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Brazil: Decentralization of Health Care in Brazil - The Case of Bahia
Introduction and Executive Summary

A. Introduction

1. This report is a case study analyzing key - coverage, equity, sustainability --
issues faced by the Brazilian health system in the state of Bahia, in the context of national
reforms geared to the decentralization of health care. Thus, the report examines the
instruments and the incentives in the system to: (i) improve the coverage of the key
health interventions that influence the basic health outcomes of the population, (ii) reduce
the inequality in the distribution of publicly financed health care, and (iii) improve the
financial sustainability of the health sector through greater efficiency and through
improved mechanisms for cost control. Special attention is paid to implementation in
Bahia of the latest and most ambitious of the national reforms based on those objectives:
the Operational Regulations for Health Care, issued in early 2001 and referred to in this
report by its Brazilian acronym, NOAS. NOAS is expected to have a significant impact
on the organization of public health care over the next several years. Its main features are
described in Section C, below.

2. While affording detailed insight into the opportunities and problems related to the
evolution of the Brazilian health system in a specific setting, this study cannot attempt an
encyclopedic description of, or comparison with, the many ways in which the Brazilian
health system has been adapted to the realities of each state. Future work will be needed
to indicate how well the findings of this report fit other Brazilian states. Nevertheless,
some significant conclusions do emerge from analysis of the implementation of NOAS in
Bahia and give rise to the recommendations made in Chapter Four.

3. In section B of this Introduction and Executive Summary, we describe the
national framework for health decentralization, explain the history of SUS, and point out
the main issues of equity, access, and sustainability faced by policy makers today. The
main features of NOAS 2001 are summarized in Section C. The rest of the chapter
provides an executive summary of the main report: Section D describes the main features
of public financing of health care in Bahia; Section E analyzes the progress achieved in
Basic Care and the challenges that lie ahead;' and Section F explains the issues in
Complex Care and the main limitations of the reforms attempted to date. Section G
briefly summarizes the chapter on recommendations contained in the main report. The
chapter ends with a description of the structure of the main report.

' NOAS 2001 contains annexes that list the procedures included in basic care and in complex care.
Loosely, all preventive services and consultations provided by general practitioners are considered basic
care, while specialist services are considered to be of medium complexity, as are most common diagnostic
tests and common therapies performed in hospitals. High complexity hospitals care is limited to costly
procedures such as heart surgery and neurosurgery. High complexity out-patient care includes costly out-
patient procedures such as radiation therapy, nuclear medicine imaging, MRI, dialysis.



B. Background: The Natioi,al Framev ork

4. In the 1980s, as irt miost at - r',rn OC s e- 1'h '/`JSi: nf evZen now, Brazil's health
sector consisted of two publicl, franced flcanc iytiemr; One of them (Inst ituto de
Assistencia Medica da Seg.-.idade So;i2, - >/N ',) ,.l ed formal sector workers and their
families. The other (Mifnisterio cdo S&(ode -- ifS). of Fauc. lowur quallty, served the poor. In
an effort to improve equity, the Cons. t.utio- , I ')'S and euppo tilegislation issued in 1990
proclaimed a universal nrght to eicalth catc, LieILdx tl two health systems (creating the
Sistema Unico de Saude or Unified H-feal L SyA.tem S- J S), and laid out key principles of
govemance that emphasized a role for intnic0aties in thc management of health care.2

These, and other key princ plcs that today (cefinc the SI, S. wcnre irnplemented through three
sets of standards known as NAorinas peruot % ,(!',; Bcsi, cis, or NOBs, issued in 1991, 1993,
and 1996. Each NOB was the rc;nli c£2 co,iplc;x political neuntuations involving public,
philanthropic, and private health provider,, starcs, arA niunicipalities. Each was greeted with
initial surprise, skepticism, and resisiance, bilt cvlntidL r implzinented in its core aspects.

5. The history of SUS has be-n puma a.cd be a series of atternpts to introduce cost
controls in health experd-turcs. SUS bc3an operalols with the expectation that it would
finance all health care, with no lirrlLs, and fo: all] Brazil ans. In practice, from 1990, when
INAMPS was transferred from the Minitiy -,f Socal S'ecirit\ to the Ministry of Health, to
1993, when INAMPS was disso7vcd, SUS wvas strorgl\ influenced by the modus operandi of
INAMPS. In these years, a siagni'icant part of SUJS financing came from Social Security
contributions, and most of the e;pendiLures were allocated according to the prospective
payment system that reimbursed private and pub'ic providers based on a fee schedule set by
INAMPS. During that period, SUS funds wce ro .Inl ( dlirected to the same hospitals and to
the same states in which INAAIPS had beern concentrated. SIJS allocations to each provider
were decided centrally and costs wecre '<ept iinder coiitrol by allowing inflation to erode the
value of the fee schedule used to rerimburse scrviccs (Vie i'uhela SUS). This arrangement was

Public Expepid,turc o0i I-It alth in Bra eli

Public expenditure on health have growln corn,idce ab Si ld hi L tJ l ie:cr. aoi- from USSil blliorn in the early
1980s to US$23 billion in 1996 1 With annua' per ca-n.. e,xnrdtiurcs in hclth of LS5430 in 1997 BrazlI ranked seventh
in its level of health spending among 27 I-ati Amcrica c aCcid Cair i)ean (L.A) connies. Most public spending is
financed by the federal government. whrch r csud Itec 1:oini SoSin 55l i tine carly 1980s tn LSSI 3 billior, in the
late 1990s (afler creating a 1988-91 spike witS contrai norns oltl JSS l 9hni in 19S5) AlIthough tlrere are wide variations
among municipalities, their aggregatc conrnl-ution hal stea.!,)) jsrcvn dunn-in the penod, reaching 28% of the total, while
the contribution of states has remaiined a'. around 190'' .th .dcr 1 - fh,declo emomcnit mnakes sabstantial transfers
to states and municipalities, so that sub-natie. ial gor Tr,iens .,e iispo isible lcr bpending more than what they
themselves finance.

2 Some elements ofSUS were tested in .he mri I9Csiunder the lhileci arid Dccentralized Hcalth System or

SUDS.
3 The legislation that created SUS intcrdtced it ao bcb p heii) c inancol. univesalrs in coveragc, free of charge to the
users, and to cover all levels of heaIth L arc
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disrupted when, in 1993, the Ministry of Social Security discontinued payments for health
care forcing a sharp drop in expenditures on health that lasted several years.4 In order to
implement the cut in expenditures, the government introduced an explicit system of cost
controls that consisted of dividing the federal health budget into state budgets (tetos) and
giving state govemments the authority to allocate the state teto to health care providers in
their state. In most states, this remains until today the main instrument for distributing and
controlling federally financed expenditures.

6. This system of cost control gave continuity to three significant inequities that were
born with SUS. First, the state tetos were established on the basis of historical allocations.
Formal sector workers were concentrated in the more industrialized states, and that is where
INAMPS concentrated its activities. In 1986, the states of the southeast with 44% of the
population received almost 60% of INAMPS expenditure. These states house the largest
hospital networks and benefit the most from SUS transfers, which continue to be assigned to
providers, and not to populations. State authorities from the northeast continue to complain
that, in per capita terms, they receive lower transfers than the states of the southeast. The
federal authorities acknowledge that some differences persist, but point out that in the last
decade most states have converged towards a national average and encourage the poorer states
to build up their hospital networks. 5 While the data show that this convergence has indeed
occurred, allocations to states continue to be based on historical allocations with no objective
rule establishing how they should be deternined. Also, a point that is often made by the
poorer states is that they have worst health indicators and should be entitled to receive higher-
than average per capita transfers from the federal government. This could be achieved by
linking transfers to population size adjusted by objective criteria of "need" such as the infant
mortality rate and by breaking the link to providers.

7. Second, there exist huge inequities in the geographic distribution of federal fumds
within states. State governments allocate SUS funds to providers, and not to populations and
as a result federal funds end up concentrated in the richer locations within each state where
most providers and practically all high-cost services are located. In principle, the allocation of
federal SUS funds within each state should largely be a technical exercise based on the needs
of the population. In practice, it essentially consists of a process, by which the total resources
available are distributed to specific providers based on historical allocations. Providers have a
substantial degree of freedom to allocate their quota to specific patients and for specific
treatments. This freedom allows substantial cream-skimming.

8. Third, the use of fee-for-service reimbursements together with the allocation of federal
resources to existing providers also had the effect of biasing health care provision towards
complex (secondary and tertiary) care, and away from basic and preventive care that would
better respond to the health needs of the poor. Over the years, this gave incentives for the

4 This was done despite the Constitutional mandate listing social security as one of the sources of financing for
health care.
5 In 1989, Bahia's federal transfers per capita under SUS were equivalent to 57% of the national average. This
has increased substantially so that the state's share of federal SUS funding in 2001 (7%), was roughly equal to its
share of the national population (7.7%).
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expansion of complex care at the expense of basic care. The bias towards complex care was
helped by a distorted price structure in the SUS that rmade the provision of certain complex
care interventions more profitable than the provision of basic care.6

9. NOB 1996 introduced two reforns that began to correct the intra- and inter-state
inequalities and the bias towards complex health care. The first reform consisted of changing
the way federal payments are made for basic care. T[his reform consisted of the introduction
of PAB (Piso Assistencial Bcsico). PAB consists of a basic package of services that must be
provided by municipalities to their population. The federal government finances the delivery
of this basic package by municipalities through a fixed payment per capita ("capitation") - the
use of fee-for service reimbursements for these interventions was eliminated. The role of state
governments in determining the allocation of these finds was also eliminated. Participating
municipalities must qualify according to certain criteria for these transfers and thereby
achieve the status of Gestdo Plena da Atenq&o B6sica. The required criteria include a
commitment to provide the basic package to their populat.ons and to participate in the
implementation of information systems and a Pacto de Ateni;do Basica (Basic Health Care
Agreement) that is used for monitoring and evaluation purposes. The vast majority of
municipalities are now qualified to receive PAB transfers. This reform had two positive
consequences. First, municipalities must now emphasize delivery of the basic package to
their population, increasing the share of basic care over total health care expenditures.
Second, payments for basic care are now made directly to mumicipalities based on the size of
their population. This reduces the relia-nce on historic allocations to providers, reducing a
source of inequality in the distribution of federal funds between municipalities.

10. The introduction of PAB meant taking basic care funds away from state governments
and giving them to municipalities. The second reform introduced by NOB96 went even
further in attempting to reduce the role of state governments in the management of federal
funds for health care. It consists of granting qualifying municipalities Gestdo Plena do
Sistema Municipal (GPSM), a status that entitles municipalities to receive block transfers
directly from the federal government: for all levels of care for their population. For
municipalities in this status, the state no longer channels the federal transfers.

11. While the municipalization of basic care is now virtually universal and is generally
judged to be irreversible, the municipalization of complex care covers a small fraction of
municipalities and remains highly controversial on efficiency grounds. Municipalization is
leading to a large number of investments in hospitals, laboratories and other high-tech
equipment, which are then underutilized. Many of the over 5,500 municipalities in Brazil
have small populations and weak municipal capabilities and there is a growing concern that
decentralizing complex care to municipalities is creating inefficiencies due to: (i) a loss of the

6 Another factor working in the same direction is technical progress - even if no mistakes had been made,
without explicit investment decisions to favor basic care, medicine in Brazil as everywhere else would have
evolved toward more complex care just because so much technical acivance occurred there.

7 A more detailed description of the various payments packaged as "PAB transfers" is provided in the main
report.
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economies of scale that characterize the production of most complex medical services; 8 (ii) a
reduction in the size of the risk-pool used to finance complex care; and (iii) a large increase in
transaction costs associated with the need to replicate administrative functions in all
municipalities. Beyond the economic cost of underutilization of existing capacity, low rates of
utilization in health are known to reduce the quality of care creating significant safety risks for
patients. In some parts of the country, concerns over the loss of scale led to the spontaneous
creation of health micro-regions that group several municipalities. In many states,
municipalities in Gestdo Plena do Sistema Municipal have reached agreements with
neighboring smaller municipalities to pool some resources for referral services that are then
provided by the municipio-polo (the one with GPSM). These experiences have mixed results
as the satellite municipalities complain about not getting sufficient priority access to the
referral services.

12. Attempts to control costs have combined with efforts to secure greater financing from
sub-national govemments for health. With respect to providing more financing for the sector,
after years of consensus-building, in September 2000 Congress approved Constitutional
Amendment 29 (Emenda Constitucional -- EC ) mandating an increase in funding levels for
the health sector. The EC requires states and municipalities to earmark respectively 12% and
15% of own-revenues for health. It also requires the federal government to maintain the fiscal
effort attached to health by linking growth in health sector financing to nominal GDP growth.
The status of the EC is unclear, since the required regulations have not been passed by
Congress due to continued opposition to its implementation. Also, the experience with a
similar EC for the education sector leads some analysts to be skeptical about the
enforceability of these amendments.

13. Then, following a long and participatory political process during 2000, the
Government in 2001 issued its Norma Operacional de Assistgncia de Saude - NOAS. [PC 1]

C. The main features of NOAS 2001

14. The main objective of NOAS is the promotion of greater equity in the use of resources
and in access by the population to all levels of health care. It attempts to achieve this
objective by breaking with the tradition of allocating funds to health providers and by
implementing new rules for the allocation of federal resources across municipalities, whereby
- in order to prevent the continued fragmentation of the health system and the associated loss
of economies of scale and of the size of the risk pool-municipalities are grouped into micro-
regions. It builds on NOB96 by expanding the use of per capita payments to cover a wider
package of services and by completing the transfer of the management of federal funds to
micro-regions. The main features of NOAS are the following:

* Creates micro-regions as an instrument for greater equity in the distribution offederal
resources. It requires states to divide their territory into multi-municipal health micro-
regions (Planos Diretores de Regionalizaqdo -PDR) and to use these micro-regions as

8 This is not a significant problem for the provision of Basic Care, which can usually be efficiently provided at a
lower scale.
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a basis for the allocation of federal recurrent funds and for investment planning. PDRs
must be agreed upon with municipalities and with the federal government.

* Establishes transparent systems foir resource allocation across micro-regions. It
requires states to implement specific methodologies and explicit criteria for
investment planning and for budget planning. Budget planning (using Programagdo
Pactuada e Integrada - PPI - Interg,overnmental budget Programming Agreements)
would estimate the financial needs of each mtunicipality based on the size and the
epidemiological status[Pc2] of their population arLd would divide all federal transfers to
municipalities (grotuped in micro-regions) basedl or their needs. Micro-regions would
then be entitled to manage "their transfers" and would assign them to pay for services
in their own territory or use them to pay for services provided to their population
elsewhere. Investment Planning (developing a Plano Di-ector de Investimento -PDI)
would be based on the identification of supply gaps and would assign new resources
giving priority to micro-regions that do not h-ave the minimum required supply of
medium complexity services (medium compleKity services are divided into Ml, M2
and M3 - at first PDI should ensure that all Ml services are available to all micro-
regions).

* Mandates an expansion in the basic package. It requires municipalities to provide a
wider array of services (now called PAB-ampliado or PAB-A) to their populations.
Services must now include interventions for the control of tuberculosis, Hansen's
disease, hypertension, diabetes, chilclcare, maternal care, and dental care, plus a list of
specific diagnostic and treatment services.

* Reinforces equity by expanding the use of capitation systems. It increases the share of
funds that are distributed automatically on a per-capita basis to municipalities, by
increasing the value of capitations associated with PAB-A, and by creating a new per-
capita payment distributed to micro--regions to provide MI services.

* Establishes more transparent systemns to manage care at the local leve based on the
use of networks. It requires micro-regions to implemene management tools to improve
the regulation of medium complexity health care to their populations (Centrais ate
Regulaa.do). This management tool will be used to emphasize preventive care and to
rationalize the use of complex care by strengthening .he use of referrals from basic
care professionals to prioritize access to complex care. It also requires states to
implement transparent management tools for the use of high cost/high complexity
interventions.

* Makes the state responsible for monitoring and evaluating the performance of
municipalities in the implementation of key health programs. States become
responsible for ensuring compliance of municipalities with the basic care targets set by
Pactos de Atenqdo Basica. States also become responsible for ensuring that small
municipalities obtain effective access to referrals in services provided in large
municipalities (and financed with resources budgeted through the PPI).

15. In short, NOAS has features that attempt to improve equity, expand basic care and
reduce key incentives that promote inefficiencies. A significant political challenge to the
implementation of NOAS is that it requires a substantial redefinition of the role of the state
government - from manager of federal funds and provider of services through state hospitals
to overseer of quality. This change will also require a significant effort to create the
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institutional capacity to fulfill this role. While NOAS does not directly mandate a reform of
the way states use their own resources in health, by changing a substantial part of the health
system, it may also require states to change state-financed health activities to accommodate to
the new scenario.

16. While NOAS is very detailed in some areas, a crucial area remains undefined - the
governance and management system for the micro-regions. This is a significant decision as
there needs to be an institutional arrangement that provides incentives for municipalities to
pool resources to obtain better services for their population giving-up some of the political
clout and patronage that come from directly managing resources. Three models are being
tested in different parts of Brazil. In Ceara, the microregions are managed mainly by the
regional outposts of the state health secretariat with varying degrees of participation by
municipalities. In some areas of the country, microregions are formed by consortia of
municipalities that create an ad hoc agency for managing health care with no participation of
the state. In other states (including Bahia) the prevailing model is to allow a municipality in
Gestio Plena ("municipio-polo") to manage part of the budget of neighboring smaller
municipalities ("satellites") with varying participation of the satellites and of the state in the
daily management of resources or in oversight. In theory, each of these arrangements has pros
and cons in terms of incentives, however the different arrangements may have been
influenced more by the political affiliation of participating mayors and state governments
than by technical considerations of design. In practice, the experience to date is too recent to
reach any definitive conclusion about what the best model is. What has been learned is that
strong incentives must be provided to overcome the natural centrifugal tendencies of
municipal politics.

D. Financing of health care in Bahia

17. In 2000, Bahia spent R$2.6 billion on health care, 6.7% of the state GDP.9 The public
sector finances 45% of the total cost of care. The Federal Government is the largest
contributor, with 57% of the total, followed by the state (23%) and municipalities (20%).

18. Federal transfers in 2000 were earmarked to Basic Care (27% of the total), secondary
care (63%) and tertiary care (10%). These proportions have remained fairly stable over the
last three years. Following NOB96, most federal transfers for basic care go directly to
municipalities under the PAB system. Nineteen of the 417 municipalities have qualified for
Gestdo Plena do Sistema Municipal (GPSM), and have referral arrangements with 155
"satellite municipalities"; these GPSM municipalities receive 9% of the federal transfers to
Bahia for complex care.' 0 The state government in Bahia continues to handle two thirds of
the federal transfers for health.

9 Despite the constitutional right to free and universal health care, households pay 55% of the cost of care.
Households assign about 7% of their total expenditures to health care - this fraction is similar for households at
all income levels. On average, two thirds of the private payments are out-of-pocket; insurance payments are
significant only for the richer fifth of the population. Seventy percent of out-of-pocket outlays are made to
purchase pharmaceuticals.

10 This amount includes the full complex care budget of the GPSM municipalities and the share of the complex
care budget of the "satellite municipalities" assigned for referrals in the corresponding GPSM municipality-polo.
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19. The state's own revenues finance roughly one quarter of public expenditures in health.
Nearly 80% of that is spent on medium complexity procedures, with most of the remainder on
high complexity procedures. The state assigns only small amounts for basic care. The
principal vehicle for this spending is the state's network of hospitals and clinics, and those
recently transferred to the municipalities. In the case of state facilities, the state finances all
personnel costs, plus any other operating costs that SUS reimbLrsements are insufficient to
cover. As explained below, in the case of facilities transferred to the municipalities, the state
continues to pay the costs of its former employees.

