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2ree serious health challenges confront developing countries and require 
health to remain a core issue in global development: ) many partner devel-
oping countries are not making adequate progress toward the health-related 
Millennium Development Goals (MDGs), ) large gaps in social health protec-
tion make a major contribution to impoverishment in many countries, and ) 
deficiencies in health systems increasingly impair human security not only in 
partner developing countries but also in middle- and high-income countries. 

2e centrality of health in the development agenda is reflected in the fact 
that three of the eight MDGs are health related (MDGs , , and ) and 
that G members have made substantial commitments in previous meetings. 
Nevertheless, while substantial progress is being made toward most MDGs, 
the most serious shortfalls that have emerged are clearly in human development 
and health. Despite substantial progress toward the disease-focused MDG  
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(HIV/AIDS, malaria, and other diseases), much of the developing world is 
off track to achieve the more general, and ultimately more important, MDGs 
 and  (child and maternal mortality respectively). In sub-Saharan Africa 
and South Asia, most people live in countries that are actually doing worse 
in terms of progress than before the s, despite the MDG commitments. 
Improving progress toward the health-related MDGs will require substantial 
increases in access to services and the performance of health systems, which 
is simply not possible until more effective financing policies are established in 
partner developing countries. 

2e past decade has seen growing evidence that households are likely to be 
confronted with catastrophic expenses when they are forced to pay out-of-
pocket for healthcare. Globally, more than  million people each year fall into 
poverty because of the cost of medical treatment, exacerbating and perpetuat-
ing poverty in the poorest countries. Health-related expenses remain the most 
important reason for households being pushed back below the poverty line, 
even in some of the fast-growing countries of Asia, such as China, Vietnam, 
and Bangladesh. 

2e recent increased awareness of the need to improve financial risk protec-
tion from catastrophic health expenditures has forged a convergence between 
the previously separate agendas for health and social protection. It places the 
issue of health coverage directly within Japan’s guiding framework of human 
security, and it coincides with the joint interests of EU member states to make 
social health protection a second pillar in EU strategies to strengthen health 
systems. At the same time, moving toward social health protection is central to 
the World Health Organization’s (WHO) renewed emphasis on the primary 
healthcare approach to strengthening health systems. 2is shift in attention to 
the social protection aspects of health policy also marks an alignment in global 
health policy with core motivations of social protection and solidarity that have 
always guided health financing in the G nations themselves. 

Alongside these developments, the growing interconnectedness of G 
members and partner developing countries as a result of globalization forces 
a broader view of human security that takes into account emerging transna-
tional threats to health. With the poorest economies often being the likely 
foci of future pandemics, as well as presenting new risks to global food and 
supply chains, the G countries have a keen interest in ensuring that partner 
countries adequately and effectively finance core public health functions in 
their health systems. 
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Progress to date

2e G has responded to the health-related MDGs in the past decade by com-
mitting significant new resources for health sectors in developing countries. 
Since the  Monterey Summit, external financing flows for health have 
been scaled up from both official partners and private sources, especially for 
HIV/AIDS and maternal and child health. Partner developing countries have 
also increased domestic financing, with significant increases in Africa achieved 
through a mix of fiscal expansions and increased prioritization of health in 
government budgets. Indeed, as Dr. Margaret Chan, the head of the WHO, 
observes, “health has never before seen such wealth.” 

Yet, despite this scaling up of both external aid and domestic financing, rates 
of progress toward attaining MDGs  and  have not significantly changed, 
especially in the most critical regions of sub-Saharan Africa and South Asia, 
where the recent data suggest even a slowing of progress in the years since 
 (fig. ). In no developing region has performance dramatically improved. 
Money alone has proved sufficient neither to achieve better health gains, nor 
to reduce impoverishment from catastrophic medical bills.

Figure : Progress toward MDG  by region, –
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Key reasons

There are several reasons why partner developing countries have often 
failed to improve progress toward health goals or social protection. In failed 
states, the explanation is undoubtedly the lack of any functioning health 
system and the general disruption of normal life. In these conditions, where 
we may have to accept that attaining the MDGs is not feasible, the only 
effective response will often be external humanitarian assistance, including 
donor-led delivery interventions.

In the case of other developing countries, the critical problems lie at the 
level of the health system for the most part and require concerted policies and 
action by and with partner developing countries. It is no coincidence that the 
greatest lags in progress occur with those MDGs— and —that require 
improvements at a broad level across the whole health system and which are 
not as susceptible to disease-focused interventions as is the case with MDG . 
2ere are several key reasons for this:

rise to significant shortfalls between what is achieved and what was po-
tentially feasible with the funding that was available

resulting in competition for resources and undermining national strategies 
and

health systems and potential solutions

Inadequate funding is critical, but how much is needed?

Despite the considerably higher burden of disease and ill health in develop-
ing countries, overall health spending in partner countries is significantly less 
than that in developed countries. 2e average G nation spent more than  
percent of GDP on health in , compared with  and  percent in low- and 
middle-income partner countries respectively. Even after adjusting for pur-
chasing differences, health spending in the poorest countries, at US– per 
capita, is one-thirtieth the level of that in developed countries, and less than 
US in most of the partner countries of greatest concern. 2is lower level of 
spending buys developing countries lower levels of coverage by effective health 
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 interventions. For example, in the typical developing country the average person 
is able to see a doctor only one or two times a year, while the much healthier 
citizens of G nations visit a doctor five to seven times a year on average. 
Increasing spending can clearly help to improve coverage and access. 

2e clear emphasis on increasing official development assistance (ODA) for 
health since at least  demonstrates the G’s recognition of this constraint. 
While both G and partner countries have certainly delivered in terms of in-
creased funding for health, especially in areas linked to MDGs ,  and , it 
is worth pausing and asking whether this has been enough.

