to

reduce utilization, is that it will achieve the following. It will, 1) raise additional revenue

to fund the cost of health care provision that may be used to improve quality, 2) diminish

financial barriers to obtaining health care at the time of illness by providing risk averse

individuals the opportunity to maintain income in despite of the uncertainty associated
with health care consumption, 3) depending on the design, encourage providers and

consumers to use health services cost-effectively. Diminishing financial barriers would be

particularly beneficial for those who are vulnerable, such as the poor, the chronically ill,
the elderly and children, and would be achieved by sharing the financial risks associated
with ill health and health care consumption among an insured population. As a
consequence the cost of caring for those with high risks of ill health, ie the very young,

the elderly and the chronically ill, would be subsidized by those with lower risks, ie those
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in the middle years of life and the healthy.

The majority of people in Sub-Saharan Africa live in rural communities and therefore the
research focus was health insurance (risk sharing for health care) that is accessible to
people living outside the urban centres. Individuals in this group are not employed in the
formal sector, such as commerce and industry, they are engaged in small scale farming,
sometimes combined with petty trading and/or the production of local handcrafts. Their
cash incomes are, as a result, relatively low and seasonal. ‘Access’ in this context
therefore implies that the premium level and the payment schedule are compatible with
this pattern and level of cash income. Community participation in the design of the scheme
is the main mechanism for achieving financial compatibility and, in addition, helps to
ensure that the benefit packages offered by the schemes are socially and culturally

acceptable to the community.

In evaluating the policy relevance of health insurance to rural populations in Africa, it is
essential to consider health insurance as a risk sharing mechanism employed to harness
private funds for health care, and reduce the financial barrier faced by vulnerable groups
to obtaining care. This is in contrast to defining health insurance as those administrative
and financial arrangements that exist in many developed countries for pooling health care
risks. The latter definition would imply that schemes in richer countries represent
universally relevant models, whereas the former suggests that the more pertinent
experiences are those of countries such as Burundi, Guinea Bissau, Thailand and Zaire,
who have implemented insurance schemes that provide cover for rural populations. Their
rural schemes provide policy relevant information and illustrate the potential for
innovative and “appropriate technology” approaches to health insurance in African
countries. To complement such information, health planners require tools specifically
designed to evaluate the social benefits and costs, and the financial viability, of rural

health insurance schemes in their specific national settings.

When the organization of a health insurance scheme involves action by social institutions,

communities and the State, either in isolation or in collaboration, the scheme becomes a
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social security programme. In effect it represents public action taken to reduce human
deprivation and to eliminate vulnerability (Burgess & Stern 1991). Thus, in this thesis ‘a
rural health insurance scheme’ refers to a formal social-security orientated programme
in which the community, through its representatives, fully or partially controls a pool of
resources. This pool consists of payments by insurees used to fund all or part of the health
care costs of community members. This definition implies that the communities explicitly

or implicitly participate in the design and the implementation of a scheme.

HYPOTHESES AND OBJECTIVES

Hypotheses

Currently, little analytical information is available about rural health insurance schemes,
particularly on the affordability of premiums, the appropriateness of payment schedules,
the relationships between premiums and benefits, and the resulting level of access to
health care among the population. The thesis reports on the objectives, desk studies and
empirical investigations of a health economics research project, "Community Health
Insurance in Developing Countries and Its Feasibility in Ghana”. This project aimed to
redress this gap in knowledge. Prior to its implementation only a few studies in the
subregion had addressed some of these questions in relation to risk sharing schemes for
rural populations. They included the evaluations of the Abota village insurance scheme
in Guinea-Bissau (Chabot ef al 1991; Eklund & Stavem 1990) and hospital prepayment
in Zaire (Moens 1990). In order that other rural areas can initiate schemes that are
appropriate for their populations, guidelines/protocols are required to assist local/district
health planners and managers to assess the preference for, and willingness to pay for,
insurance schemes in their localities. By testing the following hypotheses, the research
thesis on health insurance in developing countries and its feasibility in Ghana aimed to

increase the information available and develop an assessment protocol.
Hypothesis 1

* A health insurance scheme in a developing Sub-Saharan African country can be

effective in reducing the financial barriers faced by those who are most vulnerable,
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such as the poor, the chronically ill, the elderly and children, and be financially

viable.
Hypothesis 2
* The health care utilization pattern of rural households in a subdistrict in Ghana,

their stated preferences for insurance coverage and basic health facility cost data,
can be used to forecast the relationship between premiums that households are
willing and able to pay, and those premiums that will cover a given percentage of

the costs of providing care for those households.

The broad aim of the research was to evaluate schemes for sharing the risks associated
with ill health and health care consumption in several rural areas in sub-Saharan Africa,
and to use the results as inputs in the design and implementation of a study of the
feasibility of a community-based scheme in a subdistrict in Ghana. It was envisaged that
later the study protocol would be revised in the light of the research findings and

implementation experiences into a pilot protocol to be tested by other districts.

Objectives
The specific objectives with regards to both the evaluations and feasibility study were as

follows:
1. To examine the literature on the economic demand for health insurance by rural

households in Sub-Saharan African countries.

2. To assess empirically the degree of risk pooling' (Friedman 1986) achieved by,
and the financial performances of, three African health insurance schemes that

cater for rural populations.

3 To investigate the factors determining participation of rural households in health
insurance schemes, in particular the affordability of the premiums and the

appropriateness of payment schedules.

Risk pooling here refers to aggregating the uncertain financial consequences of ill-health faced by
many individuals to give a population that experiences an actual total health expenditure close to the
expected.
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4. To determine if high risk groups such as women and children have improved

access to health care under existing rural health insurance schemes.

5. To ascertain the types of schemes that are preferred by communities in a sub-
district in Ghana and the premiums that households in this area would be willing

to pay for different benefit options.

6. To make recommendations to the Ministry of Health Ghana based on the findings
of the study, on the feasibility, accessibility and efficiency of different health

insurance schemes for the rural and informal labour sector.

STRUCTURE OF THESIS

The thesis is organised into three parts corresponding to i) a review of the literature on
the theory of insurance and its practice, particular in rural areas in Sub-Saharan Africa, ii)
the methods and findings of empirical studies on health insurance carried out in 3 field
sites in Sub-Saharan Africa, and iii) discussions about financial and social consequences

of implementing health insurance schemes for rural populations in Sub-Saharan Africa.

Part One consists of this introduction followed by a review of the relevant literature in
chapters 2 and 3; the former describes the economic concepts of risk aversion and
expected utility maximization that are postulated as underlying individual decisions to
purchase health insurance and the problems of adverse selection and moral hazard
commonly found in functioning insurance markets. It also considers the argument for
publicly organised health insurance found in economic literature, including
interdependence of individual preference functions for health care consumption, positive
externalities associated with health care and separation of Pareto efficiency and social

efficiency in the market for health care.

The second half of chapter 2 performs two tasks; a) it discusses the conceptual

development of Willingness to Pay (WTP) methodology and its application in Contingent
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Valuation studies in the health care sector of developing countries, and b) reviews
models of health care expenditure as a function of user prices in the absence of insurance
as a starting point for identifying the exogenous variables for insurance demand studies.
Where past preferences cannot be observed, WTP provides a means of obtaining
consumer valuations of health care and insurance policies. In many developing countries,
past preference data on quantities purchased at different prices are not available because
health care has traditionally been free at the point of use or insurance has not been offered

for purchase to the majority of the population.

Chapter 3 presents a review of the limited available literature on formal health insurance
activities in Sub-Saharan Africa. It provides a general overview of scales of activity and
the policy trends and makes references to specific schemes in the literature as illustrations

in focusing on schemes that provide cover for rural populations.

Part two begins by presenting the research questions that emerge from the main findings
of the literature reviews. This is followed by descriptions of the objectives and study
methods used in the different studies undertaken as part of the research (chapter 4) and
by the socio-economic backgrounds of the three countries where field work was carried
out, Burundi, Guinea Bissau and Ghana (chapter 5). Although the chapter focuses mainly
on the health financing situation in these countrieé, it also describes rural economic
activities to provide insight into the levels and characteristics of cash flows in households,
in particular seasonal fluctuations. This information is required to interpret the findings
relating to the premiums household heads reported they were able and willing to pay and

their preferred payment schedules.

Evaluation findings about health insurance schemes in two study areas, Muyinga Province
in Burundi and Gabu in Guinea Bissau, are presented in chapter 6. The first half of the
chapter presents the results relating fo the financial and social performance of the CAM
in the former study area and is preceded by a description of the scheme. The Abota
system in the latter study area is the focus of the remainder of chapter 6 and relies on

data from the empirical research carried out in the Gabu Region in October 1992.
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Chapters 7, 8 and 9 contain the results of the feasibility study carried out in Ghana, the
“Osudoku health expenditure and health insurance study”. They describe and interpret
those findings that relate to (a) the incidence of morbidity, the pattern of health care
utilization and health care expenditure of the study population (chapter 7); and (b) local
perceptions about health insurance, "willingness to pay "for health insurance and
predictions about affordability and revenue (chapter 8). The final results chapter initially
reviews two categories of demand studies that are used to model the demand in the
health insurance market; direct models using the conceptual framework of utility
maximization under uncertainty, and indirect models arising from insurance- conditioned
demand for health care. This chapter concludes by presenting a regression analysis of the
factors influencing willingness to pay for health insurance and discusses the predictions

arising from the regression model.

Finally, Part Three of the thesis consists of discussions and conclusions (chapters 10 and
11). Critical findings that are relevant to policy decisions about financial and social
consequences of implementing health insurance in rural settings are identified in this
chapter. This chapter also considers the lessons learnt with regard to contingent valuation
of the demand for health related goods in general, and health insurance in particular, in

an African context.

Chapter 11 presents the major research conclusions relating to the demand for health
insurance in the study countries and comments on how they provide support for the
research hypotheses. It also describes the policy implications of the research findings for
health care financing in Ghana and in other Sub-Saharan African countries. In
conclusion, future studies needed to (a) assess and manage adverse selection that may
arise from increasing numbers of AIDS patients in Ghana and (b) evaluate the impact of

a district health insurance scheme on health sector efficiency and equity, are discussed.
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Chapter 2: A Review of health insurance theory and willingness to pay (WTP)

studies
INTRODUCTION

This chapter reviews the literature on the theory of health insurance and the factors that
affect the efficiency of the market for health insurance policies. The first part of the
chapter focuses on the economic concepts that have been used to explain a) individual
preference for health insurance cover and the willingness to pay for policies; b) strategies
for regulating the quality of insurance contracts; and c) mechanisms by which
inefficiencies arise in the market for health insurance. In the second part, a review of
willingness to pay (WTP) studies in the health sectors of developing countries is
presented. The WTP technique provides a means of obtaining consumer valuations of
health care and insurance policies in situations where past data on the quantities purchased
at different prices are not available. Understanding of the strengths and weaknesses of
WTP methodology was central to the thesis since one of its objectives was to ascertain
the premiums that households in a sub-district in Ghana would be willing to pay for
different benefit options even though in the past insurance was unavailable to the study

population.
INSURANCE AND PRINCIPLES OF DEMAND FOR POLICIES

Individuals are uncertain about the timing and form of their future health care
consumption and consequently the cost of that consumption. These uncertainties in mahy
situations have led to the demand for health insurance. Health insurance increases welfare
by spreading the risk of financial loss due to illness and therefore maintains income. It
also relieves the consumer from concems about health care prices and income constraints
at the time of illness. When health services are free, or virtually free, at the point of use
some of the financial uncertainty (specifically the risk of income reduction due to health
care expenditure) is removed and this may limit the demand for health insurance. This

was the situation in many developing countries before the onset of the present decline in
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their economic growth rates. More recently patients have increasingly shared in the
financing of government health services through the payment of consultation charges and
the purchase of drugs and other renewable items because the health institutions have
inadequate government provision. It is therefore conceivable that in Sub-Saharan Africa
there is now increasing and significant demand for insurance policies to cover illness

eventualities.

An insurance policy is "a state-contingent income claim" which is obtained before the state
of the world is known. In other words, the policy entitles the buyer to wealth or income
if and when the event against which he or she has insured occurs, and the policy is
purchased before he or she knows whether the event will occur. The decision is therefore
made under uncertainty. Faced with an uncertain situation in which one of the possible
states of the world will result in financial loss, ie illness occurs and health care fees must
be paid, a person may decide to protect himself by purchasing insurance cover. However
the fact that insurance firms normally make profits is an indication that such a person pays
more in premiums than his expected loss and therefore the decision to insure does not
arise from a desire to maximize his expected income. Rather the decision to insure and
the value he places on that insurance emerges from his attitude to risk and the manner in

which his utility or true worth of wealth changes as wealth changes.

Expected Utility under uncertainty

Daniel Bernoulli in the early eighteenth century proposed that the true worth or utility of
an individual’s wealth is the logarithm of the amount of money possessed. In 1947 John
Von Neumann and Oskar Morgenstern offered a treatment of utility in which they
proposed that a utility curve can be tailored for any individual provided that the
assumption of the Expected Utility Theory holds. This theory states that individuals

choose among alternatives in order to maximize expected utility.
The assumptions underlying this theory make it possible to determine utility values

pertaining to a single individual who behaves consistently in accordance with his own

tastes. Those originally postulated by Von Neumann and Morgenstern start by asserting
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that a person is able to determine, for any pair of outcomes, which she or he prefers or
that both are regarded equally. Zransitivity of preference is also assumed and reflects an
individual’s consistency such that if A is preferred to B and B is preferred to C, then, A
must be preferred to C. The third and fourth assumptions are those of Continuity and
Substitutability indicating that an individual regards a gamble having the best and worst
outcomes as rewards to be equally preferable to some middle outcome and that it can be
substituted by a gamble that is equally regarded. The final assumption of the theory
asserts that the preference for gamble between the same two outcomes increases as the

probability of attaining the better outcome increases.

In applying state preference theory and the theory of expected utility maximization to
explain insurance decisions, the orthodox literature on health insurance postulates that
individuals purchase health insurance because they are risk averse consumers attempting
to maximize expected utility (utility being the satisfaction derived from the consumption
of a good or service) (Bernoulli 1738; Lapin 1987). Rees (1989) in his analysis of
asymmetric information in the market for insurance, examined individuals' insurance
decisions using the above theoretical framework of insurance. He employs state preference
indifference curves to illustrate the relationship between expected wealth and utility in
uncertainty. The first theory in this framework, the State Preference Theory, implies that
a person's wealth is dependent on the state of the world and that given two different states
of the world the marginal rate of substitution (the rate at which reductions in wealth in one
state can be compensated by an increase in the other), is given by the slope of the line U°
u’in figure 2.1. The second, the Theory of Expected Utility Maximization, implies that
the expected utility is the probability weighted sum of utility in the possible states where

the sum of the probabilities is one.
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Expected Wealth and Utility in Uncertainty
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0
U
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Figure 2.1
we, Wt = states of the world
Y'Y andX'X = expected wealth lines = constants

The individual is indifferent between H and G

H is a situation of certainty

G is risky leading to different levels of wealth according to the state of the world

KL = difference in expected wealth between situations of certainty and risk

Risk Premium

On any expected wealth line, there will be one certain position, H in figure 2.1, where
wealth is the same irrespective of the state of the world and there will also be many risky
positions. The difference in the expected wealth between a certain and risky position of
the same utility (difference between L and K in figure 2.1) is known as the risk premium
and is a measure of the individual's risk aversion. Risk aversion describes an attitude
towards risk in which as wealth increases, the increase in satisfaction increases at a
diminishing rate. It is one of the three basic attitudes to risk obtained by applying the
Expected Theory of Utility and its assumptions, the other two being risk seeking and risk

neutrality. Persons are accordingly described as being a risk averter, risk seeker and
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neutral risk taker. A risk averter will accept only a favourable gamble and will not pay a
fair price to gamble; a risk seeker will pay a premium for the privilege of gambling; and
a risk neutral individual considers the face value of money to be the true value and is

therefore indifferent to a gamble and receiving the expected payoff.

Risk aversion and expected utility maximization

Insurance provides a risk averter the means of transferring the consequences of the worst
outcome of an uncertain situation to an insurance firm by paying a positive price. A risk
averter will therefore purchase insurance when the price does not exceed the sum of his
individual monetary evaluation of the risk (pure risk cost) and the expected loss. This can
be shown as follows. A risk averter has a utility function with respect to wealth which is
characterised by a diminishing marginal utility of wealth (figure 2.2). The utility function
of a risk averter shows a concavity. If such an individual is at a point on the utility
function so that he or she has an asset valued at V and faces the probability P that it will
be stolen. In accordance with the Expected Utility Theory a risk averter will always prefer

to buy insurance offered at a 'fair premium' n', where a fair premium is defined as

n' = expected loss =P.V 1

The expected utility from the risk E(U) is less than that utility offered by the certain

Utility of wealth
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Figure 2.2 (Adapted from Mayston (1989))
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wealth that remains after purchasing a fair premium insurance.
E(U) = P.Uw-v) + (1-p).UW) 2
E(U) < UW -1 3

The conclusion is that he prefers a certain event to a risky event since even though both
yield the same expected monetary value of wealth yet he is not indifferent. He is
willing to pay a positive price to avert the risky situation denoted by a, and defined as
the difference between the expected value and the certain-value equivalent of the risky

situation.
a, = (W-P.V)-(W-n) 4

where

n = a +n'.

The risk averse person when faced with the above probabilities and payoffs will
therefore be willing to buy insurance up to the value a, + n' (the maxium premium the
individual will be willing to pay). Hence, a, becomes the maximum loading costs that
he will accept from the suppliers,confirming that the decision to buy insurance is
subject to the premium not exceeding the sum of the pure risk cost and the fair

premium.

In the event that the degree of aversion increases the new utility function will have a
greater degree of concavity. The same risk will then have a higher pure-risk cost of

'aZ
a, > a 5

The individual, having acquired a greater degree of aversion, will now pay a higher

positive price for certainty, corresponding to being willing to pay a higher price for the
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same insurance cover.

n, > n, 6

In summary, risk aversion is an attitude towards risk which is consistent with a
diminishing marginal utility of wealth. This utility function is a concave curve, the
concavity of which increases as the degree of aversion to risk increases. Greater
concavity results in a higher pure-risk cost such that the individual will pay a higher
price rather than face the uncertain situation. Increasing degrees of aversion affect a

risk-averse person by making him or her willing to buy insurance at a higher price.