20. Municipalities finance about 20% of total public sector health spending in Bahia from
their own resources. Roughly forty percent o-f this is spent on basic care, with the remainder
devoted to medium complexity procedures. There are substantial v-ariations in health spending
among individual municipalities. This is not surprising, given that they range in population
(from 2,987 to 2.25 million) and in status (with 19 certified for gestdo plena, 155 defined as
satellites of gestdo plena municipalities, and the remainder certified only for gestdo basica).
Most municipally financed expenditures are payroll costs of basic care clinics and of
municipally owned hospitals.

21. There exist major inequalities in the geographic distribution of federal resources
within Bahia. The problem is not just related to the smaller municipalities, as inequalities
persist when municipalities are grouped into micro-regions. Internationally, health
expenditures are always concentrated in a few locations where services are concentrated -

usually in large cities. People from small locations are referred to the large cities to obtain
complex health services. Estimates prepared for this report suggest that referrals in Bahia
account for a very small part of public health expenditures. As a result, the distribution of the
benefits of health expenditures is grossly unequal. In per capita lerms, some micro-regions
consume six to ten times more complex care than others (including in this estimate
consumption by referral). Inequity in the geographical distribution of state resources is even
greater than that of federal transfers. As the state spends mostly on the payroll of its own
hospitals, the localities where these hospitals reside obtain the largest benefits. The largest
single problem is the concentration of health resources in Metropolitan Salvador. Estimates
of the benefits received by the local population suggest that with around 18% of the state
population, the population of Metropolitan Salvador consumes 30% of the federal transfers
for complex care and 57% of state-financed health expenditures.

E. Basic Health Care issues in Bahia

22. Bahia achieved very significant improvements in health outcomes during the 1990s,
with the infant mortality rate improving by 20% from 1992 to 1998. However, this progress
in the reduction of the infant mortality rate was slower in Bahia than for Brazil as a whole
(which had an improvement of 26% in the same period). The most basic indicators remain at
poor levels in Bahia (see annex 1). For this reason, it needs to continue strengthening primary
care for the population. Two innovations - closely linked to the introduction of PAB-- are
improving primary care in Brazil and in Bahia: the introduction of a new "model" of primary
care delivery known as the Family Health Program (Programa de Saude de Familia - PSF),
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and the implementation of new mechanisms to introduce greater accountability in the delivery
of primary care (the Pacto de Atencdo Basica or Basic Health Agreement). These innovations
and the challenges posed by their implementation are described below.

23. As explained above, municipalities receiving PAB transfers are responsible for
ensuring that their populations are receiving a specific package of basic services. The Pacto
de Atenq&o Basica is the main instrument of accountability to assess how municipalities are
performing this duty. This instrument has the potential to focus the dialogue between the three
layers of government on obtaining results on the ground for programs that are key to
improving the health outcomes of the poor. There is a Pacto for each municipality, consisting
of municipal targets for a small number of performance indicators. The municipality, the state
government, and the federal MS sign the Pacto. In 2000, 412 municipalities signed Pactos
that included targets for 14 indicators. The selection of the indicators is the result of a
complex process that identifies the key (intermediate) interventions needed to reach the main
health priorities of the nation, which include reductions in infant mortality, in maternal
mortality and in the incidence of transmissible disease."1

24. Implementation and evaluation of the Pactos have only recently begun, and the results
for 2000 (results for 2001 are not yet available) should be regarded as part of a learning
process designed to build accountability for results into the health system. The indicators of
the Pacto can be grouped under three main headings. There was a high degree of success for
the surveillance indicators (95% of municipalities reached their targets), but there were low
degrees of success for the indicators measuring outcomes and coverage of priority health
programs (fewer than 40% of municipalities reached their targets). When all indicators are
considered together, half of the municipalities could not reach even 50% of their targets. A
number of recommendations to improve implementation of the Pactos are made in the main
report. By law, starting in 2001 municipalities that either refuse to sign a Pacto or that sign a
Pacto and fail to reach their targets may be penalized with a loss in their eligibility to receive
PAB transfers. This penalty has not been applied yet, and the Government is considering
postponing the implementation of the penalty for a year while the operation of the Pacto is
being fine-tuned.

25. The Family Health Program (PSF) was launched in 1994, building on the strengths of
its 1991 predecessor, the Programa de Atenqdo Comunitaria -PAC. PSF was conceived as a
linchpin in the transformation of the mainly curative and hospital-centered health care system
toward one that is oriented toward prevention, promotion, inter-sectoral integration and basic
health care. The program seeks to develop high-quality primary care services that serve
vulnerable populations in a proactive manner; eventually these services are expected to serve
as an entry point to higher-level services. PAC introduced the use of paid health agents who
reach out to the community in an organized fashion - for example, by creating a roster of the
full beneficiary population in a given zone; identifying pregnant women, young children,
tuberculosis patients, and others in need of frequent attention and follow-up; and providing
home-based care or actively encouraging patients to come to health facilities for necessary
services. PSF organized community agents into teams, which typically include a general
practice or family health physician, a nurse, one or two auxiliary nurses, and, more recently, a

These priorities coincide with the Millennium Development Goals (MDGs).
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part-time dentist and/or dental technician. Each teamL is assigned the responsibility of
providing care to a pre-defined set of families. Nationally, the PSF covers nearly one-fourth
of the Brazilian population, it is one of the largest federally-fuided health programs, spending
US$380 million. Under current government plans, in the near future the PSF will provide
coverage to 50 percent of the Brazilian population.

26. PSF had a slow start in Bahia, and coverage by the program is low and spotty. In
2001 PSF teams operated in 23% of Bahia's 417 municipaliti s and covered only 11% of the
population of the state. Progress in the implementation of the program differs by municipality
size and by region. Most PSF teams are in small municipalities. However, because there are
so many small municipalities, only 20% of them have joined the PSF program. Ten of the 12
large municipalities have inaugurated the program, but nine oF them have just one or two PSF
teams and consequently very low coverage rates. Most PSF teams are located in the better-
developed and more accessible coastal regions, wvith significantly fewer teams in
municipalities located in the poorer and less accessible interior.

27. Expansion of PSF will require oveircoming difficult challenges. In rural areas the main
problem is attracting and retaining physicians ancL other proiessionals. PSF professionals in
the country are hired under temporary contracts that bypass the rigidities and the salary limits
established by Civil Service legislation. PSF personnel are highly paid: they receive several
times the take-home pay of comparable professionals employed as civil servants. Mayors
from small municipalities claim that at these rates, the cost of PSF teams is several times
higher than the subsidy they receive from the Federal Government and that they cannot afford
to expand the program. Physicians interviewed for the report explain that in urban locations,
they usually have a second job in the private sector. 'This second source of income is lost
when they move to rural or small-town locations, hence the need for much higher salaries.
The high turn-over is a consequence. of dissaitisfaction related to lack of long-term
opportunities in family health, mismatch between their training and the requirements of their
job, and the living conditions in rural areas.

28. The expansion of PSF in urban locations faces a different set of challenges. While
there exist pockets of poor populations that do not have access to health care, in urban areas
there already exist significant resources in the form of traditional primary care clinics and
hospital services. These services suffer From significarnt inefficiencies (described below) and
the main objective of expanding PSF in urban locations is to introduce reformns that would
lead to improvements in the health status of the poor and to a more efficient use of the
existing resources. This would require the introduction of a system of management combining
a more proactive system of preventive care with greater gatekeeping for hospital services.
Unless this is done carefully and in coordination with all stakeholders, implementation of
these changes could encounter significant political opiposition from providers, professionals,
and hospital workers.

F. Reforming Complex Care

29. The hospital sector suffers from notable[PcI] inefficiencies and entails an inequitable
distribution of resources across the population. Some of the main reforms attempted by
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NOAS are in the area of complex care and could make a significant difference to the role of
the state government in health care. The reforms of the late 1990s are generally considered
[PC4]to have been successful in basic care, but to have only served as a pilot for the reform of
complex care - because only a fraction of municipalities entered Gestdo Plena do Sistema
Municipal. Hence, the emphasis of NOAS on extending the reforms to complex care, which
consumes 75% of public health expenditures in Bahia. The transfer of responsibilities for
basic care to municipalities had a minor impact on the role of Secretaria Estadual de Saude
da Bahia (SESAB), which has always been identified with the hospital sector. A reform of
complex care would have a much larger impact on the role of SESAB, which, as a provider of
services, directly owns 57 of the 504 hospitals in the state (many of which are small
secondary hospitals). As an employer of health professionals, SESAB pays not only for the
staff of the state-owned hospitals, but also for the staff of the nearly 20 hospitals and 1329
primary health centers that were transferred to the municipalities in recent years. As a
purchaser of health services, it controls the allocation of 91% of federal transfers for complex
services in Bahia.

30. A review of hospital performance based on data from the official SUS database
(DATASUS) and from a study commissioned by SESAB identifies significant improvements
in hospital administration together with substantial remaining efficiency problems related to
the under-utilization of the existing investments and quality problems related to patient safety.
In recent years SESAB has made significant investments in its hospitals. Bed capacity in the
public sector has expanded (while it contracted in the private sector) and most hospitals have
received new medical equipment. Hospital administrators have received training in
management techniques and some hospitals have been given greater authority to manage
some of their resources. Availability of medicines and medical inputs has improved. Despite
these improvements, enhancing the efficiency and the medical quality of the hospitals still
poses significant challenges. There are problems typical of the larger hospitals in the main
cities. There are others typical of small hospitals in the interior of the state. There are also
indications of overuse of hospitalizations for the population of Bahia.

31. Large urban facilities have high occupancy rates. This is related to excessive average
length of stay (ALOS) of patients ranging from 9 to 13 days --compared with 4-6 days in
international facilities with a similar case mix. In addition to the cost associated with a high
ALOS, excessive hospital days that do not meet the test of medical necessity are not
beneficial to the patient. These unneeded hospital days expose the patient to all the iatrogenic
risks associated with hospital care, without providing the patient with any of the benefits of
care. Shorter stays imply more work for professional and support staff, as more medical and
administrative procedures are required each time a patient is admitted. The high ALOS is due
to the lack of an effort by management to reduce hospital days. Physician compensation is not
linked to an incentive to control utilization and hospitals do not have concurrent utilization
review processes to identify inpatients that may meet discharge criteria.

32. The problem is particularly severe for the so-called referral hospitals. These large
institutions have been the recipients of investments in sophisticated equipment and have
highly trained technical staffs. They should ideally serve as regional resources for care of
particularly high complexity. Most of their high technology capacity should be available, to
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those residents of Bahia that require refenal for tertiaiy-level complex care. Instead, the
tertiary hospitals are treated both by the local population anc. by the medical staffs of these
institutions as "on demand" resources for all types of conditions from the most simple to the
most complex. In the flagship tertiary hospital in the state network, 80% of the hospital
admissions come through the emergency room with no utilizalion controls in place to manage
decisions about emergency admissions, and no iprotocols to refer less severe patients to
smaller, less intensive facilities. As a result, the hospital is usually full of local patients
suffering from medical disorders that do not requilre tertiary care and with a high average
length of stay. Overcrowding with low- and medium-complexity patients prevents use of the
high complexity investments in place. These serious lapses in efficiency exist because of a
lack of administrative coordination and because of the absence of accountability and
incentives for the medical staff to control length of stay through prompt discharge.

33. Half of the state-owned hospitals and most of the municipal hospitals are small and
suffer from problems of a different nature. They have low occupancy rates -- in many cases
under 40%-- and the highest average cost per patient/day i.n the state. The high cost per
bed/day reflects low occupancy rates and the loss of economies of scale. These small hospitals
are also the source of quality deficits, as providers are unable to fumish a level of service
volume that is required to sustain clinical proficiency for a broad array of procedures. The
state government and municipalities made significant investments in medical equipment
during the 1980s and 1990s. However, the SESAB3 2001 hospital performance review found
very low use rates for this equipment.

34. The problems identified by hospital-based indicators may nevertheless simply reflect
the tip of a much larger iceberg of inefficiency. An analysis cf the case mix of hospitalization
in Bahia shows that perhaps a third of hospital care is the result of clinical conditions that
would be expected to be responsive to early intervention with expanded basic services or th1at
could effectively be treated in an outpatient setting. Underutilization of individual hospitals
and overuse of hospital services are a clear indication of over-investment in hospitals. Much
of the investment in recent years has been carried out by the public sector and is likely to be a
response to the political need of municipal mayors and state officials to be perceived as
providing benefits to their population, combined with thae (correct) perception of the
population that referral networks do not work and that, if they have to travel elsewhere for
medical service, they will be subjected to long waits and may not be given access to the
diagnostic services or medicine in the sarrie way as local people. A second motivator of the
mushrooming of investments in hospitals is that investing in hospitals is the only sure way of
"locking-in" a share of the federal transfers for health care. Once a hospital is approved for
reimbursement by SUS, it becomes entitled to receive a budget for inpatient services in the
form of a certain quota of authorizations for inpatient admittances or Autorizafao de
Internaqdo Hospitalar - AIH. The more equipment a hospital obtains, the greater the value of
the AIH flow. This may or may not trans]ate into better medi cal care for the local population,
but it inevitably creates local jobs and can be a source of political patronage.

35. Breaking with these perverse incentives requires: (i) developing a credible referral
network providing good quality services and managing appointments and medical supplies in
a way that gives effective access to out-of-town patients; and (ii) breaking the earmarking of
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resources to AIHs, allowing municipalities to benefit from federal transfers for non-hospital
services, including basic care and ambulatory services. These are two of the changes that may
be brought about by NOAS.

36. The lack of managerial effort to control length of stay and admittances via the
emergency room may be related to three additional features of the payment system. First, the
hospital gets paid per bed-day. Second, tertiary facilities get paid more per patient-day than
other hospitals, even for low complexity patients. Third, all admittances that take place in the
emergency room are excempt from the requirement of prior authorization and this is the only
tool used by SESAB to control the execution of the budget (so the door to the emergency
room circumvents budgetary controls).

37. NOAS attempts to correct inefficiencies and inequities by decentralizing management
responsibilities currently held by SESAB to municipalities and micro-regions. The implicit
diagnostic is that there is an excessive degree of centralization of decision- making and that
decisions need to be decentralized to municipalities, which are thought to have a greater
knowledge of the needs of their local populations and greater accountability to those
population. Municipalities and micro-regions would be provided with management tools of
the sort used by managed care companies worldwide. Specifically, NOAS introduces
Regulation and Appointment Centers (Centrais do Regula9&o ou de MarcaSdo), selective
contracting, and systems of audit and review. An Appointment Center is an office that assigns
a patient to a provider for a particular procedure. A representative of the patient's primary
health team (PSF) makes a referral request for these specialized services. The Appointment
Center then assigns the patient a specific date and time with the requested provider, or
redirects the patient to another available provider if necessary. In the area of planning, this
system offers the capacity to manage care by prioritizing referrals on the basis of need based
on a review for appropriateness and medical necessity. The data derived from an Appointment
Center also allow planning to reduce waiting times for patients, as it rapidly indicates
specialties or procedures that have excess demand or excess capacity.

38. In the area of regulation, the Centers also have great advantages. First, when blocks of
appointments are effectively managed by the Center the provider loses some of its capacity to
cream-skim by picking and choosing patients and interventions. Second, when all
appointments are made by the Center, then the Center will only reimburse for services
previously approved by it, reducing the scope for fraud. Third, the regulation centers can
establish significant improvements in controls and audits. In some municipalities with Gestdo
Plena, patients scheduled for elective surgery receive a visit in their home to confirm that the
condition matches the diagnosis and that the patient is a resident of the municipality. Site
visits are scheduled to high-volume providers and clinical laboratories

39. As a complement to the regulation centers, municipalities in Gestdo Plena are
empowered to strengthen the terms of their provider contracts. Only a few municipalities
have taken this step, but there are already examples where strategies such as selective
contracting have been used successfully to improve provider performance and to control price
and supply. In Vit6ria da Conquista for example, the municipality cancelled all contracts
inherited from the State and invited bids for new contracts. Under the terms of the new
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contracts, fewer providers were selected. These providers were given high volumes of work.
These high volumes allow unit costs to be reduced, and make it possible for hospitals to
operate at lower reimbursement rates without incurring losses. Vit6ria da Conquista also hired
a group of six physician reviewers to perforrn concurrent clinical reviews on all acute care
hospital admissions. Since the system cf review was established two years ago, acute
pediatric admissions were reduced at two 1iospitals by 50% by eliminating admissions for
minor viral illnesses and other conditions that can be managed in a community setting. Other
irregularities also became evident. While this example shows what a determined municipality
can achieve, it also illustrates the difficulties that need to be faced - the private providers went
on strike for two weeks to oppose the new contracts. The case made headlines in all of Brazil.

G. Recommendationts:

40. The main conclusion of this report i's that the reforms supported by NOAS have the
potential to improve equity, efficiency, and access in health care and should be implemented.
The main report has a chapter detailing recommendations, which can be grouped under the
following headings.

Reforming the resource allocation process w)ithin NOAS b;v:
* Implementing the regionalization master plan or PDR and using the PPI to determine

the allocation of micro-regional budgets;
* Closing the gap in per capita expenditures between micro-regions by increasing the

absorptive capacity of the poorer micro-regions; and by imposing a ceiling for federal
and state transfers to the richer municipalities by encouraging them to adopt Gestdo
Plena do Sistema Municipal; and

* Continuing to expand the use of capitation payiments to other areas of care;

Changing the distribution offinancing responsibilities be*ond NOAS by:
* Clarifying the role of the public sector in relation to health financing; and
* Considering options to increase the equalizing impact of federal and state expenditures

in health care;

Expanding and improving the quality of Basic Care by:
* Strengthening the Pacto de Aten4do Basica by creating consensus about the priority

indicators, defining targets realistically, strengthening data monitoring systems, and
creating a capacity in SESAB to monitor and help guide the performance of
municipalities; and

* Implementing a strategy for the expansion of P'SF in Bahia, establishing priority areas
for expansion and creating instruments and incentives to direct human, institutional
and financial resources to those areas;

Implementing management tools for complex care and inc entives for enhanced efficiency by:
* Implementing Centrais de Regula(Oio, selective contracting, and systems of audit and

review in micro-regions;
* Establishing a statewide regulation center for high complexity interventions;
* Establishing systems of quality enhancemenl.;
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* Reducing the administrative burden on SESAB that results from the management of a
large number of hospitals;

* Shedding inefficient local capacity;
* Evaluating the distortions associated with current reimbursemcnt methods and

developing new payment and incentives systems;
* Developing a formal process to evaluate the appropriateness and necessity of new

medical technology, and promulgating evidence-based practice parameters for
common procedures.

Strengthening key institutions requiredfor the successful implemnentation of NOAS including:
* The policy development, monitoring and evaluation and regulating role of SESAB;
* The technical capacity to support municipalities in the rcgional outposts of SESAB;
* The capacity of the municipal health secretariat of Salvador aiming to prepare it for

the responsibilities that would come with the status of Gestao Plena de Atencao
Municipal (which the Municipality aims to achieve by 2004, according to its
Development Plan); and

* Evaluating systematically the pros and cons of the different microregional
arrangements in place.

H. Structure of the Main Report

41. The report has four chapters and two annexes. The chapters discuss financing of
health care in Bahia, Basic Care, Complex Care and recommendations. The first annex
describes the key issues in health outcomes, and the epidemiological[Pc51 and demographic
profile of the state. The second annex summarizes a benefit incidence study of public
expenditures in Bahia.
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Chapter 1. Public Sector Financing Sources and Allocation Mechanisms in
Bahia

Federal Financing

1.1 The federal govenment is the largest source of public sector health financing in
Bahia. Total public sector health care spending in 2000 was approximately Rs 1.6 billion, of
which the federal government financed about 57%, the state 23%, and municipalities the
remainder. As shown in Table 1. 1, these proportions have remained fairly stable over the past
three years.

