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SUMMARY

Providing public health care involves many factors that are difficult to juggle. The Department of
Health has initiatives to formulate and eventually implerﬁent health care financing strategies. While
the objective is to increa_se efficiency and equity in the provision and .funding_of health care, there isa
need to have baseline figures on the parameters of the entire health care environment. Toachieve this
objective, the following parameters of the Bealth care sector were studied: (i) the regulatory institutions,
(ii‘) ‘r_he legal mandates _of these inscicul':ions, (iii) the set of laws, executive orders, decrees, executive
orders, and regulations affecting the health care sector and (iv) self-regulatory functions of health care
institutions. |
~ To _g_a__g}_;is‘y__c'e_ _t;b_e__oqu;tive._s, this study has bé_en organized in the following manner. The regulation
of manpéwer entry into the health care sectorand look at the self;regulatofy 1ole of professional medical
associationsisexamined. Thisisfollowed byalookat the regulatioﬁ ofhealth care facilities, with special
emﬁhasis on control over hospitals. Regulation of pharmaceutical products and the Generics Act of
1998 and the regulgtio;l of Health care financing institutions are also examined. Also studied are
medicare, which is compulsory in nature, and the phbiic provided health care insurance system. The
next chapter éxaminés the péssible national government-LGU ﬂnéncing schemes for alléviating some
of the prdblems arising from the devolution of health care facilities énd capability oflocal govemment
units to finance them. Suggestions regard iné reform of the regulatory environment are made at the end

of the study.

= Regulation of Healch Care Professionals
A pamcular pomt: of view raised when this area was examined is the generally adverse effect
regulations have on the entry to the health care sector. Reﬂulatxon.s covered in this study look particu-
larly at those that take the form of schooling, licensing and certification requirements. Addltlonal
resteictions covering the substitution among closcly allied spccmlmcs such as opthalmologists and

opcomccnsts as well as limitations on the delegation of functions as from dentists to dcntal assistants.

.




In the current localhealth care environment, the migration of health care professionals overseas
is a problem that the government has taken steps to address. For this reason, this chapter alsq takesa
look at those regulations maintained either by the DOH or the other government agencies regarding
overseas employment. |

Asmentioned, it isunderstood that the regﬁlations applied increase barriers to entryin the healch
care environment. With this in mind, we chose to explore altemative institutional arrangemenss.
Héwever, these solutions must ensure fhe requisite level of professional competence while fostering a
less than restrictive environment. Some of the alternatives studied were certification requirements,

increased delegation and substitution pbssibilities and some form of taxation of overseas-bound healih
care professionals.

‘Thelook atregulationof health care professionals also examined the eff_ect of professional medical
associations. Such associations also play a role in limiting entry and competition as well as creating
segmentation in the health care market and expanding demand for their-services.

Regulations, however, result in a tradeoff between cost and quality. While the regulations assure
the quality, it ine\_/itably raises -the cost and as such the access to a_fforhdable health care services. An
alternative is certification. This means replacing sbme entry requirements with certification schemes
that wili assure the consuming public ofa certa{n level of service without necessarily raising the cost to
the same extent as regulations.

Other directions that may be taken involve doing away with the: AMPC quota, increasing the
scope of substitution and del__egation among clo-sely allied specialists, allowing market forces greater play
in determining division of labor, and imposition of a brain drain tax. Participation of associations cf
health care p‘rofessionals to raise awarencss of particular ailments or just to “prolong” the lives of the

general public mayalso beitaken as efforts to increase their revenue streams by providing such a service.




|

Regulation of Health Care Facilities
Just as in the case of the health care professionals, regulations governing health care facilities also
exist. Major emphasis was placed on hospitals. The regulations affecting hospitals are essentially two
kincis: those affecting costs (through various standards requirements) and those affecting revenucs.
While there exist numerous regulations to ensure that standards are mainrained among hospitals,
aquick look at the Depftmenﬁ of Health’s (DOH) budget would reveal that budgetary allocations would
poiﬁt to a relatively lov_Q priority for the'enforcement of thé said standards.
Likewise, regulations and activities such as competition from germment hospitals, bedspace for
indigent patiénts, non-deposit rule,-am'i taxation on hospital revenue, all impinée upon the potential
revenue of hospitals.. The significant prése_ncé of the public sector in the BOSpital care provision, is
enough to prOvide the competitiveness of private hospitals. Additionally, all private hospitals are
treated as corporate institutions. As such they are all taxed the usual corporate rate of 35 percent.
In this environment the problem of trade off between quality and lower health care costs brings
- to fore the question of the cost effectiveness of these regulations. Furthermore, the enforcement of the
regulations themselves require a éost- that affect not only the hospitél but ability of the DOH, for
example, to enforce the regulationé.
A pos'sibility is to have a mechanism for self-regulation that follows the sort of certification scheme
* practiced by the professional medic‘;al_ societies. Failure to obtain the accreditation \(/ill not force the
hospital tostop fun‘ctioning. ‘Market forces will determine ultimately the financial effect on the hospital

for its non-accreditation.

Regulation of Drugs, Equipment and Supplies
As in the case of the health care professionals and health care facilities, drugs, equipment, and
supplies are likewise regulated. Again, these regulations have an cffect on the quality and quantity of

the supply provided.




The registration and testing of a pharmaceutical product is often viewed as a time consuming
activity. Furthermore, there is usually a lag berween the time the drug is known to have been developed
to the time of its release to the public. Of course the general health of the consuming public is the most
‘common reason cited by this time lag.

With the implementation of the Generics Act, the question now raised is the effect of incentives
provided by law as well as the effect of the law itself on drug prices.
| Altemative$ are offered that will address the informatior; assymetry between the physician/drug
company and con.spmér that will offer the consumer the possibility to make an affordable selection.
Regulatidns_ may be enforced to adaress this informat@on assymetry.

. Ontheother hand, patents on pharmace-utical products, or t_he local patent market in general, is
not yet fully developed. As a result, several instances of sidestepping patent or copyright laws are
common although this may be curbed by international agreements.

Asfar as tariffs on medical equipmentand supplies, the impact_ raises cost to the producer of health
care and to the consumer of health care resulting in less health care services. on the other hand,
pharmaceuticals generally face no non-tariff measures, with the exceptions of penicillin and its

derivatives which face quantitative restrictions.

Regulation of Health Care Financing
Of particular interest in this section is the regulatory environment surrounding market mecha-
nisms of contingent finanég of health care, i.e. of insurance and pre-paid health plans.
| Asinthe case of pharmaceuticals, there is an assymetry of informationas to the availability of such
plans. However, in most cases, the consumer will naturﬁlfy seek the provider who can deliver the best
solution. Nonetheless, futther studies should be conducted on having different compulsory packages,
and legislation should be flexible enough to accomodate possible changes in the minimum mandatory

package of benefits as a result of these studies.




Still other issues should be considered. Among some of the shortcomings of the study covered by
this section are the following: Medicare does not actually represent universal coverage, possible market
powér of insurers and HMOs; and possible undertreatment of HMOs. With a wide sector for coverage,
including both the formal and informal sectors, the relatively large population outside the formal sector,
the non»universaliry of the coverage raises several apparent issues though not necessarily real. Of equal
concern may the »possibil‘ity that redistribution may be necessary to achieve the objectives of such

programs. However, the political acceprability of these solutions gives rise toa whole set of other issues.

Devolution
. _ngblugi_on, or.the transfer of power, fuﬁctiom, responsibilities, pfograms and projects, person-
’nel and assets, from the National Government to the Local Government Units (LGUs) seems to have
caught the DOH unprepared. ‘Those to be devolved include: provincial, municipal, and city health
offices, hospital and clinic facilities, equipment and supplies; personnel of these facilities; implemen-
tation and management of primary, secondary, and tertiary health service; records, assets and respon-
sibilities corresponding to the listed devolved facilities, personnél and functions; and, public health
programs on primary health care, maternal and child health care, dental health, nutrition, family
planning, environmental health, and communicable ar_ld non-communicable disease control.
| Many of the problemsarising frorﬁ devolution is the “mismatch” between the IRA share that some
LGUS receive and the cost of devolved health care services that they had to absorb.
Nonefheless. initiati}_(es“are beihg undertaken to address the problems arising from devolution.
“Involvement includes the DOH itself, efforts from Congress, and the efforts of other institutions.
While the rescarchers support the efforts of devolution, a serious assessment of the fiscal position

should be undertaken. Grants is one solution for the problems created by devolution:




Conclusions and Policy Recommendations

As a result o"f the study, the following steps are recommended:

1. For Health Care Manpower': The implementation of a certification schem_e to supplement
current schooling and licensing requirements. Additionally, the removal of enrollment quotas
to increase competition among medical schools.

2. ForHealth Care Facilities: The self—regulafion of the facilities as a certification scheme with the
DOH providing AgraAnts to the pr'ivate hospital association to shoulder part of the cost of inspec-
ti@ and monitoring. Alsosome form of subsidy for the charity ward patients or emergency room
‘cafe.

3. For Pharmaceuticals: The DOH has to provide more resources for drug testing and registration
to avoid long delays in the procedure. But decisions on inteilectual property rights may render
all these discussions moot and academic.

4. For Health Care Financing: "A number of policies are recommended in the presence of politi-

cal will. However, more additional studies and wider ranging policies are needed to better under-

stand this segment.
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The Regularory Enviroament in the Health Care Sector

INTRODUCTION
Part of the Department of Health’s initiatives in the heélth sector include the formulation and -
éventual implementation of a health care ﬂnanci_r_xg /strategy. - The overall objective is to increase
| efficiency and equify in the provision and funding of health care. The apprOpriateness of the planned
; refoﬁﬁ package depends on, among other dmiﬁgs; the legél aﬁd regulatory environﬁ\ent in which the
package will be putin place: The regulatory envnronment may generate a set of inceritives and resource
ﬂows that, in part or in whole, runs counter to the requ;rements of the package of reforms. Those who
are in chzu_‘ge o_f shaping the reform package n_eed to be provided with research' input on the nature of
“this environment. ;This study aims to provide‘ the much needed baséliﬁe information on the legal and
reéulétory environment affecting the'healtl'; care sector. The paper’s objective is to provide both a
description of the current regulatory environment affecting the health care industry and a framework
for analyzing the impact of the legal environment on the industry, It will provide baseline information
- oh the fcﬂlowing parameters of the heali:h care environmeﬁt, if)/the regulatory institutions; (ii) the Iecal
mandates of these institutions, (iii) the set of laws, executive orders, decrees and regulatlons that affect
- the health care sector and (iv) self-regulatory functxon.s of health care institutions. This Study will
provide an analysis of how thelcurre‘nt _legal and regulacory environment affects i mcentwes, the supply

ot health care products, facilities and manpower, the efficiency of resource use as well as the distribution

. of financing costs and benefits.




The Regulatory Environment in the Health Care Sector

CHAPTER ONE
Conceptual Framework

The stuay looks at the heélth care sector as an economic system. Since this sector utilizes scarce
resources in producmg the mix, of health care goods ana services for socxety, it is amenable to the type
of efﬁcnency and welfare analysxs that economlsts have utlhzed with success in other areas of social life.
| Wedo not pretend that this description is more legmmate or more valuable than that which would have
been prowded bya pubhc health practitionerora legal scholar. But cleatly any vision of what an ideal
health care system should do, an ideal towards which legnslatxon and pubhc regulatxon attempts to prod
'the system, must face the problem of achxevmg this goal with the least deadweight loss to society. At
'_ | the end of this study, we will try tosay SOmethmg about whether the health sector needsmore regulanon
or 1.'1otl and what kind of regulation is nesded. These prescriptions tend to be very broad and may besc
be seen as provokmg debates rather"than serving as detaxled courses of action. Such dertailed
recommendatxons, we think, can only be legmmately miade aft:er precise and (necessarily) quantitative

studies of costs and benefits have been performed.

‘We can characterize the health care system asa set of prices and health care p'rqducts, an allocation
of resources or inputs, public ‘sec-:tor activitygboth in provision, financing and regulati_dn of behavior of
private age_nts and a pattemn of health outcomes. The agents in tﬁis sector include govefnmer}t; owners
of resources Used in the industry: doctors, nurses, etc:; ﬁriancial institutions like health insurance -
c_orﬁpanies. And tinally, it includes consumers, who may be diffeféntiated by among other things, their
levels of income and their sq_scepcibility todifferent illnesses. The agents and institutions in this system
are primarily motivated by economic incentives. For instance, an individual thinking of attending
medical school will weigh the direct and indirect costs s of schooling and compare this with the stream

of income he wxll earnifhe undertakes the i investment in human capital. A hospxtal admxmstr‘ator in

! Not surprisingly for economist, we have argued that in many cases it needs less regula ton.
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put that we refer to as health servicé. The consumers may eu:her buy these products directly (through

The Regulatory Environment in the Health Care Secror

determining the proper mix of services will evaluate the potential netrevenues the hospital will generate
with this mixand compare it with the net revenues from choosing an alternative product or service line.
A consumer makes decisions about health care expenditures Based on a limited budget and the prices
of health care arid other commodmes Whlch provide him with satlsfactxon

However, the health care system possesses some non-market features as well. These non-market
institutions arise because of the umque features of the product being produced by the health care sector.

In cases where regulauon may be defended as an attempt to correct for market failures, the economist

is mterested in determining to whatextent regulation represents the first-best solution and whatare the

trade-offs implied by government regulation of certain segments of the health care sector. Ultimarely,

if it turns out that government intervention is indeed warranted, we want to say something about the
nature of the optimal public sector

response - that is describe the prin- ' FIGURE 1.1; Health Care Markat

ciples that should guide its design Health Care

. . Manpower -
and implementation.

Figure 1.1 shows the different :
& Health Care | / 3roam gaﬂﬂ{cﬂe o _
. e - k4 . inancing - pnsumer
institutions thatmakeup thehealth Facilidles Services [ | 1 ediacios| |

care market. Theinputsinthe pro-

duction of health care services in- Pharmaceuticals

clude health manpower (doctors,

nurses, dentists, etc.), facilities

(hospitals, c_:linics and laboratories), equipmentand pharmaceutical products. Allthese produce an out-
out-of-pocket expenses) or indirectly through health care financial intermediaries. Or the consumer
may be provided these services at a small cost by government.

As of 1988, the gross value added of private medical services was estimated to be around P 9.2
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The Regulatory Envirenment in the Health Care Sector

‘ billion.? Close to half of this was accounted for by the National Capital Region (NCR). Based on figures
" from the Philippine Hospital Association (PHA), there are about 1,159 private hospitals in the country
and 549 government hospitals (see Table 3.2). Total bed capacity is ab_ouf 56,434 for government
hospitals and 39,844 for private hospitals. Asof 1985, total sales of pharmaceutical companies reached
P 6.3 billion again with about half of this being accounted for by the NCR.? Based on the health
| manpower study by the Development Academy of the Philippines,* cumulat:ive ever registrants with the
| .f?rofessionzl Regulatory Commission (PRC) included 75;299 doctors, 31,403 dentists, 193,797 nurses,
80,951 'mid;vives, 31,770 pharmacists and 26,765 meaical technologists. Out of these totals, there are
41,429 ddqtors, 16,957 dehtists, 97,662 nurses, 39,696 midwives, 14,737 phérrnacists and 14,479
* medical technologists who rene‘wed orare pr_esently holding current IDs. As of 1987, the total amount
of healthinsurance liabilities assumed by private health insurance com‘pa_nies amountedtoP 111 billion.
Medicare benefits paid -'out in 1987 amOunted to about P 225 million. As of 1987, the budgetary
' appfopriatidr_xs for the DOH was about P 4.1 billion which represents about 2.6 % of the national

‘government’s total expenditures for that year.

Regulation of Economic Agents in the Health Care Sector
Regularion refers fq the control of certain aspects of behavior of a private entity by a public agency.
That private' entity may be a physician, a hospital, a health care insurance company, a pharmaceutical .
company, an employer, or any private citizen. The powers of t};e regula-tor may véry. It may just set
prices. Or it can require participation by gr;au_ps of individuals in programs like medicare. Or it can
construct a screening précess which must be followed by those secking entry into a p_fofession.
We can identity at least three different objects of regulation in the health care sector. The firstand

most obvious pethaps aresuppliers of health care services or products. These include health care

?From the Philippine Health Care Factbook 1990 (CRC).
3 From the Philippine Health Care Factbook 1990 (CRC).
 Development Academy of the Philippines (1993). Hedlth Manpower Profile.
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The Regulatory Envireament in the Health Care Sector

professionals - doctors, nurses, dentists, medical technologists and the like. They also cover pharma-
| ceutical products and medical equipment; health care facilities like hospitals, clinic, blood banks, etc.
The second area of reéulation is in health care financing. Here citizens are required to subscribe to this
mz;ndatory public health care insurance system and employers are required to finance part of the cost
of-insuring their employees. The; government aiso regulates private financial intermediaries in the
h-e.alth care sectorf health care insurance c';ompar_liés. Finally, there is re gula_tion of private behavior for
i)ublic health reasons. Thns include, for‘example, aban on certain marine products (such as during red
tide season)., restrictions on toba'.:co Smoking and advertising, immur;ization reqdirements, quarantine
proced.ure..s"and the like. The foéué of thisstudy will be rggu'lation of healtf\ care pro%ziders and regulation
of _heélth care financing. _A!t:h_o_ﬁgh_' régulavl‘:ior‘x. of private behaViQr for public health reasons are an
important component of the entire regulatory environment, fhey are less interesting from this particular
study’s . point of view and will not be covered.
There are four major groups of economic agents that will be the focus of this study. The first are the
health care professio'nals - ddctors,.,nurses and dentists. Second are the ownérs of health care facilities
. mainly hospitals.” Third are the providers of other major inputs such as pharmaceutica1§ and medical

equipment. Finally we have the intermediaries that specialize in health care financing.

Regulation of Health Care Professionals

The choice of entry to the health care professions depend on the costs of skill acquisition and the
anticipated revenues from practicing the profession. If the discounted value of the revenues net of the
entry cost is greater than the next best alternative, the individual will enter the profession.

The entry to the heal_th care professions is strictly regulated by government. * An important
justification fof gover__nmenf regu‘lﬁtion of entry to the health care professions is the presence of
information asymmetry. Information asymmctr‘-y occurs when consumers and producersdonot have the
same information with regards to tht.. product or scrvice being exchanged. Under. a completely

unregulated system, the consumer may be unable to tell the quality of the physician’s services because
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The Regulatory Environment in the Healdh Care Secror

um————

the cost of obfa'ming the information may be too higb. The physician, on‘ the other hand, can obtain
rents from maintaining thig imbalance or asymmetry in information sets. The market in this case docs
not p.rovide any incentives for truth-telling to occur. It may then be desicable for the govemment to
impo#e some form of control over the quality of health care providers by prescribing requirements for
entry.
" The regulation of entry into the profession by the state creates incentives for current practitioners
;:o want to limict :h_e .e.nnj-y of botential cémpetitc_)rs. They may do this by pressing for stricter schooling
and licehsing requirémeénts by the éta_te or by product differentiation through certification by associa-
tions of é:ﬁisting_ health ca_ré prbfess;xdnals. Stiéle; (1971) has given a less bénign cast to the nature of
' ;ome public sector regulation. P'r_o‘vi"dérs may a{c;tually demand regula_tion as 2 means to charge higher
prices, restrict _o_ﬁtput-, limit entry and increase its profits. Without the presence of the regulator, the
cost of collusion may be quite high.. The resources needed to coordinate the behavior of many providers,
‘ moni-tor their behavior and enforce the pricing decision of the group may représent an insurmountable
6bstac1e to the development of a cartel. Hence the presence of a regulato.r, who can control entry, fix
prices and discipline erring members, all at public funds, may bea desirable outcome for some providCrs.
There is‘then a demand for regulation by pfivate 'entcrprises. The supply of these regulatory agencies
arise frdm l'egisl'al‘:ors who are interested in obtaining political or economic support from vested interest
g1’0ups . |
Health Care Facilities
- Owners of health care facilities like hospitals are assumed to have- the objective of maximizing

prqfits. Thcy geﬁcrate revenucs from selling hdsp‘ical services to patients and incur costs from hiring
staff, prO\;iding facilitics, cqu-ipmcnt_ and other inputs. Undera complétely: unregulated system, users
of thesc chiliticé may be unable to tell the qualit}' of the hospital's services because the cost of obtaining
the information may be too high. The hospital owners can obtain rents from maintaining thisimbalance

or asymmetry in information scts.

It may then be desirable for the government to impose some form of control over the qualicy of
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services provided by these health care institutions. Regulation in this case take the form of staffing,
equipment and faoilities requirement. Only hospitals who satisfy thpse requirement.é obtain a license
fo operate. These restrictions represent an attempt to specify some minimum standard of health care
prowsnon by hospitals. I—Iowever, they do so by locking hospitals into input combinations that may not
be consistent with the minimum cost setof i lnputs |

Other types of requirements on hospttals such as setting aside charlty wards, the no deposit rule

for emerge_ncy cases, etc. - tum, not on any presumed market fallure, but on equity considerations.

Pharmaceuticals and Medical Equipment Providers

Thg pharmaceutical indpstry is characterized b); ':hg fast pace of product innovation. Most
-pharmaceutical companies invest heavily in research and developr'r;en.t to produce new and more
éfﬁcapious medical products. One important consequepce. of this is that phafm’aceutical firms can
develop market pO\.Vel' in certain products or lines of produots-thrOugh successful R & D. This marker -
poWer can.b'e pr'otected by patents or simply by better research. The firm will investin the development
of new products lf the expected return (expected sales less the cost of product development as a
proportion of the cost of deveIOpment) equals the market rate of retum plus some nsk premium.

The stream of new products that emanate from the pharmaceutxcal mdustry and the (perhaps
temporary) monopoly power that ﬂrms who produce these innovations can acqmre tend to invite
lgovernment pegulatnon. This tcnds to take two forms. One form of government control is the testing
and lfcénsing of the neQ pharmaceutical products to ensure that they represent safe and effective
treatments. The other form of regulation attempts to control monopoly powelr,-commonly through
pricing festrictions, but sometimes by eroding the firm’s ability to differentiate their products through
fhe use of generic names.

Both types of regulations tend to lower ;hc expected return from product developfncht. Product
testing iocrcascé the risk that the new product dcvel‘opcd by the firm may not be approved for sale.
Generic branding may reduce the price that firms cao ‘cha,rgc on thcir.products since consumers no

longer are able to discem significant therapeutic differences among the products of different firms.
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Health Care Financing Institutions

Private pr_oviders; of health care insurance are assumed to want to maximize their expected proﬂts.
Their reveénues come from premiums charged purchasers of insurance while th_eir expected costs are the
averagé payments for the treatment of the il lnesses of those who have purchased their contracts. Buyers |
>f health care insurance contracts on the other hand are assumed to maximize their expected utility.
The uncértqinty here arises because the occurrence of a disease or of an accident is a random variable.
E;Ieﬁce, these buyers do not know for sure at what time they may experience an increase in expenditures
to cover the cbst of _théir treatment and how much income they have to forégo during the duration of
their illness. |
" If insurance markets are complete, each individual can calculate the probability of this adverse
health outcome and burchase 'the-apprOpriate insurance contract to meet this contingency. However,
insurance mérkets tend to be characterized by problems of both moral hazard and adverse selection
which limit both tixe scope of cov.erage and the breadth of participa-tion in private insurance markets.

- Moral hazard reféts‘to the perverse change in incentives faced by individuals once they are able to
purchase insurance contracts. While an individual isstill uncovered by health i:xsumnée, he has strong
incentives to take care of his health and to take Iprevcautions,against ac"cidents. Once he is insured
ho;v.ever, he can afford to be less careful since in the event of an illness o an accident, the insurance
company will pay for his treatment. Because o.f.this, almost all insurance 'contrac‘ts have copayment
features or provide only limited coverage:

Adverse selection arises l?ccausc individualsdemanding health insurance may vary in their inherent
riski.ness. There are likeiy to be costs in screening those who- demand insurance coverage so insurance
providers will never be able to correctly assess everyone’s inherent riskiness. Even individuals who are
obscrvationally the same may turn out to have different risk characteristics. . The problem of adverse
sclection ariscé when the riskiest cases are induced to apply for insurance coverage. Any attempt by the
insurance compédy to increasc itsinsurance premium will onlydrive out gpod risks and attract the worse

cases. Because of this insurance providers may choose to deliberately exclude whole groups of people
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from covérage because itis perceived thét there is sufficient heterogeneity in the group to make it likely
that adverse selection will occur with that group.

A market-based health insurance sy;stem is then likely to be pareto-inefficient ih the face of adverse
selecti'C)n and mpral haza}'d p'»ro_blefns‘ The market outcome may result in very large groups of people
being excluded from health insurance. Mandacod health insurance may increase societal welfare above
that achieved With the market outcome aﬁd may explain why governments in frigny countries require
énd provide almost universal health inéurance.s

“Market Failure and Government Failure

Economists are generally of the mmd _digq ﬁla_r_kqt-giecennined outcomes produce the social
maximum. Hence govemment aftempté to alter the mix of products and the output level determined
by the marketplace will result in a reduction in welfare.‘ There are certain 'irﬁportant features of the
health care market though that may provide a rationale for some form of gO\‘iérmhent_ intervention. All
these features can ge;merally be swept under the rug of that convenient catchall we call “market failure.”
C_)vef the years, economists have devglopéd an understanding of these market failures and provided some
conditions under which government can intervene and what forms Qf interventions are most cost-
effective. Govgmment intervention tg provide public goods, to correct for e.xtemélities through an™
. aplﬁropriate té:(/subsidy’ scheme, or rééulaté monopc;lies through m.'argvi'nél cost (MC) pricing increases
society’s welfafe. However, when the mérkér ‘failure.arises from moral hazard, adverse selection, or
generally from information asymmetry problems, it is not clear what form of regulation is first-best.
Hence it is iﬁportant to provide an assessment of the tradeoffs, the gains and the losses that emanate
from various types of regulations or restrictions imposed on private sector behavior. This sort of
assessment may be taken as-an attempt to guard against government failure; th:lltl in the attempt to

correct for market failure, regulation does not lead to a greater deadweighe loss for society.