It can be inferred from the orthodox economic theory of utility maximization and decisions
under uncertainty, that the degree of risk aversion in absolute terms is greater for a poor
individual than for a rich individual. Classically this is depicted by constructing
indifference curves which cling nearer to the certainty line and are more curved as one
moves lower down on the indifference map. This inference is compatible with the intuitive
notion that people in poor countries have greater absolute risk aversion than people in
wealthier countries. Thusit could be inferred that people in developing countries would
have a high demand for insurance, including health insurance. This line of reasoning
would also imply that, all things being equal, individuals in developing countries, by virtue
of their greater risk aversion, would be willing to pay insurance premiums that include
a higher percentage of pure risk cost than people in developed countries. Since the pure
risk premium represents the maximum "loading"? that an insurance policy purchaser
would accept above the fair premium?’, all things being equal, greater risk aversion implies
that more revenue will be available for administrative costs and/or profits for insurance

suppliers.

The "loading" represents the administrative charge and the normal profit obtained by the supplier
per policy and is equal to that part of the premium above the fair premium.

A fair premium is equal to the expected loss, that is the probability of loss multiplied by the value
of loss.
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The Arrow-Pratt measure of local, absolute risk aversion is the formal measure of risk
aversion found in standard economics texts (Pratt 1964; Arrow 1971). Unfortunately it
fails to capture the decision-maker's attitude towards health risks because it is applicable
only where the utility function depends exclusively upon the level of wealth, irrespective
of the state of the world. In situations involving health risks, where wealth changes are
caused by changes in health, the marginal utility of wealth depends also on the state of
health. Karni theoretically considers the relationship between risk aversion and optimal
health insurance where preferences depend on the decision-maker's health and the
insurance policy specifies cash payments (Karni 1981). It is doubtful that his conclusions
are applicable where the insurance supplier provides the health care. Therefore an
analytical approach for examining and modelling the decision to purchase health insurance
that relies on the direct measurement of absolute risk aversion would not provide a

conceptual framework that could be translated into empirical research.

However, the above conceptual framework implies that individuals who are risk averse
will purchase more comprehensive coverage against illnesses of “low probability and high
loss” than for those of “high probability and low loss” in order to maximize their expected
utilities. This suggests that the demand for insurance against illness may be influenced
by the likelihood of the illness events, and consequently the probability of requiring
specific treatments and the costs involved. Following this line of argument, all things
being equal, the pattern of demand for health insurance will be characterized by a greater
demand for insurance against rare but major illness associated with expensive treatments,
eg cardiovascular accidents (stroke), than for insurance to cover frequently occurring
illness treated at lower costs, eg adult malaria in hyperendemic areas. An American study
in 1984 was consistent with the conclusion that, given coverage of equal actuarial value,
people choose to insure against low probability high expense health problems before high
probability low-loss conditions (Pauly 1986). In the absence of data to estimate
accurately the probabilities and the monetary loss associated with different illnesses in a
developing country, empirical studies could incorporate this theoretical prediction by
approximating "low probability high expense health problems" to inpatient episodes of

illness, and "high probability low-loss illness" to OPD and assess the demand for OPD

WTP for RHI Literature A Chapter 2 15



and inpatient policies separately.

THE HEALTH INSURANCE MARKET: ITS OPERATION AND REGULATION

The literature cited above attempts to explain why an individual purchases insurance and,
more importantly, health insurance so as to understand the demand pattern. However the
overall structure of the market for health insurance is also important because it dictates
how the market may be regulated to ensure it provides the greatest benefit to society. In
order to explore the pattern of both demand and supply, and therefore the likely structure
of the market for a community health insurance scheme, it is helpful to analyse the

components of health insurance.

The insurance contract

The basic concept of an insurance contract is defined by two elements

p = the premium received under the contract

x = stochastic variable representing the amount paid to settle claims.

" the premium must be sufficient to compensate the common losses, to pay
the expense of management, and to afford such a profit as might have been
drawn from an equal capital employed in any common trade" (Adam Smith
(1776) as quoted by Borch (1990)).

Borch observes that in the developed countries, the profit - the charge that the insurer
makes for his risk-bearing services - is determined not only by the supply and demand
conditions in the insurance market but also by government regulations. He illustrates this
by the following: let P = total premium received, X = a stochastic variable representing
the amount used to settle claims and where F(X) = the distribution of X, then the
probability of a company paying claims exceeding premiums is:

Pr{X>P }=1-F@P)
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Usually an insurance company will, by law, be required to hold reserve funds, or equity
capital, S, which can be used to settle claims in the event of such losses. The probability
that the claims cannot be met, ie "the probability of ruin”, now becomes

Pr{X>S +P}=1-F{S +P}

Government regulation may then stipulate the largest permissible value of "the probability
of ruin" as'a'
Pr{X>S+P}=1-F{S+P} <a

1-a is therefore a measure of the minimum "quality" of the insurance, in the sense that it
is an indication of the insurance company's ability to pay claims that exceed the expected
loss upon which the premium has been calculated. As the "a" decreases this ability
increases. As 1-a approaches unity the ability becomes a statistical certainty and the
quality of the insurance may be described as excellent. S can be invested without risk at
a rate of interest of r. In a free market economy this simple model implies that the
minimum premium is determined by (1) the risk-free interest rate, r, and (2) the
permissible probability that insurance claims cannot be met (as set by the government), a.
It emphasises the essential relationships between premium levels and conditions in the
capital market. The need for substantial reserve capital is only removed if the government
supplies a guarantee. On the other hand an insurance company may make reinsurance
arrangements to compensate for insufficient equity capital. If premiums are adequate,
losses requiring the use of reserve funds will not occur often and the equity capital may

be invested in assets which are only fairly liquid.

Efficiency of insurance schemes

The organisational arrangement for supplying a commodity is evaluated as efficient when
it achieves set objectives employing minimum resources. The selection of the objective
requires a value judgment and is therefore a normative problem. In the context of health
insurance one possible objective is to supply the type and mix of insurance demanded by
the consumer. Such an objective is consistent with defining efficiency as a Pareto

optimum insurance will be consumed such that 'no input can be transferred to alternative
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use without making at least one person worse off. Embedded in this definition is the value
judgment that the current income distribution is optimal (Pearce and Nash 1989). An
alternative objective, corresponding to a different definition of efficiency, is to ensure
equity in the consumption of health insurance arising from the desire to attain equity of
access to health care. The two definitions represent value judgments and political views
at poles of the debate on what is the appropriate criterion for economic evaluation of

social projects.

Pareto efficiency or optimality, which is the maximization of the economic welfare of the
community, requires the existence of specific conditions, referred to as 'standard
assumptions' by Barr (1990). These assumptions may be summarised as: the possession
of perfect information by the consumers and the suppliers; the existence of perfect
competition, ensuring suppliers make no long run excess profits; and the absence of
market failure. In economic theory the presence of market failure in the health insurance
market provides efficiency reasons for government intervention or even government
provision. An example of such interventionis when the quality of insurance is regulated
by government stipulated "probability of ruin", as discussed above. In the context of
health insurance, perfect information on the part of the suppliers requires: that the
probabilities of needing treatment are known or estimable; that it is independent across
individuals and smaller than unity; and the absence of significant adverse selection or

moral hazard.

In developing countries some interdependence between individual probabilities of
requiring treatment will exist because of the prevalence of infectious diseases and
epidemics. While the probability of requiring health care for conditions such as fractures
and acute inflammations over a given period is less than unity, this is not so for chronic

and/or hereditary conditions (ie diabetes, sickle cell disease and AIDS).
Adverse selection and moral hazard are both major causes of market failure and have

received considerable attention in empirical and theoretical studies (Arrow 1963; Pauly

1986; Lohr ef al 1986; Manning 1987). Adverse selection arises as follows: in a
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community there are people with low risk of illness P, and others with significantly
higher risks P,. In the absence of perfect information concerning the values of the risk
pertaining to each individual’s insurance, suppliers are initially unable to tailor
premiums. Instead they offer uniform premiums based on an average expected

probability of loss, known as Community Rating n’.

n'c = Py(Ny/(Ny + N)) + P(N/(Ny + N)+ L

Where L is the loading amount and N; and N, are the numbers of low and high risks
respectively in the insured population. The community rated premiums discourage those
of low risk from purchasing while making insurance attractive to high risk individuals.
The resulting "selection" of high risk individuals increases the average expected loss for
the insured population in subsequent periods. In subsequent periods the average expected

loss for the insured population rises above n*..

At the extreme, insurance becomes impossible as P approaches unity for the selected
group. The outcome is an unstable market in which the individual schemes are not
financially viable. Adverse selection thus prevents an insurance scheme based on a

community rated premium attaining an optimum in the Pareto sense.

If individuals and households are able to predict accurately their risks then the conditions
exist for adverse selection in a community-rated rural health insurance scheme. If the
household head's perceptions of the household's risk are correct, then the expenditure he
or she anticipates for a subsequent period will be close to the actual expenditures incurred
by the household. Therefore if rural households do accurately predict their health
expenditures, then all things being equal, adverse selection will be a problem in voluntary

community-rated schemes.
Provided insurers are able to correctly predict the risk of those insured, experience rated
premiums, as an alternative to community rated premiums, reduce or eliminate adverse

selection. Thus for insurance policies to be based on experience rated premiums,
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individuals or groups of individuals, are offered individual premiums related to their
assessed risks. High risk individuals are charged higher premiums or not offered insurance

policies at all.

Although the efficiency of the insurance market is improved by experience rated
premiums, in Pareto terms, considerable inefficiencies may still exist from moral hazard.
Moral hazard occurs when individuals, once possessing full and fair insurance policies,
lack the incentive to take actions that reduce the probability of the insured event occurring
or the loss associated with it (a full insurance policy is one in which the loss resulting from
the insured event, in this case illness, is exactly compensated for; a fair policy is one in
which the premium is equal to the expected loss: the probability of loss multiplied by the
value of loss). In the context of health insurance, moral hazard leads an insured person
to invest less in preventive health measures and to use more resources to treat illness. In
the presence of third party payment the individual has no incentive to contain the cost of
medical treatment, he or she faces zero marginal costs at the point of consumption and
consumes to the point of satiation. Computation of an accurate expected loss is then
extremely difficult and the insurance market becomes unstable. The outcome is rising

rates of utilization together with increasing health care costs and premiums.

Rees (1989) considered adverse selection and moral hazard to be the consequences of
information asymmetry and focuses his analysis by assuming away social risk and any
imperfect competition in the insurance market. He is able to show that in response to
moral hazard, such a market will offer only partial coverage, in the form of coinsurance,
to all individuals irrespective of their level of risk. Also his analysis indicates that adverse

selection results in partial coverage for individuals of low risk.

In reality the administrative or transaction expenses of insurance tend to be substantial.
High transaction costs are inefficient if an alternative system of provision can reduce them.
Arrow (1963) suggests that in theory, “a deductible” (the initial minimal fee that is not
covered by the policy and is payed out-of-pocket by the insured) attempts to reduce these

costs. Were deductibles proportional to premiums, then the theoretical interpretation
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would be that individuals bear a small risk in order to save on the administrative cost.
However this is not the case and deductibles are determined more by the number of claims
than the premium. In the presence of deductibles, the user price is the same as the market
price, beyond which it falls to zero. Arrow (1971) shows that the optimal insurance
policy (for a risk averse individual who maximises his or her expected utility) is one which

provides for full coverage of the loss above a deductible minimum.

Coinsurance* makes the use price of health care non-zero. Therefore, the effect of linear
coinsurance on use in theory can be predicted from the user price elasticity. The price
elasticity or coinsurance elasticity of demand reported in the literature at the mean range
from -0.1 to -2.1 (Newhouse & Phelps 1974; Colle & Grossman 1987; Newhouse &
Phelps 1976).

Manning et al (1987) found that the utilization of outpatient physician services was
responsive to the coinsurance rate (elasticity of approximately -0.2) among an
experimental group of 2,005 families assigned to 14 experimental insurance plans in the
Rand Health Insurance Experiment. Six centres of population across the USA were
involved in this experiment from 1974 to 1982. Some of the plans provided free (at the
point of use) health care while the remaining fell into three categories requiring
coinsurance payment. The relationship between insurance type and health status was also
investigated and no significant difference in health status was found between the free plans
and the cost-sharing arrangements. In contrast, Lohr ef al (1986) found that poor sick
children showed the greatest response to coinsurance in the likelihood of any use of health
services. However the total health care expenditure was 45% higher for the free plan
leading the researchers to conclude that the arguments for the provision of health care free
at the point of consumption are not justified by recourse to the health benefits involved.
Reduction in the number of episodes of medical treatment was found to be responsible for

all of the reduction in health care expenditure with coinsurance (Keeler et al 1988).

In contrast to a full insurance contract, a contract involving coinsurance means that the insurer and
insured pay fixed proportions of the total loss.
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- Finally, the presence of positive externalities in health care is a major cause of market
failure. In general, an externality exists when a variable controlled by one economic agent
enters the utility function of another economic agent, and specific externalities exist when
the consumption of a good by individual b enters into the utility function of individual a.
The explanations for this interdependence may be either selfish or altruistic needs of
individual a, and for both the following economic analysis is applicable. The true social
evaluation of each unit of health consumed by b, as reflected by the willingness to pay, is
therefore given by the vertical summation of the demand function of a and b. The society
as a whole benefits by ensuring that members consume health care as close to the social
optimum as possible. An equilibrium which fails to take into account this externality is

unlikely to be one which will make at least one person worse off by reallocation.

Publi¢ versus private health insurance

In answering the question, "can there be an efficient private health insurance scheme?",
the objectives of a health insurance scheme define the precise meaning of efficiency in
this context. Pareto efficiency in the provision of health insurance is not possible because,
as already discussed, the market lacks the properties of a competitive market. In
particular, imperfect information leads to adverse selection and the problem of moral
hazard prevents the attainment of Pareto efficiency. In a welfare economics context
where the benefits of consumption of health by an individual include the positive
externalities to others in the society, there is a clear distinction between Pareto efficiency

and social efficiency.

Government intervention in the private health insurance market in the USA through the
provision of tax subsidies is considered by Pauly (1986) to be Pareto inefficient. He
argues that in the USA there is no evidence that there is under-consumption by those
income groups (the upper and middle-income groups) that purchase insurance and

secondly that "Virtually all the tax subsidy goes to the non-poor" (Lohr ef al 1986).

The theoretical literature contains examples where efficiency is implicitly defined in terms

of equity of consumption of health insurance. Much literature on health departs from the
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assumption that individual preference functions are independent of each others'. General
interdependence is one of the characteristics which distinguishes the health field from
sectors exhibiting the norms of competition (Lees & Rice 1985). It also forms the
foundation of Lindsay's explanation of the observed widespread support for public
provision of health care (Lindsay 1969). He postulates a society in which individual
utilities depend not only on the quantity of goods consumed, but also on a measure of
equality of health care consumed. A member of this egalitarian society, J, has a utility
function
U, =0, (X, X7, X7, b, e)

where; X (i=1,....n) are the quantities of goods consumed by the jth individual, h, is his
consumption of health care and e is a measure of the distribution of health consumption

about its mean.

Lindsay constructed a model of a two-person society and represented it graphically such
that the vertical axis shows the marginal value (mv) and the marginal cost of the health
care and the horizontal axis the the quantity of health care (figure 2.3). The graph
illustrated that if it is simply equality per se that is desired, inequality in health care
consumption may be reduced either by inducing the poor individual (b) to consume more
or by inducing the wealthy individual (a) to consume less. This permits the wealthy
individual four options, each with its associated cost, whereby he or she may increase
equality. In selecting an option to use alternatively or jointly he aims to "promote equality
to the point where his marginal evaluation of a unit of equality is equal to the marginal

subjective cost of that unit".
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Equality in Consumption of Health Care

mv/mec

mc (fair premium)

a
myv

HEALTH CARE

Figure 2.3 Adapted from Lindsay 1969.

Promoting equality to this point requires him to select the least-cost method of producing

that quantity and would therefore be the most efficient. These options are as follows:

a) The Sacrifice/Burnt offering method - where individual a after purchasing his
optimum quantity of health only consumes h® and destroys h® -h* . The cost of
this action is high and consists of the total cost of the quantity, h® ech®, plus the

consumer surplus eac.

b) Abstention Method - by purchasing only h®, the cost of which is given by the loss

of consumer surplus eac.

c) Price Subsidy Methods - to drive b to voluntarily choose to consume up to h°-
at cost edf. This must be combined with one of the two previous methods to
lower a's consumption also to h°. Combining with abstention will be the

least-costly of the two, costing bed + efd.
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d) The Gift Method where a buys his optimum h* but makes a gift of 1/2(h® - h*).
The cost is given by h® b ch® and exceeds (bcd + efd).

The efficient solution which attains equity in the model is therefore a scheme which
combines subsidies and abstention. When the above model is expanded to more than two
persons, and more than one individual has the stated egalitarian preference, private action
will not provide positive externalities to all others who value equality. This is because
private action would lead to a free-rider problem. Only collective action to secure
equality would allow extension of the activity to the optimum level. Therefore the
solution implies collective action in which individuals of high income in the society
subsidise the health care of those of low income. Lindsay argues that welfare oriented
health care systems, such as the British National Health Service, are based on this type of

rationale.

The solution also provides universal coverage more efficiently than a free market system.
The low per capita health expenditure in Britain as compared with America supports this
conclusion. In the context of the NHS, the abstention may be viewed as rationing of
excess demand arising from moral hazard, the level of abstention being largely determined
by the suppliers (doctors) through the referral and waiting system. The observed

relationship between patients and physicians permits this rationing mechanism to operate.

“By certifying the necessity of a given treatment or the absence of need, therefore
the physician acts as a controlling agent on behalf of the insurance companies”
(Rushing 1986)

Rushing, in his comprehensive work on the social functions of health, put forward a
different reason for public provision. He uses a conceptual framework, found in social
anthropology and sociology, "structure-function”, to analyse health insurance. He presents
the thesis that the purchase of health insurance is a social ritual alleviating anxiety and
promoting social integration and cohesion in the society. These attributes underpin the

view held by many people in Western societies that reliable insurance is important enough
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to be seen as a public utility. Consequently it is subject to public regulation, even to the

extent of public provision.

