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SUMMARY

This article presents the results from an evaluative longitudinal study with before—after
design. The main objective was to determine the effects of health care decentralization on
changes in health financing. Taking into account feasibility, political and technical criteria,
three Latin American countries were selected as study populations: Mexico, Nicaragua and
Peru. The methodology had two main phases. In the first phase, the study referred to second-
ary sources of data and documents to obtain information about the following variables: type of
decentralization implemented, source of finance, funds of financing, providers, final use of
resources and mechanisms for resource allocation. In the second phase, the study referred
to primary data collected in a survey of key personnel from the health sectors of each country.
Taking into account the changes implemented in the three countries, as well as the strengths
and weaknesses of each country in financing and decentralization, a rule for decision-making
is proposed that attempts to identify the main financial changes implemented in each country
and the basic indicators that can be used in future years to direct the planning, assessment,
adjustment and correction of health financing and decentralization. Copyright © 2001 John
Wiley & Sons, Ltd.
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INTRODUCTION

Decentralization is one of the principal elements of health sector reform in a number
of countries. It has increasingly been recognized, at both national and international
levels, that management, financing, planning and policy functions in the health
sector may be carried out more efficiently and effectively if they are decentralized,
transferring responsibility to local level. However, there is growing concern that
decentralization has failed to achieve the objectives for which it was introduced
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and can indeed have effects that limit health sector development (Hurley, 1995;
Arredondo and Parada, 2000). The relationship between decentralization and
financial changes in the process of health care reform in Latin American countries
is complex. Analysis of recent attempts at decentralization and financial changes
requires an understanding of the contradictory forces operating within the political
systems, and particularly the bureaucracies, of Latin American countries (De Souza
et al., 2000). In these countries strong centralizing tendencies coexist with particular
forms of bureaucratic decentralization (Arredondo, 1997a).

The type and degree of decentralization is strongly influenced by dynamic
financial aspects, including sources of finance, agents, providers, final destination
and mechanisms of financial allocation at the local, regional and national level.
Local governments usually have authority to levy taxes. However, in developing
countries, much of the national revenue comes from indirect taxes, especially
customs and excise revenues, while buoyant local sources of revenue are hard to find
(Collins and Green, 1994; Abel-Smith and Dua, 1988). The local governments in
these countries are often heavily dependent on grants from central government. In
addition, central government often retains control over finance in order to promote
geographical equity. The sources of finance of local government may, therefore, not
differ significantly from those of local offices of central ministries, though grant
allocation is likely to differ (Quentin, 2000).

Many Latin American countries have tried to decentralize their health care
systems. A number of different approaches have been taken, with varying results
reflecting strengths and weaknesses for each country (Murray, 1999). The results
are strongly related to changes made in the mechanisms for allocating financial
resources, especially the new financing systems for health services in the context
of health care reform (Bossert, 2000). A financing study of health care decentraliza-
tion quantified the resources involved and analysed the dynamics of the sector. At
the same time, the study suggested ways to mobilize and reassign resources within
the system at a national and regional level (Aguinaga, 1997). In Latin American
countries, public treasury funds are the principal source of financing for central
and local government health spending. In addition, compulsory contributions of
employers and employees to social security systems or health and welfare funds
are the major sources of financing for expenditure on social security health care pro-
grammes (Cassels, 1995). This paper focuses on the financing policies of three Latin
American countries: Mexico, Peru and Nicaragua.

In Mexico, budgetary resources have been reallocated in several ways. Although
total federal government expenditure on health has been reduced, the proportion
assigned to the health sector has increased in recent years (Alvarez, 1990). When
analysing the delegation of finances in the decentralization of health services in
Mexico two constant factors emerge, setting a common pattern between decentra-
lized and centralized health service organization (SSA, 2000a). First, the continua-
tion of separate federal and state sources of finance, without state interference in
federal funds (Parada er al., 2000); and second, the maintenance of the federal labour
relationship with all state health workers, right up to the level of the director or
minister of health. Thus, all decentralized state health services, whether called
ministries, departments or institutes became, from the point of view of finance
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and control, de facto parastatal organisms of both the state and the federal
governments (Gonzalez-Block, 1992).

In Peru, through regional secretariats for health services and municipal
clinics there is now considerably more local autonomy, and greater financial and
administrative decentralization. Regional secretariats and municipal clinics have
their own legal status, control staff, and own their premises and equipment. The
directors of these units, who may or may not be health professionals, have been
given wide powers to manage the health facilities, staff, equipment and budget. In
addition, the management support for municipal clinics and regional secretariats
has been strengthened by new sections responsible for finance. The regional autho-
rities did not press for financial devolution, as this would have implied greater
responsibility than they could cope with. In spite of the fiscal and administrative
reforms intended to strengthen regional governments’ revenues, their share of fed-
eral fiscal appropriations is still meager, and their tax basis is also weak (Prialé et al.,
1997).