3There is likely to be large cquity considerarions as well.
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Outline of the Study

Thls srudy is organized in the followmg way. In chapter 2, we examine the regulation of manpow er
entry into the health care sector and look at the self-regulatory role of professional medical associations.
Inchapter 3 we tum to the regulauon of health care lQClll[leS, wnth spec:al emphasis on the control over
hospltals. nchapter 4, we look at regulatnon of pharmaceutical products and the Generics Act of 1988.
ln chapter5,we tackle regulation of health carefinancing institutions- -health care insurance companies
as well as HMOs The chapter also taLes alook at medicare asa cornpulsory and public provided health
care msurance system " The passage of the Local Government Code spells some adjustment problems
for the DOH regarding devolution of health care facilities and the capabxhw of local government units
to finance them. So-chapter 6 exarines possible r)a'_t'iq_na__l govl—:r_nmgnt—l—.GU financing schemes for
allévlafing some of these problems. Finally chapter 7 offers a number of sxlgges_tions regarding reform

of the regulatory environment.
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| CHAPTER TWO
Regulation of Health Care Professionds

In this chapter we cover the rﬁajor classes of regulations that apply to health cére professionals.
These take the form of schooling, licensing and certiﬁc;ation requirements. There are also restrictions
on substitixtibn of services among closély allied specialties, e.g., ophthalmologists and optometrists, and
| hmu:atlons onthe delegatmn of functxons such as from dentlsts to dental aides. Because of the persistent
outﬂow of health care professmnals overseas, we shall also look at. pollcxes and regulations maintained

by ezther rhe DOH or o:her government agencies regarding overseas employment.
In 6ur§iew, the most deieterious effectof rllxe regulations is to increase barriers toentry in the health
. care sector. Hence, in the text, we explore altematwe mstltuuonal arrangements that assure some level
of professmnal competence while creating a less restrictive environment. These alternative institutions
take the form of cei"ti_ﬁcacion requirements, increasing delegation and substitution possibilities and

some form of taxation of overseas-bound health care professionals.

_ Finally we examine the activities of the professional medical associations and their role in limiting
entry and c_ompefition, creating segmentation in the health care market and expanding demand for

their services.

1. SCHOOLING I.ICE\’SING AND CERTIFICATION OF
HEALTH PROFESSIONALS
Included in health care professionals are doctors, nurses, dentists and medical technologists. The
availability of this input to t.l:c domestic health carc— sector depends on the number ofétudentﬁ adm.itted
iqto mcdial,'-nursirig or dental schools, and the 'stringency of thé schooling and examination require-

ments. The number of specialistsis further dependenton the strictness of the residency and certification

system maintained by hospitals and the professional medical associations. Finally, we have to account

for leakages to forcign labor markets.
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Regulatory Agencies: DECS and the PRC

The Department of Education,-Sports and Culture (DECS) regulatés the admission and curricular
fequireménts of medical, nursing and dental schools as well as a bost of other health care practitioners,
midwives, medical technoldgists,v’etc. The DECS also regulates the p_hysicél and staffing requirements
of these schools through its various boards - the Board of Medical Examiners, the Council of Dental
Educauon and the Board of Nursing. |

The mandate for these regulatory activities are provxded by Republic Acts 2382 (Medical Act of
1959),71 64 (the thppme Nursing Actof 1991),4419 (The Philippine Dental Actof 1965) and 5527
(M‘édical T_e'chnoloéy Act of 1969). These laws create and staffs various education boards which, in
tum,lrl)_é:_{fglfr_r};g.l}g_q:ipgrlét.ed functions. These boards are normally filled by representatives from DECS
ahd the .various professional health care associations such ‘as the Philippine Medical Association
(PMA), the .P.hilippine Nursing Association (PNA), the Philippine Dental Society (PDS), etc.
| The Board of Med-ical Education has the following functions: (1) determine and prescribe the
requirements for adrﬁissiqn into recogn\ized colleges of medicine; (2) determine and prescribe require-
ments for minimum physical facilities of collegé of medicine; (3) determine and préscribe the minimum
qualiﬁcations 6f teaching personnel, including student-teacher ratio; (4) determine and prescribe the
mlmmum requu'ed curriculum leading to the degree of Doctor of Medicine; (5) authorize and implement
expenmental medical curriculum; (6) accept applucatxon for- certification of admxssxon to medical
school and keep a register of those issucd certificates; and (7) select, determine and approve hOSplta.S
for training.

Among the functions of the Board of Nursing are the fbllowing: (1) supervise and regulate the
practicc of the nursing profession; (2) prescribe the subjects in the liccnsure examination and score and
rate the exammanon papars; (3) examine the pn.:,cnbcd facilicies of universities or colleges seeking
permission to open new nursing departments; and (4) require nurses who graduate from state colleg
and universitics to render, after being lthLJ the m.ccasary board licenscs, at least om. year of nursing

service in the Philippines before they are allowed to leave for overseas jobs. .
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The Council on Dental Education has the following functiér}:.: (1) recommend the minimum
equirements of a pre-dental course; (2) recommend the ﬁinimum requirements for the regular dental
‘ourse; (3) determine and prescribe the minimum requiren;encs for the physical plants and other
?acilitiésbf scl:hoois or colleges of de'ptistl’y; (4) dete_rrning and p.res-cribg__t_h.e minimum number and
jualifications of the teaching per&@el including the student-teacher ratio; and (5) inspect or visit
;choolé or colleges in connection with thé functions of the Council.

| The Préfessior_nal Re_éulgtion _Com_nlﬁssion (PRC), on the other hand, is in charge of the licensing
examinations and co'nStitQtes various Boafds of Examiners whiqh direct ar;'d supervise this activity.

Phy'sici‘dns To en.ter medical school, one ne‘eds' a bachelor’s degree and successful completion of the
Naﬁ_iop{a_l”!jli_ggﬁggl_ f‘.\pti_tudé.' Tes_t_ (NMAT). The ¢_x_qm_ination_ is _# mandatory test administered
nationwide to determine the medical aptitude of those who aspire to vundertak.e'the study of medicin-e:
This was first instituted in 1985 under DECS OrderNo. 52. The cut;off point foradmission prescribed
by cﬁe Bureau of Medical ‘Educatio-n is the 45th percentile. However, medical schciols'.ha"ve the
discretion to set their éwn (higher) NMAT cut-off s-core.

A medical student must complete a 4-year medical course leading toa degree in Docror of Medicine.
A ﬁyelvé-r;tonth internship, a technical traininé course Wit_h whole day and nigﬁt duties in different
departments of a hospital is uhdc_rfaken after the course work: The A'ssoc;iz-ltior_x of Philippine Medical
Colleges"(APMC) takes -chafge of _dje intern-ma;ching program where -__im;erps ére assighéd t(;' an
épproved hospital.‘ Accreditation standards are set by the Board of Medical Education. To bractice
medicine, a candidate must pass the board examination which is given twice a year for four days in the
last two weekends of February and August. To pass the examination, an examinee must obtainageneral
aver'ag_e rating of at least 75 % with no rating below 50'% in any subject. The profcssiénal medical
aséoéiatioﬁs in_turn set- up their own certifying boards to control the inflow of specialists, e.g.
cardiologist, surgeons, obstreticians, etc, Table 2.1 provides some idea about the length of training

required by various specialization. The duration varics from 2 years to a maximum of 7 years.
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TABLE 2.1

Duration of Some Selected Residency Programs _

' Field of Specialization I | .2 3 4 5 6
1. Family Medicine X x %
" 2. Internal Medicine - X x | 9x- _
A. Allergy - X X
B. Pulmonary X X
C. Diabetes X X
D. Endocrinology b X
E. Gastroenterology X b
" F. Cardiology x X
- G. Hematology x X
H. Oncology . X X
. Infectious Diseases . X X
1. Nuclear Medicine - X X
K. Nephrology X X
‘L. Rheumatism _ X X
3. Pediatrics X X x '
4. Radiology X b X
5. Rehabilitative Medicine X X X
6. Neurology x X X
1. Pathology X X X
8. General Surgery X X X X
A. Plastic & ' _
" - Reconstructive x X b X X " x
B. Orthopedic X X x X x
C. Pediatric. ~ x X x X X
D. Thoracic X X X X X
E. Urologic - P X X x X
F. Neurosurgery X P X X. X
9. Anesthesia P x X
10. Obstetrics ‘ X X X
11. Ophthalmology X X X

* Source: DAP (1993). Health Manpower: Profile and Marker Analysis.

There arc about 26 rn_caical schools in the country today. The APMC sets up. an enrollment quota

for medical schools, with the quota setring the maximum number of freshmen students that each
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qedical school can accept (see Table 2.2 for the breakdown). The enrollment quota for all medical
schools i is about 4,432. Now given that average freshmen enrollment dunng the 1980s never added up
o this total (see Table 2.3), the idea behind the quota system seem to be to preserve as many of the
medical schools as poss:ble by preventing more“desxrable” medical schqols from expanding enrollment

at the expense of the “less désirable” schools.

TABLE 2.2
Freshmen Enrollment Quota By Medical S\.hool
_—_ AGO Medical and Educational Center = 160
Angeles University Foundation. : 150
|- --Cebu Doctors College cf Medicine: - - 160
Cebu Institute of Medicine 260
‘Davao Medical School Foundation 160
“Divine Word University of Tacloban 60
DLSU-Emilio Aguinaldo College of Medicine = 200
~ Fatima Medical Science Foundation 176
Far Eastern University - 360
Iloilo Doctor’s College of Medicine 160
Lyceum Northwestern Foundation 160
© Manila Central University 210
Mindanao State University 100
Pamantasan ng Lungsod ng Maynila _ 110
‘Perpetual Help College of Medicine 176
Remedios T. Romualdez Médical Foundanon 100
‘St. Louis University -~ : - . 160
- Southwestern University 210
UE Ramon Magsaysay Memorial 360
‘University of the Philippine (Manila) NA
University of the Philippines (Leyte) NA
. University of Santo Tomas 420
~ University of Visayas : 160
" Virgen Milagrosa Educational Institute 160
West Visayas State. University 160
Xavier University . ‘ 100
. TOTAL ‘ 4,432

: Source: Health Manpower: Profile and Markct.Annlysis, 1993.
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Table 2.3 also gives figures on new licensees each year for the past three years. Anaverage of about
3,000 new physicians are licensed each year. At the same time, the country loses about 400 physicians
each year to emigration and temporary overseas employment (see Table 2.3). This represents about 15

% of new entrants.

TABLE 2.3
* Freshmen Enrollment in Medical Schools and New Licensees
Year Freshmen Enrollees New Licensees
1987-88 2,135 ' 2,553
1988-89 1,367 2,189
'1989-90 " 1,666 | - 3,911
Source: DAP (1993). - .
TABLE 2.4
Overseas Employment of Physicians_
‘Year - Emigrants : OCWs -
‘1988 - 300 ' 41
11989 . 269 © 40
1990 337 - 50
1991 . 350 _ 63
Source: DAP (1993)

Nurses The Nursing Law (RA 4704) requires a four-year collegiate education in nursing and
successﬁjl'c.ompletion of the board examination. Over the last decade about two-thirds of all enrollces
innursing couréfes were ultimatelyable tofinish Ehéir'educatioh; and of these, the proportion who passed

the board examinations was about 70 %.!

! From Health Manpower: Profile and Markat Analysis (DAP, 1vv5).
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Table 2.5 gives'ﬁgures on first-year nursing enrollment and new licensees each year for the 1986-
90 period. Freshmen nursing enrollment has éveréged about 21,000 each year while an average of about
4,500 new nurses enter the bro%essior_m. At the same time, the cbuntry lqses about 6000 nurses each year
to erﬁigration and temporary overseas employment (see Table 2.6). This number is pretty large and

-

_represents about 125 % of new entrants over the last five years.

TABLE 2.5

‘Freshmen Enrollment in Nursing Schools and New Licensees

Year . - Freshmen Er;rollees : .New Licensees
-1986-87- 20,546 - -- - 3,877
1987-88 _ 19,514 4,910
1988-8% 24,043 4,355
1989-90 2817 9,110
Source: DAP (1993).
TABLE 2.6 -
Overseas Employment of Nurses
Year Emigrants QCWs
1988 1,239 5,628
1989 1,202 5,424
1990 1,326 - 6,847
<1991 1,134 4,068

Source: DAP (1993 )

Dentists The Dental Actof 1965 requires a two-year preparatory dentistry course and then a four-

year dentistry proper course. In order to practice the profession legally, the graduate must successfully

pass the dental board examination.

Table 2.7 gives figures on first-year dental school encollment and new licensees each year for the
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1986-90 period. Freshmen enrollment has averaged about 2,700 each year while an average of about
1, 400 new dentists enter the profession. At the same time, the country loses about 220 dentists each

“year t0 emxgratxon and temporary overseas employment (see Table 2.8). This aumber is pretty

insignificant representing just about 15 % of new entrants.

TABLE 2.7
Freshmen Enrollment in Dental Schools and New Licén_sees
___ Year Freshmen Enrollees New Licensees
1986-87 ' 4,451 1,245
1987-88 2,411 1,090 -
'1988-89 ' 2,854 S 2,123
11989-90 1,090 1,267
Source: DAP (1993).
TABLE 2.8
Overseas Employment of Dentists
Year Emigrants OCWs
1988 182 _ 30
1989 - _ 202 2
- 1990 196 - 30
- 1991 . Soo196 - 17
_Sou.rcez DAP (1993). ' '

" II. WELFARE ANALYSIS OF REGULATORY ENVIRONMENT |
By raising the requirem;nts tdr entry to the medical professions, we thereby imprer the average
- quality of the medical workforce, but at the same time, we also raise the cost of medical care. For
prospective doctors, nurses, dentists, etc. to be willing to uﬁdertake the loqg and uncertain process of
~ schooling, internship, board examination and residency, the expected remuneration must be high
Ieno(xgh to equal the_réturn onan investment in the next best alternative. Ift\hese bréspc;ctive entrants

are also risk averse, then the expected remuncration must be higher than the return from the next best
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alternative, with the risk premium varying directly with the degree of risk aversion. These higher

professional fees are’ then passed on to consumers of health care.

* Certification as an Alternanve

This tradeoff between cost and quahty of the health care manpower is addressed du'ectly in the idea
of certification as an alternative. We beheve that replacmg some current entry Tegulations with
cemﬁcatlon sc'.hemes may prowde boch better information for consumers as well as af'fordable health
care. _ .

The rationale for imposing licensing and other requirements rests on the welfare loss from the
uncertamry faced by consumers of health care services regarding the capabllltxes or proﬁc:ency of
;)roducers By requiring: all health care providers to acquire a basic set of skills, this uncertainty in health
care quality is suitably diminished. The 1icensir_1g requirement however requires all prospective
sgppiiers of labor services tospend a greétér’amount of time in schdol. With entry restficted, the health
care sector also underprovides a variety of services that consurnérs would have been willing to purchase
if only these were avallable and not regulated out of existence.

. Arrow (1963) had ralsed the idea of certification as an alternative system for dealmg with the
information asymmetry issue in the health care sector The atrraction of cemﬂcatlon as a regulatory
mechanism is thal: it reduces the mformatlon asymmetry between health care prov1ders and consumers
while avondmg most of the deadwelght losses that come from imposing sngmﬁcanc costs of entry.
Basxcally, ina certification scheme, there will be no bamers toentry to the health care sector. However,
heélth é.ar_e providers will be differentiated by the certification that they will obtain from the regulator.
These certificates wi!l inform the consumer that specific providers have atrained a particular level of
tmiﬁing or proficiency. The certiﬁcatioh scheme leaves the choice about the appropriate amount of
investment in human capttal to the health care provxdcrs themselves, Health care providers are free
to sclect the niche in the care sector that they want to occupy. Therewillbea greater viriety of health

care providers giving the consumera wider range of options appropriate for his level of income and taste.
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The professional medical societies already implement certification schemes at the high end of the
,he;ld,c'are manpower ma rkelt, i.e.forspecialists. A certification scheme at the lower rungs of this ladder
may be superimposed on the current system too.
medrcal educatron in the country. It is difficult to understand, therefore, why the DECS does not

attempt to do away against these artrﬂcral rmpedrments to choice.

o Substitutlon and Delegation Restrictions
_The functions of health care profe.ssionals are defined and circumscribed by legislation, the Medical
Act of 1959 the Nursmg Act of 1991 and the Dental Act of 1965 to cite a few examples. Because
legtslatron defmes each medical profess 1onal functions, any health.car_e_ professional then that performs
funcnons not legally prescribed may be prosecuted cnrnmal
" In reality however, excess demand for t.he services of partrcular speeralrsts may provide incentives
for others with closely allied capabxlltres to perform nearly the same procedures Examples of
specralrzatrons where substitution possibilities have been felt most strongly are between medical
technologists and pathologists and between optometrists and ophthalmologists Many clinical or
laboratory analysrs are performed by medrcal technolognst.s with pathologrsts acting inasupervisory role.
However, these clmrcal reports cannot be issued by medrcal technologrsts wu:hOut the signature of a
pathologrst There are those in the medical technology profession who would like to be able to issue
clinical dragnosrs wrthout wartmg for the approval of a pathologrst The turf battle betv. een optometrists
and ophthalmologists center on the desire of the former to be able to prescribe or apply medication on
patient's during the b_rocess of diagnosis, a practice that so far has been confined to ophthalmologists.
: ln the case of physicians and nurses, there are many l'unctions suchasthe aoplication of medication
and the care of patients - that are tradrtronally delegated to nurses. The law is pretty def‘rmte about how
the linesare drawn between physicians and nurses. l'lowever, in practice, this line is lrLely to be blurred.
Everythmg being held equal, the more functlons phy51crans delegate tonurses or nurses’ aides, the higher

the supply of physician’s services that can be made available to health care users,
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To kno.w whether easing substltutiondelegation restrictions between different health care groups
is desirable, one txeeds to l<nlow how much substitution-delegation possibilities there are. Many works
onhealth rrtanpower'requitement; have employed task and time utilization tecllniques to estimate the
xaumber of health care perso_tmel for any given epidemiOlogY of disease. The health manpowe.r
. requi_remerlt is adjusted f;or the proportion of cases.teq'qiring care, norms of care, proportion required for

nc’m—patien_t care, i. €., research ar_xd teaehitxg, and the possibility of delegation and substitution. The U.
S. Gtaduate Medic_:al EdtlcationNational Advisory Council (GMENAC)‘requi_rements model provides
an idea of lxow much leeway is.given by the possibility oflidelegatiorl and substitution for different
‘speeialtiea (See Table 2.9). Itis important to note that these possibilities are estimates made by medical
“experts” and they reflect possibilities allowed by legislation, and may therefore underestimate what the
market itself would allow.

For some professions (dentists for example) or specializations (surgeons for example), thereare very
lirele substitution pOSSlbllltleS In other professmns (nurses for example) and spemalxzatlon (pediatri-
_ cians for example) the pO&SlbllltleS are sxgmﬁcant In the absence of éven rudlmentary task and time
data for the Philippines, we do not know to what extent these limits are approached here. Howev er,
the legislative tussle between local ophthalrnolognsts and optometrists seem to suggest that there are
strong market forces felt by some suppllers of health care services to overstep leglslated boundanes

There is good reason for easing leglslated fragmentation of health care ﬁmctlons among specialists
at least for closely allied specxahzatlons The argument may be framed in terms of Adam Smith’s familiar
observation that the dl_VlSlOn of labor is limited by the extent of the market. In practice though, this
greater. flexlbiliq_r may be dlfﬂcult to achieve since it entails enaeting or amending legislation with,

presumably, tremendous political pressure from traditional providers against the contemplated change.
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e
-  TABLE29
. Delegation and Substitution Possibilities
T Percentage of tasks that
Specialization can be Substituted and Delegated
PHYSICIANS
1. General Practitioners 25%:
2. 'Cardiologists N 5%
3., Pediatiicians 37%
4. Qphthélrﬁdégists
bcuiar rnorb_idi.ties A 10%
‘Blindness prevention 30%
5. Surgeons s
6. ObsUecici;n-GynécologiSt E n.s.
7. Pulmonologists/Chest Specialists
Preventive | 30%
Restorative Care -_ 15%
: 8 Psychiatrists | 16%
9. EENT. 5%
10. Rehabilitaﬁon Medicine s
NURSES
1. Minimal Care Patients 45%
2. Moderate Care Patients - 40%
3. Intensive CéreAPEtients 25% .
DENTISTS 3% to 10 %

Source: DAP (1993).
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e
e —
| TABLE 2.10
Partial List of Professional Medical Associations
1. Philippine Academy of Opthalmology and Otolaryngology.
2. Philippine Association of Plastic Surgeons, Inc.
3. Philippine College of Chest Physicians.
4. Philippine College of Physicians.
5. Philippine College of Radiology.
6.  Philippine College of Surgeons.
~ 7.. Philippine Dermatological Society.
"*8.  Philippine Heart Associarion.
9. Philippine Neurological Association.
10.  Philippine Obstetrical and Gynecological Somety
11. . Philippine Orthopedic Association, Inc.
12.  Philippine Pediatric Society, Inc.
" 7713, Philippine Psychiatric Association.
14.  Philippine Society of Allergology and Immunology
'15. * Philippine Society of Anatomists. :
16.  Philippine Society of Anesthesiologists.
17..  Philippine Society of Endocrinology and Metabolism.
18. Philippine Society of Gastroenterology.
19..  Philippine Society of Hematology and Blood Transfusion
20.  Philippine Society of Nephrology. _
'21. Philippine Society of Neurological Surgeons.”
22.  Philippine Society of Nuclear Medicine.
23.  Philippine Society of Oncology. - '
'24. - Philippine Society of Ophthalmology. -
25.  Philippine Society of Pathologists.
. 26.  Philippine Urological Association.
21. Prosthetxcs Association of the Philippines. .

Source: DAP (1'993).

Overseas Employment
Overseas 'employnient ‘of health g:ére professionals is supervised by the Philippine Overscas
Employment Administration (POEA). The POEA was created in 1982 by Executive Ozrder 797 which
merged the old Ovcrseaa Employment Development Board. (OEDB), the National Scamen Board

(NSB) and the overseas employment program of the Bureau ofEmployant Services ofthu. Dcpartmcnt
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of Labor and Employment (DOLE) ifnto a single institution.
g éurpfi singly, there are no special requirements that the POEA imposes on health care profess ionals.
TheY can be recruited by licensed agencres or through name hiring. 2 They are only required to provide

copies of their PRC card, board certificate and rating and CGFNS certificate (for U.S. bound workers).

There are tWo ways of looklng at the POEA. On the one hand, the POEA may be seen as a
govemmeﬂt monopoly that mtermedtates unnecessanly between people who wish to obtain overseas
work and forergn enployers who are looking for Phrlrpprne labor. The acrivities of the POEA will lead
(0 an amﬁmal scarcity of Philippine overseas labor. On the other hand, it could be arguied that the
exrstence of the POEA reduces substantrally the search cost of overseas employment as well as reduces
uncerta intyin theoverseas employment market Uncertarnty inthe overseas labor market comes in the
form of ﬂy—by«mght recruiters who victimize 1nd1v1duals wantmg to work abroad. With POEA's system
of accredttatlon of recrmtment agencies, this risk is minimized. The overall result is a rate of labor _
ourﬂow which would exceed what would have arisenina completely dereoulated overseas employment
market. 7

Sincea srgmﬁcant amount of human capital is 1nvested in these medical professronals emxgratlon
represents a reductron of the country s human capltal stock Studies dealrng with the effecc of overseas
employment on health manpower avallablhty generally have not been able to find staustrcally
sngmﬁcant increases in health care cost as a consequence. Nevertheless, it may be time to 1mplement
some measures tostem this continuing braindrain. Atthe moment, the health care establishmentseems
conten_t on “moral suasion 'to -persuade medical graduates tostay or to render health care service in the
rtlral arees.-'Nurses who wis'h to work abrogd have, however, to satisfy a one-year domestic employment

requirement. There seems to be more efficient ways of responding to this problem though. Forexample,

'A name hnre is 2 worker who is able to sccure a contract for overseas employment on his own without the participation
of any recruitment agency.
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taxation of immigrating medical workers can be justified on the grounds of increasing national welfare.?
Ideally, the tax should be applied only to permanent immigrants and not to overseas contract workers
(OCWs) since remittances from the latter represents sorne form of benefits from theirservices that still
accrue to the country. Another alternative would be to reduce the subsidies to medical education
provrded by schools, especmlly by the state»supporred insti CthlOl'lS, orat least repackage the subsidies so
that theyare targe ted to those wrllmg to render workat homefora specmc penod oftime. Thereisplenty
of anecdotal evrdence which suggests that more than half of the UP’s graduatmg medical students
ultunately end up workmg abroad Since the dxscrepancy b..tween the incomes of health care workers
at horne and abroad is hkely to persist for some time, the incentive for emigration will continue to be
very high. It se seems ludicrous then to appeal to rhe students sense of cluty while state subsidies make it

less costly for them to do precrsely the opposite.