Box 1.1. Bahia in contexct

Bahia lies on the cusp of the northeast region of Brazil. It is the largest northeastem state, both in terms of
population (12 million) and in terms of land area (slightly larger than France). Along with neighboring
Pemambuco, Bahia was the primary focus of initial Portuguese development in Brazil. The state's
subsequent decline accompanied sectoral shifts in the Brazilian economy. An 1 S' century rnining boom
drew labor to the neighboring state of Minas Gerais. In the 19"' century, a coffee boom-first in Rio de
Janeiro, later in Sao Paulo-shifted the focus of Brazil's economy definitively southward. The state
economy began to revive in the late 1960's and early 1970's, with deliberate federal policies favoring
development in poorer regions and overall grovth in the economy. Bahia nevertheless remains relatively
poor, as shown in the table below. In 1999, median per capita family income was only 53% of the national
average. Forty-two percent of the population lived below the poverty line. And although Bahia's
performance on other social indicators compares favorably to other states in the northeast, it lags
considerably behind those of Brazil as a whole.

Brazil and Bahia: Social Indicators

Inc. births ill teracy (% of education (% of
per infant wilh > 5 pop over 15 yrs) pop over 9 yers)

Pop. cap. rnortality prenatal __ _
(m) (R$) Po (per 000) visits male female male female

Brazil 169.6 5,648 22.4% 36.1 49.8 12.8 13.8 5.5 5.7

Northeast 47.7 2,603 44.3% 57.9 38.8 2E'.9 25.3 3 8 4.5

Bahia 13.1 3,014 42.2% 50.4 4[0.2 2 3 24.4 3.8 4.3
Sources: Population, IBGE 2000; Income, IBGE 1998; Inequality and loverty, PNAD 1999.
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1.2 The majority of federal financing is provided Table 1.1 Trends in the Division of Public

under the SUS (Unified Health System) umbrella. Sector Health Spending Among Levels of
Bahia's share of SUS financing is determined in two Government

steps. First, the total amount of federal funding for Level 1998 1999 2000

health care (known as the Teto Financeiro Global- Federal 53%° 59/c 57%

TFG) is established annually through the federal State 26%{ 24% 23%

budget process. The TFG is then divided among the Municipal 210 17°/c 20%
Total 1009e 1004 100%c

states. In principle, this division is based on a Source: Diaz, table 3.

technical calculation of the needs and the existing State and municipal contributions are net of
federal SUS transfers to their respective

supply of health care facilities in each state. Final budgets.'

agreements on the allocation of SUS funds among
states are then negotiated by a tripartite [Pc6]commission (Comissdo Intergestores Tripartite)
consisting of the Ministry of Health and the State Health Secretaries[Pc7] and Municipal
Health Secretaries. Poorer states of the Northeast have argued that the division of SUS funds
largely reflects historical patterns of use: a criterion that would favor the richer states of the
south. Evidence from Bahia suggests otherwise. The state's share of federal SUS funding in
2001 (7%) was roughly equal to its share of the national population (7.7%).

1.3 The federal SUS allocation to Bahia is subject to earmarking. An amount equal to
Rs 10 per capita2 must be spent on basic care and must be distributed on a per capita basis to
municipal secretaries of health. As shown in Table 1.2, this absorbs about 15% of the federal

Table__________2 __ SUS. In addition, the SUS earmarks funds for other basic
Structure of Federal Health health programs (these programs are described in Chapter
Spending in Bahia (2000) 2). As shown in Table 1.2, these programs (collectively

Basic Care 25° termed PAB variavel) accounted for about ten percent of
PAB Fixo 15% SUS funds in 2000.
PAB VaHiavel 10%

MediumlCor 2exity °A2 1.4 The Federal government also imposes a split on the
Abatry 25% nr

Inpatient 2 division of SUS resources between medium complexity and
High Complexity 10% high complexity procedures. As shown in Table 1.3, slightly

Ambulatory 8% over 60% of SUS funds were spent on medium complexity
Inpatient 0% procedures in 2000; and roughly ten percent on high

Strategic 1% complexity procedures.
Epid. Surveillance 2a/

Basic 1°/ 1.5 Allocation of SUS Funds Despite recent efforts to

accredri [ 1% municipalize health care, the allocation of SUS financing for
Sanitary Surveillance 0.0°/ complex care is highly centralized at the state level. The
Agreements state controls not only its own budgetary spending on

TOTAL 100°A health, but also the lion's share of federal SUS financing
Source: based on Diaz (2002) other than PAB. Because Bahia is not certified for gestao
Table A4

'Percentages of federal spending are based on Datasus and Diario Oficial of the Secretaria Federal de Controle
do Minist6rio da Fazenda (Federal Control Secretariat of the Ministry of Finance). Data on state expenditures are
based on the Secretariat's budget execution figures (Execucao Orgament6ria).
2 The figure ranges as high as Rs 18 per capita in some municipalities in Brazil.
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Table 1.3 Health Financing by Tier of Government plena, 3 payments (actual checks) flow from
Mel of Compi xygh Brasilia to providers in Bahia-public and

BCasre ompex complex. Total private. But it is the state government (and the

Federal 16°/C 35% 5% Total municipal health secretaries in municipalities
Statel 0%/ 18% 5% 23°% with gestdo plena) that determine who receives

Municipal 8% 11% 0%Y 20% the checks.
Total 250/ 65%1 10%1 100%

Source. Based on D. Diaz Tables A1-A3 1.6 In principle, the allocation of federal SUS
funds is based on the population needs of each

municipality and is a largely technical exercise. In practice, it is largely based on the supply
of health care facilities and is subject to a high degree of discretion. SUS allocations for
complex procedures essentially consist of a rationing process, in which the total resources
available are apportioned to specific providers, who then assign resources to specific patients.
In municipalities with gestao plena, this allocation is made by the municipal secretary of
health. In all other municipalities, it is made directly by SESAB. The system used to allocate
complex care is described in chapter 3.

State financing using own funds

1.7 Roughly one quarter of public sector spending is financed from the state's own
revenues. Nearly eighty percent is spent on medium complexity procedures, and the
remainder on high complexity procedures. (State own-source spending on basic care is
virtually nil.) The principal vehicle for this spending is the state's network of hospitals and
clinics, and those recently transferred to the municipalities. In the case of state facilities, the
state finances all personnel costs, plus any other operating costs not covered by SUS

reimbursements. In the case of facilities transferred to the
Table 1.4 Sources of State municipalities, the state pays only the costs of former state

Revenues and Share of Health
Spending employees (including their pension benefits). Municipalities

(2000)Rs must pay the wages of any newly hired staff, including
Mn total replacements for former state staff who have retired.

Current revenue 6010 100%

Taxes 3896 65% 1.8 The ability of the state to perform this role is subject
ICMS 3670 61% to its own resource constraints and competing demands

Transfers 1831 30% from other sectors. As shown in Table 1.4, Bahia's revenues
FPE 1347 22% are largely derived from value-added tax (ICMS) and

Less Cons[0]. federal formula-based block grants. As shown in Table 1.4,
transfers 961 16%
Net current revenues 5049 84% the value- added tax accounted for about 60% of Bahia's
O/w SESAB 556 11% revenue in 2000.
Revenues include only direct
administration [0] and exclude transfers
from FNS; expenditures of SESAB 1.9 Transfers from the federal government are also a
nclude transfers to FESB

Sources Balanco Geral do Estado da major source of state revenue. The principal transfer is the
Bahia 1999, 2000 States' Participation Fund (Fundo de Participacdo dos

Estados - FPE) The FPE is derived from fixed shares
(currently 21.5%) of the federal government's two principal non-social-security taxes: the

3 As with municipalities, states can also acquire Gestdo Plena do Sistema Estadual. As of December 2001, only
12 states had acquired this status.
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income tax and industrial products tax. Of this amount, 85% is distributed to the states of the
North, Northeast and Center West regions, with the remainder going to the states of the South
and Southeast. Within each group of states, 95% of the funds are distributed among states on
the basis of population and per capita income (with poorer states receiving proportionately
more). The remaining five percent is distributed on the basis of geographic area. The FPE is
purely redistributive, in the sense that the richest state-Sao Paulo-receives virtually nothing
from it. FPE revenues, on the other hand, constitute well over half of the current revenues of
the poorest states of the Northeast.

1.10 The effect of this transfer regime is to reduce disparities in per-capita state revenues
among states. The chart below compares the composition of state per capita revenues, by
major source.4 As shown, per-capita tax revenues vary widely. They are highest in the
south/southeast and center west regions (particularly in Sao Paulo) and lowest in the states of
the northeast and north-particularly in Maranhao and Piaui. This pattern is partly offset by
the distribution of federal transfers. As shown in the chart, FPE transfers are
disproportionately concentrated in the states of the north and northeast. The system does not
eliminate disparities entirely. After transfers, Bahia's per capita revenues (based on 1999
data) were still only equal to 55% of the national average.

Composition of State Per Capita Revenues
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1.11 Bahia's ability to fund health care is also subject to competing demands from other
sectors. The state bears exclusive responsibility for public security and the state highway
network, and is the primary source of finance for primary and secondary education. Bahia
also has immense pension- and debt service obligations. The state's most rigid obligation is a
Constitutional requirement to transfer 25% of the ICMS to the municipalities. As shown in
Table 1.4, constitutionally-mandated transfers to the municipalities [PClO] consumed R$ 961
million in 2000, leaving the state Rs. 5.05 billion in net current revenues (NCR). The 29 h
Amendment requires the states to contribute 12 percent of their NCR to health. In the case of
Bahia, it is already close to that level. In 2002, expenditures by SESAB (excluding pension
costs) were already 1 1% of NCR. It is not clear that the state can afford more.

4 Data for four outliers - the federal district and the former territories of Roraima, Amapa, and Acre-are
excluded from the chart.
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Municipal Financing using own Funds

1.12 Municipalities finance about 20% of total public sector health spending in Bahia. As
shown in Table 1.3, approximately forty percent of this is spent on basic care, with the
remainder devoted to mediunr-complexii/ proceclures. There are substantial variations 1.n

health spending among individual mmnicipalities. This is not surprising, given that they range
in population (from 2,987 to 2.25 rilliori) and in status (withi 19 certified for gestdo plena,
155 defined as satellites of gestda plena municipalities, and the remainder certified only for
gestdo plena). The vehicles for rmunicipal own-source spending include the various federally
mandated basic care sernices (net of SUS financing) as well as services provided in
municipally owned hospitals (again net of SUS reimbursements.)

1.13 Municipalities' ability to finance health care deDends largely on their receipts from
intergovernmental transfers and the level of competinig demands from other sectors. The 1988
Constitution assigns several tax bases to the municirialities[Pcli], including personal and
professional services (ISS), urbarn property (IPTU), cnd real estate transfers (excluding estate
taxes). The ISS is the highest yielding of these three. As delined by federal law, the ISS is
imposed on all services except comrnunications and interstate/intermunicipal public
transportation. Tax rates are set by individual muntcipalities, subject to ceilings set by the
federal government. The urban property tax is imposed on the capital value of all land and
buildings within the legally-designated urlban areas of each rnunicipality. Yields of all three
taxes are extremely low, however, particularly in smalle:r municipalities. Per capita municipal
tax revenues in 1998 averaged only 32 Rs. (Salvador, with revenues of Rs 146 per capita, was
an outlier.)

1.14 Municipalities in Bahia (as elsewhere in Brazil) instead rely largely on
intergovermnmental transfers. The Constitution requires both the federal and state govemments
to transfer fixed shares of their tax revenues to municipalities. The principal federal-ito-
municipal transfer is the Fundo de Participaqdo dos Municipios (FPM). Like the FPE, it is
funded from fixed shares (currently 22.5%) of the federal income and industrial products
taxes. Of this, ten percent is transferred to state capiitals on the basis of population (as a share
of the combined population of all state capitals) and the per capita income of each state. The
other 90% is transferred to the municipalities of the interior (i.e. non-capitals). 5

5Of this, 96% is distributed on the basis of populatlion. The distribution occurs in two steps. First an allocation is
made to each state, based on its share of thz national population. Each state's total is then distributed among its
municipalities on the basis of population, using a formula that favors smaller jurisdictions. (A minimum share is
provided for municipalities with populations under 10,188, and a rnaximum for municipalities with populations
over 156,216. As a result, a municipality with a pcpLlation of 156,000 receives only 6.6 times as much with one
with only 10,000, even though its population is -15 times greater.) The remaining four percent of the 90% (i.e.
3.6% of the total) is distributed to municipalities with populations over 156,216, on the basis of population and
the income per capita of their respective states.
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1.15 The states are required to share part of their own tax revenues with their respective
municipalities. The principal state to municipal transfer is derived from a 25% share of state
ICMS revenues. Under the federal Constitution, seventy-five percent of this must be
distributed among municipalities on the basis of the origin of tax receipts. The remainder is
distributed on the basis of formulas devised by each state legislature. Due to the high yields of
the ICMS, this transfer is an important source of municipal revenues, particularly in the
larger, more industrialized jurisdictions.

1.16 The result of these transfers is a
Table 1.5 Variations In Munic pal Per Capita Revenues flttenin disparitis

Average per capita revenues considerable flattening of disparities in
(Rs) per capita municipal revenues. As shown

Revenue per No. of Own in Tal ..,mncplonsuc
capita (Rs) muns. % pop Total source Transfers i Table 1.5, muncipal own-source

125-199 70 29% 181 24 157 revenues (principally the ISS and IPTU)
200-249 141 26% 223 22 202 vary widely in per capita terms. In 1998
250-299 107 33% 292 98 194 the standard deviation in own source per
300-349 51 6°A 326 40 286 capita revenues was Rs$ 48, or 1.5 times
350+ 45 7% 543 13 413 the (unweighted) mean. Per capita tax
total/mean 414 100%A 276 32 244 th e in meado r capita tax
std. dev. 186 48 1 160 revenues in Salvador totaled Rs$ 146, four

times the average of all other
municipalitiespPc12]. The variation in per

capita transfers is proportionately smaller. While the standard deviation of per capita transfers
is Rs$ 160, this iS[PC13] only 66% of the mean. There is, nevertheless, considerable variation in
municipal revenues even after transfers. The standard deviation in per capita total revenues
was Rs 186 in 1998, or 67% of the mean.

1.17 Like the state, each municipality must allocate its budgetary resources among
competing demands. In the case of municipalities, a principal competitor is primary
education. At present, municipalities on average spend only about seven percent of current
revenues on health care. This is only half the target set by the 29th Amendment. Municipal
health costs will inevitably rise as state-funded personnel in municipalized clinics and
hospitals retire and are replaced by municipally funded staff.

6



Chapter 2. Basic Health Care Issues in Bahia

2.1 Bahia has achieved very significant improvements in health outcomes in the past 20
years. However, some of the most basic indicators remain low compared with countries with
similar income and education levels[Pcl4]. For this reason, Bahia needs to continue
strengthening primary care for its population. Three innovations are improving primary care
in Brazil and in Bahia: a reform in health financing for primary care based on the introduction
of the Basic Health Agreement (Pacto de Atenqdo Basica - PAB); a new mode of primary care
delivery - the Family Health Program (Programa de Saude de Familia - PSF); and new
mechanisms, also introduced in the PAB, to ensure greater accountability in the delivery of
primary care. These are described below.

Financing Basic Care

2.2 NOB96 reformed the financing of basic care by introducing PAB, a transfer to
municipalities based on their population size which replaced the previous system of
reimbursing providers on a fee-for services basis for basic care interventions. PAB has two
parts: PABfixo and PAB variavel. PABfixo is a fixed per-capita transfer made to
municipalities that have qualified to manage basic care. In Bahia, 413 of the 417
municipalities have become eligible for PAB transfers. In 2000, PAB in Bahia was R$10 per
inhabitant. In 2001, the Ministry of Health (MS) created the expanded PAB (PAB ampliado
or PAB-A) by increasing the amount of the payment and simultaneously expanding the list of
interventions that had to be financed.6 In Bahia 2000, PABfixo accounted for 60% of the total
federal transfers for primary care. The introduction of PABfixo had three effects:

* By establishing payments in proportion to the population, it redistributed funds from
states that previously received higher per capita transfers to states (mainly in the north
and northeast) that previously received lower per capita transfers.

* By making the payments to municipalities, instead of to states (which had been [Pcis]in
charge of channeling the federal transfers to providers), it led to significant
improvements in the distribution of funds within states.

* By changing the payment system from fee-for-service to a system of capitation with
regulations requiring municipalities to become responsible for providing a specified
package of services that emphasizes prevention, it facilitated a process that increased
the emphasis on preventive interventions.

6 PABflxo is paid at a rate that ranges from R$10 to R$18 per capita. It is R$10 per capita for most Brazilian
municipalities: those that spent less than R$10 when PAB was introduced. For some municipalities this
represented a significant increase in transfers -- around 2000 municipalities were spending less than R$5 per
capita in basic care prior to the reform. The high-spending municipalities, however, successfully resisted the cut
in their transfers to R$10 and receive higher per capita transfers. MS officials explain that each new expansion
in PAB will be used to reduce that difference - e.g. the increase determined by NOAS when expanding PAB to
PAB-A does not include the municipalities with a PAB of over R$ 1O.
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2.3 PAB variavel consists of transfers provided by five different programs promoted by
different agencies within the Ministry of Health and implemented by municipalities.
Participation in these programs is strongly encouraged, but is not compulsory. Transfers are
designed as an incentive for participation. How each of these programs is financed is
discussed below.

A. The Community Health Agents Program (Programa de Agentes Comunitarios de
Saude - PACS). MS makes transfers to finance the hiring and operating costs of community
agents. Transfers are R$183 per month per agent and it is generally agreed that this covers a
substantial part of the costs of the program.

B. The Family Health Program (Programa de Saude de Familia - PSF). There are two
different transfers for this program (the program is described in the next section. A start-up
payment of R$10,000 per family health team is made when the team is first created to help
finance investments in civil works or the purchase of basic equipment. Once the PSF team is
in operation, MS contributes to the financing of its recurrent costs. Initially the recurrent
costs subsidy was a fixed amount per team. In 1999, in an attempt to provide incentives for
municipalities to universalize PSF as the system of delivery of Basic Care, MS introduced a
formula that links the amount of the subsidy per team with the proportion of the population
covered by PSF in the municipality (between R$28,000 and R$54,000 per team per year).
The top value in the range is provided to municipalities in which PSF covers 70% or more of
the population. In addition to the PAB paid by the federal government, in 2001 the state of
Bahia began contributing to the financing of PSF teams in eligible municipalities with yearly
transfers of R$13,368 for each PSF team.

C. The Nutritional Risk Control Program (Programa de Controle de Carencias
Nutricionais). MS provides an incentive to this program (Incentivo para Controle de
Carencias Nutricionais - ICCN) in the form of cash transfers to municipalities proportional to
the number of children aged 0-23 months in nutritional risk. The PSF teams identify the
eligible families. This program may soon be absorbed by a larger cash transfer program
managed by the Caixa Econ6mica, a government agency outside the purview of the health
sector. Under the new program (Bolsa Alimentacdo), eligible families would receive R$15
per eligible child per month. Eligible families would include those with household incomes
below one half of the minimum salary and with pregnant women and children (under 7 years
of age) in nutritional risk.8

D. Basic Health Surveillance Activities program (Incentivo para Acoes de Vigilancia
Sanitaria Basica). FUNASA, an independent agency linked to MS, is responsible for
surveillance activities in Brazil. In the past, this agency directly managed activities at the
local level. In the 1990s, implementation of these activities was decentralized to
municipalities. Surveillance activities were originally included in the list of responsibilities
that all municipalities had to fulfill to become eligible for the PABfixo. However, in 1999 an
additional transfer was created as part of the PAB variavel to strengthen surveillance

7 Created by Decree 7985/01 and Portaria (Norm) 1437/01. Only a few states support PSF in this manner.
8 A study financed by a WB/IADB financed loan is developing a baseline and a monitoring system for the Bolsa
Almentagdo.
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activities. The payment is equivalent to R$0.25 per inhabitant per year and is meanat to finance
such basic surveillance actions as inspection of food, medicine, cosmetics; processing
laboratory samples for cases related to the illnesses subject to reporting requirements,
inspection of public buildings, inspection of markets, and health education.

