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Improving health system outcomes is a major development challenge for Europe and 
Central Asia (ECA). Fifty years ago, average lifespans in the region were slightly behind 

those in Western Europe, but far better than in East Asia, Latin America, or the Middle East. 
Since then, the gap between ECA and its western neighbors has widened, while the other 
middle-income regions have now all moved ahead. Some countries in ECA have performed 
very well, and the overall regional trend has recently improved, but long-term progress has 
certainly lagged behind the rest of the world. 

In the future, health sector issues are likely to loom ever larger in policy agendas across  
the region. Living a long, healthy life will increasingly matter to people as much as achieving 
ever-higher incomes. Opinion polls indicate that health is the top priority for government 
spending among populations across ECA, and expectations for a strong government role 
in the sector are high. Yet these aspirations must be reconciled with the reality of aging 
populations and significant fiscal constraints.   

Getting Better: Improving Health System Outcomes in Europe and Central Asia draws on a wealth  
of new evidence to explore the challenges facing health sectors in ECA. It highlights three 
key agendas to help countries seeking to catch up with the world’s best-performing health 
systems. The first is the health agenda, where the main priority is to strengthen public  
health and primary care to help achieve the “cardiovascular revolution” that has taken  
place elsewhere in recent decades. The second is the financing agenda, in which the growing 
demand for medical care must be satisfied without imposing an undue burden on house-
holds or government budgets. The third agenda relates to broader institutional arrangements, 
where the task is to adopt some of the key ingredients common to most advanced health 
systems that are still missing in many ECA countries. A common theme for all three  
agendas is the emphasis on improving outcomes, or “Getting Better.”
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Foreword

Recent years have brought economic turmoil to Europe and its 

neighborhood, and the attention of policy makers has naturally been 

drawn, even more than usual, to the ups and downs of their econo-

mies. This focus is justified: much will depend on charting a course 

toward rapid recovery and sustained growth. But when we think 

about the issues that will matter most to people in the region over a 

longer horizon, other priorities come into sharper focus. From this 

viewpoint, there are perhaps few challenges more compelling than 

those facing health systems across the region.

There are at least two reasons to believe that health is a major 

development challenge facing Europe and Central Asia (ECA) today. 

First, looking back over several decades, we note that the region’s 

progress in health—as measured by indicators such as life 

 expectancy—has been among the slowest in the world. Instead of 

catching up with Western Europe, many countries in the region have 

been falling behind. Although recent years have seen some improve-

ment, parity is still a long way off.

Second, looking forward, we see evidence that better health 

becomes an increasingly important aspiration among populations as 

countries grow richer. Aging societies will reinforce this trend. 

Indeed, a joint EBRD-World Bank survey undertaken across the 
xiii
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region in both 2006 and 2010 indicated that health was consistently 

ranked the top priority for government investment among respon-

dents in over three-quarters of the countries, including among men 

and women, young and old, rich and poor. Living long and healthy 

lives matters as much as achieving ever-higher incomes. 

This book highlights three major agendas for health systems. First, 

health outcomes can be significantly improved—especially in the 

area of cardiovascular disease—in large part through wider imple-

mentation of cost-effective measures. Second, there is a need to 

ensure that better health care is financed in a way that does not 

impose an undue burden either on households or on governments. 

And third, the institutional arrangements that govern health systems 

must be strengthened by adopting some of the key ingredients com-

mon to advanced health care systems that are still absent in many 

countries in ECA. 

The World Bank is refocusing its efforts to advance the develop-

ment agenda with a view to end extreme poverty and promote 

shared prosperity. In the health sector, this will mean reducing large 

out-of-pocket payments for health care by households and extending 

access to high-quality health care services to the most vulnerable 

people. The ECA region can be proud of many achievements on both 

these fronts, but much still remains to be done. As World Bank 

President Jim Yong Kim has noted, “all of our clients are challenged 

by delivery—the design, execution and demonstration of results.” 

Nowhere is this truer than in health care delivery, but the rewards for 

making progress will be enormous.

The health sector challenges described in this book are common to 

many other middle-income countries around the globe, and thus the 

key messages should resonate with audiences outside Europe and 

Central Asia. But above all, the book offers insights to policy makers 

in the region who seek to achieve a more prosperous and healthy 

future for their people. 

Philippe Le Houérou Ana Revenga

Vice President Director, Human Development

Europe and Central Asia Region Europe and Central Asia Region

The World Bank The World Bank
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If you ask policy makers or technocrats about their country’s health 

system, they will probably start to talk about budgets, hospitals, 

doctors, drugs, and so on. Ask people on the street, and they are 

more likely to begin with their personal experience—or that of a 

parent, friend, or neighbor. They may tell a positive story—of a 

 successful reform or of an illness cured. But it is perhaps just as 

likely that they will express some frustration—about the costs, the 

 quality, or the complexity. These conversations could take place 

anywhere in the world, of course. Health is a difficult sector, and it 

matters to people in a way that few others do. But it is perhaps even 

more common for unhappiness with the health system to be part of 

conversations taking place in the countries of Europe and Central 

Asia (ECA).

This report is about how to improve health system outcomes in 

countries in the ECA region. Long-term historical trends indicate 

substantial room for improvement, especially when ECA’s health 

outcomes are compared to those of the EU-15. Instead of catching up 

with their Western neighbors, many countries in ECA have been 

 falling behind. In addition, over the past decade or more, key 

 outcomes in health financing have not converged with those of the 

EU-15. The need for accelerated progress is therefore clear. 

Overview 

1
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2 Getting Better: Improving Health System Outcomes in Europe and Central Asia

Achieving better outcomes would also help governments respond 

to popular demand—that is, for the policy maker to answer to the 

person on the street—since health is a high priority for populations 

across the region. This sentiment is likely to become even stronger 

over time, since living long, healthy lives is an aspiration that tends 

to grow in importance as countries become richer and basic needs are 

met. As a result, health sector challenges are here to stay for policy 

makers throughout ECA. 

This report, which explores the development challenge facing 

health sectors in ECA, identifies three key agendas for achieving more 

rapid convergence with the world’s best-performing health systems:

• The first is the health agenda, in which the main imperative is to 

strengthen public health and primary-care interventions to help 

achieve the “cardiovascular revolution” that has taken place in the 

West in recent decades. 

• The second is the financing agenda, in which growing demand for 

medical care must be satisfied without imposing an undue burden 

on households, by achieving better financial protection, or on 

 government budgets, by ensuring a more efficient use of resources. 

• The third agenda relates to broader institutional arrangements. 

Here, a few key reform ingredients are identified, each of which is 

common to most advanced health systems but lacking in many 

ECA countries. 

A common theme in each of these three agendas is the emphasis on 

improving outcomes, or “getting better.”

A Development Challenge 

Fifty years ago, the countries of Europe and Central Asia were far-

ing quite well in matters of health. Significant progress had been 

made in addressing maternal and child health and infectious dis-

ease, more than in most other regions of the world. Life expectancy 

in ECA was just 5 years less than in Western Europe but 10 years 

more than in Latin America and 20 years more than in East Asia 

and the Middle East. The region’s health outcomes therefore far 

 surpassed those in most other low- and middle-income countries 

around the globe. 

Today, the picture is different. While health outcomes in the 

region are not far from the global average for the region’s income 

level, the long-term trend has not been good. The life expectancy gap 
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between ECA and the EU-15 has doubled to about 10 years, and the 

other middle-income regions have all overtaken ECA ( figure O.1). 

Surveys of global health have noted the tremendous gains in health 

worldwide over the past half-century, with two major exceptions: 

Sub-Saharan Africa, due to the HIV/AIDS epidemic, and Eastern 

Europe (Cutler, Deaton, and Lleras-Muney 2006). The slow progress 

of ECA’s health outcomes is thus of global significance.

The story of ECA’s long-term health trends is not uniform 

( figure O.2). Some countries have performed very well. Turkey is the 

best example, having added nearly a quarter-century to its life 

 expectancy since 1960, in line with other high-performing 

 middle-income countries. The former Yugoslav republics have also 

achieved steady health progress over most of this period. Meanwhile, 

the Baltic nations, Central Europe, and the larger former Soviet 

republics all experienced almost no improvement in health outcomes 

between 1970 and 1990. But since then, their trends have diverged. 

Central Europe has made steady progress, while the former 

Soviet  republics experienced severe declines early in the transition 

period, from which the Baltics have recovered, while Belarus, 

the  Russian   Federation, and Ukraine have not. Central Asia and 

FIGURE O.1
Since 1960, Life Expectancy Gains in ECA Have Been the Lowest 

in the World
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4 Getting Better: Improving Health System Outcomes in Europe and Central Asia

the  Caucasus did better before 1990 than they have since. Very 

recently, trends have started to improve in a larger number of coun-

tries, but full parity with the EU-15 is still a long way off. 

The regional trend also defies simple explanations. Slow progress 

is not just the product of a difficult period of transition from com-

mand to market economies, since the flat trend of health outcomes 

was apparent well before 1990. Nor does the trend apply only to 

men, as the life expectancy gain among women since the 1960s has 

only been about one year higher. And ECA’s health challenges are 

not limited to just one or two large countries, since many countries 

across the region have struggled to make progress. 

The divergence in health indicators between Eastern and Western 

Europe has come about despite recent progress with convergence in 

income levels. Although since the mid-1990s the ECA region has 

enjoyed faster growth in gross domestic product (GDP) than the 

EU-15, that growth has not translated into more rapid gains in life 

expectancy. That finding is in line with the global finding that growth 

does not automatically lead to better health (Deaton 2007). Instead, 

gains tend to arise from the wider application of health-improving 

FIGURE O.2
Significant Variation in ECA’s Health Trends across Countries and over Time
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knowledge and technology, particularly in personal behavior and 

medical care. Concerted public action can play a pivotal role in accel-

erating this process: it does not happen automatically as a result of 

higher incomes. 

These long-term trends in ECA matter because health is valued so 

highly. There are many ways to advocate for the policy importance of 

the health sector. Better health has been justified on the grounds that 

it is a basic human right, central to development and a key determi-

nant of happiness. The economic approach to valuing health empha-

sizes the “willingness to pay.” Both research and common sense 

suggest that people are willing to give up a lot of other consumption 

to improve their odds of living long, healthy lives. In ECA, survey 

respondents in six countries were about evenly divided when asked 

to choose, hypothetically, whether they would prefer to live in a 

country with a European health system or in one with European 

 living standards. It is also true that better health—especially during 

early childhood—can raise income levels, but this effect is less 

 important than the large, direct contribution of health to overall 

well-being. 

The concept of a high “value of life” reinforces the message that 

ECA’s historical performance with regard to health improvement has 

been relatively weak by global standards. A body of research 

that  aims to combine health and wealth into a single metric sug-

gests that health gains can be as important as income gains in their 

 contribution to welfare improvement worldwide (Becker, Philipson, 

and Soares 2005). But in ECA, the contribution of health to welfare 

(referred to here as “full income”), and therefore to development in 

the broadest sense, has been very modest (figure O.3). Overcoming 

this legacy is therefore a key development challenge for the region. 

As further evidence of its importance to ECA’s development 

agenda, health is a top priority for populations across the region. 

According to survey evidence, the health sector consistently ranks as 

the first priority for additional government spending in about three-

quarters of the countries in the region, including among men and 

women, old and young, rich and poor (figure O.4). The same is true 

in much of Western Europe as well. Of course, population prefer-

ences are not the only consideration in allocation of government 

budgets, but they should nonetheless be an important voice in those 

deliberations.

For the foreseeable future, health is likely to remain a key 

 policy challenge for ECA. As countries grow richer and basic needs 

are met, the importance of health in household preferences 

becomes even greater. Living longer, healthier lives is preferred to 
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6 Getting Better: Improving Health System Outcomes in Europe and Central Asia

FIGURE O.3
Health Has Contributed Very Little to ECA’s Development in 

the Past 50 Years

Source: Calculations based on Becker, Philipson, and Soares 2005.

Note: Figure shows the contribution of health to the growth of full income, 1960–2008. ECA = Europe and Central Asia.
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FIGURE O.4
Health Is a Top Priority for Populations across the Region
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compressing more consumption into a fixed life span. Through sur-

veys, people have typically indicated higher expectations for a gov-

ernment role in health than in other social sectors, such as 

employment or pensions. By implication, people do not want to be 

left alone to navigate complex medical care and insurance markets 

in search of a product that may be life saving or bank breaking—or 

both, or neither. In brief, the health sector can be expected to take 

on more prominence in the political agenda of countries across ECA 

in the years to come. 

A road map to the report links the development challenge 

described here to the three key agendas discussed below (figure O.5). 

The development challenge corresponds to the ultimate policy 

 objective of improving welfare, of which health (and thus the health 

agenda) is a major determinant. But people have many other spend-

ing priorities that matter for their well-being, too, and thus equally 

important is the issue of how to pay for better health without impos-

ing undue burden on households or government. This is where the 

financing agenda fits in. Together, the health and financing agendas 

embrace three commonly identified policy objectives for health 

 systems: improving population health outcomes, the financial pro-

tection of households that seek medical care, and the efficiency of 

government health spending. Finally, a cross-cutting institutional 

agenda affects performance across the board. 

FIGURE O.5
A Road Map to the Report
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8 Getting Better: Improving Health System Outcomes in Europe and Central Asia

The report brings new evidence to bear on each of these major 

agendas. A household survey, which was implemented in six  countries 

with a focus on health-related behaviors and utilization of medical 

care, yielded results that can be compared to existing data sources for 

all European Union (EU) member states. A quality-of-care survey was 

undertaken in five countries to assess how providers respond to hypo-

thetical patient “vignettes.” Existing household surveys in 11  coun-

tries were used to analyze the burden of out-of-pocket spending for 

health. Last, a questionnaire on the institutional characteristics of 

health systems was deployed across all ECA countries to systematically 

assess the health reform agenda across the region. Some cross-cutting 

themes common to these data collection efforts include benchmarking 

ECA against the EU-15, balancing an overview of health systems as a 

whole with a focus on specific diseases, and emphasizing key  outcomes 

or “results” relevant to each of the three agendas.

The Health Agenda: Achieving a Cardiovascular Revolution

Identifying a health policy agenda for ECA should begin with an 

understanding of why its performance has lagged behind that of 

other regions. There are many determinants of individual and 

 population health: a list would have to include genes, early  childhood 

conditions, nutrition, knowledge about the factors that affect health, 

educational level, personal behaviors, the environment, socioeco-

nomic status, and medical care. Each is likely to be relevant for ECA 

at least to some degree.

While it is not possible to say exactly how much of a population’s 

ill health is due to each of the many underlying causes, two lines of 

inquiry can go a long way toward establishing a preliminary diagno-

sis of what ails ECA. The first is to account for the proximate 

 determinants of mortality in the form of common measures of dis-

ease burden. The second is to look at the historical evidence on 

health improvements in longer-living countries such as those in the 

EU-15 over the past 50 years. In both cases, the evidence points to 

the same major cause: heart disease. 

Health outcomes in ECA have not converged with those of the 

EU-15 in large part because the region has yet to achieve the “cardio-

vascular revolution” that has taken place in the West over the past 

50 years. Circulatory diseases account for over half the life expec-

tancy gap between ECA and the EU-15, and better cardiovascular 

outcomes were similarly responsible for over half the health gains in 

the EU-15 in recent decades (figure O.6). Perhaps more than in any 
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other field, this is where the miracle of modern medicine has been 

most evident. In 1950, little could be done to help a patient with 

heart disease, and knowledge of its causes was very incomplete. 

Today, much more is known, and a wide range of drugs and technol-

ogies is available to help address it. The overwhelming importance of 

a single disease group, albeit a complex one, should send a clear 

 signal about ECA’s lagging health outcomes and represents an 

 obvious target for policy action. 

In addition to cardiovascular disease, two other factors behind the 

life expectancy gap also stand out. The first is neonatal mortality (that 

is, death in the first 28 days of life), which accounts for the majority 

of deaths before age one. Improvements on this front, in no small 

measure due to new medical technologies, have also been a major 

reason for increased life expectancy in the EU-15. The second is 

external causes, mainly due to alcohol-related road traffic injuries, 

which are responsible for an extraordinary and unnecessary loss of 

life concentrated among the working-age male population in a 

 relatively small number of countries in the region. 

The report’s emphasis on these factors is not intended to promote 

more vertical programming but rather to view the health conver-

gence challenge through the lens of a few key conditions and then 

FIGURE O.6
Cardiovascular Disease Is the Main Source of the Life Expectancy Gap 

between ECA and the EU-15
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10 Getting Better: Improving Health System Outcomes in Europe and Central Asia

draw lessons for health systems more broadly. The systemic reforms 

that can help strengthen these interventions will also contribute 

to the reduction of other causes of ill health. Other important priori-

ties  include an unfinished agenda related to the Millennium 

 Development Goals (especially those related to HIV/AIDS and 

 tuberculosis), the growing challenge of cancer, and major sources of 

morbidity such as mental health. 

The experience of more advanced health systems suggests that 

both prevention and treatment must play a central role in ECA’s 

future health agenda. Countries cannot entirely avoid their disease 

burden through prevention, nor can medical care be fully relied on 

to let people off the hook for their behaviors. More specifically, a 

reduction in tobacco use, the treatment of risk factors for cardiovas-

cular disease through primary care, better management of acute 

 episodes such as heart attack and stroke, and improved neonatal care 

have all played a huge role in the health gains in the West in recent 

decades. Yet there are important shortcomings in each of these areas 

in many parts of ECA. In brief, the factors that have figured so 

 prominently in the health improvements achieved elsewhere offer 

 important insights in helping identify priorities in ECA today. 

The starting point for reducing cardiovascular disease mortality is 

to address its major risk factors in the general population before 

people need medical care. Among the most important are tobacco 

and alcohol use. Men in ECA smoke more than their counterparts 

in almost any other region and significantly more than in the 

EU-15. Alcohol use—and more specifically, binge drinking—is also 

a major problem in some countries. In general, awareness of the 

health risks associated with tobacco and alcohol use is strong, 

 typically even more so than in Western Europe. A lack of  knowledge 

of the health consequences of risky behaviors does not appear 

to  be  a major underlying reason for excessive smoking and 

drinking in ECA.

While tobacco use is more prevalent, smokers in ECA are also 

more likely to report that they are trying to quit than those in the 

EU-15, and they usually cite health concerns as a major reason. 

 Nevertheless, they appear to be less successful at quitting, as reflected 

in the much higher ratios of smokers to ex-smokers in the population 

(figure O.7). The large numbers of smokers who are trying to quit, in 

addition to the significant share of the population that complains of 

second-hand smoke, provide a strong rationale for government 

intervention. 

In many ECA countries, the anti-tobacco policy environment is 

less supportive than in the EU-15. The most effective tobacco 
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control policy is to increase cigarette taxes, for which strong 

 evidence  indicates a significant impact in the form of reduced 

 consumption. But in many cases, tax rates remain quite low. All EU 

countries have  cigarette taxes that exceed 75 percent of retail prices, 

and most Balkan countries fall just short of that level. Cigarette 

taxes in most countries in the Commonwealth of Independent 

States (CIS) are well below 50  percent. The responsiveness of 

 cigarette consumption to price is even higher among youth, and 

thus tobacco taxation can play a key role in deterring uptake in the 

first place. Another area in which ECA’s anti-tobacco policies lag 

behind the EU-15 is with respect to smoking bans in public places 

such as restaurants and workplaces. But there are exceptions. 

Turkey represents a recent example from within the region of 

 ambitious anti-tobacco reforms being undertaken in a relatively 

short period of time.

Across the region, there is widespread support for public health 

measures such as higher taxation and public smoking bans to help 

address tobacco and alcohol use. But the policies lag behind, suggest-

ing that public opinion is ahead of government action. Women, who 

smoke and drink significantly less than men yet bear a disproportion-

ate share of the consequences, are even more strongly in favor of 

FIGURE O.7
Fewer Smokers Are Quitting in ECA

Sources: European Commission 2010; World Bank 2012a.

Note: The figure shows the ratio of current to former smokers. ECA = Europe and Central Asia.
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12 Getting Better: Improving Health System Outcomes in Europe and Central Asia

stronger anti-tobacco and anti-alcohol policies (figure O.8). The expe-

rience of the EU-15 suggests that these reforms will eventually happen 

and will be popular: the question is not if, but when. Leadership will 

play a key role in moving the public health agenda forward, not only 

in the area of tobacco and alcohol, but also with respect to  multisectoral 

challenges related to food regulation, road traffic  injuries, and others. 

While population-based interventions can play a key role in 

 preventing the emergence of cardiovascular disease, inevitably there 

will be individuals with risk factors who come into contact with the 

medical care system, many of whom can be successfully treated 

through primary care. But cardiovascular risk factors are often not 

being properly managed in outpatient settings across the region. 

Survey respondents in ECA report as many heart checkups and 

blood pressure measurements as in the EU-15, but after that the 

results chain appears to break down. High blood pressure is the most 

important risk factor for premature mortality in ECA, but only about 

10 percent of those with the condition in many ECA countries have 

it under control, compared to over 50 percent in some advanced 

health systems (figure O.9). Populations are also less likely to be 

tested for high cholesterol, another major risk factor. The adult 

 population of the EU-15 is almost three times as likely as those in the 

CIS region to have had a cholesterol test in the past year. 

FIGURE O.8
Widespread Support for Anti-tobacco Measures, 

Especially among Women
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Various policy measures can help improve the management of 

these risk factors through primary care. First and foremost,  outpatient 

drug benefit packages to help treat these conditions can be strength-

ened. In many countries, this is perhaps the most important missing 

element from today’s health benefit packages. The drugs are cheap, 

and thus the budgetary implications should not be major. While the 

low costs may be taken as evidence that patients should be able to 

afford to pay for the drugs themselves, some evidence also suggests 

that even low copayments for pharmaceuticals can result in nonad-

herence and can lead to even higher downstream systemwide costs 

due to more hospitalization episodes.

In the broader system, risk factors should also be more widely mea-

sured, monitored, and possibly used as a basis for reimbursement to 

incentivize physicians through “pay for performance” schemes. 

Addressing financial considerations, whether on the demand or on the 

supply side, will not alone solve low treatment and adherence rates. 

But financial considerations nonetheless represent an important piece 

of the puzzle. Disease management programs can also help, as can a 

broader set of institutional reforms to primary care, as discussed below. 

Between public health legislation and managing risk factors through 

primary care, there are major cardiovascular health gains available at 

very low cost. A big part of the life expectancy gap— probably at least 

two-thirds and perhaps more—can be addressed through these lower 

FIGURE O.9
High Blood Pressure Is Not Being Treated and Controlled

Aware Treated Controlled

0

20

40

60

80

%
 o

f 
th

o
se

 w
it

h
 h

ig
h

 b
lo

o
d

 p
re

ss
u

re

High blood pressure treatment

Canada/United States/

United Kingdom average

ECA average

Source: World Bank 2012a.

Note: ECA = Europe and Central Asia.

GB.indb   13GB.indb   13 22/05/13   7:28 PM22/05/13   7:28 PM



14 Getting Better: Improving Health System Outcomes in Europe and Central Asia

levels of care. As a result, closing the gap does not need to be  expensive. 

The majority of potential health  improvements will not involve hospi-

tals; yet these absorb undue attention and resources. 

More generally, while people in ECA may visit the doctor as much 

as those in the EU-15, meaningful service provision to address 

chronic disease is often lacking. This is true of a wide range of health 

care provision, from cancer screening to the treatment of depression. 

For example, cancer screening rates for the most treatable forms 

(breast, cervical, colon, and prostate) are still very low in many parts 

of ECA, while populations in the EU-15 are often five times more 

likely to have been screened during the past year. In brief, many of 

the services that have proven to be so important in the health 

advances achieved elsewhere are not yet being provided on an 

 adequate scale across much of the ECA region. 

Last, while the emphasis should be on efforts to prevent illness 

and manage risk factors, health systems must also aim to achieve a 

high quality of care in the treatment of chronic and acute episodes of 

illness. One aspect of the quality of care is “structural,” referring to 

inputs such as material resources and staffing, as well as how services 

are organized. Evidence from five ECA countries surveyed indicates 

that there are shortcomings in these areas, with respect not only to 

how well facilities are equipped but also to their management 

 practices. For example, it was found that a large share of hospitals do 

not have a dedicated committee to oversee quality of care, they do 

not use checklists for supervision and inventory control purposes, 

and they do not carry out routine audits of the medical register or in 

case of a death. Taking steps to address these gaps would help move 

the  quality-of-care agenda forward. 

A second, more important aspect of the quality of care relates 

to  “clinical process,” or the interaction between the health worker 

and the patient. Global evidence suggests that this is more closely 

 associated with health outcomes than the presence of structural 

inputs. To measure this dimension of the quality of care in ECA, 

a  survey was undertaken in five countries that used clini-

cal  “vignettes”—an approach that simulates an actual patient 

 encounter—to assess how providers would treat hypothetical 

patients. These included acute episodes of major cardiovascular and 

neonatal events such as heart attack, birth asphyxia, and neonatal 

pneumonia. The findings highlight major problems with quality of 

care. On average, less than 60 percent of the maximum score was 

achieved across all services. For example, less than two-thirds of doc-

tors surveyed across five  countries correctly diagnosed a heart attack 

when faced with a hypothetical patient with all the clinical signs of 
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one, and less than half said they would give the patient aspirin, a 

 crucial step in helping prevent further blood clotting (figure O.10). 

A  range of measures can help address shortcomings in the clinical 

 process. Many of these involve better performance measurement that 

can be linked to  payment, professional recognition, and peer review. 

The Financing Agenda: A Safety Net for All—While Cutting 
the Fat

Making progress on the health agenda raises the equally challenging 

question of how to pay for it. This is the focus of the financing 

agenda. Everywhere the demand for health care is substantial: each 

year about 1 to 2 percent of any population will be born or die, with 

associated costs; people get sick, the body breaks down, and accidents 

happen. Most countries in ECA and around the world spend between 

5 and 10 percent of GDP in total on health (public and private), or 

somewhat more in richer, older countries and somewhat less in 

poorer, younger nations. The global experience has also been that 

health spending steadily increases over time. With a large and grow-

ing share of income spent on health, the policy challenge is to ensure 

that this money buys better outcomes. 

FIGURE O.10
The Quality of Key Health Care Services Can Be Improved

Source: World Bank 2013.

Note: Figure shows provider responses to clinical vignette of heart attack. Results for the Russian Federation are from 

Kirov oblast.
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16 Getting Better: Improving Health System Outcomes in Europe and Central Asia

The financing agenda must satisfy this growing demand for health 

care without imposing an undue burden on households or the gov-

ernment budget. Both in ECA and globally, health financing is drawn 

largely from either household out-of-pocket (OOP) sources or from 

the government budget (that is, through tax revenues, including 

mandatory social health insurance). The relative importance of these 

two sources varies widely across ECA (figure O.11). Private, volun-

tary health insurance—that is, nongovernment, non-OOP health 

spending—rarely accounts for more than 10 percent of total health 

spending, largely due to the market failures inherent in individual 

insurance markets (that is, outside the formal sector). 

Too much out-of-pocket spending for health care is a concern when 

it undermines financial protection or equity (or both). The uncertainty 

and potentially high cost associated with health  expenditures—we do 

not know when we might fall sick, and how much it will cost if we 

do—impose sizable spending risk on  households. As a result, OOP 

expenditures for health may be “ catastrophic”—that is, exceeding 

some significant threshold (for example, 10 percent) of total house-

hold expenditures—or “impoverishing,” if they push some households 

below the poverty line. OOP expenditures can also pose an important 

barrier to access to health care, and the resulting inequalities in utiliza-

tion between rich and poor should be a concern to policy makers. 

FIGURE O.11
The Balance between Out-of-Pocket Spending and 

Government Budgets Varies Widely

Source: WHO 2012.

Note: GDP = gross domestic product; OOP = out-of-pocket spending.
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Very few countries in ECA have significantly reduced their reliance 

on out-of-pocket payments, a key indicator of financial protection, 

since 1997. In fact, nearly twice as many countries in the region have 

had an increase instead of a decline. The gap between ECA and the 

EU-15 on this front remains essentially where it was 15 years ago and 

thus represents another challenge for health system convergence. 

Inadequate financial protection due to high OOP payments 

remains a problem in about half the ECA region. Households in these 

countries spend a larger and less predictable share of their total 

resources on health than their counterparts in the EU-15—in several 

cases more than twice as much on average (figure O.12). A large share 

of this spending is on drugs, and much of it is catastrophic. Household 

survey data from across the region show that the more heavily a 

country relies on OOP payments for health financing, the more com-

mon these catastrophic episodes become, the greater the inequality is 

in utilization of care across socioeconomic groups, and the more peo-

ple fall into poverty as a result of their medical bills ( figure O.13). 

The objective should not be to lower OOP spending to zero, but 

relying on this source for 40–70 percent of total heath financing, as 

in many ECA countries, can create an important gap in safety nets. 

 Catastrophic health care episodes represent well over half of total 

FIGURE O.12
Substantial Out-of-Pocket Payments for Health in ECA, Especially for Drugs
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OOP spending in many ECA countries. And while traditional the-

ory has emphasized the problem of overutilization due to moral 

hazard, newer theories from behavioral economics put a greater 

emphasis on underuse, especially of highly cost-effective preven-

tive services. This underuse can also have financial consequences 

for the system as a whole. Once the various reasons to achieve 

lower OOP spending are summed up, theory and evidence would 

suggest that less than 25 percent of total health financing drawn 

from this source is a reasonable policy objective. In the EU-15, the 

ratio is 18 percent. Careful design of benefit packages—including 

difficult decisions about which services cannot be afforded—can 

help guide progress on this front.

In some countries—especially those with small health budgets—a 

necessary step for strengthening financial protection is through more 

government health spending. How to spend additional resources to 

improve financial protection will vary from country to country. In 

some cases, it will mean expanding the benefit package, especially in 

the form of better coverage of outpatient drugs. In others, it may 

require better reimbursement of underpaid providers to help deter 

informal payments. Still elsewhere there may be specific populations, 

such as those working in the informal sector, that are not adequately 

covered by existing programs. In some countries of Central and 

FIGURE O.13
A Greater Reliance on Out-of-Pocket Payments Undermines Financial Protection and 

Leads to Inequality in Use
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 Eastern Europe, access to health care among the Roma population 

could be strengthened.

Special effort should be made to ensure that improvements in 

financial protection and access to care benefit the poorest first, 

through targeted health programs. Better-off households typically 

have more options for obtaining health coverage and are more resil-

ient in the face of unexpected medical bills. But the poor and near-

poor are much more vulnerable. Georgia offers a successful example 

of using a proxy means test to target additional health resources to 

the poor. 

But more government spending is not always necessary and does 

not automatically translate into improved financial protection 

 outcomes. Rent seeking by health care providers in the form of infor-

mal payments and high pharmaceutical price markups are also 

important causes of weak financial protection in ECA. Achieving bet-

ter outcomes may therefore require some supply-side measures to 

address informal payments and high drug spending. In the case of 

medical staff, this effort may entail stronger accountability mecha-

nisms and patient empowerment. Armenia’s recent success with its 

maternity voucher reform offers a good example in this regard. For 

drugs, there is a need for clear treatment protocols, drug lists, generic 

promotion, and, potentially, price regulation. Together, these can 

help address overprescription, overconsumption, and overspending. 

Concerns about the burden of excessive spending apply equally to 

government health budgets, which are often wasteful and pose a 

threat to fiscal sustainability. The size of health budgets varies widely 

across the region, from just over 1 percent to nearly 7 percent of GDP, 

compared to an average of 8 percent in the EU-15 (figure O.14). In 

fact, the level of government health spending in ECA has not risen as 

fast as in the EU-15 or in other middle-income regions, including 

East Asia and Latin America, since the late 1990s, either as a share of 

GDP or as a share of the total government budget. But amid growing 

population demands and a tight fiscal environment, the efficiency of 

spending remains a major concern in the region. Every country offers 

scope for better use of existing resources. 

Excess hospital infrastructure is a key source of waste. In the CIS 

region, there are nearly twice as many hospitals per person as in the 

EU-15. That excess results in high fixed costs, unnecessarily long 

admissions, and hospital beds that are occupied for the wrong rea-

sons: for example, in some ECA countries people are up to 10 times 

more likely to be hospitalized for hypertension than in the EU-15, a 

condition that should be controlled at lower levels of care. Often the 

major constraint to reducing hospital capacity is political will, but 
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20 Getting Better: Improving Health System Outcomes in Europe and Central Asia

some countries in the region have successfully made these reforms. 

Hospital downsizing should be accompanied by service delivery 

 innovations, such as one-day surgeries and more attention to primary 

care. Ultimately, it is in the interest of the health system and patients 

alike for a population to spend less rather than more time in hospital. 

Across ECA, pharmaceuticals are an additional major driver of 

excess costs. The burden of drug spending is not a problem limited to 

OOP spending, as governments across the region struggle to contain 

the pressure that these exert on their budgets. Smarter procurement 

of drugs will play a key role in improving results, including through 

more sophisticated contracting approaches to help achieve lower 

prices. Croatia offers a strong example from the region of how this 

can be done. 

More generally, there are few silver bullets for the efficiency 

agenda. Some commonly cited proposals to improve efficiency have 

important caveats. For example, while prevention programs are very 

important as a way to promote better health, when spread across an 

entire population, they are not automatically cheaper than treat-

ment. Similarly, as noted, more patient cost sharing might result in 

cutbacks of unnecessary care, but there is also evidence that people 

FIGURE O.14
Government Health Budgets in ECA Cover a Wide Range but Are Smaller than in the EU-15
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will cut back on very cost-effective care, potentially leading to higher 

downstream costs. Finally, simple prescriptions for more competition 

among insurers and providers do not necessarily translate into better 

value for money. 

A major challenge is that while health systems often have a large 

amount of waste, at their best they also provide some life-saving 

care. The imperative is to find a way to cut one without cutting the 

other. Health systems simultaneously overprovide and underprovide 

various services. For example, X-rays are administered more often in 

most ECA countries than in the EU-15, while the opposite is true of 

flu vaccinations among the elderly—a highly cost-effective (and even 

cost-saving) intervention that should be offered far more widely. 

Blunt, cross-cutting policy instruments may not adequately 

 distinguish between the two: trimming the fat will usually require a 

 scalpel, not a sword. 

A significant and sometimes overlooked part of the agenda is not 

about pursuing major systemic reforms but rather about under-

standing “micro” variation in outputs and outcomes across different 

providers and services. For example, some doctors refer more 

patients to higher levels of care, order more diagnostic procedures, 

or prescribe more drugs than their colleagues. Similarly, some 

 hospitals have higher readmission rates or higher mortality rates for 

specific types of care than others. The organizations that pay for 

 services should keep track of these patterns and make use of this 

information to address the outliers through more active approaches 

to purchasing care. 

Last, while the financing agenda puts the focus on the cost of 

health spending, passing judgment on any policy or program requires 

some effort to consider the benefits, too. Cutting government health 

spending or stopping its growth is easy—for example, hard budget 

caps could be imposed on all facilities beyond which no reimburse-

ment would be made—but improving welfare is an altogether more 

difficult task. Ultimately, health expenditure pressures in middle- and 

high-income countries are due to the growing importance that 

 people place on living a long, healthy life, once basic needs are met, 

as highlighted earlier. For this reason, long-term growth in spending 

on health in the West has, on the whole, been worth it, even in the 

presence of significant waste, because of the high value attached to 

health gains achieved through medical advances. In brief, cost 

 containment will not always be the right strategy. The challenge is 

therefore to ensure that when additional resources are spent, as they 

almost surely will be, they are translated into improved outcomes 

instead of more waste.
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22 Getting Better: Improving Health System Outcomes in Europe and Central Asia

The Institutional Agenda: Ingredients, Not Recipes

A health system’s underlying institutional arrangements affect both 

the health and the financing agendas. The institutional agenda 

embraces topics such as how a system is financed, how service 

 delivery is organized, and what regulations are in place. Many 

reforms have been undertaken in these areas over the past 20 years, 

but the agenda remains unfinished. The relatively slow convergence 

of health and financial protection outcomes with the EU-15 may be 

to some extent attributable to the overall institutional characteristics 

of ECA’s health sectors. 

While benchmarking is more straightforward for health outcomes 

and financial protection, it is more difficult in the case of institutional 

reform, given that it is not immediately clear what a “developed” 

health system looks like. For this reason, a systematic review of ECA’s 

health systems, using an approach already implemented across 

29  Organisation for Economic Co-operation and Development 

(OECD) countries, was undertaken as a benchmarking exercise. The 

objective was to answer two questions. First, to what extent have the 

institutional characteristics of OECD health systems converged? And 

second, where this convergence has occurred, to what extent have 

ECA health systems also evolved toward this common approach? The 

results highlight the heterogeneity that exists among advanced- 

country health systems but also some common tendencies. 