IIL PROFESSIONAL MEDICAL ASSOCIATIONS -

The objective in this section is to describe the activities of professior_mal. medical societies and
associations (a partial list is provided in Table 2.10) and to provide a framework for ercplainino these
activities. These activities are m the area of legtslatlon, public health programs, and their i mteracnon
with regulatory agencles Feldstein (1977) has argued that the behavror of many professronal health
associations can bestbe éxplained as the maximization of the income of its current mémbers. And hence :
their activities in demandmg legislation, mteracrmg with regulatory agencies or mvolvement with
public health programs is to reahze outcomes that they could not have achieved by relying purely on
market forces. These activities are designed to (1) increase the demand for their services (2) cause an

iNCrease UL UIE price of services wmch substrtutes for those that they produce, (3) limit the entry of new

supplxers and (4) ‘enable them to price dnscnmmately

3 Of course, emigrants no longer count as pare of the national socrcn Hence the deadweight loss from taxing them is not
considered in the national cost-benefir calculus.
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Regulatory Agencies and Professional Medical Associations

The areas where these organizations are most active are in the Board of Medical Examiners, which
.admmlﬂefs the examinations for physicians, the accreditation of hospitals’ trau'ung programs and the
-acceptance of specialists i mto their re respectwe societies. One of the interesting ironies of the situation
isthat! for profess ional associations whose attention issofocused on the Capabllltles of new entrants into
the medlcal field, there is very little corcern with upgradmg the skxlls of current members, specxally
chose who have been practicing for a long tme. This suggests that a major objectwe of the medical
profe_ssmn is ;he restpctxon of en;ry, The involvement of ehe protessional medical associations in the

regulation of entry through examination and other licensure requirements were documented above. -

| Market Segmentation

Qur tocus here will be onr the activities of the profeésional societies like the College of Surgeons
whoée members belong to the same medical specialization. The idea behind these profess ional societies
is to act as screemng mechamsms for members in the same specializarion. Only those specialists who
"have satxsﬁed the rigorous requirements mamtamed by the society can become fellows Fellows have
| to undergo the ir re31dency only in hOSpltalS that have been accredited by these soc1et1es Hospltals have -
an incentive to set up these residency programs and hence bear the cost of training because remdents

are a source Of “cneap 1apbor”. |
We can look at the lactivit,ies of these professional societies as- an agempt to segment or 1o
'differentia;e the market for medical specialists. Certainly, members of these professional societies
predo_minéi_e in the best tertiary hospitals.. In one sense, the fellowship requirerhe_nt eets up an entry
barrier to erhployhmnt in the best hospitals for n_on-rhémbers. The market power enjoyed by these
societies will vaiqusly vary by specialization. Itis hard to provide a clearcut answer to r_he question of
how successful this segmentation might be but i it is likely thac there is smmﬁcant variation. We have

found for example tl‘ldt except for the very large societies like the Phlllppmc College of Surncona, it is
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yery difficult to obtain information on the size of membership of these professional societies. Although
in some cases, this relucrance to pfovide information seems intentional, in other cases, it simply
reﬂecgéd a lack of information. The smaller societies seem to function more like social clubs with a
floating membership. Frequently, society officesare housed in the clinic of whoever is currently the head
of the society. '- |

- We have already touched on the issue of substitution and delegation possibilities among closely
"al.lied sbeéializatioﬁs. Each speéializatiori will endeavor o preserve its turf from epcroachment byothers
thxlé trying to expgnd its ra;'xge of fﬁrictio_ns. The recent professional tussle between optometrists and
-ophtha_'lmdlogists on whether the forer inaY be allowed to u.se: certain dmgé during diagnosis reflec:s
the reality c')f this tension among the different societies. |

Involvement in Public Health Programs

Even the involvement of professmnal medlcal associations in the area of publlc health may be put
in the framework of the pursuit of self—interes_t (Tollison and Wagner, 1991). Thisframework predic:s
that the efforts of professional medicél associations will be concentrated in those areas in the public
health arena that tend to increase the present value of their.i income streams.

l:.ttorts to prolong the longevxty of the populauon, which s often a principal concern of public health
'policy, may increase the present value of the incomes of medical workers. This can happen if the age
structure of the popula;ion changes so that there is more mass in the upper tail of the distribution and
the agc—éd have a far greater need for rriedi;ai‘éervi_ces. Consequéntly, the partiéipétion of professional
medical groups in this area is'not surprising.

Or ﬁublic health efforts :lesigned o -bring down the incidence of certain diseases, may have non- -
_ﬁeutral effects on the incomes of medical specialists. For example,'supposa: disease A is medically more
intensive than disease B. Andsuppose that a reduction in the incidence of disease B leads toan increase
in the incidence of dlseaae A in the population (for example, a lower mc1dence of heart attacks leads

toa oreatcr incidence of cancer). Then there will be an incentive for professional medical associations

page 27



The Regulatory Environment in the Health Care Secror

(! lobbY for greater public health'effort in controlling disease B rather. than A since an effective health
rogfam will lead to an increase in the demand for their services.

" The activities of such organizations as the Philippine Heart Assocnauon Philippine Diabetes
Assoclanon, and the Phxllppme Socxew of Onc:ology which conduct information campaigns on the
mc;dence and lLkCIY causes of heartdisease , diabetes or cancer may be seenas part ofaneffortto increase
demand for the services of these Specxahsts. Hence specific groups (the so-called “high-risk groups”) are
rargered and édvise-d to oBtain periodic checkups. These information campaigns raise the profile of the

spec1ﬁc ailments -tnese associations are concerned with and have very much the same effect as

adv’e"nslng campaxgns for non«medxcal goods or services.
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CHATPTER THREE -
Regulation of Health Care Facilities

This chapter discusses the major regulations affecting health care facilities: hospitals, blood banks,
{-ray facilities and laboratories, 'élthough the maj or emphasis Will be on hospitals. We can classiﬁ these
:egulafions on hospitals into two typ'es-: thbse affecting costs (through various standards requirements) -
and thosé affecting revefmeg. We shall a‘lso provide some welfare analysisof the effects of both standards
m& revenue regulations. | Based on this, we will consider alternative mechanisms for reducing

certainty about the qqalitj of héalth care fe;cilities.; '
1. STANDARDS REGULATIONS ON HOSPITALS

Republic Act No. 4226 requires the.licen;s.ure of all hospitals in the Philippines and authorizes the
Bureau of Medical Services (now the Burea;J of Licensing and Regulation) to .serj'/e as the licensing
agency. The Bureau of Licensing and Regulation (BLR) sets the technical standards and the basic
requirements for licensing of hospitals (see Appendix 1A and 1B for the most recent technical standards

| applicable to tertiary hospitals).

These rules and regulgtions are ap‘blic’able to any hospirtal, and. any institution such as those for
convalescence or saniforiz;l @re, inﬁrrharies, nurseries, clinics or dispensaries where there is at least six
(6) beds of cribs or bassinets installed for twenty-four (24) hour use by patients. The rules and
regulations on hospitals vary according to the type of hospital considered, whether it 15 govemmenﬁ or
private; general or special; primary, secondary, or t'ertiary_'; and according to whéther they are training

| or non-trainihg hospit-als.uThe Bureau of Licensing and Regulation Eas the authority to conduct an

inspection and examine hospital records to determine compliance with its rules and regulation.
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'Effic.acy of Enforcement
‘It is difficult to tell how well these standards requirements are beihg enforced by.the Bureau of
i,ic.ens'mg and Regulation. The data suggests thata large proportion of hospitals are able to rénew their
licensesevery year InTable3.1, we prov1de some information on the number of hospitals given licenses
by the BLR. Between 1989 and 1990, this averaged close to 1,700 hospxtals This is a large chunk of
the hospltal system in the country since the Phxlxppme Hospital Association (PA) which is the largest

gssociation of hospitals i _m ;he counry, llStS a total of about 1708 member hospitals (see Table 3.2).

TABLE 3.1
Number of Hospitals Licensed
PRIMARY HOSPITALS.
Year Govemment  Private Total
1989 155 644 799
19%0 - 154 623 77
SECONDARY HOSPITALS -
Year =~ Govemment  Private Total
1989 294 343 637 -
1990 276 331 607
TERTIARY HOSPITALS
Year Government  Private Total
1989 115 145 . 260
1990 111 138 249

Source: Burcau of Licensing and Regulation, Department of Health.
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TABLE 3.2
Distribution of Private and Public Hﬁspitals By Region

Govemment Private ' Ratio of Govt. toTotal

REGION| HOSP | AEC HOSP ABC HOSP ABC
CAR 30 1,470 - 34 995 46.88% 59.63%
I 31 1,775 71 1,979 30.39% 47.28%
I 31 1,225 46 968 . 40.26% 55.86%
Il 51 | 3,260 125 2,910 28.98% 52.84%
IV 79 3,983 - 151 4,238 34.35% 48.45%
NCR - 37 18,005 - | 131 11,231 22.02% 61.59%

\A 38 2,074 102 1,866 27.14% 52.64°
Y 42 2,175 . 36. 2,200 - 53.85% 49. 71 %

V.- - 38 4. 2,173 - - 52 - 2,000 - 42.22% 52.07%
VIII 47 2,020 24 637 66.20% 76.03%
IX 30 1,765 51 1,073 37.04% 62.19%
X 46 2,195 107 2,711 . 30.07% 44.74%
- XI 30 1,459 135 4,597 - 18.18% 24.09%
XI11 19 12,855 94 2,439 16.81% 84.05%
TOTAL | 549 |56434 | 1,159 39,844 . 32.14% 58.62%
LEGEND: HOSP‘-Number of hospitals; - ABC - Actual bed capacity.

Source: Philippine Hospiml Association

It is impossible, however, to know the amount of scru't-iny and care that went to the examination
of these facilities. The budgetarSI allocation for the Bureau over the 1989-91 period-averaged less than
atenthofa percent of the Department s total budget (see Table3 3), which suggests that enforcement

of these standards is not parncularly high on the DOH’s priorities.

+Regulations Impinging on Hospital Revenues
There are also regulations and public sector activity that have an important bearing on hospital
revenues. These arc: (1) competition from government hospitals, (2) bedspace for indigent patients,

(3) no-deposit rule and (4) taxation of hospital revenues.
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There is a significant public sector presence in hospital care provision, which undercuts the ability
of the private hospitals to compete and reduce their profitabilitcy. The number of beds allocated to
p;ivate patients in public hospitals can be as high as 30% to 40 % of total beds. InTable 3.2, we present
the distribution of hospitals, private as well as public, across differént regions of the country. Note that
the ipublic hospital system Irepresent's about 58.6 % of total bed capacity of tﬁe hospital systern. -ln the
NCR re;g'ion', it makes up 61.6 % of total:Bed é.apééiv/ which seems to rep.rese_:nt a gross imbalance in
the.distribut.‘ion of publié hgalth care facéilities across regions. Public sector facilities should presurnably
be -rrllade. a;ra'lilable to those who carll ill afford to utilize the more expensive pl_-i\;rate health care facilities.
Since the 'u;Bén cer.lters,lspecially the Metrop.olit_ah Manila ares, have higher per capita incomes one

woqld_sgg;.)ogg: that the populace there wéu-ld be more willing and capable to pay for private health care.

TABLE3.3
Budget of Bureau of Licensing and _Regulafion
(Millions of Pesos)
S ) - 1989 , 1990 1991 1992
Personnel 1.905 : 1.913 1.913 - 3.207
Others 1.540 1.006 0.974 0.923
Total . 3.645 - -2919 2.887 - 4.130
- ' (0.03 %)

0.06 %) (0.03 %)

Note: Figure in parenthesis indicates the budget of the BLR as 2 proportion of entire DOH budget -

-Source: Bureau of Licensing and Regulation, Department of Health.

Hospitalsare also required tosetaside some of their bedspace for “indigent” patients. Ifthese pfivate
hospitals are' located less than twenty kilometers from a government hospital, they are enritled to
'gévei-njnent Subsidy. The pri'nciple behind this subsidy is that if there is a nearby goverﬁment hospiral,
then thatis where the “indigent” patientsshould have reccived medical service. The costofany medical

scrvice extended by a private hospital which is within the prescribed distance from a governmént
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hospital must therefore be partly borne byl the national government. The amount of the subsidy is
. however limited to ten beds. |
In emergency cases, defined as a state of the patient “where there is immediate danger and which
delay in initial and appropriate treatment may cause loss of lee,”' private hospitals cannot turn away
pat:ents Hospitals are requnred to abxde by the no-deposit rule i in emergency cases. Billing and
collection should commence only after * essenttal appropriate treatment.” has been complerted. .
anate hospttals, whether orgamzed as profit or non-profit msntuttons, are treated as other

corporate mstltuttons ‘Hence their revenues are taxed at the usual corporate rates, which is 35 % as per

the Internal Revenue Code.

I1. LABORATORIES BLOOD BANKS AND X-RAY FACILITIES
The Bureau of Research and Laboratones (BRL) regulates the activitiés and functions of clinical
laboratories, and these activities mclude the examination and analysis of any or all samples of human
or animal tissues, ﬂmds, secretions, excretions, radio actmty, orother material existence of pathogenic
organisms; pathologic processes or conditions in t_fme person, or animal from which such samples are
obtained. - . |
. Standardsin laboratories vary aeeotding to their classification. Fpr'purposes of their ﬁ.m_ctiont, they -
are’ classi_ﬁed as either Clinical Pa'thblegy, Anatomic Pathol-ogy or Forensic Pat’h_oldgy. They ere also
classified by their afi’iliatibn- hospital leberato'rie's or free-standing (non-hospital) laboratories. Finally,
in terms of the range of services extended, they are clasmﬁed as either primary, secondary or tertiary.
The prmc1pal legislation governing recrulatxon of blood banks is Republic Act 1517 (otherwise
known as the Blood Bank Law) Blood Banks are classified for the purposes of setting the technical

standards for lncensmg requirements. Blood banks are either pnmary, secondary or tertiary. In terms

' From DOH Administrative Order No. 89, Series of 1990.

page 33



The Regulatery Environment in the Healch Care Secror

of affiliation, blood banks are cither hospital blood banks or free-standing (non-hospital) blood banks.
Eachblood bank is reqtrired to maintaina permanentrecord toshow the donor’sname, card number,
data pertaining to the donor’s result of blood grouping, serologic and other screening test, for whom the
blood was issued, and the date of issue. Blood banks mustalso provide for recording reactions ifany have
occurred, the quantity of blood in  storage, dnsposed or transferred daily and the temperature of storage.
Each blood bank is to report annually the volume of blood collected and utilized or otherwise disposed
of and any adverse reaction that may have occurred. All blood banks must show compliance with the
technical standards with Tespect to its head, personnel physical facxlxtles, equipment/furniture and
glasaware/Reagents/Supphes
| The DOH th ough the Bureau of Licensing and Registration also imposes reglstratron and licensure |
requirements on dental prosthetie laboratories through Administrative Order 117-B, series of 1992
(Reulsed rules and Regulations Govemmg the Registration, chensure and Operation of Dental Prosnheac
| La.boratones in the Philippines) and X-Ray facrlmes, through Admrmstratwe Order 124 series of 1992,
(Rules and Regulation Govenung the Establishment, Operation and Mamtenance of an X—Ray Facility in the
| PhxlzppmeS) _
IIT. WELFARE ANALYSIS
We shall focus our ana1y515 of the efﬁcrency effects of regulation on health care facrlmes on hos pitals.
Aswasdiscussed above, regulatxons covering hospltals canbe classrﬂed into those affecting revenues and
standards requirements that impinge on costs.
The regulations to prov‘ide bedspace for indigent patients (“charity wards”) and emergency care
raisesa lnu_mber ofl important issues. First, the added costs incurred by the hoéoirals inservicing indigent
patients or providing emergency care will simply be passed on to paying health care consumers;.z Ideally,

assessment of cross subsidies across various income groups is best done within a comprehensive national

*This is true if the industry were perfectly competitive. If hospirals have some market power, r.hcn some-of the additional
costs of treating indigent patients will be bomne by hospital owners.
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health insurance program. Under the current scheme, hospitals effectively select who bears the burden
for its provision of emergency care o; treatment of indigent patients.

A more efficient scheme would be‘ for some form of direct subsidy to the hospitals- for providing this
kind of care. Already, sbmet_hing like -this exists for private hospitals within a cerain radius of
government hospitals. The suBsidies are drawn from general tax revenues and hence reflect the average
tax rates levied on the citizenry. Théy‘ma‘y not be the tax rates that would have been levied by an ideal
national he-ﬁlth insurance program but i.;, lil_cely to prove.s.up‘e.ric")r tothe current sfystem. Thissubsidy may

take the form of tax credits on all expenditures devoted to charity ward patients or emergency room care.

Some Welfare Considerations m Assessing Standards Requirements

Standards requirements are usually seen by regulators as a necessary tool for assuring quality medical -
care. But they are algo likely to increase the cost of incorpofatir_\g:Ta new hospital, as well as hinder
hospitals from choosing the setof facilities and épafﬂng patternconsistent with their case mix and market

niche. There are two major arguments that may

be raised against such regulations. Susnt
' The more important objection hastodowith i
consumer sovereignty. Regulations rais_e the .
. . 1
. quality of health care services although consum- 1
-ers may be Willing fo trade off quality for lower a
' 0 o Qusity

cost of health care provision. Let Z = [z, 2] be Figre 3.1 Consumer Sovereigaly

some hea}th care service with characteristics

given by the individual zs. The idea behind this sbeciﬁcatioﬁ is to recognize that the output Z produced
by the health care sector really represents a bundle of different characteristics. Hence the first coordi-
nate of the vector Z may represent quantity while z, may represent quality. In Figure 3.1, we will measure
quantiﬁy along the horizontal axis and quality along thé vertical axis. The indifference curves of the rep-

resentative consumer is given by the curves (IC,, IC,, etc.). The resource and technology constrains
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faced by society allow it to pnloduce and combination of quantity and quality along the bowed out curve
pP. The market outcome will be represented by the point C where the PP curve is fangent to the highest
indifference curve it can reach. Quantity is at z,°and quality isatz". Now govemme‘nr. may desire that
producers be at pointR mstead At point R more qualu:y is prowded (z,") butata cost of lower quantity
_ (z 9, In thlS example, consumers value the lost quantity more than the increase in quality, and hence,
society’s welfare is ; diminished by mandatmg that heglth care producers supply z* amount of quality.
,Sechd, evé.n‘asmming that there ig a legitimate public role for trying to raise health care quality,
regulations f}eed not be the most cost effective means oifacﬁieving that o_bje;tive. To carry on with our
- previous example. gupposye that to produce the.z‘ s we require a vector of inputs, 3, througha_. The set

~of productionfu  ons which describes the technology in the health care sector is then given by:

)

1m

(3.0) 7 = 2(  ..a
(3_-2)._71-='zz( ey )

. Now let us assume a set of re.éqxitc_e constraints so that:

(33)S %2, =3, j=1,.m

Let society’s welfare function be given by W= W(zv z,).> Then maximizing-thié with respect to the 3,

s subject to the technology and resource endowment constraints give us the first-order conditions:

(3.4) (dW/dz)/(dW/dz,) = (dz/da, )/(dz,/da, ) j=1,,m

*We can think of the W function as the welfare function of the benevolent social planner.
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, InFigurell,thesocxal mdrfferencecurves _—
are given by curves (SC,, SC,, etc.). The
social optimum is at point R where the PP P

curve istangent to the hrghest social mdrffer— zy

| _ A
r
ence curve 1tcanreach Suppose we startout zy — \

N =

acthe c,ompetmve outcome (pomt C in Frg— . _ \

ure 3 2). Now i unagme a move towards thxs TN e

social.y.desrrable mrx of quantityand quglrty, _— \s wa; ; e Eﬁ'ectsz%, o et ;:, ::: _
These first-order conditions tell us how the
Chénge in resource allocation has to be effected.' Forany a,, the tradeoff between reducing quantity and
mcreasmg quality must satisfy (4). This. represents ‘the pareto-optimal way of moving from one
conﬁguratron of quantrty and qualrty to another It is doubtful whether the plethora of standards
requirements wrll move resource allocatlon along thts trajectory except by a coincidence of the most |
immense magnitude. In general regulations that strpulate the mix of inputs or facilities that health care
producers have to u—tilize to increase quality would have the effect of locatmg producers not on PP but
inside the PP frontrer Hence the effect of regulatron would be not to move socrety from C to R but
- from C to a point like 1, a point which is msrde socrety $ productron possibility. trontrer
A pareto-superror way of effecting the move towards greéater qualrty willbe to face producers of these
services with the “correct” relative prices (given by the welfare weights dW/dzl/dW/dz]_). In Figure 3.2, |
this is represented by the slope of the social indifference curve SC, which is tangent to l’P atR. Hence,
governrnent may néed to subsidize the production of quality health care services. The advantage of a
system of subsidies to regulation is that by facing producera with the “correct” prices, they are allowed
to choose that set of input:-cornbinations that raise their quality in the least cost manner.
The analysis has proceeded sofaron the assumption that quality is observable, and gwen aspecified
price vector, that producers can be trusted to deliver exactly that quality of health care services |

promised. Of course the entire problem with information asymmetry is that prices alone may not induce
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the proper response from producers of health care services',, i. e., may not induce them to produce at point
R. The basic reason has to do with the cost of monitoriné and verifying adherence to the specified level
of quality. To make a system of subsidies workable in an environment where information is imperfect,
one hasto be able to quantify the production of qualicy health care. Assumiﬂg that a workable index
_ Ican be constructed the subsidy system must be able to accurately assess the claims of health care
prowders about the qualityof their output. Such a momtormg and venﬂcatnon system may be very costly
to manage.
. The point of regulation is to provide a mechanism other than prices for as;suring that level of quality
ﬂesifed by Spciery. Regulators pick a set of faeilities, or level of schooling or examination requirement
'_ and make that variable identical with quality medical care. This almost surely guarantees a violation
of ﬂle 'pareto—e'Fﬁcient conditions outlined by (3.4). The wradeoff with regulation is that we force
production to eake place within rather than on the frontier. At the same time, o;ie must remember that
' tflefe are also costs to enforcing goyemment‘fegulations. It is not clear to us why ex ante the costs of
asubsidy program and the monitoring-verification scheme that has tobe constructed alongside itshould
neqe_ssarﬂy exeeed theaeadweight and enforcement costsof regulation. Surely, thisisan empirical issue.
| | 1V. SELF-REGULATION BY HOSPITALS

The apparent inabiliry'éf the DOH o provide the necessary'-reseurces for careful examination of -
' health care facdmes may provxde some unpetus foralternative m.sntutlonal arrangements to arise. Here
. ‘we consider the costs and benefits of self-reoulauon by an association of private and public hospirals.
Such a system may ultxmately be politically more workable then the pure subsidy scheme outlined in
the la.st section hence is worth exploring in greater detail. |

The mechamsm for self-regulation may follow the sort of certification scheme practiced by the

. professional medlcal societies.? The Philippine Hospital Association will, after a thorough inspection

*The hotel industry is a good example where the firms in the industry conduct their own certificadon scheme. Hotels are
classified on a star rating fron one to five.

page 38



The Regulatory Envirenment in the Healch Care Sector

~ CHAPTER FOUR
Regulation of Drugs, EQdipment and Supplies
We shall consider four sets of regulations in this chapter. The first is the requirement to test and
register pharmaceutlcal producr.s before they can be 1ssued in the market place The second is the
Generics Act of 1988 (RA 6675) wl‘uch attempls to promote the use of enenc " drugs through public
_informatlon campaxgns, labellmg,' and restrictions onthe presqnpnon.s that may be issued by physicians.
The thll'd is the provision of patent protection to producers-of pharmaceuncal producers. Finally, we
shall touch on regulatlons mvolvmv the 1mportatxon and use of medical equlpment and supplies.
'The structure of the dl.SCUSSlOI'l is the similar. We-look at the rationale behind each of the policy
interventions. Second we look-at how r_hese interventions have been carried out. And finally we

provide an assessment of the effects - both the beriefits apd COStS.

I. TESTING AND REGISTRATION OF PHARMACEUTICAL PRODUCTS

Before a pharmaceutical product can be-marketed in this c;ountry, it has to be registered with the
Bureau of Food and Drugs (BFAD). The process of registration will require some testing of the product
to make su‘ré that the drug .introdu'ce.d.into the market is safe for patients. A S(;.cond purpose of the
procedure is to ascertain that the claims made about the product'_ha\}e.merit.' Thereisa presﬁmption
“here that maket forces alone will not induce drug prodiicers to choose tl.me socially 'desirable tradeoff |
bétween safefy'and éost hence the need for a regulatory body with these 'po.wers of testing. |
The BFAD acts as the policy formulation and monitoring arm on matters pertaining to foods, drugs,
tradntlonal medlcme, cosmettcs and household products contammg hazardous substances. It prescribes
general standards and guidelines with respect to the veracity of nutntlonal and medicinal claims in the
advertisement of foods, drugs and cosmeticsin the various média. Tealso ;')ro.vides éon.sultative, training
and advisory services to all agencies and organizations involved in food and drug manufacturing and
distfibﬁtion with respect to éssuriﬁg safety and efficacy of foods and drugs. Finally it conducts scudics

-and research related to food and drug safety.
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It may be difficult to imagine why objections can be raised againec the testing of new pharmaceu-
rical products. If the testing is able to weed out potentially dangerous'products ons able to deflate false
claims made by some manufacrurers, surely all of eociery is benefitted. However, ranged against these
benefits are equally srgmﬁcant and real costs. Firsttesting may take time and hence there isa lag before
new and valuable medrcmes can be made avaxlable to patients. Second testmg requrrements and the
consequent delay in the mtroductron of products raises the cost of product innovation. Apart from the
resources that manufacturers have to allocate to do R & D, they now face the risk that some of theic
products wrll be weeded out by the BFAD. And even if these drugs are found to be safe, there is still
a cost_'of diaiting. At the seme time one must note that tlris component of the social cost of product
registration _z‘adr}_c_l__t_es_‘t_ing may be greeter'in the déyeloped_eonntries,'wh_er‘e most significant R & D rakes
place, than in a country like the Philippines.

The coste and benefits of product testing have been studied by Peltzman (1974) in the case of the
Umted States Interestmgly he finds that social costs outweigh the benefits by a factor of nearly fivefold.
No one has so far attempted to do a similar study for the Phrhppmes Such an undertakmg may be a
worthwhrle effortto quantify the net galn or loss tosociety of drug testmg and may provrde policymakers
some idea about how to make the process of drug testing and reglstranon less socrally costly.