E. Basic Pharmaceuticals program (Assistencia Farmaceutica Basica). Internationally, a
major weakness of basic care is the frequent lack of basic pharmaceuticals at the local level.
Until recently, pharmaceuticals were often unavailable in primary care centers in Brazil. This
situation has improved substantially with the implermentation of this program, which consists
of a [PcI6)transfer of R$2 per person per year designed to provide a basic set of drugs for the
population. The payment is financed joinitly by the federal government, which contributes
R$l, the state (R$0.5), and the municipality (R$0.5). FParticipating municipalities must sign
an agreement to the terms of the financing, accounting, and monitoring of the program and
must have a Plano de Assistencia Farmaceutica Bdsica (PAFB) approved by their Conselho
Municipal de Saude and by the state government. The MS established in 2000 an essential
drug list of 16 pharmaceutical products that must be made available to the population of
participating municipalities. The state of Bahia expanded its essential drug list to include 152
products. Municipalities can participate in two ways. 128 of the Municipalities self-manage
the program -- they receive the funding directly from the federal government and make their
own purchases. The state, through SESAB, makes the purchases for the remaining
municipalities. The state's financial contribution is used to purchase medicine for
hypertension and diabetes and is given in Icind to all municipalities. To continue to participate
in the program, municipalities must present a satisfactory assessment of their program for the
prior year. This assessment is conducted by SESAB (See box 2.1).

Box 2.1 Pending issues iin Basic Pbarmacy.

While the PAFB should contemplate needs arnd supplies From all sources, some duplication and lack of
coordination between several sources of drugs reportedly persist.s. In addition to the essential drug list, PSF
teams get a special medicine kit in kind from the MS. This kit includes 22 items (also available in the state's
essential drug list). Many municipalities also purchase medicines with their own resources. There is also a
dispute about who should be in charge of purchasing pharmaceuticals. SESAB's respected [PC]7]basic
pharmacy team think that, as they purchase larger quantities, they are better positioned to obtain lower prices
than individual municipalities. Those municipalities that have opted for managing the purchase directly
claim that even if this is true, central purchases involve considerable [PC18]delays and that in many
circumstances the timing is more important than the price. NIS officials claim that in the long run, the
solution to this debate will be the introduction of E-procurement for these purchases. Many MS purchases are

now done under this procedure. Under current law, states and municipalities may not participate in these
purchases. However, there are a number of initiatives under way to expand the legislation to benefit states
and municipalities. For federal purchases, estimates of need are made locally and consolidated centrally. A
central authority then invites bids for the estimated total volume of needs and suppliers compete with

proposals that include price and cost of delivery to different locations. The winning proposals are valid for a
set period of time and their conditions are posted on the Intemet. Lccal users can then make the purchase
directly from the suppliers at the agreed price. While tlhe Basic P'harmacy program has improved the
availability of pharmaceuticals (78% of municipalities had supplies in 2001), this is clearly an area requiring
further improvement. At present, Bahians of all income levels spend a substantial part of their incomes on
medicine (see annex 2) and a significant number of the poor may not use the health care system because -

even if services are available and free of charge, they cannot afford the cost of medicine. This problem is
particularly serious for primary care. In many Latin American countries, patient satisfaction surveys have
shown that the poor circumvent primary care and prefer hospital treatment because it is easier to obtain
medicines at the hospital. The credibility and success of the primary care network thus depends on being able

to assure the availability of key pharmaceuticals.
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The Family Health Program's Special Features

2.4 Known as the PSF, this program was launched in 1994 to build on the strengths of its
1991 predecessor, the PAC (Programa de Atenqdo Comunitfria). PSF was conceived as a
linchpin in the transformation of the mainly curative and hospital-centered health care system
toward one that is oriented toward prevention, promotion, and basic care. The program seeks
to develop high-quality primary care services that serve vulnerable populations in a proactive
manner; eventually these services are expected to serve as an entry point to higher-level
services. PAC introduced the use of paid health agents who reach out to the community in an
organized fashion - for example, by creating a roster of the full beneficiary population in a
given zone; identifying pregnant women, young children, tuberculosis patients, and others in
need of frequent attention and follow-up; and providing home-based care or actively
encouraging patients to come to health facilities for necessary services. PSF organized these
community agents into teams, which typically include a general practice or family health
physician, a nurse, one or two auxiliary nurses and, more recently, a part-time dentist and/or
dental technician. The PSF further built upon the PAC by providing the teams with equipment
(medical, transport, and basic information technology), standardized work procedures, and
reporting requirements. Each team is assigned the responsibility of providing care to a pre-
defined set of 600-1,000 families, using routines for the treatment of illnesses and for
preventive care defined by standardized protocols.

2.5 Today, nationwide, the PSF covers nearly 38 million people (about a quarter of the
Brazilian population) in 3,124 municipalities with 10,900 Family Health Teams. Some
municipalities have not yet implemented PSF but have PACS. In total, there are almost
150,000 community agents, in 4,621 municipalities. The PSF is now one of the largest
federally-funded health programs, spending US$380 million a year, with estimated
expenditures of US$550 million by 2004, when it is expected to provide coverage to 50
percent of the Brazilian population[pcli). A comparison of summary features of the traditional
model of providing primary care and the family health model is presented below:

Table 2.1
Basic Health Care Delivery Models: Traditional vs. Family Health Approach

Model Feature Traditional PHC Family Health

Orientation Individual Family

Health intervention focus Mainly curative Comprehensive
care

Health maintenance

Knowledge of community health Low High
problems and conditioning factors

Enrollment of households within No Yes
defined catchment areas

Main health care seeting Facility-based Community-

based/outreach

Team approach among health Weak Strong

professionals

Case management/continuity of care Passive Active
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Family Health Program Coverage in Balb ia

Table 2.2 Evo ution of PSF and 2.6 The PSF had a slow start
PACs in Bahila 26 TePFhdaso t

________ ____ -- 1- --. _ in B3ahia. It began in 1997, three
_______ PS PAC

PS______ __ __ ____- _AC __~ -- years after the program was
Municipal Tea PopulatiC Municipal Agen Populatii launched at the national level, arid

19 0 0 _ 1 7 2,226. - it only began to pick up speed in
19 0 0 _ 7 2,226. 2000 (see Table 2.2). In 2001 it
19C 1 1 13 1o 5,532. __ WEaS estimated to cover only 11%
19C 1 1 3 _- 17 5,597 . of the population of the state,
19c 1 2 39 14,914 16 while national coverage was

20 6 24 _ . -- 39 17,336 64. reported to be approximately
20C 13 24 _ 41__ 17,336 64__ 25%. While it remains below the

- 3 5 0 4 16national average, in the last tvo

years it has expanded at a faster pace than the national average. Also, Bahia is one of the first
states to have developed a state-financed program to support the development of PSF.

Table 2.3 Bahia - Distribution of PSF Tearris by Size of Table 2.4 Coverage of PSF by Size of Municipality - 2001 (PSF)
Municipalitie-s in 2001 (%)

Populaor _ ( by nipaliles 

Municipalities P_ _ Teanis covera (0/) Salll Medium Large Total 
Population Total With PSF pTea -30 17 5 60 27

<40 thousand 87 ?20 50 3049.9 18 19 40 20
40 -100 thousand 10 37 24 50-69 19 6 0 15
>100 thousand 3 33 27 70+ 46 25 0 38
TOTAL 10O 24 100 T-OTAL__ 100C 100C 100 100
Source: Trad (2002) _ Source: Trad (2002)

2.7 Despite recent progress, in 20C1, the program was far behind its stated goal of
covering the whole state population. PSEF teams operate in 98 of Bahia's 417 municipalities.
Progress in implementation of the program differs by rnunicipality size and by region. Tables
2.3 and 2.4 show that:

* Small municipalities - which account for 86% of the total number of municipalities -
have almost half of the PSF teamls. However, only 20% of them have joined the PSF
program, and only half of those municipalities have reached a significant coverage of
their population by the program. In other words, 80% of the small municipalities have
yet to launch the program and only 10% of the small municipalities have reached the
desired population coverage.

* Large municipalities (with a pcpulation of over 100,000) follow a different pattern.
Ten of the 12 large municipalities have inaugurated the program, but (with one or two
exceptions) they all have very lew coverage rates.

* There are also significant regional differences. Most of the municipalities that
participate in the program are located in the better developed and more accessible
coastal regions (38% of municipalities in Extremo Sul, 23% in Sul, 23% in Nord.este).
There is significantly less participation in the program by municipalities in the regions
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of the poorer and less accessible interior (5% of municipalities in Oeste, 10% in Norte
and 11% in Sudoeste).

Challenges Facing the Family Health Program in Bahia

2.8 There are two significant challenges for the PSF in Bahia. First, strategies need to be
designed for its expansion. Second, a quality program needs to be established to improve and
maintain high medical standards of basic care.

2.9 Further expansion of the PSF poses a number of major challenges, which differ
depending on whether it is in a rural or urban context. In rural areas the main problem is
attracting and retaining physicians. Municipalities report difficulties in hiring professionals
willing to live for long periods in remote locations.

2.10 PSF professionals in the countryside are hired under special contracts to bypass the
rigidities and the salary limits established by Civil Service legislation. PSF personnel are
highly paid. Mayors from small municipalities claim that salaries can be very high, reaching
in some locations up to ten thousand reais per month - equivalent to five times the take-home
pay of comparable professionals employed as civil servants. Despite the high pay, family
health professionals have a high rate of rotation due to: (i) a mismatch between their training
and the requirements of outreach and community based work, (ii) a low prestige among
colleagues and (iii) a lack of career opportunities within family health and (iv) the working
and living conditions in rural areas.

2.11 According to a national survey of PSF staff conducted by MS in 2001, most PSF
personnel are hired under temporary contracts (49 percent of doctors, 44 percent of nurses), or
are paid on a piecework basis (27 percent of doctors, 24 percent of nurses). This is done in
order to avoid the salary ceilings of the civil service and in order to retain flexibility in
personnel management. These arrangements are made either directly by the municipalities or
through NGOs, cooperatives, or other autonomous entities that then sub-contract the health
professionals. The 2001 survey found that between one-third and one-half of PSF workers do
not have formal or signed contracts with their employers. Only 16 percent of PSF doctors and
nurses are hired as full public servants, and a further 12 percent are hired by municipalities
but work under private sector labor codes. These arrangements have resulted in numerous
legal and political challenges, which in turn may slow extension of the PSF. Although the
contracting arrangements for staff under the PSF promote flexibility in personnel
management, decrease the size of civil servants payroll and benefits, and may be an important
driver of PSF success to date, they also result in high rotation of personnel (compromising
program continuity and the doctor-patient relationship) and job dissatisfaction.

2.12 On the other hand, Mayors claim that, at these rates, the cost of PSF teams is several
times higher than the subsidy they receive from the Federal Government. These high salaries
also create a friction between Family Health doctors and other physicians hired under
conventional regimes in the same location. The debate concerning the cost and affordability
of PSF is summarized in text box 2.2.
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Box 2.2 The Cost and Affordability of PSF

The value of the PSF transfers in relation to the cost of the program has become a matter of much debate. A
study for 2000 contracted by the MS (with financing from REFORS US) found that the average yearly cost of a
PSF team ranged between R$216,000 and RS336,000: on average about seven times the PSF subsidy. The study
found costs in the North East of Brazil to be siriilar to the national average. Costs do vary significantly
according to the size of municipality. They are lowvest for mid-sized municipalities of 10 to 50 thousand people,
and highest for the smaller municipalities, where they reaclh RS38(,000. Costs may have risen in the months
since the study was undertaken, with the expansion of the list of PA13-financed services decreed by NOAS 2001
(it is widely believed that the increase in costs is substantially greater than the increase in the per-capita
entitlements that accompanied the expansion). Cos s may also have increased if the rapid expansion of the PSF
in rural areas over the past two years has been acccinpanied by signillicant increases in doctors' salaries.

Large urban municipalities say that the formula linked to coverage rate.s is biased against them - in smill
municipalities it is enough to have one or two tzams to reach a high proportion of the population. Small
municipalities in remote locations counter that, even if thiey receive the highest level of subsidy, they have to pay
much higher salaries to attract professionals and that in some circumstances the total subsidy for the PSF tearr, is
equivalent to half of the salary of the PSF doctor ar.d may be only 20%-30'Yo of the total cost of each team.

MS officials claim that: (i) in contrast to the situation with PACS, where the MS pays for most of the cost of the
program, PSF transfers are meant to be seed mont y for the program only, with the expansion of the program to
be financed by the greater municipal and state ccneributions mandated by EC29; (ii) the comparisons of PSF-
specific transfers with the costs of the progranm igniore that part of the costs of the program are paid by PABfixo
which was originally designed to finance the cost, of providing PAB-services supplied by traditional basic care
providers; (iii) urban municipalities implementing the PSF could achieve significant savings if they reassigned
some of the staff in hospitals and in traditional primary care, which viill become unnecessary thanks to the
implementation of the PSF, to PSF teams.

When comparing the costs and benefits of PSF and traditional basic care, an important distinction should be
made. Unit costs, per visit or per intervention a-e likely to be lower under the PSF arrangement than under a
traditional basic care arrangement, given that the utilization rate ir. traditional basic care tends to be low. A: the
same time, because PSF attempts to cover a popujlation, instead of funcioning "by demand" as with traditional
basic care, its total costs for a given population are higher. The potential savings from the PSF are expected in
secondary and tertiary care - not in Basic Care. To achieve those savings, difficult reforms need to be
introduced to secondary and tertiary care. Redundant capacity must be shed or redirected. A key precondition
for these benefits to be achieved is that PSF must becomle linked, organizationally and financially to higher
levels of care, breaking away from the divorce thl it currently characterizes the Basic/complex care relationship.

2.13 Internationally, physicians concentrate in areas where there is a large market for their
services. In Brazil, much of the underutilization of rural hospitals and equipment described in
chapter 3 is due to the difficulty of attracting specialized physicians to live in small towns and
to operate those hospitals. In Latin America, public sector physicians almost everywhere
work two shifts. One shift is done in the public sector to get stable benefits and a basic
income and to get recognition and tra,ning in new technologies. A second shift is in the
private sector, where most of their income is obtained. As a result, relocating physicians to
rural areas is difficult and requires incentives that compensate not just for the inconvenience
and the less attractive professional advancement outlook associated with these areas, but also
for the loss of the second shift.
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2.14 This challenge is being tackled in two ways. First, the Federal Government has
developed a program (Programa de Interiorizaado do Trabalho em Saude - PITS) by which
professionals are hired by PITS and seconded to difficult municipal locations. To date, this
program is too small to provide a significant solution for the problem - only one municipality
in Bahia benefits from it. 1 Also, it is not clear whether the program constitutes a better use of
public money than the alternative of increasing the transfers provided to municipalities for
them to directly provide more attractive incentives to the professionals or to the development
of state-programs aimed at covering poor remote locations. Second, there is a massive
investment in training in the belief that more physicians would be available to move to rural
locations if they were better trained to respond to the conditions that exist there[Pc20]. There is
clearly a need for efforts to expand the supply of PSF professionals. While many family
health professionals are highly motivated and well trained professionals, as a group they are
less well prepared than their urban peers. In terms of qualifications, 37 percent of PSF
physicians have completed their medical residency in family health (compared to a national
average of 75 percent for other disciplines) and only 40 percent of PSF physicians and 36
percent of nurses have specialty training. Medical schools train few generalists, and students
do not demand such training because labor markets do not reward general medicine, and
generalists enjoy a [Pc21]relatively low professional status. Family medicine training programs
at medical and nursing schools are scarce, and specialized curricula have yet to be developed.
Only seven university hospitals offer family health residency programs for physicians desiring
to specialize in family health, graduating about 25 specialists annually. Some states are
importing professionals from Bolivia, Argentina and Cuba.

2.15 Expansion of the PSF in urban locations faces a different set of challenges. There
exist substantial segments of the poor in urban settings [PC223that do not receive health care in
urban areas and that may benefit from programs specifically directed at them. Such programs
need to be designed to overcome the high transaction costs that characterize the interaction of
poor, and ethnically diverse, groups with the health system (related to problems of
[Pc23]violence, alcoholism, homelessness, and disenfranchisement). For most of the urban
population, however, there already exist significant resources at their disposal in the form of
traditional primary care clinics and especially hospital services. Chapter 3 argues that these
resources are used inefficiently and require reforms that would manage care by combining a
more proactive system of preventive care with greater gatekeeping for hospital services.
Implementing a system of managed care, however, is a complex proposition that usually
encounters a period of opposition by providers and by some of the patients that today have
easy access to high-cost interventions. In Bahia, hospitals can be expected to oppose the
implementation of gatekeeping as it would likely lead to a filtering out of the easier cases,
which would leave them with a more costly case mix. Hospital workers might also be
opposed, as it would reduce the over-utilization of hospital services possibly leading to
redundancies and to tighter systems of management and accountability.

2.16 There is also the challenge of improving quality. The 2001 survey of PSF teams
revealed that a significant proportion continue to lack adequate equipment and supplies.
Family health teams report shortages of certain vaccines and basic medicines. In addition,

l As of August 2001, nationwide the program covered only 150 municipalities, providing 185 physicians and
240 nurses.
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laboratory support services are inacLequate for key exams such as urinary anal ysis,
cytopathology, and obstetric sonogram, among others. The survey (which covered 523 teams)
revealed that 40 percent of teams lack half of the standard equipment and medical supplies
stipulated by the MS. Qua]ity of care can be improved through investment in infrastructure
and supply/support systems, better xeatment protocols/standards, quality control and
systematic supervisory mechanisms, -.nd training. About 67 percent of state program
coordinators reported that they did not have clinical protocols. Protocols are defined by the
MS as instruments that guide family health teams on best s-trategies and clinical practices that
result in improved quality and effectiveness of the program Finally, health care providers and
administrators lack adequate knowledg. regarding the provision of humane care and effective
promotion of behavioral change in the community

Basic Health Care Agreement (Pacto de Atensao Basica)

2.17 The Pacto was created in 1998 as an instrument to monitor and evaluate the
performance of municipalities in the
provision of basic health. As explained

Indicator (s) Adnitof above, municipalities receiving PAB funds
coals! are responsible for providing their

1. No. of huse vislts by Famly Heth Prcgran Tean of population with a specific list of services.
CflJlityHeanth Agent _ 33 The Pacto is the main instrument of
2z camultatais in basicspecialities pr prYear 37 accountability to assess how municipalities

3. % ofpopulafin 0-14 yrs tiat recavcl dewtd p=cediwes 1 are performing their duties. Beginning in
4. -eath Units vJthirhiaatirtreism nrnmchirie - 0 2001, municipalities may lose their right to
5.ProponofDPTvanecoae in chldrai<1 yea( _ receive PAB transfers if they refuse to sign
dases moetn ) 47

6. PrpoionofInfluz vacnevragein?600yr/Ag. _ the Pacto or if they fail to reach their
gr7mp 5 l3 targets. 'While the MS makes PAB transfers
7. Prcprficn rd IMe drft wth .?4 pvren e-vmn dudMn ,1
pregnar_CY ___ 70 directly to municipalities, the Pacto gives a
Indicator of OutCvs = role to the states in monitoring the results
a rptnalf rriy d ridn < 1 yr 44
9. Propn a tot brths and aborbs occurring in - obtained by municipalities. The Pacto
adiescits(10-19yrs) 35 constitutes an agreement between the MS,
1. % df patiets Wth loses o.,xo 26.I. of-patiens rcscud _ the state government, and a municipality.

the30-59 age grouppar10,00J0irab. 14 Targets are set for each municipality.
Incicator of Ep,oerniologic Surveillance

I1Z Prptw of dcases d Neses investigatedj wthin 48 
has ofnotficaOn 92 2.18 The Pacto contains the base line
13. Na d orTiTmdI cases of Neata Tetanus _ 99 and the targets for the current year for a
14. Rate d cnirrd cases of Corgenita Syphlis per 1 ,00
live ofths _ 93 small number of priority indicators. In
"pt nunidnuices reacM theirdico 2000, there were 14 indicators; in 2001
Scuros SESAB there were 17 indicators. The selection of

the indicators is the result of a complex process that attempts to capture the main health
priorities of the Nation and to identify the key interventions that are required to succeed in
those priorities. Priorities are set by the National H[ealth Congress (Congresso Nacional de
Saude) and include reductions in infant mortality, maternal mortality, and the incidence of

2transmissible disease. As is the case in most contexts vihere progress toward general goals

2 These priorities coincide with the Millenniun- Development Goals (\4DGs).
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needs to be reflected in quantifiable targets for "intermediary instruments", the selection of
the Pacto indicators in Brazil includes difficult political negotiations.3

2.19 In Bahia the Pacto was first implemented in 411 municipalities in 1999, 412 signed in
TaUe26 B#b-P6smsatdftPAc1e,aVoBEcaasz= 2000, and all 417 municipalities signed

in 2001. Tables 2.5 and 2.6 show the
a rate in TESiggets /oat ridpEdifes) results of the evaluation done for 2000.