Based on this exercise, a policy agenda for ECA’s health systems is 

proposed on the grounds that it is possible to identify “ingredients,” 

but not “recipes,” for institutional reform of health systems. In other 

words, it is possible to identify certain common characteristics of 

countries with strong health systems, but not a fully articulated 

model (which would require specifying the quantities and sequenc-

ing of various measures), because no single recipe exists. This 

approach borrows from the narrative developed in the context of 

identifying a policy agenda for achieving economic growth 

( Commission on Growth and Development 2008), a complex task 

that arguably has similarities to the health reform agenda.

Five key ingredients are proposed for the agenda to reform the insti-

tutions of ECA’s health systems. Although not universal among OECD 

countries, these ingredients are very widespread and are becoming 

more so. The first three ingredients are all closely tied to the concept of 

accountability in service provision. The first of these is some degree of 

activity-based reimbursement, or “payment follows the patient.” In 

primary care, this implies the use of fee-for-service methods, even if 

only partially in the form of a mixed system with other approaches. It 
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may also take the form of a pay-for-performance scheme. An impor-

tant complement to activity-based payment is patient choice. In 

 hospitals, activity-based payment commonly takes the form of 

 diagnosis-related groups in OECD countries, and many countries in 

ECA have started to move in this direction. Other approaches are pos-

sible, including methods that combine activity-based reimbursement 

with other options. The absence of this ingredient would be signified in 

the primary-care setting by payment of salary alone or a pure capita-

tion model (although this may serve as a useful transition arrange-

ment) and in the hospital setting by line-item budgeting or pure global 

budgeting. Yet these approaches persist in many ECA health systems. 

The second ingredient is provider autonomy, or the extent to which 

a facility has “decision rights” over the many aspects of producing 

health care services, including labor and capital inputs, output level 

and mix, and management processes. In the OECD, provider auton-

omy is typically achieved in primary care in the form of private solo or 

group practices, whereas public primary-care provision continues to 

predominate in the CIS region. In hospitals, public ownership is the 

norm across all regions. But differences between OECD countries and 

ECA are particularly apparent in whether hospital managers have 

complete autonomy for the recruitment of medical staff and other 

health professionals or if the central or local government decides. Over 

two-thirds of OECD health systems extend this autonomy, compared 

to about half of western ECA and only one-quarter of eastern ECA. 

Provider payment and autonomy work best hand in hand.  Creating 

payment-based incentives without the decision-making power to act 

on them is likely to fall short of achieving intended objectives. On this 

front, primary care in many ECA countries looks to be further from 

the OECD norm than in the case of hospitals, as figure O.15 illustrates. 

Only three OECD countries have no element of fee-for-service pay-

ment, no patient choice, and limited autonomy in the form of publicly 

provided primary care, while over half the countries in the eastern 

part of ECA have this model. Over three-quarters of health systems in 

the OECD and in the western part of ECA have at least two of these 

three accountability mechanisms, whereas in the CIS region only two 

countries fit this category. The pattern of payment and autonomy 

arrangements for primary care in ECA represent a key potential 

explanation for the shortcomings in primary-care delivery, including 

control of the cardiovascular risk factors described earlier. Reforms in 

this area will be an important step toward improving outcomes. 

The third ingredient is the use of information for decision mak-

ing. Health systems may produce thousands of individual services at 

 hundreds of different facilities on a daily basis, and there is likely 
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to be significant variation in performance across both these dimen-

sions. The availability of information flows to monitor and act on 

this  variation is important for ongoing system improvement. Figure 

O.16 illustrates the differences across the OECD and ECA with 

respect to several examples of health systems’ use of information. 

Each of these can make an important contribution to achieving bet-

ter quality and efficiency. Individually, these measures are not uni-

formly used across the OECD, but the tendency is in that direction. 

In the health systems of eastern ECA, these information tools are 

almost nonexistent. 

The fourth ingredient is adequate risk pooling. Many aspects of 

health financing—such as how revenues are raised, whether cover-

age is automatic or compulsory, and whether there is a national 

health service, a single insurer, or multiple insurers—vary widely 

across the OECD, offering few clear lessons for others seeking to 

chart their way forward. But irrespective of these questions, nearly 

all OECD countries have high levels of risk pooling that are not too 

fragmented and do not rely on voluntary means. In brief, health 

financing in the OECD has converged in coverage levels but not in 

institutional design. Thus, the health-financing policy agenda for 

ECA is chiefly to expand coverage of people and services through 

FIGURE O.15
Accountability of Primary Care Is Stronger in OECD Health Systems 

than in ECA

Sources: Paris, Devaux, and Wei 2010; World Bank 2012b.

Note: Figure indicates the number of primary care accountability mechanisms, including activity-based payment, provider 

choice, and autonomy for primary care. OECD = Organisation for Economic Co-operation and Development; ECA = Europe 

and Central Asia.
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adequate risk pooling, with more than a single feasible institutional 

approach available to do so.

The final ingredient in moving the health reform agenda forward is 

committed, credible leadership. This requirement was also posited as a 

key policy ingredient in the context of achieving more rapid economic 

growth. Vested interests will need to be overcome, but there is popular 

demand for stronger health systems across the region. The difference 

between being five years ahead of the curve on this policy challenge or 

five years behind will be a decade of better health  system outcomes.
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Getting Better? 
In Search of Convergence

CHAPTER 1

27

Key Messages

 • The three major objectives of all health systems are to 
improve population health outcomes, protect households 
against the high and uncertain costs of medical care, and 
ensure the effi ciency of government health spending. How 
to improve these three outcomes is the focus of this report.

 • The life expectancy gap between ECA and Western Europe 
has widened signifi cantly since the 1960s, while other 
middle-income regions have caught up and overtaken ECA. 
Some countries are doing better, and very recently there 
has been an improved trend, but the region has signifi cantly 
underperformed over many decades.

 • Very few countries in ECA have signifi cantly reduced their 
reliance on out-of-pocket payments—a key indicator of 
fi nancial protection—since 1997. The gap between ECA and 
the EU-15 on this front remains essentially as it did 15 years 
ago. Financial protection remains a problem in about half 
the countries in ECA.
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Fifty years ago, the health systems of Europe and Central Asia (ECA) 

compared favorably with most others in the world. The challenges of 

infectious diseases and maternal and child health were being system-

atically addressed, and outcomes were improving to an extent that 

far surpassed those in most other low- and middle-income countries 

around the globe. In addition, people did not have to pay dearly for 

these benefits. In the West, indicators were slightly better, but the 

imminent explosion of knowledge and technology that would help 

revolutionize human health could not have been easily foreseen. In 

short, ECA was faring quite well in matters of health.

But times have changed. Today, if you ask policy makers or 

 technocrats in ECA about their country’s health system, they will 

probably start to talk about budgets, hospitals, doctors, drugs, and the 

like. Ask people on the street, and they are more likely to begin with 

their personal experience—or that of a parent, sibling, friend, or 

neighbor. You hope to hear a positive story—of a successful reform or 

of an illness cured. But it is perhaps more likely that you will hear of 

some frustration—about the costs, the quality, or the complexity. 

Similar conversations could take place anywhere in the world, of 

course. Health is a difficult sector, and it matters to people in a way 

that few others do. But in some important respects, and particularly 

given the starting point 50 years ago, the view in ECA is justified.

We begin this report by looking at some of the evidence that gives 

voice to the concerns of both the policy maker and the person on the 

street. Many of ECA’s health systems are no longer faring so well, 

regardless of whose perspective is taken. But there are some success 

stories, and those are deserving of attention as well. Some countries 

 • Since the late 1990s, the level of government health 
 spending in ECA has not risen as fast as in the EU-15, either 
as a share of GDP or as a share of the total  government 
 budget. Although welcome from a cost containment 
perspective, this lack of convergence may also be at the 
expense of other sectoral objectives.

 • The objective of this report is to understand the main 
 factors behind the relatively slow long-term convergence of 
key health sector outcomes between ECA and the EU-15 
as described in this chapter and to identify policies to help 
overcome them. 
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are putting the historical legacy behind them and embarking on a 

healthy future. In this chapter, we begin with a brief overview of 

health sector trends and then offer a preview of how the report is 

organized.

Some Successes, but Overall Slow Progress on 
Key Objectives

The performance of a health sector should be assessed with reference 

to its major objectives. This report is organized around a view that 

the three major goals of a health sector are (1) to improve health 

 outcomes (both the level and distribution); (2) to provide financial 

protection against the potentially high and uncertain costs of ill 

health; and (3) to ensure that health spending is efficient. These goals 

also correspond to the first three strategic directions identified in the 

World Bank’s strategy for health, nutrition, and population results 

(World Bank 2007). This section will briefly survey the landscape in 

ECA with respect to these three major goals or “results.” Each one is 

also the subject of a chapter later in this report.

A recurring question is whether there is evidence of convergence 

with the 15 member countries of the European Union (EU) prior to 

2004 (henceforth, EU-15) with respect to these objectives. While it is 

not generally expected that ECA would currently have outcomes on 

a par with its Western counterparts, it is natural to ask whether the 

gap is being closed. Are these outcomes getting better? As we will 

see, on average there has been relatively little long-term convergence 

between ECA and Western Europe on key health sector objectives, 

albeit with significant country variation. This observation—both the 

underlying causes and how they can be overcome—is the main 

 motivation and focus of this report.

We begin with health outcomes. The most basic indicator is life 

expectancy at birth, a simple, widely reported metric of the length of 

life. Along with gross domestic product (GDP) per capita, it is argu-

ably one of the two most important indicators of a country’s level of 

development, since together they capture (albeit imperfectly) the 

quantity and quality of life. It will be our benchmark indicator of a 

country’s health outcomes. Of course, other indicators are important, 

too. Infant, child, and maternal mortality are particularly important 

to those groups and are at the heart of the Millennium Development 

Goals health agenda. In addition, mortality-based indicators should 

be complemented by measures of morbidity (sickness), such as 

 disability-adjusted life years lost.
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How does ECA’s life expectancy measure up against the world? 

Figure 1.1 shows this comparison sorted by income per capita, also 

known as the Preston curve (Preston 1975). Many ECA countries are 

“on the curve,” while several others are on the “inside,” implying 

that there are many other countries with either lower income and 

the same life expectancy or the same income and greater longevity 

(or a little of both). The farthest ECA country from the curve is the 

Russian Federation.

While the average life span in most of ECA today is not dramati-

cally worse than global averages, a closer look at long-term historical 

trends provides a more sobering view of the region’s performance 

(figure 1.2). As suggested from the outset, average life expectancy in 

ECA in 1960 was almost 65, just five years less than in Western 

Europe and much higher than in today’s other middle-income 

regions. By 2010, ECA’s life expectancy had only recently passed 70, 

leaving it about a decade behind the EU-15. Several ECA countries 

have the same life expectancy today as the EU-15 did 50 or more 

years ago. Meanwhile, three other middle-income regions—East 

Asia, Latin America, and the Middle East—have all surpassed ECA, 

with an average life span of close to 73 years. Since 1985, ECA has 

added barely two years to its life expectancy. Very recently—since 

FIGURE 1.1
On and off the Curve

Source: World Development Indicators (database).

Note: Data points indicate years of life expectancy in various countries in ECA and rest of the world. ECA = Europe and 

Central Asia; GNI = gross national income; PPP = purchasing power parity.
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2007—there has been a slight improvement, but it is too early to 

conclude that all is well again (Wang et al. 2012).

ECA’s long-term record appears even weaker if Turkey is excluded 

from the regional average, as it represents over 15 percent of the 

region’s population and its life expectancy has risen by a quarter- 

century, from 48 years to 73, over this time. In fact, there is  significant 

cross-country variation, both over time and space, as discussed in 

box 1.1.

Certain patterns underlying figure 1.2 are especially worthy of 

note as they may run counter to common perceptions. First, the stag-

nation of trends started in the late 1960s, and so it is not simply a side 

effect of transition. The early 1990s certainly witnessed a deteriora-

tion of health outcomes, but evidence suggests that even that is not 

closely associated with economic hardship, but rather due to other 

factors (box 1.1). Second, the flat trend is common across both men 

and women—the longevity gain since 1970 among women has been 

only 1.1 years higher than among men. Third, the regional trend is 

not driven entirely by one or two larger countries such as Russia and 

Ukraine. To varying degrees, there are also laggards among small and 

FIGURE 1.2
Since 1960, Life Expectancy Gains in ECA Have Been the Lowest in 

the World

Source: World Development Indicators (database).

Note: Figure shows life expectancy by world region. ECA = Europe and Central Asia.
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BOX 1.1

A Brief Historical Tour of Health Trends in ECA: Different Countries, Time Periods, 
Narratives

The slow progress of life expectancy in ECA, as shown in figure 1.2, masks considerable 

 variation across countries and over time. Broadly speaking, three distinct periods can be identi-

fied, but there are also clear outliers for which long-term performance has been strong and 

steady. A brief overview of subregional narratives is provided here:

 • Catching up, 1950–70. During this period, ECA narrowed the health outcome gap with Western 

Europe, much of which was due to big improvements in under-five mortality. Infant mortality 

was cut in half, a faster rate than in other middle-income regions with the exception of East 

Asia. This progress was particularly marked in the Soviet Union, where large improvements in 

nutrition and public health measures to address infectious diseases were responsible for 

 better outcomes. Child height, adult height, and infant mortality all improved significantly dur-

ing the postwar period in the USSR (Brainerd 2010). The expansion of public health and educa-

tion programs and improved caloric and nutrient intake are the most likely explanations. 

 • Stagnation,1970–90. This period has been less studied, but it is certain that cardiovascular 

disease (CVD) mortality remained stubbornly high up until some improvements in the mid-

1980s (Shkolnikov, Mesle, and Vallin 1996). Alcohol consumption had started to increase 

sharply in the 1960s and 1970s. Meanwhile, CVD mortality began to plummet in the West, 

thanks largely to improved medical care and a decrease in smoking prevalence (Cutler, 

Deaton, and Lleras-Muney 2006). Medical technology improvement did not penetrate ECA to 

a  significant extent (figure B1.1.1a). 

 • Divergence, 1990–2010. In the early transition period, mortality rates surged in several former 

Soviet republics. This has been the subject of a large research literature (Brainerd and Cutler 

2005; Shkolnikov et al. 2004; Stillman 2006). The evidence points to a number of conclusions: 

(1) alcohol played a key role, especially related to cardiovascular disease and injuries  (homicide, 

suicide, and road traffic injuries), but also past mortality patterns resumed, following the 

repeal of the successful Gorbachev-era policies (Bhattacharya, Gathmann, and Miller, 

 forthcoming); (2) a  deterioration of law and order was associated with a greater frequency of 

reckless driving and violence; and (3) much of the mortality trend is not fully explained, but it 

is believed that changes in diet, health care provision, and general economic activity did not 

have a large impact on mortality rates. Meanwhile, a rapid improvement was seen in Central 

Europe (the Czech Republic, Hungary, Poland, and the Slovak Republic) in the 1990s 

( figure B1.1.1a). This has been attributed to both dietary changes and improved access to 

medical technologies (Brainerd 2012).

 • Outliers. Several exceptions to the main trend are also noteworthy. Turkey’s experience more 

closely reflects that of other middle-income countries, and indeed it has rapidly caught up 

continued
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large countries from the Baltics to the Caucasus and from Central 

Asia to southeast Europe. Finally, while alcohol plays an important 

role in excess mortality in some countries, it is by no means the only 

 culprit—there are many other causal factors, as discussed in 

chapter 3.

The catch-up of other middle-income countries is mostly due to 

their later success in addressing infant and child mortality, which 

have a disproportionate impact on life expectancy. The contrast with 

ECA is therefore partly the consequence of ECA’s early successes in 

addressing these issues in the 1950s. But it is also true that available 

evidence on adult mortality suggests that ECA has underperformed 

on this measure since 1970 vis-à-vis others (Rajaratnam et al. 2010).

However, the divergence from Western Europe is particularly strik-

ing. The gap in life expectancy has doubled, from about 5 to 10 years, 

since 1960. By contrast, the dominant global demographic trend 

with its comparators around the world (Baris, Mollahaliloglu, and Aydin 2011). Perhaps a more 

puzzling exception has been the western Balkans, where life expectancy has improved at a 

fairly steady rate (with the exception of a period from the mid-1970s until 1990) over the past 

50 years. Potential hypotheses include the mitigating role of diet (Gjonca 2004) and a larger 

emphasis on primary care than in the Soviet Union (Davis 2010) (figure B1.1.1b).

FIGURE B1.1.1
Significant Variation in Life Expectancy Trends across Countries and over Time, 

1970–2010

Source: World Development Indicators (database).
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in the 20th century was convergence of life expectancy across countries. 

In the late 20th century, this trend began to falter, because of two 

major exceptions: the HIV/AIDS pandemic in Sub-Saharan Africa, and 

the health crisis in Eastern Europe (Moser, Shkolnikov, and Leon 

2005). ECA’s stagnant health outcomes are thus of global significance. 

Diverging health trends are also in contrast to ECA’s converging 

income per capita with Western Europe since the early 1990s 

(World Bank 2012). On the surface, this may seem surprising. If  people 

are growing richer, why is health not improving? But a closer review 

of the evidence suggests this mechanism is generally quite weak. There 

is little evidence that economic growth is a significant causal factor 

behind improving health outcomes around the world: there is almost 

no relationship between rates of economic growth and changes in life 

expectancy over the past 50 years (Deaton 2007). But from the 

broader development perspective, it is noteworthy that Europe’s 

diverging health and converging income levels are just the opposite of 

the global norm, in which health outcomes have converged (as above), 

while income per capita has diverged (Pritchett 1997). Thus, ECA is an 

exception to the rule on both major development indicators. 

In sum, while the past five years have shown an improving trend, 

the long-term pattern has been one of slow or no convergence of 

health outcomes between ECA and Western Europe. The most 

important policy question raised by the foregoing discussion is how 

this long-term pattern can be permanently reversed. As noted, this is 

a major motivating issue for this report and will be addressed in 

depth in chapter 3. 

As we turn to the second major objective of a health system, long-

term financial protection, we see that trends across countries in ECA 

reveal a few success stories, but overall very little convergence. The 

uncertainty and potentially high cost associated with health 

 expenditures—we often do not know when we will become sick and 

how much it will cost if we do—make them amenable to prepayment 

and risk-pooling arrangements. Over time, successful policy initiatives 

can help countries shift their health financing arrangements away 

from direct out-of-pocket (OOP) payments by households. There are 

different ways to measure financial protection. Here we focus on the 

share of total health expenditures accounted for by OOP payments. 

As discussed in chapter 4, reliance on OOP payments is strongly cor-

related with other measures such as the incidence of impoverishing 

and catastrophic OOP spending, as well as inequality in utilization. 

Since 1997 (the earliest year with reliable data), the reliance 

on  out-of-pocket payments has increased on average across ECA, 

but with significant cross-country variation (see figure 1.3). Twice as 
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many countries have witnessed a rise in OOP spending as compared 

to a fall, and twice as many have had an increase of at least 

10   percentage points compared to those with an equivalent fall. 

Bosnia and Herzegovina, Latvia, Romania, and Turkey show the most 

favorable trends. The sharpest increases in OOP reliance are observed 

in Bulgaria, Moldova, Russia, Serbia, and the Slovak Republic. In 

other countries, such as Albania, Tajikistan, and the three countries 

of the south Caucasus, OOP spending remains  persistently high. 

Of course, the objective of financial protection is not to lower out-

of-pocket payments to zero. But it is noteworthy that OOP payments 

account for a steady 15–20 percent of total health expenditure in the 

EU-15, a number broadly consistent with old and new theories on 

the economic rationale of health financing. About half of ECA is over 

twice that level. All told, financial protection remains an important 

issue—either because of persistently high levels or a sharply deterio-

rating trend—in a little under half of ECA countries. In brief, these 

are the places where convergence remains elusive. 

The other side of the health financing equation is the efficiency 

of  the government health budget, the third major health system 

FIGURE 1.3
More Backward Steps than Forward Steps on Financial Protection

Source: WHO 2012.

Note: Figure shows changes in share of out-of-pocket payments, 1997–2010. OOP = out of pocket.
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objective. The experience of advanced nations—where health 

 spending has typically increased at a rate of nearly two percentage 

points faster than GDP growth over several decades—underlines the 

potential pressures that health spending can place on the fiscal envi-

ronment. Ensuring that this is money well spent is thus a key  priority. 

But measuring efficiency is not straightforward. For now, we focus 

on trends in overall government health spending and leave the more 

detailed discussion for chapter 5. 

Once again, there is not much evidence of convergence between 

ECA and Western Europe (figure 1.4). Only five countries, four of 

them new EU member states, have increased the share of their bud-

get allocated to health by more than the EU-15 during the period 

1997–2010. Fifteen countries have reduced their budgetary alloca-

tion to health over this period. When health spending is expressed as 

a share of GDP, only two countries—Bosnia and Herzegovina and 

Turkey—have seen a larger increase than the EU-15. Over two-thirds 

of ECA has not seen this ratio increase at even half the rate experi-

enced in Western Europe. 

Up until the recent crisis, there was steady economic growth in 

much of ECA, and thus budgets have risen in real terms. But because 

health spending usually grows faster than GDP per capita in countries 

FIGURE 1.4
A Mostly Positive Picture on Cost Containment, 1997–2010

Source: WHO 2012.

Note: Figure shows changes in government spending on health. GDP = gross domestic product.
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around the world, including in rapidly growing East Asia, ECA’s per-

formance on this front at a time of robust growth is notable.

But unlike in the case of the other objectives, it is not clear 

whether the lack of convergence of health spending should be inter-

preted in a positive or a negative light. While successful cost contain-

ment may be welcome in a narrow sense, spending trends may also 

be holding back the achievement of the two earlier objectives. In any 

event, the efficiency of government health spending is a concern that 

is unlikely to go away. We will explore these issues in greater depth 

throughout this report, and especially in chapter 5. 

In sum, there has been relatively little convergence between ECA 

and Western Europe with regard to key health sector indicators. It is 

not a uniformly negative story—in some countries and on some 

objectives there is positive news as well. But overall, the data point to 

an important policy agenda going forward. How to make progress on 

that agenda will be the focus of the report. 

Last, a focus on trends and objectives that may appeal to the tech-

nocrat should not come at the expense of some attention to the pop-

ulation’s perspective noted at the outset. Achieving more rapid 

convergence also means a higher degree of satisfaction with the 

health sector for populations across ECA on the basis of their per-

sonal or family experience. Not surprisingly, there is a gap in this 

regard. For example, the Gallup World Poll (Gallup 2012) asked 

households whether “in this country, do you have confidence in 

health care or medical systems, or not?” In the EU-15, 74 percent of 

respondents said yes, whereas across the ECA region—in both the 

countries in the Commonwealth of Independent States (CIS) and the 

new EU member states—the average was close to 50 percent. 

Interestingly, in the EU-15, respondents had more confidence in 

their health care systems than in their national governments. In the 

CIS, it was the opposite: people had more confidence in their govern-

ments than in their health systems. While opinion polls do not offer 

the final word on policy issues, they do represent an important voice. 

We will revisit some of this evidence in chapter 2. 

A Guide to the Report: Objective, Road Map, and Cross-Cutting 
Themes 

The objective of this report is to understand the main factors behind 

the slow convergence of key health sector indicators between 

ECA and the EU-15 described above and to identify policies to help 

overcome them. The main audience is policy makers in ECA, 
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 especially those in ministries of finance and health, as well as broader 

policy circles engaged in health sector issues in these countries and 

with international agencies. The reality of ECA’s long-term health sec-

tor struggles is not new, but as the years go by, its policy urgency only 

increases. 

Figure 1.5 provides a road map to help organize the way forward. 

In the simplest of terms, the health sector is about better health and 

how to pay for it. That is, it is about improving health in a way that 

does not impose excessive financial burden on either households 

(financial protection) or on government budgets (efficiency). Both 

better health and money for other priorities are important to people: 

they are both direct contributors to overall welfare. Underlying the 

road map are the elements of a conceptual framework familiar to 

economists—a welfare maximization problem. 

Since improving welfare is the overall objective of policy applied 

to any sector, the road map begins there and will explore the contri-

bution of both health and income to that goal (chapter 2). We then 

proceed to focus on the slow pace of convergence in four respects. 

We start with health and its determinants and discuss what can be 

done to improve outcomes (chapter 3). Next we look at the other 

side: how to ensure that the potentially costly and uncertain financial 

burden that may be associated with ill health does not impose undue 

suffering on households (chapter 4), which have other spending 

 priorities as well. This is followed by a similar discussion about miti-

gating the efficiency losses that the health sector may inflict on gov-

ernment budgets (chapter 5). They too have many other spending 

priorities. Finally, the “health” and “money” issues are unified once 

again in a broader discussion of the institutional policy agenda 

FIGURE 1.5
A Road Map to the Report

WELFARE
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Improving welfare: The value of health
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Chapter 6:
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HEALTH
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INCOME and CONSUMPTION

Chapter 4:

Improving financial protection: A safety net for all

Improving efficiency: Cutting the fat
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( chapter 6). Here we will address the “macro issues” that tend to 

dominate discussions of the reform agenda—how to organize service 

delivery, how to pay providers, how to raise and pool resources for 

health, and so on. Specifically, we look at the extent to which a lack 

of institutional convergence helps explain the slow progress of key 

outcomes. An important theme here is accountability. In keeping 

with the title of this report, Getting Better, each chapter is about 

improving a specific priority or result.

At this stage, it is also worth highlighting some cross-cutting 

themes that will recur throughout the report. These are as follows: 

(1) a focus on outcomes; (2) benchmarking against the EU-15; 

(3) a balance between a “systems” and a “disease” focus; and (4) a 

data-driven approach. Each is discussed briefly here: 

• Focusing on outcomes. The road map has already hinted at a results 

focus in the report. We begin with what we want to ultimately 

achieve, an improvement in overall welfare, and work backward 

from there. Less abstract than welfare, the major results are better 

health outcomes, more financial protection, and greater efficiency: 

hence, the three major chapters devoted to these topics. A renewed 

focus on results is also currently a prominent theme in develop-

ment policy more broadly. 

• Benchmarking against the EU-15. The issue of convergence has 

already been highlighted. Throughout the report, key indicators 

for ECA countries will be reported alongside the same metric for 

the EU-15 wherever possible. While Western European health sys-

tems are not perfect, they are among the best performing in the 

world on many of the goals we care about and thus provide a 

strong indication of what can be achieved. Besides offering a 

benchmark of what is possible, their historical experience also pro-

vides valuable insights into some of the trends that may lie ahead 

for ECA. Other regions offer useful lessons and benchmarks as well 

and will be cited at times too, but we emphasize the EU-15 experi-

ence as the natural lodestone for an ECA region in which half or 

more of the countries are currently members of the EU or aspire to 

membership, while for many of the others, it is a major trading 

partner and travel destination. 

• Balancing a “systems” and “disease” focus. Understanding and over-

coming the challenges in health sectors require that attention be 

given both to “systems” issues (such as financing, organization, 

and the like) and to specific diseases. A business analyst will study 

a large corporation with reference to its overall revenues, costs, 

and profits, as well as its individual product lines; an economist will 
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analyze a country’s performance in terms of overall growth as well 

as specific sectors and industries. And so it is with a health sector. 

Both systems and disease-specific metrics provide meaningful 

benchmarks for international comparisons, for monitoring the per-

formance of individual hospitals and clinics, and for judging 

whether a particular reform is working. Our disease focus is mainly 

on cardiovascular  disease and neonatal conditions, as these account 

for such a large proportion of the disease burden, as discussed in 

chapter 3. But many others will be cited too. The purpose is not to 

promote more vertical programming, but rather to identify health 

system challenges through a disease-specific lens. The efficiency 

agenda highlighted in chapter 5 can also benefit from some 

 disease-specific analysis.

• Data driven. We rely on a wide range of data sources for the  analysis 

in the report and, where appropriate, comment on measurement 

issues and empirical gaps. A good data flow is essential for many 

aspects of health sector reform, and strengthening routine infor-

mation systems should accompany almost any policy initiative 

undertaken. Box 1.2 provides more background on some of the 

data used in the report. 

BOX 1.2

A Note on Data Sources

This report draws on a range of data sources. Basic cross-country indicators such as life expec-

tancy and infant mortality rates are drawn from the World Bank’s World Development Indicators 

database. These tend to be slightly different from both the World Health Organization and UN 

Population Division estimates. In some countries, particularly in Central Asia and the Caucasus, 

all three tend to be lower than country-reported life expectancy, due to considerable uncertainty 

about the numbers. This difference reflects a combination of factors, including incomplete death 

registration and different definitions of neonatal mortality (Aleshina and Redmond 2005; 

Duthe  et al. 2010). In some cases, these issues are compounded by uncertainty about the 

 denominator—that is, the overall population is not known within a margin up to 10 percent.

Other data sources include a tailored household survey conducted in 1,000–1,500 households 

in each of six countries: Azerbaijan, Georgia, Moldova, Russia, Tajikistan, and Uzbekistan. This bor-

rowed heavily from other survey questionnaires, particularly the Euro-barometer  studies that 

included health-related special modules between 2005 and 2009. This approach allowed for cross-

country comparisons of many indicators that are not commonly available. The topical focus of this 

survey was health-related behaviors and utilization of medical care among adult populations. 

continued
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Finally, the ECA region is diverse, and although the wide variation 

in country performance is highlighted throughout the report, some 

statements that are made about the region as a whole for conve-

nience may risk overgeneralization. In broad terms, health system 

performance has been stronger in the western part of ECA than in 

countries farther east, and this distinction is emphasized particularly 

in chapter 6. But there are enough exceptions to the rule—for 

 example, relatively slow progress in health outcomes in the Baltics or 

A quality-of-care survey was also carried out in five countries (Albania, Armenia, Georgia, 

 Russia, and Tajikistan), using the approach of clinical practice vignettes. These provide doctors 

(and nurses) with hypothetical patients and explore how medical professionals would approach 

patient history, examination, diagnosis, and treatment. This process was accompanied by 

 facility surveys to better understand the physical environment in which medical professionals 

operate. 

The chapter on financial protection draws heavily on Living Standard Measurement Surveys 

and Household Budget Surveys across the region, a valuable source of data on household 

 utilization and expenditures for health. These findings can be readily disaggregated by socioeco-

nomic status. 

Finally, the OECD health system institutional characteristics questionnaire was also adminis-

tered in 25 ECA countries to systematically take stock of the reform agenda in the region. The 

report also draws on the substantial literature on health sector issues in the ECA region and, 

where appropriate, the West.

BOX 1.2 continued

TABLE B.1.2.1
Main Survey Data Sources

Survey, year of fieldwork, and implementing agency Countries

World Bank ECA regional health report household surveys; 2011; World Bank Azerbaijan, Georgia, Moldova, Russian Federation, 

Tajikistan, and Uzbekistan

Euro-Barometer special health modules; 2005–09; European Commission EU-27; Croatia; Macedonia, FYR; and Turkey

World Bank ECA regional health report quality of care surveys; 

2012; World Bank

Albania, Armenia, Georgia, Russian Federation, 

and Tajikistan 

ECA household surveys for financial protection and equity analysis; 2007–11; 

National Household Budget Surveys and World Bank Living Standard 

Measurement Surveys 

Albania, Armenia, Azerbaijan, Bulgaria, Georgia, 

Kyrgyz Republic, Moldova, Russian Federation, 

Serbia, Tajikistan, and Ukraine

OECD health system institutional characteristics survey; 2009; OECD All OECD countries except the United States

ECA regional health report institutional characteristics survey; 2011; 

World Bank and World Health Organization European Observatory

All ECA countries except those in the OECD

Note: OECD = Organisation for Economic Co-operation and Development; ECA = Europe and Central Asia.
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weak financial protection in some parts of the Balkans—that it was 

decided not to identify and formalize specific country groupings for 

use throughout the report. 
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Improving Welfare: 
The Value of Health

CHAPTER 2

45

Key Messages

 • The importance of improving health has been justifi ed on 
the grounds that it is a basic human right, a central facet of 
human development, or a key determinant of happiness.

 • The economic approach to the value of health and life is 
based on willingness to pay, and global estimates indi-
cate that this is very high—in fact, high enough that over 
long periods of time, the value of health improvements 
has been similar in magnitude to the value of economic 
growth.

 • The high value of life implies potentially high rates of 
return to health spending, even in the presence of large 
ineffi ciencies.

 • There is some microeconomic evidence suggesting that 
better health has a positive impact on income, with the 
strongest evidence associated with early childhood health 
and nutrition. But there is only modest evidence of an 
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Why do we care about health? The answer may seem too  obvious to 

be worthy of discussion. We all have an innate sense of why health 

matters. But at least some attempt to understand the value of better 

health is essential if we are to make progress on many important 

policy issues in the health sphere. While data on the costs of medical 

care are ubiquitous, there is comparatively less discussion of the 

benefits. Yet passing judgment on any policy or program requires 

some effort to address both. And while few people would disagree 

with the statement that people attach a high value to living long, 

healthy lives, the policy implications—both for how far this 

 assertion can take us but also for its limits—are often not well 

understood.

Following the road map presented in chapter 1, we begin by 

 looking at the relationship between health and overall welfare. As 

we will see, there is ample evidence—from economic theory, opinion 

polls, and elsewhere—that health matters enormously to well-being 

and is a major population priority. Taking some time to elaborate on 

this theme is important for putting into context the lack of health 

sector convergence between Europe and Central Asia (ECA) and 

Western Europe described in chapter 1 and to set the stage for the 

more in-depth exploration of the challenge of convergence in the 

chapters that follow. 

impact of adult health on income, and in general, health 
impacts on income are not large enough to have a marked 
effect on economic growth.

 • As such, the direct impact of health on welfare is a far 
more important channel than the productivity and growth 
impact for motivating policies aimed at improving health 
outcomes.

 • Opinion survey evidence indicates that health sectors in 
ECA are consistently ranked as the top priority for additional 
government spending in most countries. Expectations 
for the government role in the health sector also appear 
very high.

 • Health policy issues are likely to remain a population priority 
and prominent policy challenge for the foreseeable future 
as ECA aims for high-income status and beyond.
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Health Is a Major Determinant of Welfare

The relationship between health and welfare can be explored both 

directly, because health is closely connected to well-being, and indi-

rectly, because better health may lead to a higher income and thus to 

the consumption of other goods that also matter for welfare. In this 

section, we begin with a focus on the direct impact, as it is the more 

important channel for motivating policies aimed at improving health 

outcomes. The health-income nexus, or investment value of health, 

is discussed briefly later in the section.

Health and Human Rights, Human Development, 
and Happiness

A common approach for asserting the importance of health is to state 

that it is a basic human “right.” This view is affirmed in Article 25 of 

the Universal Declaration of Human Rights (1948). It is also 

expressed, in various ways, in the constitution of the World Health 

Organization (1946), the Alma-Ata Declaration on primary health 

care (1978), and Article 11 of the European Social Charter (1961). 

A commitment to health as a right—and sometimes explicitly as free 

access to medical care—is also enshrined in many national constitu-

tions in the ECA region (Gotsadze and Gaal 2010). These documents 

put on paper what most people take as self-evident: that there is little 

more fundamental to our existence than our personal health. 

Good health has also been closely associated with the very concept 

of “development.” A prominent conceptual approach to human 

development has emphasized capabilities—in the simplest terms, 

focusing on what a person is able to do—and argued that develop-

ment fundamentally entails overcoming capability deprivation 

(Sen  1985, 1999). In this sense, development is seen as a much 

broader process than just escaping from income poverty. As a means 

of expanding a person’s capabilities, better physical and mental health 

plays an important role in this narrative. This notion contributed to 

the creation of the original United Nations (UN) Human Development 

Index, in which life expectancy featured as one of the four indicators. 

Another rationale for affirming the importance of health can be 

drawn from the literature on “happiness.” This research usually 

involves opinion surveys to identify the factors that contribute to a 

person’s self-reported well-being. While there are debates about 

measurement, causality, and policy implications, here we simply 

note that these studies unsurprisingly show a strong relationship 

between health and happiness. In fact, it is often more statistically 
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robust than the link between happiness and income (Graham 2008). 

Specifically in the context of ECA, the deterioration of public services 

such as health care has been identified as an important determinant 

of (un)happiness in transition countries (Guriev and Zhuravskaya 

2009). In global studies of well-being, ECA countries stand out for 

their very low satisfaction with health, which in turn is associated 

with significantly lower life satisfaction (Deaton 2008). 