The Pharmaceutrcal & Healthcare Assoc:ratron of the’ Phxhppmes (PHAP), which is an umbrella .
group for the major pharmace.utrcal companies in d‘re Phrhppmes, has expressed i its concern with what
they perceiye to be the very slow pace of product registration by BFAD. Tney estimate that it takes one
{éar onaverage to have a product’s registration renewed while it takes two years on average to get a new

“product registered.‘- Conseduently, Memorandum Circular No. 5, series of 1990, (Fa.ciiicating Actionon
Registration of Certain Pharmaceutical Products) was issued in response to the need to establish a separare

and speed-up process (called the “Special Lane”) for the evaluation and registration of pharmaceutical

' This was conveyed to the authors during our interviews with represenmtives of the organization.
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products. - Seven product categories were identified for inclusion in the special lane and it is estimated
that processing under the special lane will take no longer than three months.
Currently, BFAD has three lanes for drug registration and laboratory testing. These are the regular,

special and urgent lanes. The time frames for each lane are:

TABLE 4.1

Time Frame for Registration Lanes

“LANE .. | TIME FRAME -

1. Régular_ Lane - 18 Months-
2. Special Lane 3 - 6 Months
3. Urgent Lane = 1 - 3 Months

Source: BFAD . 7

Table 4.2 alsb gives the number of registration applications that were either approved or denied in

1991.

TABLE 4.2

Number of Registration Appli_ca;tions Approved/Disapproved For 1991

.. APPROVED = "DISAPPROVED .
Initial Application =~ 1,296 18
Renewal %01 _ B 43

Source: BFAD

We have nvot' been able to obtain any other independent estimate of the average leﬁgth of time it
takes to hzi}ze a iﬁharmaceutical product tested and approved for registration apért from the PHAP
estimates. The BFAD has‘all}:_he datato be able to generate this type of information since registration
application and approval dates are all logged by the Bureau. This will be helpful in generating estimates

of the costs of delay incurred in drug testing and registration.
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IL. GENERICS ACT OF 1988 (RA 6675)
- QOur emphasis will be primarily on the so-called “Generics Act of 1988” (RA 6675) and its impact
on the cost of drugs in particular and health care pro\rision in general. The fundamental purpose of RA
6675 is “ro encourage the extensive use of drugs with generic names” and “to.'ehsure the(ir) adequate
supply - at the lowest possible cost.” This was to be achieved by mandating the use of generic
terminology by medicalpractitioners pharmaceutical romxpa niesand olutlets. Towards thisend, the law
requxred the DOH to publ:sh the generic and correspondmg brand names of all drugs and medicines
avalloble in the Phrllppmes Itfurtherrequired the DOH, DECS DILG and the Philippine Information
-Agency to conduct an information campaxgn to promote the use of ¢ generic drugs as an altemnative to
branel name drugs. Where the law’aid spark an uproar were in the additional requirements that
phartnaceutical companies produce and market the medicine they make in the form of generic drugs aori
medical priaptitioners include in alt prescriptions (under the threat of punitive sanction) the generic
names of the pres_cribed drugs. .
- We can view'vthelrole of government here as providing information concerning altematives to
particular brand name (hence reducing information asymmetry between doctor and patient or between
r:onsumer and 'bharrnaceutiéal producer). There is a poblic .good aspect in providing this type of
mformanon although one could drsaoree on how thls function-is bemg 1mp1emenc by the Department
of Health under RA 6675. The incidence of that cost seems to be bouig more oy me private sector (drug
_mdustry or physicians). |
Wich the oessage of the ;‘Génerics Actof 1988”, the Bureau of Food and Drugs (BFAD) hasdevoted
substantial 1 resources and attention to implement the provisions of the law. The promment features of
this campargn are 1llustratcd by the following Administrative. Orders AO No. 65, series of 1989,
(Guzclclmes on Advcmsemenc and Promotion to Imple‘:mnt Gen.encs Act of 1988) stipulates thar all
advcrtlsmg and promouonal materials, whether print, visual or auditory, shall feature prommently the
géneric name of the drug product designated by Burcau of Food and Drug Administration. In the case

of branded products, the prominence of the generic name shall be ensured in all print, visual or auditory
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‘materials that features the brand names.
 AO No. 63, series of 1989, (Rules and Regulauons to Implement Dispensing Requirernents under the
Generic Actof 1 988 (Republic ActNo. 6675)) requiresall drug outletsare to practice genericdispensing.
AO No. 62, series of 1989, (Rules‘c‘md .Regulau“on‘ to Implement Prescribing Requirements under the
.- Generics Act of 1988 ( R.A. 6675)) provides guirielines to be used in all medical prescriptions. The
~ generic name must be wntten in full and must be written on the prescription immediately after the Rx
symbol. The AO also threatens sanctions against erring physicians, since a report of violation is to be
-‘ sent to the Profess_ro_nal Regulatron Commrssron or the Fiscal’s Office for appropriate action. The
"Secretaryv_of Health shall recommend the imposition of appropriate administrative action without
' prejudice of i_nstituting,criminal proceeding against the physician.
Most studies on generics have concentrated on consumer awareness and knowledge of generics.
.'Table 4.3 shows thé results of a 1991 survey on this. The ﬁgure shows that from a 32 percent level of
awareness and kno_wledge on generics in September 1989, it went up to 68 percent in April 1991. An
IMS survey in May, 1990 finds that 81.31 % of total prescriptions in Metro Manila and 52.92% of total
prescnptrons in Cebu rnclude generic brands However, the overall share of genencs only prescription
is8.83% in Metro Mamla and 8.66i in Cebu. The §urvey also found that the proportion of genencs only

prescription is much»hrg_her for cértain TCs like those shown in Table 4.4 below.

: TABLE 4 3
Comparrson of the 1989 91 Surveys on Consumer Awareness and Knowledge of Genencs
September 1989 | _September 1991

Aware 32% | 68 %

Not Aware 68 % . 32%
ST (Metro Manila) (Urban Philippines)

Knowledge _
Correct : 59 % Very Good: 5%
Name Only 30% _ Good: 42%
Incorrect 1l % Fair: 40 %
. ' Poor: 13 %

" Source: IMS Survey.
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TABLE 4.4

Proportion of Total Prescriptions that Prescribe Generic-Only Drugs
DRUG . ' Metro Manila Cebu
Laxative - 114 17.11 -
VitaminC - : 24,62 - - 14.81
Labour Inducers : 15.90 13.89
Plain Corticosreroids 38.69 - 2742
Tetracyclines . 16.01 9.16
Chloramphenicols 16.02 10.63
B.S. Penicillins ' 14.29 13.60
M.N. Penicillins - 19.94 9.77
Aminoglycosides . 50.43 35.19
Rifampicin/Rifamycin 14.89 14.81
Antitoxic Sera 57.63 97.01
‘Hypotensives/Sedatives 30.33 4429
Tranquilizers -11.48 14.74

Source: IMS Survey.
The key questions thh regards to RA 6675 are the effect of the incentives provnded bylawongeneric
drug productxon as well as the effect of the law itself on drug prices. N
"'"he Essential Drug Price and Momcorma ( EDPAM) pl‘OjeCt under the DOI-I monitors the price and
avallabnhty ofabasket of “essennal” drugs. The results for the penod covermg February 1991 to February n
1992 are presented in Table 4.5 for ﬁfteen drugs. Theyshow the dxﬁ'erence between the highest-priced
brand names and the lowest-pnced generic drugs. They indicate some possxbxlu:y for consumers to avail
 themselves of cost savings by switching to generic drugs.

-Unaer tne nvestment priority plan of 1990, the focus of incentives provided by the BOI are
~ antibiotics (penicillin, streptomycin, tetracycline) acetylsalicylic acid and herbal medicines. We know
lictle abo;xt the effect of these incentives on production of generies drugs yet. Figures on generics
production since the enactment of the law in 1988 arc hard to come by. It hasbeenimpossible to obtain

. data on sales, production or market share of gencrics from either the pharmaceutical umbrella.group
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PHAP or the BEAD. There are some data r.hough on the number of firms producing generic drugs (see

Table 4.6). Asof the 1992, BFAD reportsa total of 47 firms engaged in the manufacture or importation

of generics.
- TABLE4.5
- Price Differentials for Brand Names and Generic Drugs
(February 1991-February 1992)
Generic Name Brand Name - ~ Feb.’91 Feb. ‘92
1. ASPIRIN | Cortzl P033 - PO.31
"~ {325 mg wbler) - UL Aspirin :
2. PARACETAMOL . Tempra Forte | PO.66 P0.72
(500 mg tabler) - UL Paracetamol .
3. MEFENAMIC ACID Mefenamic Acid (USA) PO.15 P0.03
(250 mg capsule) Aprostal '
‘| 4" CHLORAMPHENICOL Kemicetine P15 P2.10
(250 mg capsule) Chloramol ‘
5. ERYTHROMYCIN llosone P5.61 | P4.67
(250 mg capsule) ~ UL Erythromycin . :
6. AMOXYCILLIN Amphidroxyl P2.83 P3.12
* (250 mg capsule) UL Amoxycillin L -
7. PHENOXYMETHYL Betapen (UK) P2.62 P2.45
PENICILLIN - Medoxypen’
(500 mg capsule) : :
8. COTRIMOXAZOLE Bacidal P4.07 P3.63
(400mg) ' Microbid o -
.SULFAMETOXAZOLE T
_ (80 mg tabler) -
9. RIFAMPICIN Kimactane © P81 P9.76
(450 mg capsule) . UL Rifampicin " - ‘ S
110. SALBUTAMOL _Ventolin P0.65 PO.52
(2 mg tablet) " Librentin ' '
11. NIFEDIPINE - Adalat P3.06 P5.69
(10 mg capsule) Calcibloc :
12. ISONIAZID BOIE Isoniazid na. P0.42
(400 mg wbler) 1PI Isoniazid
13. GLIBENCLAMIDE ~ Euglucon P0.19 P234
5 mg tablet) Daonil o
14. AL(OH)2 & MG(QH)2 Maalox n.a. n.a.
. (250 ml suspension) * ‘
15. DIPHENHYDRAMINE " Benadry! na. n.a.
(50 mg capsule) _

Source: RDU Update, January-March 1992, Vol. 2. No.1.

page 46




The Regulatery Envirenment in the Health Care Sector

TABLE 4.6

Registered Companies Supplying Generic Drugs

1. Abbott _ 25. Lejal
2. Ace | 26. Lab. Intl
3. Am-Europharma . 27. Lloyd
4. Ashford 28.  Lumar
5. Biogeneriés 29. MCA
6. Biodrug - 30.. McGwen
7. Boie | 31, Medwell
8. Buenar 32. Myrex Ethica
|- *9: China - 33. 'PAMACO
10. Compact 34. Pascual
11. Danlex 35. Pharmafere (importer)
12. Delaivnbh~ 36. Phil Gex;ethics _
13. Diamond . 37. - Philusa
- 14. Drugmakers : _ 38. Pharmatechnica
15. Doctors . 39. . Roseville
16. AD-Drugstel - : 40. © San Marino
17 Duopharma'(iinporter) - - 4L -S_qu_a;lré,
18 Euromed 42. St Martin
~19. Eves'ford 43. ‘Theracor
20. First Fil-Bio | | 44 Virgo.
21. G. Nel}v : 45." -Von Welt
22. Hizon - 46.  Yung Shin (importer)
23. Kanfu (importer) ‘ 47.  United |
' 24-Kramer ' ‘

Source: Bureau of Food and‘bmgs
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Assessing the Generics Act :

Consider the followtng canonical scenario. The pharmaceutical companies possess significant
market pdwer. Tftrougi‘t advertisement and extensive product differentiation, they have made it
impossible for the consuming publtc to tell that brands XYZ and ABC really have the same active
tﬁgredie_nt parécetamol. Hence the publicis willing to paya higher price for brands XYZ and ABC than
for the drug paracetamol. At the same time, physuztans who can tell that there is no essential difference-
between the branded products and the ingredient patacetamol are 1mperfect agents of the principals
(patients). Physicians are able to receive some inducements from the pharmaceutical companies for
prescribihg the company’s brand to their patients. Because of this, physicians maybe willing to ptescribe
the more expensive drug to their patient even though' this may run counter to the patient’s desire for
an inexpensive treatment.A

In this canonical setting, theré exists significant

information asymmetry between the pharmaceutical

and the physician. Both the companies and the
physicians 'a‘re dDI€ O capture rents rrom this advan-

tage. 1ucIccanoe {MPOIENT Welrare gams ror socmety '

‘a

from eroding the mformanon advantage enjoyed by - - - B
‘ * Figure 4.1 Tax Assessment for a Public Good

the drug compames and by physicians. There is a
pubhc good aspectnto the fnformation that brands XYZ and ABC have the same active ingredient

paracetamol. Social welfare is increased by disseminating this information up to the point where the

marginal cost of information dissemination just equals the sum of the marginal benefits of this public

good (see Figure 4.1).
Since the information about generic drugs will provide a benefit to the consuming public, they will
be willing to pay for this information (of course whether they will actually do so is the free-rider

problem). Now it is important to realize that because of this, there is an optimal way of distribu ci_h_,g the
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cost of producing the public good. . In Figufe 4.1, consumer B has to be assessed a tax equal to DE per

unitof the public good while consumer A has to be assessed a tax equal to EF per unit of the public good.
Total taxes collected from A ét;d B will then pay for the cost of the public good. Because the free-rider

~problem fma'kes it impossible for the policymaker to correctly assign the tax rates on the consuming

public, general tax revenues can be utilized to finance the creation of the public good and remains the

- second-best solution to the financing question.

In the canonical setting, the information asymmetry is handled without putting restrictions on the

. behavior of either phfsicians or drug companies even though the former may not always act in behalf
of their patienits or though the latter may acrasoli gopolists. This is not to say that regulations will never

.bean ip_tegnal‘part of the general policy responsé to curb oligopoly in the pharmaceutical industry or to

make physiciansactin greater consonance with their patientsinterests. Only thatin this particular case,

regulation isnotessential to erase the informational advantage over consumersenjoyed by the drug firms

“and physicians.

Consider an alternative scenario in which we put restrictions on the behavior of both the

pharmaceutical companies (by requiring them to put the generic names of the drugs on producr labels)
‘and physicians (by requiring that all prescriptions inclide the generic name of the drug). This is the

‘ apprbach followgd by RA 6675 (The Generics Act of 19885. In this way the law address the sources of

informational asymmetry between the physician and his patient and between the pharmaceutical
company and the consumer. As a result of the restrictions, the consumer should be able to benefit
through a more informed choice in the purchase of pharmaceutical products, branded or generic,

available in the market place.

Now the consumer surplus generated by the law does not come for free. First, there are the costs of

*PHAP estimates that they lost hundreds of millions ef pescs as a result of the relabelling deadline

imposcd by the DOH.
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imple'menting the law. This entails monitoriog adherence to the provisions of the law by drug
componies and physiciansas well as enforcihg the provisions ofthelaw. The latter may involve the filing
of cases in court in case of violations and ﬂndmg legal resolutions to these cases.. Sécond, there is the
cost of relabelling. The major cost of relabolling is the on'ce‘and-for—all increase in costs which occurs
“at the outset when old labels (with the genenc names not yet printed on them) have to be discarded.?
~Since all pharmaceuncal products have labels anyway, the use of the generic name rather than the
branded name. ‘entails no addition to subsequent costs of production. The law also leads to a
redistribution from phy51c1ans and drug compames selling branded products to consumess of pharma-
* ceuticals, which ‘explains both the PMA’s and the PHAP’s resistance to the implementation of RA
" 6675. But this is justa transfer of __in_co;ne b{:t»i/gen physicians and drug firms to consumers.’

| | Assuming that the two approaches are equally effective in providing i.n'formation to the consuming
public; then the welfare ahalysis mus;t hinge on a comparison of the costs generated by each. Note that
both will entail dxppmg into general tax revenueseither for mformatnon dissemination (in the canonical
representation) or for momtormg and enforcement (in the regulatory scenario). The regulatory
solutlon will also add a once’and for-all cost of relabellmg .To the extent that the drug industry is
ollgopohsnc thls may well be considered a tax on profits with little or noresource allocanon effects (and
therefore will lxtt_le or nodeadweight losses for _soc;ety). The societal gains from the Generics Actof 1988
wﬂ_l therefore be higher (a) time more effective t_hé information dissefni_nation_ technology represented
by l_';xbel.ling and prescription restrictions, (b) tiné lower the costs of eﬁecti\;o monitoring and enforce-

ment, (¢) the lower the Aonc.e-anc-l-for-all costs of relabelling and (d) the relabelling costs entail no

resource a.llocation'effects.

1L PATENTS ON PHARMACEUTICAL PRODUCTS
The provision of patent protection represents a balancing of two societal interests: broviding
incentives for inventive activity, which creates new and better medical products that enhance or

prolong human life, and assuring consumers of affordable prices for these life-saving drugs. Clearly to
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encourage the flow of new products, the inventor has to be able to recoup his investment and eam a rate
of return that is at least equal to the risk- free rate and a risk premium. At the same time, the existence

of patent protectxon, which confers temporary monopoly power on the producer, tends to drive up the

cost of pharmaceutical products.
. Thete is a strong incentive for countries like the Philippines, where 1
and developmentactivity taking place, to want to free tide on the outcome of other countries’ inventive
~ activity. ThlS is rational be‘lﬂavior on the country’s part specially if its own market ie small and hence
_ un'l.ilce:_ly to merit attention from the large multinational dtug companies. The idea is thet lost revenues
from this pairt_ of the world"is unlikely to affect the level of inventive activity taking place in the
"‘"d-ev'teldﬁed’cﬁﬁftﬁﬁ. ‘Hence there may be large welfaré gains accruing to poor third world citizens from
be;mgl able to purchase low-cost medical products while tlmete will be very little lost in terms of new
products flowing down the pipeline.
~ Another argument for weakening patent protection to individual producers is that some product
: -development efforts really do not represent “legitimate” researchactivity butare meant to differentiate
products and confer upon its manufacturers some monopoly power. Product dxfferentlatton like this is
socially mefﬁment and the cost of this type of acthty should notbe borne by consumers. By weakening
patent protecnon we open up the field to potent1a1 entrants who can compete away any market power
~that may be lodged initially in the hands of the patent holders.

* Under these two conditions, there would be strong grounds for weakeni'ng patent protection. The
social planner is after all not concerned with world welfare, which will be nonincreasing with free-
riding, but with maximizing national welfare. However, this policy eption is likely to become less
feasible in the future. The developed countries have already moved to put the issue of mtellectual
properry rights at the center stage of international economic discourse. Iti is one of the major areas that

the current Uruguay Round wants to brmg under the umbrella of the General Agreement on Tariffs and
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Trade ( GATT). Even in the event of a failure of the Uruguay Round due to the contentious issue of
farm supports, the matter of intellectual property rights is likely to be pursued in other intemational fora

and would limit the ability of countries like the Philippines to willfully sidestep patent or copyright laws.

: iV. TARIFFS AND OTHER DUTIES ON MEDICAL EQUIPMENT AND SUPPLIES
 Medical equipment, supplies and pharmaceuticals are'intermed-iat'e inputs to health care. Hence it
is important that they be a\}ailab-le to the health care sector at reasonable cost, There is virtuaAlly no
domestic. induétry producing medical equipment -altho'qéh there is a- Sizeable import-substituting
pl{aﬁnécéuticai i'ndustry in the Philippines. Howe&er_ the latter consist mostly of licensees of
multinational pharmaceutical giants and have not constituted a rﬁajor lobby for domestic protection.
While the trade regime confers both tariff and non-tariff barriers on these iteths,_with some rare”
exﬁeptions, they appear not to be se:vere. | |
Medical Equipment and Subpbles ‘There are-both tariff and non-tariff barriers on the importation of -
medicai équipnient and supplies. They appear not to be p.rohibitive though. Except for radiological
equipment, the DOH does not require a.nyspecialpermits for the operationof medicélequ’ipment Tariff
rates on all types of medical i mstruments and equipment (belongmg to the Harmonic System category
of 90.18 to 90.23) vary between 10 % to about 20 % ad valorem. Non-tanff barriers take the form of
discretionary import licensing (see Table4.7). However, there areno studxes toindicate howsignificant
the non-tariff « measures are in affectmg the cost and availability of medical equxpment
Medical equipment and supplies are intermediate inputs for health care providers (such as hospitals,
laboratones, clinics and the like). The impact of trade protection, both tariff and non-tariff, on
intermédiate inputs is toAcr‘eatAe negative effective protection to the users of these products. They raise
costs to the producer of health care and to- the consumer of health care so that‘the health care sector
produces less health care services. To the extent that the distortion in input pricés between imported
vs. domestically-produced equipment or between mcdical.cquipment and other primary factors of
production result in; choice of inappropriate tcchniqucs,- this increases th_e loss in eFFiciéncy and__hence

welfare.
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PHam_mceuticals,Pharmaceuticéls (Harmonic System Code 30) fac'e tariff rates ranging from 30 % to
10 % ad valo'rem For the most part, the sector faces no non-tariff measures. Howeve;, penicillin and
its derivatives (Harmoﬁic System 541_.3100, HS 542.13-01 and HS 542.13-09) face quantitative re-
strictions. Permiséion must first be secured from the BFAD before these can be imported into the
country. Part of the racionale'for this restriction seems to be the desire-to prétect the scacé-owned
Chembhil, which imports and packaées penicillin and penicilliﬁ'derivatives. Chemphil is actually
scheduled for privétimtion_ by. the-DOH, but the Department seems to be reluctant to diséose of the

compé_r\y.

TABLE 4.7

- Non-tariff Measures on Medical Equipment and Supplies

PRODUCT RATE OF DUTY
DESCRIPTION .| (MFN Rate) - NON-TARIFF MEASURE
Medical, dental, surgical and - 10% Discretionary import licensing

* -veterinary instruments and

- appliances (including electro-
medical apparatus and
opthalmic instruments).

Apparatus based on the use of : 10% iscretionary import
- x-rays or of the radioactive licensing.

substances (including radiography

- and radiotheraphy apparatus);

x-fay generators; x-ray tubes; x-ray

screens; x-ray high tension generators;

x-ray control panels and desks; x-ray

examination or treatment tables,

chairs and the like.

Source: Consolidated Lisc of NTMs Maintained by ASEAN Countrics. .
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CHAPTER FIVE

Regulation of Health Care Financing

Concern with health care finance is asscciated with the conventional notion of health care as a
“right” of society’s members. More subtly, a focus on financing of adequate levels of health care
presuppo_ses a polfcy framework which accepts the market system as the fneans to provide health care;
nevertheless its tendency- to exclude some (or many) members of society from access to health care
should be corrected 'tllmrough germfnent intervention.

Héaltﬁ care payments can be fihanced in many wéys. We ca_ndistingﬁ ish between privateand public
‘means of financing. Private i_nsr:rume_nts inqlude personal savings, loans, inst_jrancé, or pre-paid health
plans. Public instruments cover subsidies an_d Compulsory'insurgnce, such as medicare. Often the
instrument takes the form of contingent ﬁnapcing, Qhere a means of payment is arranged beforehand,
usually at some cost. | |

“This chapter focuses onthe regulatory envirbnméntsurrounding market mechanisms of contingent

finance of health care, i.e. of insurance and pre-paid healch plans.
- Contingent Health Care Financing from the Private Sector

Insurance. In 'tfxe Philippines, health benefits are often closely i'ntert.w'méd with casualty and
accident insuréncé; life insurance policies frequently also carry riders which provide compensation for
health expenses. Data from the Commission on Insurance indicates a stable number of companies

| offéring he;alth and accidenf insurancesince 1 975 (Table 5.1). Only few of these companies are foreign-
owned. Growth in nominhl terms of the sector to measured by total premiums collected, risks accepted
and bencfits given has been consistent (Tablcs 5.2-5.4). More interesting is Table 5.5 which shows the

amounts of benefits paid out per peso premium collected, and roughly measures the proficability of

“insurance (gross of operating expenses).
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TABLE 5.1
Number of Companies Involved in Accident Insurance
. (1975-1987)

, NONLIFE - o : LIFE ‘ GRAND
Year | Domestic Foreign ~  Total . Domestic Foreign Total] TOTAL
1975 | - 83 15 98 7 2. 9 [ . 107
1976 | 76 13 89 6 0 6 95
1977 85 13 98 7. ) 7 105
1978 86 13 99 7 0 7 106
1979 76 - 12 88 7 0 7 95
1980 81 13 94 7 0 7 101
1981 - 6 12 18- 3 0 3 21
1982 78 13 o1. 7. .0 7 98
1983. | .78... 13 91 . 1 0 7 98
1984 79 13 92 6 -0 6 - 98
1985 | 60 11 71 7 0 1 78
1986 82 - 12 94 8 0 8 102
1987 82 11 93 10 0 10 103

Source: Commission on Insurance.

The regulation of health insurance éompanies (HICS) is done by“cAhé Office of the Insurance
Commissioner, which'implgrﬁehgs the I‘ﬁskurancle Code\of 1974 (P. D;‘1814): While the Code ié only
the statutory form of health insurarice regulation (it is a different matter to investigate the implemen- _
tation, of the Code), it is nevertheless a useful starting point in studying thesegulatory environment
surrounding insurance. |

In the Code héalth insurance is classified under casualty insurance, as distinct from life insurance.
In detail t_h:e Code spells out r_he__ format of a legal ir_xsuranée coﬁtract, and various restrictions on the
status and activities ot insur.ance companies. Most interesting from the economic standpoint are the
various provisions on “The Busiﬁcss of Insurance” (Chapter I1I). Appendix 3 is a summary of
r.cquirclmcnts for liccnsiﬂg of domestic insurance companies. The reader isv referred to the Code for

details of margin-of-solvency requirements, limits of possible investments, limits on risks

wn
w
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* TABLES.2

Gross Premiums Taken by Health Insurance Companies, 1974-1987
(In Thousand Pesos}) '
1074 1975 1976 1977 ' 1978 ° 1979 1980 1981 1982 1983 1984 1985 1986 1987

i}

\

NONLIFE S ,
Domestic | 16,867 23,602 22906 28516 39,803, * 47271 63,780 76501 82408 99,875 128619 164928 182,294 168,825

Foreign 5308 14,031 17,038 20,049 21,926 23,251 126,132 33317 39,815 45,717 54,121 60235 66,710 72,275

Total 22,175 37,633 39944 48565 61,819 70522 89912 109818 122,223 145,592, 182,740 225,163 . 249,004 244,100
LIFE
A. By Location:

Domestic | 15,693 19,183 22,667 297271 35800 41940 50271 58517 72952 79486 71,253 118,164 146011 181,216
Foreign 818 87 0 0 0 0 0 -0 0 0 0 0 0 0

" B. By Type:

Ordinary | 9815 10670 12403 13,690 15547 17580 19398 20,869 27342 24149 27426 30762 31580 42700
Group 6696 8600 10264 16037 20343 24360 30873 39,648 45610 55337 43,827 87401 108429 138516

C.Toml: [16511 19200 22,667 29,727 35890 41940 ‘50271 58517 72952 79486 71,253 .118,164 146011 " 181,216

Source: Commission on Insurance
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TABLES.3

Gross Risks taken by Health Insurance Corﬁpahies, 1977-1987
(In Thousand Pesos)
1977 1978 1979 - 1980 1981 1982 ; 1983 1984 1985 - 1986 1987

-
!