2ere have been many efforts since the early s by the UN, World Bank, 
WHO, and others to answer how much financing is required either to scale 
up access to basic minimum services or to achieve some or all of the health-
related MDGs. 2eir estimates suggest that the required public and external 
financing in low-income countries ranges from US to US per capita 
(and higher in middle-income countries). In contrast, actual public spend-
ing in low-income countries is less than US, of which up to  percent, on 
average, is from external financing. 

Although further increases in external financing are needed, it has to be 
accepted that even without the current global financial crisis, achieving levels 
of US– per capita from both public and external sources in the poor-
est countries was never realistic by . Such target levels of expenditure 
represent – percent of GDP in the poorest countries, and are, on aver-
age, much higher than their overall tax revenues, implying that the shortfall 
could only be met by external flows. 2at level of external flows would, in 
most countries, present serious challenges in terms of absorption and macro-
economic stability. 

However, the likely shortfalls in funding compared with the global targets 
do not necessarily eliminate any likelihood of substantial progress toward key 
health goals. 2ere are three reasons for thinking this.

First, most of the global cost estimates appear to be overestimated, when 
estimated using actual country data. Recent efforts have responded to such 
criticism by applying methods that use country-level data. Such projects by 
the UN, UNICEF, the World Bank, and others have tended to produce much 
lower estimates on required funding, of the order of US– per capita.

In addition, current global cost estimates assume that future expansions 
in health service coverage will cost as much as current service delivery. 2is 
ignores the potential for countries to partly fund expansions in coverage by 
improvements in the technical efficiency of service delivery, i.e., by reducing the 
average unit cost of a service. 2is assumption not only runs counter to histori-
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cal experience in Organisation for Economic Co-operation and Development 
(OECD) nations, where efficiency gains have typically reduced costs, but it also 
ignores evidence of similar – percent efficiency gains in developing countries. 
Developing countries that have been able to generate such efficiency gains in the 
past have been able to expand services considerably with only modest increases 
in spending, since a  percent annual increase in efficiency implies a doubling of 
service delivery every  years without any increase in funding. Past examples 
include Botswana, which doubled service coverage during – without 
increasing health budgets as a share of GDP, and Uganda, which financed a 
tripling of service delivery during –, half through increased spending 
and half via efficiency gains. 

Finally, several low-income and lower-middle-income developing countries 
have been able to achieve universal access to basic health services and also stay 
on track to achieve their health-related MDGs, but almost all of them have 
done so by spending far less than the global targets for spending. For example, 
Sri Lanka, a low-income country, had largely achieved universal access by , 
with government and private spending being less than US per capita each. 
Vietnam today is well on track with similar levels of financing. 

2is suggests that even if funding does not attain currently identified global 
targets, it does not mean that countries cannot make substantial progress 
 toward the MDGs and in expanding access to health services. More attention, 
therefore, needs to be given to increasing the value obtained from current and 
future spending on health in developing countries. 

Inefficient and ineffective health financing and delivery systems

2e notion that health spending is often inefficient and that more spending 
does not necessarily result in better outcomes is well known to G nations. 
For example, in the United States, health spending per capita varies more than 
three-fold across the country, and yet higher spending does not necessarily 
result in better outcomes, nor does lower spending translate into lower qual-
ity, with such centers of medical excellence as the Mayo Clinic able to deliver 
high-quality care at half the cost or less of other centers. Problems of how 
money is transformed into effective, accessible, quality healthcare are also well 
documented in many developing countries. 2ese problems of inefficiency 
fall into two types: allocative and technical. Allocative inefficiency is the sub-
optimal distribution of available public resources across the potential uses or 
programs. For example, in many developing countries, preventive health services 
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may be underfunded, while another service, such as family planning, may receive 
disproportionately more resources despite there being a similar need. 

Technical inefficiencies further impair the effectiveness of money invested 
in programs or interventions. Such inefficiencies might mean that providers 
do not use the least-cost method for delivering a service or provide the best 
quality for any given level of resources. Examples include the use of antibiotics 
when oral rehydration solution is sufficient for cases of diarrhea, procurement 
systems’ failure to purchase medicines at the lowest available prices, or an inef-
ficient mix of medicines and personnel being used to provide a service. Technical 
inefficiencies can also be due to low productivity of healthcare workers, who 
see fewer patients than they might. 2e impact of such inefficiencies can be 
large, and, in some countries, can be seen in as much as a tenfold variation in 
the unit cost of delivering similar services at different facilities. 

2e existence of such inefficiencies, and the potential they imply for im-
proving the results from health spending, have been recognized since the early 
s, for example in the World Bank’s World Development Report  and 
by the WHO Commission on Macroeconomics and Health. However, not 
much weight was placed on addressing this problem—in contrast to that of 
inadequate funding—since it was felt that not enough was known about what 
actions could be taken. While this may have been a sensible strategy in the 
s, it has not been without consequence. 2e problem of inefficiency has 
largely been neglected for the past decade, with minimal efforts being made 
to understand the problem and identify possible solutions. Now that funding 
levels have improved, and the variation in the value that different countries 
achieve for their spending is even clearer, the time is long overdue focus atten-
tion on this area.

Lack of integration between health systems and vertical programs

Frustration at the difficulties of rapidly expanding health systems coverage, 
considerations about the efficiency of different approaches to delivering critical 
interventions, as well as changing priorities in health, have led to the develop-
ment of vertical health programs in many countries. However, while these 
initiatives have certainly been successful in promoting specific communicable 
diseases on the global health agenda, vertical programs have themselves created 
three major problems. First, the selective, external financing of such programs 
often leads to distortions within health systems, as better-funded vertical 
programs compete for and deprive other parts of the health system of critical 
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inputs, such as staffing. Second, vertical programs often make it harder for 
countries to effectively plan the development of an integrated health service 
delivery system, which must remain at the core of any sustainable expansion in 
overall health services coverage. 2ird, such programs may fail to benefit from 
the synergies of integrated services.