MP/ac 51%to75M75'/Oaf Nirdrbd 2.20 The indicators of the Pacto can
TMts CTags Tayis Mrdpitia be aggregated into three categories.

Alim idplites-Tc T_ 51 4_ C 41c There was a high degree of success for
&rriu Mridpites 470 1 the three variables related to

LagMJidpis 1 __3____ 1 surveillance activities (95% of
V ___P_F municipalities reached their targets),
TCtU 6_ 4C _ _ _ but low degrees of success for the
Srl 51 41 7 variables measuring outcomes (39% of

MXILin 81 1~ __ _ ___ _

Large_ _ 1c _ 1( municipalities reached their targets for
_____xt__ PS_ ____ those indicators) and for indicators

TCiU Q S ( 31' measuring coverage of priority health

I\/ki-a 6 3 54 ( programs (only 35% of municipalities
Large5q 2 iwere on target).4 When all indicators

are considered, half of the
municipalities could not reach even 50% of their targets and there were no municipalities that
had reached their targets for 75% of the indicators. The rate of success in reaching targets is
greatest for the smaller municipalities and lowest for the largest municipalities.
Municipalities with PSF teams did not perform better than the rest.

2.21 These sobering results have not been sufficiently analyzed to date. Implementation
and evaluation of the Pactos are very recent, and the initial results should be regarded as part
of a leaming process in the attempt to build accountability for results into the health system.
SESAB authorities argue that:

* Pactos have been managed in an inflexible way, with rigid and sometimes unrealistic
guidelines from the MS about how the targets need to be set (e.g. even the worst
performers are given a target equal to the average target for the state);

* There have been few attempts to effectively link targets with programs designed to
meet those targets (e.g. ambitious targets for a reduction in the incidence of
tuberculosis or the prevalence of leprosy with no new resources to reach those targets,

3In the USA, the Maternal and Child Health Bureau, which monitors progress in all states of the Union, opted to
select the specific indicators that measure progress by having all states vote for the indicators of their preference
from a long list[O].
4 The greater success of the surveillance indicators may reflect a stronger presence in the DIRES (the
deconcentrated outposts of SESAB) of surveillance staff and a weak presence of Basic Care staff from SESAB.
The surveillance staff were established as a national corps financed by the federal government and are in the
process of being decentralized. The basic care staff is the responsibility of SESAB.
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or ambitious targets for vaccinations with no educational campaigns or investments in
cold chain and vaccine availabilityy);

* Many of the data are suspect, especially for the measurement of outcomes (the Rede
Interagencial de Informacoes para a Sacide -RIPSA- [Pc24]estimates that the local
information systems underestimate the infiant mortality rate in Bahia by 67%(i.e. oniy
37 of every 100 infant deaths is reported). Even for indicators that are easier to
monitor (such as immunization coverage, or co-verage of the priority program
requiring continuous monitoring of individual patients with TB or diabetes), there are
significant discrepancies betweenl several information systems used by the different
departments of the MS;

* SESAB's Basic Care Departmenl:, which is in charge of programming and monitoring
and generally assisting municipalities to attain their goal, is extremely weak. As
explained in chapter 2, SESAB has almost rio role in Basic Care;

* In 2000, the year for which th. latest evaluation is available, there were no real
penalties for municipalities thaL failed to meet their targets. In 2001, with the
introduction of NOAS, this changed. All municipalities signed the Plactos because
under the new regulations, mtnicipalities must sign them in order to continue
receiving PAB transfers. However, in 2002 they may lose their right to PAB transfers
if they did not meet their targets for 2001 (the results of that evaluation were not
available at the time of writing tl is report).
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Chapter 3. The Challenges of Reforming Complex Care

3.1 The reforms of the late 1990s, initiated by the implementation of NOB96, established
a strong policy framework and clear incentives for the reform of Basic Care, but relatively
little was done to reform medium and high complexity care - which consumes the bulk of
public health expenditures in Bahia (75% in 2001). Hence, the need to extend the reforms to
include complex care, a concern reflected in NOAS 2001.

3.2 In 2001, there were 504 hospitals with 29 thousand beds providing complex services
to SUS patients in the state of Bahia.5 Almost half of the hospitals, with 44% of the beds,
were publicly owned and operated. In the 1990s, the state made a significant effort to pursue
national policies by transferring many state-owned hospitals and ambulatory-care centers to
municipalities: a total of 20 hospitals, 46 maternity centers, 385 health centers and 898 health
posts were transferred between 1990 and 2001. However, in 2001, it retained control of 57
hospitals. Other states in Brazil, such as Ceara, have gone further than Bahia in this process
of municipalization, retaining only two or three tertiary care referral hospitals under direct
management.6

Table 3.1: SUS Hospital Networks in Bahia

HOSPITAL TYPE FACILITIES BEDS

Public 247 12,693

46
State-owned
State-owned (management l1
outsourced)
Municipal 177
University 13 l

Private 257 16,545

SUS-contracted, for profit 171
Philanthropic 84
Union 2 _ |

Total 504 29,238

3.3 As explained in Chapter I, the state has a relatively minor involvement in the operation
of primary care, but is central to the operation of complex care[Pc25]. As a provider of
services, it directly operates a large number of hospitals. As an employer of health
professionals it pays not only for the staff of the state-owned hospitals, but also for the staff of
the hospitals that were transferred to the municipalities in recent years. As a purchaser of
health services, it controls the allocation of 91% of the federal transfers for complex services

5 Of the total beds, 143 are intensive care unit (ICU) beds distributed among 18 hospitals, 11 of which are
located in Salvador and the remaining 7 are in the interior.

6 fEleven state hospitals were recently built and placed under third-party management
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in Bahia. For this reason, the central foc'. s of this chapter will be on the role of the state alnd
the need for the reform of this role.

3.4 This chapter begins by reviewing standard performance indicators for the public
hospitals of Bahia and identifying major efficiency problems regarding the utilization of
existing facilities and quality problems related to patient safety. Section B measures
geographic equity in the distribution o F public health resources across micro-regions. To
explain both the problems and the pul:lic resouirce distribiution pattems, Section C thLen
addresses the institutional set-up.

A. Efficiency and Medical Performance Issues in Complex Care

3.5 There are huge differences in the efficiency and operating costs of public hospitals. In
recent years, SESAB has made substantial investments in its hospitals. Bed capacity in the
public sector has expanded (while it contracted in the private sector) and most hospitals have
received new medical equipment. FKospital administrai:ors have received training in
management techniques and some hospitals have been given greater authority to manage
some of their resources. Availability of medicines and medical inputs has improved. In 2001,
SESAB hired consultants to conduct [PC2f,] a detailed review of its hospital network and found
that, despite all the improvements, much remains to be done to improve the efficiency and the
medical quality of the hospitals. There are problems typical of the small hospitals in the
interior of the state. There are others typical of the larger hospitals in the main cities. There
are also indications of over-use of hospitalizations for the population of Bahia.

Small Hospitals

3.6 Half of the state-owned hospita[s and most of the municipal hospitals are small -
under 45 beds -- and they are usually located in small towns or in rural areas serving a small
population. These hospitals generally Lave low occupancy rates: on average under 60% but
in many cases under 40%. They also have the highest avera.ge cost per patient/day (see Table
3.2). The high cost per bed/day reflezts both the low occupancy rates and the loss of
economies of scale as fixed costs are spread over a small number of patients. These small
hospitals are also the source of quality deficits, as providers are unable to furnish the level of
service volume needed to sustain clinical proficiency for a broad array of procedures. Quality
studies worldwide show that hospital procedures are safer in hospitals that perform them
regularly than in hospitals that perform them only a few times per month.

Table 3.2: Utilization and Efficiency Meaisures of State-owned Hospitals

NUMBER OF BEDS AVERAGE OCCUPANCY RATE AVERAGECOSTPERBED
% _ /PATIENT/ DAY (RS.)

<45 58.8 239.20
45-99 72.7 142.01
>100 68.3 211.20

3.7 Underutilization reflects both the small populationi served by the hospitals and the
preference of their population to seek specialized services in larger hospitals. In an effort to
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Table 3.3. Bahia: Utilization of production capacity In serve these populations locally, the
state-owned hospitals state government made significant

Equipment Actual as % of % of hospitals investments in medical equipment

Medical Eouioment Potential with rates > 7 (partly financed with World Bank
X-rays 49 14 loans). The SESAB 2001 hospital
Ultrasonographs 54 29 performance review measured the
Imagenology 68 33
Clinical Pathology 78 43 use rate of this equipment. Table
Specialized exams 31 17 3.3 shows that use rates are low for
Physiotherapy equipment 49 20
Inpatient services the average and for most hospitals.

Medicine 51 13 In many cases the problem is that
Obstetrics 170 52 small hospitals are unable to hire
Pediatrics 71 52 specialized physicians on a regular
Psychiatry 133 67
Source: Sesab (2001) basis, and local patients continue to

seek specialized care in larger

hospitals where specialist physicians are more likely to be found when they are needed and

where equipment is more likely to be in good condition.7

Large Hospitals

3.8 Large urban facilities face quite different problems. Most of them have occupancy

rates of over 80%. However, the busy hospitals show a high average length of stay (ALOS) of

patients ranging from 9 to 13 days, compared with 3-5 days in most facilities in the interior or

with 4-6 days in comparable international facilities. In addition to the cost associated with a

high ALOS, excessive hospital days are not beneficial to the patient, in that they expose him

or her to all of the risks associated with hospital care. Unnecessary hospital days degrade the

quality of care. The high ALOS is due to the lack of systematic incentives to reduce hospital

days: physician compensation is not linked to an incentive to control utilization and hospitals

do not have concurrent utilization review processes to identify inpatients that may meet

discharge criteria.

Table 3.4: Hospital Resource Use by State Population and Urban Population -

POP.ULATI-ON PRIVATELYINS UNINSURED ADJ. ADMIT- ADJ. ALOS COSTJ COSTI
URED [PC27]POP.

8 TANCES/K DAYS] (DAYS) ADMIT USERIYR
|___________ (ESTIMATE) K (RS.)

BAHIA 13,278,253 2,000,000 11,278,253 90.4 385.2 4.5 327.31 23.05

SALVADOR 2,360,525 600,000 1,760,525 78.5 676.3 8.6 531.29 28.53

METRO- 2,929,653 671,141 2,798,512 76.4 605 7.9 500.94 35.08
SALVADOR

Source: Datarus

3.9 Roberto Santos General Hospital (HGRS) in Salvador is illustrative of a series of

difficulties faced by the large public hospitals. It is the flagship tertiary hospital in the state

network, consisting of 426 beds, a large fully equipped intensive care unit[Pc291, 12 operating

rooms, a host of imaging equipment including a new magnetic resonance scanner (MRI), and

7 Table 3.3 also suggests that hospitals could reassign some of their under-used capacity to maternity services.
8 Adjusted Population = total population minus estimated insured population = estimated total SUS users
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a busy emergency room. The hospital has the potential to utilize its impressive array of
tertiary referral services to complement the more basic services offered by many other smaller
hospitals in the public network. However, 80% of the hospitel admissions come through the
emergency room. There are no utilizatiDn controls in place to manage decisions about
emergency admissions, and there are no protocols to refer patients with less severe ailments to
smaller, less intensive facilities. As a result, the hospital is usually full, with an average
occupancy rate of 86% in 2001. Most of' these patients had medical disorders that did not
require tertiary care. The average length of stay vas high (9.3 days in 2001). Hospital
officials estimate that the high length of stay is a result partly of a complex case mix and
partly of an ineffective system of incentiv es for physicians tD discharge their patients when
clinical goals have been achieved. Overcr;wding with low- and medium-complexity patients
prevents use of the high complexity investments in place. There was a low use rate for
complex procedures such as surgery (60%/., below voluirie targets), x-ray (50% below target),
and specialized examinations (64% under capacity). MRI equipment was installed several
weeks before our visit and there were no plans to begin operating it. The equipment used For
invasive radiology procedures and cardiac catheterizations had been out of service for weeks.
These serious lapses in efficiency occur because of a lack of administrative coordination and
because of the absence of accountability and incentives for the medical staff to control length
of stay through prompt discharge. Intenational experience suggests that ALOS can be
substantially reduced in a context similar to Bahia (Box 3.1).

Box 3.1 The Reform of Hospital Care in Massachusetts
By comparing the utilization experience of' Bahia and Salvador with extemal benchmarks, we can
clearly discern opportunities for improvement in quality and efficiency. The health care
environment in Massachusetts, with approximately 6 million people, has sustained massive
pressure to improve efficiency and elimiiate excess capacity and waste. Massachusetts has
traditionally been one of the most expensive states in the United States with regard to medical
costs and utilization. In 1998, Massachusetts residents consumed US$ 4,887 per capita per year
in health care expenses: 30% more than the national average. Over the past decade 22
Massachusetts hospitals have closed or merged, resulting in a 24% reduction in the number of
hospitals and a 28% reduction in [PC30o hospital beds in the state. There has been a corresponding
reduction in hospital utilization without a measurable degradation in health outcomes. Over the
past ten years, acute hospital days/100) have diminished from 1014 to 632 for the state
population with a 15% reduction in discharges/1000 and a 27Yo reduction in average length of
stay. Managed care plans have grown in terms of enrollment, reaching a current market
penetration of approximately 52%, and have led to intensive programs of utilization and quality
management. Dramatic improvements in care for the poor have resulted from the conversion of
the Massachusetts Medicaid system from an unmanaged to a managed care model. In 1995, prior
to the widespread diffusion of managed care techniques for the Medicaid population, the
Medicaid hospital bed use rate was 1387 days per thousand. This utilization has been
substantially reduced with the introduction of case management, disease management, utilization
management, quality improvement, and the expansion of patients' access to primary care clinical
programs.
Source: Janett (2002)
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The Sector-Wide Problem

3.10 These standard indicators of efficiency and quality in hospital utilization suggest that
room for improvement exists in productivity, cost, and quality of service. The problems
identified by these indicators, however, may simply reflect the tip of a much larger iceberg of
inefficiency. An analysis of the hospitalization case mix in Bahia by Alfradique 2002, based
on data available from DATASUS, shows that perhaps a third of hospital care results from
clinical conditions that could be expected to be responsive to early intervention with expanded
basic services or that could effectively be treated in an outpatient setting (see Table 3.5 and
3.6). This conclusion, coupled with the reports of physician auditors and managers
throughout the state, suggests that there is a massive opportunity to reduce current rates of
hospital utilization. In addition, other observers report that there are large segments of the
population that forgo needed care because of barriers to access. There appears to be ample
opportunity to redirect costly hospital resources to other patients who are currently being
under-treated and to redirect investments toward basic services by reducing wasteful practices
in the provider network as it is currently configured

Table 3.5. Bahia: Inpatient Admittances for Preventable Conditions - 2000

MACRO REGION NUMBER OF EXPENDITURE ON PREVENTABLE AS % OF TOTAL
ADMITTANCES* PREVENTABLE

(Thousands) ADMITTANCES
(Millions)

Admittances Expenditures
[PC33]

NORTH EAST 81 24 27 21
SOUTH 77 19 43 37
EXTREME SOUTH 17 4 42 38
SOUTH WEST 42 10 47 42
WEST 18 6 53 45
NORTH 91 23 44 38
BAHIA 329 87 39 30
(*) Excludes Natural Births
Source: Alfradigue (2002) _ _

Table-3.6. Bahia: Inpatient Admissions for Preventable Conditions by Hospital Size (2000)
Number of Beds NO of preventable Expenditure in Preventable % of expenditure In

admissions preventable admissions as % preventable
admissions (R$) of total admissions*

admissions*
DE 6 A 30 83.923 21.471.314 56,2 55,8
DE 31 A 50 79.559 20.045.632 49,2 46,3
DE 51 A 100 95.415 23.722.941 42,1 39,0
DE 101 A 200 45.066 11.707.434 25,7 22,4
DE 201 A 500 22.946 8.010.857 19,4 13,3
DE MAIS DE 500 3.393 2.120.019 13,8 12,4
TOTAL 330.302 87.078.196 38,6 32,0

(*) Excludes admissions for births
Source: Alfradique (2002)

B. Geographic Distribution of Publicly Financed Complex Health Care

3.11 The production and the consumption of MAC services are highly concentrated in a
few geographic locations in Bahia. A special effort was made in the context of producing this
report to produce estimates of the distribution of the production and consumption of publicly
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financed health services in Bahia. The detailed estiimates and methodology are available in a
background report (Diaz 2002), the mai:r conclusions of which are summarized below.
Estimates of the distribution of benefits across incomne groups were also prepared and are
presented in Annex 2 of this report.

3.12 The concentration of complex health care in a few geographic locations is a natural
consequence of the economies of scale that exist in health service delivery. In consequence,
one may expect that large cities would reecive a larger fTaction of health expenditures than
their corresponding fraction of the population. Part of the production of health services in a
city would be consumed by the local population and part loy visitors from other locations. For
the same reason, small municipalities can be expected to produce a smaller fraction of
services than their corresponding fraction of thc population and residents of small
municipalities will make use of facilities elszwhere.

3.13 Estimates of the geographic distribution of production and consumption of complex
services were produced by micro-region, hence grouping together the small municipalities
with their larger neighbors.9 The micro-regions are the 31 grolupings proposed by SESAB ia
its regionalization master plan (Plano Dire,'or de Regionaliza(Oo - PDR).10 Table 3.6 shows
that, even when they are grouped by micro-region, the provision of complex services is highly
concentrated. In value terms, almost half of the services are p:rovided in the Salvador micro-
region. This high concentration of expenditures in Salvador cannot be blamed on the supply
of private services only. Private and public MAC services are reimbursed fr^om federal
transfers, while state expenditures are almost entirely directed to finance public hospitals.
While there is a high concentration of federal payments in 'Salvador (30% of total federal
funds), the concentration of state expenditures reaches an impressive [PC34]57%. Furthermore,
the problem occurs not just with Salvador; For Bahia as a whole, state funds are assigned in a
way that not only does not counterbalance i:ie inequity in the distribution of federal funds, but
increases it: estimated by micro-region, t:ne correlation coefFicient of state- and federally-
financed provision of health services is 0.96.