In Nicaragua, the constitution states clearly how the national health system should
be organized. The structure designed for the health sector is consistent with the
federal structure of the Nicaraguan state, with three autonomous spheres of power.
A decentralized health system, with only one authority in each sphere of power,
seems appropriate. Moreover, decentralization and community participation are
explicitly mentioned as directives that the national health system must follow.
The only political units in the country that provide health services to the population
are at a county level, with some national units. The federal and state governments
must provide the necessary financial resources and technical cooperation to ensure
that their obligation to health is executed. Since 1986, the implementation of health
care decentralization in this country has been seriously obstructed by political
changes in the federal government. The lack of policies to strengthen the ability
of counties to execute their new functions has seen their weaknesses used as a barrier
to implementing decentralization. Also, the lack of a data base of national health
accounts, through which analysis could be coordinated, has hampered decision mak-
ing for health care financing in the context of decentralization (MINSA, 1997). In
appendix A, we give more detailed information about the background and meaning
of health care decentralization and financing changes in each country.

In summary, the tendencies of centralized financial authority on the one hand and
decentralized administrative authority on the other coexist in the health systems of
Latin American countries. In a complicated and often seemingly confused manner
these tendencies both combine and conflict with one another, but the centralizing
tendency remains unquestionably dominant (Cercone et al., 2000). Moreover, this
centralizing tendency results in the over-concentration of decision-making at the
top of the hierarchy and, in turn, generates decentralizing efforts aimed at decongest-
ing the overloaded apexes of decision-making within central ministries of health.
Within such an environment, the opportunities for devolution of financial power
from central bureaucratic agencies to local health units are unfavourable. In this
sense, decentralization of health care finance related to the new local level financial
authority and local control of the sources of finance, funds, mechanisms for resource
allocation and the final use of resources.
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CONCEPTUAL CONSIDERATIONS

An analysis of the financial aspects of health care decentralization requires
the examination of several financial indicators to understand the changes in
policies for health care reform (Hernandez et al., 1995). The most commonly
used conceptual framework includes the definition of health expenditure as
activities whose primary purpose is health improvement (WHO, 2000). This
definition excludes large programmes which impact on health, but whose primary
goal is not health, for example, general food subsidies, housing improvement
and large urban water supply projects. However, this definition does leave
room for significant differences in how countries account for health-related pro-
grammes such as targeted nutritional services and water quality improvement
(Ramesh et al., 1997).

Recently, a new and more appropriate method for analysing the financial
dynamics in health care has been formulated (Poullier, 2000). This method, called
National Health Accounts (NHA), has had recent applications in developing coun-
tries. The NHA model incorporates different indicators of economic information
related to the production and financing of health systems. This model allows the
creation of a register of financial information to be used for understanding the trends
in the principal spending indicators facilitating the analysis of the availability of
resources in the health system and of the payment capacity of users. The objectives
of the NHA analysis are the following: (a) to identify the protagonists and economic
entities that participate in the financing of the sector; (b) to identify the funds for the
financing of the different social groups; (c) to identify the allocation of resources
according to the type of provider and the health programme; and (d) to identify
trends and changes in different financing indicators (sources, funds, providers and
allocation mechanisms), taking as a guide the reform strategies of the health sector,
in this case the process of decentralization.

The NHA model is useful not only for understanding the spending levels asso-
ciated with financing indicators, but also for identification of the qualitative and
quantitative changes in these indicators, as well as identifying the expenditure of
households, health institutions and businesses. The core concept of National Health
Accounts is defining the flow of funds. Experience in applying this concept in devel-
oping countries suggests that approaches used in developed countries such as the
USA should be adapted to the specific needs of developing countries. The approach
adopted must take into account the more limited data available and be in accordance
with the research questions. This requires modifying definitions both of the sources
and uses of funds (Berman, 1996). One approach, used in Egypt, Mexico and
Colombia, is to formulate the flow of funds in terms of three major levels: the ori-
ginal sources of financing, the financing funds and the health care providers (Frenk,
1994; Frenk et al., 1996). In order to analyse the financial aspects for health care
decentralization we add two more levels to this formulation: the final destination
or financial resources utilization for different health programmes and the mechan-
isms for financial resources allocation. Independent of the patterns of decentraliza-
tion, the five indicators permit the identification of the flows and dynamics of
financing for the three countries studied. These indicators are defined as follows.
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The sources of financing. The primary economic sources that provide the resources
to the population for different health care activities. There are four sources of finan-
cing, classified according to the origin of the funds, and either as internal or external.
In the case of the health system, the internal sources are the government, industry
and households. The external ones refer to the exchange that takes place within the
health sector, through multilateral or bilateral agencies (Mills, 1991; Hsiao, 1994).