2ese problems are not new. 2e original Alma Ata Declaration of  
with its commitment to integrated health service delivery, a commitment that 
is encapsulated in the WHO concept of primary healthcare, was a reaction 
to the perception that investments in selective primary healthcare and other 
vertical interventions had undermined the development of developing country 
health sectors. In the s, the pendulum swung back, as growing frustration 
with actual progress in developing primary healthcare, and the apparent in-
ability to deal with increases in devastating and costly communicable diseases, 
led to increased investments in vertical programs. 2e G has been on both 
sides of this debate, committing to supporting overall health systems but also 
investing heavily in vertical programs through such channels as the Global 
Fund to Fight AIDS, Tuberculosis and Malaria (the Global Fund) and the US 
President’s Emergency Plan for AIDS Relief (PEPFAR). However, it is now 
readily apparent that greater focus is needed to assist countries to strengthen 
their overall health systems and integrated delivery, as the Global Fund and 
other initiatives run up against the limitations of weak health systems with 
often restricted capacity for scaling up. 2is is a significant motivation for the 
WHO’s new call to refocus on primary healthcare in its World Health Report 
 and is reflected concretely in the International Health Partnership and 
Related Initiatives (IHP+) and Providing for Health (PH) initiatives that 
stress harmonization and health system strengthening. 

Lack of information and evidence to manage health systems effectively

Inadequate information and evidence are critical constraints to improv-
ing the performance of health systems. Problems exist in two areas. First, 
health information systems in most developing countries continue to be 
weak and cannot provide health managers with the information required 
to effectively monitor and improve service delivery and financing strategies. 
Common deficiencies include ) the lack of reliable information systems, 
such as national health accounts, to track overall spending, whether it be 
public financing, external resource flows, or private spending; ) the lack 
of routine information systems to track equity in health services, which are 
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vital both to identify inequities and to develop responses; and ) the lack 
of information systems that provide managers with data to understand 
the operational efficiency of their health services, and which can support 
improvement of overall service delivery. It must be stressed, though, that in 
most developing countries, the lack of such systems is not due to the lack of 
information tools or platforms but to the severe lack of domestic capacities 
to implement and sustain such tools. 

Second, as countries face the challenge of improving their health systems 
and financing strategies, we often know which countries have done well and 
might be good models for emulation, but we know far less about the operational 
details of how they did it. Such a lack of easily accessible knowledge about best 
practices in financing and delivery, and the lack of mechanisms to share such 
knowledge among developing countries, mean that good performance is rarely 
shared and learned from. 

T I  H F 
P

2e half-way mark in the -year timeframe for achieving the MDGs, which 
began in , has already passed. Yet, it is hard to demonstrate that increased 
investments in partner countries have accelerated progress toward MDGs  
and . Even after allowing for the fact that HIV/AIDS seriously slowed or 
reversed health gains in Africa, progress in other regions has not appreciably 
improved, and in some it has even slowed (fig. ).

Money is essential for delivering healthcare, but it alone does not translate 
into better health or effective risk protection. In developing countries, as in 
the G, there is little, if any, relationship between the amount that countries 
spend and health outcomes, or indeed, between total spending and risk 
protection. In the coming years, the fiscal pressures facing G members 
and partner developing countries will be severe. It will require significant 
efforts to increase expenditures for health, but there will be constraints on 
how much spending can be further increased. In this context, and given what 
we already know about the often poor correlation between total spending 
and health outcomes, it is critical to complement the G focus on increasing 
spending with an emphasis on improving the value of health spending in 
partner health systems.

Health financing is the most important control knob that policymakers have 
to influence the operation of a health system. Health financing includes not 
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only the processes that mobilize funding but also how funds are channeled and 
applied to obtain health services. Other than the need for more money, there is 
broad consensus among technical agencies and experts that developing countries 
face three key challenges in their health financing strategies: 

. how best to expand risk pooling
. how to improve efficiency in the use of resources and
. how to ensure access of the poor to needed services

2e first challenge is shifting from out-of-pocket financing to public or private 
pooling arrangements that ensure effective financial protection and coverage. 
Out-of-pocket payments remain a dominant source of healthcare financing 
in developing countries, accounting for – percent of total health spend-
ing in the poorest countries. Large out-of-pocket payments to obtain needed 
care often impoverish households. 2e global evidence shows that the extent 
to which households face such catastrophic expenses is directly related to the 
extent to which health systems rely on out-of-pocket financing. Without 
significant risk pooling, developing countries are unable to prevent a high 
incidence of financial catastrophe associated with sickness or achieve basic 
social protection objectives. 

2e second challenge countries face is ensuring that financing mechanisms 
support better allocation and use of inputs. When provision is direct, govern-
ments can simply plan the allocation of resources, but whether the allocation 
of resources is efficient and equitable cannot be guaranteed. When provision 
is indirect, in the sense that governments purchase services from independent 
providers—as can occur in insurance-based systems—the allocation of re-
sources depends on how providers are paid and on what basis. How resource 
allocation is linked to financing and the details of actual implementation matter 
for the overall efficiency of the health system.

2e third challenge is expanding access by the poor to needed and effective 
medical services, which are critical to health improvements. In most countries, 
the poor lack adequate access, either because they cannot overcome the finan-
cial barriers or because funding fails to bring services close to them. Unless 
this gap is addressed, overall health indicators will not improve substantially. 
Whether they are public sector user fees or payments made to private provid-
ers, out-of-pocket payments are significant barriers to health improvement. 
2ey discourage use and reduce coverage of available preventive and personal 
curative services, both of which are needed to improve health outcomes. A 
principal justification for removing public sector user fees is that it provides a 



69

Strengthening Health Financing

free alternative to private provision, thus expanding the availability of services 
that are affordable to the poor. Recent work in Africa has shown how even 
small payments associated with the social marketing of mosquito nets reduce 
uptake and make such social marketing investments far less cost-effective than 
free public distribution. By increasing utilization of critical services, abolition 
of user fees can also improve their cost-efficiency.