Justifying health as a policy objective on the grounds that it is a 

basic human right, central to development, and a key determinant of 

happiness is an important argument that will resonate with many 

different audiences. But in the remainder of this section, we will shift 

our focus to the standard economic approach. It entails some possibly 

discomforting talk about the monetary value of health, but that 

approach is arguably well suited to a typical policy environment in 

which there are competing demands on limited resources. In many 

cases, this approach will lead to the same conclusion as the others—

that health matters greatly—but it will also help identify some limits. 

The Economic Approach: Pricing the Priceless

How much is a long, healthy life worth? The question itself may 

cause offense. Of course, there is no price tag on life, and if our health 

is in serious danger, we are often willing to pay “everything” to get 

better. The mere suggestion of attaching a monetary value to health 

outcomes can be controversial, but the reality is that such valuations 

do happen—often on a daily basis—when individuals and societies 

make decisions that involve a trade-off between health objectives 

and other benefits. Driving a car, eating certain types of food, or visit-

ing a doctor all involve some kind of trade-off between potential 

health implications and other priorities, even if only implicitly.

One possible way to quantify the value of better health is to 

 calculate the present value of all future earnings that are enabled by 

a particular state of health. In the extreme, the value of life itself 

would be summarized by the total economic output that a person 

produces during his or her lifetime. This approach, the “human capi-

tal method,” emphasizes a person’s productive potential. But it has 

the obvious drawback of attaching no value to the health of the 

elderly or others outside the labor force and sits uncomfortably with 

most people’s perception of the value of life. In fact, it is not consis-

tent with textbook welfare economics either, which is concerned 

with allocating resources (through compensation if necessary) to 

obtain the maximum well-being of individuals in society based on 

their own preferences (Drummond et al. 2005). Later in this chapter, 
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we will return to the link between health and productivity, which is a 

legitimate policy question for understanding household income and 

economic growth. But it is not the appropriate yardstick for valuing 

better health. Nor, by extension, is it the correct way to assess the 

returns to public or private health spending (World Bank 1996).

How then do we assess the value of health? People want many 

things and have scarce resources with which to acquire them, and 

therefore some prioritization is necessary: we want to be healthy, but 

we do not want to spend everything we have on health. The value of 

health, then, can be interpreted as the amount of money we are 

 willing to give up to achieve it, that is, our “willingness to pay.” The 

challenge is the measurement problem: because better health is not 

available for sale at the market, estimating its value is not easy. 

Box 2.1 elaborates.

The basic finding that emerges from research on this topic is, not 

surprisingly, that the value of life is very high. In probability terms, 

people are willing to pay amounts well in excess of their annual 

income, in fact, at least five times as much, for additional years of life. 

Moreover, these estimates tend to be conservative, since they focus 

on the gains from reduced mortality risk but not reduced morbidity. 

At this point, it is worth pausing for a reality check. Does the find-

ing that people are willing to pay dearly (in forgone consumption) for 

improved odds of a long life in good health ring true? In other words, 

do these very high estimates of the value of life make sense? It is 

helpful to reflect on how these results align with our basic intuition. 

One way to check the plausibility of research-based estimates of 

the value of life is to ask people to choose hypothetically between the 

health and income levels that prevailed during different historical 

periods (Nordhaus 2003). A variant of this approach was tested 

with  over 6,000 survey respondents across six countries in ECA 

(Azerbaijan, Georgia, Moldova, the Russian Federation, Tajikistan, 

and Uzbekistan). People were asked to choose whether they would 

prefer to live in a country with an average income of US$500 per 

month and a life expectancy of 80 years, or in another country with 

an average income of US$2,500 per month and a life expectancy of 

70 years. Roughly speaking, this corresponds to choosing between a 

leap forward from the health and wealth of ECA today to either the 

average income of the EU-15 or its average life span, but not both. 

The question was asked in both numeric and general terms. The 

results indicate that people are almost equally divided between 

 wanting to be five times richer and having a life span that is 10 years 

longer (figure 2.1). This finding lends further support to assumptions 

about a high value on life. 
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BOX 2.1

What Is Better Health Worth? Introducing the Value of Statistical Life 

There are two basic approaches to estimating a person’s willingness to pay for better health. 

The first is the stated-preference (or contingent valuation) method, which involves asking a  person 

to choose between various options as a typical consumer would. For example, a r espondent 

could be asked whether he or she would be willing to pay US$10,000 for a heart operation that, 

on average, results in two additional years of life. The problem is that the respondent is facing a 

hypothetical situation—no real transaction takes place. The alternative is the revealed preference 

approach, which focuses on actual individual behaviors in economic decision making. For 

 example, one can look at market outcomes such as the wage premium necessary to attract 

 workers to take a job with some risk of personal injury or the amount that consumers are willing 

to pay for safety devices such as automobile air bags or smoke detectors (Drummond et  al. 2005).

The result of these analyses is a concept called the value of statistical life (VSL). It is defined 

as the amount required to accept additional risk (or pay for lower risk) divided by the level of that 

risk. In essence, it tells us how much people would be willing to pay for small increases in the 

odds of survival. Thus, a key aspect of willingness-to-pay analysis is that it takes a probabilistic 

approach to the value of health. Asking people how much they would pay to avoid a fate of 

 certain death would not yield useful insights—nor is it realistic. Our everyday decisions about 

food, transport, work, or medical care are made in a context of uncertainty. Therefore, valuing 

health can be seen as equivalent to asking how much people are willing to pay for better odds of 

surviving in good health. 

For society as a whole, a policy expected to “save” a statistical life is one that is predicted to 

result in one less death within the population over a certain time period. In this case, as for 

many policies, the individuals whose lives would be extended cannot be identified in advance. 

As such, it is not the same as saving a specific person from certain death. The link with health 

spending should be clear: investing in the health system can be seen as a collective effort to 

reduce  population-wide mortality rates through access to better medical care. The extent to 

which a society is willing to pay taxes to fund its health system will thus in part reflect VSL. 

A large number of studies have been undertaken to estimate VSL among people of different 

ages, at different income levels, and across different countries. A widely cited literature review 

estimated a VSL between US$3 million and US$7 million in the United States, for an average of 

around US$5 million (Viscusi 1993). This amount can be translated into a value of a statistical life 

year, for example, of US$250,000 for a middle-aged adult in the United States. Cross-country 

studies have helped identify a range for the income elasticity of VSL or, more simplistically, a 

typical value of about 120 times gross domestic product (GDP) per capita (Miller 2000; Viscusi 

and Aldy 2003). In ECA, this number translates into between US$250,000 and over US$3  million 

(purchasing power parity), depending on the country. The value of additional life-years would 

continued
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accordingly range approximately from US$10,000 to US$170,000, or at least five times income 

per capita. While VSL is implied to be lower among poorer populations, the average value within 

a country can be seen as a guide to society’s willingness to pay for an equitable health financing 

system that enables access to care for all. 

The imprecise nature of VSL estimates may appear to render this concept unhelpful for pol-

icy purposes. But, in fact, the results are accurate enough that many health interventions can be 

either “ruled in” or “ruled out”—that is, worth the cost or not—on the basis of VSL estimates. 

In fact, VSL is applied by government agencies in some countries, such as the United States. 

We explore this idea further below.

BOX 2.1 continued

FIGURE 2.1
The Value of Extra Years of Life Relative to Extra Income Is High
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Source: World Bank 2012.

Note: The survey question asked of residents of Europe and Central Asia was “In which country would you rather live?” with a choice of responses as shown.

What Does a High Value of Life and Health Imply for ECA? 

Three major implications for ECA’s health policies emerge from the 

foregoing discussion of the value of life and from the broader research 

literature it has spawned during the past decade. First, it reinforces 

the key message from chapter 1 that ECA’s long-term health outcome 
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performance has been weak by global standards. To illustrate, we use 

the concept of “full income,” which combines gross domestic product 

(GDP) per capita and life expectancy—or, put differently, the quality 

and quantity of life—into a single measure of overall welfare. Full 

income growth is measured by adding the value of changes in annual 

mortality (based on value of statistical life [VSL]) to changes in 

annual GDP per capita. Figure 2.2 applies the   methodology devel-

oped in a well-known study to compare the  contribution of health to 

the growth of full income in ECA with the corresponding figures for 

the other five World Bank regions between 1960 and 2008 (Becker, 

Philipson, and Soares 2005). It shows that less than 10   percent of 

ECA’s full income growth since 1960 can be attributed to health 

improvements, by far the lowest share in the six regions (albeit from 

a higher baseline). Even more broadly, ECA’s development underper-

formance due to slow health gains also stands out when leisure and 

inequality are added to consumption and health in a single welfare 

metric (Jones and Klenow 2011). 

FIGURE 2.2
Health Has Contributed Very Little to ECA’s Development Trend in the 

Past 50 Years
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Note: Figure shows the contribution of health to the growth of “full income,” 1960–2008. ECA = Europe and Central Asia.
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Reconsidering the Returns to Health Spending

A second implication is that the historical growth of health spending 

in advanced countries has on average been “worth it.” A lot of money 

has been spent on health, but people are living longer, healthier lives 

in no small part due to the improvements in medical care that this 

spending has helped bring about. For a Western European, an equiv-

alent question to the one asked in figure 2.1 is whether he or she 

would prefer an additional US$3,000 per year (total per capita health 

spending has increased from roughly US$500 to US$3,500 between 

1960 and 2010), while accepting a 1960s health system, or if he or 

she would prefer to forgo the money in return for today’s health sys-

tem and outcomes. Many would find this choice difficult.

More precisely, rates of return to health spending on specific 

 conditions have far exceeded what is typically expected of private or 

public investment in other spheres. Table 2.1 shows some examples 

of rates of return to spending on specific conditions in the United 

States. This has important implications for the discussion of efficiency 

in chapter 5. On aggregate, it has been estimated that the gains from 

improved health outcomes have equaled or exceeded the total value 

of all measured economic growth in the United States both over the 

course of the 20th century (Nordhaus 2003) and since 1970 (Murphy 

and Topel 2006).

It is important to note that the high average value on health 

spending in rich countries does not contradict the commonly held 

view that these systems are also inefficient. The key distinction is 

whether we are talking about some or all health care as being  wasteful. 

This point is explored further in chapter 5. While table 2.1 shows the 

most favorable returns, there are certain procedures that do not 

appear to offer good value for money (for example, treatment of 

TABLE 2.1
High Rates of Return on Many Health Care Services in the United States

Condition or Treatment Benefit-to-Cost Ratio Based on VSL

Anti-hypertensive therapy 10 to 1 for men; 6 to 1 for women

Heart attack treatments 7 to 1

Medical management of coronary heart disease 6 to 1

Low birthweight infant care 6 to 1

Breast and colon cancer screening > 1

Lung cancer treatment < 1

Sources: Cutler and McClellan 2001; Cutler et al. 2007; Rosen et al. 2007; Cutler 2008. 

Note: VSL = value of statistical life.
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lung cancer). The concept of VSL—unlike, for example, a  rights-based 

approach to health—can help us identify what portion of health 

spending is “worth it” as well as those components that are not. 

The third implication of the value-of-life estimates is that in the 

future, ECA also has the potential to achieve high rates of return on 

health spending, just as advanced countries have done during recent 

decades. ECA’s life expectancy today is similar to the EU-15’s during 

the 1960s, and thus if countries were to repeat the health spending 

growth and the life expectancy gains that have been achieved in the 

West over the past 50 years, they should achieve good value for 

money. But caution is warranted here, since such an outcome would 

of course depend on well-functioning health systems, an issue that 

will be discussed at length later in this report. Otherwise, increased 

health spending could be wasted. In fact, ECA should aim to achieve 

the same outcomes at less cost than the EU-15 through more effi-

cient health systems. Last, the potentially high rates of return to 

health spending discussed here do not address the issue of whether 

such expenditures should be public or private. That will be addressed 

further in chapters 4 and 5. 

As we look further into the future, it is also worth noting that as 

countries grow richer, the value of health improvements becomes 

ever larger. In economic jargon, while the marginal utility of 

c onsumption declines, the marginal utility of longer life does not. 

People would prefer extra years of life in which to enjoy current liv-

ing standards to more consumption compressed into a fixed life span. 

When a country is rich enough that additional consumption is likely 

to be for an extra car or vacation, the relative value of, say, a hip 

replacement or surgery that can be expected to extend life by a year 

will be far higher than if basic needs or consumer durables are beyond 

reach for a large share of households. While this  eventuality may be a 

long way off for many ECA countries, the evolution of preferences 

does help explain why health spending tends to rise relentlessly as a 

share of GDP. The implication is that an increasing proportion of a 

(growing) economy allocated to health is fully consistent with wel-

fare maximization. It has even been suggested that health spending 

would optimally rise to 30 percent of GDP in a country as rich as the 

United States in the year 2050 (Hall and Jones 2007). 

In sum, the direct contribution of health improvements to overall 

welfare is very large. In many countries (but not ECA as a whole), 

the value of decades of health improvements has been of a similar 

magnitude to decades of consumption gains enabled by economic 

growth. As a result, the total benefit of health care spending has 

sometimes far exceeded its costs in advanced countries, even in the 
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presence of significant waste. As noted at the outset, it is important to 

acknowledge the value of health if we are going to make progress 

with the fundamental policy issues confronting the sector.

Health Can Affect Productivity and Growth, but There Is Only 
a Modest Link

How much does better health matter for economic performance? 

Intuitively, we know that being in a state of poor health will have an 

impact on our productive potential, whether we are working in an 

office or in a field. But the size of the impact, and how much it mat-

ters in aggregate, is less clear. With a shrinking labor force due to 

aging, many ECA countries are looking for ways to encourage work 

at older ages. Self-assessed health among the 50- to 65-year-old 

cohort is lower in ECA than in Western Europe. With this factor in 

mind, we shift our attention to the indirect link between health 

improvements and overall welfare through its effect on income and 

growth. That link may be referred to as the “investment value of 

health,” as opposed to the consumption value, as discussed earlier.

In theory, improved health can affect income through various 

mechanisms. Better health in childhood has been shown to improve 

physiological and cognitive development, which can lead to better 

educational outcomes, greater human capital accumulation, and 

higher productivity and income later in life (Grossman 1972). Health 

can affect income of adults in several ways. First, labor productivity 

may improve if healthier individuals are more physically and men-

tally productive or more effective at using technology or resources 

(Currie and Madrian 1999). Second, healthy adults may be less likely 

to miss work due to illness, thereby increasing their earnings. Finally, 

healthier adults may invest more in their own and their children’s 

human capital because they expect to enjoy longer, healthier lives. 

Greater human capital accumulation through higher investments 

can then result in higher income (Grossman 2000).

Unfortunately, several factors complicate research on the relation-

ship between health and income, including measurement issues, 

reverse causality, and unobservable factors. Neither mortality-based 

indicators nor subjective self-assessments of health status may ade-

quately capture the link between health and productivity (Schultz 

2005). The two-way relationship between health and income also 

complicates empirical research, because studies that find correlations 

between health and income often cannot determine whether higher-

income individuals invest more in their health or whether healthier 

individuals are able to earn higher incomes. Furthermore, there may 
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be unobservable factors such as living conditions or education that 

affect both health and income. Thus, better health may be correlated 

with higher income not by a direct causal relationship but by a third 

factor that is driving both. 

As a result, there has been significant debate about the existence 

of a causal relationship between health and income. Studies vary 

widely with respect to methodology and data quality, with a mix of 

“rigorous scientific investigation and well-motivated advocacy” (Jack 

and Lewis 2009). Researchers have used microeconomic data, simu-

lations, economic theory, cross-country analysis, and experimental 

evidence. Literature reviews on the relationship have arrived at 

 similar conclusions (Kremer and Glennerster 2012; Bleakley 2010a; 

Spence and Lewis 2009; Currie 2009; Strauss and Thomas 2007). 

First, there is some microeconomic evidence suggesting an impact of 

health on income, with the strongest evidence from early childhood 

health and nutrition. Second, these microeconomic estimates are not 

large enough to indicate that improving health will lead to large mac-

roeconomic impacts. Third, cross-country macroeconomic studies do 

not provide convincing evidence of an impact. A brief summary of 

the literature is presented in box 2.2, drawn from background work 

undertaken for this report (Yeh 2012).

Last, it should also be noted that while there is little robust evidence 

that health causes growth, it does not appear that income per se has a 

significant causal impact on health outcomes (Cutler, Deaton, and 

Lleras-Muney 2006). While levels of income and health outcomes are 

strongly correlated, as shown in chapter 1, there is almost no relation-

ship between rates of economic growth and changes in life expectancy 

during the past 50 years (Deaton 2007). Instead, it would appear that 

some third factor—such as education at the individual level and insti-

tutional capacity at the country level—is likely to play a significant 

determining role in both health improvement and income growth. 

In sum, while there is some evidence that ill health can have a 

negative impact on productivity and income, especially in the con-

text of early childhood, the overall impact is not major. The main 

effect of health on welfare is the direct impact described earlier, not 

the indirect channel (through income) discussed here. 

Health Is a Public Priority Here to Stay

The previous section established the high value of health as seen 

through various conceptual frameworks. But there is abundant 

 evidence from less abstract sources that health concerns figure 
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BOX 2.2 

Searching for the Impact of Health on Income

The strongest available microeconomic evidence on the impact of health on income relates to 

early childhood health and nutrition. While mortality in ECA is largely due to other causes, 

 childhood health and nutrition remain a key issue, particularly in Central Asia and among the 

Roma population of Central and Eastern Europe. The public health literature has explored the 

impact of maternal and child undernutrition on a variety of outcomes, including stunting, cogni-

tive development, education, productivity, and income (Grantham-McGregor et al. 2007; Victora 

et al. 2008). It has found positive associations but not causal impacts, between birthweight, 

child size, and income. Experimental and quasi-experimental studies have also established a 

clear relationship among child health, educational attainment, and adult earnings (Miguel and 

Kremer 2004; Almond 2006). 

In general, the microeconomic literature on the impact of adult health on income remains 

suggestive, especially for noncommunicable diseases. Many studies find positive correlations 

between adult health and labor supply or earnings but often do not adequately control for 

 confounding factors (Bleakley 2010a; Strauss and Thomas 2007). Robust evaluations of adult 

health interventions and income are rare. Some suggestive evidence of an impact of adult 

health on labor supply and productivity can be found in ECA. In Russia, adult health status is 

positively associated with labor force participation, but not with wages or hours worked (Schultz 

2008). Elsewhere, studies of 14 ECA countries and Western Europe found that better self-

reported health measures were correlated with increased labor supply and productivity, but not 

always (Suhrcke et al. 2008; Suhrcke, Rocco, and McKee 2007). 

Much of the literature on adult health and income focuses on specific behavioral risk factors 

such as excessive alcohol consumption, smoking, or obesity. The effect of alcohol on income is 

ambiguous. A positive relationship between alcohol consumption and labor participation was 

found in Russia, with a negative effect only for binge drinking (Schultz 2008). Overall, a review of 

the literature suggests that alcohol use does not have a substantial negative effect on either 

labor supply or productivity except in the case of alcoholism or problem drinking (Lye and 

 Hirschberg 2010). Smoking can negatively affect income in several ways, most significantly as 

smokers may have increased health problems, leading to greater absenteeism or lower produc-

tivity while on the job. The empirical evidence suggests that smoking is strongly correlated with 

reduced wages. Studies in Albania, Canada, and the United States find lower wages among 

smokers than nonsmokers, but these do not establish causality (Lokshin and Beegle 2006; 

Levine, Gustafson, and Valenchik 1997; Auld 2005). Studies on obesity find a small negative 

 relationship between body mass index and income for females and no relationship or a slightly 

positive one for males (Cawley 2004; Gregory and Ruhm 2011; Lindeboom, Lundborg, and van 

der Klaauw 2010). For example, Huffman and Rizov (2011) examine Russian data from 1994 to 

continued
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prominently in the lives of populations across ECA. This section looks 

at a range of opinion poll evidence from across the continent and 

considers what it means for the health sector going forward. It con-

cludes by stepping back and briefly considering the politics of health 

spending. 

We begin with population views on government spending priori-

ties. Across the region, over 50,000 survey respondents in two 

rounds (2006 and 2010) of the Life in Transition Survey (EBRD 

2010) were asked the following question: In your opinion, which of 

these fields should be the first and second priorities for extra govern-

ment spending? The results were remarkably consistent. Health is 

identified as the top priority for additional government investment in 

over 75  percent (22 of 29) of the countries in ECA ( figure 2.3). This 

2005 and show no evidence of lower wages due to a higher body mass index but do find slightly 

reduced labor supply among the very overweight and obese. 

While the microeconomic literature finds some substantial impacts of health on income at 

the individual level, recent studies have shown that these findings do not translate into large 

macroeconomic impacts. Microeconomic studies typically do not account for general equilib-

rium effects, which are important because health investments that increase individual worker 

productivity cannot be assumed to do so at the same rate for the entire population. Fixed 

resources, increasing population growth due to better health, diminishing returns to labor, or 

other factors can change the estimated effect of health on income when aggregated to a macro-

level (Acemoglu and Johnson 2007). 

If these general equilibrium effects are not accounted for, the estimates of the impact on 

GDP can appear quite large. For example, Suhrcke et al. (2007) calculate that gradually reducing 

mortality rates from noncommunicable diseases in Russia down to those in the EU-15 from 

2002 to 2025 would lead to an increase in GDP of 3.6–4.8 percent. Lokshin and Beegle (2006) 

also estimated a large impact of smoking on GDP. But when general equilibrium effects are 

taken into account, the effects on GDP are greatly reduced (Weil 2007; Ashraf, Lester, and Weil 

2009; Bleakley 2010b). 

The weakest evidence on health and income is from cross-country macroeconomic studies, 

because of their inability to control for endogeneity and unobserved characteristics. Richer 

countries typically have healthier populations, and it is difficult at a country level to distinguish 

why. Many other factors such as institutional quality, education, governance, and poverty affect 

both health and income and often through the reverse channel of income to health. Recent liter-

ature reviews have found the cross-country literature to be unconvincing, owing to method-

ological issues (Kremer and Glennerster 2012; Bleakley 2010a; Spence and Lewis 2009).

BOX 2.2 continued
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 outcome was the same in both 2010 and 2006, despite the interven-

ing economic crisis, so it appears to be an enduring sentiment. 

The  countries in which another priority was placed higher than 

health in 2010 were Albania, Azerbaijan, Croatia, Kosovo, Serbia, 

Tajikistan, and Turkey.

FIGURE 2.3
Health Is a Top Priority for Populations across the Region, 2010

Source: EBRD 2010.

Note: Figure shows the top priorities for government investment in Europe and Central Asia. 
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This preference is also a few percentage points stronger among 

women than men (although it is still the top priority among men, too). 

Among the elderly population (over 60), additional health spending 

was preferred to more pension spending in 26 of 29  countries and by a 

significant margin across the region as a whole. This generation may 

be acutely aware of the loss of the (free) pretransition health system, 

but younger populations also prioritize health. Finally, segmenting by 

socioeconomic status, the poorest third of the population also expressed 

a preference for more health spending by a wide margin over “assisting 

the poor” (health is the top priority in 20 of 29 countries among the 

poor, with education and assisting the poor accounting for the rest). 

It is also noteworthy that health is the top priority in four of five 

Western European countries surveyed in 2010 (France, Italy, 

Sweden, and the United Kingdom; in Germany, education is slightly 

preferred). This result could be interpreted as evidence that no coun-

try can hope to satisfy popular demands for more health spending. 

But it may also be a sign that ECA has reached a stage at which health 

becomes a permanent fixture on the policy agenda and to which 

 governments will need to respond.

Of course, population preferences do not amount to the only 

word on optimal budget allocations—far from it. In many cases, 

performance can and should be improved by making better use of 

existing resources, as will be discussed in later chapters. And policy 

makers have the difficult task of taking into account a wide array of 

issues and balancing many competing demands. But popular views 

should nonetheless be an important voice in those deliberations. 

An additional piece of evidence on popular attitudes toward the 

health sector comes from the European Social Survey (2008) (with 

the same questions asked by a World Bank–supported survey in six 

countries farther east). Individuals were asked, How much responsi-

bility do you think governments should have to ensure: (a) adequate 

health care for the sick? (b) a reasonable standard of living for the 

old? (c) a job for everyone who wants one? Answers were given on a 

scale of 0–10 (figure 2.4). 

The results indicate that an overwhelming share of respondents in 

the Commonwealth of Independent States (CIS) region view all three 

issues—especially health care and old age security, but also jobs—to 

be predominantly the responsibility of government. When contrasted 

with other regions, it would appear that expectations of government 

are too high and that, over time,  people will need to recognize their 

own responsibilities. In health care, this will include, among other 

things, addressing risky  behaviors and the need for self-management 

of chronic disease. 
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But the profile of responses in the EU-15 also points to the endur-

ing relative importance attached to government responsibility in the 

health sector. In these countries, it is judged to be higher than for 

old-age security or jobs. This ranking may reflect the person-on-the-

street’s interpretation of what policy makers know as extensive mar-

ket failures and the complexity of choices in the sector. People don’t 

want to be left alone to navigate medical care and insurance markets 

in search of a product for which both need and quality are difficult to 

ascertain, that could be life saving or bank breaking (or both or nei-

ther), and that obliges them to engage with people who may or may 

not have their best interests at heart. 

In sum, survey evidence suggests that the health sector is a key con-

cern of populations across ECA. It is consistently viewed as the top pri-

ority for government investment, and a very high degree of 

responsibility for the sector is assigned to governments. As such, it is 

likely that the challenges to be addressed in the remainder of this 

report will stay on the policy agenda, in one form or another, for many 

years to come. This also means that health will figure more promi-

nently in elections (box 2.3). As middle-income countries strive to 

reach high-income status, the health sector’s role in the development 

agenda would seem destined only to grow in importance.

FIGURE 2.4
High Expectations of Government in the Health Sector

Sources: European Social Survey 2008; World Bank 2012.

Note: Figure shows how survey respondents perceive the responsibility of government on a scale of 0 (no government role expected) to 10 (a very strong role is 

expected). Responses are shown independently for each region of residence and sector (health, old age, and jobs). CIS = Commonwealth of Independent States.
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BOX 2.3 

The Changing Politics of Health Spending

One question that arises from the discussion so far is why health budgets do not increase if the 

popular view is that health is the top priority for additional spending and, moreover, largely the 

responsibility of government. While this report will focus primarily on the economic and public 

health aspects of the sector, it is worth taking a moment to consider the politics. There is no 

clear-cut answer to this question, and so here we will provide only a brief overview of the exist-

ing literature. A key finding is that public spending priorities may be biased against health under 

the circumstances currently prevailing in many ECA countries, for a number of possible reasons. 

One strand of the literature has emphasized factors related to democracy and accountability. 

For example, cross-country research has found that public investment spending (for example, 

on infrastructure) is higher in countries with weak governance and minimal political competition, 

possibly because capital projects become vehicles for rent seeking where governance is weak 

(Keefer and Knack 2007). This leaves less budget room for health and other social sectors. 

Another argument put forward is that political pressures to raise spending on broad-based ser-

vices such as health and education are weak in political environments characterized by social 

fragmentation or a lack of information about politicians’ performance and their credibility. Under 

these circumstances, other sectors are preferred by self-serving politicians (Keefer and Khemani 

2005). Yet another line of reasoning is that governments prefer to spend on “visible” expendi-

ture types—those that are more easily observed and measured, as well as less complex—in 

nascent democracies. It is argued that health is among the least-visible sectors, due to the com-

plexity of its production function (Mani and Mukand 2007). Instead, cash benefits, pensions, or 

capital projects may be preferred. Other work has also highlighted how democracy can provide 

a boost to the health sector (Besley and Kudamatsu 2006).

There is some empirical evidence from ECA to support these arguments. Since 1997, the 

budget share allocated to health has declined steeply in countries deemed “not free” by 

 Freedom House, declined slightly in “partly free” countries, and increased in “free” ECA coun-

tries. There is also a positive correlation between these budget trends and measures of good 

governance (Kaufman and Kraay 2011). But, as always, correlation does not imply causation. 

Another strand of the literature has emphasized the role of women’s voice. Evidence from 

settings as diverse as the United States in the early 20th century and India today suggests that 

the role of women in politics can affect budget allocations related to health investments (Miller 

2008; Chattopadhyay and Duflo 2004). Two of ECA’s lowest health spenders, Armenia and 

 Georgia, also have among the lowest proportions of female parliamentarians in the region (Inter- 

Parliamentary Union 2012). 

Of course, more spending on other sectors results in less for health, and military spending 

offers an example. Many of the countries that experienced conflict in the 1990s—such as 

continued
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CHAPTER 3

69

Key Messages

 • Cardiovascular disease, neonatal mortality, and injuries 
account for a very high percentage of the gap in life expec-
tancy between ECA and the EU-15.

 • A reduction in mortality due to cardiovascular disease 
and neonatal conditions has also been responsible for the 
majority of health gains in Western Europe over the past 
50  years. Both prevention (especially smoking cessation) 
and treatment have been central to these successes.

 • Smoking prevalence is notably higher in ECA than in the 
EU-15, especially among men. But a larger share of smok-
ers in ECA is also trying to quit. In some countries, binge 
drinking is also more common.

 • In most countries, there is widespread support for 
 public health measures to help address tobacco and 
alcohol use; yet much can still be done to strengthen 
these policies. Public opinion is ahead of government 
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The fundamental objective of a health system is to improve health 

outcomes, and this is the topic to which we now turn. As seen in 

chapter 1, the life expectancy gap between Europe and Central Asia 

(ECA) and the EU-15 has increased from 5 years to about 10 since 

the 1960s, in contrast to the global norm of narrowing health 

inequalities. This divergence is even sharper if Turkey is not included 

in the ECA average. What explains this gap, and how can it be 

closed? How to achieve more rapid convergence of health outcomes 

will guide the discussion in this chapter.

action. Where measures have been taken, enforcement 
of  existing regulations, especially those for alcohol, 
may be lacking.

 • Women—who smoke and drink signifi cantly less than men 
yet bear a disproportionate share of the consequences—
are even more strongly in favor of stronger anti-tobacco 
and anti-alcohol policies than men. There is a strong gender 
dimension to these policy issues in ECA.

 • In primary care, there are large gaps in the control of risk 
factors for cardiovascular disease, such as high blood pres-
sure and cholesterol. Outpatient drug benefi t packages to 
help treat these conditions should be improved, and strong 
disease management programs to guide the delivery of 
care should be established. Risk factor management should 
be measured, monitored, and possibly used as a basis for 
reimbursement.

 • Between public health legislation and risk factor manage-
ment through primary care, there are major health gains 
available for very low cost; the main gaps to be closed are 
not expensive. Most health improvement does not involve 
hospitals, which nevertheless gain undue attention and 
resources.

 • The quality of care in ECA appears to be low in each of 
its three dimensions—structural, clinical processes, and 
patient outcomes—especially at the primary-care level. 
Effective interventions to improve quality of care should be 
systematically introduced and reinforced, especially those 
that aim to change provider behaviors through payment, 
professional recognition, and peer review.
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From the outset, it is important to note that there has been 

 significant cross-country variation in health outcome trends within 

the region (see also box 1.1). Some countries, such as Turkey and the 

western Balkans, have made steady progress over the years in line 

with global experience. Others, such as those in Central Europe, had 

a long period of stagnation in the 1970s and 1980s but have since 

begun to catch up with Western Europe. Other new member states of 

the European Union (EU), including in southeastern Europe and the 

Baltics, have experienced more gradual improvements without 

 closing the gap. There is also variation within the Commonwealth of 

Independent States (CIS), with some countries on a long plateau 

while others have had unprecedented fluctuations. Nevertheless, 

improving health outcomes is an ongoing challenge throughout the 

region, and thus the discussion that follows is relevant to all coun-

tries, even if not in equal measure.

The main outcome used in this report to highlight the challenge of 

improving health is life expectancy, a simple and well-known 

 summary measure of population health. But it is less practical for 

monitoring the impact of specific policies and programs, for which 

more granular metrics are needed. In fact, developing a list of specific 

health outcome indicators and monitoring their trends over time are 

potentially key policy imperatives themselves. Some of the bench-

marking of health indicators undertaken in this chapter can serve as 

a useful starting point in this respect.

While the focus here is mainly on health in ECA at the national 

level, most health indicators in the region vary by socioeconomic 

 status, with the poor typically faring worse (Mackenbach et al. 2008; 

World Bank 2012b). A comprehensive health policy agenda would 

concern itself with not just the averages but also with the distribution 

of outcomes across society. While the question of how (or whether) 

to address income inequality directly is beyond the scope of this 

report, a key contribution that health systems can make in this regard 

is to strive for equal access to medical care regardless of socioeco-

nomic status. This issue will be examined further in chapter 4.

The next section aims to highlight the importance of cardiovascu-

lar disease and a short list of other causes of death. The aim is not to 

promote more vertical programming, but rather to view the health 

convergence challenge through the lens of heart disease and then 

draw lessons for health systems more broadly. This approach is 

applied in three broad areas: public health, managing risk factors 

through primary care, and the quality of treatment and care. 

Throughout, extensive use is made of a tailored household survey 

implemented in six former Soviet republics (Azerbaijan, Georgia, 
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Moldova, the Russian Federation, Tajikistan, and Uzbekistan) using 

many of the same questions asked of households in 27 EU countries 

by Eurobarometer, thus enabling broad cross-country comparisons 

(European Commission, 2007, 2010).

The Main Source of the Life Expectancy Gap Is 
Cardiovascular Disease

What are the main determinants of individual and population 

health? There are many, of course. A list would have to include our 

genes, early childhood conditions, nutrition, knowledge about the 

factors that affect our health, educational level, personal behaviors 

(smoking, drinking, diet, exercise, safe sex, and the like), the 

 environment (air and water quality), socioeconomic status, and 

medical care. All of these are likely to be relevant for ECA at least to 

some degree.

It is not possible to say exactly how much of a population’s ill health 

is due to each of these underlying causes, in ECA or  anywhere. There 

are too many interrelated factors and long time lags. For  example, it is 

plausible that part of the life expectancy gap with the EU-15 is due to 

less favorable early childhood conditions in ECA  during the 1920s and 

1930s (Brainerd 2010; Kesternich et al. 2012). The complexity of 

“health production” poses a challenge for identifying policy priorities 

and measuring impact. But two lines of inquiry can go a long way 

toward establishing a preliminary diagnosis of what ails ECA and thus 

set the stage for the remainder of the chapter. The first is to account for 

the proximate determinants of mortality in the form of common mea-

sures of disease burden. The second is to look at the historical evidence 

on health improvements in countries with longer-living populations 

such as the EU-15 over the past 50 years, as that can be informative 

about what lies ahead for ECA. Both are discussed here.

A first step is to analyze mortality patterns. In keeping with the 

theme of convergence between Eastern and Western Europe, this 

analysis is presented as an age-, gender-, and cause-specific break-

down of the life expectancy gap between ECA and the EU-15. It has 

some similarities to other measures of avoidable mortality, such as 

“preventable deaths”—for example, if nobody smoked—or deaths 

that are “amenable to health care”—that is, if medical care were 

deployed to its maximum effect (Nolte and McKee 2003, 2004). But 

unlike those measures, the counterfactual here is real people and 

health systems in the EU-15, as opposed to “perfect” ones. Thus, it 

puts an emphasis on what is possible if ECA follows in the footsteps 
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of that region’s experience. The quality of cause-of-death data varies 

across ECA, but it is sufficient in most countries to yield robust policy 

messages.

Figure 3.1 shows the results of this exercise for ECA as a whole, 

undertaken as a background paper to this report (Canudas-Romo 

2011). Three main findings stand out. First, across the region, the 

predominant source of the life expectancy gap is diseases of the 

 circulatory system. These account for about half the gap among men 

and for more than 75 percent among women. The overwhelming 

importance of a single disease group, albeit a complex one, already 

sends a clear signal about ECA’s lagging health outcomes and repre-

sents an obvious target for policy action. A second important reason 

for the longevity gap between ECA and the EU-15 is attributable to 

deaths before the age of one. Although fewer in number than other 

causes, these have a disproportionate effect on life expectancy. About 

two-thirds of infant mortality in ECA occurs during the neonatal 

period—that is, during the first 28 days (WHO 2010). A third key 

 factor is external causes, most of which are attributable to road traffic 

injuries. These are most common among the male population, 

although women are also affected. Unlike the first two, this factor is 

most heavily concentrated in the working-age population.

The regionwide pattern masks some variation across countries. 

While the predominant role of cardiovascular disease is common 

FIGURE 3.1
Accounting for the Life Expectancy Gap between ECA and the EU-15

Source: Canudas-Romo 2011.

Note: ECA = Europe and Central Asia.
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everywhere, the significance of infant deaths is more marked in 

Central Asia and the Caucasus. Also, the importance of external 

causes is most notable in Belarus, Kazakhstan, Russia, Ukraine, and 

the three Baltic nations. Elsewhere, they are not a major reason for 

the mortality gap.