The financing funds. Reservoirs of economic resources, whose role is to administer
resources and to buy medical services. These funds can be real or virtual. This is an
important distinction since virtual funds can only be used in a limited way and are in
constant competition with the acquisition of other necessities (Abel-Smith, 1967). In
addition, they depend on the preferences of individuals and can be drastically
reduced by reduced income, an economic crisis or an adjustment in policy.

The health service provider institutions. Government and non-government organi-
zations providing health care services to the population. In relation to sources of
finance and consumers, three classifications of provider institutions exist: social
security, public assistance and the private sector (Bossert, 1996; Jamison and
Mosley, 1991).

Mechanisms for financing allocation. The mechanisms for financial resource allo-
cation for health expenditure include legal, political and technical principles. These
mechanisms provide the means for financial resource allocation of health care ser-
vices, and the adjustments necessary for health care decentralization (Bobadilla and
Lozano, 1990; Bobadilla, 1998).

Final destination of resources. The classification of health expenditure by health
service providers, according to its final destination and depending on the financing
fund. The decentralization process requires health policy makers at a local level to
make improvements on, and design new methods for, the management of the final
use of resources. In doing so they must take into account local health priorities and
act according to two major variables: system variables (supporting programmes, cur-
rent expense factors and investment, health services to be provided), and population
variables (which include the type of services demanded at a local level: primary care,
secondary care and third level care) (Musgrove, 1990; Collins and Green, 1993).

A thorough analysis of the five financial indicators presented above allows us to
identify substantial changes that have taken place in the area of financing policy in
each country, and thereby assess the feasibility of decentralization. Quantitative and
qualitative analysis of these indicators makes it possible to identify strengths and
weaknesses related to each indicator. For example, the indicator related to financing
sources permits us to identify whether the municipal or state governments of a coun-
try have increased or decreased the level of health spending.

The financing sources indicator also shows the changes in the relative weights of
each source of financing before and after decentralization has taken place in each
country. This conceptual framework allows the identification of countries whose
state or municipal governments have increased their levels of health spending, or
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where changes have occurred in the contributions from businesses and households.
In addition, it allows detection of the countries that implemented new mechanisms
for resource allocation and those countries that continued with the same mechanisms
in use prior to decentralization. It is therefore important to identify and define the
different analytical categories used for the financing sources:

— Households =monetary contributions directly from family incomes

— Enterprises =monetary contributions directly from employers

— Federal Government=monetary contributions from federal taxes

— State Government =monetary contributions from local taxes

— Government Taxes=monetary contributions from federal and local taxes

— Government Credits=monetary contributions from credits with international
banks via the federal government

— Government Donations=monetary contributions from donations made by
international agencies via federal or local government

— Donations =monetary contributions directly from donations of international and
national NGOs

METHODOLOGY

This study used an evaluative longitudinal design in three Latin American countries.
The countries were selected according to various criteria : different economic
development (per capita income) : high-middle income, low-middle income and
low income; experience of a significant period of financial adjustment for health care
decentralization; existence of a database in the country to analyse the financial
aspects of HCD; reliability of the financial data on health. Multidisciplinary research
capacity; relative political stability; importantly, interest in and commitments to
using the research results on the part of policy makers was included. Information
on these variables was drawn from different bibliographic sources and through inter-
views via e-mail with officials in the selected countries. Analysis of the data led to
the selection of ten countries: Bolivia, Brazil, Mexico, Argentina, Chile, Peru,
Nicaragua, Costa Rica, Panama and Ecuador.

To select the three countries ultimately studied, more detailed information on the
decentralization and financing policies in each country was taken into account: This
information was obtained from the aforementioned interviews, and included the
following issues: background to and pattern of health care decentralization; back-
ground of national health accounts; changes in the financing policies; reliability
of databases; and political support from policy makers. Three countries were
selected (one with medium-high income, one with medium—low income and one
with low income) which satisfied the basic technical requirements: Mexico, Nicar-
agua and Peru.