Health financing policies in partner countries thus must serve three key 
functions:

. Revenue collection—2is refers to how funds are mobilized, e.g., general 
revenue taxation, social health insurance (SHI), out-of-pocket payments, 
etc. 2is determines the overall level of funds mobilized and how sustain-
able these levels are. In general, revenue collection capacity depends on a 
country’s economic and institutional development, which is least in the 
poorest countries

. Risk pooling—This is critical for financial protection. It depends on 
the ability to prepay and share across the population the expenses 
involved in medical treatment. Both tax and insurance financing can 
serve this function, but, as with revenue collection, country capacity 
for risk pooling increases with income, with capacity being weakest 
in the poorest countries

. Resource allocation and purchasing—2is involves how resources are 
allocated to inputs, services, and patients and how providers are paid. 
When provision is directly organized through government-operated 
services, it can be difficult to ensure efficient allocation. Yet, when pro-
vision is indirect through purchasing, it requires a minimum degree of 
government capacity to do effectively, and this is more likely to be lacking 
in the poorest countries

Strengthening policies for health financing is critical for partner developing 
countries. Failure to do so continues to be the main constraint, preventing the 
realization of better outcomes from current investments. Where developing 
countries have put effective policies in place, they have been able to achieve uni-
versal coverage, effective risk protection, and sustained improvement in health 
outcomes, and they often do so at below-average levels of expenditure.
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What financing options do developing countries have?

In practice, there are only four different financing methods available to countries 
other than out-of-pocket financing and external aid: ) tax-financed national 
health services (NHS), ) SHI, ) community health insurance, and ) private 
or voluntary insurance.

2e first two—tax-funded NHS and SHI—are the predominant forms 
in G nations with the exception of the United States, where private health 
insurance plays a major role. 2e problem for developing countries is to know 
which methods to use and how to implement them effectively in order to 
expand risk pooling, ensure access for the poor, and maximize efficiency in 
use of resources.

Tax-financed national health services

Tax-financed NHS are the most common strategy that developing countries 
have adopted. In this, public revenue collection is through general revenue taxa-
tion, with the funds directly financing government-operated healthcare services, 
which are made available to the whole population on a universal basis at zero 
or minimal price. 2e approach integrates public financing and provision. 

Tax financing has many advantages. First, it achieves the highest degree of 
risk pooling and has proved the most equitable in being able to distribute costs 
most fairly across the whole population. Second, taxation offers a broader 
revenue base than social insurance and one less likely to act as a disincentive for 
formal sector job creation. In poor countries, while most people cannot make 
significant insurance contributions, almost all of their governments are still 
able to raise taxes. 2ird, a key selling point is that it makes services available 
for free, thus eliminating financial barriers to access.

Unfortunately, most developing countries that rely on this approach fail to 
achieve equitable access to health services and adequate risk protection. Despite 
the promise of universality, in many countries the rich capture the available public 
services, leaving the poor without access. Such public systems often operate with 
great inefficiency, resulting in low quality and inadequate, unresponsive provi-
sion. However, as in G nations, there is no empirical evidence that public sector 
provision is any more inefficient than the alternative private provision.
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Nevertheless, several countries at all income levels successfully use the tax-
financed NHS mechanism to provide the poor with access to services and ef-
fective risk protection. Examples include Sri Lanka, Kerala in India, Honduras, 
Malaysia, Botswana, and many Caribbean and Pacific Island states. Most do 
so at low cost, with government health spending being less than average, and 
less than – percent of GDP. Most are also exceptional health performers, 
on track to achieve their health-related MDGs. However, it is important to 
appreciate that these are not replicas of the NHS systems found in G nations, 
such as the UK, where the public sector provides almost all services. All of these 
developing countries have privately financed private health sectors accounting 
for a substantial – percent of overall financing and provision. Unlike G 
nations, these poor countries cannot afford to allocate the level of tax revenues 
(– percent of GDP) that is necessary to ensure that almost all service provi-
sion is publicly financed. So their ability to manage their public-private mix in 
financing and delivery is critical. Unlike other poor countries, they manage to 
use the public system to reach the poor, while persuading the rich to self-pay 
for private services. Among high-income economies, Hong Kong SAR (China) 
and Cyprus provide comparable cases.

Crucially, the only low-income countries that have been able to ensure uni-
versal and pro-poor access to health services, and which are able to ensure 
effective risk protection, all employ this tax-financed, government delivery 
approach complemented by private financing and provision. Unfortunately, 
there is only limited understanding of what these best practice countries do 
differently to be so successful and what lessons they can give to others. Abolition 
of user fees might be one element, but we do not fully understand how they 
are able to deliver services efficiently so as to meet the inevitable increases in 
patient demand, which have challenged African countries that have recently 
abolished fees. Similarly, most do not means-test access to services, but we 
do not fully understand how they are able to ensure that public services serve 
mostly the poor.

Social health insurance

SHI is the main financing method in many developing countries, particularly 
middle-income ones. It involves the mandatory collection of contributions 
from designated segments of the population (typically through payroll taxes), 
and pooling of these contributions in independent funds that pay for ser-
vices on behalf of the insured. In the classic SHI model, which originated in 



Global Action for Health System Strengthening

72

Germany, there is an explicit link between making contributions and the right 
to benefits. SHI can achieve significant risk pooling and equitably distribute 
the burden of payments between rich and poor, but not as much as general 
revenue taxation.