From the above it may be concluded that the extent to which individuals in a community
view mutual-aid groups as desirable and their willingness to assist those who are ill will
determine, to a large degree, the stability of a community health insurance scheme.
Information that may be useful in assessing this is the level of participation in existing
community mutual-help groups, especially those that provide health care-related benefits
to members of the community. The level may be considered as an indication of the value

placed on equal consumption of health care by individuals in the community.

FUNCTIONS OF A SOCIAL HEALTH INSURANCE SCHEME

The theoretical consideration of health insurance presented above suggests that one that
is social welfare oriented will have two prime functions that merit separate consideration,
although they are intrinsically linked. The first is a financial function: to provide a pool
of funds to cover all, or (in government subsidized schemes) part, of the cost of health
care for those who contribute to the pool; and to encourage providers and consumers to
use health services in a cost-effective manner. Schemes that perform well financially by
raising adequate revenues from insurer contributions to cover a high percentage of the
costs of care provision, plus all administrative costs, will provide meaningful additional
funds for the health sector. On the other hand schemes may have poor financial viability
because of an excess of high risk members in the scheme (adverse selection), or as a
consequence of levying an inadequate premium relative to the health care needs of the
insured population. Finally, a scheme may be unable to fund the health care claimed by
its insured because they make excess demands as a response to being insured (moral
hazard).

The second prime function of a social welfare oriented health insurance scheme is social,

including social equity. It is to remove financial barriers to obtaining health care at the

time of illness for the vulnerable groups in society, i.e. the very young and elderly, and the
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chronically ill. Many of these persons are also in the low income groups and/or require
expensive health care. This social function is achieved through the subsidization of the
cost of caring for some individuals in the society by those who have lower risks, i.e. the
wealthy and more healthy. This may be regarded as redistribution of effective income.
Thus a health insurance scheme promotes social equity because individuals who have
equal health care needs ("need" being defined as the capacity to benefit from care) are
assisted to obtain comparable care, irrespective of their economic status. All members
participating in the insurance scheme benefit from removal of the uncertainty about wealth
or income arising from health care expenditure. In addition to providing private benefits
to participating individuals, health insurance also increases overall social welfare by
promoting the optimal consumption of health care and thus maximizing the resulting
positive externalities. A scheme may fail to perform its financial function adequately as
a consequence of low participation of individuals of low risk (adverse selection) and high
income. This will then minimize its impact on the distribution of effective incomes and
make it impossible for it to perform the equity function of reducing the financial barrier
to the disadvantaged when seeking health care. Financially non-viable schemes may,
however, be assisted by government subsidies to have an impact on the levels of financial
concerns faced by the poor at the time of illness, and thus still provide a valuable social

function.

WILLINGNESS TO PAY METHODOLOGY AND MODELLING THE DEMAND
FOR HEALTH CARE

Close association exists between the demand for health insurance and health care because
the former by altering the price of health care at the point of use, influences the behaviour
of the consumer. In theory, the effect of insurance can be predicted from the user price
elasticity. Furthermore, for private insurance in particular, the price of a policy which
influences an individual's decision to be insured is set by the insurer taking into account
the individual's past utilization of health care. The linkage between the two demands
therefore involves interdependent decisions made by those insured and suppliers of

insurance policies and a feedback mechanism.
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The interdependent decisions of the insurer and the insured may be modelled using
simultaneous equations of the individual's health care expenditure, the insurer pricing and
the demand/choice of insurance policy by the individual. Stability and financial solvency
of an insurance scheme would require that these equations attain an equilibrium state in
which insurance price is a stochastic independent variable in the equation for health care
utilization/demand, insurance prices being set by the insurer based on the cost of
transactions between policy holders and the insurer, the unit costs of health care
production, and utilization/demand for care by the insured population. The demand for
care, the primary endogenous variable, therefore, would feed back into the equation of
the insurance price. The relevant price in the health care demand equation is determined
by the choice of insurance policy which is an expression of demand for health insurance.

The demand for insurance would also be influenced by expected future health care needs.

This section briefly reviews two categories of health demand studies that are relevant to
the above outline of a stable insurance market and its empirical investigation. The first
group of studies considered is willingness to pay (WTP) studies in the health sectors of
developing countries because where past preferences cannot be observed, WTP research
techniques provide a means to obtain consumer valuations of health care and insurance
policies. In many developing countries, past preference data (that give quantities
purchased at different prices) are not available because health care has traditionally been
free at the point of use or insurance has not been offered for purchase by the majority of

the population.

Another approach to the study of demand for insurance is indirect, and models insurance
conditioned demand for health care. In developing the equations found in this group of
studies, the framework for the demand for care in the presence of user charges is one of
the starting points for identifying the exogenous variables. Consequently, the second
group of studies reviewed in this chapter is studies in which health care expenditure is
modelled as a function of user prices in the absence of insurance policies. In reviewing
this second group of studies and their models, the aim is to emphasise the postulated

mechanism through which charges faced at the point of use of health care enters the
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behavioural frameworks, rather than to give descriptive details of the models.

In chapter 9 a brief review of studies that attempt to model the demand for insurance
using the conceptual framework in which demand is the outcome of utility maximization
under uncertainty is presented. They illustrate the application of those concepts used in
developing the thesis model of the factors that influence WTP for health insurance
policies. In these models, demand is determined by expectation rather than past

experience.

Willingness to pay studies in the health sector

Consumers' monetary valuations of a good or service may be assessed indirectly by
observing quantities purchased in the past as a function of price (the implicit evaluation
method), or by direct inquiries about quantities they would be willing and able to purchase
as a function of price (the questionnaire method). Studies designed as part of the latter
approach have been termed Contingent Valuation studies because the respondent is asked

to state his or her preference in a hypothetical situation.

Willingness-to-Pay studies are undertaken from two main perspectives; to measure the
benefits to a society arising from the provision of a good or service as part of a Cost
Benefit Analysis (CBA) or to predict demand patterns as inputs to pricing and marketing
decisions (Lavy & Quigley 1993; Mills et al 1994; Donaldson ef al 1995). A few studies
however, do not fall into these two categories, for example they may measure ordinal
preferences as a function of attributes to guide planners in evaluating the effect on demand

of different specifications of a good.

Much of the early conceptual and empirical development of willingness to pay
methodology was undertaken in connection with CBA in the field of environmental and
transport economics. In early examples of such studies, health economists used the WTP
methodology in CBA of projects that had the saving of human life as the sole or a major
benefit and contingent valuations were used to value the lives saved. On the premise that

a person would be willing to pay an infinite amount to avoid certain death, then the
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relevant compensation in decisions about projects that alter risk of death 1is that required
to accept that change of risk. An approach based on valuation of risk of death was first
considered by Dréze in 1962 (Dréze 1962) and has been established through the work of
Mishan (1971), and Jones-Lee (1976). The emphasis is on evaluating the individual’s
marginal rate of substitution of wealth for risk of death as opposed to valuing the
consequences of the person’s death to society. Jones-Lee suggested that information
acquired at the individual level could be aggregated to give the relationship between
magnitude of a decrease in risk and the maximum amount that would be paid to effect that
change (ie willingness to pay for reduction in risk of mortality). The problem becomes one
of decision under uncertainty and can be considered using the expected utility theory as

treated by Von Neumann and Morgenstern.

As pointed out by Mishan, the formulation of the choice only becomes meaningful in
terms of compensation for accepting a risk of death where the risk is very much smaller
than unity. In practice the compensating variation required can only be obtained through
interviews using hypothetical questions. Whether people are able to comprehend small
probabilities then becomes an important issue. Although people do make choices
regularly between alternatives that affect the probability of their own death, as in whether
or not to cross a road using a pedestrian overhead bridge, they may not be accustomed
to doing so in terms of explicit probabilities of survival. Other arguments against the use
of WTP questionnaires have been put forward and most infer that responses to
hypothetical questions may lack reliability and validity (Diamond & Hausman 1994;
NOAA 1993).

Much less theoretical and empirical evidence has accumulated with respect to WTP
studies in the context of pricing of goods and services, particularly those provided publicly
rather than privately. Nevertheless, recently researchers in developing countries have been
attempting to use WTP studies to measure the potential for cost recovery in some sectors
that are traditionally largely public, in particular health and water and sanitation. The
results of these studies are intended for policy makers to assist them to make price

decisions with respect to goods supplied in these sectors. The rationale for using WTP
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rather than the implicit evaluation methods in these cases are usually one or more of the

following:

* Lack of a previous market for the good or service because it has been provided

free or because it is new to the study area.

* Difficulty of assessing the maximum that consumers are willing to pay because
they have faced price structures significantly lower than that proposed, for
example where prices have been token and not adjusted for inflation for many

years.

* Lack of comparability in the quality of the service previously consumed and that

proposed.

As mentioned above, in the literature on contingent valuation there is discussion of the
possible causes of unreliable and/or invalid answers to WTP questions. Reliability is the
level of agreement between replicate measurements/assessments made on/of the same
subject. Respondents may give random and therefore unreliable answers if the description
of the good and the market within which it is being sold fails to produce a meaningful and
realistic scenario. When inappropriate words are used in the description or insufficient
details are provided, this problem is likely to arise. Insufficient information about the
existence of a substitute good, for example health care provided by other suppliers, is a
particular important example of the latter. Where a good or service is complex, as in
health care, or previously unknown, as may be the case for health insurance in rural areas

in developing countries, this type of problem will be intensified.

A common test of reliability of contingent valuation measures is whether or not the
explanatory variables explain a significant amount of the variation in the independent
variable. A widely accepted general rule in the case of continuous responses is that the
adjusted R?of an ordinary least squares fit should be at least 0.15. The model chi-square

test may be more relevant where the responses are dichotomous. A significance level
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of less than 5% implies that the likelihood of the observed responses, given the estimated
equation, is significantly greater than their likelihood given an equation without

independent variables (Norusis 1990).

Validity of the technique is the extent to which a method provides a true assessment of
that which it purports to measure. Both reliability and validity are required if
measurements produced by a study are to be accurate and legitimate for analysis.
Reliability is not however a guarantee of validity since a method may consistently measure

an alternative variable.

Strategic bias occurs when the respondent attempts to influence a decision or plan that
may depend on the outcome of the research findings by providing inaccurate answers. For
example the respondent may understate his or her WTP where the health care has a
'public good' nature, as in the case of immunization, in the hope of becoming a 'free-rider'.
Questions that offer a price may be interpreted as the critical price ("value cues") and the

respondent may state WTP below or above in the hope of securing a specific outcome.

Hypothetical bias occurs when the respondent does not consider that his or her answers
will directly influence the outcome of decisions or plans. Consequently the answers may
be given without proper thought or they may be used to convey an attitude rather than a

magnitude of preference.

A perfect assessment of validity requires an independent standard of reference which can
be considered indisputably true. In the case of WTP for health care, such an assessment
would require that the hypothetical market becomes a reality and respondents’ answers
are compared with their actions, however this is rarely possible. Consequently, there are
only a few empirical studies in which validity has been assessed in this way. One such
study showed that residential properties differing only in levels of surrounding air
pollution were sold in the market at prices that reflected values for clean air consistent

with those obtained by a WTP questionnaire (Brookshire & Crooker 1981).
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In the absence of the conditions needed to demonstrate consistency between answers to
hypothetical questions and real market behaviour, validity may be assessed by examining
two types of construct validity, a) theoretical validity and b) convergent validity.
Theoretical validity implies that the relationship between WTP answers, and price and
total consumption, is consistent with economic theory; in particular that respondent would
be less willing to pay high prices than low prices, producing a downwards sloping demand
curve. A negative and significant coefficient for the natural log of the price provided some
proof that the responses to contingent valuations questions had theoretical validity in the
study by Weaver et al (1993).

Composition of WTP questionnaires

Several authors have provided guidelines on composition of questionnaires and what areas
should be covered (WASH 1988). The consensus is that the following components are

essential although the debate about the best form of the questions is ongoing.

a) Past health care practices, expenditure and attitudes
These questions stimulate the respondent to consider his current and past
valuations and choices, the rationale being that the WTP values for the new health
related good or service will be made in the context of existing information about
prices, qualities and suppliers. Overall these questions establish the credibility of

the subject matter.

b) Creation of a plausible hypothetical market
The type of information required to create a realistic market in the case of health
related services and goods includes; a detailed description, the institutional and
organizational circumstances, the method of payment, actual and perceived risk

of illness, and perceived effectiveness of care (Morrison & Gyldmark 1992).
c) Questions which elicit the respondent's willingness and ability to pay

Empirical studies have reported substantial differences in people's responses to

willingness to pay versus compensation questions in the context of measuring
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potential economic losses. Thus the individual facing certain death will pay only
a finite amount to save his life (WTP), but when alive due to a medical treatment
will demand infinite compensation for curtailing the treatment
(willingness-to-accept {WTA}). This is contrary to economic theory which
implies that the two methods of measuring changes in an individual’s welfare
should yield similar estimates providing income and wealth effects are small.
Gafni (1990) claims that the difference between WTP and WTA stems from
comparing answers to bounded versus non-bounded questions. 'What sum are you
willing to part with for reduction in the probability of death?’ is a question
bounded by income, whereas, ‘what sum do you require for compensation for

increased risk of death?' is a non-bounded question.

To take account of the stochastic rather than deterministic effect of health care
Gafni argues that WTP questions should be asked in the context of insurance
purchasing. Phrasing the question in this way is also thought to be consistent with
the fact that; "If services were provided based only on individuals' willingness-to-
pay at the point of consumption, many would not exist at their current level since
many individuals would not be able to pay for many services they currently
consume". This argument is less relevant where the WTP is input into the pricing
decision rather than input into the decision whether or not to provide a public
funded or subsided service. In the case of WTP for insurance policies an

insurance phrasing is an obvious option.

d) Questions about the respondent's and his or her household characteristics
Socio-economic and demographic variables are required to aid interpretation of

the WTP findings and to allow some exploration of reliability.

In 1995, a review of contingent valuation studies in developing countries was able to
identify eight health sector CV studies and five water and sanitation sector CV studies
(Russell 1995) that had the objectives of providing information for pricing. Almost all the

water and sanitation studies used questionnaires that provided precise descriptions and
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reminded the respondents of substitutes and expenditure on these. They also checked that
subjects had understood the nature of the good or service for which they were /would be
asked to provide WTP values. Only half of the health studies incorporated these

important measures.

Willingness to pay for health insurance was not the focus of any of the above studies. A
contingent valuation survey was, however, used in Israel to assess the potential demand
and welfare improvements generated by a proposed supplementary health insurance in
which a special insurance scheme was considered to be a possible financing mechanism
(Elise et al 1993). In spite of the likelihood of insurance financing, the WTP questions
in this survey seem not to have been asked in the context of insurance purchasing. (The
sample question reported was “Suppose that for some time you {or one of your family}
have been suffering from a medical problem, and you are seeking additional medical
advice. Would you be willing to pay a specialist for a private consultation?”). The
questions focused on demand for care in a certain situation of ill health rather than demand

for a good that reduces the probability of being denied access to care.

Modelling the demand for health care
Past models of demand for health care

Underpinning most empirical economic research that investigates the use of health care
services is the micro-economic paradigm of constrained utility maximisation, ie models
based on a sovereign and fully informed rational consumer. This is in sharp contrast with
models which imply that the decision about the need and consequently the demand for
medical care is entirely determined by the medical expert. However, if "need" is defined
as the capacity to benefit, and the benefits also include the utility gained from the
acquisition of information and the assurance that symptoms are insignificant, then demand
cannot be solely determined by third parties. Models in which demand for care is

determined by professionals are therefore omitted from this discussion.

The models in which the effect of price on the demand for health care are investigated may

be classified into those in which health care enters directly into the individual’s utility
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function, permitting an estimation of a reduced-form demand for health care, eg outpatient
visits, well baby clinic attendance, and those in which the demand for health care is
derived from the demand for health requiring an estimation of the underlying health

production function.

Some are static, one period models while others are intrinsically dynamic because changes
over time are explicitly considered by employing multi-period objective functions and
constraints. Models in which uncertainties are incorporated may be classified as stochastic

as opposed to deterministic models, in which the variables are non random.

Early models that were used by Feldstein (1974) and Newhouse (1981), primarily to
explore price and income elasticities, ignored the fact that the basic trade-off is between
health and other commodities. Rather, these models were derived from a traditional utility
maximisation process in which purchases of health care are traded against those of a
composite good under a budget constraint. The market price of medical care, P,, is
found in the function limiting utility as follows;

max U(m, c) subjecttoP M+PC=Y

Where M is medical care, C is a composite good, P, is the market price of this and Y
income. The endogenous nature of health in decision making is not expressed and health
care is seen as another consumption good. Many of the social variables such as health
status indicators and education, elicited by anthropological studies referred to in the

preceding section, were assumed to be "taste shifters".

Acton (1975) extended the utility-maximizing model to embrace the argument that time
costs are involved in the consumption of health care. The total cost per unit of health
care is therefore defined as the sum of the monetary cost and the opportunity cost of time.
Consequently, his model predicts increasing sensitivity of demand to time costs as cash
price approaches zero. It also implies that the effect of earned income is ambiguous since
increased wages raise both income and the opportunity cost of time. Assuming health

care to be a normal good the increased earnings have a positive income effect but a

WTP for RHI Literature A Chapter 2 36



negative own price effect since consumption becomes relatively more expensive.

Acton's model has the general form shown below;
Max. U=U(m, X)
Subject to (p+ wt)m + (q + ws)X < Y=y +wT

Where

U = utility

m = constant quality units of health services
X = composite of all other goods

p = money price per unit of medical services
t = time price per unit of medical services

q = money price per unit of other goods

s = time price per unit of other goods

w = hourly earnings

Y = full income including earned income, unearned income, and the opportunity cost of
home production

y = unearned income

T = total time available for market work and own production

Relevant demographic variables play no defined role and thus many of the proven
predictors of health and health care consumption discussed above are excludedi The
inclusion of time cost, though intuitively appealing, cannot be upheld conceptually. In the
model utility is derived directly from the consumption of health care, making this a leisure

activity which therefore should have a zero time cost.