The importance of cardiovascular and neonatal health can also be 

seen in the historical experience of the EU-15 over the past 50 years. 

Figure 3.2 decomposes the gain in life expectancy achieved in that 

region between 1965 and 2005. The decline in these two causes of 

death accounts for about two-thirds of the longevity gains for both 

men and women over this period. In the United States, reductions in 

mortality due to cardiovascular disease and deaths in infancy are esti-

mated to have accounted for almost 90 percent of the gain in life 

expectancy between 1960 and 2000 (Cutler, Rosen, and Vijan 2006).

The central role of lower mortality from heart disease in extending 

life spans in the West over the past 50 years has been labeled the 

“cardiovascular revolution” (Vallin and Mesle 2001). It has arguably 

been the biggest success of modern medicine. In 1950, there was 

 little that could be done to help a patient with heart disease, and 

knowledge of its causes was very incomplete. In 1964, the U.S. 

 surgeon general issued a landmark report linking tobacco use with 

serious health consequences, helping shift public attitudes and 

FIGURE 3.2
Accounting for the Life Expectancy Gain in the EU-15 for Males and 

Females, between 1965 and 2005

Source: Canudas-Romo 2011.
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trigger concerted policy action to reduce cigarette consumption. 

Knowledge and awareness of the links between heart health and 

diet, exercise, and alcohol intake have also improved significantly, 

although obesity rates have steadily increased in most rich countries 

since the 1970s (OECD 2011). Meanwhile, there have been enor-

mous strides in pharmaceutical innovation and medical technology. 

Diuretics, beta-blockers, and ACE-inhibitors for hypertension; statins 

for cholesterol; and thrombolytics for heart attack and stroke have all 

had large impacts. Diagnostic techniques are also much better, and 

newly developed invasive procedures such as coronary artery bypass 

graft and angioplasty have made a difference as well, even if they are 

sometimes overused.

A number of studies have attempted to decompose the large 

reductions in cardiovascular disease in the West into its various 

causes (Tunstall-Pedoe et al. 2000; Nolte and McKee 2003; Cutler, 

Rosen, and Vijan 2006; Ford et al. 2007). This type of analysis is an 

inexact science, and the relative importance of the different factors is 

likely to vary by country and time period. But the exercise has 

 important policy implications. A general rule of thumb is that 

 prevention has contributed about 50 percent of the mortality 

 reduction and treatment has been responsible for the other 

50  percent. Some studies have attributed a larger role to treatment, 

others less. On the prevention side, the most important contributor 

has been tobacco cessation, while drugs have been the best treat-

ment. But other factors have been important too. This track record 

suggests that neither prevention nor treatment alone will suffice to 

replicate the Western European experience in reducing deaths due to 

heart disease in ECA. Countries cannot prevent their way out of this 

disease burden, nor can medical care be relied upon to let people “off 

the hook” for their behavior. But it is also clear that the role of hospi-

tals has been relatively small, with important implications for the 

efficiency of spending, as will be discussed in chapter 5.

An important caveat to the long-term mortality reduction that can 

be achieved by addressing cardiovascular disease alone arises from 

“competing risks.” Everyone will die of one cause or another, and if 

deaths due to heart problems decrease, the risk of cancer, for exam-

ple, will tend to increase in a partially offsetting way, especially in a 

population with a legacy of unhealthy behaviors. This factor helps 

shed light on why cancer rates in ECA are often lower than in the 

EU-15 (as indicated in figure 3.1), because people are dying of heart 

disease first. It also helps explain why cancer deaths rose as 

 cardiovascular mortality fell in the West over a certain period, 

although in many cases, cancer rates are now falling, too. This topic 
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will be revisited in a later section. But despite the reality of  competing 

risks, the preeminence of cardiovascular disease, both as part of the 

problem and therefore as part of the solution, remains valid.

The second important contributor to the life expectancy gap 

shown in figure 3.1 is neonatal mortality. A similar story of remark-

able progress exists for this aspect of the disease burden in Western 

Europe over the past several decades. Neonatal deaths in the EU-15 

have fallen from about 20 per 1,000 in 1960 to less than 3 today 

(UNICEF 2010). In ECA today, the major direct causes of neonatal 

deaths are preterm complications, infections (especially  pneumonia), 

and asphyxia, while low birthweight (less than 2,500  grams) is a 

major indirect cause (Black et al. 2010). The risk factors for low 

birthweight include harmful maternal behaviors such as smoking 

and excessive alcohol intake, as well as poor nutrition and maternal 

age. But it is notable that the prevalence of low birthweight is quite 

similar in ECA and the EU-15 and has not fallen by much in the 

 latter region in recent decades. A large part of the  difference lies in 

what happens in the first hours and days after birth. Neonatal care 

can achieve much more today than in the past. Where once the 

main option was an incubator, there are now ventilators and other 

new technologies for nourishing, monitoring, diagnosing, and 

 treating low-birthweight infants. Perhaps even more than cardio-

vascular outcomes, medical care has played an important role in the 

reduction of neonatal mortality. In the future, the achievement of 

major reductions in neonatal deaths will depend on the provision of 

 individualized clinical care (Lawn, Cousens, and Zupan 2005). As 

rates fall further, the role of technology (including expensive 

 neonatal intensive-care units) will increase. The quality of neonatal 

care in ECA today is discussed in a later section.

The third major cause of the life expectancy gap—external causes—

is different in the sense that it was never as high in the EU-15 as it is in 

ECA today and has not played such a large role in mortality reduction 

in the West. As noted, the problem is especially concentrated in seven 

countries in ECA. The most important subcategory is road traffic inju-

ries, but others include homicide, suicide, poisonings, and others. 

Alcohol plays a central role in deaths due to external causes in ECA, 

and a policy agenda in this area is discussed in the next section since it 

is also a key risk factor for cardiovascular disease. Other policy levers 

for reducing this source of the disease burden include better road 

 network planning, enforcement of safety laws (speeding, seat belts, 

 helmets, and so forth), and emergency medical care (WHO 2004, 2009a).

In sum, this chapter will focus mostly on cardiovascular disease as 

the largest source of the life expectancy gap between ECA and 
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the EU-15 and the major source of longevity gains in the West in the 

past 50 years. Both prevention and treatment have been, and will be, 

central to this story. The “disease-specific lens” afforded by 

 cardiovascular disease will be used to draw out implications for ECA 

health systems in general along the way. Many of the key messages 

can be generalized to other conditions, since cardiovascular health 

requires a range of interventions from public health to the control of 

risk factors through primary care to more advanced treatments. 

Other key priorities include neonatal health, deaths due to external 

causes, and, eventually, cancer, and these will also be explored as 

appropriate. Analyzing health system performance at the disease 

level can shed more light on key challenges than highly aggregated 

studies (Garber 2003) and also provides an opportunity to identify 

actionable indicators for monitoring progress.

 While this chapter focuses on cardiovascular disease, there is an 

unfinished agenda related to the Millennium Development Goals 

(MDGs). Three of the eight MDGs pertain directly to health— reducing 

child mortality, improving maternal health, and combating HIV/AIDS 

and tuberculosis. Specific targets include reducing the under-five 

mortality rate by two-thirds between 1990 and 2015, lowering the 

maternal mortality ratio by three-quarters over the same period, and 

beginning to reduce the spread of HIV/AIDS by 2015. Strictly inter-

preted, many countries in ECA have not achieved these targets, in 

part because their 1990 baseline values were generally better than in 

most other developing countries; they had reached a point at which 

incremental changes had become increasingly difficult to achieve. 

Due to the predominance of noncommunicable diseases in ECA’s 

 disease burden, some have questioned the appropriateness of the 

MDGs for the region (Rechel, Shapo, and McKee 2005).

The monitoring of progress toward the MDGs has focused on 75 

“countdown countries” with higher burdens, of which five are in 

ECA: Azerbaijan, the Kyrgyz Republic, Tajikistan, Turkmenistan, and 

Uzbekistan. As of 2010, most had made progress in reducing child 

and maternal mortality, but the MDG targets remain elusive 

(Countdown 2012). Most child mortality in ECA is during the 

 neonatal period (first 28 days). Maternal mortality is fortunately a 

rare event in ECA. As of 2008, there were fewer than 2,000 maternal 

deaths across the region (about the same as in Brazil), and 

20  countries in the region had fewer than 25 annually nationwide. 

But it remains an important challenge in some countries, particularly 

in Central Asia.

Box 3.1 provides a brief overview of the challenges that ECA is 

facing in addressing HIV/AIDS and tuberculosis.
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BOX 3.1

An Unfinished Agenda: HIV/AIDS and Tuberculosis in ECA

There were around 1.5 million people living with HIV/AIDS in ECA at the end of 2010. Since 

2001, HIV prevalence in ECA has increased by 250 percent, in contrast to declining or stabilizing 

HIV epidemics elsewhere in the world. ECA, therefore, has the fastest-growing epidemic in the 

world, although its prevalence rate (0.9 percent) is still much lower than that of Sub-Saharan 

Africa (5 percent). Russia and Ukraine account for almost 90 percent of ECA’s reported new 

infections.

The HIV epidemic in ECA is driven primarily by the practice of sharing equipment among 

injecting drug users (IDUs) and sexual transmission from infected IDUs to their sex partners. 

IDUs constitute around 59 percent of the total number of HIV/AIDS cases in ECA. Around one-

quarter of the estimated 3.7 million IDUs in the region are living with the disease. Among 

1.8 million IDUs in Russia, this rate is 37 percent. However, the coverage of evidence-based, 

cost-effective HIV interventions for IDUs such as needle and syringe programs and opiate 

 substitution therapy is inadequate. No ECA country has been able to reach the coverage levels 

of needle and syringe programs and opiate substitution therapy recommended by the World 

Health Organization (WHO). Opiate substitution therapy is not offered in Russia.

Voluntary counseling and testing, another key HIV intervention, remain limited for at-risk 

groups such as IDUs, sex workers, and men who have sex with men in ECA. In countries for 

which data were available in 2009, none has achieved more than 50 percent coverage of volun-

tary counseling and testing among these populations. With regard to treatment, only 23 percent 

of those in need of anti-retroviral therapy in ECA currently receive it, which is less than half the 

treatment coverage rate in Sub-Saharan Africa. Provision of anti-retroviral therapy in ECA is the 

second lowest of any region (only the Middle East and North Africa is lower) and is not keeping 

pace with new infections. While IDUs comprise the majority of people living with HIV/AIDS, 

they represent less than a quarter of those currently under treatment. In general, at-risk popula-

tions are neglected in government allocations to HIV/AIDS programs and are instead covered 

largely by international funding sources (UNGASS 2010; UNAIDS 2012; UNECE 2012).

To effectively address the HIV/AIDS challenge, ECA countries need to do the following: (1) 

scale up needle and syringe programs and opiate substitution therapy interventions for IDUs; (2) 

expand voluntary counseling and testing for the most at-risk groups such as IDUs, commercial 

sex workers, and men who have sex with men; and (3) widen access to anti-retroviral therapy. 

Achievements of such goals would require, among other things: (1) increasing resource 

 allocations for effective, evidence-based interventions targeting at-risk groups; (2) improving 

programming and implementation of such interventions in partnership with civil society; and (3) 

removing punitive laws where they exist, as they are obstacles to access to prevention, treat-

ment, care, and support by the most at-risk populations.

continued
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Smoking, Drinking, Men, and Women: More Can Be Done to 
Address Tobacco and Alcohol Use

The starting point for reducing mortality from cardiovascular disease 

is to address its major risk factors in the general population before 

individuals need medical care. The focus here is on two of the most 

important, tobacco and alcohol use. Cigarette smoking damages the 

blood vessels, impedes the transfer of oxygen from the lungs, and 

puts the heart under increased strain. Excessive alcohol consumption 

raises blood pressure, leads to damage of the coronary arteries, and 

can directly affect the heart muscle. Both raise the risk of heart attack 

and stroke, among other dangers (which also include cancer). 

Smokers live about seven years less than nonsmokers. There is also a 

link between smoking and drinking during pregnancy and the 

 probability of low-birthweight infants, posing a risk to neonatal 

health, and alcohol contributes to road traffic deaths. Thus, tobacco 

and alcohol matter for many reasons.

Behavior change is one of the most difficult tasks for 

 government policy to accomplish. Who partakes in unhealthy 

behaviors, and why they do so, can be quite idiosyncratic and 

strongly influenced by social factors and individual circumstance. 

At the country level, different nations have both their virtues and 

vices. Within the Organisation for Economic Co-operation and 

Development (OECD), the United States has the highest rate of 

obesity but one of the lowest rates of tobacco use; Greece has 

Tuberculosis (TB), a disease strongly linked to poverty, remains a key health risk in ECA, 

where it is a topic of global importance. While new EU member states have made gains against 

TB since its peak in the late 1990s, the opposite is true in CIS countries, where progress in TB 

control during the Soviet era has been reversed. TB incidence has doubled since 1990 in CIS 

countries, and it is now almost three times higher than among new EU member states and ten 

times higher than in Western Europe. As a result, attaining the MDG for tuberculosis in these 

countries is not on track. ECA also has some of the worst TB treatment outcomes in the world, 

with a success rate of 65 percent, and the spread of drug-resistant tuberculosis is on the rise. 

The region has the highest rates of multi-drug-resistant TB in the world, with 32 percent of new 

cases and 76 percent of previously treated cases resistant to at least two of the most potent TB 

drugs. The number of TB deaths has doubled in ECA during the past 20 years, particularly among 

working-age men. The policy imperative is to improve case detection rates and treatment 

 outcomes and aggressively address TB-HIV co-infections.

BOX 3.1 continued
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the highest rate of tobacco use and the lowest suicide rate; France 

has the highest rate of alcohol  consumption and one of the lowest 

obesity rates. The same is true of individuals. In six ECA countries 

surveyed, there was very little correlation between whether a 

 survey respondent was a smoker, was a binge drinker, was obese, 

wore a seat belt in a car, or had a physical checkup in the past year. 

The same has been observed in other countries. The challenge is to 

change the action, not the person. The difficulty of doing so should 

not be underestimated, but there are also effective policies 

available.

This section compares ECA with the EU-15 on the prevalence of 

smoking and excessive drinking, knowledge about their health 

effects, public attitudes toward potential policy measures, and cur-

rent policy efforts to address these problems. Other cardiovascular 

risk factors, such as diet and exercise, and the broader public health 

agenda are noted briefly at the end.

A Smoke-Filled Region

People smoke more in ECA than in almost any other region. The 

prevalence, frequency, and intensity of cigarette use by males in 18 

ECA countries with data comparable to the EU-15 are shown in 

 figure 3.3. About one-third of men in the EU-15 classify themselves 

as current smokers, a rate that is exceeded, often by a wide margin, 

in the majority of ECA countries. Over 90 percent of smokers in ECA 

light up on a daily basis, compared with less than three-quarters in 

the EU-15, and most of them also smoke more cigarettes per day. 

ECA is also a region of heavy tobacco use by global standards. New 

research on smoking prevalence in 14 large middle-income countries 

representing 3 billion people found that Russia, Turkey, and Ukraine 

had the three highest rates of smoking prevalence of males between 

the ages of 15 and 34 (Giovino et al. 2012). Smoking among youth is 

an ill omen for future health.

The prevalence of smoking among women in ECA is notably 

lower than among men, ranging from below 5 percent in Central 

Asia and the Caucasus to over 20 percent in the EU-15 and most of 

the new EU member states in ECA. The gender disparity in tobacco 

use is a major reason for the significant gap in life expectancy 

between men and women in the region. But while women smoke 

less than men, the gap may be narrowing. There is evidence compar-

ing eight former Soviet countries in 2001 and 2010 that suggests that 

men are smoking somewhat less than previously but that women are 

smoking slightly more (Roberts et al. 2012).
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Smoking is commonplace in ECA, but what is the role of public 

policy in addressing individual choices related to tobacco use? It is 

sometimes argued that if people want to smoke, governments should 

not make it their business to stop them. The most obvious reason is 

the externality of second-hand smoke, which poses health risks to 

others in public places but especially within households. In ECA 

countries with higher tobacco use, about one-quarter of survey 

respondents state that they are “very often” bothered by exposure to 

smoke in their daily lives, about twice as high as in most of the 

EU-15. Smoking is also expensive and can crowd out household 

spending on other items, including food and human capital invest-

ments such as health and education, especially among low-income 

families (Wang, Sindelar, and Busch 2006). In many ECA countries, 

smoking prevalence is similar across socioeconomic quintiles, and 

thus tobacco accounts for a larger share of household spending 

among the poor.

Policies to address tobacco use have also been justified on the 

grounds that most smokers want to quit. In six former Soviet coun-

tries where the question was asked, about two-thirds of smokers said 

they would like to quit. In most ECA countries, between one-quarter 

FIGURE 3.3
Men in ECA Smoke More than Men in the EU-15

Sources: European Commission 2010; World Bank 2012a.

Note: ECA = Europe and Central Asia.
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and one-half of smokers report that they have tried to quit during the 

past 12 months, a higher share than in the EU-15 (figure 3.4). But 

quitting is hard. The average age at which male smokers in ECA 

began their habit is just 17, and addiction takes hold quickly. The suc-

cess rate of ECA’s smokers who are trying to quit is lower than in the 

EU-15, as indicated by the ratio of current to former smokers 

( figure 3.4). This difference is partly a reflection of a less supportive 

policy environment for would-be quitters, as discussed below. These 

survey responses provide support to the behavioral economics theory 

that tobacco use reflects a problem of time-inconsistent preferences—

that is, people want to quit tomorrow but not today—more than so-

called “rational addiction” in which people want to smoke despite 

the risks (Gruber and Koszegi 2001). The implication is that optimal 

policy making could make people better off by helping address the 

problem whereby a person’s behavior today may inflict costs on their 

“future self” down the road.

About three-quarters or more of ECA’s smokers who report that 

they tried to quit during the past year cited personal health as a 

 motivating factor, in addition to other reasons such as the cost of 

smoking. This finding suggests that ECA’s smokers are well aware of 

the health consequences of their habit. In fact, there is little differ-

ence with the EU-15 in this respect. Over 80 percent of survey 

FIGURE 3.4
Smokers Are Trying to Kick the Habit, but Often Not Succeeding

Sources: European Commission 2010; World Bank 2012a.

Note: Figure shows data for countries in Europe and Central Asia and the EU-15.
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respondents in six former Soviet countries agree with the statement 

that “smoking causes cancer and death,” a rate similar to the EU-15. 

A large majority of respondents in 16 ECA countries surveyed on the 

matter also recognize the potential health consequences of second-

hand smoke, again similar to the EU-15. Thus, a lack of awareness of 

the health consequences of smoking does not appear to be a major 

reason for high tobacco use in ECA.

Policy levers for reducing tobacco use include cigarette taxation, 

smoking bans in public places such as offices and restaurants, restric-

tions on advertising tobacco products and sales to youth, warning 

labels on packages, nicotine replacement therapies to help those try-

ing to quit, and general medical advice through primary care. A com-

prehensive review of national anti-tobacco policies suggests that on 

many of these fronts, countries in ECA are doing less than countries 

in Western Europe (WHO 2011a).

The most effective anti-tobacco policy is to increase cigarette taxes. 

In fact, it has been identified as one of the most cost-effective of all 

health interventions (Laxminarayan et al. 2006). A large research lit-

erature suggests that a 10 percent increase in cigarette prices will 

reduce overall consumption by about 2.5 to 5 percent in high-income 

countries, and the same price increase will have an even larger 

impact in low- or middle-income settings (Chaloupka et al. 2010; 

Cawley and Ruhm 2012). Over two-thirds of smokers in ECA say 

that price affects their choice of cigarette, compared to less than half 

in the EU-15. The responsiveness of cigarette consumption to price is 

also higher among youth, especially in lower-income settings 

(Kostova et al. 2010), and thus tobacco taxation can play a key role 

in deterring uptake in the first place. Since cigarette consumption 

typically falls by less than the price increase (that is, it is relatively 

price inelastic), the evidence on tobacco taxation also shows that 

higher taxes increase tax revenues, which should help allay concerns 

of treasury officials. Concerted multilateral efforts on tobacco taxa-

tion can also help confront the possible emergence of a smuggling 

problem. It should be acknowledged, however, that taxing cigarettes 

can be regressive.

Despite the strong supporting evidence in favor of higher tobacco 

taxation, there is substantial room for further increases in many 

countries in ECA and especially in the CIS region (figure 3.5). All EU 

countries have cigarette taxes that exceed 75 percent of the retail 

prices, while most Balkan countries fall just short of this level. But 

most CIS countries are well below 50 percent.

Another area in which ECA’s anti-tobacco policies lag behind 

the EU-15’s is the implementation of smoking bans in public 
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places. In recent years, there has been a growing trend to enact 

legislation on this issue, beginning with Ireland in 2004 and 

spreading rapidly across much of the Continent (EPHA 2012). 

Enforcement is not always complete, but the trend has been both 

successful and broadly popular (Spinney 2007). But farther east, 

public smoking bans are less common (WHO 2011a), although in 

early 2013, Russia approved tough new anti-tobacco legislation. 

By taxing cigarettes at a higher rate and imposing public smoking 

bans, among other measures, governments could help “nudge” 

smokers into quitting and thus achieve more favorable ratios than 

those shown in figure 3.4.

The Gender Divide

Popular opinion is also in favor of stronger anti-tobacco policies, 

especially among women (figure 3.6). Both higher cigarette taxes 

and smoking bans in restaurants have the support of a majority of 

survey respondents across the region. There is little difference 

between ECA and the EU-15 on this front. In most countries, there is 

FIGURE 3.5
Tobacco Taxation Can Be Strengthened in Many ECA Countries

Source: WHO 2011a.

Note: Figure shows cigarette taxes as a percentage of the 2011 retail price. ECA = Europe and Central Asia.
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a roughly 10-percentage-point gap between male and female support 

for these measures, with women more in favor.

The anti-tobacco agenda has a strong gender dimension in ECA. 

Smoking prevalence is far higher among men, representing a drain on 

household resources at the expense of women, inflicting second-hand 

smoke on those living under the same roof, and contributing to the 

large life expectancy gap between genders in the region (and thus 

widespread widowhood). One of the most comprehensive analyses of 

the cost of smoking identifies the impact on household members as the 

most significant external cost of tobacco use (Sloan et al. 2004). 

In ECA, this typically means men imposing a burden on women. This 

factor may help explain the gender gap in attitudes toward anti-

tobacco legislation shown in figure 3.6, although it should be noted 

that in many countries a majority of men also support these measures.

FIGURE 3.6
There Is Widespread Support in ECA and the EU-15 for Anti-Tobacco Measures, 

Especially among Women

Sources: European Commission 2007, 2010; World Bank 2012a.

Note: ECA = Europe and Central Asia.

Azerbaijan

Slovenia

Slovak Republic

Moldova

Czech Republic

Uzbekistan

Romania

Croatia

EU-15

Macedonia, FYR

Estonia

Russian 
Federation

Hungary

Latvia

Bulgaria

Lithuania

Poland

Georgia

a. Increasing tobacco taxes 

(% in favor)

0 20 40 60 80

Tajikistan

Turkey

Percent Percent

0 20 40 60 80

Moldova

Azerbaijan

Russian 
Federation

Latvia

Slovenia

Tajikistan

Hungary

EU-15

Uzbekistan

Lithuania

Slovak Republic

Georgia

Croatia

Estonia

Poland

Bulgaria

Romania

Czech Republic

b. Banning smoking in 

restaurants (% in favor)

Men Women

GB.indb   85GB.indb   85 22/05/13   7:28 PM22/05/13   7:28 PM



86 Getting Better: Improving Health System Outcomes in Europe and Central Asia

In sum, there is an outstanding policy agenda for addressing high 

rates of smoking in ECA. Significantly, the most effective measures 

would come at very little budgetary cost and could in fact raise 

 revenues. In general, public support for these steps is well in front of 

government action, suggesting a need for policy makers to play catch-

up. Leadership will assume a key role in moving this agenda forward. 

One of the most successful recent examples of anti-tobacco legislative 

action in the region can be found in Turkey, as described in box 3.2. 

Given the experience of the EU-15, it is very likely that far-reaching 

anti-smoking measures will eventually be implemented throughout 

ECA. The question is when. In view of the high burden imposed by 

tobacco in ECA, especially on women, the sooner the better.

An Agenda for Alcohol

A second major risk factor for cardiovascular disease in ECA is exces-

sive alcohol use. It is more difficult to capture the public health risks 

of alcohol in basic consumption data, since how people drink is more 

important than how much they drink. Moderate levels do not pose a 

serious health risk (and in some cases might even be beneficial). 

Global data indicate that nearly all the countries with the highest 

annual per capita consumption measured in liters of pure alcohol are 

in Europe, both East and West (WHO 2011b).

A more informative measure of the health risks related to alcohol 

is the frequency of so-called heavy episodic or binge drinking. 

Various definitions exist, making data comparisons difficult (WHO 

2012a). One definition is five or more drinks in one sitting, for which 

figure 3.7 shows comparative data across the region. Binge drinking 

among men is more common in several ECA countries than in the 

EU-15, especially in the Baltic republics and Russia. In all countries, 

binge drinking among women is far less common. The very high 

result for Georgia reflects a tradition of wine drinking at feasts. Other 

countries with heavy episodic drinking for which comparable data 

are not available include Belarus, Kazakhstan, and Ukraine. In gen-

eral, the significance of excessive alcohol consumption as a key driver 

of the life expectancy gap between ECA and the EU-15 is concen-

trated in fewer countries than in the case of tobacco.

The public health consequences of excessive drinking appear to be 

widely recognized across the region. Figure 3.8 indicates that respon-

dents in every ECA country surveyed are more likely to agree that a 

person should not drive after consuming one drink compared to the 

EU-15. In nearly every country, they are also more likely to “totally 

agree” that alcohol can increase the risk of heart disease. A similar 
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BOX 3.2

A Strong Policy Response for Tobacco Control in Turkey

Smoking has long been a deeply rooted tradition in Turkey, especially among males. Between 

1980 and 2000, tobacco use in Turkey nearly doubled, with annual cigarette sales increasing 

from US$55 billion to US$100 billion. There are currently about 16 million adult smokers in 

Turkey, and it has the highest male smoking rate among OECD countries at about 50 percent. 

Among women, around 15 percent are smokers, and this rate is on the rise. Over 50,000 people 

die each year from tobacco-related diseases, and among men, they are the most common 

cause of death. Without effective tobacco control measures, it has been estimated that the 

number of annual tobacco-attributable deaths would reach 127,000 by 2050. Until recently, 

Turkey was also one of the major tobacco-producing countries in the world.

Turkey’s first tobacco control law was passed in 1996, and in 2004, the Turkish Parliament 

 ratified the Framework Convention on Tobacco Control, an international treaty to reduce tobacco 

consumption under the auspices of WHO. In recent years, the government has stepped up its 

commitment to curbing the smoking epidemic. In 2008 and 2012, further amendments to 

tobacco control legislation were passed. As a result, Turkey now has some of the most compre-

hensive and advanced tobacco control measures in the world. These include:

 • An increase in the tobacco tax to about 75 percent of the retail price

 • A complete ban on smoking in public places, on advertising and promotion of tobacco 

 products, and on sales of tobacco products to minors

 • Prominent picture-based health warnings

 • Generic packaging of cigarettes

 • Public anti-smoking campaigns

 • Increased access to smoking cessation products and treatment

In 2010, Turkey ranked fourth in the European Tobacco Control Scale published by the Associa-

tion of European Cancer Leagues. Although existing prevalence data may not yet capture the 

impact of these recent measures, emerging evidence points to positive results from Turkey’s 

advanced tobacco control program. Since the implementation of the expanded smoke-free law in 

2008 and the tax increase in January 2010, cigarette sales in Turkey have decreased by 10.7 percent.

In addition to the government’s high level of commitment, the success of tobacco control in 

Turkey can also be attributed to very good multisectoral collaboration and a strong civil society 

movement for tobacco control. More than 100 government agencies and nongovernmental orga-

nizations participated in the preparation of the National Tobacco Control Program and Plan of 

Action in 2008. The Turkish National Coalition on Tobacco or Health consists of more than 40 Turkish 

organizations working on tobacco control. The coalition has been very active in advocating for strin-

gent and comprehensive tobacco control laws and monitoring the reinforcement of such laws.
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FIGURE 3.7
There Is More Binge Drinking in Some ECA Countries

Sources: European Commission 2010; World Bank 2012a.

Note: Figure shows the consumption of five or more drinks in one sitting. ECA = Europe and Central Asia.
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FIGURE 3.8
There Is Strong Knowledge of the Risks and Consequences of Alcohol Use in ECA

Sources: European Commission 2010; World Bank 2012a.

Note: ECA = Europe and Central Asia.
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pattern prevails when they are asked about other health risks 

 associated with alcohol, such as liver disease, depression, and birth 

defects. In addition, roughly half of binge drinkers in six ECA 

 countries acknowledge that they need to reduce their drinking. While 

ongoing public awareness efforts are important, as with tobacco use, 

knowledge of the risks does not appear to be the major barrier to 

addressing the challenge of excessive alcohol consumption in ECA.

As with smoking, there are substantial external costs associated 

with excessive alcohol use that lend support to policy interventions. 

The extraordinary loss of life in ECA due to injuries as shown in 

 figure 3.1, mainly concentrated during middle age, provides strong 

evidence of these costs. But because moderate, responsible alcohol 

consumption is not harmful, policy instruments such as taxation can 

be blunt tools. A large research literature has examined the price 

responsiveness of alcohol use, with results similar to that of tobacco 

(that is, elasticity near −0.5). However, heavy drinkers may be less 

responsive to higher prices (Cawley and Ruhm 2012).

In addition to taxation, policy options for addressing excessive 

alcohol use include warning labels, limiting its availability (for exam-

ple, to youth or the hours of sale), enforcement of laws to reduce 

drinking and driving, advertising restrictions, awareness campaigns, 

and advice and treatment through the health system to help those in 

need. A stock taking of national policies reveals a mixed picture 

(WHO 2011b). For example, most ECA countries have more restric-

tive laws applied to limits on blood alcohol content when driving 

than the EU-15. Sales to youth are restricted nearly everywhere, and 

most countries have some advertising restrictions. But there is less 

comparable information available on alcohol taxation.

There is broader popular support in ECA than in the EU-15 for 

many anti-alcohol measures, such as warning labels and restricting 

access for youth. As in the case of tobacco, these policies are also 

more widely supported among women (who partake less in alcohol 

consumption) than men, although again a majority of the latter also 

supports them. Women are also more likely to agree that public 

authorities should intervene to protect people from alcohol-related 

harm, rather than saying that individuals are responsible enough to 

protect themselves.

In brief, there are many similarities between the alcohol agenda 

discussed here and the tobacco issues noted above. These behaviors 

are more prevalent in ECA than in the EU-15 and more common 

among men than women, while knowledge of the health risks is 

strong and popular support for public health measures to address 

excessive consumption is widespread. Policy measures for addressing 
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alcohol could be strengthened, but, perhaps equally important, exist-

ing measures could also be better enforced. The successful anti- 

alcohol measures introduced in the Soviet Union during the late 

1980s are discussed in box 3.3.

The Broader Public Health Agenda

Tobacco and alcohol are not the only risk factors for cardiovascular 

disease. Among others, diet and exercise are also important, but 

cross-country data for assessing differences are less readily 

 available. Obesity rates, defined as a body mass index over 30, vary 

widely within both ECA and the EU-15 (OECD 2010), although 

overall they would appear to be higher in ECA. In both Eastern 

and Western Europe, the long-term trend has been an increase in 

the prevalence of obesity over time. Thus, the EU-15 has made sig-

nificant progress against cardiovascular disease mortality despite 

rising obesity, although the delayed effect on the disease burden 

has probably yet to emerge fully. Policies to help address obesity 

may include food regulation and possibly taxation, although these 

are also in their infancy in more advanced health systems. In brief, 

BOX 3.3

Addressing the Challenge of Alcohol Consumption in Russia

The challenge of addressing alcohol use in Russia goes back several decades (Stickley, 

Razvodovsky, and McKee 2009), but consumption started to increase more sharply after 1970. 

In recognition of the problem, a series of sweeping reforms was introduced to curtail alcohol 

consumption in the Soviet Union beginning in 1985. These included a sharp reduction in state 

production of alcohol, sales restrictions, price increases, and improved health education and 

treatment programs. Together, these steps were very successful at reducing alcohol-related 

mortality during the late 1980s. But the breakdown of these measures as a result of the dissolu-

tion of the Soviet Union is responsible for up to half the mortality spike in the early 1990s 

(Bhattacharya, Gathmann, and Miller, forthcoming). The sharp decline in the price of vodka in the 

early 1990s, corresponding to the breakdown of Gorbachev-era controls, was a major reason for 

the increased mortality at that time (Treisman 2010). This experience underlines the significance 

of the price channel in affecting alcohol use and therefore the promise of taxation as a policy 

instrument. More broadly, an array of policies can be used to help address alcohol use in Russia 

(World Bank 2005). The challenge of addressing excessive alcohol consumption in Russia is 

ongoing (Leon, Shkolnikov, and McKee 2009). In 2011, a law was signed to raise alcohol taxes 

significantly over the period 2012–14. Stronger enforcement of existing legislation and innova-

tive public health campaigns to help shift attitudes will also be important.
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the evidence base and rationale for intervening are somewhat less 

clear than for tobacco and alcohol.

A strengthening of public health measures to reduce cardiovascu-

lar disease can also serve as a springboard to undertaking deeper 

reforms in public health systems that have traditionally focused on 

other areas such as communicable disease and environmental health 

(Gotsadze et al. 2010). A greater focus on prevention of noncommu-

nicable disease will be essential to managing the main source of ECA’s 

disease burden. More generally, the public health agenda would 

 benefit from strong leadership, a key ingredient in helping align 

 government action closer to popular opinion on key public health 

issues, including tobacco and alcohol use.

There Are Big Gaps in Managing Risk Factors 
through Primary Care

The population-based interventions of the previous section can play 

a key role in preventing the emergence of cardiovascular disease, and 

they can be reinforced by health workers who advise and assist 

patients in addressing issues related to tobacco, alcohol, diet, and 

exercise. But inevitably there will be people with risk factors who 

come into contact with the medical care system, many of whom can 

be successfully treated through primary care. In that way, they can 

also be kept out of hospitals. This section examines how well 

 countries in ECA are doing in this respect.

Taking the Pulse of Primary Care

High blood pressure, or hypertension, is the most important health 

risk factor both in ECA and in the world when measured by attribut-

able mortality, far ahead of the second most important, tobacco use. 

About 30 percent of deaths in ECA can be attributed to hypertension 

(WHO 2009b). High cholesterol is also among the top-five risk 

 factors. As noted earlier, better control of hypertension and 

 cholesterol—in part through anti-hypertensive drugs and statins, 

respectively—has played a major role in the “cardiovascular revolu-

tion” achieved in the West in recent decades.

On the surface, ECA has made some effort to address heart health. 

When asked whether they have had a heart checkup and a blood 

pressure test during the previous 12 months, survey respondents in 

ECA were often at least as likely to say yes as those in the EU-15 

( figure 3.9). More generally, outpatient health visits per capita in 
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ECA are slightly higher than in the EU-15, although there is 

 significant country variation (WHO 2012b). But it is less clear what 

exactly these visits entail. A brief exam with a stethoscope or blood 

pressure meter will not translate into better health outcomes without 

follow-up by both doctor and patient.

The picture is less favorable if the focus is shifted to hypertension 

awareness, treatment, and control. Awareness rates refer to the share 

of those with high blood pressure who know that they have the condi-

tion. Treatment rates represent the share of those with hypertension 

who are taking medication. Control rates reflect a blood pressure read-

ing below 140/90 among those on treatment as a share of all those 

with hypertension. In survey work undertaken as background to this 

report, blood pressure measurements were taken for over 6,000 

respondents across six former Soviet republics, and the results were 

compared to recent nationally representative estimates in the medical 

literature for several other countries in ECA and some advanced sys-

tems. As indicated in figure 3.10, ECA lags behind at each link in the 

chain, culminating in control rates of roughly 10 percent in most ECA 

countries, compared to 30–60 percent in available comparators in 

Canada, the United Kingdom, and the United States. In the six former 

Soviet republics, blood pressure control rates among women were sig-

nificantly better than among men. More generally, utilization rates of 

outpatient care across ECA are higher among women.

FIGURE 3.9
Some Positive Signs in Cardiovascular Risk Management in ECA

Sources: European Commission 2007; World Bank 2012a.