Many middle-income countries have successfully used SHI to achieve uni-
versal access and effective risk protection. However, although often seen as a 
solution to failed tax-financed NHS systems, it has proven much harder to 
implement in the setting of low-income countries. To date, no country whose 
income is below US, per capita has been able to achieve universal ac-
cess to healthcare services through SHI. 2e central problem is that in poor 
economies with small formal sectors, SHI premiums are much harder to collect 
than general revenue taxes. Effective premium collection also requires a high 
degree of state capacity, (government technical and administrative capability), 
which tends to be most limited in low-income countries. Consequently, most 
developing countries have not been able to extend SHI coverage to the informal 
sector and rural populations.

Nonetheless, a few poorer countries have had significant success in extending 
social insurance coverage despite having large informal sectors. None of them 
follow the classic SHI model, where insurance coverage is linked to insurance 
payments. All of them deviate by employing substantial tax monies to fund their 
SHI schemes and by extending insurance coverage mostly on a noncontributory 
basis. For example, both Mongolia and 2ailand extended coverage with SHI 
to – percent of their population, but in order to finance the majority of 
the population who were outside the formal sector,  percent or more of the 
insurance fund comes from general revenue taxes. In both cases, increases in 
taxation were necessary. In Mongolia, these allocations could not be sustained 
and coverage fell, illustrating how difficult it is for poor countries to use SHI 
when their tax base is small. It is also worth noting that both countries have 
largely used the expanded SHI schemes to pay for public provision, suggesting 
that public provision can still play an important role under SHI. 

Currently, some low-income countries, such as Ghana and Rwanda, are 
attempting to use SHI to achieve universal coverage. However, none have 
been able to raise coverage levels to over  percent. We do not know enough 
about the limitations they face or how well coverage actually benefits the poor. 
Countries such as these need much more information than we currently have 
on how other best-practice countries with small formal sectors succeeded in 
achieving universal SHI coverage. 
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Community-based health insurance

Community-based health insurance (CBHI) differs from SHI in that it in-
volves voluntary membership and is controlled by community organizations 
rather than state agencies. Although CBHI was once important in some G 
nations (i.e., Germany and Japan) where it preceded the establishment of 
SHI, it is not used today by any developed country and is only found in the 
poorest countries. 

CBHI takes diverse forms, but it typically operates where those in the in-
formal sector incur out-of-pocket costs in order to obtain healthcare, and they 
lack access to other insurance. Evaluations by the World Bank, the International 
Labour Organization, and others conclude that in low-income settings CBHI 
schemes make only modest contributions to overall coverage and only as a 
complement to other formal schemes. With the exceptions of China and a 
few schemes in India, CBHI has not proven able to cover large numbers of 
people (coverage rarely exceeds  percent of the population) or reach the very 
poor. 2e main reasons are that the voluntary contributions of poor people 
are usually insufficient to fund the required levels of coverage, the risk pooling 
provided is inadequate, and scaling up such informal arrangements proves to 
be difficult. 

Although many continue to advocate CBHI as a potential stop-gap solution, 
the evidence clearly indicates that CBHI approaches are not able to scale up to 
achieve universal coverage or provide high levels of effective risk protection.

Private or voluntary health insurance

Private or “voluntary” health insurance provides some element of risk pooling, 
which can be substantial if coverage is arranged through organized employee 
groups. However, well-known problems in insurance markets of adverse se-
lection and cream-skimming severely limit its ability to cover people outside 
organized employee groups. Private insurance schemes tend to be highly 
cost-inefficient, as they incur significant administrative costs and provide few 
pressures for cost control. 2us, in G nations, private health insurance has 
never been able to extend health coverage to most people, and its main purpose 
in Europe is only to provide complementary coverage to other public schemes. 
Even in the United States, where private health insurance is most developed, 
it leaves more than  million people uncovered and is a significant factor 
behind high overall health expenditures. In developing countries, the smaller 
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formal sector and weaker financial markets generally limit coverage of private 
health insurance to less than – percent of the population, and to less than 
 percent of overall healthcare financing. Strong adverse selection effects 
usually eliminate the market for many types of coverage relevant to MDGs , 
, and , with items such as maternal care, routine outpatient treatment, and 
HIV/AIDS care often excluded. 

2ere have been frequent claims (for example in Africa in the s) that 
private insurance initiatives might provide a way to scale up healthcare coverage 
in low-income countries. Yet experience has shown that none have been able 
to surmount the basic problems that prevent private insurance from scaling 
up or being cost effective in the G setting. Currently, there are initiatives to 
support private health insurance schemes in Africa, but none have demonstrated 
the ability to scale up coverage in the poorest African countries. Indeed, one 
project in Namibia proposes to spend more than US per capita to extend 
subsidized private health insurance schemes for upper-middle-income workers, 
which does not appear to provide a cost-effective, sustainable, or equitable way 
to use scarce donor funds for extending coverage to the poor in a region where 
per capita spending on the poor is typically less than US.

What do we know to improve healthcare financing policies in 
developing countries?

In the past three decades, we have accumulated considerable knowledge 
about what works in healthcare financing in developing countries and what 
does not, to supplement what has been learned in G countries themselves. 
2ere is now broad consensus among technical experts and development 
agencies that the key to increasing coverage of health services in the poorest 
countries, and improving equity and risk protection, is to expand and rely 
on public financing. 