Akin et al's (1986) empirical study of the determinants of households' decisions to use
medical services and their choice of practitioners in the Philippines employs this type of
demand model. To permit the use of the Lagrangian multiplier technique, Akin assumes
the utility function to be "strictly quasi- concave", continuous and weakly separable

between health services and a vector of all other goods. This implies that the consumer's
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preference ordering is "strictly convex" or the indifference curves representing preferences

are convex to the origin and do not intersect the horizontal or vertical axes.

In view of the general consensus that consumption of health care in the presence of severe
illness is imperative (an example of evidence supporting this is the finding from group
discussions by Waddington and Enimayew (1989)), and that in such instances the demand
may be considered as ‘needed' or 'necessary', it is reasonable to postulate that preference
between health and a vector of all other goods is not strictly convex. Rather, it intersects
the "health related goods" axis such that health related goods as a substituted completely

for all other goods.

The literature includes several different models that explain the pattern of health care
expenditure, including a two-part, expandable to four-part model by Manning et al
(1987), and a four-part estimation model used by Duan et a/ (1982). The latter separately
estimates inpatient and outpatient expenditure, using two equations for each type of
expenditure. The first estimates the probability of any use and the second estimates the
level of expenditure among users. Other models are sample selection estimates and may
be superior to two-part or four part model where there is sample selection bias (Duan et
al 1983; Hay & Olsen 1984; Duan et al 1984).

A facility-specific model of outpatient and inpatient expenditure as a function of level of
health insurance was developed and used in two rural counties in Sichuan Province, China
(Cretin 1990). In The Central African Republic Weaver and collaborators used a two-part
model to estimate the willingness to pay for quality improvements in care (Weaver ef al
1993).
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Chapter 3: A review of health insurance activities in Sub-Saharan Africa

HISTORICAL POLICY CONTEXT

In this chapter a review of the literature on health insurance activities in Sub-Saharan
Affica is presented. Published and unpublished data about this subject are very limited.
Consequently, the review is not an account of all health insurance systems in Sub-
Saharan Africa, but provides a general overview of scales of activity and the policy
trends and makes reference to specific schemes in the literature as illustrations. Initially
it considers the range of insurance schemes reported and then it focuses on schemes that
provide cover for rural populations. To provide some insight into the policy context in
which these schemes have evolved, relevant information from major health financing
policy documents of international agencies has also been included. Although the primary
sources of the information are published papers and reports, the review also includes
information obtained by personal contact with health planners and workers in several

African countries.

Health financing and insurance in sub-Saharan Africa

A health insurance scheme is any mechanism whereby the risks of incurring health care
costs are spread over a group of individuals. Formal schemes refer to instances where
officials formally hold a pool of resources consisting of prepayments by insurees and use
it to fund all or part of the health care costs of members contributing to the pool. The
officials are either third parties or the providers of health care as in the case of a Health
Maintenance Organization. Prior to the second World War in developing countries,
formal health insurance, whether private or social security linked, was mainly confined
to some Latin American countries. By the 1980s, out of 90 developing countries studied,
40 were using one or more forms of insurance to provide medical services (Zschock
1982). Surveying the health financing activities in 23 African countries during the period
1987-90, Vogel (1990) revealed that only 7 countries (30%) had formal health insurance
schemes. An ILO survey of 37 African countries in 1993 found that 14 countries
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(approximately 40%) had formal schemes as defined here, and four others had employer

provided health care programmes.

Following a survey of 28 African countries in 1990, ILO classified five countries (Cape
Verde, Gabon, Kenya, Tunisia and Egypt) as having "public service health services"

combined with classical social insurance:

“Social Security/social partnership intervention in the health care sector in Africa
ranges, in terms of population coverage, from virtually zero in countries like
Ghana or relatively small-scale intervention of employer-based systems like in
Nigeria to a population coverage of almost 50 per cent in Tunisia. Gabon and
Kenya have reached an intermediate level of population coverage of 25 per cent”
(Arhin 1995)

Based on the findings of the above surveys and in official documents, formal African
health insurance schemes can be grouped into two categories; those operated by the
government and those operated by other organizations. Schemes may also be grouped
with regard to the populations for whom they offer insurance cover - the eligible
population - and the nature of the benefits included in the cover- the benefit type. Tables
3.1 and 3.2 illustrate the range of eligible populations and benefit types for non-
government and government schemes respectively. In the second column of these tables
are illustrative examples of countries operating schemes that provide the benefits for the
populations stated in the first column. Where the information is available, an estimate of

the total population covered by the example schemes is provided in the last column.

Non-government schemes. This category consists primarily of private-for-profit schemes
and in reality these are significant in five Sub-Saharan African Countries - Zimbabwe,
Cote d'Ivoire, Ethiopia, Kenya, and Nigeria. In Zimbabwe, where the private insurance
market is relatively well established, private insurance covered only 4.6 % of the total
population in 1990. Another category of schemes consists of those operated by private

companies for their employers, typical examples being the mine companies in Ghana,
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Zambia, Nigeria. In these countries employees of mine companies constitute a very small
percentage of the total population and therefore their contribution to providing free care
at the point of use for the whole population is minimal. In parts of Francophone Africa,
however, significant medical insurance is provided by private and parastatal firms who
reimburse workers’ medical expenses, or provide free care at facilities that they operate
or partly fund. In Zaire for example, 30% of revenue in Kasongo Health District is

derived from employer organized insurance schemes.

Table 3.1 Non-government managed schemes

Eligible population/benefit types example coverage of
country /scheme total pop
Private individuals Zimbabwe: 4.6%

Households in a hospital catchment area

care in designated hospitals Ghana; "Nkoranza -

free inpatient care

Households in participating villages
care at village and public facilities

free total care

Hospital Scheme"

Guinea Bissau:
"Abota"

Employees of private companies
care at “employer owned facilities”

free total care

care at contracted facilities

free total care

Ghana: Ashanti Gold
Company health
benefits

Nigeria

Source: Vogel (1990), ILO (1993) and Arhin (1995)

The final group of schemes in this category includes those operated by NGOs and
communities. Their designs are “non-conventional” in that they provide health insurance
covers that are accessible to households and individuals living in rural areas. The

Nkoranza Hospital Scheme in Ghana and the Abota in Guinea Bissau, examples of this
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group given in Table 3.1, are described later in this chapter. These two schemes illustrate
the diversity of forms that rural insurance may take. The Abota Scheme was also
evaluated as a case study in this research and therefore additional information about it is

included in Chapter 6.

Government schemes. A study in 1990 by Vogel was able to identify six forms of explicit
and implicit government insurance in Sub-Saharan Africa, ranging from free care for
citizens (as in Tanzania) and government employee health insurance funds, to mandated
employer coverage of employees (Zaire) (Vogel 1990). The majon'ty of schemes operated
by the government provide health insurance coverage for government employees and their
families. Examples of such schemes are those for government workers in Kenya,

Botswana and Burundi.

In Kenya, in the National Hospital Insurance Fund, employees’ contributions are
graduated with their earnings and are deducted at source. (Between 1967 and 1988 those
eaming monthly incomes of Ksh 1,000 contributed Ksh 20 and in 1990-91 contributions
ranged from Ksh 30 to Ksh 320 per month.)

All employees of the Botswana government are eligible to be members of the Botswana
Public Offices Medical Aid Scheme, established in 1990 as a society. Members have the
option of two levels of benefits, High Benefit and Standard Benefit, which differ in the
copayment rate and the maximum amount of benefits available to members and his or her
dependants during a financial year. The total contribution payable by a member (half of
which is payable by the government) is based on the income of the member, the number
of dependents and the benefit option and ranges from P25 to P75 for Standard and P55
to P205 for High Benefit. In 1992, an employee in the middle basic monthly category of
P1,501-P2,000 with three dependants was required to contribute P147 for High Benefit
and P75 for Standard Benefit.

The Kenyan and Botswana schemes are unique examples because civil service members

may obtain care from both the private and the public sectors under the schemes, whereas
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it is more common for government employee schemes to limit coverage to care in public

facilities.

Government schemes that provide cover for the general public are much fewer in number.
In the study by Vogel, only Senegal out of 23 Sub-Saharan countries studied had a
comprehensive social security health insurance scheme providing care for government

employees and the general public.

The final example in this category, the CAM in Burundi, differs from the other examples
in that although not part of a formal social security system, the general public are eligible
for cover. The features of the scheme are such that it is accessible to rural households and
therefore it is described later in this chapter in the section on “Community health
financing and health insurance for rural populations”. Also, since the CAM was the
subject of one case study carried out as part of this research, further information about

the scheme is provided in chapter 6 where the case study findings are presented.

HEALTH INSURANCE TYPES IN AFRICA

With the exception of a few schemes, existing government, private employer and private
for profit schemes are modelled on health insurance schemes that have developed to
function within the socio-economic realities of Western societies, many of which are
integral to complex and expensive social security systems. For example, premiums are
collected monthly in all these schemes and in some schemes there is reimbursement of
expenses by the third parties, all of which require considerable administrative resources
and those insured to have regular incomes. Although the prevalence of formal insurance
schemes in sub-Saharan Africa is low, in countries where they do exist, Vogel and others
conclude that the data indicated that they covered primarily those employed in the formal
sector, effectively those who constitute the relatively small upper and middle classes
(Vogel 1990; Abel-Smith & Rawal 1994). For example, Zambia’s public health insurance
schemes covered 6.1% of the total population, mainly professional and skilled workers

and their dependents.
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Table 3.2 Government Managed Insurance Schemes*

Eligible population/benefit types country/scheme coverage
% of pop

Government employees only

care in public facilities Burundi: "Mutuelle de 1.4%
free total care Function Publique"
Discount schemes Ethiopia <.001%

care in private facilities
free inpatient care with coinsurance Kenya 0.2%

Botswana

Government employees plus general public

care in public facilities Burundi:" La Carte 30%
free total care d'Assurance Maladie"
(CAM)
free total care and social security Senegal: "les Institutions de 15%

Prevoyance Maladie" (IMP)

*This excludes “insurance” consisting of free health care for all funded entirely by general

tax revenue and systems that exempt poor from paying fees

In addition to the problem of low coverage, the various attempts by African countries to
set up insurance programmes modelled on schemes in Western countries have been
fraught with major managerial and financial difficulties. For example, in Kenya, the
National Hospital Insurance Fund (NHIF) reports a high administrative cost ratio of 14
per cent of contribution income, and in Zambia a shortage of trained staff to manage the
group insurance schemes exists (ILO 1993). As a consequence of these and other
problems encountered by developing countries who have attempted insurance schemes,

a frequent assumption in development literature (explicitly or by implication ) is that
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developing countries are too poor to "afford" social-security-based health care systems.
Furthermore, rural health insurance has often been regarded as not feasible, based on the
assumption that there is no demand for health insurance among the relevant populations

("demand " used in the economic sense of willingness and ability to pay for a good or
service). Not surprisingly, the majority of implemented reforms in sub-Saharan Africa
introduce and/or consolidate health financing based on the payment of fees by patients at

the point of use (referred to as 'user-fees').

In spite of the low level of coverage and financial difficulties that have arisen with
conventional schemes since the mid 1980s, many African countries have put forward
plans to increase the role of risk sharing mechanisms in the financing of health care. In
most cases the emphasis is on the introduction of various forms of "national health
insurance". These countries include Ghana (Amenyah 1985), Nigeria (Nigerian Federal
MOH 1986) and Zimbabwe (Vogel 1990). (Although called "National Health Insurance",
unlike national social insurance schemes in Europe, the proposed schemes are designed
to cover only some sections of the population, such as formal sector employees and
members of agriculture cooperatives.) A strong argument against such national insurance
at this point in time and one in favour of "alternative" or "appropriate
technology"schemes, is the inadequacy of the administrative network for collecting
premiums on a national basis and the limited coverage attainable using payroll-based

contributions.

COMMUNITY HEALTH FINANCING AND HEALTH INSURANCE SCHEMES FOR
RURAL POPULATIONS

Donor organizations, specialized UN agencies, international monetary institutions and
African health ministers have all in recent times advocated policies that endorse
community financing of the public health sector in Africa. Thus the Alma-Ata declaration
(WHO/UNICEF 1978) in 1978 required that Primary Health Care (PHC) be affordable
to the community and should involve community participation; the World Bank strategy
outlined in the "Agenda for Reform" (World Bank 1987) called for increased private
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sector provision of health care, user charges and health insurance; and the Bamako
Initiative (WHO 1988; UNICEF 1988; UNICEF 1988) announced by the African health
ministers in 1988 depends on community financing of recurrent costs to improve

accessibility and quality of primary health services.

In 1982, a review of 100 community financing schemes throughout the developing world
found that 31 involved some form of prepayment (Stinson 1982). The organization of
some of these schemes depended on the production and sale of primary products such as
coffee and rice (Vaca ef al 1978). In Africa many existing and planned community
financing schemes are based on fee-for-service. Few schemes provide risk sharing
through the payment of premium contributions. Carrin in 1987 reviewed 20 community
financing schemes in Africa and found only one involving prepayment, although two

others combined prepayment with a fee at the time of receiving the service.

The 1993 World Development Report "Investing in Health" makes detailed policy
recommendations about insurance financing in middle income countries but this option
is discussed only briefly with respect to poorer countries (World Bank 1993). The report
gives the impression that insurance-based financing for low-income countries would be

a desirable but impractical option.

It is only within the last 10 years that a number of African countries have experimented
with rural health insurance schemes that cater for rural communities; these countries
include Burundi, Guinea Bissau, Ghana and Zaire. The schemes they have adopted have
taken a variety of forms - in some cases, benefits are provided at a central facility, such
as a district hospital, or at scattered lower level facilities, such as health centres and health
posts. In other cases the benefits consist of comprehensive care at all levels of the health
system. The administration of these schemes is also varied, some are managed by a
central government organization together with local officials, while some have been
implemented solely by autonomous community solidarity groups. Some of the

specifications that the dimensions of an insurance scheme may take are shown below.
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Specification of Health Insurance Schemes

Specification variable possible values

Co-payments Nolyes (if yes : %)

Deductibles Nol/yes (amount)

Nature of premiums Casl/in kind

Time & frequency of premium Monthly/ annually

Units of Membership Individual/household

Degree of external subsidy Nolyes (if yes : %)

Coverage of benefits All health services/
outpatient/inpatient

Management structure Community elected/traditional leaders/

health facility staff/external persons

Adapted from Russell & Reynolds 1985

The literature about existing schemes, in particular the Abota village insurance scheme in
Guinea-Bissau and the hospital health insurance schemes in Nkoranza District Ghana,
Bwamanda, and Masisi Health Zones in Zaire, illustrates the diversity of the benefits,

administration arrangements and evolutions (see Table 3.3).

a) The Abota Village Insurance Scheme:

The Abota system entails prepayment for essential drugs and the provision of primary
health care at the village level by the community. The system comprises many hundreds
of autonomous Abota schemes at village level. Health care is provided voluntarily by
members of the village, village health workers known as Agentes de Saude de Base, and
by birth attendants at the village health post (Unidad de Saude de Base, USB). The USBs
were constructed from local building materials by the villagers and furnished with basic
equipment (such as metal storage cupboard, obstetric stethoscope, lantern and a kit of
teaching aids) by the Ministry of Health. Administration of the Abota system in each
village is the responsibility of the village committee, the lowest level of the country's

decentralised political system.
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Table 3.3 Specifications ofthree rural health insurance schemes

Management Premiums & Coverage of benefits Payment schedule
structure membership unit
a) the Abota village Cash or in kind outpatient by village determined by
village insurance management health worker village
scheme in Guinea- usually annually or
Bissau supplies from per HOUSEHOLD or free referral care biannually
central MOH INDIVIDUAL
b) Hospital health 3-tier ¢450 in 1991 inpatient care Annual registration
insurance in Advisory Board (1.0 USS) Oct-Dec
Nkoranza District Management refund of referral
Ghana Team per INDIVIDUAL expenses
Voluntary enrolled by family
registers
¢) Bwamanda enrollment and cash = price of 2 kg all hospitalization and  annually (normally
Health Insurance accounting by soya beans + chronic care in health in March)
Plan in Zaire health staff copayment per centres

assisted by NGO INDIVIDUAL

The earliest Abota schemes began in 1980 in a few villages as part of a general village
health care programme (Chabot & Savage 1984). Villages in the programme adopted and
modified an indigenous payment mechanism, originally used to collectively finance
ceremonies, in order to fund inputs for primary health care. Chabot et al (1991) describe
the process oftrial and error, used by these villages over a three to four year period, to
determine the frequency and level of prepayments that would ensure the availability of

drugs throughout the year.

The Abota system is now widespread, totalling 462 villages in 1991, and is an integral part
ofthe country's health system. Since 1983, patients referred by village health workers to
the public health facilities have been exempt from payment of consultation fees on
showing evidence, usually a receipt, of having contributed to Abota. Furthermore the

Government of Guinea Bissau's ten year health plan (1984-1993) emphasised the role of
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village-based primary health care, thus making the efficient functioning of the Abota
system critical to the country's health strategy (World Bank 1987).

The Abota revenue is used to purchase essential drugs and bandages from nearby
government health centres or sectoral hospitals. The ultimate supplier is the Central
Medical Store situated in the capital. In each village, the village committee decides the
procedures for collecting contributions, purchasing drugs and overall monitoring of the
system. As a consequence of this autonomy, prepayment terms vary substantially from one
village to the other. In 1988 the annual contributions per adult male varied from P.G. 20-
500°; in 2 of 18 villages surveyed by Eklund and Stavem, only men paid and in another
two villages contributions were on a household basis (Eklund & Stavem 1990). Other

villages accepted in kind contributions of agricultural produce.