Note: ECA = Europe and Central Asia.
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There is also evidence of shortcomings in the management of 

high cholesterol, although here the breakdown appears to take 

place even earlier in the results chain. That is, many people do not 

get tested in the first place, a process that requires sending a blood 

sample to a laboratory for analysis. Figure 3.11 shows that while 

nearly 40 percent of the adult population in the EU-15 has had a 

cholesterol test during the previous 12 months, in several ECA 

countries no more than half that proportion has been tested. As a 

result, treatment rates are very low. While overtesting for medical 

conditions can become an important source of inefficiency in health 

systems, this should be less a concern when the test is relatively 

cheap and the condition is highly prevalent, as in the case of high 

cholesterol.

Improving results for hypertension and high cholesterol in prin-

ciple should not be expensive. It can and should be undertaken 

mainly in a primary-care setting without high staffing or capital 

costs. The drugs are also not expensive. Most anti-hypertensives 

have been off patent for a long time, and the same is increas-

ingly  true of statins. The cost effectiveness of drug regimens for 
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FIGURE 3.10
High Blood Pressure Is Not under Control
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cardiovascular disease has been reviewed favorably as an interven-

tion to promote both health and development more broadly 

(Gaziano et al. 2006; Jha et al. 2012).

System Measures to Strengthen Primary Care for Heart 
Disease

Achieving better outcomes through improved control of cardiovascu-

lar disease risk factors will require removing barriers to adherence on 

the patient side and creating stronger incentives on the provider side. 

There are no guaranteed recipes for improvement, but certain policy 

initiatives offer promise. Broader institutional reform issues related 

to primary care are discussed in chapter 6.

On the demand side, an important step toward improving 

access to drugs and adherence to treatment regimens would be to 

include basic drugs for cardiovascular disease in outpatient drug 

benefit packages. Across much of the ECA region, coverage of 

pharmaceuticals by government or social health insurance plans is 

lower than in the EU-15, and thus out-of-pocket payments for 

Sources: European Commission 2007; World Bank 2012a.

Note: Figure measures the percentage of respondents who have had a cholesterol test in the past 12 months.

FIGURE 3.11
Cholesterol Testing Can Be Expanded
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drugs are high, as discussed in detail in chapter 4. This factor is 

especially relevant for the CIS region, where the exclusion of 

 outpatient drugs from benefit packages dates back to the pretran-

sition era (Roberts et al. 2010).

The drugs are cheap, and thus the budgetary implications should 

not be major. While the low costs may be taken as evidence that 

patients should be able to afford to pay for the drugs themselves, 

there is growing evidence from the United States that even low 

copayments for pharmaceutical goods can serve as an effective bar-

rier to access, albeit for “irrational” behavioral reasons. That barrier 

can even lead to higher downstream systemic costs due to more 

hospitalization episodes that arise as a result of nonadherence 

(Baicker and Goldman 2011). This issue is discussed further in box 

4.1. Not all drugs may be candidates for expanded coverage, but the 

case for highly cost-effective drugs for cardiovascular disease 

appears strong. They hold the promise of huge health gains at the 

relatively low cost of just a few dollars per patient per month (Lonn 

et al. 2010).

Lowering financial barriers alone will not solve the adherence 

problem. People everywhere struggle to follow treatment regimens. 

But with rates of blood pressure control hovering near 10 percent in 

most ECA countries, any progress would be welcome. The so-called 

polypill, a combination drug for treating multiple risk factors, 

 including high blood pressure and cholesterol, could also promote 

adherence by reducing the complexity of treatment. Making it easier 

to refill prescriptions can also help.

On the supply side, the challenge is perhaps more complex. 

Primary-care provision needs to move beyond a generic “heart 

checkup,” as in figure 3.9, to reach closer to the ultimate result of 

successfully managing risk factors. An increasingly common 

approach is to implement pay-for-performance (P4P) schemes, 

whereby medical staff are partially reimbursed on the basis of specific 

targets or indicators related to outputs instead of inputs. These can 

provide a significant monetary incentive and, perhaps just as impor-

tant, a strong signal of what is expected of health workers. In ECA, 

Armenia and Turkey have very recently launched P4P schemes to 

help address cardiovascular disease, among other conditions, through 

primary care. Globally, these schemes have met with varying degrees 

of success (Maynard 2012; Witter et al. 2012), but the status quo 

clearly needs to be reassessed.

More generally, managing cardiovascular disease requires impor-

tant organizational inputs to help patients navigate the health sys-

tem, especially by ensuring the coordination and continuity of care. 
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In the absence of these inputs, there may be wide variation in the 

delivery of care within a country, with little or no link to evidence-

based medicine, poor communication between outpatient and 

 inpatient settings, and minimal attention paid to patient self- 

management. The result will be a higher likelihood of acute episodes, 

with implications for health outcomes and system costs. To address 

these shortcomings, strong disease management programs are 

needed to help establish clear guidelines and patient pathways, 

 institutionalize information flows, and empower patients to take 

responsibility for their own care. Good examples of such programs 

adopted recently in Western Europe include those implemented in 

Germany and the United Kingdom.

At the broader system level, indicators of cardiovascular risk fac-

tors could serve as a management tool for benchmarking and moni-

toring overall health system performance, an area of growing 

importance for policy makers (Smith et al. 2009). Specific and 

 meaningful “disease content” can be incorporated into broader 

efforts to strengthen primary care. Managing high blood pressure, 

the risk factor to which the most deaths in ECA can be attributed, is 

arguably the most important task of primary care and thus should be 

a centerpiece of efforts to improve performance.

While the focus has been on cardiovascular disease, many of the 

key system measures—increasing access to drugs for chronic disease, 

exploring pay-for-performance to incentivize providers, introducing 

disease management programs, and using disease-specific indicators 

to help monitor performance of the health system—apply equally to 

other conditions. For example, much of this approach also applies to 

the management of diabetes.

Further into the future, as noted above, progress against heart 

disease may lead to rising cancer incidence, and cancer-screening 

rates are still low in much of ECA, including for the most treatable 

forms (breast, cervical, colon, and prostate). Figure 3.12 shows the 

details. Substantial progress is now being made against cancer, 

especially in the United States. Systemic measures for addressing 

cardiovascular disease will ultimately lend support to the war on 

cancer.

More broadly, while people in many ECA countries visit the  doctor 

as much as people in the EU-15, those visits do not result in 

 meaningful improvements in chronic disease (especially in primary 

care), from control of cardiovascular risk factors to cancer screening 

to other causes. Box 3.4 briefly shifts the focus from mortality to 

morbidity, where some of the same challenges hold true for the 

 treatment of depression.
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Sources: European Commission 2007; World Bank 2012a.

Note: Figure shows whether the respondent has been screened for each type of cancer during the past 12 months. 

ECA = Europe and Central Asia.

FIGURE 3.12
Cancer Screening Is Underprovided in ECA
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BOX 3.4

Addressing Morbidity Will Require Greater Attention to Mental Health

The focus of this chapter’s discussion on health outcomes has been on mortality trends, but 

there is also a major agenda for addressing morbidity, or sickness and disability. Advances in the 

treatment of cataracts, arthritis, osteoporosis, and many other conditions have contributed to 

declining disability rates among the elderly in Western Europe. Replicating those gains in ECA 

could enhance the quality of life among older cohorts and could also potentially translate into 

higher labor force participation among those in their 50s and 60s.

However, the largest nonfatal cause of disease burden around the world is mental health 

(WHO 2008). On this front, there is significant undertreatment in ECA, even though the self-

reported prevalence of chronic anxiety or depression is typically higher than in the EU-15 (figure 

B3.4.1). Populations in the region, especially farther east, are also less likely to consult a 

 primary-care provider or mental health professional “because of a psychological or emotional 

problem.” But they often take anti-depressants, albeit without prescription in many cases. 

Greater attention to the long-neglected issue of mental health treatment could make a major 

contribution to improved health outcomes in ECA (Jenkins, Klein, and Parker 2005).

Sources: European Commission 2007; World Bank 2012a.

Note: Figure shows self-reported chronic anxiety or depression, current or previous. ECA = Europe and Central Asia.

FIGURE B3.4.1
A Higher Burden of Mental Health in ECA
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The Quality of Treatment and Care for Key Conditions 
Is Often Poor

Although the main emphasis should be on efforts to prevent illness 

and manage risk factors, health systems must also aim to achieve a 

high quality of care in the treatment of chronic and acute episodes of 

illness. As noted, major health gains have been achieved in advanced 

health systems in recent decades through better management of 

heart attack and stroke, from ambulance care and the rapid adminis-

tration of key drugs to follow-up. The same is true of neonatal care 

and many other conditions. This section considers health system 

 performance in ECA with regard to quality of care.

There are many definitions of quality of care, including those put 

forward by Donabedian (1980) and the U.S. Institute of Medicine 

(2001). While these vary, there is a general consensus that it is multi-

dimensional and comprises three basic elements: structure, clinical 

process, and outcomes (table 3.1).

For many years, the link between quality of care and population-

level health outcomes, while implicit, remained undocumented and 

unmeasured. However, there is growing evidence on the impact of 

the quality of care on such outcomes. Evidence shows that the 

 clinical process of care—that is, what health workers actually do 

when they see their patients—has a stronger association with popu-

lation health outcomes than structural elements of care. Globally, 

there is also a growing body of empirical evidence that the quality of 

care varies significantly, that it is typically inadequate, and that it 

contributes to the differences in health status across countries and 

within subgroups of a population (Das, Hammer, and Leonard 2008). 

It also differs across types of care, providers, and patient characteris-

tics. Thus, understanding the levels, variation, and determinants of 

the quality of care is important for improving health outcomes.

TABLE 3.1
Three Basic Elements of Quality of Care

Dimension of quality of care

Structure (inputs) • Material resources (facilities, drugs, and equipment, for example)

• Organization and financing of care (funding, staffing, and payment mechanisms, 

for example)

Clinical process • Interactions between health workers and patients in which structural inputs are 

transformed into health outcomes

Patient outcome • Clinical outcomes, morbidity, and mortality

• Patient satisfaction and responsiveness

Source: Adapted from Peabody et al. 2006.
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Hard evidence on the quality of care in ECA countries remains 

 limited, with some exceptions (Peabody et al. 2007; Hill, Chitashvili, 

and Trevitt 2012). Available information suggests that both the clinical 

process and the patient outcomes are suboptimal. For example, as 

indicated in the previous section, hypertension is under control in only 

about 10 percent of those with high blood pressure in many ECA 

countries. This common condition is relatively easy to treat with 

widely available and affordable drugs. Although the causes extend 

well beyond the clinical setting, one important reason is the low qual-

ity of care in the management of this major cardiovascular risk in ECA.

To generate more systematic evidence on the topic for this report, 

a provider survey was conducted in five countries in the region: 

Albania, Armenia, Georgia, Russia (Kirov oblast), and Tajikistan. To 

provide context, it started with the structural aspect of quality by 

looking at the availability of key inputs for the diagnosis and treat-

ment of common noncommunicable diseases and at maternal and 

neonatal conditions at the primary and secondary levels and found 

deficiencies of essential equipment and lab services that are most 

pronounced for primary care. For example, in Armenia, Georgia, and 

Tajikistan, primary-care facilities had less than one-third of the 

 essential equipment and basic lab services required for the manage-

ment of these common conditions.

The main focus of the survey was the clinical process dimension of 

the quality of care using the approach of clinical performance and 

value (CPV) vignettes (Peabody et al. 2004). This method attempts to 

mimic a clinical encounter by presenting health workers with a 

 hypothetical but realistic standardized patient scenario and asks open-

ended questions across five domains: patient history, physical exam, 

ordering tests, diagnosis, and treatment. New information is revealed 

as the vignette unfolds so that each successive component can be 

assessed irrespective of previous responses. The objective is to mea-

sure provider knowledge as a proxy of the clinical process aspect of 

quality. The approach has been validated and used in a variety of 

 settings (Peabody et al. 2000). In keeping with this chapter’s emphasis 

on cardiovascular disease and neonatal conditions, the survey used 

selected tracer conditions to evaluate the competency of health work-

ers in three areas: cardiovascular disease (a patient with multiple risk 

factors and another with signs of a heart attack), neonatology (birth 

asphyxia and pneumonia), and obstetrics (postpartum hemorrhage).

The results reveal significant shortcomings in quality of care. The 

average CPV score was 58 out of a maximum score of 100 ( figure 3.13). 

In most countries, physicians’ performance is somewhat lower for car-

diovascular disease, especially for a patient with multiple risk factors, 
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than for neonatal conditions. In the five different domains of a clinical 

encounter, physician performance was better for history taking (68 

percent), conducting physical exams (62 percent), and ordering labo-

ratory tests (62 percent) than for making a diagnosis (49 percent) and 

giving the right treatment (47 percent). Other key findings that were 

consistent across countries include: (1) female doctors outperform 

male doctors; (2) hospitals perform better than primary-care facilities; 

and (3) specialists score higher than nonspecialists on the CPVs. It is 

important to note that given the large, well-documented gap between 

what health providers know and what they do (sometimes referred to 

as the “know-do gap” in the literature), the actual quality of care in 

clinical processes for these conditions may be significantly lower than 

the level indicated by the CPV scores in the survey. In effect, the results 

represent an upper bound on quality of care.

Underlying these aggregate results is evidence of shortcomings for 

specific, critical clinical processes. For example, as indicated in 

 figure 3.14, on average across the region 63 percent of doctors sur-

veyed correctly diagnosed a heart attack (70 percent at the hospital 

level), but with wide cross-country variation in performance. Only 

50 and 73 percent, respectively, of hospital workers would give aspi-

rin and sublingual nitrates to a patient with a confirmed diagnosis of 

heart attack—despite the fact that these cheap and widely available 

drugs are the universal gold standard in the management of cardiac 

Source: World Bank 2013.

Note: Figure shows average vignette scores of physicians, with a maximum possible score of 100.

a. Results are for Kirov oblast. Neonatal vignettes were not done.

FIGURE 3.13
Quality of Care Can Be Improved for Major Conditions
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emergency. Similar gaps were identified for the treatment of a 

patient with multiple cardiovascular risk factors. On average, only 

65 percent of physicians in the surveyed countries prescribed anti-

hypertensive drugs to a hypertensive patient. For high cholesterol, 

only 49 percent prescribed statins. Albania and Tajikistan especially 

lag in this respect. Only 19 and 26 percent of Albanian doctors would 

prescribe  cholesterol-lowering and anti-hypertensive drugs, respec-

tively, to patients who need them. This observation is a major cause 

for concern, given the role that primary care plays in the manage-

ment of such CVD risks. These findings provide further evidence on 

the challenge of managing risk factors through primary care as high-

lighted in the previous section.

Quality of care typically varies widely across facilities and regions 

within a country, and thus survey findings can highlight the potential 

gains of raising the standard of care among the lowest performers to 

that of average or high performers. For example, a vignette-based 

survey carried out in Ukraine in 2011 revealed very large gaps in 

quality between the best-performing region, Kiev, and the worst, 

Crimea. Structural quality measures such as drugs, equipment and 

supplies, hours of operation, and staffing could not predict this 

regional  variation, but physicians who had recently (within the past 

year) undergone continuing medical education did have higher 

scores. Of note, higher-performing physicians were associated with 

better self-reported health status among patients interviewed at the 

health clinics.

Source: World Bank 2013.

Note: Figure shows provider responses to clinical vignette of heart attack.

FIGURE 3.14
The Quality of Care for Key Health Care Services Can Be Improved

0

20

40

60

80

%
 o

f 
d

o
c

to
rs

Correctly diagnose heart attack Give patient aspirin

Country

Russian Federation Armenia Georgia Albania Tajikistan

GB.indb   102GB.indb   102 22/05/13   7:29 PM22/05/13   7:29 PM



Improving Health: The Heart of the Matter 103

The global body of evidence on effective interventions to improve 

the quality of care is quite well established (table 3.2), but their appli-

cation remains limited. For example, a review of the existence of 

national practice guidelines for selected cardiovascular conditions in 

three ECA countries in 2011 showed that two did not have any at 

the  national level. In the quality-of-care survey, on average, only 

65   percent of hospitals in Armenia, Georgia, Russia (Kirov oblast), 

and Tajikistan had a committee to oversee quality of care, although 

such bodies are an essential part of the quality management model. 

Similarly, about 43 percent of health facilities in these countries had 

not received any kind of supervisory visit in the past 12 months. 

Among those that did, only 7 percent of external supervisors had 

used a checklist to assess the structural quality of care, and only 

8 percent had reviewed medical registers. Internal quality control is 

also deficient, with only about half of all health facilities having 

applied inventory checklists and medical register audits to them-

selves, and only half of hospitals had conducted a mortality audit in 

the event of a death. With regard to continuing medical education, 

a  key intervention commonly used globally to update health 

 workers’ professional knowledge and skills, only 38 percent of hospi-

tal physicians and 29 percent of primary-care physicians in Tajikistan 

had received any type of continuing medical training in the past 

12 months. For the Kirov oblast in Russia, these rates were 40 and 

48 percent, respectively.

TABLE 3.2
Summary of Interventions to Improve Quality of Care

Type of interventions Level of evidence on effectiveness

Interventions changing structural conditions

Legal mandates, accreditation, and administrative regulations +

Malpractice litigation to enforce legal mandate ++

Oversight of professional association ++

Clinical guidelines +++

Targeted education and professional retraining +++

Organizational change (management models, among others) ++++

Interventions directly affecting provider practices

Training with peer review feedbacks +++

Pay-for-performance ++++

High volume of care ++++

Performance-based professional recognition ++++

Source: Adapted from Peabody et al. 2006.

Note: Level of evidence is ranked from “Low” (+) to “High” (++++).
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In general, there is stronger evidence of an impact on quality 

when interventions aim to affect provider practices directly and not 

simply change the structural conditions. An important aspect of this 

agenda is to better measure provider performance and link it to 

 payment (that is, P4P), professional recognition, and peer review. 

Experience suggests that nonmonetary incentives can be more pow-

erful than money alone. International benchmarking can also be 

useful: the OECD already publishes cross-country data on key indica-

tors of quality, such as mortality within 30 days of discharge  following 

a heart attack (OECD 2011). Few ECA countries have national or 

facility-level data on such indicators.

In summary, there appear to be significant gaps in all three 

 dimensions of quality of care: structure, clinical process, and patient 

outcomes in the surveyed ECA countries. It is likely that similar 

 challenges exist to varying degrees elsewhere in the region. 

Improving the quality of care in ECA, especially for the high-burden 

causes of mortality, such as cardiovascular disease, should be a 

 priority for policy makers.
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Key Messages

 • High out-of-pocket payments are a concern if they impose 
signifi cant consumption risk on households, if they result 
in high inequality in access to care, or if they refl ect rent 
seeking by providers at the expense of the population using 
health care.

 • To help overcome behavioral biases toward  underuse 
of preventive care, a lower degree of patient cost shar-
ing may be more desirable for key preventive  services 
( including some pharmaceuticals) than traditional 
approaches allow.

 • Once the various reasons to achieve lower OOP spending 
are summed up, theory and evidence suggest that less 
than 25 percent of total health fi nancing drawn from this 
source is a reasonable policy objective. OOP spending in 
many ECA countries is between 40 and 70 percent, while 
the EU-15 average is 18 percent.

GB.indb   109GB.indb   109 22/05/13   7:29 PM22/05/13   7:29 PM



110 Getting Better: Improving Health System Outcomes in Europe and Central Asia

The previous chapter explored the policy agenda for improving on 

recent trends with respect to health outcomes in Europe and Central 

Asia (ECA). In this chapter, we shift our attention to the equally chal-

lenging issue of how to pay for it. People want better health, but they 

want many other things too, and more money spent on health means 

less is available for everything else. We begin with the household 

perspective—avoiding undue financial distress on individuals in the 

course of obtaining health care—and in the next chapter, we focus 

on the same topic from the perspective of maintaining a sustainable 

government health budget.

The major focus of attention with respect to financial protection is 

out-of-pocket (OOP) payments for health by households at the point 

of care. How much is being spent, for what, by whom, and to whom? 

And what are the causes, consequences, and policy implications of 

these payments? This chapter aims to address these questions. 

 • Households in ECA’s high OOP-payment countries are 
spending signifi cantly more on health, and with a higher 
variance, than counterparts in EU-15 countries; a large 
share of this OOP spending is on drugs.

 • The incidence of catastrophic health expenditures and 
inequality of utilization is higher in countries that rely heavily 
on OOP spending for health fi nancing; over half of all OOP 
spending is catastrophic in most countries.

 • How much a government spends on health matters a lot for 
the degree of fi nancial protection achieved by a health sys-
tem, but higher spending does not automatically translate 
into improved fi nancial protection outcomes.

 • Rent seeking by providers in the form of informal payments 
and high pharmaceutical price markups are important 
causes of weak fi nancial protection in ECA.

 • To improve fi nancial protection, the policy agenda will 
require some combination of increased health budgets and 
supply-side measures to address informal payments and 
high drug spending.

 • Special effort should be made to ensure that improvements 
in fi nancial protection benefi t the poorest fi rst, for example, 
through targeted health programs.
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As  shown in chapter 1, the long-term trend in out-of-pocket 

 payments for health financing in ECA is a mixed picture, with some 

countries making good progress in reducing OOP payments to more 

moderate levels, while many others are not. About half the countries 

in the region have either increased their reliance on OOP payments 

significantly since 1997 (the earliest year for which reliable cross-

country data are available) or maintain persistently high levels. In 

brief, taking the region as a whole, there has been very little conver-

gence with the EU-15 on this key performance indicator. This 

 chapter focuses on how a more rapid convergence in that regard 

might be achieved to mitigate the impact of high OOP payments on 

households.

The chapter begins with a brief overview of conceptual issues 

related to OOP payments. It then examines some empirical evidence 

on OOP spending drawn from household surveys, with a focus on 

five key stylized facts. The final section offers a diagnosis of some of 

the main causes of weak financial protection in those countries that 

continue to struggle with this issue and discusses some policy options 

that can help improve financial protection in the region. It also looks 

at some case studies of success.

The Problem with Out-of-Pocket Payments: Conceptual Issues

Out-of-pocket spending for health care by households takes place 

when a health expense is either not (fully) subsidized or not (fully) 

reimbursed through government funding or through insurance. 

Such spending can include full payment by the patient if a service is 

not included in a formal benefit package (if indeed such a thing 

exists), as well as partial contributions in the form of copayments, 

deductibles, or coinsurance. The payments may be “formal”—that is, 

part of an official policy of cost sharing—or “informal” if the payment 

does not adhere to some official rule. In practice, the distinction 

between formal and informal payments is often not very clear.

Health Spending Is Different: Confronting Consumption 
Risk, Externalities, Equity, and Rent-Seeking

For most goods and services, household spending patterns are pre-

sumed to be a matter of individual choice, and there is little reason to 

believe that these outcomes can be improved on or should otherwise 

be the focus of policy intervention. But health expenditures are dif-

ferent from most other household purchases for several reasons.
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First, the uncertainty and potentially high cost associated with 

health expenditures—we do not know when we might fall sick or 

how much it will cost if we do—make them amenable to prepayment 

and risk-pooling arrangements. There are few if any other significant 

items in a typical household budget that are subject to such uncer-

tainty in demand. Lifetime health costs also vary widely. By making 

small regular contributions to future health care needs through taxes 

or insurance premiums, a household will be better off than if it were 

to face the risk of large, unpredictable out-of-pocket health payments 

when a household member falls sick. In economic jargon, an inabil-

ity to smooth consumption directly reduces welfare and may lead to 

informal risk-management strategies (for example, borrowing or sell-

ing assets) that can hinder productive activity. Even if consumption is 

smoothed in the face of a health shock, the manner of doing so may 

impose its own burden. Thus, one of the most important sources of 

economic risk faced by households is unexpected illness (Townsend 

1995; Gertler and Gruber 2002; Chetty and Looney 2006).

Second, in the case of preventing and treating infectious disease, 

there is a potential benefit not just for the individual, but for society 

as a whole. Thus, subsidized health care makes sense in addressing 

the externalities. In ECA, HIV/AIDS and tuberculosis are important 

examples.

Third, access to health care is often viewed as something that 

should not be determined primarily by ability to pay or by wealth. 

Most societies are less willing to accept large inequalities in health 

care than, for example, in the ownership of common consumer 

goods, a view reflected in some of the survey evidence in chapter 2. 

Lowering financial barriers in the form of OOP payments can help 

reduce health inequalities. This rationale underlies the notion of 

“social” health insurance, with contributions based on income or 

wages so that better-off households contribute more, while health 

care utilization is in principle based on need.

Fourth, health care goods and services are often complex prod-

ucts, and the assumption of a well-informed consumer making a 

rational choice to buy services in a competitive market according 

to individual preference is difficult to maintain (Arrow 1963). 

Patients typically do not have the knowledge or expertise to 

 diagnose and treat their illness or to judge the quality of care 

received. Moreover, in a state of illness they are usually not in a 

position to shop around for better quality or lower prices. When 

the life of a family member is in peril, people may be persuaded to 

pay for care “no matter the cost.” Hospitals, laboratories, and drug 

companies may also have significant market power. As a result, 
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providers can take advantage of their superior knowledge and 

advantageous position to charge for unnecessary additional ser-

vices, higher prices, or both. In short, high OOP payments may 

reflect rent  seeking by providers.

However, while these issues highlight conditions under which 

out-of-pocket payments may be undesirable, the complete elimina-

tion of such payments is unlikely to be good policy either. Some ser-

vices may not warrant any subsidization (cosmetic surgery, for 

example), while others may be too expensive to cover the entire 

population in lower-income countries (some cancer treatments, for 

example), but in both cases those who are willing and able to pay out 

of pocket should not be prevented from doing so. OOP payments can 

also be an important tool for creating greater patient responsibility 

for the costs of health care, for better aligning the benefits and costs 

of each health care dollar spent, and thus for achieving a more sus-

tainable health-spending trajectory. The challenge is to design a 

 benefit package that achieves a balance among numerous consider-

ations, including the rationale for public spending, clinical evidence, 

available fiscal resources, and efficiency and equity concerns.

The issue of optimal cost sharing is a complex one, and a growing 

body of evidence suggests that less patient cost sharing may be desir-

able for a broader range of services than traditionally believed. This 

problem is discussed further in box 4.1. Once the various reasons for 

achieving lower OOP payments are summed up, theory and evidence 

suggest that less than 25 percent of total health financing drawn from 

this source is a reasonable policy objective. In the EU-15, for  example, 

the ratio is 18 percent.

When Is Financial Protection a Problem?

A graphic illustration can help convey some of the concepts described 

here and introduce some common metrics of financial protection 

(O’Donnell et al. 2008). Figure 4.1 shows a distribution of house-

holds in two countries, ranked along the horizontal axis by total 

monthly consumption from poorest to richest. The vertical drip lines 

represent OOP spending on health. The poverty line is also shown. 

The frequency with which households face high health costs—as 

indicated when they account for a large share of total household 

expenses—is clearly greater in the panel on the right, suggesting a 

health system characterized by comparatively weaker financial pro-

tection. The figure helps illustrate the two measures commonly used 

to assess the level of financial protection, namely, the incidence of 

 so-called catastrophic and impoverishing health expenditures.
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BOX 4.1

Optimal Cost-Sharing for Health: How Much Should Patients Pay Out of 
Pocket?

How do we balance the problems of too much health-spending risk (due to too little coverage) 

with too much health care use (due to overly generous coverage)? The trade-off between risk 

protection and moral hazard is one of the classic issues addressed in health economics (Pauly 

1968; Zeckhauser 1970). A risk-averse individual would prefer the certainty of paying a fixed 

insurance premium to facilitate consumption smoothing rather than face the risk of a very high 

out-of-pocket payment in the event of a health shock. By so doing, he or she can effectively 

transfer income from a “good” health state to a “bad” health state. However, reducing the cost 

of health care at the point of service to zero or close to it may invite overuse (that is, marginal 

benefits lower than marginal cost). As a result, having no insurance would expose households 

to excessive risk, while full insurance would lead to overconsumption of health care. “Optimal 

health insurance,” including some OOP spending through cost sharing, would balance these 

two factors. Standard theory suggests that lower-cost, more certain spending items such as 

some pharmaceuticals should be subject to higher cost sharing, because the value of insurance 

in these cases is lower. Also, copayments should be higher for services with higher demand 

elasticity, because the resulting cost of overconsumption is higher.

But a growing body of evidence is casting doubt on this standard approach and lends support 

to the view that optimal cost sharing in many important cases should often be lower than com-

monly argued. First, there are many different health care goods, and cost-sharing policies 

applied to one will affect the consumption of others. For example, higher OOP payment for phy-

sician visits and anti-hypertensive drugs may lead to lower patient adherence and thus to more 

frequent unnecessary hospitalizations for hypertension, with consequent costs to the system. 

In other words, it is not only own-price elasticities that matter but also cross-price elasticities. 

Empirical work in the United States has uncovered many examples of this phenomenon at work 

(Baicker and Goldman 2011). It appears to be particularly relevant in the case of pharmaceuticals 

and has an impact on aggregate spending. These findings have important policy implications for 

ECA, where drugs commonly represent the largest share of total OOP spending.

Second, while the moral hazard argument emphasizes overuse, the psychology and behav-

ioral economics literature highlights the problem of underuse, with far-reaching consequences 

for the received wisdom on optimal health insurance (Baicker, Mullainathan, and Schwartzstein 

2012). Heart patients may forgo their cholesterol-lowering drug, or diabetics may skip an insulin 

dose, because they “feel OK right now”; someone else may postpone a doctor visit because he 

or she can always “go tomorrow” but may never do so; yet another might disregard a cancer-

screening program because the process is unpleasant or may bring bad news. These are not 

insignificant examples: they are representative of the very chronic diseases that account for the 

vast majority of ECA’s disease burden.

continued
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In brief, people do not always make rational choices. Our decision-making capacities may be 

particularly challenged when facing uncertainty, balancing short-term costs with long-term ben-

efits, and processing complexity—all of which are common in the health care arena. Lowering 

the OOP cost of care in the examples above will not automatically solve the problem, but it 

would help eliminate one possible barrier. In fact, in some cases negative prices (incentive pay-

ments, for example) may be justified. Nonprice interventions, such as reminding patients with 

chronic diseases by phone about doctor visits, can also help. Public spending to mitigate the 

private costs incurred by individuals as a result of their own suboptimal choices might raise 

some objections from those who prefer a minimalist approach. But the fact that these choices 

can also affect systemwide costs (that is, monetary externalities) is also important.

What does this mean for policies related to OOP spending? First, it suggests that traditional 

views of optimal cost sharing need to be reconsidered, as greater subsidization of certain 

important types of care may be warranted. Second, combining the standard argument to reduce 

catastrophic risk with the newer behavioral concepts discussed here helps bring theory closer 

in line with the observed reality in most advanced countries: that is, OOP payments accounting 

for less than a quarter of total health spending (Liebman and Zeckhauser 2008). Third, there are 

still ways to seek better balance. For example, the concept of “value-based cost sharing” sug-

gests applying lower or no copayments for services known to be of high value, such as preven-

tive care visits or basic pharmaceuticals, and higher copayments for services with lower 

therapeutic value (Chernew, Rosen, and Fendrick 2007). A policy of means-tested exemptions, 

possibly with broader population coverage, also remains relevant.

BOX 4.1 continued

FIGURE 4.1
What Does Financial Protection Look Like?

M
o

n
th

ly
 h

o
u

se
h

o
ld

 c
o

n
su

m
p

ti
o

n
 

(p
o

ve
rt

y 
li

n
e

 =
 1

)

Poverty line

0

1

2

3

4

5

0 200 400 600 800 1,000 1,200

Households

a. Good financial protection

M
o

n
th

ly
 h

o
u

se
h

o
ld

 c
o

n
su

m
p

ti
o

n
 

(p
o

ve
rt

y 
li

n
e

 =
 1

)

0

1

2

3

4

5

0 250 500 750 1,000 1,250 1,500

Households

Poverty line

b. Weak financial protection

Source: World Bank staff.

Note: Households are ordered from poorest to richest; vertical lines represent out-of-pocket health payments.
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The occurrence of high OOP spending is commonly referred to as 

“catastrophic” health expenditures when they exceed some thresh-

old share of either total or nonfood expenditure. Using survey data to 

estimate the incidence of catastrophic health expenditures is a 

 common method for measuring financial protection and making 

cross-country comparisons. The choice of threshold is somewhat 

arbitrary, but a common practice is to examine a range of thresholds, 

typically 10–25  percent of total consumption expenditure or 

25–40  percent of nonfood expenditure. Catastrophic episodes can 

often account for well over half of health spending. Some empirical 

evidence is presented in the next section.

High out-of-pocket payments for health may also cause a house-

hold to fall below the poverty line—that is, they can be “impoverish-

ing.” If a household has total consumption expenditures (pre-OOP) 

above the national poverty line but its total nonmedical spending 

(post-OOP) is below the poverty line, it could be considered to have 

suffered impoverishment due to OOP spending for health. As in the 

case of catastrophic OOP spending, impoverishment is evidently a 

more frequent occurrence in the country depicted in the right-hand 

panel of figure 4.1. Unlike the catastrophic measure, the concept of 

impoverishing OOP spending puts the emphasis on crossing the pov-

erty line irrespective of the size of payments. This method is another 

common way to measure the degree of financial protection provided 

by a country’s health system.

A common underlying assumption of these concepts is that health 

spending is generally nondiscretionary, an interpretation that is sup-

ported by evidence that the income elasticity for health is typically 

quite low (Deaton and Zaidi 2002). Hence, the rationale for measur-

ing impoverishment due to OOP spending is that a household below 

the poverty line on the basis of its nonmedical spending alone would 

not have been poor if the illness episode had not forced it to pay for 

health care. Instead, the household could have used this money to 

buy items that actually add to its well-being, rather than restore it to 

its pre-illness level. This distinction between nonhealth and health 

spending—one adds to current welfare while the other replaces lost 

welfare—is why health-related expenditures are often not included 

in consumption-based estimates of poverty (World Bank 2005).

Whether the concepts of catastrophic and impoverishing health 

spending are an accurate way to evaluate the true impact of OOP pay-

ments is a matter for debate, since in reality, households are likely to 

resort to several possible coping mechanisms that would allow for 

consumption smoothing, such as drawing down savings, borrowing, 

or selling assets. Thus, a costly illness episode in one period would not 
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necessarily have an immediate and commensurate impact on total 

consumption in the same period. But it is difficult to say since we do 

not observe counterfactual spending. A more dynamic assessment of 

household impact can be undertaken with data capturing household 

consumption patterns before, during, and after a health shock. Some 

methods have been proposed to adjust the “raw” catastrophic esti-

mates accordingly, and these suggest a smaller impact of OOP spend-

ing on households (Flores et al. 2008). But borrowed money has to be 

paid back eventually, distressed asset sales result in forgone revenue 

streams, and if health shocks are correlated over time—as would be 

expected for those with chronic diseases—then the financial burden 

will only accumulate (Wagstaff 2008). A key benefit of insurance 

mechanisms for low-income households in developing countries is 

not consumption smoothing itself but rather reducing the use of inef-

ficient smoothing methods (Chetty and Looney 2007).

While measures of financial protection are not perfect, we will use 

the concepts presented here as the basis for the empirical work 

in the next section. They do not fully capture the coping mechanisms 

or the care forgone by individuals who never sought health care pre-

cisely because OOP spending is too high. Nor do they capture the lost 

earnings that may result from the health shock. Despite their flaws, 

such measures are useful for international comparisons of the degree 

of financial protection afforded by various health systems.

A Greater Reliance on Out-of-Pocket Payments Results in 
More Catastrophic Payments and Higher Inequality

To generate empirical evidence on the conceptual issues discussed in 

the previous section, a detailed analysis of recent household surveys 

in 11 ECA countries was undertaken (Ali and Smith 2012). These 

countries include most of those identified in chapter 1 with either a 

persistently high level of OOP payments since the 1990s or a signifi-

cant increase in reliance on OOP spending over the same period. In 

this section, we present and discuss five key stylized facts emerging 

from this analysis. The results update and add to a large existing lit-

erature on financial protection in ECA (Falkingham, Akkazieva, and 

Baschieri 2010; Bredenkamp, Mendola, and Gragnolati 2011; Belli, 

Gotsadze, and Shahriari 2004; Waters et al. 2008; Tomini and Packard 

2011; Habicht et al. 2006). Where possible, the results are compared 

with EU-15 countries (van Doorslaer and Masseria 2004; van 

Doorslaer, Koolman, and Jones 2004; Lambrelli and O’Donnell 2009; 

OECD 2011).
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The empirical results capture a snapshot of household-level 

 financial protection indicators in recent years. Ideally, we could 

 analyze national trends over time based on similar or identical survey 

instruments and assess them in the context of policy developments, 

but for most countries, these data do not exist. Instead, we rely on 

the most recent snapshots available, in tandem with aggregate indi-

cators on the evolution of reliance on OOP spending over time pre-

sented earlier, to highlight the policy agenda.