2e general principles by which developing countries and their donor part-
ners should improve health financing are clear:

. to improve coverage of the poor and to improve financial risk protection, 
countries must shift financing from out-of-pocket payments toward reli-
ance on public financing, involving tax financing and/or SHI

. although the ability to mobilize tax financing in the poorest countries is 
inherently limited, many countries have room to increase current levels 
and should do more to promote such funding for health 
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. increased external assistance can help, but its effectiveness depends on 
better pooling and integration with domestic sources of financing and 
better design

. if SHI is relied on to expand public spending in poor countries, it must 
be partly financed by taxation to enable coverage extension to the poor; 
given the constraints to increasing taxation in the poorest countries, this 
makes SHI less feasible in these countries

. where tax-financed NHS are the main channel for public spending, coun-
tries will need to share the burden of financing with the private  sector; yet, 
the public-private mix must be managed effectively so that public spending 
preferentially reaches the poor

. user fees for health interventions whose coverage needs to increase should be 
reduced or eliminated where possible so as to improve access by the poor

. countries should not rely on private health insurance or CBHI to expand 
coverage of the services to the poor, since experience in both G and de-
veloping countries has repeatedly shown that they are not effective

Where are the gaps in what we know?

While the broad principles are clear, we often lack detailed knowledge of how 
to achieve such improvements in actual and diverse country settings. 2ere are 
several reasons. One is that health financing has tended to suffer from conflicts 
over ideology and analytic approaches. 2e debates between market and non-
market perspectives in particular have hindered consensus formation on what 
the evidence shows. Nevertheless, there is now consensus that in the area of 
healthcare financing, a strong state role is universally needed to address inherent 
market failures in financing, and there is acceptance that market approaches 
may sometimes benefit the delivery side. 

Another reason is there has been insufficient effort to explain and learn 
from the past experience of best practices in health financing in the developing 
world. Technical experts find it easier to research and evaluate programmatic 
interventions, which lend themselves more easily to experimental methods, 
than to research and explain successes at the level of national financing systems, 
where more historical and reflective approaches are needed. Consequently, we 
know surprisingly little about what lessons can be drawn from such successes 
and how they can be applied to others. 

A third reason relates to the way in which development agencies broker global 
knowledge about what works in health financing. 2ese agencies source much 
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of this knowledge from what is generated through their own country invest-
ment and advisory activities, but because their mandates lead them to focus 
on countries with poor health financing policies, their in-house knowledge on 
best practice countries is often limited.

2ere are four areas where critical knowledge gaps have emerged:

. A few developing countries operate tax-funded, integrated health services 
alongside private provision to achieve effective and equitable coverage of 
the poor, despite limited spending. 2ey often do this without explicitly 
targeting public services. How they do this and manage the public-private 
mix needs to be better understood since it has direct relevance to the 
poorest countries with limited fiscal capacity and capabilities to use more 
sophisticated strategies.

. New public sector management has been advocated for developing coun-
tries to split purchasing from provision and to use the financing mecha-
nism as a lever to improve the performance of public services. However, 
success with this approach has been rare in poor countries, often due to 
weak institutions. Knowledge is limited on how to assess institutional 
preconditions for such reforms, how to address weaknesses, and whether 
such reforms are beneficial.

. Expansion of SHI from already established formal sector groups to the 
informal and rural sectors confronts significant challenges in many coun-
tries. Not enough is known about how successful countries tackled this in 
the past and how such expansions should be implemented so as to make 
universal coverage feasible.

. Several developing countries achieve high levels of health service coverage 
and sustain rapid improvements in health indicators despite small expen-
ditures, certainly far below currently recommended international targets. 
What explains their ability to obtain such good value from little financing 
and what role the financing system plays are not sufficiently understood. 

C   G  H 
F  G I 

2e G plays a lead role in influencing the global health agenda, and its mem-
ber countries provide crucial assistance to partner developing countries. 2e 
past decade has seen significant increases in funding for health, but the impact 
in terms of accelerated health progress has often been modest or negligible. 
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Looking forward, the G needs not only to raise support but also to work with 
partner countries to improve financing policies so as to increase the returns to 
health investments. To do this, the G faces five challenges:

. 2e G cannot impose better policies on partner countries. How does the 
G encourage countries to increase their commitment and take ownership 
of better policies?

. Donor assistance is not without limits. How should funding gaps be 
prioritized?

. Despite broad consensus on the key principles of effective health financ-
ing, the G countries themselves often contribute to policy confusion in 
developing countries. How can this be resolved?

. Vertical funds and initiatives are a key channel for external financing, 
but they often cause tensions within health systems. How can this be 
addressed?

. 2e global financial crisis will squeeze the fiscal capacity of both developed 
and developing countries. What should the response be?

Improving the policy environment in partner developing countries

World Bank and OECD work on aid effectiveness shows that health ODA is 
only effective in improving health outcomes in countries with sound policies 
and institutions. Conditionality only works if governments are committed to 
the conditions they agreed to. Donors cannot force policies, only help to design 
them, and since aid is fungible, external investments often effect little change 
in spending patterns. 

2e emergence of good policy is evidently not just a result of evidence. 
Germany did not introduce SHI, or 2ailand move toward universal coverage, 
simply because of technical analysis. Politics and political leadership also matter. 
However, national capacity to assess policy options, to adapt international and 
domestic experience, and to analyze challenges is a necessary tool to facilitate 
policy change and to extend healthcare coverage in a sustainable manner. Japan 
is a powerful reminder of this: from the late s, its capacity to assess inter-
national experiences and decide for itself what was most appropriate drove the 
establishment and design of its health system. Similarly, the United States has 
significantly expanded the policy analysis capacity available to its policymakers 
as it confronts the challenges of improving coverage and achieving better value 
for public health spending.
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For improvements in financing policy to be sustained, countries—more 
than donor partners, must be convinced that policies are desirable, and they 
must have the adequate capacity to implement those policies. Most developing 
countries lack the technical capacity to make their own assessments, which 
would also enable them to retain ownership over these choices. Consequently, 
they often mistrust or reject evidence. 2ailand is known for its recent reforms, 
but these were made possible by a sustained effort to build national capacity for 
health systems policy research. In contrast, many African countries lack even 
one qualified health financing expert, let alone institutions.