In recent years the country's economic crisis has threatened the survival of the Abota. The
economy of Guinea Bissau has deteriorated substantially since 1983 and its current per
capita income, of less than US$200, makes it one of the poorest countries in Sub-Saharan
Africa. A decade of implementation of a Structural Adjustment Programme (SAP) has,
as yet, failed to improve the economy sufficiently to have a positive effect on the financing
of the public health sector: the per capita Ministry of Health budget in 1990 was estimated
to be US$3.00 (MOPH/ UNICEF 1991). As a consequence, problems such as inadequate
recurrent budget allocations, shortage of drugs and low salaries for health workers plague
the public health system (Tanner 1990). Ramifications include a decreasing capacity of
government health workers to train and supervise village health workers and difficulties
in resupplying village health posts, even when their Abota revenues are sufficient to fund
their requisitions. In a few cases Abota funds have been misappropriated (Knippenberg

et al 1991) either by village health workers or staff of the Ministry of Health.

b) Nkoranza Health Insurance Scheme:

Started in 1992, the scheme is administrated by a three-tier structure:

5 In 1988 350 P.G. (the Guinea Bissau Peso) was equivalent to US$0.31.
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a) Insurance Management Team (IMT) in the hospital, consisting of the
Medical Officer in charge of Public Health and the Hospital Management
Team. This is the decision making body of the scheme;

b) Insurance Advisory Board made up of traditional, political, religious and
administrative leaders in the community and district health leaders (MOH
and NGO); and

c) Zonal Coordinators and field workers. There are 11 health zones each
managed by a team of three zonal coordinators. They supervise voluntary

field workers who register families into the scheme.

The premiums are calculated per person so that they vary with the size of the family The
scheme ensures access to care at St. Theresa hospital, Nkoranza District in Ghana by
providing free admission in the medical, surgical and maternity wards. However,
admissions for normal deliveries are excluded. In addition, insured persons who are
referred to other health institutions may claim refunds equal to the cost of an average
admission at Nkoranza. The scheme is available only to families living in the Nkoranza
district and all the members of a family must register. Registration is renewable annually,

during the last two months of the year only.

c) Bwamanda and Masisi Health Zone Insurance schemes in Zaire:

Bwamanda Health Zone is linked to a development project, Centre for Integrated
Development (CDI) started in 1969 and supported by Belgian volunteer workers.
Impetus for the insurance scheme came from the Zone’s medical staff who were
concerned about the barrier to access caused by existing user fees and the low recovery
of hospital costs from fees. Although the Zonal Hospital (a 156-bedded reference hospital)
had recovered 48% of'its operating costs in 1985, this was a lower rate than that of eight
comparable hospitals in the country (Bitran et al 1987). The parameters of the insurance
plan, having been set by hospital staff, were explained to the community and preferences
between two options of premium and co-payment levels were obtained. Enrollment of
members was carried out by health centre staff, mainly nurses, who receive 3% of the

premiums they collect as commission. Zone administrative staff make frequent supervisory
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visits to health centres during the enrollment period to monitor payment records, distribute
membership stamps and transfer premiums to the hospital. They also manage the plan at
the hospital by verifying the membership status of admitted patients and keeping

administrative and accounting records.

Members of the Bwamanda insurance plan are covered for hospitalizations including
deliveries, dental extractions and outpatient surgery. The cost of illness treatment at
health centres is also covered. Twenty percent copayment is charged but some groups are

exempted.
THE SOCIAL AND FINANCIAL PERFORMANCE OF RURAL SCHEMES

From the conceptualization of the functions of a social welfare oriented health insurance
scheme presented in chapter 2, it follows that performance may be assessed from two
dimensions, the social and the financial. The conceptual framework implied that a
number of criteria were appropriate. In the case of Social dimensions the criteria include:
a) the resulting levels of access to health care among the population; b) affordability of
premiums; and c) the appropriateness of payment schedules. With regard to the Financial
dimension the main criteria are the relationships between: a) premium revenue and b)
benefits expenditure and the extent of adverse selection. In addition, where possible,

some information on the extent of moral hazard would also be helpful.

The published and unpublished literature on rural insurance schemes including those
described above, provide some information that are relevant to the above mentioned
criteria. Therefore, in this section the three schemes, Nkoranza Health Insurance scheme,
Bwamanda Health Insurance Plan, and Abota, are evaluated using these criteria. A

summary of the evaluation is Table 3.4.
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Table 3.4 Performance of three rural health insurance schemes

from hospital

Social dimensions Financial
dimensions
Affordability Appropriateness of Level of access revenue /
payment schedules expenditure
a) the Abota Village | affordable - appropriate - increased - not assessable
Insurance Scheme | determined by determined by PHC available in villages
in Guinea-Bissau villagers villagers
b) the Hospital premiums assessed inappropriate - low increased - insured /non | revenue/expenditure
Health Insurance in | as unaffordable by cash availability Oct- { insured admissions = =045
Nkoranza District two thirds of Dec. 24
Ghana households and responsible for 9% deficit ¢11,000,000
health workers increase in admissions
c) Bwamanda affordable premiums, | appropriate - increased — revenue/expenditure

Health Insurance copayment time chosen by insured/non insured =1.45(1987) and
Plan in Zaire unaffordable to some | community admissions =1.01(1989)
households living far =6.7 (interest included)

Nkoranza Health Insurance scheme. At the time of the research the scheme had been
in existence for almost two years and performance data for the first year of operation
provided information for the assessment presented here (Dept of Insurance, St Theresa’s
Hospital 1993).

Affordability of premiums. Sixty three percent of the scheme’s field workers and 66% of
heads of households thought that poor people in the district could not afford the
premiums. Analysis of the first half of 1992 showed total enrollment of 29% of the
district's population. There was a clear relationship between the percentage of a zone’s
population enrolled and the distance of the zone from St. Theresa Hospital. Distant zones
had lower enrollments, ie Nkoranza Zone- 46%, Ayerede Zone (14km away from the St.
Theresa Hospital) - 37%, and Kranka Zone (26 km away) - 8% (see Figure 3.1).
Therefore it appeared that costs of transport to the hospital had the effect of making the

scheme unaffordable to some households.
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Figure 3.1

Appropriateness of payment schedules. Seventy-two percent of field workers and 65%

of household heads thought that "people find it difficult to register because they are short
of money between October and December". Sixty-five percent of field workers and 75%
of heads agreed that "more people will register if registration is between January and

March".

Revenue from premiums and expenditure for benefits. During the first year of operation

the premium was set at c450 per person (approximately $1 at 1992 exchange rates). Using
the admissions’ data for the insured population, it was estimated that the income obtained
from premiums would be approximately 55% of the expenditure for inpatients for the first
year of operation. This implied a deficit of ¢11,000,000. A higher than expected average
cost per admission was observed for the insured population and this suggested that

adverse selection and/or moral hazard were significant problems.
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Resulting level of access to health care among the population. The findings suggested that

the scheme had removed a barrier to admission for people in the district. Utilization, in
terms of admissions per 100 person-years, was greater than the non-insured by a factor
of 2.4. It was estimated that among the insured population 9% of admissions was due to
factors such as earlier reporting of patients and more liberal admission policy of staff, and

that without the insurance policy this would not have occurred.

Bwamanda Health Insurance Plan. Information in a World Bank report was used to
assess the social and financial functioning of the Bwamanda Health Insurance Plan in
Zaire (Shaw & Ainsworth 1994). The assessment results pertaining to the criteria of
affordability, payment schedules revenue and expenditure, and associated access to health

care are presented below.

Affordability of premiums. Absolute inaffordability did not appear to be a problem. It was

reported that in setting the premiums, the health staff compared the premium to the price
of two kilograms of soy beans as a measure of affordability. In addition, only 16 percent
of 21 non-members stated that they had not joined the plan because of inadequate cash.
However, the combined costs of the travel and premium may have been unaffordable to
some households, when in 1988 the co-payment rate was lowered for those living more
than 25km from the hospital, the enrollment declined less with distance than in other

years.

Appropriateness of payment schedules. Communities elected to pay premiums during the
months that followed the second harvest period (March to April). The explanation
provided by the authors was that after the first harvest cash was required to pay school
expenses and therefore appropriateness of time of collecting was ensured by consulting

the community.

Revenue from premiums and expenditure for benefits. The financial data for the insurance

plan showed that in 1987 and 1988 premiums and interest were equivalent to 145% of the
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expenditure on care for beneficiaries. As a consequence the share of the hospitals

operating costs recovered rose from 48% in 1985 to 79 % in 1988.

Resulting level of access to health care among the population. It was reported by the

World Bank study that insured persons were 6.7 times as likely than the uninsured to be
hospitalized, implying that access to care was greater for the former group. Since over
60% of the Zone population were insured this implies a significant increase in the access
to care as a result of the insurance plan. Even so households living close to the hospital
were also more likely to be insured, and therefore their high access and utilization may
have been because of good physical access rather than the insurance plan. The combined
effects of adverse selection and moral hazard was also felt to account for the high
utilization, although the copayment and the requirement of all household members joining
the plans probably reduced their prevalence. Other researchers working in Zaire,
however, reported the rate of hospitalization among the insured to be only slightly

higher than that of the non-insured (Moens 1990).

Abota. The published and unpublished literature drawn upon to provide the description
of the Abota in earlier sections of this chapter also permit a limited evaluation of the
scheme. Again the criteria of affordability, payment schedules, revenue and expenditure,

and associated access to health care were used.

Affordability of premiums. Studies of the Abota do not provide direct information on

affordability but since the contribution was set by the members of the village it is likely
that the amount set could be afforded by the majority. The fact that many individuals

were willing to increase their contribution also supports this general conclusion.

Appropriateness of payment schedules. The number of times prepayment contributions
were collected in a year varied, some villages collected twice yearly, others once. The
frequency of payments was determined by the villages themselves, therefore it is

reasonable to assume it was the most appropriate for the community.
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Relationships between premiums and benefits. In the first year of operation the villages

supply of drugs was depleted within 3 months because the revenue from contributions was
exhausted. The scheme appears not to have held reserve capital to ensure the quality of

the insurance policy.

Resulting level of access to health care among the population. That participating villages
had basic health care made available within the village implies significant increases in
access. Near universal membership in participating villages excluded adverse selection,
and the watchfulness of health workers and local communities appeared to prevent moral
hazard (Eklund & Stavem 1990).

CONCLUSIONS OF LITERATURE REVIEW

The limited literature on health insurance in Africa permits several conclusions to be made
about the availability of schemes to meet the needs of rural communities, the role of
insurance in health financing policy and the demand for policies where schemes exist.
First, although community health financing had been endorsed by many African countries
with the support of international agencies, particularly UNICEF, fewer community-based

health insurance schemes than formal social security systems have been attempted.

Secondly, by the beginning of the 1990s, despite considerable involvement in health
financing policy formulation in Africa, many of the international agencies had failed to
encourage appropriate insurance-based alternatives to fee payment at the point of use.
During the financially lean periods, such fees deter many rural patients, the majority of
them children and women, from seeking health care. This is to be expected since incomes
in rural Africa are very low and seasonal and access to credit facilities is also minimal.
Consequently, there are periods, particularly those far removed from the time of harvest
and the selling of agricultural crops, in which households have virtually no cash. In this
context, fees, coupled with the universal uncertainties associated with the timing and costs
of health care needs, increase the chance that individuals requiring health services will find
them inaccessible. In particular, the 1993 World Development Report (World Bank 1993)
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did not make recommendations for low income countries that would change the situation

in the short to medium term.

Thirdly, the available evidence strongly suggests that in the foreseeable future, it is
unlikely that either centralised government or large commercial schemes, as found in rich
countries, can provide near-universal health insurance cover for people in Africa, most
of whom live in rural areas. The main constraints that have hindered attempts are
inadequate administrative infrastructures and shortage of trained staff to manage schemes.
This underscores the need for information of feasibility of schemes that are designed for
rural populations. Data on willingness to pay will be a critical part of such information
since WTP will determine demand and the relationship between revenue and expenditure,
hence social and financial performance. Affordability of premiums and appropriateness
of payment schedules of existing rural health schemes suggest that willingness to pay is

substantial for such schemes.

Fourth, the operation of three rural schemes summarised above from a review of the
literature (Nkoranza Health Insurance scheme, Bwamanda Health Insurance Plan and the
Abota) suggest that insurance systems, in some situations, have a high membership rate
among the population and therefore are capable of increasing access to health care and
mobilizing resources. However, low participation among the target population of the
Nkoranza Hospital scheme in Ghana suggests that hospital based schemes may have the
problem of being mainly attractive to those living close to the hospital and as a result
achieve low enrollment. Schemes that were less successful than the Nkoranza Health
Insurance in obtaining enrollments among their target populations have also been reported
in Zaire. For example, the scheme in Masisi health Zone achieved enrollment rates of only
26.8% and the subscription to the scheme appeared not to depend on income disparity but
on the differences in the direct and indirect costs of travelling to the one district hospital
operating the scheme (Noterman 1993). As predicted by theory, achievement of financial
and social goals in these reported schemes appeared to mirror enrollment rates.
Enrollment rates in turn reflect the target populations’ willingness to pay for insurance

plans offered by the schemes. Hence it is concluded that critical analysis of willingness to
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pay and the factors influencing it will provide health managers and policy makers with

information that will assist them to design schemes that have high enrollment rates.

The review of the current literature on health insurance theory provides some important
insights about how a rural health insurance may function. The review supports the thesis
that the financial and social performance of a rural health insurance scheme would be
determined by factors that are relevant to community financing in general (ie affordability,
equity, efficiency, sustainability and quality assurance), all of which will determine its
acceptance by individuals and households. In addition, the risk attitudes found in the
population and the willingness of individuals to invest in locally managed schemes will be
important. This implies that the financial viability of an insurance scheme will be increased
if its target clientele are risk averse with regards to health care and they are willing and

able to pay the fair premiums plus loading costs.
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Chapter 4: Objectives, Design and Implementation of Studies

INTRODUCTION

This chapter begins by presenting some research questions that emerge from the reviews
of the literature on the theory of insurance and the methods for studying its impact
(Chapter 2) and on health insurance activities in Sub-Saharan Africa (Chapter 3). This is
followed by descriptions of the objectives and study methods used in the different studies

undertaken as part of the research.

Priority areas of research

The literature on rural health insurance in Africa fails to, or only partially, address(es)
a number of policy related questions that would assist health planners to design and
implement effective and financially viable schemes. One central question for African
Health Ministries is “are households in rural Africa risk adverse with regard to health
care and therefore willing to pay for health insurance?” and is only partially answered
by the limited literature on existing schemes, notably in Guinea Bissau, Ghana and Zaire.
There is therefore the need for additional information from other countries and about
different approaches to risk sharing in Africa. Furthermore, to facilitate improvements in
current schemes and to assist planers to design and implement effective schemes, answers
to several secondary questions are also required. The secondary questions include the

following:

* What are the attributes of a rural health insurance scheme that encourages
enrollment/participation? Premium level, and the quality of care provided by a
scheme, are two of the variables that are likely to determine its acceptance by
individuals and households. Management and financial structures are other
scheme variables that will influence consumers’ confidence and therefore their
decision to join the scheme. The personnel structure and their line of reporting will
influence the perceived credibility of schemes and consequently their acceptability

and patronage by the population.
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* For a given rural population how may the combinations of premiums and cover

options that will result in a high enrollment and sustainability be determined?

A premium P must cover the following three cost components;
P=E+A+N

E = Expected claim payment

A = Administrative costs

N = Profits

To predict financial sustainability a reliable estimate of the expected expenditure
of a scheme would be required based on an estimate of the total claims
(expenditure for the insured). Whereas A, the administrative expenses, are a cost
accounting problem and the risk premium is a function of an individual's risk
attitude, E, the expected claim payment is a statistical problem requiring data on
illness experience of the insurance policy holder and the rate of utilization of health
care. To provide estimates of revenue from the premiums charged necessitates
that the number of individuals/households subscribing be known. This number, in
turn will be equal to the number of households whose WTP valuations for the
insurance cover is equal or above the premium. Individuals’/households’ WTP
valuations would therefore be critical information needed to answer the question -
what premium and cover option combinations will result in a financially

sustainable scheme?

* How does the design of health insurance schemes encourage or limit the problem
of adverse selection and moral hazard? Adverse selection and moral hazard are
major causes of inefficiencies in the functioning of health insurance schemes.
Important research questions therefore concern the degree of adverse selection
and moral hazard existing in schemes of different design and the factors
encouraging and/or preventing both. The percentage of the population
participating could serve as a measure of the degree of adverse selection existing

in a scheme. Establishing the participation rate among high risk groups (children,
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women, and the chronically ill) would provide information about adverse selection
and would also allow the equity outcome of the schemes to be considered. Data
on health care utilization rate and type among the insured and the uninsured would

be critical in assessing the extent of moral hazard.

* Is it possible to identify individuals/households that would be willing to pay for
a health insurance scheme prior to its implementation? This would make it
possible to predict the expected revenue and revenue ratio and the need for
exemption for vulnerable persons. A model that explains individual/household
WTP valuation for insurance cover in terms of observable independent variables
could be used to predict whether an individual or a household would purchase the
insurance at a given premium. Currently few attempts have been made, particularly
in developing countries, to develop such a model. The data obtained (ie WTP
evaluations, household socio economic variables, illness rate and health care
utilization) to answer the above questions could also be used to explore the

possibility of obtaining such a model of WTP.

OBJECTIVES

Obijectives of the case studies

The aim of the case studies was to provide answers to some of the questions identified
above and in so doing, assess the social and financial performance of the two schemes
selected. (Assessing these two broad dimensions of the schemes is consistent with the
conceptualization of the function of health insurance developed by the research in which
performance is seen as having two dimensions, the social and the financial)
Consequently, the broad objectives of the evaluations were as follows:

a) to determine changes in the population’s access to health resulting from the

schemes;
b) to evaluate the affordability of premiums charged by the schemes;
c) to assess the appropriateness of payment schedules to their target population,

particularly those living in the rural areas;
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d) to estimate the relationships between premium revenue and benefits expenditure;

e) to assess the extent of adverse selection and moral hazard.

The first three relate to the social dimensions of performance and the last two objectives

relate to the financial dimensions.

Objectives of Fieldwork in Ghana

The fieldwork in Ghana was designed to provide the empirical data required to achieve

the following objectives and, in so doing, to use the assessment tool developed.

a) to determine the preferred specifications of community-based risk sharing for

health care and the “Willingness to Pay” (the maximum premiums/contributions

that households would be willing and able to pay).

b) to estimate the community risks®, calculated as the proportions of the population
in the study area who would seek western type health care during the dry season
and the wet season, for serious and mild illness, if such care were physically

accessible and affordable.