The first stylized fact is that the average share of total household 

budgets spent on health varies widely across countries. In Western 

Europe, this ratio is about 3 percent on average, and a similar level is 

observed in many new EU member states. However, this share is 

over 5 percent in eight of the ECA countries analyzed, and in 

Azerbaijan, Georgia, and Ukraine, it is about 10 percent or higher 

(figure 4.2). Perhaps more important than the averages is the greater 

variance in the share of OOP spending among households within 

these countries—an indication that such spending is a significant 

source of uncertainty and risk for households.

The second stylized fact is that a large share of total OOP spending 

is accounted for by drugs (figure 4.3). Across 11 countries, this pro-

portion ranges from 34 percent in Armenia to about 75 percent in 

Bulgaria and Moldova. The comparable figure for the EU-15 is about 

FIGURE 4.2
Many Households in ECA Spend a Greater Share of Their Budgets on Health than Do Households 

in the EU-15

Source: Ali and Smith 2012.

Note: Figure shows out-of-pocket payments on health care as a percentage of total household spending.
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28  percent, reflecting better coverage of drugs in their benefit 

 packages (see also chapter 6). Within the Organisation for Economic 

Co-operation and Development (OECD), the highest share of out-of-

pocket drug spending by a wide margin is in Estonia and Poland. In 

ECA, the coexistence of large OOP shares allocated to drugs and 

 frequent occurrences of catastrophic OOP spending (as described 

below) suggests that the costs of managing chronic disease treat-

ments impose a large financial burden on many households in the 

region. But there may also be overconsumption of pharmaceuticals 

in many countries. The challenge of high drug OOP spending is 

 discussed in greater detail below.

The third stylized fact is that a large share of households in ECA 

faces catastrophic OOP expenditures. As noted, these occur when a 

household’s health spending exceeds some threshold of either total or 

nonfood expenditure. In the EU-15, the headcount of those who live 

in households spending more than 10 percent of total expenditures 

on health is 5.8 percent of the population. In all ECA countries stud-

ied, that ratio is above 10 percent, and in five countries higher than 

20 percent. This percentage is also  notably higher than in East Asia, 

where the average across 12 countries was about 8 percent, although 

they generally have younger populations than ECA (van Doorslaer 

et  al. 2007). An  alternative threshold of households spending over 

25 percent of consumption on health yields a similar pattern, and the 

same applies if we look at shares of nonfood consumption.

FIGURE 4.3
Drugs Account for a Major Share of OOP Spending in Most Countries in ECA

Source: Ali and Smith 2012.

Note: Figure shows out-of-pocket payments on drugs as a percentage of total OOP spending. OOP = out-of-pocket; ECA = Europe and Central Asia.
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As shown in figure 4.4, the incidence of catastrophic spending is 

correlated with a country’s overall reliance on OOP payments for 

health financing. Approximately half the cross-country variation in 

the incidence of catastrophic spending above 10 percent can be 

explained by the OOP share of total health expenditures. Previous 

work shows that the same associations are also observed in Asia and 

globally (van Doorslaer et al. 2006, 2007; Xu et al. 2010). Once reli-

ance on OOP spending exceeds 30 percent of total health expendi-

ture, there is a marked increase in the incidence of catastrophic 

spending in health systems around the world.

Moreover, a large share of the monetary value of total OOP spend-

ing in a country is catastrophic. For example, between 50 and 

80   percent of total OOP spending was incurred by households for 

which it exceeded 10 percent of their total expenditures. The share of 

total OOP payments that was catastrophic is somewhat lower in coun-

tries with less total OOP spending (for example, Bulgaria, the Russian 

Federation, and Serbia) and higher in those with more total OOP 

spending (such as Azerbaijan, Georgia, and Ukraine). Thus, a country 

that resolves to address “only” catastrophic OOP spending would need 

to tackle the major share of total OOP payments. This finding is con-

sistent with some of the best available evidence on health care 

demand from the U.S.-based RAND health insurance experiment, 

according to which a “catastrophic-only” insurance package results in 

FIGURE 4.4
A Greater Reliance on OOP Payments Is Associated with Higher Incidence of Catastrophic 

Spending

Source: Ali and Smith 2012.

Note: OOP = out-of-pocket.
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total expenditures that are nearly 70 percent of those incurred under 

an “everything covered” package (Manning et al. 1987).

In addition to a high incidence of catastrophic OOP payments, 

some countries also have many cases of impoverishing OOP spend-

ing. Based on an international poverty line of US$2.50 per day, the 

poverty headcount is between 1.5 and 3 percentage points higher in 

Armenia, Azerbaijan, the Kyrgyz Republic, Moldova, Tajikistan, and 

Ukraine as a result of out-of-pocket payments for health. In Georgia, 

poverty is over 5 percentage points higher. In Bulgaria, Russia, and 

Serbia, it is below 1 percentage point, reflecting stronger financial 

protection and higher incomes.

As noted, longitudinal data would allow for a more complete pic-

ture of how households are affected by high OOP payments for 

health. In its absence, some qualitative data can help shed light on 

this question. For example, about 18 percent of survey respondents 

in the Kyrgyz Republic reported that they borrowed, sold livestock, 

drew down savings, or reduced consumption to help finance large 

health payments during the previous year. A recently available data-

base indicates that several ECA countries that rely heavily on OOP 

spending also have a much higher than average share of households 

reporting an outstanding loan for health reasons (Demirguc-Kunt 

and Klapper 2012).

The fourth stylized fact is that catastrophic spending is more fre-

quent among better-off households in ECA, but not enormously so. 

The national averages shown in figure 4.4 mask this variation across 

socioeconomic groups. Concentration indexes of catastrophic spend-

ing episodes at the 10 percent threshold are slightly positive in most 

countries, meaning that these are somewhat more common among 

richer households. They are most common among the rich, by a wide 

margin, in Armenia. But they are negative—indicating more cata-

strophic spending among the poor—in Bulgaria and Russia.

The final stylized fact is that a higher reliance on OOP spending is 

associated with greater inequality in the use of health care services 

for both outpatient and inpatient care, as shown in figure 4.5. Again, 

this factor is measured using a concentration index. Whereas utiliza-

tion is quite equal across socioeconomic groups in the EU-15 (and in 

the case of inpatient care, somewhat pro-poor), it is far more unequal 

in the high OOP spending countries of Albania, Moldova, and 

Ukraine and in the three countries of the south Caucasus. Inequality 

in utilization across both outpatient and inpatient settings also sug-

gests that the benefit incidence of public spending is pro-rich.

These results do not adjust for actual need, and since the poor are 

usually in worse health than the better-off, they tend to understate 
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the prevailing degree of inequality in health use. It is important to note 

that the presence of inequality in the quality of care provided to the rich 

and poor may be at least as important as the quantity of care delivered. 

If the poor tend to visit facilities that are less well-equipped or receive 

care from providers who exert less effort, then they will be doubly 

penalized. Ultimately, of course, we are interested in these inequalities 

because they may lead to inequalities in actual health outcomes. There 

is evidence that this is indeed the case in ECA (World Bank 2012b).

In sum, empirical evidence suggests that households in about half 

of ECA’s countries are spending significantly more on health, and 

with greater variation, than counterparts in EU-15 countries. A large 

share of this OOP spending is on drugs. Not surprisingly, indicators of 

catastrophic and impoverishing OOP payments are worse in coun-

tries that rely heavily on OOP spending for health financing. 

Catastrophic spending is slightly more common among higher socio-

economic groups, while the main consequence of weak financial pro-

tection for lower socioeconomic groups is forgone care, as reflected in 

higher inequality in utilization. Policies aimed at improving financial 

protection should be measured and monitored closely, and there is 

scope for improving current practices in this regard (box 4.2).

While over-reliance on OOP spending is a major challenge in 

about half the countries in ECA, in many of the others there is a sig-

nificant health equity agenda related to the Roma population. 

Box 4.3 provides a summary of recent research on this issue.

FIGURE 4.5
A Greater Reliance on OOP Spending Results in Higher Inequalities in Utilization

Source: Ali and Smith 2012.

Note: OOP = out of pocket.
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BOX 4.2

Better Measurement of OOP Spending Will Help Inform Policies to Improve 
Financial Protection

Most ECA countries have long-standing traditions of collecting household budget survey (HBS) 

data on a regular (quarterly or annual) basis. These serve an invaluable role in assessing general 

economic conditions, measuring trends in living standards and poverty, monitoring government 

spending programs, and other purposes. They also provide an excellent opportunity for measur-

ing and monitoring out-of-pocket payments for health, including for different socioeconomic 

groups. This potential is achieved in some countries, but in others there is substantial scope for 

improvement.

Estimating out-of-pocket payments through household surveys can be challenging. Rare 

events such as hospitalizations are more easily captured through longer recall periods, whereas 

more regular occurrences such as drug purchases or clinic visits are better addressed over shorter 

periods to reduce recall bias. Different recall periods can result in significantly different results 

(Das, Hammer, and Sanchez-Paramo 2012). Better information can often be achieved using con-

textual questions related to specific visits, which also allows for the collection of utilization data. 

But this requires care. Survey respondents may be asked about their last visit to a health care 

provider and the associated expenditures, often restricted to a certain time frame such as the 

past month. However, those who are sick, especially with a chronic illness, may make several 

 visits during that period and often to more than one provider, with expenditures at each stage. 

Also, surveys may ask about drug purchases in association with a provider visit, whereas spend-

ing may occur in isolation from a health care episode (for example, self-treatment).

For these reasons, guidelines for health modules tend to recommend a more thorough 

 survey to capture all visits and multiple recall periods, depending on the type of service—for 

example, one month for outpatient care and 12 months for inpatient care (Gertler, Rose, and 

Glewwe 2000). But an extensive health module may not be feasible in the context of a general 

consumption expenditure survey. The challenge is to combine the benefits of a detailed health 

module in a one-time stand-alone survey with the regular, institutionalized household budget 

surveys that yield robust information about living standards from consumption modules, 

thereby allowing for analysis of health-related indicators by socioeconomic status.

There is considerable empirical evidence that OOP is underestimated by many surveys. 

 Estimates of health spending based on Living Standards Measurements Surveys (LSMS) tend to 

be much higher than household budget survey estimates (World Bank 2005). An analysis of differ-

ences between OOP estimates in surveys with both a detailed health module and a small  number 

of health questions within a standard consumption module found that the latter tends to capture 

only between a quarter and a half of the health spending as the full health module. Of course, 

general household spending is also underestimated in survey data, but the problem appears to be 

notably more acute in the case of health expenditures (World Bank 2005).  Methodological work is 

ongoing on this issue (Rannan-Eliya and Lorenzoni 2010; Heijink et al. 2011).
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BOX 4.3

Significant Gaps in Roma Health in Central and Eastern Europe

In 2011, a Roma Regional Survey (RRS) was undertaken across six countries of Central and 

 Eastern Europe: Bulgaria, the Czech Republic, Hungary, the former Yugoslav Republic of Mace-

donia, Romania, and the Slovak Republic. The objective was to collect information on the health 

status, access to public health infrastructure, and health care utilization of Roma populations in 

the region and to compare that with both their respective national averages and the non-Roma 

communities living nearby. Many smaller-scale studies have documented poor health outcomes 

among the Roma, showing a significant disadvantage in life expectancy, as well as infant and 

child mortality. The RRS adds to this body of evidence by describing the health-related vulnera-

bilities of the Roma populations across several dimensions from a broader comparative per-

spective both within and across the six countries surveyed (UNDP, World Bank, and EC 2011).

The findings confirm that the Roma are in poor health, not just compared to the (richer) gen-

eral populations of the countries in which they reside, but in many respects even relative to non-

Roma who live in the same communities. When asked to rate their own health, many Roma 

report that they are in poor health, while chronic disease estimates reveal a burden comparable 

to that among general populations, a surprising finding given that the Roma populations are con-

siderably younger. Comprehensive regional data on infectious disease are not available for the 

Roma and were not collected in the survey, but smaller-scale studies show that the infectious 

disease burden is significant among the Roma. Roma of higher socioeconomic status are also in 

better health.

Findings from the RRS also show that access to public health goods remains very poor 

among the Roma across the six countries. While those in the Czech Republic and Hungary do 

have better access to most public health goods such as piped drinking water, waste manage-

ment systems, and sanitation, coverage is far from adequate among most Roma households in 

vulnerable communities, especially those in Bulgaria and Romania. Vaccination rates are very 

low, with the vast majority of children not having received even at least one dose of each of the 

recommended vaccines. Even in countries with a relatively high overall coverage of vaccina-

tions, such as the Czech Republic and Hungary, the vulnerable Roma were at a sizable disadvan-

tage relative to their non-Roma neighbors.

Given the lower health status of the Roma, do they access the services they need through 

national health systems? Evidence from the RRS reveals that a large fraction of Roma forgo 

health care when needed, that utilization of outpatient services is positively correlated with 

socioeconomic status, and that the cost of health services is one of the most frequently cited 

barriers to access. The rate of forgone care is significantly lower among their non-Roma 

 neighbors, and while this difference is in large part explained by the lower socioeconomic 

 status  of the Roma, a significant fraction of the Roma disadvantage remains unexplained 

continued
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Better Financial Protection Depends on Adequate Health 
Budgets and Control of Rent Seeking

Improving financial protection requires some understanding of the 

causes behind the stylized facts highlighted in the previous section. In 

this section, we focus on three main issues: the level of government 

spending, informal payments to providers, and pharmaceutical 

expenditures. For each, we also consider potential policy solutions. 

A key message is that an adequate government health budget is a nec-

essary but not sufficient condition for achieving financial  protection. 

Supply-side measures are also important.

(see  figure B.4.3.1). The rate of forgone care is highest in Bulgaria, which is also the country 

with the largest gap between the Roma and their non-Roma neighbors. In all other countries, 

forgone care was at least 30 percent, and the Roma disadvantage was sizable in the Czech 

Republic, the Slovak Republic, and Hungary. In the area of reproductive health, the RRS revealed 

that most Roma women deliver in hospitals, but further data collection is required to provide a 

more  complete picture of services accessed during the antenatal and postnatal stages, as well 

as their quality.

FIGURE B4.3.1
Barriers to Access Are Significant among the Roma

Source: UNDP, World Bank, and EC 2011.

Note: Figure shows rate of forgone care among the Roma population and their non-Roma neighbors.

Country

0

20

40

60

80

%
 o

f 
h

o
u

se
h

o
ld

s 
th

a
t 

c
o

u
ld

 n
o

t

a
ff

o
rd

 m
e

d
ic

in
e

Roma Non-Roma neighbors

Rom
an

ia

Bul
ga

ria

M
ac

ed
on

ia
, F

YR

Hun
ga

ry

Slo
va

k R
ep

ub
lic

Cze
ch

 R
ep

ub
lic

BOX 4.3 continued

GB.indb   125GB.indb   125 22/05/13   7:29 PM22/05/13   7:29 PM



126 Getting Better: Improving Health System Outcomes in Europe and Central Asia

More Public Spending Is Sometimes Needed to Improve 
Financial Protection

The ratio of government health spending to gross domestic product 

(GDP) is an important determinant of the share of total health expen-

ditures financed out of pocket. The first panel of figure 4.6 shows the 

strong association between these two indicators across the region 

based on 2010 data. That association also holds true at the global 

level. Additional public resources for health have been identified as a 

key pillar in worldwide efforts to achieve universal coverage (WHO 

2010). As shown in the previous section, overall reliance on OOP 

spending is positively correlated with the incidence of catastrophic 

health expenditures and inequality of utilization. Figures 4.6 and 4.7 

indicate that how much a government spends on health matters a lot 

for the degree of financial protection achieved by a health system.

There is also a link between increased health budgets and lower 

OOP spending in ECA since 1997, as shown in the second panel in 

figure 4.6. Large increases in health budgets between 1997 and 2010 

resulted in significant declines in OOP spending in Bosnia and 

Herzegovina and Turkey (Aran and Hentschel 2012), while smaller 

budgets led to higher OOP spending in countries such as Russia and 

Turkmenistan. Only the Former Yugoslav Republic of Macedonia 

lowered its budget and its  reliance on OOP payments. Certainly most 

FIGURE 4.6
Smaller Government Health Budgets Are Associated with a Greater Reliance on OOP Spending

Source: WHO 2012.

Note: Figure shows link between government spending and out-of-pocket spending on health care for countries in Europe and Central Asia and the EU-15, 

1997–2010. OOP = out of pocket.
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health budgets have increased in real terms due to strong economic 

growth over this period, but this growth also triggers greater demand 

for services. Nevertheless, there is significant variation in OOP trends 

in countries with similar budgetary trajectories, indicating that 

increased spending is not the only factor, as discussed below.

The close relationship between public spending and OOP spending 

shown in figure 4.6 reflects the fact that private insurance—that is, 

nongovernment, non-OOP health spending—almost never accounts 

for more than 10 percent of total health expenditure around the 

world, as indicated by national health accounts data (WHO 2012). 

The few exceptions are either high-income countries, where supple-

mentary private insurance covers about 10–15 percent of total health 

FIGURE 4.7
Larger Government Health Budgets Are Associated with Better Financial Protection and Equity
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spending, or middle-income countries with high rates of income 

inequality, where the better-off have “opted out” of an underfunded 

public sector and into private employer-based health insurance. The 

relative insignificance of private insurance as a means of health 

finance worldwide reflects both market failure (particularly in the 

individual and small-group markets that prevail outside the formal 

sector) and popular expectations for a prominent government role as 

discussed in chapter 2. Although private insurance can be an impor-

tant piece of the health financing puzzle, it is unlikely to offer a sys-

temic solution to high OOP spending.

In brief, total health financing in a country is largely divided 

between an OOP share and a government-share funded through 

general taxes or mandatory contributions. Both in ECA and around 

the world, the total level of expenditure typically falls in a range 

between 5 and 10 percent of GDP, albeit somewhat more in richer, 

older countries and somewhat less in poorer, younger nations. In 

effect, regardless of the public-private mix, there is demand every-

where to spend a nonnegligible share of income on health.

The bottom line is that if government health spending is low, OOP 

spending for health will be a burden for many household budgets. As 

a result, countries that spend little more than 2 percent of GDP on 

health will generally have poor indicators of financial protection, 

as  is  true of Albania, Armenia, Azerbaijan, Georgia, Tajikistan, and 

Turkmenistan in ECA. Government spending on health may be low 

either because the overall budget is small or because the allocation to 

health within the existing fiscal envelope is low. The reason will help 

identify where to find additional resources for health. The deeper 

question of why some countries allocate more government spending 

to health than others was touched on in box 2.3 on the politics of 

health spending. Weak financial protection is also probably one of 

the factors that helps explain why health was the top choice for addi-

tional government spending by survey respondents in so many ECA 

countries, as highlighted in chapter 2.

To underline the link between government spending and financial 

protection, figure 4.7 shows the correlation between the indicators 

introduced earlier and government health spending as a share of 

GDP. It is noteworthy that financing levels are more predictive of 

financial protection in a country than specific aspects of health sys-

tem design, such as whether there is a national health service model, 

a single insurance fund, or multiple insurers. This topic is discussed in 

more detail in chapter 6.

Thus, one aspect of the policy agenda for countries with very low 

spending levels will be to increase health budgets to improve 
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financial protection. Of course, this increase will need to happen 

gradually and in line with fiscal constraints. How to spend a larger 

resource envelope to improve financial protection will vary from 

country to country. Some might add basic drugs, and preferably 

generics, to the benefit package. Others will need to make higher 

general budget transfers to cover the population groups outside the 

formal social security system. Yet others might require higher salaries 

for underpaid medical staff to deter informal payments. Historically, 

medical salaries have been below average national incomes in many 

ECA countries (Rechel and McKee 2009). In Azerbaijan, for exam-

ple, the average doctor’s salary is about twice the minimum wage, 

whereas doctors in OECD countries typically earn salaries that are 

three times higher than the average wage (Fujisawa and Lafortune 

2008). Where salaries are not directly paid, reimbursement prices for 

services to ensure cost recovery will be required.

In a best-case scenario, an additional dollar of government health 

spending can reduce OOP spending by a greater amount because of 

the lower prices enabled by stronger purchasing power (including by 

reducing rent seeking). But this reduction is by no means guaran-

teed, as discussed below. Analysis of current OOP patterns—who is 

paying, for what, and to whom—will help inform policy makers how 

to ensure that increased budgets translate into better financial 

protection.

Special effort should be made to ensure that improvements in 

financial protection and access to care benefit the poorest first, 

through targeted health programs. Better-off households typically 

have more options for obtaining health coverage and are more resil-

ient in the face of unexpected medical bills. But the poor and near-

poor are much more vulnerable. Georgia offers a successful example 

of using a proxy means test to target additional health resources to 

the poor, as discussed in box 4.4.

But More Spending Is Not Always the Answer

While additional government health spending can help reduce reli-

ance on OOP spending and thereby improve financial protection 

indicators, that reduction is by no means certain and will depend in 

part on how the spending is distributed across people and services. 

Indeed, figures 4.6 and 4.7 indicate significant variation in OOP reli-

ance and financial protection indicators at similar levels of public 

spending. Some of this variation may reflect exogenous factors such 

as a country’s age profile or income level, but in other cases there is 

scope for doing better through improved policies.
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BOX 4.4

Targeting Spending to Reduce OOP Payments among the Poor: 
Georgia’s Medical Insurance Program

Georgia’s Medical Insurance Program (MIP) for the poor was introduced in 2007 and offers a com-

prehensive benefit package to eligible households. Most emergency outpatient care and planned 

or emergency inpatient care are included, with few coverage limits and no copayments. As of 

2012, most of the non-MIP population had access to only a very basic package with significant 

copayments, a lack of clear definitions, chronic underfunding, and widespread informal payments. 

Eligibility for the MIP is determined by a proxy means test that includes over 100 indicators and is 

administered by the Social Services Agency to any household that applies (about 40 percent of 

the population has applied). The state budget covers all households up to a score of 70,000, while 

two regions, Adjara and Tbilisi, also cover households with scores between 70,000 and 100,000. 

As of 2011, the MIP covered 900,000 beneficiaries—about 20 percent of the population—and had 

a budget of about 0.6 percent of GDP, or somewhat less than half the state health budget.

To assess the impact of the MIP on key outcomes of interest, an evaluation comparing those 

just above and just below the eligibility threshold was carried out in 2008–09 (Bauhoff, Hotchkiss, 

and Smith 2011). Figure B4.4.1 shows the significant impact of the MIP on out-of-pocket expendi-

tures for health care. For outpatient care in Adjara and Tbilisi, and inpatient care in all regions, MIP 

beneficiaries pay approximately 50 percent less than nonbeneficiaries (there is no statistically sig-

nificant difference for outpatient care in the regions with a cutoff score of 70,000). The survey also 

found that MIP beneficiaries were more likely to report receiving free or reduced-price care 

because of insurance and less likely to report that they could not pay the costs of care out of their 

usual income. Together, these findings indicate that the MIP has made a major contribution to 

reducing out-of-pocket spending among its beneficiaries and is therefore achieving one of its key 

program goals. The survey results also indicated, however, that the program has not had any 

impact on utilization. A separate study based on nationally representative data found no significant 

change in the use of care by socioeconomic quintile between 2007 and 2010 (Ward 2010). The 

main reason why out-of-pocket spending has not fallen to zero among MIP members is that drug 

expenditures are, for the most part, excluded from the benefit package. However, some respon-

dents also reported paying for certain services that are supposed to be covered by the MIP, 

 indicating that informal payments may persist and that there is scope for improving knowledge of 

the benefit package.

The impact of a program may be different during its first two years of existence from what it 

is after 5 or 10 years, and thus continued monitoring will be important. Nationally, Georgia’s 

financial protection indicators are among the weakest in ECA, and thus much progress remains 

to be made. Indeed, additional measures were under consideration by 2013. But the explicit tar-

geting component of the MIP offers an example of how to prioritize additional spending within 

an expanded health budget.

continued
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Although global evidence also lends support to the view that 

“more money” or “coverage” can help, they do not always translate 

into improved financial protection (Wagstaff 2008). An expansion of 

government-funded health care (irrespective of the funding model) 

will tend to increase the quantity of care received, which will put 

upward pressure on OOP spending when the generosity of coverage 

is less than 100 percent, as found in China and Vietnam. Copayments, 

deductibles, reimbursement ceilings, and, perhaps most important, 

excluded items such as drugs will result in more OOP spending as 

 service use increases.

The Challenge of Informal Payments: Addressing Rent 
Seeking by Providers

An important reason why more government spending does not nec-

essarily translate into better financial protection is due to rent seeking 

by providers of health care, another major cause of high OOP spend-

ing. Rent seeking may take the form of either higher prices or unnec-

essary services and is rooted in the market power and informational 

advantages of providers as discussed earlier. Overprovision is  discussed 

further in chapter 5; the focus here is on informal payments.

It is often difficult to properly measure and monitor informal 

OOP spending, precisely because it takes place unofficially, behind 

FIGURE B4.4.1
Georgia’s MIP Has Reduced OOP among the Poor

Source: Bauhoff, Hotchkiss, and Smith 2011.

Note: Figure shows OOP cost per episode. OOP = out of pocket; lari = Georgian currency; MIP = Medical Insurance Program.
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closed doors. But anecdotal evidence is abundant. The Life in 

Transition Survey, implemented in 29 ECA countries, found that 

unofficial payments are common in many (figure 4.8). When the 

sample is restricted to those who work as medical professionals, the 

reported frequency is only slightly lower (with the exception of 

Central Asia). A desire to see private unofficial payments eliminated 

is common across the region (figure 4.9).

The presence of informal OOP payments to providers is not always 

attributable to rent seeking. It could be due to low government fund-

ing if the promised benefit package is not backed up by adequate 

financing. In this case, the size of the budget again becomes relevant. 

Indeed, there is also popular support for this view. In six out of seven 

high-OOP-spending ECA countries surveyed, over half of respon-

dents “totally agreed” with the statement that “the government 

should increase salaries of health care staff and private fees will auto-

matically be reduced” (figure 4.9). An important question is thus 

whether informal payments reflect cost recovery or rent seeking. But 

answering this question can raise issues about appropriate pay for 

medical workers and the efficiency of medical care provision.

The main causes of informal payments are complex and have 

been the focus of several reviews (Ensor 2004; Lewis 2007; Rechel 

FIGURE 4.8
Unofficial Payments for Medical Care Are Widely Acknowledged

Source: EBRD 2010.

Note: Figure shows frequency of unofficial payments (percentage of respondents saying “usually” or “always”).
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and McKee 2009). They include low remuneration of staff, weak 

regulatory and accountability structures, underfunded and unclear 

benefit packages and exemption policies, and overcapacity. Hospital 

physicians tend to be the main participants. Long-standing traditions 

of gift giving are also a factor. In addition to the problems associated 

FIGURE 4.9
Attitudes toward Unofficial Payments in ECA Highlight the Need for a Policy Response
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with formal OOP payments, including that they are regressive, 

 unofficial payments also typically result in forgone tax revenues.

Various potential solutions exist for addressing informal payments. 

They can be made into official fees (as in the Kyrgyz Republic), with 

the consequent transparency and predictability helping to reduce 

rent seeking by providers. However, this measure will tend to be 

unpopular with the public (figure 4.9). The enforcement of regula-

tion, potentially including measures to penalize medical staff for 

charging informal payments, is another option. The support of pro-

fessional associations can help in this regard.

Accountability of providers can also be strengthened by enlisting 

patients in the fight against informal payments, especially through 

information, transparency, and grievance redress mechanisms. The 

Armenia case study in box 4.5 offers an example. A survey of institu-

tional characteristics across health systems in ECA (discussed further 

in chapter 6) found that they have fewer accountability  mechanisms—

such as a patient desk at hospitals to register complaints or a national 

ombudsman with specific responsibilities for health care—than in 

OECD countries.

Ultimately, if corruption is endemic throughout government, then 

efforts to address unofficial payments for health care are likely to meet 

with limited success. In some ECA countries, doctors may charge 

unofficial fees to patients because they must pay the head doctor of 

the hospital for the privilege of practicing there, and the head doctor in 

turn may be expected to pay hospital ownership (for example, munic-

ipal, district, or national governments) for the right to retain his or her 

position. Health systems generate significant revenue streams that 

offer a rent-seeking opportunity for individuals well beyond hospital 

or clinic walls. To overcome informal payments in this setting, broad 

multisectoral strategies backed by strong leadership will be essential.

Rent Seeking Also Matters for Drugs

A particularly important cause of high out-of-pocket spending is 

expenditures on pharmaceuticals, which account for over half of 

total OOP payments in several countries, as noted earlier. To a sig-

nificant extent, these high costs result from the low drug coverage 

provided by benefit packages in ECA. Third-party payers cover 

almost 70 percent of drug spending in OECD countries, while in 

ECA, this ratio is usually well under half, and often as little as 

10 percent. Overconsumption may also be a problem, which can 

be driven by the demand- or by the supply-side, or by both. 

Regulatory issues are important, such as a lack of rational 

 prescribing patterns.
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BOX 4.5

Reducing Informal Payments with Accountability: Armenia’s Maternity Voucher 
Program

For many years, delivering a child in Armenia was a costly proposition, despite being officially 

free. Anecdotes of new mothers trying to “escape” from hospitals to avoid high informal pay-

ments abounded. In 2008, a new policy initiative aimed to address this problem. It included 

three main components. First, costing evidence suggested that reimbursement rates for deliv-

eries were inadequate, covering only half the actual costs. Thus, prices paid to hospitals were 

sharply increased. But this alone would not guarantee an end to informal payments. The second 

measure was stronger regulation of how the additional funds should be allocated within 

 hospitals—in particular, to ensure a fair distribution between frontline medical staff (doctors and 

nurses) and hospital management, who were known to extract significant payments from staff. 

The third measure sought to ensure that patients were well informed about the new policy and 

that they had avenues for recourse if needed. For this purpose, all expectant mothers received a 

voucher for delivery during antenatal care, clearly stating that absolutely no payment was 

required and providing telephone hotline numbers in case of problems.

Figure B4.5.1 shows the impact of this initiative on reported OOP payments for child deliver-

ies, with a steep decline soon after the reform was launched in July 2008. The proportion of new 

mothers who paid nothing increased sharply at the same time. Phone calls to the hotline were 

relatively frequent in the first two months of the reform, prompting follow-up by the Ministry of 

Health with hospitals. Initially a large proportion of the hotline calls were complaints, while the 

rest were seeking information. Soon the complaint calls diminished in number, suggesting that 

the reform was working. By November 2008, no complaints were received by the hotline. 

We cannot be certain that informal payments did not resurface for other (nonmaternity) ser-

vices, but the policy is being expanded and will require continued monitoring.

FIGURE B4.5.1
Armenia’s Maternity Voucher Program Has Had a Large Impact on Informal Payments
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Various forms of rent seeking pervade the pharmaceutical sector. 

Some of this behavior may include direct payments to doctors by 

pharmaceutical agents to promote their own drugs or hospitals that 

reap gains from their own pharmacy sales. But high retail prices are 

also a big part of the story, in part due to a lack of availability of 

generic drugs. Pharmacy surveys in Armenia and Georgia, for 

 example, have found that generic equivalents for a large number of 

common drugs were available in fewer than half the pharmacies 

 visited. Also, the import, wholesale, distribution, and retail networks 

for pharmaceutical products can be subject to significant market 

c oncentration. All EU countries (independently) regulate price 

 margins for drugs, with combined wholesale and retail markups com-

monly around 30 percent. A study in Georgia in 2010 found the 

 average combined wholesale and retail margins across a list of 

50 common drugs were over 100 percent, while the average markup 

in the Czech Republic, Hungary, and Poland was between 25 and 

35 percent for the same list of drugs (World Bank 2012c). Earlier work 

found that retail drug prices were twice as high as wholesale prices in 

Kazakhstan (Ensor and Savelyeva 1998).

Supply-side measures to reduce OOP spending on pharmaceuticals 

offer significant opportunities for improving financial protection. On 

the quantity side, the promotion of rational drug policies, such as 

treatment protocols and drug lists, is a key intervention in this respect. 

Stricter controls on drug promotion, marketing, education, and spon-

sorship gifts to doctors could also help. On the price side, promoting 

generic drugs can significantly lower overall spending levels 

(Cameron and Laing 2010). Direct regulation of pharmaceutical price 

markups, as is the case in most advanced countries, is another poten-

tial measure. This approach could include higher margins on cheaper 

generic drugs, thereby motivating more dispensing of generics. On 

the demand side, measures could include expanded coverage of drugs 

and subsequent use of purchasing power to obtain lower prices as 

well as influencing the demand of insured patients through higher 

cost sharing for brand drugs and no cost-sharing for generics. But 

ultimately, some drug spending is likely to be  discretionary spending 

by the population and influenced by cultural  factors, and thus an 

objective of zero OOP spending on drugs would not be appropriate.

Overall, a large policy agenda for improving financial protection 

remains in those ECA countries where key outcomes in this area are 

weak. Once adequate health budgets have been secured, for a signifi-

cant share of OOP payments, stronger financial protection can best 

be achieved through supply-side interventions rather than with 

more money or expanded coverage.
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Improving Efficiency: 
Cutting the Fat

CHAPTER 5

141

Key Messages

 • Although health budgets have not grown as fast in ECA 
as  in other regions, the effi ciency of health spending is a 
major concern.

 • While the growth rate of health budgets and their effi ciency 
and fi scal sustainability are important considerations, ulti-
mately, health spending should be judged by its costs and 
benefi ts.

 • The social costs of government health budgets are the 
cost of revenue raising and the moral hazard loss due to 
excess consumption by the insured; the social benefi ts of 
health spending are the value of any health gains and the 
benefi t of risk protection against high and unpredictable 
medical costs.

 • Hospitals are a key source of waste, especially in CIS 
 countries. Across ECA, pharmaceuticals are an additional 
major driver of excess costs.
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The government health budget can create angst among fiscal policy 

makers like few other topics. It is often seen as wasteful and ineffi-

cient, and the tendency of health spending around the world to rise 

faster than per capita gross domestic product (GDP) is seen as a threat 

to fiscal sustainability and growth. Concerns about the efficiency of 

the health system are well grounded. But in previous chapters, we 

have also seen that health spending is a top priority of populations 

and voters across the region, that it can improve health outcomes, 

and that it can help protect households from financial risk and 

 equalize access to care. How to manage these tensions is a key policy 

challenge for countries in Europe and Central Asia (ECA) and 

elsewhere.

Budget pressures in health sectors worldwide have received grow-

ing attention from both policy makers and international institutions 

in  recent years (World Bank 2007; OECD 2009a, 2010; European 

Commission 2010; IMF 2012). Figure 5.1 shows  government health 

spending as a share of GDP across ECA in 2010. As discussed in 

 chapter 1, over the past decade or so, most countries in ECA have 

done a better job of keeping a lid on their health budgets than the 

countries in the EU-15 have done. Only 2 out of 29  countries had a 

larger  percentage-point increase in health spending as a share of GDP 

than their Western European comparators, while only 5 had a larger 

increase as a share of the total government budget (see figure 1.4).

 • There are few easy answers to the effi ciency agenda—
some commonly cited proposals to improve effi ciency have 
important drawbacks.

 • A major challenge posed by the effi ciency agenda is that 
while health systems often have a large amount of waste, 
at the same time they provide some very high value care, 
and the imperative is to fi nd a way to cut one without 
 cutting the other.

 • Evidence suggests that health systems in advanced 
 countries have provided high value for money on average 
but signifi cant waste on the margin.

 • A large part of the effi ciency agenda is not about pursuing 
major systemic reforms but rather about understanding and 
addressing variation in outputs and outcomes by provider 
and service type.
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FIGURE 5.1
Government Health Spending in ECA, 2010

Source: WHO 2012a.

Note: Figure shows government health spending as percentage of GDP. ECA = Europe and Central Asia; GDP = gross domestic product.
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The lack of convergence of ECA’s health spending levels with 

those of the EU-15 is good news from a narrow fiscal perspective, but 

at least in some countries, it has probably come at the expense of bet-

ter health and financial protection outcomes, as indicated in previous 

chapters. It is also true that much of ECA enjoyed robust economic 
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growth for many years before the recent crisis, and thus the real 

value of spending increased significantly in many countries, even if 

its share of GDP was more stable. But no matter how this trend is 

interpreted, there is little doubt that the region’s health systems are 

not as efficient as they could be. Moreover, the narratives explored in 

earlier chapters and the widespread global pattern of persistent 

growth in health spending suggest that the efficiency agenda will 

loom ever larger in the future.

The focus of this chapter is how to minimize the burden that 

health spending imposes on government budgets—and thus the 

crowding out of other priorities, whether public or private—without 

sacrificing the health and financial protection outcomes we care 

about. The policy objective is thus to improve the value for money, or 

efficiency broadly defined, of health spending. A key message is that 

health systems by their very nature are predisposed to simultane-

ously produce great value and total waste, and everything in 

between. Improving efficiency requires identifying instruments that 

will help cut the fat without triggering unpleasant side effects.