Although this gap in national capacities has been recognized, there has been 
little improvement in practice in the past decade. 2ere are a few examples of 
best practice in using ODA to build capacity, such as in the Kyrgyz Republic 
and China, but these are exceptions. In the spirit of partnership, the G needs 
to facilitate the building of in-country policy analysis capacity to complement 
its other efforts to support policies.

Prioritizing funding gaps for external assistance

Country policies and institutions matter. At the same time, it is not realistic to 
expect that all assistance should only be given to countries with good policies 
and institutions. First, countries with weak institutions are the ones that are 
most likely to fail to achieve the health-related MDGs, and thereby the most 
in need. Second, humanitarian considerations matter to the governments and 
publics of G nations, and in the case of failed or highly vulnerable states, it 
is not realistic to link assistance to the actions of the government. In stronger 
countries, the direction may be to link external assistance to performance. 
However, even this is not straightforward. 2e relationship between investment 
and outcomes is often difficult to show, so basing performance on outcomes is 
not easy. More importantly, if the performance goals that donors use are not 
related to a country’s own strategies, then this will only undermine national 
coordination and planning. 

2us, the G needs a more strategic approach to allocating external assistance. 
In the weakest, most vulnerable or failed states, humanitarian objectives must 
predominate, and direct support to health services may be required, if neces-
sary through nongovernmental providers. At the same time, in weak states, the 
key development goal of building state capacity cannot be ignored. External 
assistance to Afghanistan has often bypassed state institutions because of frus-
tration with weak capacity. Yet such policies have almost certainly  undermined 
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state development, overall aid effectiveness, and critical G interests in that 
country.

Where countries are stronger, assistance should focus on encouraging bet-
ter policy strategies and not specific programmatic objectives. 2is is best 
done through arrangements that ensure that ODA objectives are aligned with 
national plans, such as through sector-wide agreements. G nations have 
recognized this through their support for initiatives such as IHP+ and PH, 
both of which embody the principles of aid harmonization, support for country 
policies, and public financing. 2ese have the potential to significantly improve 
health financing in partner countries, and the G should substantially expand 
its support for both. 

Resolving mixed donor messages on health financing

Lack of consensus among technical experts and G members, as well as a 
consistent failure to take a systemic approach to health financing, have led the 
development community to frequently change the recommendations that it 
makes on health financing to country partners. For example, in the past three 
decades, leading agencies have advised African countries that the solutions to 
the region’s health financing problems include introducing user fees, revolv-
ing drug funds, private health insurance, and community health insurance; 
increasing taxation; removing user fees; and introducing SHI and private 
health insurance again.

Other than reducing the credibility of global evidence, these contradictions 
cause uncertainties at the country level and undermine coordination between 
donor and partner countries. 2e most serious problem is the differing inter-
pretations by G members on the choice between the SHI model and tax-
financed NHS. 2e choice between the two is a nuanced one and depends 
critically on the specific country circumstances. It is embodied in the PH 
initiative and reflected in many high-level documents issued by the OECD, 
the EU, and others, as well as in the relevant WHO resolution, which some 
G members have endorsed. However, this consensus is frequently negated 
by the practical differences that often arise between agency officials in the 
messages delivered to countries. At the same time, the general consensus 
on public financing that has been achieved by most experts and is reflected in 
international consensus documents has not translated well into clear policy 
commitments. So, for example, although the G countries have committed to 
supporting public financing mechanisms through PH, and several European 
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governments have committed to supporting the abolition of user fees as a first 
step, the development community continues to provide conflicting signals. 
Given the central importance of this issue, there is a role that the G should 
play in advocating a clear and robust common position, building on the con-
sensus represented by PH.

Resolving tensions between vertical initiatives and health systems

2e many vertical health initiatives, such as the Global Fund and PEPFAR, 
represent a major source of new funding for health systems. 2e tensions that 
they cause are well known. Although new initiatives, such as IHP+, are working 
to harmonize donor investments, these vertical initiatives will continue. One 
response to this problem has been to urge them to allocate part of their funding 
toward health system strengthening and cross-cutting activities. 

2e efforts of the Global Fund to do this are instructive. Its mandate prevents 
it from substantially changing what it can finance, but when the Global Fund 
opened up channels for health system strengthening support, actual take-up by 
countries was poor. 2e main reason for this appears to be weak capacity within 
countries to prepare effective proposals exploiting such new funding windows. 
2is reveals that the real issue is not that vertical funding initiatives undermine 
country planning but that the capacity of overall country planning and manage-
ment to effectively coordinate external funding flows is typically weak. 2ese 
are problems that need more attention not by such vertical initiatives but by 
those agencies whose remit is to support health system strengthening, such as 
the World Bank and the WHO. In this respect, the PH initiative can make 
an important contribution by supporting countries to better link domestic 
and external financing.

$e implications of the emerging global financial crisis

2e current financial crisis will lead to severe pressures on the budgets of both 
developed and developing country partners. In the past, this has resulted in 
reductions in ODA from developed countries and reductions in public spending 
by developing countries. 2ere will be temptations to use policy to shift the 
burden of health financing back to private sources and to cut back on support to 
the poorest countries. Is this the appropriate and inevitable response this time? 
2e lessons of the past, as well as pragmatic considerations, suggest not.
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First, past experience in both developed and developing countries clearly 
shows that at times of severe economic slowdown, the poorest people are least 
able to fall back on private resources in order to meet health and social needs. 
2is was the case in countries as diverse as Japan and Sri Lanka in the early 
s and in 2ailand and Indonesia following the – currency crisis. In 
each instance, recognition of the failure of private mechanisms led to stronger 
national commitments to use public financing for health. Such situations indeed 
provide the rare political opportunities to expand social protection (as it did in 
the United States in the s), and donor countries would do well to support 
developing countries in doing this. Second, as the global economy slows, both 
developed and developing nations must respond to the International Monetary 
Fund’s call to take concerted action to increase domestic consumption. 2e 
G countries have an interest in encouraging policies that boost consumption 
at lowest fiscal cost in both developed and developing countries. Expansions 
of health coverage can represent one of the most effective fiscal multipliers to 
do this. In fact, in the case of China, a significant expansion in public spending 
on basic health services is likely to be one of the most effective ways of boosting 
domestic demand.