) to estimate average costs for outpatient and inpatient episodes in health facilities

preferred by households in the study area.

d) to estimate two sets of fair community rated premia’ using different approaches;
a) with the aim of obtaining a contribution revenue equal to the total revenue
currently raised from user fees and drug fees from the population; and b) with the
aim of obtaining a contribution revenue equal to a stipulated percentage of the

cost of providing care at specified facilities to members enrolled in the insurance

The population’s average expected probability of an event is referred to as “the community risk”.
The alternative is the personal risk which is the measure of the individual’s probability of
experiencing an event, ie requiring health care.

A fair premium is equal to the expected loss, that is the probability of loss multiplied by the value of
loss.
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schemes.

e) to estimate the external subsidy from government and/or donor agencies that may

be required to make the preferred schemes financially viable.

The fair premium mentioned above was is in fact a “modified fair community rated

premium”. A fair premium would have been calculated as the probability of loss,
multiplied by the value of loss ie the full cost of care. Since one objective in this research
was to obtain policy relevant WTP valuations, in approach b, it was rather calculated by
considering only losses due to non salary recurrent cost of providing the care packages.
This captures the aims of many cost recovery initiatives in African countries, that is, to

recover a proportion of the recurrent costs rather than the full costs.

STUDY METHOD: EVALUATIONS

Empirical data were collected for the two case studies by administering structured
questionnaires to the beneficiaries of the schemes (see Appendix 2). Thus household
surveys were carried out in the study areas in Burundi and Guinea Bissau. In addition
village health workers involved in the Abota were also surveyed for the Guinea Bissau
case study. The drug treatments for a sample of patients were obtained by direct

observation at the health centres in the Burundi case studies.

1) Evaluation of CAM, Burundi

A household survey was used to obtain information on illness occurrence in the month
preceding the study, perceptions about the value of the health card insurance scheme and
willingness to pay for membership from 300 households in Muyinga Province. Fifty
"collines" were randomly selected with probability proportional to population (1990 data)
from 259 collines in the province. (A colline is a rural community commonly located on
hill tops. Several collines form a sector administered by a Sector Chief, and several sectors
form a commune governed by a committee, responsible for local development activities.)

In each colline 6 households were randomly selected and the head of household

WTP for RHI Study design Chapter 4 63



interviewed by local college students trained to administer the questionnaire by the

research team.

Four focus group discussions were conducted (the number was determined by time and
resource availability). Three were held among farming women in rural collines and the
fourth was held in Muyinga town. The collines were randomly chosen among
approximately 50 of the collines that had local women's credit associations. On arrival at
the collines the study team either randomly selected a group of 7-12 women working in
a field or women living in a cluster of houses randomly selected, and the women were
invited to participate in discussions held in the local language, Kirundi. All those invited
agreed to be members of the groups. The main question debated was "Has the card
insurance scheme increased the access of women and children to health care?". The
women's general perception of the health insurance card scheme was the starting point
of each of the discussions. Although women of widely differing ages participated in the
discussions, the majority were in the child bearing age range, 15-45 years. The

discussions were permitted to last 40 to 55 minutes.

A retrospective outpatient survey was used to obtain data about 566 outpatient visits to
5 government health centres in the preceding 12 months. For each month in a health
centre, 9 or 10 patients were selected by taking every tenth outpatient registered in that
month. The age, sex, diagnosis and drug treatments of the patients in the sample were
extracted from the registers. The completeness of a patient's treatment was jointly
assessed by the principal investigator (the author) and the co-researcher, both trained
public health physicians with clinical experience in tropical Africa, by comparing the
quantity of drugs prescribed to the quantity required for a person of the patient's weight
under the MOH's dosing schedule. The patient's weight was inferred from age and sex.
In some of the health centres the register also provided information on the form of

payment used by the patient, ie whether fee for service or a health insurance card.

Initial analysis of the data collected was carried out in the field. Epi Info, version S, was

used to analyse the household survey data. Costing of the drugs received by outpatients
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at the health centres was done using the Quattro Pro spreadsheet package.

ii) Evaluation of Abota in Gabu Region of Guinea Bissua

Household survey

Six tabancas (villages or hamlets) were studied in each of the five sectors in Gabu region.
A non-random selection of half of these tabancas ensured that they had Abota systems
at different stages of development. This provided a sample of 10% of the village Abota
schemes in the region. The tabancas were also selected so as to include USB of varying
distances from the health centres and major roads. In each tabanca surveyed, 7 households
were randomly selected (a total of 210 households) and a spokesperson, usually the male

head of household, was interviewed using a standard questionnaire.

The questionnaire, originally developed to study prepayment in Burundi, was translated
from French into Portuguese, Guinea Bissau's official language. Translation was done by
the local staff of the UNICEF office in Bissau prior to the mission. A team of health
workers from Gabu region and representatives from some of the study communities
subsequently assisted the research team and the interviewers to adapt the Portuguese
version of the questionnaire to suit the conditions in the region. Seven local school
teachers were trained as interviewers by the principal investigator (the author), and staff
of UNICEF and GVC (an Italian NGO). All the interviewers were fluent in the two main
local languages. During this fieldwork they were supervised by the Chief Regional Nurse.

Survey of Unidad de Saude de Base (USB)/Village Health Posts
The research team visited all USBs (15) in the study villages. The Agente de Saude de

Base in each USB was interviewed using a standard interview form (see Appendix 2),
either by the principal researcher through an interpreter or by the field supervisor. The
premises, equipment and stock levels of drugs of each USB were inspected and recorded.
Records in the regional drug store in Gabu were used to obtain information on quantities

and prices of the most recent purchases of essential drugs by the USBs.
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STUDY METHODS: GHANA FIELDWORK

Selection of the study area

The study area was Osudoku, one of the four sub-districts in Dangme-West District. in

southern Ghana. This sub-district was selected for the following reasons:

* communities in this administrative area have physical access to a range of health
care providers. These include the government - Akuse hospital and MOH level
B health posts at Volu; Mission - Battor Catholic Hospital; and community
clinics, at Volivo, Asutuare, Atropiya and Dufo (figure 7.1 in chapter 7).
Therefore households in the study area had knowledge of the differences in the
care provided by these providers in different facilities, either from personal
experiences or that of their family and friends. This information would provide the
basis for their decisions to participate in ("willingness to pay" for) schemes
offering care in facilities operated by different providers with different

characteristics.

* Dangme West District is a Bamako Initiative district and is therefore one of

UNICEF's priority districts in Ghana.

The fieldwork carried out in Ghana had two main components: 1) focus group
discussions, "exploratory" and "expandatory"; and 2) a two-stage household survey. The
exploratory focus group discussions were conducted at the start of the fieldwork to
provide information on the perceptions and discourse relating to solidarity and risk sharing
in the study community. Findings were used to refine and tailor the household
questionnaire. The expandatory focus group discussions were conducted after the first
round of household survey data collection and household heads who had taken part in the
household survey were randomly selected to take part. To take account of seasonality of
both income and illness occurrence, the household survey collected data for the dry and

wet seasons in 1993/4.
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Focus group discussion

Twelve focus group discussions were conducted. The local languages, Ga-Adangbe and
Ewe were used and adults of widely differing ages participated in the discussions. They
were organized in groups of 7-12 discussants who sat in a circle. The length of the
discussions ranged from 40 to 55 minutes and they were conducted in the open air. They
were facilitated jointly by the principal investigator (the author) and the co-researcher.
Information obtained in each session was recorded in written notes and by audio tape®.
All the discussions were then transcribed verbatim®. A 'questioning route' was developed
and used to guide the group discussions. The main questions debated were: 1) What role
do solidarity associations play in the community?; 2) how would households in their area
view the opportunity to join a health insurance association? The participants' general
perceptions about the health care in the community and problems when seeking health

care were the starting point of each of the discussions.

Household Survey

* A draft questionnaire was developed for the first round of the household survey
(see Appendix 2). It included questions on three main areas of concern: 1) social
and economic status of the household; 2) recent health care practice and
expenditure; 3) willingness and ability to pay annual amounts to obtain free care
at different health facilities in the sub-district. In addition the questionnaire
provided basic information about the proposed health insurance associations. The

findings of the first round of focus group discussions (Exploratory discussions)

suggested it would be more appropriate and valid to ask people in these
communities about “their willingness/ability to join associations that require the
payment of membership dues and which entitle members to have free health care

at specified facilities in the event of illness”, rather than ask for “their willingness

Audio records of focus groups are invaluable. Krueger R. A. Focus groups: A Practical Guide for
Applied Research Sage Publications, London, 1981, chapters 5 & 7.

Verbatim transcripts represent accessible and objective raw data that may, at a later date, be re-
analysed, either by moderators/researchers or by other persons who were not physically present at
the interviews or discussions. Notes written during the interviews and discussions incorporate the
initial interpretations of participants' comments by the facilitators(s).
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to pay for health insurance covers” .

* Enumeration of all housing compounds (total of 1,650) in Osudoku and a census

of the households living in each compound was undertaken.

The sub-district is divided into 29 units. These divisions are based on population,
and are used by the Committees for the Defence of the Revolution (CDR) and
district council for administrative purposes. These units were used as the basis for
enumeration; and the unit chairmen as the enumerators. Each unit is made up of
several small villages with anything from 1 to 40 or 50 houses. Before the census
each unit CDR chairman was asked to list the villages making up his unit. This
provided a means of checking that no village was overlooked in the enumeration.
This list is provided in Appendix 3 and was also used to bring the map of the sub-
district up to date.

All compounds were assigned numbers. (The numbers were painted on the
exterior walls of the compounds in order to facilitate their location by interviewers
during the household survey.) The census information was entered into a
computer data base using an Epi Info programme and formed the sampling frame
for the household survey. A study sample of nine hundred households was

randomly selected"®.

* Twelve interviewers were selected and trained during a three week period. The
majority were ex-clerical staff of a local defunct sugar factory, recently graduated
college students and retired teachers. The training consisted of introductory talks
on the rationale for the study, discussions of suitability of terminology and units
of measurement used in the draft questionnaire, role play and peer group

assessment of interviewing techniques.

10 Using the illness rates found in the Burundi case study and those found by other researchers working

in Tanzania, Zambia and Cameroon, it was estimated that the study required a sample size in the
range 700-900 households.
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* The draft questionnaire was revised in the light of the comments during the

interviewers’ training sessions and the findings of the focus group discussions.

* Two data entry clerks were trained.
* The household questionnaire was piloted in an area adjacent to the study area.
* Each round of data collection of the household survey was conducted over a 30

day period. The interviewers were supervised in the field by the author, one field
supervisor and one deputy field supervisor. Data entry began after the first week

and was double entered.

The willingness to pay questions asked in the two rounds of the survey differed
substantially. Those in round one were greater in number and provided the
information needed to focus the questions in round two on fewer options, ie those
benefit options that were most preferred. Thus, in round one respondents were
asked to state their WTP to be members of an association that provided care at
each of the categories of provider identified as catering for the sub-district, Battor
Mission Hospital, Akuse Government Hospital, Volu health clinic/centre, and
community clinics. Although a new method of payment, ie periodic household
contributions, was described to the respondents, they were not provided with
information about the types of care that would be provided. This meant that the
hypothetical market was only partially specified and more options could be

inquired about in the time available for the interview.

In the second round respondents were given a description of a new and
hypothetical good, membership of an association that entitled them to free health
care that had characteristics indicated as acceptable during the focus group
discussions. They were also told that the management structure of the association
corresponded to the model that emerged as being ideal during the focus

discussions. The WTP questions were open ended and required respondents to
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state the amounts for children and adults separately for each of the following: 1)
OPD at nearby government clinics; 2) inpatient at Battor; and 3) combined OPD
and inpatient at Battor Hospital. Care at these facilities was selected because,
during the first round, the willingness to pay was greatest for care at Battor
hospital. Secondly, in the group discussion, access to a local clinic that provided

acceptable care was considered of more value than access to a distant hospital.

Estimation of household consumption and saving incomes

The household questionnaires included a section (page 7) on household inputs and outputs
in which the respondent was asked for quantities used or produced in the previous farming
season (either the minor season, “Gbo” or the major, “Gbie” depending on whether it
was the first or the second round of data collection). The inputs were labour, seeds and

machinery. Outputs were divided to crops and non-crop.

The "total incomes before production cost" (I,) was estimated for each household, by
adding the estimated revenues from the sale of crops, live stock, wages/salaries and net
transfers. The revenues from crop sales were calculated by multiplying the quantities that
household heads said they had produced by unit prices obtained by doing a survey of
local markets where farmers sold produce. The wages and salaries were estimated by
finding out the nature of employment, for example whether a teacher, a cleaner or a
driver, and assuming that the salary was identical to government pay scales. The total
income after production cost (I,) for each household was derived by subtracting the costs
of production, such as the cost of hiring agricultural machinery and/or labour, from the
(I,). This total income after production costs represents resources available for household

consumption and savings during the 12 months investigated.

Costing of care at the presentative mission hospital

Battor Hospital provided a significant amount of the health care used by households in
the sample. However, an initial review of their financial records and reports showed that
donated goods which constituted a substantial proportion of the hospital’s supplies, were

not reflected in the accounts. It was therefore necessary to use the financial information
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of another similar facility in the Ghana study. Consequently, a review of financial records
and reports of Holy Family Hospital Berekrum was undertaken as part of the fieldwork
in Ghana. The facility was selected because it was similar to Battor in its
administration/management and in the type and quality of health care that it provided. The
two hospitals also were of similar size with regards to beds and type and number of health
staff. Unlike Battor hospital, however, Holy Family Hospital had financial reports based

on comprehensive cost data that included the value of donated goods.
The relevant information to estimate unit non-salary costs per new outpatient, re-attending

outpatient and inpatient was extracted from the records and reports. A computer

spreadsheet was then developed and used to carry out the estimations (see Appendix 4).
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Chapter 5: Backgrounds of Study Countries

INTRODUCTION

This chapter describes the physical, demographic and socio economic environment of the

three countries where the fieldwork for this research was carried out, Burundi, Guinea

Bissau and Ghana. The first two were the only countries in Sub-Saharan Africa, at the

time of the research, with the exception of Zaire, that had established health insurance

schemes designed to be accessible to those living outside the urban area and/or not

employed in the formal sector. For this reason evaluations of their schemes formed an

important part of the research. The socio-economic indicators for both countries (Table

5.1) were comparable to those of Ghana: for example, all three had GNP of less than $450

in 1989-91 and gave further support to the rationale of seeking to use the results of the

evaluations to inform the design of the feasibility study in Ghana.

Table 5.1 Basic Indicators of Selected African Economies

POPULATION AREA GNP AVERAGE LIFE ADULT
(MILLIONS) (THOUSANDS PER ANNUAL RATE EXPECTANCY ILLITERACY
MID-1991 OF SQUARE CAPITA OF INFLATION % | AT BIRTH (%)
KILOMETRES) $ 1980-1991 (YEARS 1991) 1990
Ethiopia 52.8 1,222 120 24 48
Tanzania | 25.2 945 100 25.7 51
Zaire 0.04 2,345 - 60.9 52 28
Uganda 16.9 236 236 46 52
Nigeria 99.0 924 340 18.1 52 49
Kenya 25.0 580 340 9.2 59 31
Ghana 15.3 239 400 40.1 55 40
Burundi | 5.7 28 210 4.3 48 50
Guinea 1.0 36 180 56.2 39 64
Bissau

Source: World Bank 1993

Ghana’s GNP was significantly higher than that of the other two study countries and

therefore from the onset it was anticipated that the expectations, in terms of quality of
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care, by households in Ghana might be higher than those of Burundi and Guinea Bissau.
However, since it was unlikely that high incomes would make households less willing to
pay for health insurance, the existing schemes being in poorer countries than the feasibility

study, this was not expected to lead to problems in interpreting the findings.

As background to the health financing situation in these countries, the circumstances that
led to major economic changes are presented, in particular their structural adjustment
efforts. The chapter also provides information on the structures and histories of the
Ministries of Health, health care provision and recent financing policies in the health sector
in these three countries. Information about variations in local languages was sought and
used in making decisions about the wording of the questionnaires and the selection of

interviewers; hence it is presented as part of the country backgrounds.

Information on the rural economic activities, which in all three study areas are dominated
by agriculture, is also provided. The rationale is that the willingness to pay for health
insurance among households will be heavily influenced by the levels and characteristics
of household cash availability and flows. Hence, knowledge about the nature of economic
returns to agricultural activities assisted in interpreting and evaluating the findings relating
to the premiums household heads reported they were able and willing to pay and the
schedules of payments they preferred. Some attention is also paid to physical and climatic
conditions in these study countries because they affect economic activity, accessibility to
health facilities and seasonality of infectious illness. In addition, such information about
the whole country made it possible to form impressions about the generalizability of

conditions and findings in the study areas.

In Ghana, the progress of democracy and government decentralization were seen as
important since this would influence the insurance structures and the regulatory
mechanisms that would be acceptable to communities, local administrations and central
Ministries. For these reasons this aspect of the countries recent history also forms part

of the background for this thesis.
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BURUNDI

This is a landlocked country in East Africa, bounded on the north by Rwanda, on the East
and South by Tanzania, and on the West by Lake Tanganyika and Zaire. It has an area
of 27,834 sq. km (10,747 sq. mi) and is one of the smallest countries on the African
continent. Most of the county consists of a hilly plateau region, with an average elevation
of about 1520 m (about 5000 ft). Elevations decrease gradually to the east and southeast.
The narrow western margin of the country, bordering the Rusizi River and Lake
Tanganyika, lies in the trough of the Rift Valley. The main rivers are the Rusizi, the
Malagarasi, and the Ruvuvu. The climate is tropical, moderated in most places by
altitude. The average annual temperature is 21.1° C (70° F) on the plateau and 24.4° C
(76° F) in the Rift Valley. A dry season lasts from May to August, and the country is
subject to droughts.

The population in 1993 was estimated as 5,985,308, giving the country an overall density
of about 215 persons per sq. km (about 556 per sq. mi) one of the highest in Africa. The
population is more than 90 percent rural. The chief ethnic groups are the Hutu, a
Bantu-speaking people making up about 85 percent of the population, and the Tutsi
people who form nearly 15 percent of the total. The Twa, a pygmy group, account for
less than 1 percent. The official languages are Kirundi and French. Swahili i§ also widely
spoken. About two-thirds of the population is Christian, chiefly Roman Catholic. The

remainder adheres to Islam or traditional religions.