NONLIFE ) . ' .

Domestic 27,830,355 24,878,571 29,159,137. 52,974,417 56,280,308 - 40,140,915 48,818,154 63,231,382 65.036,310 61,655,095 64,745,899
. S ’ .

Foreign 5,320._273 11,711,169 1,990,259 14,965,328 18,759,975 15,023,188 5,879,794 14,371,093 15.529,589' 12,724,133 46,284,025

Toru! 33,150,628 36,589,740 31,149,396 67,939,745 75,040,283 55,164,103 54,697,948 77,60i,4?5 80,565,899 74,379,228 111,029,924

Gross Risks Tuken = total amount of health insurance liabilities assumed by insurance companies based on their existing policies and reinsurance

agreements.

Source: Commission on Instrrance.
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| TABLES4
Ldsses_takeri'by Héalth "InsurancehCompanié%, 1_97431987' |

V| om 1o 1% 1em 9% - 1919 1980 1§81_. 198,5 om0 198 _11986. 1987
NONLIFE | _—
Domestic * | 4945 - 4210 - 7383 755 883 20712 18785 18344 21863 28167 47293 36133 51415 63313
Foreign | 2014 4631 5312 8707 i 7,07 8858 7711 10,188 11,687 17,148 16915 25830 33,862° 40755
Toral 6950 8841 1269 16261 16543 29570, 26496 28532 3355 45315 64208 61983 85277 104078
LIFE |
A. By Location: '
Domesic | 5314 2594 9001 13030 16034 19672 0 31958 4009 0 64393 83,624 101,193 130,612
Foreign 543-© 0. O o . 0 0 0 0 0 0. 0 0 0 0
B. By Type:
Ordinary 16 2,203 0 7619 9610 10677 0 . 0 0 0 61457, 0 65135 4234
Grop 5690 391 9001 5351 6424 8BS 0 3195 4009 0 . 2936 83624 35458 126378
CToml  |5706 2594 9001 13030 16034 19672 - 0 31958 10096 O 64393 83624 104,193 130612

Losses Taken = Total amount of health insurance benefit payments from existing policies and from reinsurance given to valid policy claims.

Source: Commis-i~
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taken, reserves, examination and licensing of insurance agents, and‘so forth. The rationale for these
regulations is sugge_sted in section 187, where the Insurance Commissioner is empowered to withhold
the licensing of an HIC until he or she can “reasonébh{ assure the safety of the interests of the
policyholders and the public.” Thus the numerous requirements and restrictions attempt to minimize
chance of nonperfehnéﬁce of contract by imurel; (i e. default) by reduciné the chances of insolvency
| and the nskmess of the activities and investments of the HIC. Moreover, foreign-owned HICs face
addmonal requnrements as deemed appropnate in the code and by the Insurance Commissions “in the

light of local economic requirements” (Section 187).

] . ~ TABLES.S
Loss Ratio of Health Insurance Compames, 1974-1987
Year ,, Domestic:.  “orejgn Life ~ Non-Life All Companies-
1974 - 31.68 4174 .- 3547 C 3182 . 3312
1975 15.90 32.80 1346 - 23.49 20.12
1976 35.96 31.17 39.711 . 3179 34.66
A971 . 18.17 {3.42 43.83 33.48 37.41
1978. _ 32.81 35.15 44.67 26.61 33.34
1979 : 45.04 - 38.09 46.90 - 41.93" 43.87
- 19807 16.47 0.00 000 - 2946 18.90
1981 51.16 30.58 54.61 . 25.98 35.72
11982 - _ 39.97 19.35 54.96 . 12145 31.73
- 1983 - 15.70 37.51 0.00 . 31.12 20.13
1984 55.88 31.25 90.37 . 35.14 68.47
1985 42.30 $2.88 70.77 21.52 42.41
1986 | 46.48 30.49 69.30 34.25 47.30
1987 55.40 - 54.14 72.07 42.63 55.18
 AVERAGE 35.61 35.61 . 4543 31.62 37.74

* Loss Ratio = losses Taken/Gross Premiums
Source: Commission on Insurance.

" Health Maintenance Organizations ( HMOs). HMOs are characterized by the following (Luft, 1981):
1) HMOsare contracted to provide a set of health services; 2) subscribers pay a periodic fee independent

* of the use of services; 3) the HMO assumes at least part of the financial risk in service provision; and
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4) often there are case managers to oversee the entry of patients and the use of resources. The role of
HMOs in health care financing become significant only recently (Tables 5.6-5.7). Company size, in
terms of facilities, primary personnel, and accredited physicians is noticeably large for some HMOs

(Table 5.8). Information on premiums is available in Table 5.9.

TABLE 5.6 ' :
‘Health Maintenance Organizations (HMOs) in the Philippines
(As of May, 1989)
DATE OF , _ '
_ INCORPO- - START OF ORGANIZATIONAL

HMO RATION ~ OPERATIONS AFFILIATION
"|" Blue Cross - Insurance-based

Family Medicare | ' ' 8-87 - Insurance-based

Fortune Care .- 2-12-85- . 6-85 ' Insurance-based

Health Care and Development  3-28-80Q, . : S

Healthkard International Inc. 1-12-87 - 5-26-87 Hospital-based

Health Maintenance Inc. 4.29-81 .

Health Plan Phil. Inc. 4-86 6-86 Hospital-based

Intercare 2-25-18 -

Lifecare . 4-4-86 7-86 ,

Maxicare 4-28-87 - Hospital-based

Me_iiicard _ o 11-27-86

Pamana Golden Care - 12-87 : a

Philam Care -~ - 6-17-82 . 85 Insurance-based -

St. Patrick’s 2-25-65 86 Clinic-based -

St. Vincent - -7-18-88 65 ~ Clinic-based

Waterous Medical Corp. 4-2-81 ‘ 65 Hospital-based

Source: Ma. Concepcioﬁ P. Alfiler, “Health Maintenance Organization As an Altemative Mode of Financing and
Delivering Health Care in the Philippines: Some Preliminary Findings,” Paper presented in a seminar sponsored
by the Philippine Institute for Development Srudies, May 9, 1989 at the NEDA sa Makad Building.

As of now they exist in a legal vacuum. The provisions of the Insurance Code are not applied to
HMOs, thus, they fall outside the jurisdiction of the OIC. Incorporated HMOs are simply subjected to
the usual SEC requirements for corporate entitics, but their activities are not singled out for special

regulation.
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Fortune Care

Health Care
and Development

Healthkard
International
- Inc. -

‘Health

Maintenance Inc.

Health Plan
Phil., Inc.

¥

Intercare”
60 years

Lifecare
65 years .

Maxicare

- (terminates at 65 -
years) for group

3 months to below 25,000 |

65 years

3 months to below 4,000.

65 years

3 months to below 1,000
60 years (termmates_ : .
at 65) - '

'3 months to below 78,600 3

65 years

3 months to below

65 years
15 days to below 5,000 |
3 months to below 30,000

less than 65 years

TABLE 5.7
HMO Chentele Eligibilities, Approximate Enrollment, and Client Mix
(As of May 1989)
APPROXIMATE
_ 'MEMBERSHIP - NUMBER OF
HMO ELIGIBILITIES ENROLLMENT - CLIENT MIX
Blue Cross 15 days to 65 years, 5,000
provided they enroll .
before 60
" Fatnily Medcare ‘a)30daysto55 10,500 Almost all
: ‘ years (terminates : - COTporate accounts
at 60 years)
- for individuals
b) 30 days to 60 yrs.

40% corporate
60% individual/

family

- 100% corporate

" 85%.corporate
15% individual/
family

100% corporate
Just Srarting
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Medicard
60 years

' Paﬁnana Golden
Care

Philam Care

St. Patrick’s .

St. Vincent

Waterous Medlcal
Corp.

3 months to below

3 months to below
60 years

15 days to below
65 years ‘

: Corp'orate employée
3 months 1o below '

65 years

. Corporate employee

18,000
90,000
80,000

10,000

5.000

14,000

More than 90%
corporate;

Less than 10%
individual/family

60% corporate
40% individual/
family

100% corporate
80% corporate
20% individual/
family

100% corporarte

Source: Ma, Ooncepcxon P. Alfiler, "Health Maintenance as an Alternative Mode of Fmancmg and Delivering Health
Care in the Philippines: Some Preliminary Findings,” Paper Presented in a seminar sponsored by the Philippine
Institute for Development Studies, May 9 1989 at the NEDA Makaui Building.

 TABLESS
: HMOS Professmnals and Facxlmes
~ (As of May 1989) -
: Acredited | HMO Clinics
Primary Doctors | Accredited (Metro Manila)
HMO Physicians (MM Only) | Hospitals Medical Service
“Unit (MSU) | |
Blue Cross | 13 | -8 in Metro Manila 8 MSUs
(3 outside MM) o (MM)
Family Medcare 21 in MM 2 Clinics/21 MSUs -
(64 outside MM) : ‘
Fortune Care - 10 ‘94 19 in MM 4 Clinics/19 MSU;s
' K Clinic - (8 outside MM) )
Physicians
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Health Care and 10 154 | 10in MM 10 MSUs
Development (2 outside
" MM)
Healthkard 17 89 | 15in MM 14 MSUs
International Inc. - (1 outside
- ~MM)
Health . 26 - 400 13 in MM 3 Clinics/13 MSUjs
Maintenance Inc. (2 outside o :
| ‘ MM)
Health Plan Phil. 45 165 9 in MM ‘ 1 Clinic/19 MSUs
Inc. - (14 outside MM) - _
Intercare 32 232 | 16in MM 13 MSUs
(12 outside MM) ‘
| Lifecare 8 1156 | 10in MM 7 MSUs
Maxicare 9 135 | 9in MM 1 Clinics/9 MSUs
Medicard 19 235 | 18in MM 21 MSUs/8 Satelite
o -+ | (9 outside MM) _ Clinic
Pamana Golden 16 in MM | 1 Clinics/ 16 MSUs
I (12 outside MM) :
Philam Care 23 262 7| 17 in MM '5 Clinics/12 MSUs
- | (23 outside MM) o
St. Patricks 30 Clinic 8 in MM 8 MSUs
Physicians ‘ ' : : o '
St. Vincent 8 in MM 1 Clinic/8 MSUs
(5 outside MM) | .
Waterous Medical 12 93 7 Clinics
Corp. ' ' Consultants | in Metro Manila’

Source: Ma. Concepcion P. Alfiler, “Health Maintenance Organization 25 an Alternative Mode of Financing and

Delivering Health Care in the Philippines: Some Prcliminary Findings,
sored by the Philippine Institute for Development Studics, May 9, 198

" Paper presented in a Seminar spon-
P pa

9 at the NEDA sa Makati Building.
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TABLES5.9
Average Premium Rates for HMOs
‘ - (As of May 1989)
) SEMI-
WARD PRIVATE PRIVATE - - SUITE
INDIVIDUAL:

Annual 830.52 990.40 1,424.23 ~2,750.10

~ Semiannual 44210 521.10 74893 1,463.40

Quarterly 22540 267.60 - 385.39 749.85

Monthly ?7.50 93.75 -115.83 255.00

~ FAMILY OF SIX: - |

 Annual 4,219.20 5,323.90 7,591.33 14,980.85

Semiannual 2,319.00 2,857.80 - 3,7154.05 8,112.14

- Quarterly 1,185.90 1,469.60 1,914.76 4,079.91

_Monthly |- '406.25 492,50 ~ 631.57 1,375.50

'CORPORATE:

Annual - 623.26 751.98 1,093.28 . - -2,163.35

Semiannual 333.56 396.79 577.48 1,135.15

Quarterly 170.85 204.28 286.34 582.98

Monthly 56.25 o 67.42 99.11 190.00

Source: Ma. Concepcion Alfiler, “Health Maintenance Organization as an Alternative Mode of Financing and Delivering
Care in the Philippines: Some Preliminary Findings,” Paper presented in a seminar sponsored by the Philippine
Institute for Development Studies. May 9; 1989 at the NEDA: sa Makati.

This status has drawn clamor from certain sectors to begin as stringenta regdlation of HMOs as of -
HICs. Meanwhile HMOs, organized under the Association of HMOsin the P‘l‘\i‘lippir‘xes, have advocated |

industry self-regulation.

Medicare .

Publicsector provision of health care financing s 1argely gioné through The Philippine Medical Care
Plan, or Me:dicare. Enactedin 1969 byRA 6111, itisthe country’s national compulsory health insurance
écheme. The avowed purpose of the Plan is to exrend “medical care to all residents within our
economic means and capability as a nation” and to provide the population “practical means of helping

themsclves pay for adequate medical care.” In the Declaration of Policy, the total coverage of medical .
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p——
s

ervice, as well as freedom to choose the appropriate service, is emphasized. This mix of values -
eflecting self-reliance, health care as a basic need, individual freedom, and economic feasibility - all
.ontribute to the salient featurés and objectives of: the Plan.

Essentially medicare isa systeni of publicly prqvided universal insurance financed through a payroll
ax. The tax is progressive and is equally shared by employer and employeé. The tax is collected into
;aiétinct H.ealth Insurance Fund,'which is used to bay for some medical expenses of medicare members.
Benefi;iaficf_s are Eee to choose among the Medicare-accredited health care pr‘oviders. Inasmuch as the
Fund s collected fr_drh members themselves, the program may be regarded as self-financed. Unused
amounts in the Health Insurance Fund may be invested soas to génerate édditidnal income for the Fund.
And.to,_ keepthe program ecanmically feasible', benefit limits are se't; any expenses beyond these limics
becomes the liability of the member. | |

For the public sector collecnon and dlsbursement is carried out by the GSIS while the SSS extends
coverage to the formal private sector. Overall administration of the program is vested on the Philippine

Medical Care Commission.

Coriv_ention;ﬂ Framework for Evaluation
A prerequisite for a complete and édherent evaluation of héalr.h care financing programs is the -
id‘enti'ﬂcatibn of social objectives behind these programs. As we have seen, the professed general
objective is toensure that the population, within a mixed market system of heal&m cére provision, isable’
to obrain adequate levels of health care. Thus the regulation of health insurance can be interpreted in
this framework, as z'; means't‘o enforce health financing contractsf on thg other hand, medicare can be
interpreted as additional supply of health care financing, on the presumption that voluntary private
contracts are inadequate.
‘As the pricé system of providing health care for a large part denies access to low-income groups, a
social objective closcly related to the one jﬁst mentioned is equity. We therefore expect public health

finance programs to show a preference for lower-income groups, in terms of incidence of bencfits'and
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costs. Going by this objective, we would want insurance benefits to accrue proportionately more to the
poor, while they shoulder proportionately less of the financing.

- This brings us to the issue of cost: while it is very ideal to imagine complete financing of all healch
care needs, the re‘ality isachieving this ideal requires scarce resources to be diverted from other valuable
~uses. The best of these alternative uses represents the opportumty cost (or srmply the cost) of the

reallocatron The economic objective, in general terms, entarls ﬁndmg the best possible allocation or
to ensure that the benefit of a reallocation éxceeds the opportunity cost.

| Of c_:ourse noone will diaa gree withsuchabroad s-tatement; itis when benefitsand costsare measured
-and compared that sharp disagreement 'ariaee'. The- ecor.omic perspective, which we shall presently
vexamme, provxdes a framework for evaluatmg beneﬁts and cost, and for achrevmg maximum social (net)

benefit. While socrety might not select a stnctly economic approach to health care fmancmg, at least

the framework furnishes an awareness of the costs of such compromises.

An Ecorromic Framework

The neoclassical perspective regards the competitive market as a means to arrive at an efficient
allocation of resources. Efficiency is deterrnined aecordino to the Pareto criterion {or an appropriate
denvatlve), which requxres unanimous agreement on rhe superiority of one allocatron as against
another.! As mdmduals through the market would. by. themselves acquire the (Pareto) optimal
‘quantities and forms of health care financing, there isno need for public policy tosingle out the ﬁnance.
of health care for subsidy or reaulatlon, as long as the market is perfectly competitive. Under ideal
condmons, Arrow (1963) asserts that social policy would be confmed to “altering the distribution of
purchasing_power”, through income or asset transfer. . Thus efficiency is separated from the issue of
equity; combining both achicves maximum social welfare,

Under less than ideal condrtlons, however, social policy may take on the role of addressing market

1mperfcctlons However, not just any mtz.rvcntuon will do; among the possible measures the most cost-

effective one will have to be sclected.
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The foregoing sketches our plan of discussion: first the ideal conditions for contingent financing are
describea then the likely departures from the ideal, and finally the appropriate interventions given the
identified shortcomings of the market. .

Contingent financing under ideal conclmons We assume cbmpetitive markets, but with agen'rs facing
uncertainty with regard to natural events or “states of the world”. In particular, competitiveness entails
all available in_formatibp relevant to economic choicés be kriown by all agents - that is distribution of
information 1s symmetnicar. inawviduals derive their satisfaction or utility from income net of medical
exbenses,_but are avérs.e to facing risk. Since m;dicai expeﬁses are unpredictable, this implies that some
means; of reducing uncertainty of ' |
net income-would benefit the indi- . Premium -
vidual. We underscore the fact that
the benefit is enjoyed ex ante, at the

present time, regardless of whether

or notthe individualactually incurs - p,

the expenses - and not ex post, upon

realization of the medical expense.

The basic idea behuna conungent o .. o  Security

financing is the stabilization of net ‘Figure 5.1 Demand for Healm-Conﬁngent'Secmiﬁs'
income ﬂo“;s.

This stabilization .m'ay be achieved through a mechanism of and costspreading whereby the medical
expenses of individ;Jals are shared by the population. The statistical law of large numbers permits this
spreading of risk, fo; while the medical e:{penses ofan indiviaual are predicted only with great variance,
the expenses of the population can be predicted quite accurately most of the cime.

How will this mechanism be efﬂciéntly organized? Economic theory can demon.str#ce how perfect

competition ariswers this question precisely (yetunintencionally), by forming aninsurance market. The

acmang ror insyrance comestrom the individuals’ willingness to pay to realize the benefits of risk reduc-
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tion; as long as the premium they wish to pay of the margin exceeds the actuarial (and operating) costs
ofr_llw. scheme and still leave a normal profit, firms will come up with the requisite supply. Meanwhile
price competition among suppliers will ensure that premiums are kept near the actuarial:ly fair level.

Figure 5.1 1llustrates this graphlcally Let there bea conungent security yleldmg aunit of value (say
“onepeso) when acertain adverse health event occurs, none otherwise. Supposing there are no operating

costs, the cost of the security will simp_ly be the'actuarial prokability of the occurrence of the event,

which would also be the market premium Pr. But for the ﬁrsf several units the individual’s willingness
. to pay is greater than the premium 2, but is mafg'mally falling. Therefore the demand for the contingent

security is -negat'ively sloped. The -;otal amount of insurance purchased, equal to the amount of
contingent securities bought, is Q* (where willingness to pay équals the premium). Marketsupply and
demand are obtained as horizontal summations of the individuals’ curves.
| In equilibrium eFﬁc1ency in nsk-spreadmg is achleved Thus we can apply Arrow’s redistribution

mandate: to maximize social welfare under some basis of mterpersonal companson all the Scace will

neeu o do is to redlstribute incomes, without at all intervening in the insurance contracts reached

arﬁong privatfe agéhts given their respective endowments.

Asymmetrical Information. - Moving from the ideal to the real we discover thgt-“ihforrnaticjn is -
asymmetrically distributed: some data
known by one agent can only be known by
1o 6ther§ atacost. Forone, an insurerknows its
Qillingness ‘and ability to honor its own

contracts, but the same information may be
MC : :

unavailable to insurance buyers. This expo-

ses the latter to default risk.

o — : A more complicated problem is referred to
a Q2 _Treatment ’

Figure 5.2 Analysis of Moral Hazard under Full Coverage  as “adverse sclection” (Ackerloff,1973). In

a population, individuals face varyirig de-
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rees of risk of having to incur medical expenses - for simplicity, we distinguish a low risk person from
highTisk person, or a “lemon”. The insurer has far more difficulty estimating individnal risk, compared
o the relative ease of observing the population average. But the actuarially fair premium, based on the
opulation average, may be too l‘ugh for the low risk mdmduals, preventing them from purchasxng
asurance. If i insurers realize this, they will recompute the average based on the greater proportion of
lernons in r_he remammg.population of poténtial buyers. Thusthe premium reflects, not the fair level
,lus economic. costs but the effect of adverse selection of lemons Thus quality dlspersmn among
ndmduals reduces the benefit from market- organized contingent ﬁndncmg The lemons impose an
xternality on the rest of the population. l |

The extreme nutconle is for the insurance marker to shut down entirely - for example, no health
néufance. may be sold for persons 65 years old and above, no matter what the price. This may take place
f every increase in premium leads to enough adverse selectlon to raise premxums even higher.
'ventually only lemons are left, and insurance is no lonoer supphed

Adverse selectxon furnishesa concethal tool to help us re-examine the effects of pnssible contract
lonperformance In the market there are contracts laden with default risk, and there are safe contracts,
he buyer is unable totell the difference. Thus the nsky contracts 1mpose an extemahty on'the market.
’r insurance contracts, because all are chargmg similar, actuarially fair prerniu'ms'.*”- C

Another problem related to asyfnmeitricvalvvivnfoninatiqn is “moral ha;afd;’. Marshall (1978) points
utthat deﬂning sta‘tes of the world insufficient detail soas to rule out the influence of individual action
and 50 arrive at a purely natural event) raises the cost of contract writing and enforcement. To save

" ‘

n contracting costé insurance contracts are defined only for “result states” Hesnribed by value of loss.
sut of the probablhty of occurrence of result states is dependent on the action of the insured-this action
eing (in the first place) unobservablz. by the insurer. Forexample, insured persons may undertake ma jOt'
reatment expenses for minor illnesses’ because the insurer had sold them full coverage contracts but is
nablél to monitor their behavior. The significance of moral hazard in health care demand has been

mpirically confirmed in numecrous studics, such as Kecler and Rolph (19883).
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Market adaptations to asymmetrical information. In the same way that the market creates insurance as

an adaptation to uncertainty, so the market can evolve adaptations to asymmetrical information.

Regarding default risk, Dohefty and Schlesinger (1991) show how this can be characterized as part of

the quality of an insurance contract. Thus individual insurance demands alter (though not necessarily

decreases), in the presence of risk. However, the effect of default risk on market demand, premiums, and

contract terms is unclear, but can hardly be dismissed if the probability of default risk is significanc.

Regarding édve_rse‘ selection, it is possible for HICs to charge one premium for the low-risk group,

anda higher one for the le'mom‘;' this is called sorting, or rating, and is done by using readily observable

characteristics which indicate proneness to disease, such as age, kilograms over/underweight, medical

~history; ete”"However complete and accurate sorting 6f a population is too costly; there would remain

heterogenous gfoups (with good risks and lemons still mixed together) being charged by the insurance

“company a common price, above the fair price.

With regard to moral hazard, one method is b? avoiding full coverage, and enforcing copayment of
the: medical expense by the insured. This of course reintrdduces income variability and reduces the

beneﬁt of nsk reductxon In terms of Figure 5.1, purchasérs are not allowed to consume Q* of the

. contmgent seCUnty, even though they may be paymg the fair premium. Thxs quantlty rationing of the -

security introduces surprising complications in the description of market equilibrium. For as Rothschild
and Stiglitz (1976) point out, price-quantity ¢ompetition (in contrast to pure price competition) may
result in the unattainability of competitive equilibrium in the insurance market. Unfortunately, theory

has not yet adequately described what market outcome will be reached under these circumstances.

Another way is for the insurer to reduce its costs is by monitoring and controllmg the con.sumptxon

| of health service. The most dircet way it can do so would be to provide the health care service itself, to

i

limit financial bencﬁts to thesc services. In other words, the insurer could organize u:self asan HMO.

Pre-paid healch plans may be regarded as insurance contracts with vertical integration or market incer-

linking.-
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The cost containment of an HMO would depend h_eavily- on the following factors (Scheeler and

Nauenberg, 1991): 1) whether physiciansare paid on the basis of fee-for-service, fixed salary, capitation,

or receive performance-related bonuses; 2) whether physicians provide services as a group in a single

facility, or mdwtdual physrcxans provrde thelr own facilities; and 3) the degree of autonomy of the

* physician regardmg resource use. That HMOs do conuain costsis quite well documented (Pauly, 1986).

The reduction of treatment expenses opens up-anot_her avenue for opportunistic behaviorasa result

of asymmetrical information, this time With consumers at a disadvantage. The latter are uncertain as to

' the quahty of the treatment supplled bya health care provider. Thus up to d certain pointan HMO can

provrde low cost, low qualxty care and escape 1mmed1ate detectton from clients. Thxs issue has already

been explored in a precedmg chapter, but for an HMO, there is an eSpemaIly strong incentive to

undertreat, because increasing the level of treatment of HMQ clients does not significantly increase its

~ revenues. This possibility is evident when the HMO pays its own or affiliated physicians according to

a fixed salary.