Finally, the G and partner developing countries have a mutual interest in 
preventing the financial crisis from leading to protectionism that reverses past 
gains in trade liberalization. A sustained recession, with its negative impacts 
on large numbers of workers, has the potential to undermine confidence in 
the global market economy and in an open trading system. It is precisely in 
this situation that investing in effective and expanded publicly financed social 
protection mechanisms, including health, to assist vulnerable groups will be 
most valuable in maintaining support for an open global economy.

R  G A

Despite substantial increases in investments in global health by G members, 
overall performance by developing country partners toward the health-related 
MDGs has not visibly accelerated. Weaknesses in health financing policies at 
the country level play a major role. More money is necessary, but improving 
the value of health spending through improvements in financing policies is also 
crucial. 2e global financial crisis has increased fiscal and credit constraints in 
both developed and developing countries and increases the vulnerability of those 
without access to health coverage. 2is increases the need for effective social 
health protection measures, strengthening moves toward universal coverage. 
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2e G should respond with three actions:

. 2e G should complement its efforts on increasing money for health 
with efforts to improve the value of health spending through support for 
better country-led health financing and systems policies. 

. 2e G should build on the existing consensus among technical experts 
with an explicit G commitment to prioritize support for country health 
financing policies that place public financing for health, in the form of tax 
financing and/or SHI, as the core of efforts to expand coverage for poor 
people and vulnerable groups in society.

. The G should invest in the ability of developing country partners to 
make better financing policies. This will require increased investments 
in building national capacity for health systems policy assessment and 
in the mechanisms to understand and share the lessons of best practice 
countries. 

Implications

2e commitment to prioritize support for country health financing policies that 
place public financing at their core recognizes that the key goal is to increase 
risk pooling and reduce financial barriers to access by the poor, if health cov-
erage and human security are to be improved. In concrete terms, this should 
translate into the following:

. Explicit support and encouragement for partner developing countries 
who wish to abolish user fees in their public sectors, recognizing that the 
abolition of user fees must be accompanied by appropriate investments 
in health systems to ensure that free services are actually available to and 
used by poor people. Such policies might start first with the provision of 
services relevant to MDGs , , and .

. Bolstering the IHP+ and PH initiatives, with directions to G coun-
tries’ aid agencies and multilateral agencies to ensure a clear and coherent 
message to partner developing countries that both taxation and SHI 
financing are recommended options but that their choice will depend 
on the specific country circumstances. 2is should reflect the global 
evidence indicating that SHI mechanisms are more feasible in middle-
income country settings, while tax-financed mechanisms have worked 
even in low-income country settings.
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Investing in country capacity to make good health financing policy choices 
recognizes that only when developing countries can take ownership over these 
decisions will the necessary country commitment be forthcoming. In concrete 
terms, this requires the following:

. Scaling up of investments to develop country capacity for health systems 
policy analysis;

. Significant investment to support partner developing countries in improv-
ing the evidence base on best practices in country financing and delivery 
that is needed to inform better policies and in a way that encourages joint 
learning; and 

. A fresh look at what has worked before in capacity building, and how 
agency practices can be improved, to avoid the lip service to capacity 
building that has unfortunately characterized past activities.

Opportunities

It would be wrong to think that the current economic climate is a bad time 
to expand the G’s commitments to improve health in developing countries. 
Indeed, it is a unique opportunity to address key challenges in health sectors. 

In past meetings, the G has laid a credible basis for addressing the health 
problems facing partner countries, demonstrated by their scaled-up external 
assistance for health and their commitments to support health system strength-
ening. More recently, the IHP+ and PH initiatives pushed by G nations, 
such as France, Germany, and the UK, justify enhanced engagement that is 
based on alignment with country-led policies, support for public financing 
to improve coverage and equity, and enhanced social health protection. Both 
initiatives also stress the importance of investing in the capacity of countries 
to assess their own progress and learn from each other’s own experience. So 
the IHP+ and PH initiatives provide an important framework to advance 
the key recommendations of this chapter. 

2e G should build on and enhance the two initiatives, by providing a 
clear message of its support for translating the principle of public financing 
for better health into increased reliance on taxation and SHI, improving the 
value of health spending, and enabling developing countries to take greater 
ownership. 2is can and should explicitly identify the progressive attainment 
of universal coverage and strengthening of social health protection as the two 
motivating goals.



Global Action for Health System Strengthening

84

At the same time, the G should challenge fears that the crisis will reduce 
available funding for health. As noted, the current financial crisis requires fis-
cal expansion, and not contraction, in both developed and developing nations. 
Instead, the crisis provides an opportunity to support increases in health 
spending that are linked to better coverage and which can strengthen health 
systems to achieve better value for their spending. In this respect, the High-Level 
Task Force on Innovative International Financing for Health Systems can play 
an important role. It can learn from past efforts to identify new ways for G 
nations to financially support health systems and capacity building, at a time 
when conventional ODA budgets may be under pressure. At the same time, 
it should recognize that the key driver for better health systems is the health 
financing policies of countries themselves and that innovative new external 
financing mechanisms will only be effective if they link to and encourage better 
domestic policies in countries.
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