Through discussions with key personnel in the three countries a field-work
coordinator was appointed in each country and the field-work strategy was standar-
dized, along with the instruments to be used. Through the bibliographic search and
through information given by key informants, a total of 143 information sources
(published and ‘grey’) were selected for data collection. Key personnel were
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selected according to their level of participation in the decision-making process in
the development, implementation, evaluation and/or monitoring of decentralization
in each country included in the study. A total of 90 interviews were carried out with
key personnel in the three countries. Both the interviews and the bibliographical
search adopted guidelines covering five categories of questions: (1) changes in the
sources of financing, (2) changes in the financing funds, (3) changes in the level of
financing according the type of provider, (4) changes in the mechanisms of finan-
cing, and (5) strengths and weaknesses of each financing indicator before and after
decentralization. In order to analyse the validity of the information obtained, internal
and external validity of the selected indicators was tested. A reliability analysis was
also carried out, repeating the interview in 10% of the cases in each country.

For the qualitative analysis the interviews were compiled into a database using the
software ATLAS-TI. This procedure followed a series of standardized procedures
with precise steps. The analysis of the responses of the informants made it possible
to examine their level of knowledge about the strengths and weaknesses of federal
and local financing initiatives related to decentralization. The responses were
ordered according to the main characteristics of the changes in financing policy,
in financing sources, in funds, in the mechanisms for allocating resources, and in
the final destination of resources.

The quantitative information was incorporated into a health spending matrix
according to the sources and funds of financing for each of the selected countries.
In this matrix the trends in health spending for the period 1992-1997 were identified,
augmented by information about the type of financing source, and identifying the
trends in the financing levels for the different financing sources in each country.
Finally, comparisons were made between the qualitative and quantitative analyses
to validate the information obtained.

To analyse the changes in financing indicators before and after decentralization,
the following criteria were developed: (a) in all three countries, the decentralization
process began before 1994; (b) decentralization is an ongoing process and may
be considered as an implementation strategy to be consolidated during the
coming years; (c) information on financing matters is not considered valid before
1990-1992, which was the base period for the implementation and validation of
methods for the integration of national health account systems for the three countries
in the study; (d) in 1994, important changes took place in each country reinforcing
decentralization process. Based on these criteria, and on the availability, accessibil-
ity, validity and reliability of the information on financing indicators, the period of
analysis was defined as 1992—-1997. In order to compare the results from different
countries, the national currency of each country was converted to US dollars.

RESULTS

Analysis of changes in three countries

Below we present an analysis of health financing in Mexico, Nicaragua and Peru. In
addition to the analysis of financial indicators, we also discuss the strengths and
weaknesses of each country in organization and financing matters.
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Legal aspects govern the implementation of decentralization in each country,
alongside the technical-administrative and organizational structures. In the three
countries, the legal framework for decentralization originated in 1983, and provides
legal guidelines for a gradual implementation of health services decentralization. It
takes into consideration both the production and financing of health services. It is
noteworthy that in Peru new decentralization laws were still being proposed and
approved in 1998 in order to reorganize the progress achieved and implement
new mechanisms of financial allocation. In the three countries studied, new admin-
istrative organizations have been created. In Mexico they are represented by the
COPLADES and SILOS, in Nicaragua by the SILAIS and the COLOS, and in Peru
by the ZONADIS, CLAS and the CTAR. These organizations constitute basic units
in technical-administrative matters for the implementation, follow-up, monitoring
and evaluation of decentralization.

Financial indicators and mechanisms for financial allocation in the period before
decentralization were identified, in order to define a point in time from which the
implementation of changes in financing policies began. There are similarities in
the observations for the three countries studied. Decisions about the production of
services, as well as their financing, were exclusively made at a central level, without
leaving any margin for action at a local level. These decisions were taken indepen-
dent of the needs of each state, department, region or county. Nevertheless, before
the implementation of decentralization strategies, it is noteworthy that different
financial resource allocation proposals were made to counteract the effects of
centralized decisions. However, these proposals were only taken into account when
decentralization became an explicit strategy aimed at achieving a greater
equilibrium between the supply and demand for services.

We briefly mention the changes in financing indicators that were implemented or
proposed in each country in order to make decentralization more feasible. In
Mexico, there was a stronger devolution of decision-making and the management
of financing policies than in the other two countries. Although Nicaragua and Peru
implemented budgetary decentralization, the responsibility for resources, funds and
financing flow remained at the central level. Two main financial strategies stand out:
first, the implementation of new cost-recovery fee systems and second, the
implementation of new methods for financial resource allocation at the departmen-
tal, state and county levels.

A number of strengths and weaknesses in each country can be identified that had
repercussions on the changes in financing policies after decentralization. In Mexico,
the main strengths observed were the devolution of financing decisions and the
sharing of responsibility for the generation of local financing sources between the
state and municipal levels. The main weakness observed for Mexico was the absence
of a culture of economic efficiency in the organizational dynamics of local health
systems and in human resources. In Nicaragua, the main advantages were new finan-
cial allocation mechanisms and budgetary decentralization.