Ordinarily consumers will deal with this asymmetry by searching for the “bes_t’ ' provider.? Rochaix

| '(1988) models the search behavnor of a consumer based on the assumption that he already has a

preformed expectatton of the severity of his illness. A search for another provrder w0uld be undertaken

1f the latter s prescnbed treatment is sufficiencly dtfferent from the preformed expectatlon Her model

“implies that avery small populatlon of knowledgeable persons (say, doctors who are also patrents) would

drive pricés down to their competitive Tevels.

Rochaix (1988) models the search .behavior of a consumer based on the assumption that he already has

a preformed expectation of the severity of his illness. A search for another provider would be undertaken

it the latter’s prescribed treatment is suffieierttly differex_\t from the preformed expectation. Her model -

implies thata very small po‘pulation'of knowledgeable persons (say, doctors whoare also patients) would

drive prices down to their competitive levels.

‘Limiting insurance coverage to treatment from only one proviaer 1s unacsirabie rrom the viewpoint ot

an insurance buyer, if the latter is unfamiliar with the quality of trcatrhcnt from the designated provider.?
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Thus pre-paid health plans often contract several hospitals and physicians, so as to expand the scope

»

>f providers from which the consumer may wish to choose. Of course the enlisted health care provider
nust have been previously screened regarding its ability to contain cost and its attractiveness to
sonsumers. (Organizations offering such plans are sometimes called Preferred Provider Organizations,
or PPOs; however, in our terminology PPOs are subsumed under HMOs).

Barviers to Entry ﬁnd Market Power. The common economic entry barrier is erected by increasing
retumns technology. In ;i’le insurance mérket Arrow (1963) points out the possibility of scale economies
in 'msurancl:e because of
the law of large numbers.
Né.‘?,?‘}‘ffh work has been Premium
done to investigate these

scale economies but such

are likely to be _insignifi-

cant. For pre-paid health

plans,monopolypow_erin . pp

the health care services

market may effect out--

_ 0 Qy . Qr © - -Security
nancing market. Market Figure 5.3 Minimumn Compulsory Insurance (1) -

comes in the _hea]th ﬁ-_

power of health care sup-

pliers may Viﬁefﬁcienrtly reduce not only.the supply of health care, but also of HMO services; but the
significance of supplicrs’ market power is unclear, and evidence has been found on its being eroded - for
example, Feldmén and Dowd (1986). On the other hand, the snzggimne HMOS is large enough for
health care providers té be spurred to price competition - an cmpiricai '”s‘:tudy of this effect is Feldman,
et.al. ( 1996)‘. Pauly (1986) carrics this proposition so fafas toexamine the eftect of amonopsony Ha{O.

Meanwhile Welch (1986) finds that cmpirical evidence on price elasticity of demand tends to show the
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ability of the market to discipline insurers.” Apparently market power is not recognized as a problem
worth regulating premium controls, anti-trust action or limitations on firm size the usual regulatory re-

sponses to perceived market power are about. Instead regulation of health insurance itself constitutes

an institutional barrier to entry which is likely to be more significant than economic entry barriers.

~ Policy Evaluation Using the Conventional Framework
In ouractual poliéy evaluation we apply first the conventional framework, i.e., using the objecrives
broadly referred vo as “adeqhate health care financing - N

for the whole population” along with “equit);” and
“economic feasibility”. This cHafacteriEes the bulk of ' \ £

. . P" -
current evaluation of ..interventions in health care . .| F g
Pra
ﬂnancmg, such as thac of Gamboa (1991) Griffin \\ \
S H _
(1985, 1992), Alano (nd) and Beringucla (1991) \;f’
4] o = Security

g F' igure 5.4 Minimum Compulsery Insurance (2)
The conventzonal framework also serves as a contrast

to the economic evaluation which fo]ioWs.
-Heﬁlth Insurqnce Regulation. TIhetlnsurance Coae, while atrtempting to promote “Public Safety” by
- reducing default risk, inadyeqteﬁtly erects entry barriers. Whether or not this increasés the expected -
supgly of contingent financing is unclear. In fact, beyond some rough indicators such as stability of the
number of HICs’ their relatively-large size, vtheir' consistent as lowloss racibs_; and so on, there is little
solid evidence that regulation has a _signiﬁcahf effect on the supply of ihsurance and market competi-
tiveness.

Medicare 1. Support valueis the proportion of medical expenses of beneficiaries paid for by Medlcan
The program’s target is 70%. Table 5.10 reveals thatsupport value i is far shortof the target but is growing
over time. This is attrlbutefi to the limits set on the benefits of medlcare - astructure which also allows
prentiums to be kept low and avoid external financing and preserve “ccoﬁomic feasibilicy” (Table 5.11).
Thus the phenomenon of escalating medical costs chnfgcci to the public sector, observed in developed

countrics, is hardly a problem here.
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TABLE 5.10
Medicare: Service and Financing Profile, 1983-1988
(In Millions, Unless Otherwise Stated)

1983 1984 1985 1986 1987 1988,
1. Coverage © 2110 2740 2880 2960  2L70 2170
) %:;?;E:iresnts 3% 2%28 350 255 1790 1190
2. Beneficiaries Served 150 1.40 | 1.50' 150  1.60 1.36
3. Program Utilization - | 710 - 510 520  5.06 737 6.27
4. Collection (P) : 155320 - 57630 51430 52590 82430  861.53
| 5. Disbursement (P) 40030 41450 43910 45120  574.80  714.35
. 6..Fund Utilization .-(‘P) 7236 71.92 85.37 . -85.79 69.73 . 82.92
7. Investment Income (P) | 135.40 21890  384.60 37840  338.70  464.5
8. Operating Expenses (P)|  14.60 1950 2250 3460 3990 4841
9. Reserve Fund (P) [1,01840 137960 1,85270 227120 2819.50 3,378.68"

. (as of December) ‘ o

“Adjustment included. :
Note: Fund Utilization - the the percentage of Meducan: contribution collected spent for
payment of benefit claims.

Source: Philippine Medical Care Commission

The table alsoshows greater levels of support value for public and primary hdﬁpitals.‘Equity‘-w‘ise ﬁmis
is'a good sign because it is the poor who make use of ”this type of facility, for to thérr_l itis relatively more
acces;sible. A morelspecificmeasure of the equity of mediéarg is the cross-subsidy ratio, the share of an
income group’s contributions in total contributions divided by its'share in the benefits. Table 5.12
shows that'only the first quart>i1e receives sﬁbsidy, and most of this subsidy comes not from the higher
quartiles, but from the n‘é:\ct lowest quartile. With these resul;s Beringuela (1991) concludes that
medicare has not achieved its desired cross-subsidization. -

As for economic fcasibility, data on premiums, investment earnings, disbursements and fund
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TABLE5.11

'Medicare Benefit Limits by Hospital Category, 1989

BY HOSPITAL CATEGORY
1. Room and Board
2. Medical Expenses
2.10rdinary Cases
Drugs; & Medicines
X-ray/Lab/Others
2.2 Intensive Care
Drugs & Medicines
X-ray/Lab/Others
2.3 Carastrophic Case
Drugs & Medicines
X-ray/Lab/Others -

3. Operating Room Fee
based on Commission’s
Relative Unit Value
{RUV) Scheme

3.1 RUV 5-below
3.2 RUV5.1-10
3.3 RUV 10-1 above

PRIMARY SECONDARY - TERTIARY
EO106 Actual . EO385 EO 106 Actal * EO385 EO106 Actwal EO385
SSS GSIS Cost*_ - §SS/GSIS | SSS .GSIS Cost* = SSS/GSIS| SSS GSIS  Cost*SSS GSIS
30 20 3 .30 |.35 24 41 45 | 45c 33 55 60
250 200 395 350 | 350 250 580 560 | .650 350 760 725
175 150 300 265 | 200 175 390  350. | 300 250 405 375
75 50 95 85 1150 75 190 200 |35 100 355 350
500 350 760 680 | 600 425 1,080, 1,060 | 1,000 . 600 1,980 1,780
375 250 560 500 | 400 9300 670 600 | 500 350 1,200 1,080
125 100" 200 10 | 200 125 510 460 | 500 250 780 700
_ 3 "~ 1,200 | 550 2,500 2,250 2,000 | 750 4,083 3,675  _
- i i 800 | 400 1,500 1350 1,000 | 450 1,713 1540  _
B . " 400 | 150 1,000 900 1,000 | 300 2,370. 2,065  _
30 30 97 90 35 35 185 165 65 65 290 260
_ _ _ _ | 120 120 308 280 | 165 165 370 333
3 ~ _ ~ l10 10 7Tz 640 | 225 225 955 860
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PROFESSIONAL FEES
1. Medical/Denta Fee : : : -
1.10rdinary Case 200 200 140 - 1.200 200 200 - 200 - 200 - 320 .
Ceneral . . . 200 200 - - - 200 : . .
Practitioner o ' '
Specialist . - - 300 - - 300 - - 300 - -
1.2Intensive Care 200 300 .210 - 300 300 . 330 - 300 300 400 -
General 7 - - ' - 300 - - 300 - - 300 - -
Practitioner L
Specialist - - 500 - - - 500 - - 500 - -
2. Surgeon’s Fee 650 650 2,622 4,700 650 650 2,622 4,700 650 650 2,622 4,700
3. Anesthesiologist’s 195 195 - 787 1,410 195 195 787 1,410 195 195 787 1410
Fee ’ '
AVERAGE COST 340 300 - 590 679 542 354 ° 1,335 1,161 652 454 1,975 1,520
MEDICARE Support 57.6 51.0 88.7 40.6 = 263 - 88.7 330 23.0 - 90.2

Value (%)

EQ = Executive Order

*Based on private hospital ward accommodation 1987 Survcy

Hospital Benefits.

**The support values under E.O. 365 are based on SSS computanons noton the above f‘gures Based on 1988 on Professional Fee.

- Source: Social Security System and Ph ilippinc Medical Commission.
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- TABLES5.12

Cross Subsidies Among Income Groups m Medicare

Cross Subsidy

0.56"

: N nm . Som v
INCOME GROUPS Below P2,0X P2,000-P4,00C "P4,000-P6,000 - Above P§,000
GSIS - -7 _
Number of Members 801,956 241,709 49,652 31,205
Average Annual Income 10,745 - 33,996 58,160 .110,833
Total Income 8,617 8,217 . 2,888 3,459
Average Annual Benefits 1,419 1,885 2,311 2,586
Annual Benefits 247 - - 67 6. . 11
Percent of Benefits - 7248% 19.74 % 4.58 % 3.20%
Number of Claims 173,765 35,622 - - 6,743 . 4,207 -
Annual Contributions 215 145 30 19
% of Total Contributions - 52.68% 35.46 % 7.28% 4.58 %
Cross Subsidy 0.73 1.80 1.59 143
SSS ‘ ,

Number of Members 96 454 - 322
Average Annual Income 15912 ° 40,032 58,596
Tortal Income 1,527,552 18,174,528 18,867,912

* Average Benefits/Claim 3,327 3,329 2,746
Annual Benefits 19,962 79,896. 148,284
Percent of Benefits S 804% | 32.20% 59.76 %
Number of Claims . 6 24 54
Annual Contributions 11,484 105,336 136,496
% of Total Contributions . 4.53% 41.58 % 53.88 %

' 1.29 0.90

Source: Beringuela, M. L. 1 (1992). -
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- utilization shiow consistently that Medicare is self-financing. However, this compares unfavorably with
the loss ratio of privare insurers.

A usual criticism against medicare is its limited coverage. The informal sector largely escapes SSS.
Unfortunately a large proportion of the poor earn their living in the informal sector, and therefore fail
to CI'IJOY the benefits of medicare. 'I'he Phlhppme Medical Care Plan includes Program lI whrch aims
atto remedy this lack of coverage, but at present extension of the program to the mformal sector has
been limited.

From an economic viewpoint, the conventional criteria of equity and adequacy in health care

financing 'faces.. the rollowing problems: first is .vaguene_ss ot terms. » What is meant by “adequate” whole
population “or for tnat matter “equity”? Second, the costof acraining adequacy and equity must be faced

_ ‘squarely. Third is the ex post approach teken: thus the eon_cem with support values and cross-subsidies,
which already represent realized rather than contingent financing. The correct appro_ach would be to
estimate benefits and cost, and even adequacy and equity, from an ex ante view‘point.

Even some standard ivelfare analysis of insurance is misleading if the ex ante caveat is ignored. Con-
Sider the usual rrea_tment of moral hazard (Figure 5.2). Let D be the individual demand for medical reat-
ment, MC the cnnstant‘marginal'cosr. Under full coverage, the pnmenirored consumer would use up
toQa of the treatmenr,‘ which is “excessive” compared to Q*, consurnption under 2€10 eoverage. Of _
thns €XCess paxd for by the i msurer, equal to EQ*QaB the equwalenc of EQ*Qa is transferred to the
consumer in the form of medical treatment; socxal loss equals EQaB Thxs analysrs underhes various -_
empirical estimates of the welfare losses from insurance (specnfically medicare), such as in Feldstein
(1973) and Feldmanand Dowd (1991). Ithasalso been the foundation of consequent theorencal studies
of optimal insurance, where the marginal gain from risk spreading equals the margrnal economic loss
(Besley, 1988). | |

However, Marshall (1978) points out that the alleged welfare loss, modelled from the theory of price

subsidy, occurs only at the point of utilization. Welfare loss ex ante has not yet been conyincingly dem-
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onstrated. A welfare evaluation must also consider the avoided costs of contracting (which give risk to
“moral hazard”), an angle which the liter;xsure has yet to explo_rs.

Medicare, just like private insurance can be considered a price subsidy on medical care. As public
funds are fungible; we ca}x'disregard the revenue collectionand focus on the welfare effect of the subsidy.
Followihg Marshall, we cannot apply the usual.model of deadweight loss arising from subsidy, because of its
ex post viewpoint. -Furthennore, "wheh we take- into 'sccount the Rotl‘_mschil_d—Stiglitz price-quantity
competition, we cannot even e#arnirie the effect of the ‘govsmmer-x_t subsidy on the market for

contingent financing, asnocoherent theory of competitive equilibrium can be found. Inshort, we don’t

‘even have a theoretical handle on the welfare effects of the subsidy. The most we can hazard to comment

is that, unless we attribute superior, cost-gathering technology to the government as against rational

[ S

"rnarket agents, the chosen submdy level w1ll not hkely be Pareto supenor to market-determined

insurance subsidies.-
At this level of realism of our framework, we have lost the ability to positively assert statements
relevant to policy. Thus we are forced to make our framework simpler, by momentarily assuming away

4

moral hazard and price-quantity competition-keeping in mind that whatever results obtained or

.recommendations made are based on a stronger set of assumptxon.

Medu:are II The mformal sector largely escapes coverage by Medxcare, although its mandace is .
universal health care ﬁnancmg To remedy EhlS, Medicare 11 aims to expand coverage to this sector, -
alr_hough there are no definite plans yet for its 1mplementatton.

_ As we have seen, some level of subsidy to health care may ex ante be welfare-improving. This policy

is indistinguishable from com‘pulsory health insurance financed from general tax revenues. However

‘these mnght be fiscal constramts compelling the program to obtam ﬁnancmg from other sources.

‘ Moreover, the program may be mtendcd to fulfill the social ob)ectxve of provxdmg broad- based access

to health care, rather than abstract efficiency ¢ consxdcrauons. Wh:ch is not to say these COﬂSldeClom
are W'ordwlcss; they MUSt act as guidelines to social service prcivision.

A priori there is no reason to discriminate between formal and informal sectors, whether trom the
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~ welfare viewpointor from the health care access viewpoint. Butthe fiscal cdnstrainr is binding. Clearly,

a payroll tax as in Medicare | is impossible. The problem is that the informal sector by its very nature
escapes government supervision and regulation. Even universally mandated personal documents, such
as residence certificates, may not be commonly obtained by this sector. Empirical research has to bear
thisout. Ifsothenevenasystem of Medicare fees based on the procurement of thesedocuments becomes
1rnpract1ca1 |

Fmancmg therefore has to come either from the formal sector, or voluntarlly from the mformal
sector. If from the former, the additional burden has dubious implications on equity and efficiency.

'Additional taxes on income levied progresswely, while representing a compromise between equity and
. efficiency are subject to tax evasion; easily collectlble taxes, such'as excise taxes, are however more.
distortive and inequitable. Moreover, it is difficult to rationalize imposing most of the burden of health
care finance of the informal sector on the tormal sector, which is already subject to much distortion and

‘to which belong many low salaried employees.

Meanwhile, voluntary ﬁnancing of expanded coverage isalso problematic. Asthe privatesector has
largely bypassed the informal sector, the presumption is that realizable profits are less than normal, so
that some form of subsndy explicit or implicit will have to be extended That is mlmmal fees w;ll be
charged Lnexchange for insurance coverage; hopetully, thesubsidy wrll only be unphcxt (i. e.no ﬁnancral_.
losses but below normal rates of return) so to avoid the ﬁscal bmd but r_here is no guarantee of this
occurring. In any case, a voluntary insurance program may lose some of the reduced adverse selecnon
quality of compulsory insurance, while subjecting resource allocation to the inefficiencies of public
provision.

Despite these difficulties, suppose it is decided that Medicare 11 will be implemented and financed
by formal sector taxes. A further step is to decide on the level of decentralization. There are proposals
for cqmmunit:y—bascd'implcmcntation, and examples of province-based implementation of informal
scctor coverage. Apbarcntly, administrative cost is reduced by such measures; on the other hand,

economics of risk pooling are lost. The appropriate level of program implementation can be determined
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only by comparing the savings in administrative cost and the costs of shrinking the coverage base.

Itseems then, that there are significant roadblocks al&ng the way whateveravenue is explored. This
points to the existence of a bigger problem — in this case the large size of the informal sector. Medicare
11, while wcll«infended, should be shelved unti | the formal sector expands sufficient to absorb informal
employment. In fact alldcatiVeiy and manage;'ially speaking, it is more prudent to address the inequities
and insufficiencies of Medicare I first, before ambitio?xing to capture the informal sgctors.

‘ Policies on contract” pejfonmﬁte. The entry barriers imﬁosed by insurance regulation can be
economically “justified” ohly if long-run market equilib;iurn would have performed identical results;

_ e.é., HICs exceeding the mandated limit of a single r_isk (section 215 of the Insurance Code) could not
have survived in the market even in the absence of such a regulation. This confers on government an
extraordinary degrge of fox;esighc. Thus the ex ante expevcted_cost of ;ﬁe vregulations is having too much
quality (insurance contracts which are “tog” reliable) at the expense of quantity (not enough insurance
being supplied).

This expected cost can be easily eliminated, while still making use of the information inherent in
insurance regulation by replacing the entry restrictions with market Siénals (considering thar,
mformatlon isa pubhc good ) Whlle HICscan “rate” buyers, buyers cannot sumlarly “rate” insurers with
regard to default nsk EhlS rating can be done by the govemment th_rough some system of HIC
certification. A verysnmple system would be to take the present regulatorystandards as gwen and cernfy_ :
only r_hose who meet these standards Thus consumers, w1th the benetit of the certification signal, can
not proceed with their search and selection of insurers without having to face reductions iﬁ insurance
supply. An information sp?eading system makes the attack on asymmetrical information is, direct and
focused. Thisisa first step; the eventual poliéy outcome is the proper spc‘ciﬁcat‘iqn of standards and rates
50 a5 to come up with the optimal certification system. ‘ ‘

Compulsory insurance. While the sorting of HICs by the government may be feasible, a similar
sorting of i insurance buyers may not. A more roundabout tack of dealing with thc asymmetrical

mFormauon as it relates to lemon buyers is compulsory insurance. Ackerloff (1973) suggests thac “on
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a cost-benefit basis, medicare may pay off’. Pauley (1974) argues that while “a movement from a
competitive solution to a compulsory one is not a Pareto optimal one, it might represent 2 movement -
to a Pareto optimal point, so that in this sense competitive equilibrium is not Pareto superior to the
compulsory insurance.” His paper contains a geometric demonstration of this (making use of a graph -
similaf to Figure 5.2 here), for a case of 2 tﬁarket with overinsurance and limited but compulsory
coverage. |

Figure 5.3 applies ta a policy of minimum compulsory insurance, without specifying maximum
aovefage. Initially, the lenlmon-biased predﬂum is at Pr, and security purchasea areat (). Suppose the
minimum purchase is set exactly at Q,, for all individuals. Thus the compulsory insurance serves as an
-existihg restriction, redué'mg the adverse selection of lemons. This would tgnd to reduce the premium;
the optimum deqreaaé is achieved when ma;‘ke_t _prenll'iu-m vfalls tov the fair premium Pr¥, where added
consamer’s surplus of the amount Pr,EFP * is generated. .

Of course, the generared aomumer surplus may not be this iarge, for two reasons: the market
premium may not fall td the fair premium, and the minimum purchase may exceed the demanded
quantity at the new premium. In Figure 5. 4, we have in one case an individual whose Q* coincides with
r_he mandated minimum, but where market premlum falls from Pr, to Pr,. The net added benefit is -

(Pr, EFPr . FGH) But 1f the mandated mlmmum is Qm, even Lf_che premmm falls to Pr* r.he excess
compulsion HID must be subtracted from PrlEHPrf‘. | |

To realize these benefits, the policy need bnl;v be compulsory insurance, not publicly provided
insurance. Lack of incentives and bureaucratic frictions point to the comparativé disadvantage'_of the
public sector in supplying private (compulsory insurance) goods, an example of which is insurance.
Moreover, comRulsory insurance need not be implemented equally across the whole population. T‘hac

| private in.sdrers':pract'ice rating implies that the population can be broken down into less heterogeneous
grqupé, with varying degrees of risk dispersal. For homogcneoustgroups&\é lemon bias of the premium

may be minimal and s6 compulsory insurance largely unnccessary. For heterogeneous groups adverse

sclection might be serious, compelling a more fixed and higher level of compulsory insurance. For very
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heterogeneous groups who have already been excluded in the market due to adverse selectioﬁ (but for
whom 2 fair premium should have existed otherwise), the level of compulsory insurance may be yet
- higherand more fixed. A prominent example would be the age group consisting of persons 65 anel above.
Thus for various groups "m the population there would be different amounts of minimum benefic
packages. Studies should be conducted on ha\;ing different compulsory packages, and legislation should
be flexible enough.to accommod'fite possible changes in ehe minimum mandatory package of benefits

as a result of these studies.

Other Issues in Contmgent Health Care Fmancmg

Fu*th.er welfare considerations. The above evaluation may be faulted for its disregard of (i) the fact
that Medicare does not actually represent universal coverage, (ii) eossible market power of insurers and
HMOs; and (iii) possible undertreatment by HMOS."AS for (i) inasmuch as the formal and informal
sectors constitute from the viewpoint of insurers, two populatioﬁ growers, those: “healthy” enough to
‘obtain employment, and those outside the formal sector whose risk profile is far more uncertain. Thus
the welfare implication of non-universal coverage to compulsory insurance is more apparent than real.
Asfor (ii), if indeed the premise of this chapter is correct, t'};at regulatory barriers are the true cause of
market power, the certification proposal takes care of this equally well. And lastly, the theoretical
aspects of (iii) has been dealt wnth in other chapters of this paper. There need be no special regulation
of HMOs as such, o control undertreatment; what may be called for is a greater concentration of
resources towards counteracting undertreatment, say through contract enforcement in sectors where
these are more likely to arise-presumably, in the HMO sector.

Political and redfstn'buribn constraints. In'developing our economic framework, we cited Arrow’s
assertion that maximizing social welfare will only entail redistribution. But if redistribution is costly,
some efficicncy-equity compromise might be called for. A related objection is that there is little policy |

value in such politically unacceptable proposals such as privatcly provided compulsory health insurance

and certification of HICs.
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—
"

The economist as economist need only point out that his technocratic work is accomplished by
simply pointing out the costs of deviating from strictly benefit-cost-based prescriptions. However, from
the viewpoint of rational advocacy, the existence of these constraints deserve enough of our attention
to suggest some “optimal” compromises. For medicare, if complete privatization is impossible, then ac
leaSt the program should be treated not as publicly provided insurance, but rather as a subsidy to health
care. Assuch, whétever target suppor.t levels are set, some idea has to be obtained of the deadweight
tax collection losses, as well as the ex ante contingent financing gains, from such a support level.

| Moreover, Medicare should be fmanced not by a payroll tax, but rather it should be part of a rational
process of budget allocation across all public functions. Thus the unhealthy practice of earmarking
revenue is avoxded As for the regulatlon of HICs and HMOS, the prevallmg regulation structure
dlscnmmatmg against HICs is surely dxscomonary If HICs cannot be wholly deregulated, perhaps a
more _moderate regulatory regime may be set in place but which covers both HICs and HMO:s and all

contingent institutions involved in health care. -

page &4



“The Regulatery Environment in the Health Care Secror

CHAPTER SIX
Devolution
At first glance, this portion of the study seems to be out of place in the context of the overall topic
of regulation. But one can look at devélution'as part of government health programs, together with
policies on the size and composition of the DOH budget; cost recovery, indigent care by private
providers, role of non-profit groups,'prival'tization'and corpotatization of public hospitals and public-
private network arrangefne_nts (Henin, éc al, 1993). Regulation is a policy instrument to influence the
production,. consumption and financing of health goods and services. Devolution can therefore be
viewed as a regulat‘ory outcome to influence the delivery of health goods and services based on the
~_premise il chat Ey Eransfemnv the powers functlons, responsibilities and resources from the 1'13[10['181
governmentto the local units, an effective means ofprov;dmg health services will be realized. In theory,
the idea is excellent. In practice, however, its implementation and operationalization leave much to
be desired. |
AmOng the five nanonal agencies devolved to the local units, the Department of Health (DOH)

seems to have been the agency most caught off guard by the signing of the Local Govemment Code of
1991 (Tapales, 1993). According to Tapales,\"‘as soona.;s the Code was signed, DOH personnel protested
and rallied agamst devolunon The DOH’s reaction was based on its conviction that health in most
countrxe.s isalways anational respOﬂSlblllty Thxs conviction, in turn, is based on thelr experience with
the huge financial outlays needed to maintain efficient delivery of health services.” Almosta year after
the “changeover and transition phase”, devolved DOH personnel continue to complain about the ill

effects of glevolution' (Health Commiésion, 1993).