3.14 The geographic concentration of production would not necessarily be a problem if it
were not associated with substantial concenrTation in the consumption of services. Salvador is
supposed to serve as a reference center for the population of other micro-regions in the state.
The Diaz study (using DATASUS as a source of data) attempted to quantify the proportion of
services rendered in Salvador but which benefited the population of other regions.
DATASUS reports the necessary data for inpatient service: the value of inpatient services is
reported by the municipality where the service is providecl and by the municipality of
residence of the patient. For 2000, these data show that 751% of the services produced in
Salvador were for residents of the city. Uniortunately, the value of outpatient services is only

9 A factor contributing to unequal distribution of public MAC resources is the existence of a large number of
small municipalities. These small municipalities cannot provide the fill array of secondary and tertiary services,
and these services are usually found in a few towns and large cities. This natural feature of health care is
precisely a justification for the government's efforts to create rnicro-regions: if services cannot be provided to all
municipalities, by grouping small and large municipalities, most of the population would have access to services
at a reasonable distance from their home.
10 This assumes that the population from all municipolities within a micro-region has equal access to the services
in the microregion and shows exclusively difference< between micro-regions.
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reported by municipality where the service is produced, without making reference to the
residence of the patient. This is especially problematic as the concentration of ambulatory
services (by value) in Salvador is even higher than the concentration of inpatient services.
The estimates of Table 3.6 make the conservative assumption that patients from the interior
travel to Salvador for outpatient services with the same frequency as they do to be
hospitalized. This assumption is likely to underestimate the concentration of benefits in
Salvador as patients will normally go to greater extremes for the sort of treatment that requires
hospitalization.

3.15 Table 3.7, based on the conservative assumption described above, shows that the
Salvador micro-region, with 18% of the population of the state, consumes at least 40% of
public expenditures for complex care. Per capita consumption of publicly funded complex
health services in Salvador (at R$168 in 2000) is three times higher than the average for the
rest of the state (R$57). Twelve of the micro-regions (with a total population of 3.5 million
people or 27% of the total) receive per capita expenditures of under R$40,

Table 3.7 Bahia: Geographical Distribution of Complex Health
Care expenditures (2001)

Location
Population Production Consumption

(rmillion) % R$ er capita % R$ per capita %
Salvador 2.4 18 196 48 167 40
Rest 10.7 82 51 52 57 60
Total 13.1 100 77 100 77 100
Source: Based on data from D. Diaz (2002).
Note: Production and consumption estimates include federal- end state-financed expenditures

C. The institutional set-up for the management of complex care

3.16 The management of complex health care in Bahia is in transition from a traditional
system that gave all responsibility for the management of funds for complex care to SESAB
to one that accords a greater role to municipalities. Thus, under the traditional system, all
federal funds for complex health care were managed by SESAB, which allocated these funds
to all SUS-affiliated providers in the state. Under NOB96, eligible municipalities could claim
self-management of "their portion of federal funds". In order to do so, they had to qualify for
Gestdo Plena status. In 2001, 19 of the 417 municipalities of Bahia had qualified for Gestdo
Plena and had referral agreements with 155 "affiliated" municipalities. NOAS 2001 attempts
to universalize self-management by assigning all federal funds to municipalities grouped in
micro-regions and redefining SESAB's role from one of management of complex care to one
of oversight and regulation. One controversial feature remains unchanged in this vast process
- a reimbursement system based on fee-for service payments regulated by the "tabela SUS".
Section C. 1 describes the traditional system used by SESAB to allocate federal funds and
section C.2 describes self-management by the municipalities in Gestao Plena. Section C.3
discusses the tabela SUS.

C.1 Complex Care Management Systems Under SESAB

3.17 The following control mechanisms are used by SESAB to oversee complex services
for municipalities under Gestdo Basica. Hospital care is regulated under an admission
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authorization system called Autoriza,do de Internaqdo Hospitalar (AIH). Ambulatory care is
regulated through a control system called Autorizaqdo de Procedimentos Ambulatoriais de
Alta Complexidadel Custeio (APAC). SESSAB keeps close centralized tabs on the distribution
of AIHs and APACs.

3.18 There are three stages of control for hospital care. The first stage consists of a system
of licensing (cadastramento), by which SESAB certifies the capacity of each provider, in
terms of the type and the maximum number of procedures it can perforrn and the number of
beds available for different specialized inpatient procedures. Once on the list, the provider is
entitled to receive an allocation from the S US budget. The system is not designed to identify
all providers who both qualify and are interested in providing services to SUS. It only lists
providers who have acquired a right to be assigned SUS resources. The list is only opened to
new providers when additional resources are made available for SUS services (or when a
political lobby forces some reallocation of resources). Because it excludes providers who
may have the required qualifications and willingness to provide services to SUS but who did
not make it into the list, the process of cadastramento does not provide an instrument to
enhance competition. Nor is it a system of quality assurance although, in theoiy, it should
periodically review the technical capacity of each provider, based on a review of il:s
infrastructure, equipment, and medical staif and on audits of its quality and performance of
service. In practice, however, once they are on the l ist providers are only reviewed when they
request to be allowed to provide additional services, or when a serious problem of quality or
malpractice forces a review of the establishment.

3.19 In a second stage, SESAB allocates the federal transfers by assigning a certain number
of AlHs to private and private providers for use during the year. The allocation is a budgeted
quota for a certain number of procedures that may be performed by the provider during the
year. In practice, the allocations to specific providers are based on the historical allocations to
those providers and modified incrementally, based on the availability of additional resources
and lobbying by municipalities and by prov: ders.

3,20 In theory, the allocation should be regulated by a complex process of planning
(Planifica,do Pactuada e Integrada-PPI) that estimates the needs of the population and
explicitly specifies the allocation of SUS funds benefiting the population of each
municipality. This process (PPI) was carried out in 1998 and revealed large discrepancies
between the distribution of needs and the cLlstribution of SUS resources. The implications of
the exercise were that a major reallocation of resources among providers and between
municipalities would be required. Faced with the political challenges of such reallocations,
the exercise was abandoned.

3.21 In order to cash in on the budgeted AIH quota, the provider must admit patients with a
specific diagnosis and make a request for reimbursement. A third stage of control is exercised
through the process of authorization of AlHs. Providers must request authorization to admit
specific patients. For elective procedures, requests must be submitted a week in advance of
admission. Emergencies are managed retrospectively and must be submitted within 72 hours
of admission. In a managed care system, thiis level of control is extremely important and is
designed to assess the appropriateness of the diagnosis and the proposed procedure and to
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establish the eligibility of patients under an insurance plan. In Bahia, the authorization of
AIHs is mainly designed to limit expenditures to a level that is consistent with the effective
flow of transfers from the Ministry of Health: this is the instrument that allows SESAB to
reduce expenditures in the event of a cut in transfers from the federal govemment or in the
event that a political decision leads to mid-year changes in the budget allocations. There is
little concurrent review of hospital care. The SESAB audit department employs 50 physicians
for the entire state, and the department employs only two accountants. Most clinical audits
are performed because a complaint has been filed by a patient. Bahia does a good job of
eliciting and responding to patient complaints, but this type of review cannot substitute for
systematic clinical oversight, reporting, and intervention. As one auditor said, "...When we
review complaints, we're only putting out fires.. .we're not doing anything to change the
system that caused the complaint in the first place." The auditors principally perform
retrospective reviews in an episodic manner. Systematic financial reviews are also required to
assure appropriate stewardship of financial resources, and two accountants cannot provide
sufficient oversight of a large network of contracted and public providers in the SUS network.
There are few evidence-based protocols in existence to guide the reviewers in their decision-
making process. There are some specialized clinical AIH evaluation units, but they are not
necessarily staffed with specialists with advanced training in that particular specialty. The
oncology AIH unit, for example, is staffed by a gynecologist.

3.22 Ambulatory procedures are regulated using the APAC control system referred to
above (Autorizacdo de Procedimentos Ambulatoriais de Alta Complexidadel Custeio).
Providers wishing to perform complex diagnostic testing, such as interventional radiology
procedures or nuclear medicine studies, must request authorization for an APAC for that
procedure. Similar to the AIH system for hospital care, a provider must be registered by
SESAB to perform the particular procedure, and a limited number of APACs are budgeted
and distributed as quotas to specific providers every year. Through this methodology of
registration and budgeting of the APAC distribution, SESAB exercises extensive [PC35] control
over the geographic distribution of specialized services and over the SUS revenue budgets of
the provider networks. Also similar to the AIH system, a provider cannot exercise its APAC
allocation unless it performs a particular procedure on a particular patient. Analogous to the
AIH system, the APAC office performs a limited administrative and clinical review of each
requested procedure. The physician reviewers who evaluate an APAC must largely rely on
their own clinical judgment as the basis on which to approve or deny the request. An
approved APAC allows the provider to bill the MS for services provided to an eligible SUS
patient for an approved service.

C2. Systems of Management of Complex Care by Municipalities Under Gestdo Plena

3.23 The traditional system of management of complex care by the states is perceived by
the Ministry of Health to be deeply flawed. It is highly centralized in the state secretariat of
health (Secretaria Estadual de Saude - SES), which retains a high level of discretion on
allocation decisions. It is based on historical allocations of resources to providers, and does
not sufficiently take into account the needs of the population or the severe inequalities in the
distribution of SUS resources across municipalities. Because of its centralized nature, it also
does not allow the development of audit and of quality review functions. NOB96 included an
attempt to overcome some of these problems by withdrawing SES' prerogative of allocating
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some of these resources and givinlg them to municipalities in Gestdo Plena do Sisterna
Municipal (GPSM). This section describe s how these municipalities manage SUS resources.

3.24 Municipalities wilh GPSM receive a fixed budget directly from the Minist&rio de
Satide and have the right to self-manage complex care.'" Under Gestdo Plena, the
municipality can make autonomous decisions on the appropr,ate budgeting and distribution of
AIH or APAC volumes and quotas to it; local network of private and public providers. The
municipality also functions as both accrcditing[P0c36 agzncy and regulator of those providers.
If a service is not available in the place of residence, the municipal Secretary of Health can
arrange to obtain it from a provider located elsew'here and can assign an AIH or APAC to that
provider to cover the services for a paricular pat:ient. This local management authoritf is
exercised through the use of a series cif tools (described below) that were created under
NOB96 and strengthened by NOAS 2001. They include Regulation and Appointment Centers
(Centrais do Regulagao ou de Marca(do) and selective contracting and audit and review
systems.

3.25 An Appointment Center is a cen: -ally located office that assigns a particular patient to
a particular provider for a particular procedure. All specialty providers and diagnostic
services under management by the municipality are registered at the Appointment Center, and
blocks of appointments are reserved for allocation by the Center for SUS beneficiaries. A
representative of the patient's primary realth team (PSF) or an outlying affiliated municipal
health secretariat makes a referral request for these specialized services. The Appointment
Center then assigns the patient a specific date and time with the requested provider, or
redirects the patient to another available provider if necessary.

3.26 This system has the potential to give great power to the municipal Secretary of Health
to plan and regulate specialized care. In the area of planning, first, it offers the capacity to
manage care by prioritizing referrals on the basis of need and not simply on the basis of
request. A review for appropriateness and medical necessity can be done at the time of the
referral to re-direct care if needed. At the present time this potential is not fully utilized, even
in the best managed Appointment Centers in Bahia. Clinical reviews are generally not guided
by evidence-based protocols, but depend on the clinical judLgment of the reviewing physician.
In most Centers, the review process has not yet been implemented, and there is no process of
prioritization (the Centers just ration according to simple rules such as first come-first served).
Second, the data derived from an Appointment Center allow better planning as they rapidly
indicate specialties or procedures that have excess demand or excess capacity. In some
appointment centers, this information is already being used to reduce waiting times for
patients.

3.27 In the area of regulation, the Centers also have great advantages. First, when blocks of
appointments are effectively managed ty the Center the provider loses some of its capacity to
cream-skim by picking and choosirg patients and interventions. Second, when all
appointments are made by the Center, then the Center will only reimburse for services
previously approved by it, reducing the scope for fraud. Third, the regulation centers can

" In practice this refers only to medium complcxity care as no municipality in Bahia engages in self-
management of high complexity care.
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establish significant improvements in controls and audits. In some municipalities with Gestdo
Plena, patients scheduled for elective surgery receive a visit in their home to confirm that the
condition matches the diagnosis and that the patient is a resident of the municipality. Site
visits are scheduled to high volume providers and clinical laboratories. Box 3.2 describes a
successful Regulation Center.

3.28 As a complement to the regulation centers, municipalities in Gestao Plena are
empowered to strengthen the terms of their provider contracts. Only a few municipalities
have taken this step, but there are already examples where strategies such as selective
contracting have been used successfully to improve provider performance and to control price
and supply. In Vit6ria da Conquista for example, the municipality cancelled all contracts
inherited from the State and invited bids for new contracts. Under the terms of the new
contracts, fewer providers were selected. These providers were given high volumes of work.
These high volumes make it possible for unit costs to be reduced, and allow hospitals to
operate at lower reimbursement rates without incurring losses. While this example shows
what a determined municipality can achieve, it also illustrates the difficulties to be face: the
private providers went on strike for two weeks to oppose the new contracts. The case made
headlines throughout Brazil.

Box 3.2. The Appointment Center at Vit6ria da Conquista.

Vit6ria da Conquista is a city of 267,000 located in the southeast of Bahia. It was the first municipality
in the state to qualify for Gestao Plena in 1998 and was the first municipality to develop an
Appointment Center in Bahia. The center has 13 computer terminals in which clerks enter data.
Patients may bring a paper referral to the center, or a representative of the PSF primary care team or the
affiliated municipal health department may call the center on the phone. Over 25,000 procedures per
month are scheduled for a million patients in a region that covers 50 municipalities. Referral data is
recorded in a database and is regularly reviewed by management to accommnodate patient needs
improving access to specialists in a transparent and efficient manner. Prior to the establishment of the
Center, a patient did not require a referral in order to see a specialist, and there was no gatekeeper
function in the system. The specialist could assert a high degree of discretion in deciding to accept or
refuse a request for consultation under SUS. Officials also suspect that some physicians selected
patients for the most lucrative procedures under the SUS system, and declined to serve patients in need
of less lucrative care. Significant up-coding and over-billing of services was common. Specialists
frequently demanded that SUS beneficiaries pay for services 'out-of-pocket', while simultaneously
billing SUS for services rendered.
Some of the improvements in control allowed significant savings. Vit6ria da Conquista hired a group of
six physician reviewers to perform concurrent clinical reviews on all acute care hospital admissions.
Since the system of review was established two years ago, acute pediatric admissions were reduced at
two hospitals by 50% by eliminating admissions for minor viral illnesses and other conditions that can
be managed in a community setting. Other irregularities also became evident. In 1999, SUS paid 1120
claims in the city for marasmus and 881 claims for kwashiorkor - two rare conditions with high
reimbursement rates. With careful clinical monitoring, it was determined that these patients did not
have evidence of nutritional deficiencies sufficiently severe to warrant hospitalization. In the past year,
after the intervention, there were 18 admissions for marasmus and I admission for kwashiorkor.
Similarly, in 1999 there were 273 cases of pneumonia coded for Staph. aureus infection. Under review,
there was little evidence of this organism. With ongoing monitoring, the admission rate for this
diagnosis was reduced by 90%. Auditors working at the Regulation Center found a number of other
irregularities. An orthopedist admitted a patient with hip fracture. The hospital collected full payment
under the AIH for hip fracture. The surgeon did not perform an operative repair of the fracture and
discharged the patient. He readmitted the patient a week later for surgical repair of the fracture and the
hospital submitted a second AIH and collected a second payment under SUS. The reviewers were able
to identify and halt this type of unethical practice.
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C3. The SUS Fee Scale

3.29 In the early 1990s, much of the deDate among health system specialists was focused on
modifying the payment mechanisms foi health services. While preparing a loan for the
reform of the health sector (REFORSU'S), a team composed of specialists from the World
Bank and the IADB reconmmended that the tabela SUS be revised to increase the relative price
of "proven cost-effective interventions" 'targeting mostly basic care interventions), and that
absolute prices be raised to reduce the iricentives for fraud by health providers. Neither of
these recommendations was implemented. Instead, as explained elsewhere in this report, the
Government focused its reform efforts or creating ae system of capitation for basic care and on
developing managed care instruments tc control expenditures and the use of complex care.
As a result, the fee scale today is only one of several ,nstruments used to manage the
allocation of public health resources. 'WThile less irmportant than before, the tabela SUS
continues to play an important role. These are three problems with the SUS fee scale (tabela
SUS). First, many interventions continue to be paid for on a fee-for-service basis. Second,
many rates are too low and do not cover the costs of some interventions in many localities.
Third, the relative prices are greatly distorted.

3.30 Internationally, there is substant-al evidence that fee-for-service reimbursements can
provide incentives for over-supply, up-coding and risk avoidance behavior to avoid the
costliest cases. The SUS fee scale mandates most paymernt to be made on a fee-for-service
basis. For example, a single episode of hospital care can involve up to five AIHs, because an
AIH is assigned for each procedure that is performned on a patient during an episode of care.
Thus, patients with complications or wiith multiple procedures will generate multiple AIHs
and multiple payments to the provider. Certain high colmplexity procedures, such as CT
imaging, are also reimbursed as supplemental payments in addition to the compensation
specified by the AIH for the admitting diagnosis.

3.31 Second, some services are reimbursed at rates so low that few providers can cover
their costs. Cognitive services are on,z such example. A cognitive service is the payment
assigned to a basic physician visit. In Brazil, this is the payment for a basic evaluation or
management service that a family physician provides in a single encounter with a patient.
This service is valued at R$2 in Brazil under SUS. In the U.S., a basic cognitive service is an
average evaluation & management visil for a patient, coded as a 99213 service under CPT-4,
and valued in metropolitan Boston at USS56, or R$130, 65 times the Brazilian price.

3.32 Third, the relative prices in the SUS fee scale are the result of tinkering with
individual prices from a reimbursement table that was inherited from a precursor of SUS over
15 years ago. These relative prices have been distorted to the point that they no longer bear a
relation to the relative cost of providing the servnces or to any explicit attempt to implement
strategies by which the supply of certain services is promoted. An analysis was performed
comparing the relative prices in the SIJS fee scale to an external benchmark - the Medicare
Fee Scale for metropolitan Boston. Wiile imperfect, this benchmark is the result of intensive
technical work based on well known methodologiLes that develop relative payment rates based
on intensity of work and resource needs for procedures (lhe Resource Based Relative Value
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Scale for outpatient services and the Diagnostic Related Group system of payment for hospital
services). The results of this study show that, while most payment rates are significantly
lower in Brazil that in the US, the ratio of SUS/Medicare reimbursements vary substantially.12
Specifically, cognitive services - which are labor intensive - are particularly low, while many
high-tech procedures are higher. Within the high-tech procedures, however, there are huge
differences. For example, the ratio of SUS to Medicare payment for a hemicolectomy is
about 1:20, while the ratio for payment for a nuclear scan of the liver is approximately 1:3 and
the payment ratio for a renal transplantation approaches 1:2.

12 Janett 2001.
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Chapter 4. Conclusions Recommnendations and 9ptions for Reform

4.1 The findings of the previous chapters suggest several areas for reform. This chapter
puts forward recommendations and discusses options for reform in some areas and points to
other areas where more work is needed to reach recommendations. The chapter begins by
discussing reforms in the resource alloca.ion process within the context of the Norma
Operacional de Assistencia de Saude - NOAS 2001 and presenting options for changing the
distribution of financing responsibilities between the three levels of government that go
beyond the framework of NOAS. It then 'presents suggestions to expand and improve the
quality of basic care. The last section emphasizes some aspects of the NOAS framework that
need to be supported to improve efficiency and transparency in the use of resources for
complex care.