The next section includes a preliminary diagnosis of health bud-

gets in ECA and in particular addresses the issues of spending, 

growth, efficiency, and fiscal sustainability in the context of a cost-

benefit framework. The following section highlights the potential for 

cost savings in hospitals and pharmaceuticals, among other areas. 

The final section underlines the need for a discretionary and 

 evidence-based approach toward cutting costs. 

Judging Budgets: The Costs and Benefits of Government 
Health Spending

A useful starting point for analyzing health budgets is a brief survey 

of the determinants of how much a government spends on health 

and the growth rate, efficiency, and fiscal sustainability of that spend-

ing. These are sometimes all conflated into a single “problem”; but 

although related, they are conceptually distinct. 

Diagnosing Health Spending Levels, Growth Rates, 
Efficiency, and Fiscal Sustainability

Around the world, almost all countries spend between 5 and 

10  percent of total GDP on health (public and private), with richer 

and older countries at the higher end of this range and poorer, 

younger nations at the lower end. This total is divided for the most 
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part between a government share and an out-of-pocket (OOP) share, 

due to the limitations of private voluntary pooling. Institutional and 

political factors also play a role in how much is spent. From a simpler 

accounting perspective, health spending can also be seen as price 

multiplied by quantity. In ECA, countries are scattered across the full 

range of spending levels.

The growth of health spending is largely due to four factors: rising 

incomes, aging populations, the expansion of insurance coverage, 

and the adoption of new technologies. Each matters individually, and 

they can also be mutually reinforcing. Of these, the most important 

has been technological change. Fifty years ago, there were few treat-

ment options for a 65-year-old with coronary heart disease. Today, 

thanks to new technology, a lot can be done. The same is true of 

many other diseases. Underlying all four determinants is another 

 factor: preferences. As people grow richer, the relative importance of 

living long, healthy lives grows steadily and with it the willingness to 

forgo other consumption. As noted, the average growth of health 

spending in ECA over the past 15 years has been relatively low by 

global standards, but there is no guarantee that this trend will 

continue.

The contribution of aging in particular to rising health spending 

has not been as large as is sometimes believed. While per capita 

health spending on the elderly is roughly three times higher than on 

younger adults, demographic shifts happen too slowly to explain the 

large historical increases in overall health spending. In the future, 

aging may account for about one-quarter of growth in health spend-

ing in ECA if the experience of advanced countries is repeated. Since 

the aging process is essentially “locked in” while the other drivers of 

health spending are amenable to some policy intervention, rising 

health expenditures do not need to be seen as inevitable. 

Addressing efficiency is a challenge for essentially every health 

system. In fact, several aspects of the health sector would appear to 

make it especially predisposed to inefficiency. Market failures in 

health financing require a prominent role for government, including 

through taxation, with resulting distortions to economic behavior. 

The uncertainty of health care needs brings us into the “second-best” 

world of a trade-off between risk pooling and moral hazard, in which 

the absence of insurance is itself a form of inefficiency. Third-party 

purchasing blunts the price signal on both the supply and the 

demand side. Many of the suppliers of medical care, such as  hospitals, 

doctors, and pharmaceutical companies, also have significant market 

power that can result in large rents. And finally, due to the highly 

individualized and discretionary nature of health care, it is difficult to 
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monitor effort and quality in its provision, which poses a challenge 

for contracting out. 

But while it is easy to enumerate these sources of inefficiency, it is 

far harder to overcome them. Nor is the measurement of efficiency 

straightforward, particularly when we try to move from outputs (for 

example, number of hospital admissions) to outcomes (mortality 

rates, for instance). How do we know if a particular procedure was 

necessary or not? If a patient’s condition takes a turn for the better 

(worse), was it because of the care provided or just the underlying 

disease taking its course? Common techniques for measuring effi-

ciency are problematic and should be approached with caution 

(Newhouse 1994; Hollingsworth 2008). On the system level, it is 

 easier to identify static inefficiency at any point in time, but it is more 

difficult to say whether it is getting better or worse over time 

(Chernew and Newhouse 2012).

Fiscal sustainability is a much broader issue, embracing  taxation, 

debt, and other sectoral expenditure policies and is not readily 

addressed on a sector-by-sector basis. In many countries in ECA, 

health is the second-largest spending category, albeit a distant 

 second behind pension spending, and thus it has a large impact on 

the government’s fiscal position. Clearly, the trend whereby 

growth in health spending exceeds overall economic growth can-

not go on forever. But the point at which health expenditures 

become “too much” may be very high, since, as we saw in 

 chapter  2, the trade-off between health and other goods will 

increasingly favor health as countries grow richer. For example, it 

has been argued that the optimal health share of total GDP in the 

United States may exceed 30 percent by 2050 (Hall and Jones 

2007). But assessing fiscal sustainability in all its dimensions is 

beyond the scope of this report. 

If the goal of policy were to limit government health expenditure 

to some target level, the solution would be relatively easy. For 

 example, hard spending caps could be imposed on all facilities, above 

which no reimbursements would be made. But improving welfare is 

an altogether more difficult task, and thus a full assessment of health 

budgets must move beyond how much is spent and how efficient it 

is. Applying a cost-benefit framework can help.

Weighing the Costs and Benefits of Health Spending

As with any other government expenditure priority, it can be helpful 

to apply a cost-benefit analysis to health spending, even if only in 

abstract terms. Box 5.1 has further details. As discussed in chapter 2, 

GB.indb   146GB.indb   146 22/05/13   7:29 PM22/05/13   7:29 PM



Improving Effi ciency: Cutting the Fat 147

the cost-benefit calculus can be very favorable in health due to its 

high value, even in the presence of significant waste. The cost-benefit 

framework can also help put some of the foregoing discussion into 

context. The growth of health spending per se is not a cause for con-

cern as long as the benefits exceed the costs. The efficiency agenda is 

BOX 5.1

The Costs and Benefits of Health Spending

There are two types of social cost and two benefits associated with government health expen-

ditures, as identified in public finance and health economics. The first cost is that of raising 

 revenues to pay for the program (that is, the marginal cost of public funds), and the second is 

the moral hazard cost of excess health care utilization. On the benefit side, there are the value 

attached to improved health outcomes enabled by the spending program that would otherwise 

have been forgone for financial or behavioral reasons and the value of protection against finan-

cial risk caused by unpredictable out-of-pocket spending (depending on how “risk-averse” a 

 person is and on the variability of health spending). These costs and benefits are shown in 

table B5.1.1. As long as the total social benefit exceeds the total social cost, health spending is 

on average “worth it.” Additional spending is worth it if the same holds true on the margin. 

 Otherwise, the spending may be justified on some other grounds, such as equity motives. 

In practice, this calculation is difficult to carry out, as all four items are hard to measure. 

Some estimates have been made for the U.S. Medicare program in the years following its 

launch in 1965, suggesting that nearly half the social costs were recouped through the benefit 

of financial protection, although the health benefits were uncertain (Finkelstein and McKnight 

2008). As discussed in chapter 2, the value of better health (measured as the willingness to pay 

for it) is very high, and rates of return for specific conditions well over 100 percent are not 

uncommon (table 2.1). As a result, health spending that is translated into a meaningful impact 

on outcomes will tend to have a favorable benefit-to-cost ratio. But if spending has no impact on 

health, or if it affords minimal financial protection, then the dual burden of the revenue raising 

and moral hazard will tend to dominate the equation, and the result may be significant waste. 

Overall, the evidence from richer countries is that while health spending has been worth it on 

average (that is, benefits have exceeded costs), there is also enormous waste on the margin 

(Cutler 2003). 

TABLE B5.1.1
The Social Costs and Benefits of Government Health Spending

Costs Benefits

Marginal cost of public funds Value of better health

Moral hazard Value of financial risk protection

Source: World Bank staff.
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about ensuring that this is indeed the case. More generally, the 

framework puts the focus on the ultimate objective of improving 

welfare. 

The differences between growth of health spending and its effi-

ciency, fiscal sustainability, and welfare implications as highlighted 

here suggest that it is important to be clear about what specific aspect 

of this agenda is being addressed. Table 5.1 provides a “Q&A” of com-

monly discussed issues, based on a similar exposition applied to the 

United States (Aaron and Ginsburg 2009). In the remainder of this 

chapter, we focus on how to cut back on spending without harming 

outcomes. 

TABLE 5.1
Health Spending in ECA: Different Answers to Different Questions

Question Answer

Does ECA spend more on health than the EU-15? No. Government health budgets as a share of GDP are on average 4.3% in 

ECA, 8.0% in the EU-15. 

Are health budgets rising faster in ECA than in the EU-15? No. Health budgets in the EU-15 have risen faster on average as a 

percentage of GDP than almost all ECA countries.

Does ECA spend more on health than East Asia or Latin 

America?

Yes. It is also somewhat richer on average and much older than those 

regions (except for Central Asia).

Are health budgets rising faster in ECA than in East Asia or 

Latin America? 

No. From 1997 to 2010, average annual growth as a percentage of GDP was 

higher in both East Asia and Latin America.

Are health systems in ECA wasteful? Yes. All health systems worldwide would appear to have significant waste, 

perhaps 20 to 40 percent (WHO 2010).

Are health systems in ECA (relatively) more wasteful than 

those in the EU-15?

Unknown. In some respects, such as reliance on hospitals, almost certainly. 

In other areas, such as overuse of high-cost, low-value interventions, 

probably less wasteful. 

Are medical care prices higher in ECA? It depends. Salaries relative to national wages are generally lower in ECA 

than in the EU-15. Drug prices vary widely.

Do populations in ECA use more health care services than 

those in the EU-15?

Yes, on average. Outpatient visits per capita are slightly higher in ECA; 

acute-care hospital discharges per capita are higher. But there is significant 

country variation.

Do health systems in ECA provide less high-value, low-cost 

care than those in the EU-15?

Yes. Many cost-effective interventions, especially for prevention and 

management of risk factors, are underprovided in ECA. 

Do ECA countries spend too much on health? Unknown. Significant waste coexists with significant underprovision. Rates 

of return on health spending are potentially much higher than alternative 

public or private uses of these resources.

Are ECA health budgets fiscally sustainable? It depends on other sectoral spending and tax policies.

Would higher health spending be a bad thing? It depends. If the benefits of additional spending exceed the costs, no. If 

they do not, then yes.

Would cutting (growth of) health care spending in ECA raise 

welfare?

If one could target cuts to wasteful spending, yes; if not, no.

Source: World Bank staff.

Note: ECA = Europe and Central Asia; GDP = gross domestic product.
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Hospitals and Pharmaceuticals Are the Main Sources of 
Waste

Inefficiency in health spending can come in many different forms. 

The WHO’s World Health Report 2010 identified a “top 10” list of 

major sources of inefficiency in health systems around the world, 

reproduced in table 5.2. Many if not all are very relevant to ECA. In 

this section, we begin with a focus on hospitals and pharmaceuticals, 

both of which figure prominently on the list. Some of the other 

 topics—such as quality of care—were discussed in previous chapters. 

The next section also touches on some of these causes of inefficiency. 

The legacy of excess hospital infrastructure inherited from the pre-

transition era is probably the best-known and most commonly 

 analyzed efficiency problem in ECA’s health systems. In fact, there is 

some variation across the region in the severity of the problem, both 

then and now. Historically, the western Balkans and Turkey did not 

overbuild to the same extent as Central and Eastern Europe and 

especially the Soviet Union. Since 1990, much progress has been 

made in rationalizing hospital capacity, and nowadays the problem 

remains acute mainly in the former Soviet republics (figure 5.2a). 

The EU-15 average also masks significant cross-country variation, 

and thus ECA can do better than that benchmark. 

There are several dimensions to the problem of hospital waste. 

First, having too many hospitals (and often too many buildings per 

hospital) leads to high utility bills. In some countries, electricity and 

heating costs have accounted for as much as 20 percent or more of 

TABLE 5.2
Ten Major Sources of Inefficiency in Health Systems Worldwide

Number Cause

1 Underuse of generics and higher-than-necessary prices for medicines

2 Use of substandard and counterfeit medicines

3 Inappropriate and ineffective use of medicines

4 Overuse or supply of equipment, investigations, and procedures

5 Inappropriate or costly staff mix, unmotivated health workers

6 Inappropriate hospital admissions and length of stay

7 Inappropriate hospital size (low use of infrastructure)

8 Medical errors and suboptimal quality of care

9 Waste, corruption, and fraud

10 Inefficient mix of health interventions (for example, between prevention and 

treatment, high-value and low-value)

Source: WHO 2010.
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total health spending (Haazen and Hayer 2010). Second, there is a 

tendency to justify excess hospital capacity by keeping patients 

admitted longer than necessary, as indicated by a higher average 

length of stay (figure 5.2b). This practice is both wasteful (absorbing 

other recurrent costs) and potentially harmful, since it needlessly 

exposes patients to hospital infections. Third, and related, people are 

admitted to hospital for the wrong reasons. For example, fewer than 

1 per 1,000 adults in countries in the Organisation for Economic 

Co-operation and Development (OECD) is hospitalized due to hyper-

tension, a condition that should be addressed through primary care; 

in all six countries in the former Soviet Union surveyed by the World 

Bank, more than 1 out of every 100 adults were hospitalized due to 

high blood pressure in the past year (OECD 2009b). Similarly, 

 hospitals in ECA often serve as de facto long-term care facilities for 

the elderly, a role that should be shifted to social outreach to the 

extent possible. Fourth and finally, spreading service provision across 

a large number of facilities means less scope for specialization by 

 providers, which evidence suggests will come at the expense of 

 quality and thus value for money. 

The downsizing of hospital networks is often achieved through a 

combination of decree and incentives. Hospital “master plans” have 

been applied in many countries and can help identify an optimal 

FIGURE 5.2
A Lingering Challenge of Hospital Waste

Source: WHO 2012b.

Note: Figure shows unweighted country averages. CIS = Commonwealth of Independent States.
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infrastructure mix with regard to coverage and cost, thereby guiding 

the consolidation process. The result may be both fewer hospitals and 

a better balance between multi- and single-profile facilities. These 

plans may also be applied to lower levels of care.

A widely cited success story with regard to hospital rationalization 

in ECA has been Estonia. In line with a hospital master plan, the total 

number of acute-care hospitals fell from over 100 to fewer than 40 

between 1992 and 2002, and the average length of stay fell by about 

half over the same period. It also undertook reforms to change 

 hospital status and created incentives for more efficient resource use 

(Haazen and Hayer 2010; Hawkins 2010). 

In principle, reductions in hospital capacity can also be achieved 

through payment reforms such as selective contracting and a transi-

tion from input- to output-based payment schemes. For example, in 

recent years, Bulgaria has experienced a rapid increase in the num-

ber of hospitals in part because the national health insurance fund 

was obliged to contract with all newcomers, even if they were pro-

viding only the most lucrative services. Selective contracting could 

help in this respect but has faced resistance. 

The promotion of service delivery innovations, such as one-day 

surgeries, can also complement efforts to save on hospital costs. 

Public-private partnerships may be a further option for improving 

hospital efficiency, especially if they serve to bring in stronger man-

agement expertise. It should be noted, however, that resolving excess 

or antiquated infrastructure may not result in aggregate cost savings, 

as significant investments in new or renovated facilities and equip-

ment may also be required. But the result should be more efficient. 

More often than not, however, the major obstacle to hospital 

rationalization has been political and not technical. Medical elites are 

often well connected and influential. Master plans are seen as 

 suggestive only and thus subject to heavy lobbying. Moreover, the 

widespread reform of decentralizing hospital ownership in the 1990s 

often served to create vested interests among local leaders, for whom 

the hospital became a political asset that helped put the town on the 

map. Strong resistance to closure ensued. Thus, the hospital reform 

agenda is to a large extent about making difficult political decisions. 

An even more widespread cause of inefficient health spending in 

ECA is the pharmaceutical sector. We saw in chapter 4 that drugs 

account for a major share of out-of-pocket spending, in part because 

of high prices that arise from a lack of purchasing power when drugs 

are not covered in benefit packages. But excess drug spending is not 

limited to OOP expenditures. Governments across the region are 

struggling to contain the pressure drugs exert on their own budgets. 
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A larger share of total health spending is being allocated to drugs in 

ECA than in the EU-15 (figure 5.3). 

One challenge is high prices. In many countries, there is scope for 

procurement reform and more “smart purchasing” of drugs, including 

a preference for generic instead of brand-name drugs, external refer-

ence pricing, the regulation of margins, claw-backs, price- volume 

contracts, and a systematic review of reimbursement policies, espe-

cially for high-cost drugs (Seiter 2010). Box 5.2 shows how some of 

these measures helped Croatia successfully control its drug budget in 

recent years. 

FIGURE 5.3
Overdosing on Pharmaceutical Spending

Source: WHO 2012b.

Note: Figure shows pharmaceutical spending as a percentage of total health spending in selected countries in Europe and 

Central Asia and in the EU-15, 2009.
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BOX 5.2

Successful Cost Containment of Pharmaceuticals in Croatia

After several years of growing cost pressures, during 2009–10 Croatia substantially reformed its 

regulations related to the pricing and reimbursement of medicines with the aim of achieving 

better value for money. Reforms included greater transparency in decision making; a stronger 

role for evidence-based medicine and health economic criteria; and so-called rebate, payback, 

and cross-product agreements in contracting with pharmaceutical companies, among other 

measures. As a result of these steps, expenditure on prescription medicines fell by 13 percent 

between 2009 and 2010, while spending on expensive hospital medicines decreased by 

29  percent (Voncina and Strizrep 2010). 
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Another challenge is overconsumption. The rational use of 

 medicines is a responsibility of doctors and patients alike. A recent 

study in Kazakhstan found that over 90 percent of the population 

self-medicates. Prescription guidelines and monitoring can help. 

When primary care is weak, these mechanisms are also weakened. 

In some cases, the challenge is compounded by direct payment of 

physicians by pharmaceutical companies in exchange for favorable 

prescription patterns. But some of the responsibility is on patients as 

well, who may be asked to pay higher copayments for brand-name 

drugs and should be targeted with information to help overcome 

potential bias against drugs with a certain country of origin. 

No Silver Bullets

Having seen the potential for cutting waste in hospitals and 

 pharmaceuticals, we should also note that there are some commonly 

proposed “cures” for health inefficiency for which the evidence is not 

without important caveats. In principle, provider payment reforms 

such as the adoption of diagnosis-related groups can improve effi-

ciency, but in practice, the evidence is not so clear (Street et al. 2011). 

More cost sharing, prevention programs, and competition are also 

frequently proposed as policy instruments for improving efficiency. 

But in each case, the evidence is mixed. Similarly, certain broad 

health system models are sometimes viewed as inherently more effi-

cient, but a recent analysis has cast doubt on any such clear 

 conclusions (OECD 2010). These are briefly summarized in table 5.3. 

TABLE 5.3
No Easy Answers for the Efficiency Agenda

Potential efficiency- 
enhancing policy Possible side effects

More cost sharing Patients may cut back on preventive care and end up with higher rates of hospitalization; see box 4.1 for 

evidence. Ultimately likely to vary by service.

More prevention Very important for improving health, but may not decrease (lifetime) costs; for example, smokers tend to 

have lower lifetime medical costs than nonsmokers because they live much shorter lives (Sloan et al. 

2004). Overall, prevention may be no cheaper than treatment (Cohen, Neumann, and Weinstein 2008). 

More insurer competition May induce innovation and cut back on wasteful care, but could also result in higher systemwide 

administrative costs, higher prices due to loss of monopsony power, and cutbacks of “necessary care” 

such as prevention.

More provider competition May improve incentives to cut costs, but this may be done by skimping on quality of care. Empirical 

evidence is ambiguous (Gaynor and Town 2012).

Type of health system in 

country X

There is more variation in efficiency within broad health system types than across them (OECD 2010).

Source: World Bank staff.
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Together they suggest that there are few easy answers to be applied 

to the efficiency agenda. In the next section, we turn to a more 

nuanced approach that may hold more promise. 

Cutting the Fat but Not the Muscle 

One of the biggest challenges posed by the efficiency agenda is that 

while health systems often have a large amount of waste, at the same 

time they provide some very high value care, and it can be difficult to 

cut one without cutting the other. For example, some services may 

be overprovided while others are underprovided. A procedure that is 

life saving for one patient may be useless for another. How can a 

ministry of finance or health distinguish between them? It is in this 

sense that an agenda of cost containment may or may not improve 

welfare when a “macro” policy is applied across the board. In this 

section, we give some examples and possible approaches for address-

ing the “micro” challenge. 

While an important target for efforts to improve the efficiency of 

the health system should be to cut back on wasteful or unnecessary 

care, some caution is warranted when doing so. Figure 5.4 gives 

FIGURE 5.4
Overprovision and Underprovision Coexist in All Health Systems

Sources: European Commission 2007; OECD 2011; Venice II Consortium 2011; World Bank 2012.

Note: Figure shows provision of X-rays and flu vaccine in selected countries in Europe and Central Asia and in the EU-15. 
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two examples. Figure 5.4a shows that several ECA countries perform 

X-rays significantly more often than is the case in Western Europe. 

While we cannot know for certain that some country or region is 

doing just the “right” number, it is likely that because in the past 

many ECA countries trained a large number of X-ray technicians and 

installed the equipment, there is a tendency to make use of these 

resources more than is necessary. Not only is this wasteful, but it 

could also be harmful. 

Figure 5.4b provides a counterexample using the same  countries. 

Influenza is a common ailment that in some cases may lead to serious 

complications, especially among the elderly. As a result, it is widely 

recommended that those with chronic conditions and older popula-

tions receive a flu vaccine annually. Yet very few elderly people in 

ECA receive a seasonal flu vaccine compared to those in the EU-15. 

This is a low-cost (and potentially cost-saving) service that should be 

provided more often. 

There are many more examples like these, some of which were 

seen in chapter 3. To be successful, the efficiency agenda must find a 

way to cut back on services like X-rays while expanding  interventions 

like flu vaccines. Across-the-board reforms to provider payment 

methods or cost-sharing policies may be too blunt to accomplish this 

task. Adapting these instruments for different types of services—such 

as value-based cost sharing noted in box 4.1—offers more promise. 

More generally, it is possible to identify broad classes of health 

care services with the aim of tailoring the efficiency agenda accord-

ingly. Table 5.4 distinguishes three types based on a recent 

 formulation (Chandra and Skinner 2012). The first category is 

highly cost- effective care that is useful for nearly everyone in the 

relevant population (in the examples given in the table, those with 

cardiovascular disease or HIV) and is thus unlikely to result in 

TABLE 5.4
Different Technologies Imply Different Policy Agendas for Improving 

Efficiency

Service type Examples Possible policy response 

Highly cost-effective interventions Cheap cardiovascular disease 

drugs; anti-retrovirals 

Not a major spending 

(efficiency) concern 

Highly cost-effective interventions 

for some patients, not for others 

Stents; CT scans; MRIs Monitor volumes; measure 

outcomes (by provider) 

Interventions with low or 

uncertain cost-effectiveness 

New cancer drugs; some knee 

and back surgeries 

Comparative effectiveness 

research 

Source: World Bank staff.

Note: CT = computed tomography; MRI = magnetic resonance imaging.
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overspending. The second type includes services that are very cost 

effective for some patients but not for others. Many diagnostic 

 services and some treatments would fall in this group. The third 

 category includes high-cost services whose clinical effectiveness is 

unknown. This last group calls for careful design of benefit packages 

and potentially the establishment of institutions to undertake com-

parative effectiveness research (of which a particularly well-known 

example is the United Kingdom’s National Institute for Health and 

Clinical Excellence). 

The second category—those with heterogeneous benefits—poses a 

particularly challenging case for improving efficiency. Take the 

 example of stents, or small mesh tubes that help treat coronary artery 

blockages in those with heart disease. Some patients benefit 

 enormously from this technology, and indeed stents are credited with 

making an important contribution to the decline of cardiovascular 

disease mortality in recent years. But many people with heart prob-

lems do not need stents—either because their condition is not serious 

enough or because it is too advanced and thus more aggressive pro-

cedures are required. To add another layer of complexity, stents may 

or may not be drug eluting, which are helpful in some but not all 

cases and are certainly more expensive. Improving efficiency requires 

a systemwide mechanism to help figure out who will benefit from 

stents and who will not. 

There is an important role for strengthening information flows 

and analytical capacity to address this dimension of the efficiency 

agenda. Monitoring the volume of services and outcomes at the 

provider level can shed light on which corners of the health 

 system are generating the most waste. For example, figure 5.5 

shows the regional variation in hospitalizations for pneumonia in 

Bulgaria. This is a condition that should generally be handled 

either at primary care or on an ambulatory basis at hospital. Most 

regions are well above the OECD average, indicating a nationwide 

problem, but significant gains could be made just by targeting the 

worst offenders (where discharges are nearly 10 times the OECD 

rate). 

In many cases, unnecessary care may not reflect deliberate rent 

seeking by providers but instead arises because in the absence of clear 

evidence—there is a substantial “gray area” in the practice of 

 medicine—clinical decision making may be driven by individual or 

community behavioral norms (“that’s how it’s always done”). 

Information feedback can help change this reality. This issue is 

 discussed further in chapter 6.
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Indeed, approaching the efficiency agenda from a “micro” angle 

applies equally to individual providers as well as to services. The 

organizations that pay for services should keep track of patterns such 

as which doctors refer the most patients to higher levels of care or 

which doctors prescribe the most drugs or which hospitals have the 

highest readmission rates or mortality rates for specific types of care. 

There may be good reasons why some facilities are outliers—for 

example, the best hospitals may get the most difficult cases. But 

sometimes there is not a good reason. More active purchasing within 

an existing system may yield more benefits in some circumstances 

than changing the purchasing system altogether. 

In sum, an important part of the efficiency agenda is not about 

pursuing major systemic reforms. Instead, understanding cross-

country data on service provision and within-country variation in 

outputs and outcomes by provider and service type can point the 

way toward significant efficiency gains. In many instances, the right 

instrument for the cost-cutting agenda will be a scalpel and not a 

sword. Box 5.3 provides an example of selective cutbacks in the 

 context of an economic crisis, based on the Estonian experience. 

FIGURE 5.5
Identifying and Addressing Outliers Can Help Promote Efficiency Gains

Source: World Bank data.

Note: Figure shows hospital discharges for pneumonia in Bulgaria, by region. OECD = Organisation for Economic Co-operation and Development.
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Improving Institutions: 
Ingredients, Not Recipes

CHAPTER 6

161

Key Messages

 • Major health reform themes in ECA over the past 20 years 
have included hospital downsizing, the establishment of 
family medicine for primary care, the introduction of new 
health fi nancing arrangements, the decentralization of facility 
ownership, and the creation of new public health structures.

 • Identifying ECA’s unfi nished institutional reform agenda 
is complicated by the fact that it is not immediately clear 
what a “developed” health system looks like. A system-
atic comparison of the institutional characteristics of health 
 systems in ECA and OECD countries helps shed light on 
this question.

 • With respect to health fi nancing, nearly all OECD countries 
have converged toward high levels of population coverage, 
but their approaches to revenue raising and risk pooling 
 differ substantially. The health fi nancing policy agenda for 
ECA is thus mainly to expand coverage, with more than a 
single institutional approach available for doing so.
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The three previous chapters have examined the policy agenda related 

to three major objectives of all health systems: to improve health 

outcomes, financial protection, and the efficiency of spending. But 

these issues have been explored independently, without paying 

much attention to the overall institutional design of the health 

 system. As noted at the outset, the aim has been to focus on results, 

which implies starting with the specific objective in mind and then 

proceeding to “work backward” to identify the appropriate policy 

instruments. But ultimately this process brings us to the question of 

how to strengthen the underlying institutions that affect all three of 

the major objectives already discussed.

This chapter assesses the extent to which the slow convergence of 

key outcomes between Europe and Central Asia (ECA) and its 

 comparators as highlighted earlier is due to a lack of institutional 

convergence. But this task poses a challenge, since it is not immedi-

ately obvious what a “developed” health system looks like. As a 

result, it is more difficult to benchmark ECA’s health systems against 

 • Patterns of facility ownership and provider payment in ECA 
are more similar to the OECD in the hospital sector than 
in primary care, where a signifi cant agenda remains for 
achieving institutional convergence with more advanced 
health systems.

 • In view of the diversity of OECD health systems, there 
are no simple, clear recipes for health reform that can be 
 distilled from their experience, only a few key ingredients.

 • The fi rst three ingredients of successful health systems 
that we identify here are all strongly tied to the concept 
of accountability. These are: (1) some element of activity-
based payment; (2) provider autonomy; and (3) information 
for decision making.

 • Two additional ingredients for health reform are also 
 identifi ed. One is a health fi nancing system that achieves 
adequate risk pooling without extensive fragmentation, and 
the other is strong leadership commitment.

 • Part of ECA’s health sector challenge is to achieve a greater 
degree of institutional convergence by incorporating these 
key ingredients into its health system reforms.
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the institutions of advanced countries than, for example, against the 

health outcomes of those countries. Thus, a key message of the chapter 

is that because there is considerable diversity among successful 

health systems in advanced countries, there is no simple “recipe” for 

reform, only a list of “ingredients” that appear common to most if not 

all successful health systems. It is on this basis that an agenda for 

improving the institutions governing ECA’s health systems can be 

identified.

The chapter begins with a brief review of the broad themes of 

health reform in ECA since transition. It then compares the institu-

tional characteristics of the region’s health systems with those in 

countries of the Organisation for Economic Co-operation and 

Development (OECD) and draws on this comparison to help identify 

the outlines of a reform agenda going forward. The topics addressed 

range from how the health sector is financed (revenue generation, 

pooling, and purchasing); how service delivery is organized (public-

private mix, patient pathways); and regulatory arrangements (affect-

ing hospital management, information flows, and so forth). These 

issues are of course the subject of a vast literature, both in ECA and 

worldwide. Here we can take only a broad-brush approach—the 

finer details of each topic are explored more thoroughly in those 

other sources.

A Brief History of Health Reform in ECA since the Transition

The story of health reform in ECA over the past 20 years necessarily 

begins with the historical legacy of the pretransition health systems. 

The so-called Semashko system that prevailed in the Soviet 

 republics was characterized by central planning and administration, 

 government-owned facilities with an overemphasis on hospital 

care, and publicly employed staff who were mostly specialists. In 

principle, there was free universal coverage with funding from gen-

eral government revenue sources, although health systems did not 

always live up to this promise. Primary care was not emphasized, 

and public health was narrowly focused on infectious diseases. The 

system was inefficient, and evidence-based medicine was only 

weakly applied. The countries of Central and Eastern Europe had 

health systems broadly similar to the Soviet model in most respects. 

The Yugoslav republics also had many of these same features but 

with some important differences, including an employer-based 

health insurance model, greater emphasis on primary care, and, for 

a while, higher funding levels (Davis 2010).
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Much of the posttransition reform agenda has involved 

 unwinding or overcoming this legacy. As we shall see later in this 

chapter, this agenda remains unfinished. Much has been written 

about the reform experience (World Bank 2000; Figueras et al. 

2004; Borowitz and Atun 2006; Rechel and McKee 2009; Kutzin, 

Cashin, and Jakab 2010). This section only briefly touches on some 

of the major themes.

Perhaps the most widespread reform task undertaken by ECA 

health systems since transition has been to downsize the hospital 

 sector to rationalize service provision and improve system efficiency. 

As of 1990, most of the erstwhile Soviet republics had nearly 1,000 

hospital beds per 100,000 population, or nearly three times the stan-

dard level in Western Europe. In Central and Eastern Europe, it was 

almost twice as high. During the past two decades, the number of 

hospital beds has been cut by over 50 percent in Central Asia and the 

south Caucasus, where the posttransition fiscal collapse was most 

severe, and by about a third in Belarus, Moldova, Ukraine, and the 

new EU member states. There have also been significant declines in 

the number of hospitals. These optimization programs have typically 

involved reconfiguring and relocating services, often with reference 

to a master plan. Nevertheless, more needs to be done on this front in 

many ECA countries.

A related priority has been the establishment of a family medicine 

model for primary care. Neglected in the previous system but moti-

vated by the Western European experience, primary care became a 

focal point of the reform agenda in many countries. Major activities 

included retraining and recertifying medical staff and introducing 

family medicine into medical curricula. Since family medicine was 

not previously an academic discipline or commonplace in the com-

munity, changing attitudes within the profession and among the 

population was a key challenge. A related task has been the reform of 

polyclinics, the outpatient centers staffed by narrow specialists that 

have proven difficult to change (Rechel and McKee 2008, 2009). 

Overall, the establishment of primary care has been a mixed success 

thus far, with significant variation in experience across countries 

(World Bank 2005).

In many countries of Central and Eastern Europe, these  service 

delivery reforms were accompanied on the health financing side 

by the creation of social insurance schemes and the enforcement 

of a purchaser-provider split. In some cases, these health financing 

reforms entailed a return to social health insurance (SHI)  systems 

that had existed earlier in the 20th century. More generally, a 

major consideration in the post-Communist era was to repeal 
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the centralized authority of the state by creating an  independent 

SHI agency with a steady funding flow and freeing provision from 

the constraints imposed by a sclerotic state. To a lesser extent, 

this   pattern also unfolded in some post-Soviet states. This 

 regionwide SHI “experiment” also ushered in new provider 

 payment  mechanisms, typically a shift from historical budgets to 

fee-for- service or approaches based on diagnosis-related groups 

(DRGs)  (Wagstaff and Moreno-Serra 2009; Moreno-Serra and 

Wagstaff 2010).

A related theme has been the decentralization of hospital owner-

ship from the ministries of health to municipalities in many coun-

tries, again motivated partly by a desire to roll back the influence of 

central authorities and partly in the hope that local entities would be 

more responsive to population wishes. But this decentralization has 

arguably created as many problems as it has solved, as the hospitals 

became local political assets that SHI agencies had to contract with 

and could not shut down, thus hindering rationalization policies. 

Moreover, their municipal owners did not impose hard budget con-

straints, as funding flows and bailouts still came from the center 

(Preker and Harding 2003).

A final reform area of note has been public health. Historically, the 

sanitary-epidemiological system was hierarchical and top heavy and 

had little interface with the population. In some countries, this real-

ity has persisted, while in others, it has been replaced outright, while 

in still others, new and old structures operate side by side. Generally, 

these systems have been more successful at sustaining long-standing 

vaccination programs but less so at promoting health, especially as it 

applies to noncommunicable diseases. These systems have also strug-

gled to deal with new challenges such as HIV/AIDS (Maier and 

Martin-Moreno 2011).

Finally, it bears mentioning that “health reform” is arguably a 

journey and not a destination, as nearly all advanced health 

 systems have also been subject to ongoing health reform initiatives 

in recent decades. Major themes have included improving both 

access to and quality of care while maintaining fiscal sustainability 

(Docteur and Oxley 2003). Health reform in rich countries has 

 followed a pattern whereby the main objectives of new initiatives 

have alternated between better access and equity on the one hand 

(for example, through coverage expansions or supply-side invest-

ments) and  efficiency on the other (spending controls and cost 

sharing, for example) and then back again, depending on fiscal 

imperatives and popular views of the day (Cutler 2002). It has 

been argued that, over time, OECD reforms have converged 
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toward “mixed systems” that balance regulation and market 

 mechanisms (Rothgang 2010).

Where Are We Now? A Comparison of ECA and 
OECD Health Systems

While the health sector has been an active area of reform over the 

past 20 years throughout ECA, a significant unfinished agenda 

remains. But to identify what remains to be done, we need some 

understanding of the destination. That knowledge is relatively clear 

with respect to outcomes—for example, we have seen how ECA 

compares to the EU-15 in life expectancy, the incidence of cata-

strophic health expenditures, and government health spending. But 

it is more difficult in the case of the institutional features of health 

systems. What does a “developed” health system look like? And how 

do ECA’s health systems compare?

A systematic assessment of the institutional characteristics of ECA 

health systems was undertaken during 2011–12 to help answer these 

questions, using an abridged version of a questionnaire developed by 

the OECD and implemented in its member countries in 2009 (Paris, 

Devaux, and Wei 2010). The survey covered a broad range of topics 

related to health financing, service delivery, organization, and gover-

nance. Together, these yield a rich overview of health system charac-

teristics in over 50 countries around the world, as the OECD includes 

non-European countries such as Australia, Canada, Japan, the 

Republic of Korea, Mexico, and New Zealand (the United States, 

which has many varied health systems rolled into one, did not 

participate).