What is to be Devolved? |
Republic Act 7160 or the Local Government Code of 1991 mandates that the Departmentof Health
(DOH) devolve from the National Government to provinces, citics, municipalities and barangay the

provision for the delivery of basic services and facilitics in accordance with established national policics,
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guidelines and standards. Devolution is the transfer of power, functions, responsibilities, programs and
projects, personhel and assets from the Natilonal Government to the Local Government Units (LGUs).
Those that will be devolved are: -

1. Provincial, municipal and city health offices, hospital and clinic facilities, equipment and

supplies.

2. Personnel_ of the above facilities. |

3. Impllem_entation‘ and management of primary, secondary and tertiary health services.

4. recc;rds, assetsand responsiBilicies corresponding to the above devolved facilities, personnel and

' functions. | |
5. Public heélth_programs on primary h_eal;h care, rfla;emal and _child health care, dental health,
nunitién, fam-ily planning, environmental health,  communicable ‘and non-communicable
disease control.

Appropriations corresponding to the devolved functions, personnel and servicesshall be transferred
tothe internal revenue allotment{ IRA) of the LCUS. Foreign-assisted projects which are inter-regional
ornational in scope shall continue to be nationally based. Likewise, research and development projects
for national programs shall be centrally managed by the DOH. Only in cases of \yidespread public health
pragfams iike ‘epidemic.s will the DOH take direct supervision of lgcal health operations in the place

concerned.

Aside from the transfer of basic service delivery functions and facilities, the Code mandates the
crqat;on of local health boards at the provincial and municipal or city levels. These would be composed
of local chief exe_cdtivés an;l health officers. Lodged in these boards are the functions of proposing to
the sanggunian concerned the annual budget for the operation and maintenance of health facilities and

_ services, advising the sangzunian on pl;lﬁ_lic .be”alth concerns and 'ad\:/hi's'ing the local health agencies on
technical and administrative mateers related to health service delivéry.

The DOH retains. under ics direce authority foreigri-assisted components of national health

- programs; nationally-funded activities st ac piot-tesung pnase; personnel, assets, programs and
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services which either cover at least two prdvinces or will be required by DOH field units soon to replace
regional health offices; health programs governed b;l intémational agreements; personnel and asses of
the National Capital Rééion for Health as they existed before.the effectivity of the local government
code; and regulatory, licensing and accreditétion ﬁmctions of the DOH.

As of December, 1991, there were about 65,361 personnel of the DOH. Of this, 2,263 (3.56 %) are
' ~ based in the Cent_ral office; 8,061 (12.3 %) in speéiélty hospitals; and 55,037 (84.2 %) in the fourteen
regional heélcﬁ offices (this includes tf\eir catchment provinciai, city, district 'aI.Id municipal hezlth
| units). Table 6.1 provides a breakdown of selected health manpower of DOH These health personnel
are distrquted amoﬁg 557DOH hospitals, 2,299 health centersand 10,683 barangay health stations 2l

* over the country.

Effects of Devolution
The source of many complaints in the implementation of the local government code is the
“mismatch” between the IRA share that some LGUs receive and the cost of devolved health serices
.thavt'they absorbed (Taguiwalo, 1993 )'. Inastudy by Cuaresma, the provinces, cities and municipalities
received lower. shares from the IRA after the éode was implémented. It was thé. barangay units that

benefitted in terms of increased share from the IRA (Table 6.2).

_ TABLE 6.1
Breakdown of DOH Personnel

Manpower Sub-total 5 - Total
1. Physicians :
" Field Service e 2,615 . 1,328
Hospital Service 4,713 :
2. Nurses . :
Service _ 3,358 - 10,117
Hospital Service - 6,759
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10.

Midwives

Field Service

Hospital Service

Rural Sanitary Inspector
Field Service .
Hospital Service
Dentists

Field Service

Hospital Service

Nutritionists/Dieticians

Field Service
Hospital Service

Medical Technologists |

Field Servi;é
Hospital Service
Pharmacists

" Field Service
“Hospital Service

* Health Educators

Field Service
Hospital Service
Sanitary Engineers
Field Service
Hospital Service

11,994
414

2,356
6

1,224
299

274
395

850
117

63
499

106
6

120
4

12,408
2,362
1,523

669

1,567

562
224

124

Sources Unpublished Department of Health Document, 1993

TABLE 6.2 .

Comparison of Allocation of the Internal Revenue Allotments
LGU New Sharing Old Sharing
Provinces 23.0% 27.5%

~ Cities 23.0 22.5
Municipalities 34.0 40.5
Barangays 20.0 10.0
Toral 100.0% 100.0%
Distribution Formula:

Population 50% 70%
Land Arca 25% 20%
Equal Sharing 25% . 10%

Source: Cuaresma (1992),
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. Moreover, there were instances when the initial estimates varied significantly from the amount of
IRA received. Forexample, the provinces of Bulacan, Bataan, Laguna and Rizal experienced a decrease

in the actual receipts of IRA by an average of 17 percent (Table 6.3).

TABLE 6.3
Discrepancy in IRA Received and Initial Estimates,
- Bulacan, Bataan, Laguna and Rizal, 1992.

Province | Initial Estimates Actual Receipts Proportion
Bulacan P 119,938,332 P 104,000,000 87.0%
Bataan 50,275,662 40,656,506 81.0
Laguna | 97,152,966 78,564,81 81.0

" Rizal 82,551,974 66,000,000 - 80.0

Sources Cuaresma (1992).

COmplicatiﬁg t.he insufficiency of funds is the delay m their release which adversely affected the
salaries, wages and allowances of health workers as well as 'the maintenance and .Operating expenses
of hospitals and other health facilities. The implementation of the Magna Carta for Health Workers was
likewise affected. Signed into law on March 26, 1992, the legislation took effect April 17 of the same
yearand institutionalized the benefits givento heélth wo'rke?s. Specifically', the -Ma'gna Carta for Hedlth
Workers mandates the upgrading of the salary of Rural Health Physicians to Grade 24. As a result of

A devolution, the Rural Health Doctors were transferred to the Local Government Units which cannot

. afford toremunerate these physicians according to the salary grade stipulated. The local chiefexecutive
may request augmentation funds from the Department of Health to effect full payment bﬁt the local
ci'\ief executives are relucrant to do this because of the resulting distortions in the municipality salary
scale. The Rural Health Physician’s salary will end up being higher than even the mayor’s salary in most
munici-palities.

Another serious concern is that in most provinces and municipalitics, health problems and issucs
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are not the priority of the chief executives which further erodes budget allocation for health. Usually,
their concerns are on income generatmg projects in agriculture and infrastructure which have stronger
pulling effects specifically in terms of ‘recall” for the next election.

Asxde from budgetary constraints, devolution disrupted che flow of services from the national to the
barangay level. This affected both the referral system for patients and many national programs that
~ remained with the DOH. lzalso affected the disease surveillance, monitoring and evaluation, and the
reporting systems. Right now, the Régional Health Offices are still at a loss regarding their role in
devolut-ior'f. |

On the provinc;ial and municipal levels, the pace of adapting to a devolved state has been very slow.
The local health boards have not been organized, and if they are, they are doing nothing. Most local
chief executives do not knbw what responsibilities they accepted (see Appendix 3: What Governors
Should Know AboutHealth). The healﬂn deliverysystem in the local units is uncoordinated, wich both
the government and the NGOs doing their own thing.

These host of basic ahd personal concerns have seriously damaged the morale of the devolved health
workers and have affected the delivery of both curative (hospital based) and public health programs.
If left unchecked, this may lead to further deterioration of the health situation and conditions in the
country. |

- What is Being Done?

We list a variety of actions beiﬁg undertaken to remedy the situarion.

DOH Initiatives. Based on the activities undertaken and slogans produced by the Department of
Health, it seems Fhat it is dead set to continue with the devolution process~ Devolution seems to be
cbnsistentwich their strategy to achieve their slogan *Health in the Hands of the People.” Their main
thrust is to lessen the ill effects and transitional pains of devolution. To operationalize this, DOH have
created a unit, the Local Govcfnmcnt Assistance and Monitoring Service, to specificallyatrend to local
government concerns. Likewise, a Comprehensive Health Care Agreement (CHCA) was launched in

January of 1994, where DOH will fund and assist LGUs in coping with financial and technical'problc-n{s |
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in the implementation of health programs.

House of Representatives. The Venegas Bill addresses the IRA discrepancy and proposes to first
deduct the total cost of devolved sefvices and distribute this to LGUs in accordance with the actual
burden of these costs with the remaiﬁing IRA distributed according to the Codal formula.
~ Senate. The We_bb-Arroyo‘Bill proposes to deléy the implementation of the devolu.tibn in health for
a number of years.‘The SotroBill seeks to “émend Section 285 ofR. A. No. 7160 rorectify the very grave
unfaimess anid inequity thgt would I'esuit from the existing codal allocation of the IRA which does not
takeinto ac;:ount the actual costs of devolution to provinces, cities, municipalitiesand barangays.” The
Sotto Bill is almostl the same a.s the Venegas ‘Hou.ée Bill since it proposes that the costs of devolved
services pe excluded or deducte& first from the total IRA allocared to LGUs; that the amount so
excluded or deducted shall be directly distributed to each LGU; and for subsequent years, the amount
for devolved services shall be correspondingly increased or decreased in proportion to the actual
increase or decrease of the total IRA of LGUs.

Congressionﬁl Commission on Hedlth. As a Commission composed of five' members from the House
of Representatives and five members from the Senate, (_the Chgirpérsons are the Chairs of the
Cémmittt_ze on_Health; of the Senate and the House) the Congressional Commission on Health is
mandat-ed .t_o assess and review the conditions of health hum‘an resources and make recommendations
to Co-ngl:es.s fora legislative -agenda on health. | As part of the review, thé Commission will make a
recomméndatioﬁ pertaining tb the issue of devolution. '

Other Institutions. Resegrch Institutions like the Health Policy Development Program of the UP
Economics Foundation would like to provide technical assistance.to DOH concerning devolution of
health services (Tagui\.vaio, 1993). The technical assistance include studies on alternative implemen-
tation procedures and the possible revision of the IRA formula, a review and énalysis of the various bills
on dcvolution\pcnding in the House and the Senate, DOH-LGU relationship, budget allocation for

* health to the LGUs, cost containment of devolved health expenditures and revenue generation from

-devolved health services.
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Conclusion

The passage and implementation of RA 7160 reflect the country’s political system where laws and
regulations are formulated and drawn with very little background resear;h, consultation, scenario
building and with little or no preparation at all before legislation is implemented. Only after the law’s
" implementation and the initial round pf adverse réaétion begins is there a move to conduct assessment

and review, to provide tecfmical assistance and consultation services.
Devoluticn should be looked upon ﬁot only as a physical transfer of functions and responsibilities
and resourcées (i.e., financial, personnel and other material resources), but it should also take into

account the process of reorienting the affected managers and personnel, and building or rebuilding their

capacity to perform and implement their new duties and responsibilities through training programs and

other mea_ns.' The reason why there are a lot of problems on devolution on health, compared to other
areas such as agriculture, natural resources, social work and development, is becéuse the field isa highly
techﬁical one, especially in the operational managément of hospitals. It takes time for a non-physician
or one with little or no background on health éare delivery to develop a “feel” on how it should be
provided. Right now the local chief executives look at health in its curative aspect with very litcle of
minimal appreciation of public health. If the DOH’s priority is to promote preventive over curative care,
then dxis.Outiook should be inculcated by the local exeCUtiyés. On the other hand, many of the
beneficiaries look at health care provision as solely the reéboqsibility of t_ﬁe government and do not
seriou;ly undertake personal ac'countability forit. Aswaspreviously pointed axt, devolutionshould not

;

onl_y be looked upon as a transfer of “power” to the local executives, but it should also be viewed as a
transfer of chis “power” to the local beneficiaries, to the peéple themselves. Devolution of health care
delivefy is empowerment of the people and this empowerment should be recognized not only by the
national and local officials but also by the people themselves, thus taking and assuming some of the
responsibility forit. Onl) after this mecting of the minds takes place will there be devolution in its real

SCnse.
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Recommendations

‘The authors support the move for a phased implementation of devolution, say, until the year 2000.
The Department of Health should set up a mechanism to “re-devolve” functions and responsibilities for
the LGUs which are having difficulties in the implementation of devolved health functions and
responsibilities. The DOH méy invoke Chapter 11 of the DOH Rules and Regulations Implementing
the Local Government Code of 1991. This chapter calls for the “direct supervision and control by the
DOH over iocal health 6p¢rations duriﬁg emergency situation.” One of the emergency situations asa
jusfificafioﬁ for DOH control is the présence of “inadequate health care syscém as indicated by the low
coverage of irriinunizatio_n of children under one year of age, high incidence of second and third degree
malnutrition émong children under six years of age, or a larger portion of the local households having
R access to safe water supply or no sanitary toiler facilities.”

The procedure however is ciuite difficult to operationalize. A Presidential Order is required to effect
suchacontrol and it may last only fora maximum of six months. Extension is possible after an evaluation
is conducted to just.ify further control of DOH. This provision in the implementation code can te
modified to answer the problems éf inability of local executives to implement devolved health.
operations. |

The authors likéwise support the move of legislators for a recomputation of the IRA. The framework
however we are suggesting is.that of a standard public finance framework to assess the fiscal position
of a given jurisdiction (Musgrave and Musgrave, 1980). The framework is u“s;eful in prioritizing which
areas should be given grants to cope with the devolution process. By knowing the capacity of a
jurisdictiqn to raise taxes, the needs of the jurisdictioﬁ for healch séwice, their levels of effort and
performance and iﬁdcx to determine the amount of graﬁt can be established.

The ability of a jurisdiction to carry out its fiscal tasks (fiscal position) depends on its tax base
(capacity) rcl:;tive to ouflay required for rcnaering public service (ncea‘).

We define fiscal capacity of jurisdiction j or C as:

(6.1)(3j =t B,_

page 93



The Regulatery Envirenment in the Health Care Sector

where B, is the tax base in j and t, is a standard tax rate. C, thus measures the revenue which j would
obtain by applying the tax rate to its basg.

The fiscal need of jurisdiction j is defined as:

(6N -nZ
where Z i the target populatioh, and n, is the cost of producing a standard service level per unit of Z.
N thus measures_the outlay in j required Ato secure a standard level of performance or service.

We can now measufe the fiscal pos;ition of jas P, or:

(63)P,=C/N; = tBjnZ,
Fiscal position_thué equals the ratio of cap'..zlci‘t:y‘to need. Setting P* for j'urisdictions on the average equal
to .1,-a value of P, > 1 implies a strong fi$cal__poéi_t§on and a value of P<l,a wéak fiscal position. The
value of P*, properly defined, is the index to which distributional weights in grant formulas should te
linked. Next we define j’s tax effort E as:

(64)E =tB/tB =t/
or the ratio of actual revenue in j obtained by applying j’s tax rate to what would be raised by applyins

t. Define the performance level M, as:
(6.5? M = rij’./nsZj = n'j/n,_

or the ratio of actual outlay to that required to meer the standard level at rate ﬁs.
Assuming a balanced budget we must have:
(6.6). tB, =nZ, |

* By substitution from (6.6) to (6.3) we obrtain an alternative definition of fiscal position.

(6.7) F"i = n,r/ns = t;/t, 1

Fiscal position may thus be reduced to the ratio of capacity to need as in (6.3) or as the ratio of
performance to tax effort as in (6.7).
We can have several types of grants systems. There are the revenue sharing grants.which impose

no restrictions whatsoever on the recipient LGU. Then there are the general purpose or bloc granzs,
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made in support of broad expenditure categories which leaves it to the LGU to decide how tospend the
funds. Finally there are the categorical grant programs where the grant is earmarked for narrowly defined
purposes. |

Categorical grants may be formula based or they may be project grants. For_mula grants are those that
become available to eligible recipients with distribution among jurisdictions determined by the

applicable formula. Project grants are made upon application by the grantee and their distribution is

not based on formula.
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CHAPTER SEVEN
Conclﬁsions and Policy Recomlﬁendations

In this chapter, we summarizé the major policy recommendations of the study. They are grouped
by the area regulated: health manpower, facilities (mainly hospitals), pharmaceuticals and medical
equipment, national health financing and devolution. The analysisare summarized in Tables 7.1 t0 7.5

belo&.. |

Health Care Manpower

While. the regulations in the area of heaith care manpower - basically licensing and schooling
requirements - increase the average leve! of competence of health care providers, théy also have the
“uridesirableeffect of increasinig barriérs toentry. Thisincreases the costof medical care. We recommend
supplementing the cuirent schooling and licensing requivrements with some form of certification
scheme specially aﬁ the lower end of the health care manpower market, ie:, physical therapy, midwifery,
nurses’ aide, etc. In addition we recommend doing away with the medical school enrollment quotas to

increase competition among these institutions for students.

Health Care Facilities
Given the difficulty of effective inspection and monitoring of lioépitéls for licensing purposes, self
regulatioh by hospitals represent an attractive alternative. Self-regulation can be undertaken as
certification scheme with the DOH providing grants to the private hospital association to shoulder part
of the cost of inspection and monitoring.
Replace the cu;rent bed space requirement and emergency room care with a subsidy scheme to the
hospitals for providing this kind of service. This subsidy may take the form of tax credits on all

(38

expenditures devoted to charity ward patients or emergency room care.
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Pharmaceuticals

We examined two important areas of regulation of pharmaceutical products: the promotion of
generic drugs and product testing. The matter of generic drugs should be seen as the provision of an
important puBlic pood (information) at the lowest deadweight cost to society. It is not clear to us
whether the regulatory alternative taken by RA 6675 satisfies this requirement. The Department of
Health has ?to provide more resources fdr drug testing and registration to avoid long delays in the
pfo;edure. There may be dq:siréble reaséns for weakening patent protection enjoyed by phannac;eutical
_ c.ompanies.. However, international deve'lopme_nt.s such’as the Uruguay Round of GATT and the
exbiicit protection to be extended to intellec;tual préperty rights, may ultimately render these local

efforts moot. .

‘Health Care Financing
Thehealth care'fin:_;ncing sector is characterized by: a). the presence of a national health care system

(MEDICARE 1); b). regulation of some private health care insurance providers (health insurance

companies); and c) the absence of regulétion of others (Health Maintenance Organizations). In the

pfesence of political will, the fbllowing package of policies are recommended:

1. Increasethe particii)ation ofthe privatesectorin medica.re. There is noreason why, once “universal”
or compulsc;ry insurance has been mandated, health insurance should be provided or managed by
the public sector given the inefficiencies associated with pubic sector provision of non-public goods.

2. | Much more detailed stu_giies should be undertaken to determine the minimu'm‘ compulsory health
insurance pa;kagg which ought to vary by risk groups.

3. Given the financial cl_iffic:ulcies ofgoi.ng from Medicare 1 to Medicare 11, refrain from expanding the
coverage of Médicare beyond the current clientele.

4. Replacethecurrent financial requirements on private health insurance companies bya certification
syst;cm s0 as to decrease entry barriers.

5. HMOs shquld be placed under the same regulatory (if any) environment as health insyrance
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companiés. It is important not to create any regulatory bias between the two forms of health

financing programs.

If complete privatization of medicare is impossible, then financing any given level of support levels

must be made part of a rational process of budget allocation across all public functions. Thus the

unhealthy practice of earmarking revenue by financing medicare through payroll taxes is avoided. 1f

HICs cannot be be wholly deregulated, perhaps a more moderate regulatory regime may be set in place

which covers bo&x HICs and HMOs and all co-ntinge‘nt: institutions involved in health care.

TABLE7.1

Regulatory Issues on Health Care Manpower

‘I"Regulatory |~ Problem ‘| Indirect

Environment Addressed Effects Recommendations

1. Licensing To assure some . Limits entry to.the ~ Supplement the
Regulations. level of health care current licensing

" professional ‘ profession requirements for
competence. “health care health care
professionals.
High costof - with a
services provided certification
by health care scheme.
professions.

2. Legal ~ To assure some Limits-the Increase the scope
demarcation level of ability of for delegation and
of functions _ professional health care substitution among
amorig competence. professionals closely allied
professions. with closely ‘ health care

' allicd , specialists or
specialties to professions by
provide similar amending
types of  existing.
services. * legislation

3. Enrollment To limit Maintains Remove the
quotas on competition among | inefficient enrollment quotas
medical schools for medical imposed by the
schools medical students. schools. Association of .

/
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Philippine Medical

Colleges (APMC)
4. One-year Scarcity of nurses Nurses willing Reduce public
domestic particularly in to work subsidies to medical
employment the rural abroad education and
requirement areas. immediately consider moving to a
on nurses. after system of taxing
graduation are departing overseas
prevented from health care
doing so. professionals.
TABLE 7.2
Regulatory Issues Involving Health Care Facilities
Regulatory Problem Indirect |
Environment | Addressed Effects Recommendations
1. Licensing Quality of service Locks Given the difficulty
requirements in health ‘care hospitals into of effective
.based on facilities. input mixes . inspection and
staffing and that increases monitoring of
facilities the cost of hospitals for
standards. providing a licensing purposes,

given level of
heaith care
service.

self regulation by
hospitals represent
an attractive
alternative. Self-
regutation can be
undertaken as a
certification scheme
with the DOH
providing grants to
the private hospital
association to
shoulder part of the
cost of inspection
and monitoring.
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2. Bed space
requirements
and no-
deposit rule.

Make health care
service available

to “indigents”.

Make emergency
health care
available and not
contingent on

- ability to pay.

Additional cost
ofthese
requirements

is passed on

to other
patients and
not to the
tax-paying
public.

Replace the current
bed space
requirement and
emergency room care
with a subsidy
scheme to the
hospitals for

‘providing this kind

of service. This
subsidy may take the
form of tax credits
on all expenditures
devoted to charity

~ ward patients or
emergency room care.

TABLE 7.3

Regulatory Issues in Pharmaceutical Sector

Regulatory

Problem, Indirect
Environment Addressed Effects Recommendations
1. Testing of To prevent the Delays the The Department of
new phar- marketing of introduction of Healthhasto
maceutical unsafe new ) provide more
products. pharmaceutical pharmaceutical resources for drug
' products. products. testing and

2. Generics Law

a)Physicians

are required

to prescribe |

only the
generic name
of pharma- -
ceutical
products.

To increase the
amount of
information
available to the

public about

branded and
generic
pharmaceutical
products.

Incidence of

the costs of
regulation are
borne
disproportionately
by physicians
and - ,
pharmaceutical
companics.

registration to
avoid long delays in
the procedure.

The Department of
Health should treat
the matter of
generic drugs as a

question of providing

a public good (in this

case information) at the

least possible cost
to society. R
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b)Pharma- To lower the cost Regulation of
ceutical of pharmaceutical physician behavior
‘companies products to the and pharmaceutical
arerequired public companies (as
to put the embodied in RA 6675)
generic name may be inferior to a
in their labels. public information
campaign financed by
general tax revenues.
. 3.Non-tariff To protect Increases the Remove non-tariff
barrieson | Chemphil. cost of a major barriers on
penicillin and ' antibiotic. . penicillin and
" penicillin- penicillin-
derivatives. ‘derivatives.
TABLE 7.4
‘Regulatory Issues in Health Care Financiﬁg :
Regulatory “Problem Indirect
Environment ‘Addressed Effects Recommendations
1. Existence ofa | To provide Public provision - Financing any given
national health | “universal” of health care level of support

care insurance
- program
(MEDICARE).

2. Fiduciary
regulations -
imposed on
health insurance
companies. But
HMQs are not
regulated by
either'the Office
of the Insurance
Commision or
the Department

-of Health.,

coverage of
health insurance.

To insure that
funds from
premiums paid by
insurance buyers
are held in low
risk

portfolios.

insurance is
generally

" inefficient.

- Increases entry .

COSts to
potential
entrants in the
health insurance
industry.

Lack of regulation
of HMOs create an
uneven playing
field - that may
atcract more than
the optimal
amount of firms

to this sector.

levels must be made
part of a rational
process of budget

More moderate
regulatory regime

‘may be setin place

/

which covers both

HICs and HMQOs and

all contingent
institutions
involved in health
care.
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Local Government Code and Devolution

TABLE 7.5

. Devolution of
DOH facilities
and staff to
local

governments. -

A centralized
government

bureaucracy that

is largely
unresponsive to
local needs.

Local governments
may face severe

- financing -
constraints since
available tax
revenues may be
uncorrelated with
health spending
requirements. .

The national
government may need
to implement a

grants system to

“local governments

whose estimated tax
revenues may not
match the

expenditures needed

‘to provide public

services that were
formerly shouldered
by the national
government. Such
grants may promised
for a temporary
period only. In
general, revenue

sharing grants

(which involve no
restrictions on how
these grants are
spent) are more
welfare-enhancing
than categorial
grants (which are
grants earmarked for
specific programs).
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Primary Category

1. Administrative
1:4
20% Professional
Towl Personnel
Professionzl

2. Clinical(Medical)

- 2. Clinical (Medical)
1.5 '
70% Licensed M.D. of
which 40% are full time
Total Personnel
Full Time M.D.