Burundi has a predominantly agricultural economy and is one of the poorest nations in the
world. Export earnings are dominated by a single crop - coffee. National budget figures
for the late 1980s showed about $189.4 million in revenue and $222.7 million in
expenditures. Cotton and, increasingly, teas are also grown for export. Subsistence
agriculture is the main means of livelihood and social and cultural importance is attached
to the ownership of large cattle herds. Overgrazing has contributed to extensive soil

erosion reducing returns from investments in animal rearing. Mining is based on the
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exploitation of small amounts of gold, bastnaesite, and cassiterite (a tin ore). Important

reserves of uranium, nickel, and peat remain to be exploited.

Since the advent of the Third Republic, on Sept. 3, 1987, Burundi has been ruled by a
30-member military junta, the Military Committee for National Salvation (Comité Militaire
de Salut National; CMSN). Despite the appointment of a Cabinet consisting of an equal
number of Hutu and Tutsi the CMSN is the key decision-making organ. Pending the
adoption of a new constitution, the ruling party, the Unity for National Progress (Unité
pour le Progrés National; UPRONA), acts as the principal counterweight to the army.
Burundi is divided into 15 provinces, each subdivided into arrondissements and
communes. Power at the local level rests in the hands of centrally appointed authorities,

most of whom are of Tutsi origins.

The country’s public health sector is managed by a decentralized Ministere de la Sante
Publique. Decentralization became effective in 1987 and currently there are Provincial
Medical Directors and Sector Medical Chiefs. The health infrastructure consists of 7
referral hospitals, 26 six rural hospitals and 236 health centres. To provide care in these

facilities the public health ministry collaborates with other ministries.

In 1990, Burundi had 168 physicians (1 per 31,777 persons) and 10,370 hospital beds
(1 per 515 persons). More than 80% of the population lived within 6 km radius of a health
centre. The vaccination coverage for infants under the age of 1 year was BCG 95%, above
80% for 3rd DPT and 3rd Polio and 75% for measles.

The most common health problems stem from communicable diseases and nutritional
deficiencies, a situation that accounts for 70 percent of infant and child mortality. Malaria,
measles, influenza, and diarrhea account for 80 percent of reported cases of communicable
diseases. While sleeping sickness is widespread in the lakeshore areas, pulmonary diseases
are common in the central highlands. In 1990, the infant mortality rate per 1,000 live
births was 111.0. Life expectancy at birth in 1991 for males and females was 50.0 years

and 54.0 years respectively.
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GUINEA BISSAU

Guinea Bissau is a small country of western Africa, covering an area of 13,948 square
miles (36,125 square km). Its two neighbours are Senegal to the north and Guinea to the
east and south. Guinea-Bissau may be divided, from southwest to northeast, into three
regions: the coastal lowlands, the interior plain, and the northeastern highland. The coastal
lowlands are covered by extensive mangrove swamps, and a dense network of rias, or
drowned valleys, covers roughly one-third of the country, extending inland to the
northeast. Average rainfall is highest in this region, decreasing from more than 100 inches
(2,500 mm) along the coast to between 70 and 80 inches (1,800 and 2,000 mm) inland.

The natural increase rate per 1,000 population in 1991 was 26.0. Native inhabitants of
Guinea-Bissau speak languages derived from the Niger-Congo family, and the Balanta
Brassa, Fulani, Malinke, and Mandyako are the four major ethnic groups. The animist
Balanta Brassa are a people who belong to a stateless society revolving around the family.
The Fulani are essentially Muslim pastoralists; their society is hierarchical. The Mandyako

are horticulturists. The Malinke are agriculturalists and traders.

Portuguese is the official language, but each tribe speaks its own vernacular, which in turn
is divided into dialects. The majority of the people follow traditional religious beliefs.
Islam is the dominant minority religion. Christianity has made few inroads in
Guinea-Bissau. The annual rate of growth of Guinea-Bissau's population is relatively low
in comparison with the rest of sub-Saharan Africa. The people are predominantly rural,

and more than two-fifths of the population are less than 15 years old.

Since gaining its independence from Portugal in 1974, the Government has faced the
difficult task of rebuilding the economy which had been devastated by the long war of
independence. A strategy to diversify production, with emphasis on developing the
manufacturing sector, was adopted in the mid-70s but was largely unsuccessful. This
strategy diverted substantial amounts of the state’s scarce resources away from

agriculture, forestry and fishing, sectors in which the country had comparative advantages.
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In addition government controls and overvaluation of the country’s currency contributed
to the development of a parallel market which also had adverse effects on these potentially

successful sectors.

In 1983 the government initiated some reforms as part of the Financial Stabilization
Programme (FSP) and Structural Adjustment Programmes (SAP) supported by the
International Monetary Fund (IMF) and the World Bank. Specific measures in these
reforms included price increases for the producers of agricultural goods, devaluation of
the peso, liberalization of trade, reforms of public enterprises and reductions in number
of civil servants. More comprehensive, medium term adjustment programmes were
implemented in 1987. These additional programmes enabled the government to reduce
the budget deficit from 14.7% of GDP in 1985, to 4% in 1988 (Evlo 1992). Although
more restrictive monetary and credit policies were also put in practice inflation remained
high because of devaluation and the liberalization of prices: inflation was 100% in 1987-88
and 70% in 1989. The aim of the above reform measures was to redress the large
macroeconomic imbalances. However, by the end of the 1980s foreign public debt was

running at 275% of GDP, and debt servicing was an average of 40% of export income.

Between 1990-95 life expectancy at birth was 44.0 years and 45.0 years for males and
females respectively. During these yeafs the infant mortality rate per 1,000 live births was
134. The major diseases include malaria, tuberculosis, and measles. Malaria, diarrhea and
acute respiratory infections are reported to account for 95% of cases treated at health care
facilities (UNICEF 1992).

The western health sector consists mainly of the public facilities although in the capital
Bissau there are some private pharmacies. The government allocates 8% of its budget to
health and in 1989 the total health expenditure (including that financed by foreign aid) was
13.1 million dollars or 13.1 dollars per capita. Foreign aid to this sector is channelled
mainly through the funding of projects and covers both recurrent and investment costs.
In the second half of the 1980s the percentage of the health sector expenditure funded by

external cooperation ranged from 94% to 99.6%. Donations constitute approximately
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60% of external aid, and the main sources of loans are the World Bank and the African
Development Bank. The main bilateral donors are Sweden, Italy, the Netherlands,

Denmark and France.

Health care delivery is organized at four levels:

> the central level consisting of the two national referral hospitals in Bissau

> the regional level which in 1991 had five operational regional hospitals

> the level of sectors with 12 sectoral hospitals

> the local level consisting of health areas with an area containing a health centre

and several basic health units. In 1991 there were 120 health centres and 462

village health units.

Most health facilities including the national referral hospital deteriorated during the
economic crisis. Shortage of trained health staff was also a problem. Physicians working
in the country in 1990 were 773 (1 per 7,445 persons). The unavailability of drugs and
medical supplies were a major problem but improved when the government adopted an
essential drug policy supported by WHO, UNICEF, France and Sweden. Under the policy
the Central Drug Depot is managed by the national drug programme and it supplies drugs

to health facilities.

In most health centres and hospitals, patients who are not referred by village health
workers working in the village health insurance scheme, Abota, pay for treatments. The
treatment charges are relatively low and do not aim to recover a percentage of costs. The
Abota system in one region is described in chapter 6 and is the subject of one case study
in the research. Another system of cost sharing practised in health centres in some parts
of the country is the Bamako Initiative (BI) which requires patients to pay higher fees to
recover 50% of drug costs. With the support of WHO, UNICEF and GVA, an Italian
NGO, the Government started a pilot BI Essential Drugs programme in the Gabu region
in 1989. It is estimated that cost-sharing in 1991 represented 15% of all health

expenditure.
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GHANA

Physical Characteristics

Ghana covers an area of 91,843 square miles and lies within the tropics (4° 45' North of
the equator extending 850km North to latitude 11° 11'). Although plateaux of varying
elevations make up the greater part, the Volta River Basin covering the remainder, the
county is divided into three major geographic areas - coastal, forest, and northern savanna.
In the coastal part many rivers and streams cross its sandy plains but are generally
navigable only by canoe. There are no natural harbours. Ghana's highest point
(approximately 884 m above sea level) is found in the range of hills on its eastern
border. In the West the terrain is broken by heavily forested hills. Beyond the coastal
areas the forest forms the almost a third of the country. In the northern two thirds is the
savanna, undulating and drained by the Black and White Volta rivers which join to form
the Volta. In the mid 1960s, the Volta was dammed at Akosombo creating the largest
manmade lake in the world (250 miles long and 3,275 sq. miles in extent). It is an
important geographical feature and is one of Ghana's major economic assets. South of the

lake, the river flows to the sea through a narrow gap in the hills.

The country's climate is tropical and is dominated by two air masses - the moisture laden
Monsoon and the dry Harmattan. The former is associated with the rainy seasons, one
in the north (May to September) and two in the south (April to June and September to
November). The Monsoon provides annual rainfall varying from about 1015 mm (about
40 in) in the north to about 2030 mm (about 80 in) in the southeast. The harmattan blows
from the northeast from December to March, lowering the humidity and creating hot days
and cool nights in the north. In the south the effects of the harmattan are felt in January.
Temperatures vary with season and elevation with the annual mean temperature ranging

between 26°C and 29°C and daily range of 10 to 16.7 degrees Celsius.
Administratively, Ghana is divided into 10 regions which are subdivided into 110 districts.

Seventy percent of the total population lives in the southern half of the country. By the

late 1980s about one-third of Ghana's population was estimated to be urban, and
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migration from the rural areas into the urban centres was steady and increasing. In 1992,
the percentage of the population in urban areas was 34.9%. Despite their rapid expansion
in size and population, most of the urban centres remain small by world standards. The
Accra-Tema agglomeration, with an estimated population of 985,369 in 1988, is the

largest in the country, followed by Kumasi and Tamale.

Pre-colonial and colonial history

It is thought by some historians that the people of Ghana originated from the ancient
African empire after which it is named. The traditions of many of its 190 ethnic groups
indicate they migrated from the north of the present boundaries over the period 1200 to
1600. The Portuguese first visited the area in the second half of the 15th century in search
of gold, ivory and spices. The English, French, Danes, Swedes, Dutch, German and
Portuguese all controlled parts of the territory at different periods until 1901 when Britain
assumed full responsibility for the government of the Gold Coast (as it was then called).
In 1922 a part of the adjoining German territory of Togoland was placed under British
administration by a League of Nations Mandate and, after the Second World War, was
placed by agreement under the Trusteeship System of the United Nations. The areas
formerly known as Gold Coast (the Gold Coast Colony, Ashanti and Northern
Territories), with that part of Togoland which had been administered by the British
Government, became independent on March 6th 1957 and adopted the name Ghana. It

was the first Sub-Saharan nation to be free of colonial rule.

Political Background

The Convention People's Party (CPP) under Dr. Kwame Nkrumah led the struggle for
independence and ruled the country until the government was overthrown by the armed
forces on February 24th 1966. Since then the country has had seven governments, five
of which came to power through coups d'etat. The only two elected governments ruled

for a total of four and half years.

On December 31st 1981 Rawlings returned to power for the second time as leader of the

ruling Provisional National Defence Council (PNDC) by overthrowing the government
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of Dr Limann and the Third Republic. The PNDC repealed the Constitution and
announced its intentions to foster "grassroots" and participatory democracy. These and
subsequent measures had strong nationalist aims and were met with hostility from the
Ghanaian middle classes and some western governments, the Reagan administration in
particular. However the People’s Power rhetoric attracted strong support from the urban

and rural poor.

From mid 1983 onwards, in the face of successive coup attempts, continuing alienation
by the West and growing enmity among dissatisfied Ghanaians, the PNDC embarked on
a policy of reconciliation encouraging representation by a broader range of social groups.
From this period onwards the PNDC's relationship with the West improved dramatically
with its implementation of IMF/World Bank supported economic policies. In 1988-89
nationwide elections for non-party district assemblies were held as the first step in what
the government described as an evolving democratic process. The district assemblies were

charged with local development tasks.

Under increasing international and domestic pressures the PNDC initiated the return to
constitutional rule in the middle of 1990. In May 1991 the government announced its
acceptance of multi-partyism and set in motion processes for the preparation of a draft
constitution to be completed by the end of 1991. However some social and political
organizations, including the churches, students, lawyers and the opposition Movement for
Freedom and Justice (MFJ) have complained that some elements of the constitution
making process are undemocratic. In spite of this the PNDC has indicated that a
referendum on the constitution will be held (a date has yet to be confirmed), and that it

will determine how soon the constitution will come into effect after the referendum.

Economic background

A major cause of the past political instability was the country's precarious economy in the
1960s and the decline in all sectors of its economy that followed. In the 1970s food
production fell by more than 3 per cent each year, cocoa exports fell from 407,00 tons in

1971 (representing over 40% of the worlds output at the time) to 180,000 in 1982 and the
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output of the mining sector in 1980 was only half that of 1971. The PNDC took power
in 1981 as Ghana staggered into its worst economic crisis while enduring the beginnings
of the severest three year drought of the century. Rising poverty coupled with the
collapse of the health services lowered the health status and the standard of living of
Ghanaians. By 1981 yaws and yellow fever, which had been eradicated a quarter of a

century ago, had returned.

The IMF and World Bank approved Economic Recovery Programme/Structural
Adjustment Programme (ERP/SAP) was initiated in 1983. Since its inception it has
benefited from substantial Western funding, about $3bn. The Thatcherite principles
underlying the programme have arrested the economic decline: between 1985-89 Ghana's

Gross National Product grew at an average of 5.5%.

Liberalization of trade and the devaluation of the Ghana's cedi under ERP/SAP (from
¢2.75 to the US dollar in 1983 to c370 by mid 1991) have increased the competitiveness
of Ghanaian goods in the world market and have encouraged steady growth in the export
of cocoa, gold and timber. Considerable revenue has gone into paying off the country's
international debts while new credits have been used to rehabilitate the transport and
communication infrastructure. Despite debt-servicing rising to 50 percent of its annual
export earnings by 1985, Ghana has been able to service its mounting debts. This has
contributed to restoring its creditworthiness internationally and currently Ghana is often
commended as a shining example of IMF/World Bank structural adjustment policies in
Africa.

The successes of these policies have been at considerable social cost to many ordinary
Ghanaians (Herbst 1993). The distributional impact of the programme has therefore been
a cause of concern and debate. Cocoa farmers in particularly benefited while food
producers such as rice farmers suffered from cheap imports and inadequate food policies.
Rising costs of imported intermediate products on the other hand forced local
manufacturing industries to wane. Fiscal policies to reduce state expenditure including that

on social services necessitated the removal of subsidies from all consumer goods and the
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above measures resulted in price increases of 122 per cent in 1983, eventually falling to
23 per cent in 1986. Meanwhile general wage increases were suppressed, and real
earnings declined sharply in 1984, partly because the monetary policy aimed to hold
domestic credit formation to below 20 per cent. In urban areas, however, increases in real
wages above that of the GDP growth have since occurred and salaries of higher income

groups have risen faster than others.

Modern economy

Ghana's GDP, US$25000 million in 1994, is derived primarily from agricultural and

mineral output. In 1991, agriculture accounted for 53% of GDP and provided
employment for 56% of the labour force. Timber and gold have also been traditionally
important parts of the economy accounting for 17.9% and 15.5% of exports respectively
in 1986. Other mineral outputs include manganese ore and industrial diamonds.
Manufacturing and services make a small contribution to the economy, industry
accounting for 18% of GDP in 1991 (World Bank 1992).

Although in a few rural areas mining is an important occupation, the rural economy is
almost entirely dependent on agriculture. Moving from the coast to the north, farming
practices and outputs change appreciably. Except for the extreme northeast, agriculture
is based on a rotational system in which land is cropped for two or three years and then
abandoned for from four to seven years, in order to allow it to regenerate. Thus rural
settlements form scattered nuclei surrounded by land that is either under crops or
undergoing regeneration. When cocoa or other tree crops are grown, however,
cultivation is usually continuous or permanent. In the extreme Northeast where
settlements consist of isolated compound houses, each surrounded by its own farm

continuous cropping is commonly practised.

The coastal zone is traditionally a region of fishermen and small-scale farmers. In this
area, associated with the two rainy seasons of the south (April to June and September
to November), there are two farming seasons, the major and the minor. The main crops

grown during both farming seasons, mainly for household consumption and the local
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market, are corn, rice, tomatoes, cassava, pepper and okra. Poultry and other livestock
are also produced on a small scale. In Osuduku (the subdistrict in this zone used as the
study area in the research) sugar cane was grown on a commercial scale to supply a sugar
factory in the independence years. Large scale sugar cane farming ceased in the late 1970s

with the closure of the factory.

The forest region, which constitutes about a third of the country, is rich agricultural land.
Almost all the timber, cocoa, and a number of minor cash crops grown for export come
from this region. A large part of the foodstuffs consumed in Ghana, in particular plantain,
yams and oil palm, are also grown in this part of the country. In addition, gold and other

minerals are exploited in the forest area.

The northern savanna region, covering two-thirds of the country, has a harsh environment
partly because rainfall is low. The southern part of the savanna that adjoins the forest
zone, forms part of the disease-ridden "middle belt" of western Africa and is comparably
poor agriculture land. In the most northerly part, which is relatively free from the tsetse
fly of the middle belt is savanna vegetation that is well suited to livestock breeding. Its
light soils and the rainfall regime support the cultivation of yams and cereals. Although
agriculture is mostly of the traditional subsistence type, irrigation and mechanized
cultivation have opened prospects. Lake Volta, which extends far into the heart of the

region, serves as a reservoir of water for agricultural use.

Demography and ethnic characteristics

The population of Ghana (1984 preliminary) was 12,205,574; the estimated population
in 1994 was 16,050,000, giving the country an overall population density of about 67
persons per sq. km (about 174 per sq. mi). Since 1970, it maintained a high average
annual growth rate of about 3 percent, with females slightly in excess of males. More than
60 percent of Ghanaians are under 25 years of age, assuring that the country's high growth
rate will continue for some time. Life expectancy at birth, which in 1960 was placed at 46
years, improved considerably to nearly 55 years in the late 1980s, and in 1993 was 53.3

years for males and 57.2 years for females. Population fluctuations due to emigration
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became pronounced during the severe economic depression of the late 1970s and early
1980s.