The main disadvantage observed for the three countries studied was their great
financial dependency on central level decisions. This was the primary disadvantage
in Peru, where financial decentralization consisted of directly allocating financial
resources to the regions from the Ministry of Finance, thus maintaining a centralized
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system of decision-making. One of the main advantages in financing changes was
the implementation of new mechanisms for financing and financial control, with
the private sector’s participation.

When summarizing the changes in financing policies in the three countries it
becomes evident that the strong points for each country were the changes in finan-
cing indicators. These changes range from the integration of economic information
bases to the implementation of new financing mechanisms, along with the creation
of new financing sources and new financial controls. The main weaknesses for each
country, however, stem from a strong dependence on central level financing and,
therefore, on the negative effect of macro-economic variables on financing at state
and municipal levels. These results are analysed in greater detail in the following
section where we identify trends in each of the financing indicators for the period
1992-1997.

Table 1 presents the expenditure trends in health, according to financing sources,
before and after decentralization (taking 1994 as the dividing line). It is important to
emphasize that financing sources represent the origin of financial allocations. It is
interesting to note that as of 1994 all three countries experienced significant changes
in all financing sources and in total expenditures. In Mexico there was an abrupt fall
in the total financial resource which recovered by 1997 though not up to 1994 levels.
This fall was accompanied by a significant decrease in the contribution of homes and
businesses with respect to total expenditures.

Federal as well as state government contributions showed a positive trend. This
positive trend is noteworthy in the case of Mexico, since in this country state
government contributions are an important financing source for decentralization.
This trend is very important at present as one of the health reform strategies in
Mexico is to rethink and consolidate decentralization in those states where it has
been suspended or has not yet begun.

In Nicaragua, a slight fall in total expenditure occurred in 1994 which mostly
recovered by 1995. An important issue for this country was the reactivation of social
security, which accounted for a relatively important fraction of the total expenditure
between 1994 and 1997. The contribution of donations remained almost unchanged,
while the government contribution diminished after 1994 and recovered in 1997.

Peru also experienced a positive trend in health expenditure over the study period.
As of 1994, contributions from homes increased significantly compared with other
sources, although as a proportion of total expenditure they exhibited a negative
trend. On the other hand, businesses exhibited increased contributions compared
with other sources and a positive trend as a fraction of total expenditures. Govern-
ment sources in all three countries showed a positive trend when compared with
other sources and with total expenditure.

It is necessary to mention that in Mexico, both state and federal governments
showed positive trends in expenditure, but this trend is much stronger for the state
government. With regard to contributions to financing from external cooperation,
only in the case of Peru and Nicaragua is information available due to its importance
as a source of health financing. External financing is particularly important in
the case of Nicaragua where, despite a drop in donations in 1994, around the same
average (30%) was sustained over the period of study. Looking at Peru from 1994
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Table 1. Trends of health expenditure by sources of financing. Mexico, Nicaragua and Peru
(millions of US $)

Source Year 1992 1993 1994 1995 1996 1997
Mexico
Household 7802 9275 9768 5870 6156 6180
Enterprises 4890 5362 5639 3053 3015 3200
Federal Government 3339 3577 3918 2232 2638 3195
State Government 47 228 577 586 753 963
Total 16 078 18 442 19 902 11 741 12 562 14 158
Nicaragua
Households nd 12 12 15 16 16
Enterprises nd 00 9 26 39 48
Government Taxes nd 34 25 21 81 93
Government Credits nd 31 24 20 20 24
Government Donations nd 38 40 38 38 36
Donations NGOs nd 3 5 6 4 5
Total 93 118 115 126 198 222
Peru
Households 1247 822 890 690 942 975
Enterprises 855 487 583 797 849 891
Government 720 437 456 585 1095 1253
Donations 18 13 22 28 20 18
Total 2840 1759 1951 2100 2906 3147

Sources: Financial indicators for Health Care Decentralization, University of Montreal, 1998-1999.
Estimacion del gasto en salud, Centro de Estudios en Poblacion y Salud, SSA, 1995, Mexico Instituto
Nacional de Estadistica, Geografia e Informatica. Sistema de Cuentas de M. Cuentas de Bienes y
Servicios 1988-1994. INEGI-1996. Cuentas en Salud. FUNSALUD, Mexico, 1997. Informe Anual de la
Direccion de Presupuesto, 1992—-1998. MINSA-Nicaragua. Estudio Cuentas nacionales en Salud, Banco
Mundial-MINSA Nicaragua, 1998. Analisis del Financiamiento del Sector salud. ESAN-AUPHA-
SERVERS, Peru, 1997.

onwards, external donations increased 100%, from 1% of the total expenditure, to
2% after 1994.