Reforming the Resource Allocation Proce,,s

4.2 There exist large inequities in thc distribution of SUS resources within states due to
the current practice of allocating funds tc providers. SUS resources should instead be
allocated to populations. Several steps consistent with the implementation of NOAS could be
taken to advance in this direction.

4.3 The state should proceed with the NOAS-mandated plain to group all municipalities
into micro-regions and to reform its budgeting process to adapt it to the microregions by
implementing the regionalization master plan or PDIR. The technical staff of SESAB has
already developed a draft PDR grouping all municipalities into micro-regions. It should be
implemented. The key elernent in this implementation is changing the budgeting process.
Without that, microregions would become empty bureaucratic shells. The state should
use[pc37] its heath planning tools to deternmine the allocation of micro-regional budgets for
medium complexity care. There is clearly a need to increase the technical content of the SUS
allocation process. As noted earlier, the findings of the 1998 PPI have been largely ignored..
They should not be. At a minimum, they can be used to decide where to expand federal and
state funding and where to shrink it or make it grow more slowly. This report presented some
estimates showing that some micro-regions receive vastly more resources per capita than
others. A strategy needs to be implemented to narrow these gaps. The strategy must develop
a greater absorptive capacity in the poorer micro-regions and establish ceilings on the
absorption of SUS resources by the populations of the richer micro-regions.

4.4 Increase the absorptive capacity of the poorer microregions. This needs to proceed in
two ways. First, a minimum supply of servizes needs to be secuired locally. The state has now
embarked on a process to provide them as r-quired by NOAS, by identifying investment gaps
in the first level of complex services ("Ml") and assigning a high priority to financing these
gaps. Second, micro-regions should develop a capaLcity to rnanage the rest of their SUS
allocation by developing a fundholder capacity that would let them pay for, monitor the use
of, and have a voice on the delivery of complex services that they would purchase outside
their territory.
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4.5 Impose a hard budget constraint on spending in the richer mnicro-regions. Closing the
gap also requires imposing hard budget constraints on the ever-increasing appetite for SUS
resources in the richer municipalities. A hard budget constraint is already in place in
municipalities with Gestdo Plena do Sistema Municipal, but some of the larger and wealthier
municipalities in Bahia, including Salvador, have chosen not to acquire this status. The state
manages health care in these municipalities and finds it politically difficult to set a limit on
spending in those locations. The larger municipalities should be strongly encouraged to
acquire Gestdo Plena do Sistema Municipal and to fulfill the requirements of Constitutional
Amendment 29 (Salvador is thought to assign only 3% of its budget to health care - EC29
requires it to assign three times as much). Much of the excessive spending in the larger
municipalities takes place in tertiary care facilities that in theoiy should provide referral
services to the population of the whole state, but in practice - by design or by lack of
management-most of these services are used by the local population for simple interventions
that create congestion in tertiary care facilities and lead to a sub-utilization of tertiary care
capacity. Referral facilities should be managed independently from the municipal networks
and should be required to pay for all or at least part of their costs by selling high complexity
services to microregional fundholders. Distortions in the payment systems that favor the
misuse of tertiary facilities should be corrected, and audits to avoid the unjustified use of
these facilities should be implemented. At the same time, the municipal government should
ensure the existence of alternatives to cover the low complexity needs of the local population.

4.6 Continue to expand the use of capitation payments to other areas of care. The NOAS
legislation divides medium complexity health care into three sub-categories; the simplest of
these (termed Ml) would be financed on a capitation basis, analogous to the PAB. In the same
way as municipalities are made accountable for providing coverage of PAB-mandated
procedures by the Pactos de Atenqdo Basica, an instrument would need to be designed to
ensure that a certain level of Ml services are being provided and that they are well distributed
to the population of the micro-region. The case for requiring a system of accountability for the
effective delivery of Ml is based on lessons from previous investments in hospital equipment,
which then remain underutilized. Given the simple nature of Ml procedures this would
appear to be appropriate. The model should not, however, be extended to higher levels of
complexity. As one moves from preventive [PC38] to curative health care and further up the
complexity ladder, the criteria for success would appear to change. In preventive
interventions[Pc39], output targets are desirable: high vaccination coverage is a good thing. But
in the case of curative health, more is not necessarily better.

Changing the Distribution of Financing Responsibilities beyond NOAS

4.7 Over the longer term, the Government should consider two more fundamental issues
in the financing of health care that go beyond the scope of NOAS. The first is the need to
assign more funding for basic care in the poorest municipalities and therespective roles of
federal, state, and local funds in financing health care. This is discussed below. The second is
the role of the public sector-as opposed to private insurance and out-of pocket funds-in
financing different aspects of health care. This is discussed in box 4. 1.
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Box 4.1. Clarifying t:he role of the public sector
How much health care should be financed out of gcneral government revenue? The 1988 Constitution requires
the public sector to provide all aspects of health care to all segments of the population without charge. Not
surprisingly, this has placed an immense financial buirden on the public sector. It also raises a question of equity:
whether scarce tax resources should be used to financ-e health care for individuals who could afford such services
on their own, either out-of-pocket or through private insurance.
In discussing this issue, it is useful to distinguish among different kinds of health care services. Health care
programs provide some goods and services that are aLmost "pure" public goods. That is, they are both "nonrival"
in consumption (consumption by one person does not reduce the amount available for others) and
"nonexclusive" (benefits cannot be restricted to only those people willing to pay for them). Individuals may
benefit from the pure public health goods and services without elen knowing that they exist (for example, vector
control), although they are generally well aware Nkhen the services are not adequately supplied. Other health
services are rival in consumption but nonexclusive i_1 benefits. One example is immunization. A large part of the
population must use this service if it is to be effective as a nnecLical intervention for the population as a whole.
Immunizations may provide widespread immunity, however, at a level of coverage substantially lower than 100
percent. Thus they provide benefits to people who c ioose not to be immunized. Although, there is a willingness
to pay for the service, there is also an incentive to take advantage of the free ride, Because these services involve
inherent market failures, they require some form of government intervention in determining how much, and
what, will be provided. Hence a strong rationale ex. sts for, at least, partial government financing or compulsion
to force private parties to purchase adequate quantities of the service.
A second group of health services consist of services that are both rival and exclusive. Such services consist
largely of curative (as opposed to preventive) forms of care and are essentially private goods. The government
may find itself involved in the financing of these as a subslitute for private insurance systems that fail to
develop. In particular, governments may be need to step in to ensure that those who cannot afford insurance
have at least a minimum level of access to curative care. But the rationale for the government's financing acute
health care for higher income groups is questionable. Over the long term, the Government should consider: (i)
improving the regulation of private insurance makiing sure that private insurers pay full cost (not necessarily tie
SUS fee if that is below cost) when they send their patients to public hospitals and (ii) limiting health cost
deductions against personal or corporate tax (at present these deductions are unlimited). From a fiscal standpoint,
this would free up additional SUS resources that could be used to assume more of the burden of financing
curative care for the poor and the purely public, aspects of health cEire now financed by the states arid
municipalities.

4.8 How should the burden of financing the government's share of health spending be
distributed among the three tiers of governrment? And what is the specific role for federal and
state funding? In effect, as shown in the report, the quality of health care available to an
individual patient depends to a great extent on where the patient lives. Both federal and state
expenditures in health care are not sufficiently equalizing. I)espite improvements in recent
years, federal spending in health is not sufficiently progressive. Most poor states continue to
get a smaller proportion of federal SUS resources than their proportion of the population -
and it may be argued that in per-capita terms they should get more than the Brazil-wide
average. Also, while the implementation cf PAB was a big step forward in terms of equity, it
is often argued that municipalities with high infant mortality rates should get higher per capita
transfers for basic care than the Brazilian average mnunicipality. Because federal SUS funds
cover only 57% of health care spending, much of the burden of financing health care falls on
the states and municipalities. This has important equity implications. At present, the state
government finances the personnel costs of state-owned hospitals and of facilities it h,as
decentralized to municipalities. As a result, levels of spending by a municipality do not reflect
the wealth of the municipality in which the procedure occurs, as some of them receive a
subsidy from the state to cover their payroll costs. But the state's policy in relation to
municipalized facilities is to pay only Former state personnel. As state staff retire, the
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proportion of health spending financed by municipalities will increase, and the impact of
revenue disparities among municipalities will become more apparent.

4.9 There are several possible solutions to this problem, as illustrated in table 4.1. One
would be to increase the scale of federal SUS financing. This would obviate the need for
health spending by states and municipalities and eliminate the impact of inter-state and inter-
municipal revenue disparities. But this is would place a huge burden on the federal
government.

4.10 A second option would be to increase the equalization element in the general revenue
sharing system. In principle, it would be possible to alter the [Pc40]formulas regulating all
federal transfers so as to equalize per capita revenues in all jurisdictions. 13 In practice, there is
an insurmountable political obstacle to this option: Brazil's revenue sharing system has been
in place since 1966, and any changes would face severe political opposition. In any event, this
would not be an efficient way to reduce geographical disparities in health funding. States and
municipalities would be free to allocate their FPE and FPM as they saw fit. There is no
guarantee that they would spend it on health services. Earmarking, in principle, would solve
this problem. Although the earmarking of FPE/FPM is prohibited by the Constitution, the
EC29 requires states to spend 12 percent of their total net current revenues (including FPE) on
health care. Municipalities are required to spend 15%. But even a system of earmarked,
equalized transfers would have its drawbacks as it may be difficult to enforce. (See box 4.2
below.)

Box 4.2 Is Earmarking Enforceable?

Experience with a longer standing federal effort to increase subnational spending on education suggests that such
attempts are easily evaded. Under the 1988 Constitution, states and municipalities are required to spend 25% of
total recurrent revenues on education. Reports abound of subnational governments that have reclassified
spending in other sectors in order to meet this target. Even where the target is observed, it can have unintended
and undesirable consequences. One municipality in metropolitan S§o Paulo, for example, had difficulty meeting
the minimum spending requirement for education because its schools were financed and operated by the state
government. It solved the problem by sending the school band on an extended tour of Europe.

4.11 A third alternative would be to design explicit criteria for the allocation of federal
resources that gave a large weight to the needs of the poorer population. A substantial
reallocation of federal resources would need to be accompanied of a wider reform
encompassing the use of state resources. A model for this approach already exists in the case
of education which pools fixed shares of state and municipal revenues and allocates them
according to indicators of need.. One of the long-standing problems in the financing of
primary and secondary education in Brazil has been an overlap in the division of
responsibilities between states and municipalities. In Bahia, the state has traditionally
operated higher primary schools (grades 5-8) and secondary schools, along with lower
primary schools in larger urban areas. Municipal governments have financed primary schools
in rural areas. Given the greater resources available to the state, the result has been a sharp

13 Note that this would not be mathematically possible without forcing some states to contribute part of their
ICMS revenues to the FPE/FPM pool.
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discrepancy in the quality of primary sc.3ooling between state and municipal schools and
consequently between urban- and rural areas. Under the 16th Amendment, each state
government is now required to assign 15%o of its two piincipal revenues sources-the ICMS
and the FPE--to a special fund for primary education, termed Fundef. The municipalities
within the state must contribute 15% of their principal transf;zr revenues (a share of the state
ICMS and the FPM) to the fund. Resources of the fund are distributed to state and municipal
schools on the basis of enrollment. This has forced a substantial transfer of state revenues
from the state to the municipalities and hLas sharply reduced disparities in per-pupil spending
between the two school systems. 14 Federal funds are reserved to ensure that the poorer
municipalities reach a nationally determin-d minimum allocalion per student.

Table 4.1: Illustration of Alternative Financing Options 4.12 Would this make
Source of sense for health? It is
financing Options worth considering.

Centralize health Change distribution Under a FUNDEF-like
Current pending nd earmark Fundef-type fund approach, states and

________________ spending ___FPE'i:PM a p o c , sae n

Aten 3o bAsica tencgo basica, Atenqgo b5sica Ensure all municipalities would be
Federal sdia/alta (biased m|dia/alta media/alta (biased municipalities or required to allocate a
(SUS) o=d privately provided through oward pnvately micro-regions get a

provided profitable both pnvate and providJed profitable minimum per capita fixed share of their
procedures) public facilities Drocedures) respective revenues to a

None Contribute to rsetv eeust 
State M6dia1alta (focused M6dis/alta (focused consolidated health state health fund. This

on payroll costs in on payroll costs in fund fund could be used as a
public facilities) p_ubli: facilities)

Aten,;Ao bbsica, Cortribute to reinsurance scheme for
eclia consolidated health high complexity/hligh

Municipal ten,co bAsica, None mplexidade Fund
media complexidade PC42] in larger cost iterventins.
_ PC4I]in larger cities Alternatively, it could

be designed as a "compensation mechanism" to redirect state funds into programs in the
poorer areas. As explained below, there is a need to assign more state resources to basic care
in the poorest areas. Federal transfers wculd also be redefined to ensure that the population in
all municipalities received a minimum rationally defined allocation for health care (possibly
earmarking a minimum amount for basic care and a minimum for insurance against
catastrophic events).

Expanding and improving the quality of Basic Care

4.13 While there have been significant gains in the health of the population of Bahia in
recent decades, some of the more basic health outcomes - such as infant mortality or the
incidence of some communicable diseases-remain about ten years behind the Brazilian
average. Overcoming this lag [Pc43]requires sustaining the emphasis given in recent years to
the expansion of basic services to the poor - including water and sanitation, education and
basic health care. In basic health care, there are two programs that need to be sustained and
strengthened and a new role needs to be defined for the State Government.

14 If the sum of the state and municipal contrib itions, divided by the number of primary school students, is less
than a standard figure (R$3 15 in 1998), the federal government is required to make up the difference.
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Basic Health Care Agreement

4.14 The Basic Health Care Agreement or Pacto de Atencdo Bdsica aims to become an
instrument to link resource allocations with health care outputs and health outcomes. While
the instrument has great potential, its implementation to date has a mixed record. It has
become institutionalized in a relatively short period of time, but its implementation needs to
be improved and strengthened before is can fulfill its potential. To achieve this:

a Greater consensus is needed on the process that establishes the priority indicators and
the targets for those indicators. This is partly a technical challenge: how many infant
deaths can be prevented per dollar invested in alternative programs? Or is a measure
of the coverage of measles vaccine the best proxy measure for the whole
immunization program? It is also a difficult political challenge. Proclaiming that the
reduction of infant mortality is a goal is easy for govemments; what is difficult is then
reassigning health care funds from programs with a middle class constituency to
programs needed to reduce infant mortality.

* Individual targets for municipalities need to be set in a more realistic way. The
national guidelines are being applied in a rigid way, targets are not negotiated, and
they are imposed in ways that force municipalities to commit themselves to making
impossibly large improvements in a single year. SESAB on the other hand makes no
reciprocal commitment to supporting weak municipalities with financial or technical
resources.

* Databases need to be strengthened and unified. Despite recent improvements in this
area, there remain competing databases showing incompatible data measuring the
coverage of basic care programs and the administrative data on mortality lacks
credibility. Improvements in the management of the administrative data need to be
complemented with survey data.

* Pactos need to be monitored periodically with a view to making corrections to the
implementation of programs. SESAB needs to create a capability to effectively
monitor the Pactos, moving away from its current passive go-between role of
shuffling papers between Brazilia and the municipalities. There needs to be a state
capacity to manage and analyze basic care data and to provide early feedback and
guidance to municipalities as problems arise. Additionally, SESAB needs to
strengthen the capacity of its regional offices to maintain a permanent dialogue with
municipalities concerning the planning and implementation of basic care programs.

The Family Health Program

4.15 The PSF holds great promise as an instrument for providing good quality basic care to
the population. The use of community agents and its great institutional flexibility also makes
this program well suited for intersectoral coordination with the water and sanitation and the
education sectors and for the development of partnerships with civil society. PSF also has the
potential of becoming a tool to achieve savings in complex care by establishing gatekeepers
and improving the referral process. However, at present PSF covers only 11% of the
population and explicit strategies are needed for the next steps of its implementation. The
strategies need to acknowledge its slow pace of expansion, its high cost, and the technical
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weaknesses that can be expected from arny new program. WNhile the current emphasis on
training new family health professionals is a necessary component of such a strategy, in order
to expand the supply of human resources, there needs to be evidence that the investments in
training are effectively expanding the availability of PSF professionals in difficult locations
and are reducing their rate of turnover. If they are not, additional human resource
management reforms may be required as a complement to training. Apart from training, and
even if the govemment's aim is to make PSF universal, a clear strategy needs to be developed
for the long transition period that will msue. That strategy must make decisions about
priorities for expansion and about the instruments needed to implement those priorities. The
strategy should also contemplate how basic care is to be provided to the population not
covered by PSF during the transition pericd.

4.16 Where will the next phase of expmnsion be concentrated, what are the bottlenecks in
those locations, and how will those bottlenecks be overcome? When establishing priorities,
poverty and poor health outcomes of the 1-opulation should be a major consideration, but other
considerations also need to be taken i,nto account. Some trade-off may exist between
targeting the absolute poorest and seeking to cover a greater number of poor people."5 Trade-
offs may also emerge between the object ve of rapidly reaching the poor and the objective of
obtaining savings from the implementation of the program. Targeting the poorest in the state
could imply allocating resources in areas of highly dispersed populations - the health dollar in
those areas will reach less people because of their physical dispersion and because of the
higher supply price of professionals for tLiose areas. Savings from the implementation of PSF
require the introduction of complementary reforms in the management of complex care and
are likely to occur exclusively in urban settings. Implementing PSF in urban areas may be an
effective way of reaching as-yet-unreached pockets of poor populations, although it may have
a lower impact on overall poverty reduction than investing in alternative locations and will
only fulfill its potential role in reforming complex caren if other difficult reforms are
simultaneously implemented in the sector.

4.17 Once the regional priorities are established, instruments need to be developed to
implement those priorities. At present, implementation of PSF teams is a municipal decision
based on federal efforts to convince mayors of the benefits of the program and on financial
incentives provided by the MS through the PAB variavel. As discussed in the main report, the
financial incentives favor the smaller mrmicipalities in accessible regions - and that is where
most PSF teams are found in Bahia.16 The state of Bahia makes a flat contribution to any
municipality participating in the scheme. Once state priorities are established for an
expansion of PSF, options should be cor sidered for fine-tuning the existing incentives and for
creating new programs better suited to the chosen priorities. Options could include switching
the state support for PSF into a targeted program, developing a state-supported program to
hire professionals and assign them to different locations, or the development of the FUNDEF-
style scheme discussed above.

15 Similarly for infant deaths, the greatest redudition in infant deaths per dollar invested may not be obtained in
the regions with the highest infant mortality rat. if they have small dispersed populations. Rather, the most cost-
effective investments may occur in regions with lower IMRs, but larger and denser populations.
16 Large municipalities (led by Sao Paulo) are lobbying for a change in the rules of PAB variavel to elimirate its
"rural bias" and a new World Bank Loan will earrnark financing for large cities implementing PSF.
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Implementing Management Tools for Complex Care

4.18 Implement Centrais de Regulacdo, selective contracting, and systems of audit and
review in micro-regions. Essentially, the reforms promoted by NOAS entail two steps: first,
assign budgets to micro-regions to improve equity in the distribution of resources; second,
establish systems of care management in the micro-regions to improve efficiency and
transparency in the use of health care resources. Managing care implies setting priorities for
referrals and assigning resources according to those priorities. The technical tool to do that is
provided the Centrais de Regula,do, which would ensure a match between specialized
appointments and beds available, on the one hand, and patients, on the other. For this
technical tool to function properly[Pc44], providers need to be stripped of their privilege of
choosing their patients and selecting the more profitable procedures and this authority should
be given to the micro-region. This requires establishing new contracts and enforcing them
through new systems of audits and review. Participating providers may need to be
compensated for the loss of this privilege. A more selective contracting process could be used
to work with a smaller number of providers, giving them a greater volume of work to
compensate for the lower profits per patient they would receive once cream-skimming is not
allowed.