3. Medical Ancillary
1:5 ' "
50% Profcs§ional
Toral Personnel
Professional

Pharmacy

1:25

50% Licensed Pharmacist
Toral Personnel

Licensed Pharmacist

Appendix 1a

Minimum Hospital Requirements for Personnel

Authorized Bed Capacity
6 10 15 20 24

15
70% Licensed M.D. of
which 50% are full time 3 4 3
Total Personnel 1 2 3 3
Full Time M.D. 1 1 1 1 2
~ 3. Nursing -
s
30% are Registered Nurses
Total Personnel -~ -~ 2. 3 5 7 8
Registered Nurse 1 2 2 3 4
_ Authorized Bed Capacity .
Secondary Category 25 30 40 50 60 70 8 . 9 95
1. Administrative
15
20% Professional )
Total Personnel 5 6 8 10 12 14 16 18
Professional 2 2 3 3 4 4

6 8 10 12 14 16 18
3 4 6 7 8 10 11 13
i 2 2 3 3 4 4 5 5

—
—
—
~N

19

19
13

N
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4. Nursing
1:3
50% are Registered Nurses
Total Personnel
Registered Nurses 4

5. Diatetic Service
1:10
20% Licensed Dietician
Toral Personnel

Dietician 1

6. Engineering Maintenance
" Housekeeping

1:6

Total Personnel

Building Maintenance Man

-:Terﬁary,Catcgory =100

1. Administrative

1:5

25% Professional

Total Professionas 20
Professional . 5

2. Clinical (Medical)
1:3 .
70% Licensed M.D. of
which 30% are full time
Total Personnel
Licensed M.D.

"Full TimeM.D. . 7

3. Medical Ancillary
1:5
50% Professional
Tortal Personnel
Professional 10
Pharmacy
1:25
50% Licensed Pharmacist -
Toral Pesonnel
Licensed Pharmacist

4. Nursing
1:2:5
50% are Registered Nurses
Total Personnel

" Registered Nurse 20

w00
-3
oo
—
o
o
[N ]
Yot
LY
—
wn

4 5 7 8 10 12 13
1 1 1 1 - 1 1

Authorized Bed Capacity
-200 - 3C0 400 500

4 60 8 100
10 15 25 25

33 67 100 133 167
23 47 ~ 70 93 117
‘14 21" 28 35

20 40 60 8 100
20 30 40 50

40 80 120 160 2C0
40 60 80 100

30
16

15

32

16
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5. Dietetic Service
1:12
20% Licensed Dietician
Total Personnel
Dietician ' 2

w00
(¥, ]
-~
o

6. Engineering Maintenance
Housekeeping
1:6
5% Professional -
Total Parsonnel - 17 33 50
Engineer . ' 1 2 2 .3
‘Building Maintenance Man 1

[—
—
—

n—-hz"l

42

83

1

Appendix 1t

Technical Requirements for Government and Private Hospitals.

A. Primary Catezory

-1 -Equipment/Iasturments’
1.1. Clinical Service
Stethoscope
Sphygmomanometer
Examining Light. ..
Examining Table
Instrument Sterilizer
Oxygen Unit
Clinical weighing scale and measuring red
Suturing Set
Suction Apparatus
Ambu Bag '
Neurological Hammer
"EENT Diagnostic Set
Laboratory
Radiology (by affiliation)

2. Physical Plant
2.1 Administrative
"~ Lobby with Information counter
Admitting Office ‘
Chief of Hospirals/Dircctsi’s Office
Toilet Facilities .

2.2 Clinical
Emergéncy Room
Examination/Treatment. Room
X-ray (affiliation)
Laboratory (affiliation)
Drug Room/Pharmacy
Toilet Facilities

2.3 Nursing :
2.3.1 Nurse Station

2.3.2 Wards

“Male Wards -
1solation Room
Toilet Facilities

B. Secondary Category

1. Equipment/Instruments
1.1. Medical Services
Stethoscope
Sphygmomanometer
Examining Light
Examining Table
Oxygen Unit
Clinical weighing scale and measuting rod
Suction Apparatus - ‘

Neurological Hammer
Resuscitator
ECG Machine

1.2 Surgical Service
- Asingenenal medical instrument plus:

Surgical Instrument Set
Surgical Instrument Sterilizer

Instrument Table
Trearment Table
Trachcoctomy Table
Paracentesis Table
Cut-Down Set

1.3 OB-Gyne Service
Stethoscope
Sphygmonamometer
Examination Table with Stirrup
~ Examination Light (Goose neck type)
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Oxygen Unit

OB Instrument Set

Perincum Light

Weighing Scale with Measuring Red

1.4 Pediamic Service
- Stethoscope :
Sphygmomanometer with Pedia Cuff
Weighing Scale with Measuring Rod
Examination Table
Examination Light
* Cut Down Set -
Neurological Hammer
Oxygen Unit
Ambu Bag
Nebulizer
Sucton Apparatus

1.5Opemating Room

OR Table

-OR Light-

.Oxygen Unit
Sphygmomanometer with Stand
Stethoscope .
Suction Apparatus
Instrument Table
Laparatomy Set -
C/S Set
Autoclave

Major Surgical Set

1.6 Delivery Room

Delivery Set
D& C Sec
DR Light )
OB Table with Stirrup
Suction Apparatus '
Sphygmomanometer with Stand

. Stethoscope
Oxygen Unit
Instrument Table
Examining Light

1.7Nursery
Stethoscup~
Infant Scale
Bassinet
Baby Incubaror
Bottle Sterilizer
Suction Apparatus
Examining Light
Oxygen Light -
Bill Lighe

1.8Recovery Room
SPhYgTROmanometcr
Stethoscope
Suction Apparatus
Oxygen Unic

1.9 Anesthesia Service
Anesthesia Machine-
Anesthesia Table

Laryngoscope with Different Sizes of Blades

1.10 Pharmacy
Mortar and Pestle
Rough Balance with Sers of Weights
- Refrigerator

1.11 Laboratory

- Cenurifuge
Microscope

- --Bumners and Hot Plate
Urinometer '
Refrigerator
Staining Rack
Warer Bath
Analytical Balance
Blood Counter (Differendal)
Microhematocrit Centrifuge
Pippete Washer (for blood pippete)
Serefuge

1.12 - Radiology
X-ray Machine (at least 100 MA)
Film Dryer )
Developing Tank
Negatoscope
Exhaust Fan (Dark Room)

*-1.13 ER/OPD Service
Stethoscope
Sphygmomanometer with Stand
Suction Appararus
Oxygen Unit
Suturing Set
Instrument Sec
Ambu Bag
Trachcostomy Set
Gooseneck Lamp
Examining Light
Sterilizer

. Instrument Table
Examining Table
Vaginal Speculum
Neurological Hammer
Clinical Scale
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Laryngoscope Mirror
EENT Diagnostic Set
Head Mirror

1.15 Non-Tedmxcal(Mcchamcal Eqmpmcnt)
Stand-By Generator
Fire Extinguisher
Stretcher

Wheel Chair
2. Physical Plant

2.1 Administrati\'/c Sérv_ice
. 2.1.1Lobby w/Info. Center & admitting Office

fice
2.1.3 Business Office
2.1.4 Administrative Office
2.1.5 Medical Records Room
216 Tonlet Faciliries

22 Clmlc.al Servu:c

2.2.1 Emergency Room
Receiving Vestibule -
Remaining and Treatment Room
with Lavatory
Toilet Facilities

2.2.2 Operating Room Area
Operating Room
Scrub-up
Clean-up - _
Sterile Instruments and Supply
Storage Room
Doctor's Dressing Room
Janitor's Closet
- Closer Stretcher’s nook -

2.2.3 Recovery Room

2.2.4 Central Sterilizing and Supply Room
Receiving and dispensing space counter
Work Area
Sterilising Area
Sterile Supply Stomge

22.5 Dclwery Room Arca
Delivery Room
Labor Room with Toilet Facnlxtu.s
Scrub-up
Nurse State
Sterile Instrumenc and Supply
Room
Stretcher's Nook
Janitor's Chest

2.1.2 Chief of Hospital/Hospiral Director’s Of-

2.2.6 Nursery
Pathological/Suspect Nursery
Premature Nursery
Formula Preparation Area
Ante Room

Nurse Station
Mother's Feeding Room

2.3 Ancillary Service

2.3.1 Radiology Service
Reception Waiting Room
Radiologists Office with Film
Viewing facilities
X-Ray Room with Control Booth,

with Dressing Cubicle

Dark Room
Film File and Storage Room
Toilet Facilidies

- 2.3.2 Laboratory Service
Service Head's Office
Working Area
Washing and Sterilising Area
Storage and Supply Room
Toilet Facilities

233 Pharmacy
Drug Storage/Display Ar&
Pharmacist Office Space

2.3.4 OQur-Patient Servxce/Doctor 5
Offices
© Waiting Area
Examination/Treatment Area
OPD Records Office
Toilet Faciliries

235 Medical Records Room
Office Space -
Medical Records Storage

2.4 Nursing Service :
2.4.1 Chief Nurse Office -
2.4.2 Nurse Station

Mcdicine Preparation
Area/Counter

Utility Space

Toilet Facilities

2.4.3 Patient’s Unit
Wards
Privatc Room
Isolation Room
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" Swmetcher's and Wheelchair's

Nook

Janitor’s closet

2.5 Dietedc Service
Dietcian Office
Storage Room
Kitchen Proper
Food Preparation Area
Cooking Area
Food Assembly Area
Washing Area
Seaff Dining Hall/Canteen
Garbage Disposal Cublcle
Toxlet Facnhucs

2.6 Engmeenng Semce
. Laundry Area
Housekeeping
Maintenance Area
Central Storage Room. - -
Power House

C. Terdary Category _
1. Equipment/Instuments
1.1 Clinical Service
1.1.1 Department of Medicine
Stethoscope
Sphygmomanometer
Examining Light
Neurological Hammer
Oxygen Unit
Examining Table —
Clinical Weighing Scale
and Measuring Rod
Resuscitator
. Suction Apparatus
ECG Machine
Gastroscope
1.1.2 Department of Surgery
Stethoscope
Sphygmomanometer
Examining Light
Oxygen Unit -
Examining Table
- Resuscitator
Surgical Insoqument Sec
Surgical Instrument Sterilizer
Insqument Table
Treatment Table
* Trachcostomy Set
Thoracostomy Sct
Paracentcesis Ser
Suction Apparatus

1.13 Department of Obstetrics-
Gynecology :

Stethoscope

Sphygmomanometer

Examining Table with Strrup
Oxygen Unit

Obsterrical Instrument Set
Pertmeum Light

Weighing scale with Measuring Rod
Punch Biopsy Set

Examining Light (goosenzck type)

1.1.4 Department of Pcdmmcs
Stethoscope

Sphygmomanometer with Pedia Cuff
Weighing Scale with Measuring Rod
Examining Light
Examining Table
Cut-Down Set -
Neurological Hammer
Oxygen Unit

Lumbar Top Set
Resuscittor

Suction Apparatus
Nebulizer

* EENT Diagnostic Set _

1.1.5 Operating Room
Operating Table
Oxygen Unit
Sphygmomanometer with Smnd
Stethoscope

Suction Apparatus
Inscument Table
Laparatomy Set

C/S Set

Autcclave

Major Surgical Set
Operating Light
Electrocautory Machine
Resuscittor

1.1.6 Delivery Room

Delivery Ser

D & C Ser

Delivery Room Light
Obstetrical Table wich Stirmup
Suction Apparatus '
Sphygmomanometer with Sond
Stethoscope

Oxygen Unit

Resuscimtor

Instument Table

Examining Table
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1.1.7 Numsery
Stethoscope
Infant Scale
Baby Incubator
Bottle Sterilizer
Suction Apparatus
Photo Therapy Light or Bill Light
Examining Light
Oxygen Unit
Resusciator .

1.1.8 Special Care Service
1.1.8.1 Recovery Room
Sphygmomanometer
. Stethoscope
Suction Apparatus
‘Oxygen Unit
- 1.1.821CU
Sphygmomanometer
Stethoscope
~Suction Apparatus
Cut-Down Set
Oxygen Unit
ECG Machine
Bedside Monitor
Endotracheal Tube

1.19 Anesthesia Service
Anesthesia Machine
Anesthesia Table
Laryngoscope with different
sizes of Blades v
Endotracheal Tube, different sizes
Spinal Set
Epidural Set

1.1.10 EENT Servi..
EENT Diagnostic Set
Tracheostomy Set
Laryngeal Mirror
Pen Light
Refraction Light
Perimeter
Audiometer
Chalazion Set
Magnifying Lens
Slit Lamp

1.2 Ancillary Service
1.2.1-" Laboratory
Autoclave
Incubator
Microscope(Binocular)
Centrifuge (8-12 placer)

PH Meter

Oven

Refrigerator

Bumer (gas or electric stove)

_Balance (weighing 1 mg - 200 mgs)

Sterilizer

Bunsen Bumer

Hot Plate
Spectrophotometer
Water Incubator
Analytical Balance
Timer )

Blood Counter

Colony Counrer (Quebec)
Hematocrit Centrifuge
Pippets Washer
Swining Racks
Urinometer
Hemoglobinometer
Shaker (rorary electric)

‘Water Bath (0°C - 60°C) adjustable

Microtome
Paraffin Oven
Autopay Set (complete)
including table
" Dissecting Set
Test Tube racks - different sizes

122 Rad.iology

X-ray Machine (at least 300 MA)
Film Dryer

Developing Tank

Exhaust Fan (Dark Room)

1.23 Pharmacy Service

Mortar and Pestle
Rough Balance Sets of Weight
Refrigerator
Graduated Measures
Analytical Balance
Hearing Devices

1.2.4 Qut-Parient Service

1.2.4.1 Emergency and Out-
Patient Service
Sphygmomanometer
Stethoscope
Resuscitator
Surturing Set
Sucrion Apparatus
Instrument Set
Ambu Bag
Seerilizer
Inscrument Table
ECG
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Defibrillator
EENT Diagnostic Set
Weighing Scale with
Measuring Rod
Weighing Scale (Infant
Scale)
Examining Light
Neurological Hammer
Lumbar Set
Examining Table
Vaginal Speculum

" Biopsy Punch

. Pen Light

1.2.4.2 Dental
Denmal Chair
Instrument Sterilizer
"+ Mortar and Pestle
Dental Unit -
* - Denual Instruments

13 Dietetic Services -
Refrigerator
Food Cart/Freezer
Warter Heater
Exhaust Fan
Osterizer/Blender
Meat Grinder

Oven

1.4 Non-Technical(Mechanical Equipment)
Seand-by Generator
Warter Tank -
-Fire Extinguisher
Stretcher .
Wheel Chair .
Ambulance(Optional)

- 2. Physical Plant
2.1 Administracive Service
2.1.1 Lobby with information counter
2.1.2 Communication room
2.1.3 Business and Finance Office
2.1:4 Admitting Office
2.1.5 Chief of Hospiral/Hospital
Administrator’s Office
2.1.6 Docror's Quarter
2.1.7 Administradve Office
2.1.8 Chief of Clinic/Chicf of Medical
Services

2.1.9 Chief of Nurse/Nursing Dircctress for

Nursing Office
2.1.10 Storage Room
2.1.11 Toilct Facilitics

2.2 Clinical Services
2.2.1 Department of Medicine

2.2.1.1 Department of Head Office

2.2.1.2 Conference Room

2.2.13 Intensive Care Unit (ICU)

2.2.1.4 Nurses Station

2.2.1.5 Utility and Medicine
preparation area

2.2.1.6 Locker Room

2.2.1.7 Toilet Facilities

2.2.2 Department of Surgery -

2.2.2.1 Department Head Office
£.2.2.2 Conference Room
1.2.23 Operating Roorh Area -

operating rooms

scrub-up o

clean-up rcoms

sterile insoruments and supply

storage room

anesthesiologist room and

anesthesia storage

docror's dressing room

nurses' locker room

janitors’ closet

wheeled strerchers nook

2.2.2.4 Recovery Room
2.2.2.5 Central Sterilizing and Supply
Room )
Supervisor's Office
' Receiving and Cleaning Area
"Work Area
Sterilizing Area
- Sterile Supply Storage
2.2.2.6 Orthopedic Section
Section Head’s Office
‘Examination/Treaunent Area
Toilet Facilicies

2.2.3 Department of Pediatrics

2.2.3.1 Department Head's Office
2.2.3.2 Conference Room
2.2.3.3 Nursery
Pathological Suspect Nursery
Premature Nursery
Formula Preparation Area
Ante Room(examination and
treatment room)
Nurse Station with toilet facilities
Mother's Feeding Room
Viewing Arca Corridor
2.2.4 Department of OB-Gyne
2.2.4.1 Deparmment Head's Oitice
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"2.2.4.2 Conference Room
2.2.4.3 Delivery Room Area
~Delivery Rooms
Labor Rooms with Toiler

Facilities

. Secrub-up
Clean-up
Nurse Station
Sterile Instruments and Supply
Storage
Docror’s Locker Room
.Nurse's Locker Room
Stretchec’s Nook
Janitor’s Closet

2.2.5 Medical Ancillary Service
' 2.2.5.1 Department of Radiology
~ Department head’s Office’
Conference Room - ‘
Reception, Appointment and
~Waiting. Room. -
Viewing Room
Film File and Film Storage
Room - .
Fixed X-ray Rooms
Conurol Booth
Dressing Cubicle
Dark.room
Toilet Facilities

2.2.5.2 Pathology Department
Department Head's Office
Working Area
Washing and Sterilizing -
Room '
Storage Room -
Technician’s Locker Room
Toilet Facilities

. Morgue/Autopsy Room

2.2.5.3 Pharmacy Service
' Chief Pharmacist.Office
Space
Working Area
Drug Display Area-
: Storage Room for
Combustible Clzernicals

2.3.5.4 Emergency Service
Receiving Vestibule wich
Stretcher's Nook
Examination/Treatment
Reom with Lavatory
Toilet Facilities

2.2.5.5 Que-Patient Dapartment/
~ Doctor's Offices :
Lobby and Waiting Area
Examination/Treatment
Room - -
OPD Records Room
. Toilet Facilities

2.2.5.6 Dental Service
Den;al Office Space

2.2.5.7 Medical Records Room
Office Space -
Medical Records Storage

2.2.6 Nursing Service

2.2.6 Medical Ward

-2.2.6.1 Nurse Station
Medicine Preparation
Area -
Utilicy Room
Nurses Locker room with
Toilet Facilides

2.2,6.2 Patients Unit
Private Room
Isolation Room
Wards {(male and female)
Suetchers and Wheelchairs
Nook _
.~ Janitor's Closet
Toilet Facilities

2.2.7 Surgical Ward-
2.2.7.1 Nurse Saation
" Medicine Preparation Area
Utility Room _
Nurses Locker Room with
Toilet Faciliies

2.2.7.2 Padents Unirt.
Private Rooms
Isolation Rooms
Wards (male and female)
Janitor’s Closet
Toilet Facilities

2.2.8 OB-Gyne Ward
2.2.8.1 Nurse Stadon
Medicine Preparation Area
Utility Room
Nurses Locker Room with
Toilet Facilities
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2.2.8.2 Patienrs Unit
Private Rooms
Isolation Rooms
Wards (male and female)
Stretchers and \X/hcelchaus
.Nook
Janitor’s closet
Toilet Facilities
2.2.9 Pedia Ward
2.2.9.1 Nurse Stadon »
Medicine Praparaton Arca
Utility Room '
Nurse’s Locker Room with
Toilzt Facilities

2.2.9.2 Patient’s Unit
- Private Rooms
Isolation Rooms
Wards
Seretchers and Wheelchairs
2.3 Dieteric Services
2.3.1 Dietician's Office
2.3.2 Supply Delivery and Recieving Area
2.3.3 Storage Room (dry and wer)
2.3.4 Diet Kitchen
Preparation Assembly Arca
Food Preparation Area
Cooking and Baking Area
Serving Space
23.5 Washing Area
- 2.3.6 Seaff Dining Hall/Canteen
2.3.7 Locker Room :
2.3.8 Toiler Facilidies

2.4 Engineering Service
2.4.1 Laundry Service
‘Receiving and Sorting Arca
Supply Storage Room
Working Arca
2.4.2 Housckeeping
Office Space
Work Shops
Central Linen Storage Room
2.4.3 Maintenance Office
Office Space
Work Shops
Mechanical and Electrical koom
Tool Storage Room
2.4.4 Motor Pool
Office .
Work Arca, Repair Shop and Gurge
Teol and Storage Room
2.4.5 Others
Power House
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Appendix 2
Requirements for licensing of Domestic Insurance Companies

The applicant insurance company shall file with the Office of the Insurance Commissioner an
application for certificate of authority, together with the following documents and papers;

1. Clearance from the Ofﬁce of the President as an exception from the Presidential Directive issued
\ in 1966 suspending the issuance of new license to prospectwe insurance companies;

2. Copy of the Articles of Incorporatxon, together with certnﬁed copy of the certificate of registration
from the Securities.and Exchange Commission;

3. Certified co_by of the by-laws duly registered with the Securities and Exchange Commission;
4. Reference of iﬁcorporacom, consisting of two natural persons and one depository bank;

5. Cur‘xculum vitae of the (1) incorporators; (2) underwnters, (3) accountant; (4) actuary; and (5)
meaical dnrector (Nos 4 &5 for lee companies only);

6. List of Officers.and t_he positions held by them;
7. _Name and addrés_s of the external auditor;
8.. Name and addr;es; of the legal counsel;
9. Name ahd address of the depository bank;
10. Namé and addre5§ of the company’s prin-ter;
11. Name and address qf‘ company's actuary; -
12. Qrganiza;ional chart of the proposed corporation;
13. Floor plan of the office;
14. Lease. Agreement of of‘;ice space, if any;
15. List of_fumitu;e and equipment.s;'

16. Reinsurance treaty or proof that such facilities will be available;

17. Income tax returns of cach incorporator for the last five years next preceding the date of filing of
the incorporation papers of the propo:,«.d corporation; :

18. Clearances of the incorporators from:
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(1) National Bureau of Investigation,

(2) Manila Police Department,

(3) Criminal Investigation Section, PC, and
(4) Bureau of Intemal Revenue

If'the incorporator is one other than a Filipino citizen, he must also produce his Alien Certificate of
Registration for the current year and a certification from the Bureau of Immigration that he is allowed
to be gainfully employed during his stay in the Philippines;

-'19. Project study showing the expected volume of business tc be written and the amount of premiums
that‘ will be realized on the various life plans for the next three initial years from operations;

20 ‘Executive waiver in favor of this Office to verify existence of apphcant s capltal deposms with its
' dep051tory bank or banks.

The Insurance Comrmssnoner may refuse to issue a certificate of authority to any company if, in his
judgement, such refusa] will best promote the interest of the people of the Philippines.

'REQUIREMENTS FOR THE ISSUANCE OF INSURANCE COMPANY’S LICENSE |

- Application for the issuance of the C/A

Certificate of Registration with the SEC atrached to the Articles of Incorporation
Certificate of Registration with the SEC attached to the Copy of the By-Laws
-Minutes of the Organizational Meeting of the Stockholders.

Minutes of the Organizational Meeting of the Board of Dlrectors

Treaty Arrangement or Reinsurance

Inventory of Furniture and Fixtures

Floor Plan - -~ .

Organizational Chatt

Curriculum Vitae of the Incorporators; Officers; Acc0untant  Audirors; and Underwriter
Clearances:

-a) Tax; Income Tax Return

b) NBI; MPD; CIS
12. List of References (2 Personal and 1 Bank)
" 13. Auditor
~ 14. Printer
15. Depository Bank
~ 16. Verification of Cash Fund in Bank
17. Two P 0.30 documentary stamps .
18. P 200.00 filing fee
19. Capitalization: .

Non-Life - at least P 10,000,000.00 - paid-in not less than P 500,000.00 - contributed surplus

Life - at least P 10,000,000.00 - paid-up not less than P 1,000,000.00 - contributed surplus
- Section 188 of the Insurance Code

NOTE: There is however, a directive fom the President, duced June 24, 1966, suspending the granting of licenses to new insurance companics.

POV NANR NN
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_ Appendix 3
‘What Every Governor Should Know About Health Care

As governor, you are now responsible for the delivery of health services within your province.

- The health services and facilities within your supervision are:

1. Infrastructure

A.
B.

o0

I
A
B
C.
D

1L

OmMmON® >

Integmted Provincial Offlces mcludmg h05p1tals

District Healih Offices

1) district hospitals

2) Medicare hospitals

3) municipal hospitals

Social Hygiene Clinics, mcludmg floating and ambulances
City Healch Offices

1) city hospirals

2) health centers -
-3).—Rural Health Units (RHUs) . .

_4) Barangay Heslth Srations (BHS)
Provision of mcdig:al, hospital and other support services:

. Primary health services - basic health services delivered ac health Centers or RHUs and BHS.

Secondary health services - medical services provided by some RHUs, infirmaries, dlsmcthospltals and out-padant
deparonents of provincial hospitals. -

Tertiary health services - surgical and medical diagnostics; treatmentand re:hablhcatwe care underraken usually by
medical specialists in hospital setting.

. Other support services - training, momt:Onng and supervision, evaluation, lOngUCS management, consul@rey,

resource augmentation.

Public Health Programs and Projects on:

Maternal and child healr.h care

" Dental Health

Nutriton

Family Planning

Environmental Health

Communicable and non-communicable diseases control

Other public health care:programs and projects appropriate to the needs of the community

[T

The Department of Health, for its part, can support the local govemment units through:

L

mmoOw

Technical Ser:-vigeé.

Information, education and communication (IEC) development
Health research and development

Health intelligence

National and intcrnational training

Planning assistance

Other technical consultancy services -
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1.

moOw»

1L

monw>

V..

Administrative Services

Program and project management
Inter-agency coordination
Networking )

Information and record management
Other administrarive services

Logistic and financial services

Bulk procurement of drugs, medicines, medical equipment and supplies

Grant-in-aid, block grants, and other forms of financial essistance - /

Resource mobilization from the Mational Government, I\.GOs, and intemtional funding agencies
Budget preparatiors assistance

Other financial and resource management services

Tertiary and Specialty Health Services

For diffizult cases and panents requiring special consultation/diagnostics and care, the DOH can assist you through
following:- -

oDOW>

0w >

Regional Medical center.
Regional Hospitals
Sanitaria
Leprosarium

- There are also specialty hospirals in the National Capital Region, including the:

Heart Center
Lung Center
Philippine Children's Medical Center
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