Defining a tool for health planning. This proposal is based on a decision-making
tree (Figure 1) which was developed based on the results of the analysis of financial
indicators for decentralization. In order to make health planning suggestions, for any
Latin American country, one must first ask:what is the degree of decentralization and
then determine the financial decentralization pattern. This study has observed three
financial decentralization patterns in Latin America: in Mexico there is a financial
devolution pattern, in Nicaragua a pattern of financial deconcentration and in Peru a
pattern of financial delegation.

Having defined the financial decentralization pattern the next question is whether
a system of national health accounts exists. If no such system is in place, the decision
has to be made to implement a system of national health accounts in order to
incorporate financial indicators into the decentralization process. If it does exist,
then it will be necessary to determine if the financial indicators are separated by
financing sources, funds, amounts by provider type, and according to final destina-
tion and by explicit mechanisms for financial allocation.
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Figure 1. Decision-making tree for health planning, financing indicators and decentralization
in the context of health care reform in Latin American countries.

If financing indicators are not separated, the conceptual-technical and metho-
dological framework described in this study needs to be adopted in order to organize
the financial information according to pertinent indicators and to evaluate and
monitor the decentralization process from the perspective of feasibility and financial
sustainability. If the financing indicators are separated according to the five required
indicators, the approach will be the definition of financing mechanisms; identi-
fication of indicators according to their financing alternatives; definition of indica-
tors at federal, regional and local levels; identification of new financing mechanisms
and financial allocation; and finally, a comparative analysis of all indicators devel-
oped at regional and local levels.

The different information levels must be integrated in order to make informed
decisions as to adjustment, changes or new planning elements needed to carry out
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the implementation, monitoring and evaluation of financial changes within
the context of decentralization. This analytical tool contributes to determining the
financial feasibility of decentralization and, later on, its financial sustainability, in
the context of the characteristics of a particular country.

DISCUSSION AND CONCLUSIONS

The aim of this study was not to judge decentralization as a success or a failure, but
rather to identify, within a context of social reform, the effects of decentralization on
health financing and through this to identify a rule for decision-making as a sugges-
tion for health planning. Therefore, the discussion and conclusions presented below
concentrate on findings related to the financing indicators which were used and the
application of the proposed analytical model.

Once decentralization was implemented, the main outstanding issue was how to
end the historically legitimized financial and technical dependency of the local level
on the central level. Another problem was the implementation of mechanisms for
more efficient and equitable financial allocation. These two aspects have been the
most difficult ones in the decentralization process, and have made periodic adjust-
ments to the decentralization proposal necessary both in its conceptual outline and in
the methodological strategies for its implementation.

The devolution of budget decisions at state and local levels and the sharing
of financial responsibility between the different participants (providers and
consumers), have made delegation of financial policy decision-making possible.
However, this has led to an ever-increasing gap between available resources
and population needs. At the same time, this shared financial responsibility has
created scope for new conceptual and methodological frameworks in the
evaluation and monitoring of health financing. A typical example is the application
of the analytical model discussed here. Progress has also been made in the
separation of financing sources and funds. The power to separate financial resources
according to their source (federal, state and local governments, as well as
consumers) becomes an important analytical tool in the planning, evaluation and
monitoring of policies, particularly for the analysis of equity and allocative
efficiency and use.

With respect to the financial decentralization pattern and its relation to financing
changes, one pattern dominates in each country but it is always mixed with different
decentralization modes. For example, in Mexico the dominant pattern is that of dele-
gation, mixed with deconcentration and devolution variants. In Nicaragua and Peru,
however a devolution pattern mixed mainly with deconcentration and privatization
variants could be identified. This was particularly marked in the case of Peru, where
the private sector played an important role in regulating the decentralization process.

In the three countries, the new alternatives for financing sources include mechan-
isms for local fee recovery. In Nicaragua and Peru only a small number of depart-
ments for which this financing source is being consolidated exist and it is expected to
be promoted further in the short to medium term. In Mexico, the fee recovery system
is in force in all the decentralized states (more than 50% of the states in the country),
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and this mechanism is expected to be implemented with greater success in Mexico
during phase II of decentralization.

Using the results from the application of the conceptual and methodological
model, a decision-making tree was developed for the follow-up and monitoring of
financing policies during decentralization. This methodological tool, as discussed
previously could be used in any particular country depending on the decentralization
pattern and the financing policy underpinning it.

