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Editorials

Resources for Healthcare in Developing
Countries: Is user fees the answer?

Despite mounting healthcare needs, it is widely acknowledged that total health
expenditures (the sum of spending by the government and by private individuals on
health) in developing countries are meagre and continue to decline. The WHO
Commission on Macroeconomics and Health (CMH) has concluded that government
spending, regardless of private spending, must be at least US$ 34 per person per year
to provide essential health interventions. Yet, the CMH findings are that in countries
with annual per capita incomes of US$ 500 or less, total health spending averages 4%
of the GNP (gross national product) or US$ 20 per capita. Not only is this amount
below the CMH's required minimum spending, it is less than a sixtieth of that spent
on health in high income countries where the average total health expenditure is 6.5%
of the GNP or US$ 1300 with annual per capita incomes of US$ 20 000 or more. I

Contributions to total health spending from out-of-pocket payments, also known as
user fees (charges levied at the time of seeking healthcare, and for which payment is
usually required before receiving care), although variable, are on an average high in
almost all developing countries. Currently, in China and India, for example, the rural
poor pay out-of-pocket for approximately 85% of the total health services that they
receive.? In contrast, in Europe, where individuals have larger disposable incomes
(income not required for basic necessities such as food), the out-of-pocket share of
health expenditure averages less than 40% of the total health expenditure.

Unlike prepayment and insurance payments, user fees, by treating healthcare as
an ordinary market commodity, exacerbates concerns about healthcare prices relati ve
to income, heightens financial uncertainties (specifically the risk of immediate and
long term income reductions due to healthcare expenditure) and, in the case of the
poor, invariably erects financial barriers that delay or prevent the utilization of
needed care.' In many developing countries, tortuous histories of user fees paid to
private health providers exist; partly in response to the low quality of government-
provided health services and non-availability of the schemes for health insurance
cover. However, in recent times, user fees in public health sectors, a consequence of
government policies either to supplement or substitute low budgetary resources for
the health sector, has amplified the reach of the detrimental effects of out-of-pocket
payments. By the mid-1990s, user fees were common in several developing countries
particularly in Africa where, by 1995,28 out of37 countries studied in a World Bank
survey had introduced fee schedules in government health facilities." Ironically, in
many cases, public sector user fees were intended to improve efficiency and equity
in health systems, having been implemented as part of the structural adjustment
programmes supported by IMF (International Monetary Fund) and World Bank.
Although prima facie, the introduction or increase of user fees should increase
resources for funding the provision of, and improvement in, healthcare, such an
outcome is not supported by theoretical arguments or by empirical evidence.

Economic theories of efficiency prescribe specific approaches for allocating goods
associated with substantive externalities. (Positive or negative externalities arise
when the consumption of a commodity by one economic agent has an effect on the

. welfare of another. Examples in health include the reduced risk of infection enjoyed
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by others when a patient is treated for tuberculosis.) For optimum efficiency, goods
with externalities should be allocated in a manner that minimizes the role of price
signals through either (i) regulated and/or subsidized market-based provision, or (ii)
non-market-based public provision. An argument supporting user fee-based market
transactions for curative healthcare emerges from the assumption that the externalities
arising from curative care are low and the cost of fee collection could be kept low.'
However, such an argument seriously understates the levels of external benefits
associated with curative care in developing countries; in particular, when the spread
of infections is curtailed and productivity losses are avoided through early treatment,"

A number of supporting arguments not related to externality have also been
advanced. Specifically, user fee

1. Eliminates excesses in utilization caused by moral hazard (moral hazard occurs
when individuals, in the absence of out-of-pocket payments, lack the incentive to
take actions that reduce the probability of illness occurrence or the financial loss
associated with illness);

2. Ensures appropriate use of the 'referral' system and leads to reduction in
perceived excessive use of tertiary facilities;

3. Relaxes government budget constraints to ensure the supply of health goods and
services to enhance access of the poor, and thus equity.'

Based on the socioeconomic realities of developing countries, critical insights into
the health-seeking behaviour of individuals and households, regardless of user fees,
provide compelling counter-arguments for the above non-externality theories. These
insights include:

1.' High time costs in seeking care are incompatible with significant moral hazard
and excessive use,

2. Poor quality of primary facilities is the major determinant of inappropriate use of
tertiary referral facilities, not absence of price signals,

3. Additional health goods and services funded by user fees will primarily be purchased
by wealthier individuals leading to welfare losses, inefficiency and inequity.

Despite the efficiency and equity arguments presented in support of user fees,
mobilizing additional resources for the health sector has, in many cases, been the
major objective of user fee policies. Among the first countries in which user fees
replaced free, or virtually free, services accompanied by substantial cost recovery
targets were Ghana, Zaire and Lesotho." Several healthcare utilization studies
subsequently showed that following user fee introduction, there were significant
reductions in the utilization of health services in these countries.":" As utilization
rates directly determine net revenues (the cost of user fee collection being another
factor), ultimately, reductions in utilization caused by user fees have a negative
impact on resource mobilization efforts.

Numerous case studies also illustrate disproportionate impacts of user fees on the
poor when they seek healthcare. Study findings in this regard include perceptions
of (i) having been 'cheated' by the new cost-sharing policies in Zambia, and (ii) of
feelings of 'us' the poor versus 'them' the rich, amongst those denied access to
healthcare following market -oriented health reforms in Ghana. 10,II In Ghana and in
Punjab, for example, graduated price structures and/or exemption schemes
implemented as part of user fees and intended to enhance referrals and to ensure
access of the poor have been ineffective.I-"

The majority of the policy studies on user fees emphasize the need for a
complementary policy of quality improvements (such as enhanced essential drug
availability) to accompany this mode of cost recovery to secure increased resource
mobilization. These quality improvements are argued to lower the effective price of
healthcare by counter-balancing the increased price of user fees, thereby, raising total
utilization." Fees applied to the provisions (such as inpatient 'hotel services') rather
than to healthcare per se, have also been reported to reduce the consequences of
adverse access." Even when accompanied by some quality improvements, many
reports conclude that user fees can have severe effects on the demand for healthcare
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by the poor as they are 'priced out' of the market. 16,17 Furthermore, evidence exists
of fees encouraging inefficiency through supply-induced demand and poly-pharmacy,
particularly when the revenue is retained by the collecting health facility.lv"

Recent literature, while contending that cost recovery from user fees as a
percentage of recurrent non-salary costs (particularly drug costs) is increasing, fails
to show that as a percentage of total health costs, user fee revenues are currently
high." The absence of progress seen in resource mobilization from user fees is
predictable, in part because the strategy ignores the fundamental causes of resource
scarcity in developing countries. Low health expenditures in developing countries
primarily reflect low national incomes and are aggravated by their governments'
constrained capacities to tax large rural and informal populations (developing
countries on an average obtain 14% of GNP as tax revenue compared with 31% of
GNP in high-income countries). In any meaningful effort to address both these
fundamental problems, the arguments for user fees are at best irrelevant.

Although more than a decade has passed since the introduction of user fees in
public health services, particularly in Africa, and even longer in the private sector,
recent data from developing countries emphasize the enormity of the gap between
available resources and that needed to address health problems. In most developing
countries, user fees have negatively affected utilization of health care by the poor, and
as confirmed by theoretical arguments and empirical observations, reductions in
access and utilization are at the centre of failures by user fee policies to mobilize
significant resources for the health sectors of developing countries.
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