4.19 The implementation of these tools of managed care is technically demanding. While
there are already examples of municipalities that have successfully implemented some of
these tools in Bahia, many of the 19 municipalities in Gestao Plena have not succeeded in
doing so. Supporting the implementation of these tools should become a priority for the state
and would include technical assistance, the development of software and dissemination of
best practice. The use of national and international private insurance companies should be
considered to provide technical support to municipalities.

4.20 Establish a statewide regulation center for high complexity interventions. Access to
high cost/high complexity interventions, such as transplants or dialysis should be based on
transparent rules. Formal waiting lists should be established, availability should be clarified
and clear rules for priority setting should be designed and made public.

4.21 Establish systems of quality enhancement. SESAB should redefine its role as a
regulator to emphasize quality enhancement by requiring public and private hospitals and
municipal health authorities to report progress on a quality improvement agenda on a regular
basis. This agenda would include introducing concurrent and retrospective clinical
supervision designed to detect and reduce ineffective care, unnecessary variation in the
practice of medicine, malpractice, and fraud. The process would consist of the development
and implementation of clinical evidence-based protocols that would be used as a standard of
comparison with current practice. It would involve the use of peer review activities in the
medical community. These have yielded salutary change in medical practice in other states
and countries. Such systems of peer review by respected physicians can be expected to yield
significant reductions in avoidable medical expense by reducing unnecessary hospitalization,
testing, and therapy. Peer review and other systematic methods of quality improvement can
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also enhance the process of holding providers accountable to the public for efficient and
effective clinical practices.

4.22 Reduce the administrative burdeni on SESA B tl2at results from the management of a
large nuinber of hospitals. The majortty of the state-owned and state-operated facilities
should be transitioned to micro-region oi municipal management, if capacity exists to accept
that transition. An experiment in outsourced management (terceirizaqdo) also appears to hold
promise and is an additional interim strat-gy. As is the practice in other states, SESAB should
only retain direct control of referral fa.ilities. In either zase, work should begin now to
stimulate the development of resources, skills, and tools that will be needed, if the micro
regions and municipalities are to assume a larger role in the management of local health care
facilities.

4.23 Shed inefficient local capacity and delegate management of local health carefacilities
to local authorities. A large network c- small hospitals is inefficient. A number of smaller
facilities should be closed, merged with other facilities, or converted to centers that provide
urgent care, observation services, and low risk mnaternity services. They should also maintain
24 hours-per-day accessibility. To elirriinate the incentives for excessive use of inpatient
services, these facilities should no loncer be reimbursed by AIH. Savings achieved in the
reduction of hospital use should be reinvested in expanded ambulatory care, or basic care, or
be used to extend hospital services to sectors of the popula:ion that currently face barriers to
access.

4.24 Systematically evaluate current roimbursement methsds and develop new payment and
incentives systems. This is necessary given the distortions known to exist in the SUS
reimbursement schedule ("tabela SUS") and the new systerns should be designed to motivate
providers to take an active role in the identification and elimination of clinical care that is
ineffective or of substandard quality. Aieas in need of evaluation include: (i) a realignment of
the relative prices in the tabela SUS, wLth relative prices that better reflect resource-use; (ii)
the pros and cons of the current federal policy that requires municipalities in Gestao Plena to
continue to use the tabela SUS to reiriburse their local providers - should they be given
greater flexibility to adapt to local conditions? (iii) the development of modern payment
mechanisms for physicians, this would zxamine options such as capitation that may promote
competition and greater efficiency.

4.25 Develop a formal process to evaluate the appropriateness and necessity of new
medical technology, and promulgate evidence--based practice parameters for common
procedures. An evidence-based process of new technology assessment and approval could be
piloted in Bahia, with the cooperation and suppoIt of the strong academic community of the
state. This process[Pc451 could enhance the scientific basis of the regulatory authority of
SESAB and could serve as a model for other states and for the federal government. Proven
methods of technology assessment, which are currenitly in use in other countries, could be
examined and adopted for local use. Academic resources should also be utilized to identify
and certify evidence-based guideline: for establishing standards of care for common
conditions and procedures. These standards of care should then be used by Reguiation
Centers in the evaluation of provider practice patterns.
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Annex 1. PROGRESS INHEALTH OUTCOMES BAHIA

During the last two decades, health outcomes have improved in the state of Bahia, as in the
rest of Brazil, with a general increase in life expectancy and reduction in matemal and infant
mortality rates. However, compared with the rest of the country, Bahia still lags behind, with
an infant mortality rate 1.4 times that of Brazil. This Annex describes the recent achievements
in terns of health outcomes in Bahia, and highlights the shortcomings in relation to average
trends for the country.

The state of Bahia accounts for 7.7 % of Brazil's total population. However, its contribution
to the overall GDP was only about 4.1% in 1995 [1'. The GDP per capita of the Northeast
Region, which includes Bahia, is the lowest out of all Brazil's regions, and is just over half of
Brazil's per capita GDP. In Bahia 42% of the population is estimated to live below the
poverty line, as compared with a national average of 28% [3]. This is one explanatory factor as
to why the State of Bahia in general has had lower health indicators than the average for the
country.

Despite following Brazil's urbanization process in the last two decades, the State of Bahia still
has a large proportion of the population living in rural areas: 38% in 1999, compared with
22% for Brazil. In the last decade (1991-2000), population growth has been at 1.1% in Bahia,
compared with 1.6% for Brazil, with growth concentrated in the metropolitan areas and
municipalities over 100,000 inhabitants. The state's fertility rate has decreased significantly
from 3.3 in 1991 to 2.4 in 1998, thus reaching the national average. In addition to the reduced
fertility rate, Bahia's population pyramid changed shape, with children under 10 accounting
for a smaller proportion of the total population in 1996 compared to 1980. At the same time,
life expectancy in Bahia has been catching up with national figures (See table 1).

Table 1.

1991 1998 % Change
Life Expectancy (in years) Brazil 66.0 68.4 4%

Bahia ' , 4 p7.X
Total Fertility Rate (figures are Brazil 2.73 2.44 -11%
for 1991 and 1999) Bahia 3.33 2.4 42
Infant Mortality Rate (figures Brazil 44.8 33.1 -26%
are for 1992 and 1998) Bahia- ` 576 ,-'46.32Ao0
Illiteracy Rate (figures are for Brazil 18% 13% -28%
1992 and 1999) Bahia 31 1/ 24%t 3

Source: from [1] for 1991 data and RIPSA 2000 for 1998/9 data

[I] Background paper for the study: Epidemiological - Demographic Analysis of the State of Bahia,
OPAS/SESAB, Salvador, Bahia, January 20, 2002
[3] Nunez et al. Medindo as Desigualdades em Sauide no Brasil. OPAS/OMS/IPEA, Brasilia, 2001.
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Infant mortality

National infant mortality rates fell by about 40% from 1985-7 to 1995-7. The Northeastern
region, which includes the State of Bahia. exhibited a decline in infant mortality rates of about
33.2% in the same period. Despite this decline, whern anaLysed in comparison with other
countries, Brazil's infant and maternal mortality rates are worse than what would be predicted
from the country's income. This result holds when the analysis is performed at the regional
level: although the Northeastem region is the poorest of. Brazil's regions, the infant mortality
rate is still worse than what would be expected from the average income of the region.[21

While the country's infant mortality dropped from 44.8 per 1,000 live births in 1992 to 33.1 in
1998 (a 26% decline), in the State of Bahia, the reduction was from 57.6 to 46.3 (a 20%
reduction) and despite this significant drop, infant mortality in the State of Bahia still remains
slightly higher than the country's 1992 rate.

Chart A1.1
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An analysis of infant mortality by quintiles in Brazil, using 1986-1996 DHS estimates, shows
that while in the richest quintile 29 out of 1,000 children died before the age of one, in the
poorest quintile, the corresponding figure: was almost 3 times higher, with 83 deaths per 1.000
live births [2]. The large inequalities prevailing in the country are also present in the State of
Bahia, where the macro region Extremo-Sul (Texeira Freitas) has the highest infant mortality,
at about 2.3 times that of the macro region Oeste (Barreiras). Furthermore, an analysis of 8
municipalities with a population over 100,000 inhabitants shows that in these larger
municipalities, infant mortality ranges around the national average with figures between 31
and 44 per 1,000 live births, and an even lower rate for Ban-eiras of 20.2 [1]. T'his means that
smaller and rural municipalities presumably have infant mortality rates even higher than. the
State average of 46.3 per 1,000 live births.

[2] Brazil Maternal and Child Health. World Banh Report No. 238 [ 1-BR. Feb. 2002
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A disaggregate analysis of infant mortality shows that with respect to neonatal mortality
Bahia has performed like the rest of the country in recent years: both in Brazil and in Bahia,
the neonatal mortality rate dropped by 12% between 1997 and 1998. Reduction in post
neonatal mortality, however, has been minimal in the state, decreasing by 5% in Bahia, while
it decreased by 11% for Brazil as a whole (see Chart 2).

Chart A1.2
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This suggests that while improvements in neonatal care are following national trends, much
still needs to be done to prevent post neonatal mortality. Another way of looking at this is by
analysing the causes of registered deaths in children under one year.

Chart A1.3 Chart A1.4

% of Infant Deaths According to Cause % of Infant Deaths According to Cause
Brazil - 1995-1997 Northeast - 1995-1997
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As can be seen from Charts 3. and 4. above, perinatal causes are responsible for around half
of all infant deaths both in Brazil and in the Northeastern region. The main difference, is that
in the Northeastern region, diarrhoea still accounts for the second largest number of infant
deaths, whereas for Brazil as a whole, diarrhoeas are ranked 4th, after perinatal causes,
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malformations and respiratory infections. 'While foi Brazil as aL whole 18% of infant mortality
is due to diarrhoea and respiratory infections, in the Northeast, 21% of infant deaths are due 1-o

these two causes. These findings coincide with the above analysis showing that post neonatal
infant mortality is still a greater problem for the St:ate of Bahia than it is in the rest of the
country. It also suggests that in the Northeastern region as a whole, infant care in the postnatal
period, is still key to reducing infant mortality. It is estirmated that in Bahia, 62% of deaths in
children under 1 year could be avoided through prevention, diagnosis and early treatment.[41

An analysis of causes of deaths in children under 5 years shows a similar picture: in Bahia,
the proportional mortality due to acute diarrhocal diseases was 9.3 in 1998, compared with a
national average of 6.8.

The State of Bahia has achieved important progress in expanding access in maternal an infant
care in recent years. For example, covenrge of the third dose of the DPT vaccine rose from
55% for the 1990-95 period to 81% in 1999. This is still lower, however, than the national
coverage of 95%. Furthermore, the percentage coITesponding to ill-defined causes in Charts 3
and 4 can be used as an indicator of low coverage or poor quality health services. In the
Northeast, 22% of infant deaths fall into that category, suggesting low access to quality health
services for an important portion of the populatiorn.

Other factors which affect the infant mctrtality pattern are the coverage of sanitary services
and access to clean water. Adequate coverage of sanitary services in Bahia's urban areas was
57% in 1999, compared with 74% for Brazil. Water supply in urban areas increased from 80%
in 1991 to 91% in 1999, thus reaching national average urban levels [3]. Rural areas suffer
from low coverage for sanitary services and fresh w ater.

Maternal Mortality

Estimates from the SIM-SESAB suggest that in the State of Bahia maternal mortality went
from 43.7 per 100,000 live births in 1992 to 47.4 in 1999, compared with one estimate of 147
per 100,000 as the national average[5] Considering all other indicators from Bahia, one can

[4] RIPSA - DATASUS
[5] Victora 2000, cited in [2]
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conclude that these low figures are due to underreporting, and the fact that the rate has risen
since 1992 is probably a result of better reporting over the years, rather than an increase in
maternal mortality per se.

Estimated maternal mortality rates for the 8 largest municipalities show a variation between
51.7 and 102 per 100,000 live births suggesting huge gaps in access to services across the
state [1]. It has been estimated that the ratio of direct to indirect obstetric causes of death in
mothers is over 1 1 for the Northeastern region, compared to 3 in the SouthlSoutheast of the
country [2]. This high ratio is indicative of poor health system performance, considering that
direct causes are easier to prevent through health services.

In the state of Bahia, both the rate of hospital births and the percentage of pregnant women
who receive more than 6 prenatal visits is lower than for the country as a whole, indicating a
relatively lower coverage of health services in the State.

Bahia Brazil Year
Maternal Mortality Rate 47 147 1999 and 1995-7
Hospital Births 90% 97% 1998/99
Prenatal Care: > 6 visits 39.8% 49.5% 1998/99
Source: from DATASUS except MMR from Victora 2000 cited in [2]

Other Causes of Mortality

Among communicable diseases, Tuberculosis represents an important burden for Bahia with
an incidence per 100,000 people of 60, compared with 48 for Brazil, and about 7,800 new
cases in 1999. Other important diseases include Dengue, with almost 8,000 newly reported
cases in 1999, cholera, with 319 cases and AIDS, with 525 newly reported cases.

Despite the remaining presence of these communicable diseases, Bahia is currently
undergoing an epidemiological transition as can be seen from the decrease in deaths due to
infectious and parasitic diseases and an increase in deaths due to chronic diseases and external
causes that occurred between 1991 and 1998. Death from external causes, which include
accidents and violence, has become increasingly important in Bahia, especially among men in
the larger municipalities.
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Annex 2. Utilization of Publicly Funded Health Services and the Distribution of Public
Health Expendi,tures by Income Groups

Chapter 3 presents estimates of the geographic distribution of publicly financed expenditures.
Another way of examining the degree of ine-quity in the distribujtion of public health resources
is analyzing how different income groups benefit from public expenditure. The established
method used for this is benefit incidence analysis, which combines inforrnation on the cost of
providing public services with informatior on their use, in order to generate distributions of
the benefit of government spending. Tlhe benefit incidence analysis summarized below
involved a three-step methodology. First. estimates were obtained of the unit subsidy of a
number of health interventions. These est: mates were derived from 1998 budget data for the
three tiers [PC46] of government and 1998 PNAD (Pesquisa Nacional por Amostra
Domicili&ia) household utilization data. Second, the unit subsidy was distributed to
individuals and households who were identified from PNAD as users of the service. Third,
households were aggregated into five quintiles based on the total per capita expenditures of
the household.'

The different income groups' service utilization patterns are shown in Table A2. 1. The table
suggests that, while the total number of contacts with the health care system is divided more
or less evenly across income groups (wit'l the bottom and top quintiles making slightly less
use of SUS services than the rest of the population), different income groups use publicly
financed services in different ways. The table suggests the existence of four distinct patterns
of use of SUS:

Table A2.1 Use of SUS services by quintile (percent)

QUINTIL
Tlpo de Atendimento 1 2 3 4 5 Total

Medical and dental appointments 18.3% 23.00% 21.40% 22.30% 15.10% 100%

Other professional appointments 11.1% 9.90% 50.70% 24.60% 3.70% 100%

Vaccinations 21.7% 27.00% 29.30% 14.60% 7.30% 100%°

Small routine appointments 8.2% 25.40% 25.10% 23.60% 17.60% 100%

Ambulatory surgery 16.4% 8.20% 35.70% 2240% 17.30% 100%

Emergency services 22.7% 16.70% 12.30% 15.30% 33.00% 100°A

Hospital admissions 20.4°A 30.90% 27.50% 17.00% 4.30% 100%

Complementary Exams 13.9% 13.60%1 31.80%1 27.30%/ 13.40%Y 100%k

Total 17.8%, 22.30%1 22.80%1 22.30% 14.70% 100%
Source: Diaz, based on PNAD 1998

* The poorer 60% of the population art, the main users of the most basic services (proxied in
Table A2.1 by vaccine use) and of the SUS-financed inpatient services. One may
speculate that this pattern reflects the use of privately financed services by the richer
quintiles who may use private insurance, or out of pocket payments to avoid the long

PNAD for 1998 included a special module about health care. While analysts coincide that this makes it the
best source of household data on health care use in Brazil, it is not a good source of data when compared with
household surveys in other Latin American courtries. The health module was not designed with the objective of
conducting benefit incidence analysis, and linking government budget data with the household data requires
more abundant assumptions and guesswork than is usually the case.
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waiting and poor hotel facilities associated with SUS services. For inpatient services, it
may also suggest that the over-use of hospitalization (discussed in chapter 3) may be
concentrated among the poor.

* Primary care consultations seem to be equally distributed among the population.
Unfortunately, PNAD combined physician and dental consultations in one category. It is
likely that the lower-income groups may account for most of the SUS physician contacts
and the middle-income groups may account for the dental consultations (which are not
available in most rural and small-town locations).

* Specialized care, outpatient surgery, diagnostic services, and routine treatments of chronic
conditions are concentrated in the middle-income groups.

* Emergency care is concentrated among the richest 20%, who consume a third of these
services measured by number. PNAD does not offer a breakdown of the type of service
classified as "emergency" however, it is possible that when the rich use emergency
services, they do so for severe conditions requiring costly treatment. This may be due to
severe trauma. It may also be a way to circumvent long waits and controls for high
complexity interventions. As described in chapter 3, the public hospital with the most high
tech equipment in Bahia admits 80% of its patients through the emergency room and has
few filters and controls over these admissions.

How is public money distributed? Table A2.2 provides estimates.

Table A2. 2 Bahla: Distrlbution of public expenditures by socioeconomic
Quintile

Complexity Botto 2 3 4 Top tal
Basic 1 6' 23' 21', 21 ~ is" 100'/
Medium 180i 20' 34', 21' eY, 100'

High 26' 570 1 CA 1 2' 5'/ 100
Simulation 1 18S 235 27' 21' i11 100'
Simulation 2 205 21' 200o 19' 21', 100'
Simulation 3 21' 19' - -170/1 18' 25Y 1000
R$ simulation 1 208,510,196.2 268,540,152.' 317,648,900.. 239,213,728.1 129,113,714. 1,163,026,691.
Benefits as % of
expenditures 21 '% 22'/ 15'/ 7'f 1 ' 6'!

Simulations are based on the percentage of cost assigned to emergency. S2 = 40%, S3 = 60%

* In terms of the proportion of public funds that reaches each quintile, the largest
beneficiaries are the intermediate quintiles (each of which gets more that 20% of total
expenditures), followed closely by the bottom quintile (which gets 18% of the total). The
richest quintile gets a smaller share of the total (11%).

* In terms of the value of the benefits received by the different income groups relative to
their income, the impact is highly progressive. For the population as a whole, SUS
expenditures represent a benefit equivalent to 6% of the household expenditures. For the
top quintile, SUS expenditure represent only a 1% increment on their expenditures. For
the bottom 40% of the population, this increment is equivalent to more than a 20%
increase in their expenditures.

It should be emphasized that these estimates are based on the assumption that the services
utilized by the rich are of a similar nature and cost as the services used by the rest of the
population. As explained in the chapter 3, this is probably not a correct assumption. A large
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proportion of families in the top income group have access to private insurance and use SUS
as a complement to their private insurance plans. These -stimates also assume that the
emergency services reported by PNAD ri fer to re]atively simple trauma interventions. If,
instead, emergency services are construe¢, as the whole gamut of services provided through
emergency rooms, the picture changes cnrastically. Table A3.3 shows the results of two
simulations based on this assumption that suggest that, under this interpretation, the share of
the top quintile would be in the range of 2 [ % to 25% of the total.
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