The proposed decision-making tree could be used as an analytical framework for
the formulation, implementation and assessment of the financial aspects before and
after health care decentralization and to provide a conceptual framework for
assessing financial changes and decentralization. This is not to suggest that it is a
theoretical construct removed from reality. Rather, the proposal is for a theoretically
informed understanding of the main financial changes connected to decentralization.
This understanding can be used as a basis for developing effective processes of
decentralization appropriate to health policy objectives. In particular, it can be
applied to health financing indicators and in clarifying the degree of compatibility
at national, regional and local levels between the sources of finance, funds,
providers, new mechanisms for resource allocation, and final use of financial
resources.

Recognizing the difficulty of establishing direct causal links between different
forms of decentralization and changes in financing, the model facilitate the search
for plausible links between the different components of decentralization and other
important events. Equally, acknowledging the difficulty of arriving at universal con-
clusions, the decision-making tree emphasizes the need for examining the specific
conditions under which identifiable changes in health financing and forms of decen-
tralization achieve the desired effect. This is essential if one is to avoid drawing
overly optimistic conclusions about the transferability of lessons from one country
to another.

The different components investigated in this study may be used to analyse the
financial changes in the health sectors in Latin American countries at different stages
of decentralization. For countries with mature decentralization, all five financial
indicators of the framework can be used.

For countries that have only just formulated their policies and the means for their
implementation, or where implementation has just begun, it is arguably not appro-
priate to look for change beyond organizational structures and processes. In these
situations, the analysis should refer only to the way in which the components of
the framework can contribute to the design of instruments and methodologies for
the assessment and analysis a posteriori.

Little is known about how to demonstrate the effectiveness of institutional pat-
terns, political processes and financial processes because so little time has been
invested in developing consensus on what indicators and criteria constitute success
in these fields. The proposed decision-making tree was designed for rapid rather than
exhaustive analysis and assessment. It is intended particularly for the study of the
effects of decentralization on health financing policies, applying financial indicators.
Primarily it is a tool for retrospective analysis and must therefore rely on currently
available information. Thus in order to understand the macroeconomic dynamics of
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health systems in the context of decentralization the changes in the five main
financial indicators are emphasized.

Our results highlight two key problems that impede decentralization, both in
the three countries studied and in other Latin American countries. These
weaknesses are: a lack of human resources trained in health economics who
can design and implement changes in financing policies, and the absence of
resource independence of local levels from the centre. These problems exist
even in Mexico, where the local health system has considerable financial indepen-
dence from the central authorities. In addition, in the three countries studied
we observed two events that had a negative effect on the financial changes
proposed by the decentralization process: first, the political situation that
coincided with changes in the main macro-economic variables; second, in Peru
and Mexico a slight drop in financing of the fund for public assistance and social
security occurred.

The main advantages observed were the following: the sharing between the
central level and local levels of responsibility for financing and the production
of services; the implementation of new organizational structures for the follow-up
of financial changes at the local level and with participation of the public and
private sectors in the planning, allocation, use and monitoring of resources; the
development and implementation of new financial allocation mechanisms based on
epidemiological, economic and organizational criteria, taking as a basis the
efficiency principle; the development and implementation of new monitoring
mechanisms in the allocation and final use of resources, based on the equity
principle and using the technique of a per-capita adjustment factor corrected at
the local, departmental or regional level; changes with positive trends in
contributions from homes, despite economic crises existing in the three countries
under study; and finally, the promotion and generation of a greater economic ambit
with the introduction of new financing and health services economic evaluation
schemes at all decision-making levels.

The utilization of the proposed decision-making tree will allow a greater
understanding of the effectiveness with which fair and efficient financial
changes are carried out to achieve a decentralization process that is congruent
with health reforms. This will depend on the following aspects: the appropriate
government level for the decentralization process; changes in the roles of
different government levels; the contextual feasibility of income and
expenditure in relation to changes in financing; the coherence between the
decentralization pattern, financial changes and local conditions with respect to
the health system and health needs; the redistribution of authority at all levels;
community participation; and finally the compatibility between the type of
decentralization and the principles of equity, efficiency and effectiveness.
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APPENDIX A: MEANING OF HEALTH CARE DECENTRALIZATION
AND FINANCING CHANGES IN EACH COUNTRY.

In Mexico, decentralization is justified on at least the following grounds: (a) the need to orga-
nize a national health service to overcome the differences between the health services offered
by the two social security institutions and those services provided to the general population
not entitled to the benefits of the social security; (b) to strengthen the operational efficiency
and management of health services at the level of the state governments; (c) to link planning of
the health services more closely to overall national planning.
By 1986, the Ministry of Health had consolidated plans for the national health system.