The population of Ghana is divided into more than 50 ethnic groups. In the coastal areas,
from East to West the principal ethnic groups are the Ewe, Adangme (Adangbe), Ga,
Efutu, Fanti, Ahanta, and Nzima. Most of the urban concentrations are along the coast
in urban centres of Accra, Cape Coast, and Sekondi-Takoradi. West of the Volta, in the
forest region, are the Akan people consisting mainly of the ethnic groups Akwapim and
Kwahu in the east, the Akim in the south, the Ashanti and Brong in the centre and north,
and the Wasaw and Sefwi in the west. The Ewes predominate to the east of the Volta.
The largest ethnic groups in the northern savanna region are the Dagomba and the Guang
(Gonja), related to the Mossi people of Burkina Faso. Based on language, at least 75
different groups are recognizable. Many of these are very small, and only 10 of them are
numerically significant. The largest groups are the Akan 52.4%, Mole-Dagbani 15.8%,
Ewe 11.9% Ga-Adangme 7.8%, and Gurma 3.3%.

Nearly two-thirds of the population is Christian, about one-sixth is Muslim, and one-third
adheres to the traditional tribal religions. The indigenous religions are based on belief in
the existence of a supreme being and a number of lesser deities. They give considerable
prominence to dead ancestors, who are believed to be ever-present, capable of influencing
the course of events for the living, and can serve as intermediaries between the living and
the gods. Stemming from these beliefs are distinct attitudes and practices relating to
disease causation and cure. In particular, illness is often associated with the supernatural
powers. It is often said that the Ghanaian dreads disease and believes that disease is

almost never natural.

Causes of morbidity and mortality

Infective and parasitic diseases (particularly malaria, measles and pneumonia),
malnutrition, sickle cell, accidents and problems of the newborn are the main health
problems in Ghana. Approximately a third of all reported deaths in Ghana results from

infective and parasitic diseases. In 1984, it was estimated that sickle cell disease,
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accidents and cerebrovascular disease were responsible for 5.5%, 4.7% and 3.3%
respectively of the total days of healthy life lost (Ghana Health Assessment Project Team
1981). The national pattern of ill-health conceals geographical and urban/ rural
differences. For illustration, in 1991, circulatory disease was the major reported cause of
urban mortality, accounting for 23% of male deaths and 26% of female deaths in Accra
(Stephens ef al 1994).

This pattern of ill health has persisted in spite of high priority that successive governments
have placed on public health since independence. However geographically disproportional
declines in the magnitude of most of these health problems did occur during the 1960s
and early 1970s. For example, the infant mortality rate which was 360 per 1,000 live
births in 1915, was 143 in 1960 and had declined to 95 during the period 1978-82. By
1994 the national average infant mortality rate per 1,000 live births was 83, rural areas
having 24% higher rates than urban areas. In the mid 1970s the national maternal
mortality rate was reported to be 5-10 per 1000. It ranged from S in urban hospital
conditions to 18 in rural areas. In 1994 it was reported to be 2-3 per 1000. However
positive trends in nutritional status of the 1960's and the early 1970's have since dissipated.
Thirty per cent of children less than three years were undernourished in 1988 and this was
unchanged in 1993. The prevalence of acute under nutrition, manifested by wasting, was
12% in 1993 and represented a substantial increase since 1988 when it was 8% (Macro

International Inc 1993).

Health care providers

Ghana’s health care is provided by the government, mission, and private-for -profit
western and traditional sectors. The government health system originated from that set
up by the British Colonial Civil Service in the middle of the 19th Century, Cape Coast
hospital in Central Region being the first to be established. About the same time Christian
missions also began establishing independent not-for-profit health facilities, most famous
of the early mission facilities being Agogo Hospital founded in 1931 by the Presbyterians.
Access to health care was initially restricted to colonial administrators, officials of mining

companies, and other Europeans. Following independence existing government hospitals
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were expanded, new health posts were constructed and training of health personnel was
greatly increased. By 1981 the combined facilities of government mission and paréstatals
included 124 hospital and 230 health posts. Between 1970 and 1981 the number of
physicians increased from 667 to 1665; with similar increases also occurring among other
health workers. From 1981, however a steady decline occurred, and by 1994 the number

of medical officers and dental surgeons employed by MOH was only 659.

The church related health facilities are estimated to provide 30% of inpatient admissions
and approximately 35% of all medical care. Since 1975, following the recommendation
of the Adibo committee, the mission facilities have been formally integrated into the
government health network. They receive government subventions to support
approximately 40% of recurrent expenditures channelled through their umbrella
organization the Christian Health Association of Ghana (CHAG). CHAG has 81 member
institutions and holds regular meetings with MOH on policy and implementation issues.
Revenue from user fees is another major source of income for the majority of CHAG
facilities. In 1987 the share of health care expenditure between the government, mission
and private for profit was estimated to be 36%, 12% and 52% respectively (MOH Ghana
1995).

Except for traditional practitioners, the majority of providers are allocated in the southern
part of the country; Upper West, Upper East, Northern and Brong Ahafo regions in the
north of the country have low percentage of their populations within 8 Km of a health
facility, ranging from 13% to 45% compared to 100% in three of the southern regions
(Table 5.2). Upper Eastern and Northern Regions also have the lowest per capita

attendance of health facility rates and the lowest use of antenatal care.
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Table 5.2 Regional variations in health service provision and utilization

Percent of Pop Number of facilities | Annual attendance | Percent non
covered* /10,000 Pop per capita** antenata] ***
Greater Accra 100 0.27 0.73 6.0
Ashanti 59.0 0.33 0.68 4.7
Brongo Ahafo 33.9 0.54 0.68 10.6
Central 100 0.46 0.42 142
Eastern 65.0 0.51 0.75 3.0
Northern 13.1 0.38 0.14 42.1
Upper East 45.2 0.25 0.28 42.1
Upper West 22.7 0.46 - 42.1
Volta 100 0.60 0.32 13.6
Western 41.8 0.43 0.54 53

Notes
* within 6 km of a health facility

*x adjusted for under reporting
***  percent of birth with no prenatal care, last five years

Adapted from Smithson 1993.

Private for profit providers

Limited information is currently available on the characteristics and size of the private-for
-profit health sector in Ghana. Providers in this sector include private hospitals, doctor
or nurse practitioner clinics, maternity homes, pharmacies, chemical drug shops and a
variety of traditional healers. Soon after independence, efforts were made to promote and
develop indigenous medicine through the formation of the Ghana Psychic and Traditional
Healers’ Association and the establishment of a National Institute and Research Centre
at Nsawam to conduct research into herbal medicine. They had little impact in terms of
integrating Western and Traditional medicine. However, the ministries continued to plan
the delivery of health care services that include healers, particularly traditional birth
attendants. In the late 1970s and earlier 1980s several experimental and isolated projects

involved healers in the delivery of primary services, the best known example being the
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Danfa Comprehensive Rural Health and Family Project which trained traditional birth
attendants. Recent evidence suggests that the general population consider that the
“Western” care provided by such individual is not an acceptable substitute for that

provided by full trained health workers (Agyepong et al 1992).

The government health services

To facilitate health service management, the country is divided into areas using the same
boundaries as the administrative/political areas. Thus, there are regional health
management units responsible for supporting health districts. In 1978, following the
recommendations of a document published by the Planning Unit of the MOH, Ghana
started to implement its Primary Health Care (PHC) strategy. Decentralization,
community participation and intersectoral coordination were fundamental to the strategy.
It involved reorganising the primary level of the MOH into a three-tier district health
care system supported by secondary and tertiary referral at the regional and national
levels. The community (level A) was to provide the most basic care depending on
community health workers selected and remunerated by the local resident groups (the
“community”). These workers included the Traditional Birth Attendant (TBA) and the
Village Health Worker (VHW). The intermediate tier (level B) was to be staffed by
Community Health Nurses, or midwives and Health Inspector Assistants, responsible for
direct supervision of the first level workers. At the final tier was the District Health
Management Team (DHMT), comprising the District Medical Officer (DMOH), the
District Public Health Nurse, the District Administrator and the District Environmental
Officer. Measures taken by the MOH with some assistance from donors have ensured that
this overall strategy, with the exception of the VHW component, is now operational. The
measures included training many young doctors in public health both local and overseas
in the 1980s and the implementation of continuous programmes to strengthen managerial
capacity of DHMT s with the assistance of WHO, beginning in the Volta Region. These
measures were successful in attracting and retaining young doctors into the field of public
health, even though between 1978 and 1984 30% of Ghanaian doctors migrated overseas
soon after qualification (Arhin 1988).
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By 1980, 30 DHMTs had been formed and currently they exist in all districts. The teams
submit annual plans and budgets to the regional MOHs to be integrated into regional
budget estimates. Another of their official functions is to promote and support local
people in their district to participate in the delivery of health care in their areas. Although
level C has been successfully organized, in most districts the Level A health workers are
relatively few or absent because many programmes to train and support village health
workers were unsuccessful. In many cases this was because local residents’ groups were
unable to provide funds for their payments, and government supplies were erratic and/or
inadequate (Amuah et al 1989).

In 1988 the legal framework for decentralizing the government was enacted as local
government law PNDC law 207 (Republic of Ghana 1988). The process of
decentralization began with the creation of the current 110 districts from the original 68
and was followed by the election of district assemblies (Republic of Ghana 1987). Under
the law, the district executive committee will include a unit with the responsibility for
preparing integrated multi sector plans to be approved by the elected assembly. The
district health managing teams (DHMTs) will be integrated into the planning process of

the executive committee and will submit annual plans for the health sector.

More recently, the central level of the MOH has been reorganized or restructured to
enable it to function effectively in a decentralized national administration. As in the
preceding structure, the technical head of the ministry, the Director General for Health,
still is accountable to the politically appointed Minister for Health. However those that
report directly to the Director are fewer and are the heads of newly organized divisions
of: (1) Policy, Planning, Monitoring and Evaluation; (2) technical coordination and
research; (3) human resources’ development; (4) drugs and supplies; and (5) financing and
administration. At the regional level the ministry is headed by Regional Directors of
Health Services (RDHS). Other regional staff include the Senior Medical Officer in
Charge of Public Health (SMO-PH) and the members of the Regional health Management

Team (RHMT).
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Health financing

Although Ghana adopted the concept of Primary Health Care in 1978, financial
constraints have hampered progress (Bacon 1980; Pobee 1982; Nimo 1982). The
constraints stemmed from inadequate government budget allocations to the public health
sector, and inefficiency in financial management and allocation. The per capita
expenditure dropped in real terms from ¢63.6 to c8.3 between 1978-1983. Investments
in the health sector accounted for only 3.6 per cent of the Public Investment Programme
in 1986-88. The decline in real health care expenditure was born both by the patients and
Ministry of Health employees (monthly salaries declined by 69.4 percent between 1978-
1983 and in addition to official nominal hospital and clinic fees patients paid high informal
charges). In 1989, following the initial success of the economic recovery programme, the
Ministry of Health received 11 percent of the government recurrent budget, presenting
29% increase in its budget in real terms. However this rate of growth in the budget did

not continue and the annual rate of growth for subsequent years was lower.

During the times of fiscal crisis, especially during the late 1970s and early 1980s, the non-
wage expenditure bore most of the cuts mainly because reductions in wage expenditure
require retrenchment of personnel. Personal emoluments as a percentage of total
recurrent expenditure increased from just over 40% in 1975 to 62% in 1985, reducing
non-wage expenditure from 60% to 38% during this period. With the recovery of
recurrent expenditure on health during the mid to late 1980s, non-wage expenditure
increased marginally as a percentage of total expenditure (excluding subventions) reaching

48% and 41% in 1990 and 1991 respectively (Smithson 1993).

In 1992, 66% of the non personnel budget was designated to remain under the control
of the central administration, mostly for the purchase of drugs and supplies. Eighty
percent was allocated to the two teaching hospitals and 25% was earmarked for the 10
regional health administrations. Districts receive their budgets from the regional
allocations, typically amounting to about 40% of the region’s total. Thus the resources

that reached the districts were puny, approximately 10% of the total non-personal MOH
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budget and it is only in recent years that they have had some control of these resources

through the decentralization process.

Decentralization

Decentralization in the MOH has lead to gradual transfer of decision making power and
the control of resources from the centre to the periphery. Since 1991 the DHMTs have
had control of their designated portions of the recurrent budget allocated to the MOH,
known as the financial encumbrances (FE). In 1992 further financial autonomies were
given to districts through the introduction of imprests permitting small cash purchase to
be made. Dangme West District’s FE for 1992 was equivalent to approximately
US$11,094 and most districts received amounts of similar magnitude. The proportion of
the allocated funds available to the district has varied from year to year because spending
of these funds requires adherence to numerous regulations and there are sudden limits and
freezes imposed by the central treasury. Although this system has the advantage that
districts no longer apply to the region for the authority to spend, given the erratic nature
of disbursements of funds to the district often the revenues from user fees are more

reliable.

User fees

Public sector health service fees were introduced in 1971 through the Hospital Fee Act,
but fees were nominal and did not reflect the true cost of the services rendered. The
provision of highly subsidized government health services continued until 1983. In that
year, following the passage of a hospital bill initiated two years earlier, the government
raised the nominal hospital fees from c0.5 per day for ward admissions and first
consultation with specialists to c7.5 per day for adults and c25 respectively (Anyinam
1989) (1983 minimal daily wage = c10). The bill was based on a new fee proposal by the
MOH that was to form the foundation of a future revolving drug fund. Following
comprehensive unit costing of the Ministry's services by its planning unit in 1985, the fees
were revised; thereafter, the fee for a first visit to a specialist rose to ¢200 (1985 minimal
daily wage = ¢20). This fee schedule incorporated charges for drugs that reflected their

real cost and the institutions were instructed to retain 50% of the revenue with
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authorization to use 25% and 15% on non-capital expenditure for hospitals and health
centres respectively. These measures were taken to enable the health facilities to purchase
medical supplies, particularly drugs, on the open market when government supplies fail
within the decentralised system. Facilities were also expected to use the retained revenue
to undertake the minor repairs and maintenance required to improve the quality of their

services.

The above changes coincided with, and became part of, the government's Economic
Recovery Programme (ERP). The ERP met many of the conditions laid down by the IMF
and World Bank that were necessary for these institutions to provide credits (Loxley
1988). As part of the ERP, the MOH set a target of recovery of at least 15% of total
recurrent expenditure in 1986, 1987, and 1989 (Vogel 1987). Monitoring of the
programme indicated that by 1987, the target of recovery of 15% of recurrent budget had
been achieved at the cost of substantial declines in the utilisation of health care services.
The decline was greater and more sustained in the rural than urban areas. By January
1989 MOH health institutions had been authorized by government to retain 100% of
hospital fees collected to enable the establishment of revolving funds for the purchase of

drugs and other medical supplies.

By mid 1989, the MOH had designed a "cash and carry" system to replace the old system
whereby health institutions indented for drugs from the ministry’s medical stores. Under
the new system institutions would use their fee revenues to replenish stocks of drugs and
other medical supplies by purchasing from the Central Regional and District Medical
Stores (Hagan 1989). The stated objectives of the system were: a) to generate sufficient
funds to cover “most of the Ministry of Health’s drug and medical supply purchases”; and
b) to “ensure that health institutions order and receive the quantities of drugs and supplies
that are needed by their patients”. Some commentators concluded that the link between
user fees and drug purchases would guarantee continuous supply of drugs in the
government health sector “even if drug prices and service utilization increase” (Cassels
& Janovsky 1992). By 1992, implementation had begun in Greater Accra and in Volta
Region. The World Bank considered the cash and carry system to be an important
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measure designed to facilitate the restructuring of health financing in the country, and
therefore required the government commitment to its implementation as one of the

conditions for supporting a second health and population project.

The BI had similar objectives to the MOH’s revolving drug funds and “cash and carry”
system and consequently it was not met with enthusiasm for several reasons. The
initiative appeared to be relatively rudimentary in design with respect to the health system
above the district level where the majority of drugs were consumed. Secondly, Ghana had
already begun to implement a long term plan to stimulate public participation in local
politics and administration of all sectors through the district assembly elections and
therefore donor-led support for community involvement in health alone seemed
inappropriate. In addition BI emphasized “community involvement” whereas Ghana
experience with community funding of level A health had not been entirely successful.
Nevertheless, as a compromise with UNICEF, five districts were selected by the MOH
to implement experimental BI schemes with drugs supplied free of cost by UNICEF. It

remains unclear what the future of these schemes would be after the pilot stage.

Several health care utilization studies have shown that following the above changes and
their impacts on fee levels in Ghana, there were significant reductions in the utilization of
health services (Waddington & Enimayew 1989), as has been the case in other African
countries such as Zaire (Bethune et a/ 1989, Haddad ef al 1995), Swaziland (Yoder
1989), and Lesotho (Bennett 1989). The available evidence suggests that in the rural
areas of Ghana, the decline in utilization rates have contributed to maintaining and/or
accelerating the deteriorating health status indicators for women and children since 1983
(UNICEF 1987). In Brong Ahafo, Northern, and Upper regions where the infant and
maternal mortalities are the highest in the country, health unit attendance in 1984 were

only 64%, 66% and 23% respectively of attendances in 1982.
Demand for health care and rural household economics

Household data collected as part of the second round of the Ghana Living Standard
Survey (GLSS) indicated that the “private sector” accounted for 41% of patients for the
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country as a whole and 51% of patients in Accra (GLSS 1988). However it is unclear

what the term private sector includes in this case.

The economics unit in the rural area is the household, typically an extended family unit
which produces crops to meet food requirements and to raise cash for consumption and
investment goods. Other major sources of income for some rural households are wages
from working on the farms of other households, petty trading and transfers from members
of the extended family living in urban areas and overseas. Salaries obtained by working
within the formal sectors are generally insignificant. Although rural banks do exist in

Ghana, most households in rural areas have little or no access to loans.

Expenditure on health must be balanced against primarily that for food, education,
clothing and transport. Many rural households are nearly self sufficient with regard to
food; and funds required for education are generally predictable as are those for transport
that is not related to illness and death, permitting