By 1987 services had been handed over to 12 of the 31 states. In these states, there is care
for the people not covered by social security systems, who represent 42% of the population
residing outside the Federal District. These 12 states contain one-third of all the primary care
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facilities available in the 31 states, half of the hospital beds, and 45% of the human resources
for health sector. Implementation of decentralization in Mexico is still an going process in
some states, and discussing its outcomes in health is premature. The Ministry of Health aimed
to reinforce the participation of the health sector within the COPLADES (state level planning
committees) under the coordination of the state minister of health or, in still-centralized states,
of the federal delegate. The COPLADES were chosen as the most efficient way of linking
resources to the priorities set through the state plans, with the participation of representatives
of the whole health sector and authorities at the federal, state and municipal levels.

Analyzing financial delegation in the decentralization of health services in Mexico, two
constant factors set a common pattern between decentralized and centralized health service
organization: the continuation of separate federal and state sources of finance-without the state
meddling with the federal funds; and the maintenance of the federal labor relationship with all
state health workers- right up to the director or minister of health. Thus, all decentralized state
health services, whether called ministries, departments or institutes became -from the point of
view of finance and control- de facto, parastatal organisms of both the state and the federal
governments.

Summarizing, the decentralization of health services in .Mexico continues to be implemen-
ted. The case of Mexico is characterized by a pattern of devolution mixed with variants of
administrative deconcentration. This pattern has also undergone drastic changes with respect
to health services financing.

In the case of Nicaragua, up until 1991, the Health Ministry (MINSA) was organized by
Regional Health departments, whose administrative structure had proportional similarity to
the central level structure. This form of organization in the MINSA was being modified with
the creation the SILAIS (Local Integral Health Care Systems) in 1991-1992.

In spite of this legal base of the new organizational form, administration of budget
resources was still being done in a centralized manner, allocating funds in the same way as
in previous years. SILAIS were established in 14 states of the country, with a total of 19
SILAIS.

The decentralization of the health system was conceived as a planned transfer process, from
the central level towards the SILAIS. In this sense, the SILAIS’ authorities will plan health
actions and execute the budget according to their local needs within the framework of the
National Health Policy, while the MINSA’s central level keeps the capability to regulate,
monitor and evaluate the health process, thus preserving the system’s unity.

Since 1993, budgetary decentralization meant that the SILAIS became the centers respon-
sible and in charge of financial management.

As of 1998, the implementation of the 1993—1997 program has been carried out for the
decentralization of the “goods and services” categories. However, the budgeting for human
resources and the purchase of medicines has not been totally decentralized.

There is no doubt that decentralization has been one of the structural measures of greater
dimension and depth in the health reform process in Nicaragua. One consequence of this is the
need to create an economic environment which motivates the assistance rendering institutions
to be more efficient and develop improvements in their health systems. Service decentraliza-
tion and changes in resource allocation to those institutions from the SILAIS, are precisely
that incentive.

In Peru, the antecedent for decentralization goes back to the ministerial resolution of
December, 1985, where the legal framework was approved that oriented the health sector’s
actions in order to achieve decentralization of services through delegation of authority and
responsibility to the most peripheral establishments at a local level.

In accordance with this health policy guideline, the basic organizational scheme implemen-
ted in 1986, considers the Health Areas (HA) as decentralized services, constituting basic
work units whose jurisdictional scope, programmatic and budgetary nature, and organiza-
tional structure, must be defined at the local level.

In 1994, the MINSA implemented a novel system for decentralized negotiation in health
centers with community participation. This decentralized system, within the shared adminis-
tration’s framework, allows for institutions and people from the community to organize
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themselves in non-profit civil associations, in the so-called Local Health Administration Com-
mittees (CLAS). The first 13 CLAS were installed in 1994 and presently, 548 function, mana-
ging 611 health establishments in the whole country. The MINSA’s authority on the
management of personnel and physical infrastructure (equipment, installations and buildings)
is transferred to the CLAS when the contract is signed. The transfer of funds is carried out
according to the program. The MINSA only executes the normative and control actions to
guarantee the good use of resources.

In 1997, the Administration for the Negotiation of Agreements was formed. The starting
point for this proposal was constituted by the health policy guidelines for 1995-2000 which
outline the restructuring of the health sector.

In 1998, the decentralization framework instituted a new organizational structure for local
and regional coordination. The element added to the decentralization process is the creation of
the Transitory Boards for Regional Administration (CTAR) in each of the country’s depart-
ments, that are charged with the monitoring of the decentralization process, its evaluation and
carrying out adjustments in the sectors or institutions when it is necessary.

In this context of decentralization, the budget is configured with a programmatic structure
which involves the sector’s objectives and priorities, through the collection of budgetary pro-
posals from the directors of national institutes, the MINSA and regions, depending on the dif-
ferent instances which have been implemented in order to continue decentralization (CLAS,
ZONADIS, HA AND CTAR).
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