The two major questions to be addressed through this exercise are 

as follows. First, to what extent have the institutional characteristics 

of the OECD’s health systems converged? And second, where this 

convergence has occurred, to what extent have ECA health systems 

also evolved toward this common approach? This section summa-

rizes the main results. Of necessity, it involves a bird’s-eye view of 

health system characteristics: the reality of everyday implementation 

is more complex and nuanced. Nevertheless, it reveals an informa-

tive picture of how OECD and ECA systems compare.

To better organize the findings, we compare the OECD (excluding 

those countries that are also in ECA) with “ECA West,” comprised of 

the new EU member states, the western Balkans, and Turkey 

(a group that includes several OECD members), and “ECA East,” the 

non-Baltic countries of the former Soviet Union.
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Health Financing: Convergence on Coverage Levels, 
Not Institutions

We begin with the institutional arrangements for health financing. 

Figure 6.1 shows how countries address two fundamental policy 

issues in this area. The first is whether health coverage is 

“ automatic”—that is, based on residence or citizenship and funded 

through general taxes—or “compulsory” in the form of mandatory 

income-based contributions to a social health insurance scheme. 

Within the OECD, countries are nearly evenly split between the two 

models. In reality, many in the latter group have a hybrid system, 

with supplementary transfers from general tax revenues to cover 

those outside the formal SHI system. In the western part of ECA, the 

predominant model is mandatory contributions, as noted. In the 

eastern countries, automatic coverage is the norm, with only 

Moldova and the Russian Federation relying mainly on a contribu-

tory system. Georgia has neither model, as enrollment in its largest 

coverage program was voluntary as of 2012.

A second related dimension of health financing policy is whether 

coverage is achieved in the form of national (or local) health services 

or through an insurance pool with either a single or multiple 

FIGURE 6.1
Significant Diversity of Health Financing Arrangements within the OECD and across ECA

Sources: Paris, Devaux, and Wei 2010; World Bank 2012.

Note: Figure shows the organization of health financing in ECA and the OECD. ECA = Europe and Central Asia; OECD = Organisation for Economic Co-operation 

and Development.
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insurers. Again, there is significant variety among OECD countries, 

with the contributory systems further divided into three countries 

with a single insurance pool and eight relying on multiple insurers, 

of which five do not extend any choice of insurer to the patient, 

while three do allow choice. The western part of ECA relies mainly 

on common insurance pools, while national health services predomi-

nate farther east, but there are exceptions to the rule in both regions.

What does the evidence say about alternative health financing 

approaches? The relative merits of general tax or SHI-based financing 

of health care have been the subject of much debate (Wagstaff 2010). 

Evidence from Western Europe and Asia suggests that tax-financed 

systems are generally more progressive with regard to how revenues 

are raised, and they do a better job of ensuring universal coverage, 

whereas SHI systems often leave certain vulnerable groups such as 

informal workers and the poor uncovered. SHI systems may also 

have a negative impact on the labor market due to the distortions 

created by a payroll tax and higher administrative costs due to paral-

lel structures. But it is also sometimes argued that they generate a 

larger, more reliable flow of funds to the health sector. However, 

there is less evidence on the comparative performance of tax and 

SHI-based systems with respect to actual health outcomes among 

those who are covered under the different approaches.

Similarly, much has been written about the pros and cons of 

 opting for a single or for multiple purchasers. The competitive pres-

sures of a multiple insurer model may offer the hope of greater effi-

ciency, but this hope comes with several caveats. In an unregulated 

market, the tendency will be to compete on the consumer side by 

denying coverage to high-risk individuals, leading to market failure 

with consequences for financial protection and welfare (Cutler and 

Zeckhauser 2000). Most advanced systems forbid this practice. On 

the provision side, competing insurers may be more active in 

 promoting innovation by providers and reducing the delivery of 

unnecessary or wasteful care. But because they forgo the bargaining 

power of a single purchaser (monopsony) with which to confront the 

market power typically enjoyed by health care providers, they may 

pay higher prices for medical care. Fewer scale economies can also 

mean such systems incur higher administrative costs, and the frag-

mentation of risk pools can result in greater inequalities in access and 

coverage. Greater consumer choice of insurance plans is another 

potential benefit, but the complexity of the product may be a barrier 

to making better decisions. In reality, most advanced systems with 

multiple insurers have extensive regulations that help mitigate these 

issues. Overall, empirical evidence does not give clear-cut answers on 
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the relative efficiency of the different insurance models as currently 

applied (Gaynor and Town 2012; OECD 2010).

Against a background of inconclusive evidence on the relative 

merits of different approaches, perhaps the main conclusion to draw 

from an overview of health financing arrangements across the OECD 

is that while there is limited convergence on institutional structures, 

greater similarities exist in coverage. In most OECD countries and for 

most services (for example, hospital and primary care, lab tests, and 

drugs), benefit packages cover at least 75 percent of the cost 

( figure 6.2a). This coverage is also generally the case in the western 

part of ECA, with the exception of drugs. In eastern ECA, there are 

sizable gaps in coverage across all services.

The convergence in OECD coverage is also reflected in the levels of 

government health spending and financial protection as indicated by 

reliance on out-of-pocket (OOP) spending. Figure 6.2a shows that 

most OECD countries are clustered in a range between 7 and 9  percent 

of gross domestic product (GDP) spent on health, with OOP spending 

accounting for less than 20 percent of total health expenditure. 

Outliers are mostly those with somewhat lower income—Greece, the 

Republic of Korea, and Mexico. Indeed, a detailed study of OECD data 

between 1970 and 2005 found convergence in public health spending 

both per capita and as a share of total health spending (Leiter and 

FIGURE 6.2
OECD Has Converged toward High Coverage Levels but ECA Has Not

Sources: Paris, Devaux, and Wei 2010; World Bank 2012; WHO 2012.

Note: ECA = Europe and Central Asia; GDP = gross domestic product; OECD = Organisation for Economic Co-operation and 

Development; OOP = out of pocket; PHC = primary health care.
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Theurl 2010). The countries with lower initial spending levels 

 experienced higher growth and vice versa. This convergence has 

unfolded even while institutional approaches differ widely.

What does such convergence mean for ECA? It should be clear 

that a variety of health financing structures is consistent with good 

overall outcomes, with regard both to health and to financial protec-

tion. For equity purposes, it is important that risk-pooling arrange-

ments should not be too fragmented. The equity concerns with 

SHI-based systems can be mitigated through transfers from general 

taxes. Perhaps the major argument against a payroll-tax-based health 

financing system is the (nonhealth) issue of the distortion imposed 

on labor markets. It is also clear that no advanced health system 

relies heavily on private voluntary health insurance. Otherwise, the 

health financing agenda should arguably focus on improving 

 coverage and outcomes irrespective of the prevailing institutional 

arrangements, which in any event are usually the outcome of a long 

historical legacy and thus are unlikely to be easily undone.

Ownership and Provider Payment: More Differences 
between ECA and OECD in Primary Care

We next turn to the question of facility ownership. For the provision 

of primary care, 17 out of 24 OECD countries rely on private 

 providers (figure 6.3). These may be either private solo or group 

FIGURE 6.3
Greater Differences between ECA and OECD in Ownership of Primary Care than Hospitals

Sources: Paris, Devaux, and Wei 2010; World Bank 2012.

Note: Figure shows the ownership of facilities. ECA = Europe and Central Asia; OECD = Organisation for Economic Co-operation and Development.
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practices, with the former being more common. Seven of the 17 

 relying on private providers cover their populations through national 

health services as described above: Australia, Canada, Denmark, 

Ireland, New Zealand, Norway, and the United Kingdom. These cor-

respond to what has been called the public contracting model, with 

public finance and private provision, a hybrid between the public 

integrated model and private insurance and provision model 

(Docteur and Oxley 2003). Public provision of primary care is found 

in seven OECD countries, mostly in the Mediterranean or 

Scandinavian regions: Finland, Iceland, Italy, Mexico, Portugal, 

Spain, and Sweden. (Here and below we rely on national data for 

Spain and Sweden, while noting that there are differences across 

regions within these countries with respect to some health system 

characteristics.) But Finland, Mexico, and Sweden have a secondary 

reliance on private practice. Thus, full reliance on public primary care 

is increasingly rare.

A similar public-private mix for primary care is found in the 

 western part of the ECA region, with public centers more common in 

the former Yugoslavia (except Croatia and the former Yugoslav 

Republic of Macedonia) and private primary care the norm in new 

EU member states. In the eastern part of ECA, publicly provided 

 primary care is the model prevailing in all 12 countries with the 

exception of Georgia.

With regard to outpatient specialist care, there is a wider range of 

approaches within regions, in part due to differences in whether such 

care takes place in a separate clinic or in a hospital setting. Private 

clinics are the primary mode of provision in 14 OECD countries, 

while 8 rely on public hospitals and 2 on public centers. In western 

ECA, 5 countries use private centers, 8 use hospitals, and 4 rely on 

public centers. In eastern ECA, publicly provided outpatient specialist 

care is again the norm in all countries (either in polyclinics or in 

 hospitals), with the exception of Georgia.

In the case of hospital ownership, there is far less diversity within 

and across regions. In brief, public hospitals are the predominant 

mode of delivery in all regions (figure 6.3). A minor caveat to this 

pattern is that OECD countries have a somewhat larger role for 

 private nonprofit hospitals, which are relatively scarce in ECA coun-

tries. Out of over 50 countries surveyed, the only country in which 

for-profit hospitals account for a majority of acute-care beds is 

Georgia. But beyond the public-private mix, other important aspects 

of hospital management do differ across countries, as discussed below.

Thus, regarding the public-private mix in service delivery, the 

major difference between ECA (and more specifically the eastern 
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part of the region) and OECD health systems is the stronger private 

orientation of primary care in the OECD. Both theory and evidence 

paint a mixed picture of the performance of public and private health 

providers (Hollingsworth 2008; Gaynor and Town 2012). This issue is 

revisited in the next section, with a focus on accountability.

Provider payment mechanisms have been another common focus 

of reform efforts in ECA during the past 20 years. The supply of 

 medical care is very responsive to price, and the incentives created by 

the unit of payment—per day, per service, per person, retrospective, 

prospective, and so forth—can have a large impact on the quantity 

and quality of care provided. In general, fee-for-service (FFS) reim-

bursement may offer scope for better quality but at the risk of over-

provision, while capitation and global budgets can help limit cost 

growth but providers may compromise on quality or overrefer 

patients to other facilities. Overall, provider payment is one of the 

most powerful tools available to policy makers for directing health 

care resources and implementing reform.

A wide range of provider payment approaches is applied across 

regions (figure 6.4). For primary care, 10 out of 24 OECD countries 

reimburse on a purely fee-for-service basis, while a further 7 use 

FFS in combination with another approach. The remaining seven 

FIGURE 6.4
Regional Differences Are Larger with Respect to Payment of Primary Care than to Hospitals

Sources: Paris, Devaux, and Wei 2010; World Bank 2012.

Note: Figure shows provider payment methods. ECA = Europe and Central Asia; OECD = Organisation for Economic Co-operation and Development; FFS = 

fee for  service; DRG = diagnosis-related group.
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countries use either a capitation or a salary model or a combination 

of the two. Again, this group comprises mainly Mediterranean or 

Scandinavian countries: Greece, Iceland, Mexico, Portugal, Spain, 

Sweden, and Turkey. But Sweden has started to expand FFS 

 payments in recent years.

In the western part of ECA, no country relies on a purely FFS 

model. Just under half use a mixed FFS system, while most have 

either capitation or salary-based payment. However, most countries 

in this region have some pay-for-performance scheme, in fact, more 

so than in the OECD. In eastern ECA, only Armenia and the Kyrgyz 

Republic have some FFS-based payment, while all others use capita-

tion or salary.

Fewer cross-regional patterns are apparent with respect to hospital 

payment methods. In the OECD, about half the countries use pre-

dominantly diagnosis-related groups or other activity-based budgets, 

while the other half rely on global budgets (although these include a 

DRG element in some cases). In western ECA, the most common 

approach is DRGs, but again there are several countries using global 

budgets without an activity-based component, and three still use 

line-item budgeting (Albania, Montenegro, and Serbia). In eastern 

ECA, there is a growing use of DRGs but still a line-item approach in 

a significant number of countries.

Overall, ECA countries continue to use payment methods based 

on capitation or salary at primary care and line-item budgeting at the 

hospital level to a significantly greater degree than the OECD coun-

tries. This issue will be revisited with a focus on accountability in the 

next section.

Patient Pathways: A Trend toward Choice within Limits

Allowing more patient choice can promote competition in provision 

of health care by encouraging higher-quality services and poten-

tially lower costs. However, patient choice needs to be balanced with 

concerns about the rational use of care and the pitfalls that may 

arise when patients bypass lower levels of care. As indicated in 

 figure 6.5, in 18 of 24 OECD countries, the population is allowed to 

choose its primary care provider (in 3 of the 18, however, there are 

incentives to make certain choices). The exceptions are Denmark, 

Finland, Mexico, Portugal, Spain, and the United Kingdom. In the 

western part of ECA, all countries allow patient choice for primary 

care, while farther east, more countries limit choice. Similar regional 

patterns are present for choice of outpatient specialist care and 

 hospital use.
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There are fewer consistent regional patterns with regard to gate 

keeping for access to secondary care. In the OECD, nearly half the 

countries impose gate-keeping requirements, while a significant 

number also provide incentives to seek a referral, but seven countries 

have no obligation and no incentive to do so. In western ECA, nearly 

all countries have a gate-keeping requirement, while in eastern ECA 

all three approaches are used.

On other topics, there are fewer differences between OECD and 

ECA, at least on paper. This is true, for example, with respect to the 

regulation of physician and infrastructure supply. Differences are 

 relatively minor: OECD countries are more likely to have quotas for 

medical students, and the OECD and western ECA are more likely 

than eastern ECA to have policies to address perceived doctor short-

ages. A majority of countries in all regions do not regulate practice 

location but do have policies to address maldistribution (for example, 

between urban and rural areas). In all regions, regional or central 

governments are typically involved in decisions about capacity 

 planning for new hospitals, changes in bed supply, and provision of 

specific services. In the OECD, it is somewhat less common for gov-

ernments to be involved in decisions about the supply of high-cost 

medical equipment compared to ECA.

This general overview provides only a glimpse of how different 

health systems are organized. Many have mixed approaches, and 

FIGURE 6.5
A Trend toward Patient Choice but Less Consensus on Gate Keeping

Sources: Paris, Devaux, and Wei 2010; World Bank 2012.

Note: ECA = Europe and Central Asia; OECD = Organisation for Economic Co-operation and Development.
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there are exceptions to many rules. As always, the same policy can be 

well implemented in one setting and poorly in another: the devil is 

often in the details. But in general, we now have some sense of 

where ECA health systems stand vis-à-vis advanced-country 

comparators.

To summarize, on financing, ECA is “more different” in coverage 

than in institutional design, which in any event differs widely 

across the OECD. With respect to facility ownership and provider 

payment issues, ECA looks more similar to OECD countries in the 

hospital sector than in primary care. Most countries in all regions 

have public hospitals, but these are paid through a wide range of 

methods, while in the case of primary care, public facilities with sal-

aried doctors are far more common in eastern ECA than in the 

OECD. Patient pathways are somewhat less flexible in some ECA 

countries. Overall, health systems in the eastern part of ECA are 

“more different” from OECD counterparts than those in western 

ECA. We now turn to how this complex picture might translate into 

a policy agenda.

Ingredients, Not Recipes, for Successful Health Reform

The wide range of institutional characteristics in the health systems 

across the OECD (and ECA), as revealed by the stock-taking exercise 

of the previous section, points to the difficulty of identifying a “gold 

standard” health system. Of course, strong human resources and 

well-equipped facilities are essential, but health systems are defined 

by much more than just inputs. But there is too much cross-country 

diversity among successful health systems to pinpoint a single “right” 

policy mix to guide the implementation of health sector reform. So 

how can we move this agenda forward?

The challenge of identifying a reform agenda for health has simi-

larities with long-standing debates about how to achieve economic 

growth. Indeed, improving population health and achieving higher 

growth rates arguably have much in common. They both involve 

complex, multisectoral “production functions” that change signifi-

cantly according to the level of development. Institutional strength-

ening, overcoming behavioral norms, and technology adoption all 

figure prominently for both improving health and igniting growth. 

And in both cases, empirical work on cross-country determinants is 

hindered by a limited number of data points (countries) with which 

to analyze an abundance of possible theories. Thus, debates are more 

often informed by ideology than evidence.
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Recent narratives concerned with the study of economic growth 

offer potential lessons for developing a health reform agenda. The 

Commission on Growth and Development (2008), which was tasked 

with taking stock of the state of knowledge on economic growth with 

a view toward deriving policy implications, arrived at the conclusion 

that it could propose “ingredients” but not “recipes.” That is, it could 

identify certain common characteristics of countries with a strong 

track record of growth but not a fully articulated growth strategy 

(which would require specifying the quantities and sequencing of 

various measures), because “no single recipe exists.” Moreover, the 

commission could not say if its list of ingredients is sufficient or 

whether they are all necessary. It was also believed that the appropri-

ate model changes over time. The five main ingredients of economic 

growth identified by the Growth Commission based on success sto-

ries of the past were the following: (1) they fully exploited the world 

economy; (2) they let markets allocate resources; (3) they mustered 

high rates of saving and investment; (4) they maintained macroeco-

nomic stability; and (5) they had committed, credible, and capable 

governments.

What, then, are the ingredients of successful health systems? 

Transposing the approach of the Growth Commission to the health 

reform arena, this section builds on the stock-taking exercise above 

and attempts to identify the most important inputs to health system 

reform. It identifies five key ingredients for health reform.

Three Ingredients for Accountable Health Systems: 
Payment, Autonomy, and Information

The first three ingredients of successful health systems that we 

 identify here are as follows: (1) some element of activity-based 

 payment; (2) provider autonomy; and (3) information for decision 

making. Before we describe each in turn, it is worth emphasizing 

from the outset that the overriding theme linking all three is account-

ability. Later on, we also highlight two additional ingredients: 

 adequate risk pooling and leadership commitment.

The first ingredient is some degree of activity-based reimburse-

ment, or “payment follows the patient.” For primary care, activity-

based reimbursement means some use of fee-for-service methods, 

even if only partially in the form of a mixed system with other 

approaches. It could also take the form of a pay-for-performance 

scheme. An important complement to activity-based payment is 

patient choice, allowing the population to “vote with its feet” away 

from low-quality providers in favor of better ones. The antithesis 
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would be the payment of primary care in the form of a salary alone 

or, somewhat less problematic, using capitation (which can represent 

a logical transition step when purchasing capacity is underdevel-

oped), especially if it is not accompanied by patient choice.

For hospitals, activity-based payment is increasingly taking the 

form of diagnosis-related groups in OECD countries, and many 

 countries in ECA have started to move in this direction. Other fee-

for- service approaches are possible, as are mixed methods of 

 payment, whereby activity-based reimbursement is combined with 

other approaches. In the hospital setting, the absence of this ingredi-

ent would be represented by line-item budgeting, or pure global bud-

geting, both of which are increasingly rare in the OECD but endure 

in parts of ECA. Note that this ingredient refers to how hospitals are 

paid, not the doctors who work in them, most of whom are paid by 

salary in all regions.

Activity-based payment mechanisms are highlighted as a key 

ingredient of successful health systems due to the signal they send to 

providers of medical care: that services for patients are their core 

responsibility and thus the basis on which they will be paid. It 

strengthens incentives to provide the necessary medical services to 

patients and to be responsive to their needs; in its absence, providers 

are more likely to neglect their responsibilities. It is not that pecuni-

ary self-interest is the only thing that motivates doctors; indeed, 

there is ample evidence that nonmonetary factors matter, too. In 

addition, payment mechanisms need to be mindful of efficiency con-

siderations, and thus open-ended, retrospective fee-for-service reim-

bursement of all costs is not a viable solution. But the nature of 

primary care provision is somewhat self-limiting, and at hospitals, 

the DRG method pays prospectively for patients based on diagnosis 

upon admission, not retrospectively for all services rendered.

In the OECD, only Iceland, Mexico, Portugal, and Spain have nei-

ther FFS payment for primary care nor some DRG or activity-based 

component for hospitals. The basic trend in the OECD is also moving 

toward more of this ingredient at primary care, such as reforms over 

the past 20 years in Finland, Sweden, and the United Kingdom, 

which have historically had a more publicly integrated model of 

finance and provision. Meanwhile, about half the countries in 

 eastern ECA have no payment following the patient in either the 

 primary care or the hospital setting. While it might be argued that 

paying salaries is the only administratively feasible option in low-

income settings, most if not all of ECA is beyond that stage. Strong 

purchasing capacity cannot be achieved overnight, but making 

steady progress will be important.
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The second ingredient is provider autonomy. It has been defined 

as the extent of the “decision rights” that facilities have over the 

many and varied aspects of producing health care services. These 

include decisions over labor and capital inputs, output level and mix, 

and management processes, among others (Preker and Harding 

2003). Provider autonomy is particularly important in the hospital 

setting, where decision making is more complex. Historically, much 

of ECA had almost no autonomy: facilities were essentially integrated 

units of the ministry of health. Line-item hospital budgeting, which 

persists in several ECA countries, is in many ways the antithesis of 

autonomy: how and how much can be spent is preordained by cen-

tral authorities.

In the OECD, provider autonomy is typically achieved for primary 

care in the form of private solo or group practices. In eastern ECA, 

public primary care provision continues to predominate, as shown 

above. In the hospital setting, the differences between OECD coun-

tries and ECA with regard to provider autonomy are particularly 

apparent in whether hospital managers have complete autonomy for 

the recruitment of medical staff and other health professionals or if 

the central or local government decides. Over two-thirds of OECD 

health systems extend this autonomy. The exceptions are France, 

Greece, Ireland, Italy, Mexico, Norway, and Spain. About half the 

countries in western ECA have that same degree of hospital auton-

omy, with the exceptions primarily in the countries of the former 

Yugoslavia and Turkey. In eastern ECA, only Armenia, Georgia, and 

the Kyrgyz Republic allow hospitals to make those decisions. Hospital 

managers in the OECD are also more likely to have autonomy over 

the remuneration of medical staff, although to a lesser extent than 

for recruitment. As noted, there is somewhat more latitude for OECD 

hospitals to make decisions related to high-cost equipment, but 

 otherwise there is less autonomy in infrastructure planning across all 

regions, in part reflecting concerns about overinvestment.

A shift toward hospital autonomy has been observed across 

advanced European health systems in recent years (Chevalier, Garel, 

and Levitan 2009; Saltman, Duran, and Dubois 2011). These have 

taken many different forms, and various terms are used to describe 

them—foundation trusts, public joint-stock companies, and so on—

but the unifying factor has been greater autonomy.

Provider payment and autonomy work best hand in hand. 

Creating payment-based incentives without the decision-making 

power to act on them is likely to fall short of achieving intended 

objectives. Figure 6.6 looks at this issue in the context of  primary care. 

Only three OECD countries—Mexico, Portugal, and Spain—have no 
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element of fee-for-service payment, no patient choice, and publicly 

provided primary care (that is, limited autonomy). Over three- 

quarters of the OECD and western ECA have at least two of three. 

Meanwhile, about half the countries in the eastern part of ECA have 

this model, and only two—Armenia and the Kyrgyz Republic—have 

at least two out of three. Mismatches in payment methods and 

autonomy (or lack thereof) have also been a common problem in the 

hospital sector in many ECA countries (Jakab, Preker, and 

Harding 2003).

The pattern of payment and autonomy arrangements for primary 

care in ECA represent a key potential explanation for the weakness 

in primary care delivery (including control of cardiovascular risk 

 factors) described in chapter 3. Reforms in this area could be a first 

step toward improving outcomes.

The third ingredient is the use of information for decision making. 

Health systems produce a wide array of “products,” and at any point 

in time there is likely to be significant variation in performance across 

services and providers. The availability of information flows to moni-

tor and act upon this variation is important for ongoing system 

improvement. In which region is disease incidence rising or falling 

the most? Which physicians prescribe more antibiotics or refer more 

patients than their colleagues? Which hospitals have the lowest 

FIGURE 6.6
Accountability of Primary Care Is Stronger in the OECD than in ECA

Sources: Paris, Devaux, and Wei 2010; World Bank 2012.

Note: Figure shows the number of primary care accountability mechanisms: activity-based payment, provider choice, and 

autonomy for primary care. ECA = Europe and Central Asia; OECD = Organisation for Economic Co-operation and 

Development.
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mortality rates for patients admitted with stroke? Answering these 

questions and acting on the information is important. In essence, it is 

a health system analog to operational research by businesses. This 

ingredient also reinforces the importance of having some activity-

based payment methods: salaries and global budgeting yield no 

 information about services provided.

Figure 6.7 illustrates the differences across the OECD and ECA with 

respect to several examples of health system use of information. These 

examples are whether there is any use of health technology assess-

ment to determine whether a service should be covered; whether pro-

viders share information electronically, which can strengthen 

coordination of care and reduce duplicative and wasteful care; 

whether physicians receive feedback about their activities, which can 

promote continuous performance improvement; and whether infor-

mation is published on the quality of individual  providers, which can 

help patients make decisions about where to seek care and provides 

FIGURE 6.7
Greater Use of Information in OECD Health Systems than in ECA

Sources: Paris, Devaux, and Wei 2010; World Bank 2012.

Note: ECA = Europe and Central Asia; OECD = Organisation for Economic Co-operation and Development.
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an incentive for better quality of care. Individually, these measures are 

not uniformly used across the OECD, but the tendency is in that direc-

tion. In eastern ECA, these information tools are almost nonexistent. 

A related ingredient is  analytical expertise and institutional structures 

(for example, health information centers) that can maximize the use 

of this information. Some ECA countries have invested in these areas, 

but much remains to be done.

As noted, the unifying theme of these three ingredients for suc-

cessful health systems is the concept of accountability. This concept 

has been defined as both “answerability” and sanctions and has been 

divided into financial, performance, and political accountability 

(Brinkerhoff 2004). Thus, payment that follows the patient helps sig-

nal what providers are accountable for; autonomy affords them the 

ability to make decisions for themselves as they seek to fulfill their 

responsibilities; and information flows generate the necessary data 

for “asking questions,” assessing their performance, and taking action 

(or not), accordingly.

An additional channel for improving accountability is through 

mechanisms that promote patient rights. The stock-taking exercise 

described in the previous section revealed that most countries in all 

regions have adopted some measures with this objective. These may 

include a formal definition of patient rights in legislation or else-

where, complaint desks at hospitals, or an ombudsman. But there is 

sometimes a wide gap between the de jure and the de facto patient 

empowerment afforded by these mechanisms, with potential chan-

nels for asserting rights typically less meaningful in eastern regions of 

ECA than in the OECD.

Two Additional Ingredients: Adequate Risk Pooling and 
Committed Leadership

In addition to the three ingredients for accountable institutions 

already noted, it is also worth highlighting two others that are 

required for successful health reform. The first is adequate risk 

 pooling. No health system, regardless of how well its institutions 

c orrespond to those prevailing in advanced countries, will be able to 

achieve key system objectives if risk-pooling arrangements are inad-

equate and fragmented. The counterfactual—a high reliance on OOP 

spending—can be self-defeating in the pursuit of health reform. 

Health financing institutions that ensure adequate risk pooling are 

not only important for financial protection and equity but also for 

helping create the conditions for stronger purchasing power and 

 regulatory authority.
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The final ingredient, which is borrowed directly from the list 

developed by the Growth Commission, is “committed, capable, 

and credible governments.” In part, this ingredient encompasses 

the concept of stewardship for the health system, including with 

regard to human resources, disease management, capacity plan-

ning, surveillance, and so on. But it is much more than that. 

Successful reform requires vision and leadership. It means taking 

on vested interests, whether in the medical establishment, political 

actors, or elsewhere in society, to usher in new reforms that will 

help achieve sectoral objectives. That necessity is arguably true, 

particularly in public health. The difference between being five 

years ahead of the curve and five years behind the curve in tobacco 

control, for example, is a decade of lives lost to preventable  disease. 

The experience of Turkey in this regard was highlighted in 

chapter 3.

In sum, we have identified five major ingredients of successful 

reform experiences and health systems. These are payment that 

 follows the patient, provider autonomy, information for decision 

making, adequate risk pooling, and leadership. They all amount to 

what might be termed “macro” health reforms; in previous chapters, 

we explored some of the “micro” reforms (for example, specific regu-

lations or changes to a benefit package) that can contribute to specific 

objectives.

If those ECA countries that lag behind can make progress on this 

institutional reform agenda, it should help produce more rapid 

 convergence of key sectoral performance indicators with those pre-

vailing in the EU-15 and OECD. But ultimately each country will 

need to combine these ingredients in different ways and at different 

points in time to develop its own “recipe” for health reform.
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Summary Q&A

CHAPTER 7

This chapter summarizes the main messages of the report in a 

 question-and-answer format.

1. Why write a report on health in ECA?
The story of health in Europe and Central Asia (ECA) is in many 

respects a story of long-term underperformance on a fundamental 

aspect of development. Although life expectancy in the region as a 

whole is only slightly below average for its income level, the long-

term trend has been weaker than in other regions. In the 1960s, the 

average lifespan in ECA was just 5 years less than in Western Europe, 

but 10 years more than in Latin America and 20 years more than in 

East Asia and the Middle East. But since then, the life expectancy gap 

with the EU-15 has widened significantly, while other regions have 

caught up and overtaken ECA.

A similar regional story could be told using many other health 

indicators, and there has also been a lack of convergence on key out-

comes in health financing. However, it is not a uniform story across 

the region. Turkey has experienced very large health gains over this 

period, the Balkans have performed in line with global norms, and 

Central Europe has steadily improved since the 1990s. But many 

other countries have made much less progress. The reality of ECA’s 
185
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long-term health sector struggles is not new; but as the years go by, 

the policy urgency only increases. The slow progress of ECA’s health 

outcomes is also of global significance. While there have been 

 tremendous gains in health around the world over the past half- 

century, there have been two major exceptions: Sub-Saharan Africa, 

due to the HIV/AIDS epidemic, and Eastern Europe. 

2.  Among the many development challenges facing the 
region, is health really such a priority for the populations of 
ECA? 

Yes. When survey respondents across the region were asked to 

 identify their top priority for additional government investment, 

health was ranked as the first choice in about three-quarters of ECA 

countries, both in 2006 and in 2010. The result held true among both 

men and women, old and young, rich and poor. This sentiment is 

consistent with a body of economic research suggesting that better 

health is a major contributor to overall welfare improvement. People 

want to live long, healthy lives and are willing to forgo many other 

things to achieve it. For example, survey respondents in six ECA 

countries were about evenly divided when asked to choose, hypo-

thetically, between living in a country with a European health  system 

or in one with a European income level.

Moreover, the priority accorded to health is unlikely to be transi-

tory, suggesting that it is a policy issue here to stay. As people become 

richer, they tend to devote an ever-larger share of their resources to 

achieving better health. Health was also a top priority for additional 

government investment in several Western European countries, and 

expectations for a prominent government role in the sector are 

higher than in other areas such as pensions and jobs. For all these 

reasons, the health sector is likely to figure more prominently as an 

election issue as well. 

3.  Shouldn’t policy makers focus on economic growth, and 
better health will follow?

Economic growth is vital to ECA’s long-term prosperity and for 

 poverty reduction and will also be a key enabler of allocating more 

resources to health. But growth does not automatically produce 

 better health. Average growth of gross domestic product (GDP) has 

been higher in ECA than in the EU-15 since the mid-1990s, but 

despite progress with income convergence, the long-term divergence 

of health outcomes has not been reversed. In fact, the global experi-

ence does not suggest that economic growth will inevitably lead to 

better health, as there has been very little correlation between 
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changes in real GDP and life expectancy around the world over the 

past 50 years. Instead, the major driver of improved health outcomes 

in middle- and high-income countries is the expanded application of 

health-improving knowledge and technology to both personal 

behavior and medical care. Concerted public action to improve health 

systems is a necessary condition for improving health outcomes.

4. What are the main health problems in the region?
Cardiovascular disease is the major health problem in ECA. Health 

outcomes in ECA have fallen behind those of the EU-15 in large part 

because the region has yet to achieve the “cardiovascular revolution” 

that has taken place in the West over the past 50 years. Circulatory 

diseases account for over half the life expectancy gap between ECA 

and the EU-15 today, and better cardiovascular outcomes were also 

responsible for over half the health gains in the EU-15 in recent 

decades. The predominance of a single disease group represents an 

obvious target for policy action. The progress made against heart dis-

ease is where the miracle of modern medicine has been most evident, 

but many countries in ECA have yet to fully seize this potential. 

In addition, two other factors behind the life expectancy gap also 

stand out. The first is neonatal mortality (that is, death within the 

first 28 days of life), which accounts for the majority of deaths before 

age one. The second is external causes, mainly due to alcohol-related 

road traffic injuries, which are responsible for an extraordinary and 

unnecessary loss of life concentrated among the working-age male 

population in a relatively small number of countries in the region. 

More broadly, other important priorities include the unfinished 

agenda of the Millennium Development Goals (especially goals 

related to HIV/AIDS and tuberculosis), the growing challenge of 

 cancer, and major sources of morbidity such as mental health. 

5.  What should be done to address cardiovascular disease and 
other health priorities?

The experience of more advanced health systems suggests that both 

prevention and treatment must play a central role in ECA’s future 

health agenda. The starting point for reducing cardiovascular dis-

ease mortality is to address its major risk factors in the general popu-

lation, before individuals need medical care. Among the most 

important of these are tobacco and alcohol use. Men in ECA smoke 

more than their counterparts in almost any other region and signifi-

cantly more than in the EU-15. Alcohol use—in particular, binge 

drinking—is also a major problem in some countries. The most 

effective tobacco control policy is to increase cigarette taxes, but in 
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many countries, tax rates remain quite low. Smoking bans in public 

places could also be more widely introduced. Across the region, 

there is widespread support for public health measures to help 

address tobacco and alcohol use, especially among women. But 

while there are exceptions, in many countries the policies lag 

behind, suggesting that public opinion is ahead of government 

action. 

Addressing cardiovascular disease will also require better 

 management of risk factors such as high blood pressure and 

 cholesterol in the primary care setting. Only about 10 percent of 

those with hypertension in many ECA countries have it under con-

trol, compared to over 50 percent in some advanced health systems. 

People are also less likely to be tested for high cholesterol. Various 

policy measures can help improve the management of these risk fac-

tors through primary care. These may include efforts to improve 

access and affordability of outpatient drugs by including them in 

benefit packages, disease management programs, and, potentially, 

 reimbursement of providers through pay-for-performance schemes 

that better incentivize attention to risk factors.

Last, while the emphasis should be on efforts to prevent illness 

and manage risk  factors, health systems must also aim to achieve a 

high quality of care in the treatment of chronic and acute episodes 

of illness. Better management of heart attacks, strokes, and neo-

natal conditions has  been a major factor behind health gains in 

the West, but  survey  evidence from ECA suggests there is signifi-

cant room for  improvement in the region. A range of interven-

tions can help improve quality of care,  including stronger hospital 

management practices and performance measurement linked to 

payment, professional recognition, and peer review. Those health 

 system– strengthening measures for addressing cardiovascular 

 disease will also benefit other causes of ill health in the region. 

Overall, many of the services that have proven so  important in the 

health advances achieved elsewhere—from cancer screening to 

the treatment of depression—are not yet being provided on an 

adequate scale across much of the ECA region.

6. Will closing the life expectancy gap be expensive?
Closing a large share of the life expectancy gap between ECA and 

the EU-15 does not need to be expensive. Higher tobacco taxes 

would in fact generate additional revenues. Generic drugs to treat 

cardiovascular risk factors through primary care can cost as little as 

a few dollars per patient per month. Both of these interventions 

are among the most cost effective available. In general, between 
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public health  legislation and managing risk factors through 

 primary care, there are major cardiovascular health gains available 

for very low cost. A big part of the life expectancy gap—probably at 

least two-thirds and  perhaps more—can be addressed through 

lower levels of care. The majority of potential health improve-

ments will not involve hospitals; yet these absorb undue attention 

and resources. 

There are, however, some interventions that have contributed 

substantially to improved health in the West that do not come as 

cheaply: for example, certain heart procedures such as angioplasty 

and bypass operations, some neonatal technologies, and wider access 

to cancer screening and treatment. Countries will need to make 

 careful choices about what can be afforded. 

7. How can the growing demand for medical care be financed? 
Both in ECA and around the world, health financing is drawn largely 

from household out-of-pocket (OOP) sources or from the govern-

ment  budget (that is, through tax revenues, including mandatory 

social health insurance). The growing demand for health care must 

therefore be financed without imposing an undue burden on either 

source. Too much OOP spending for health care is a concern because 

it can undermine financial protection or equity, or both. That is, OOP 

spending may be “catastrophic” (exceeding some significant thresh-

old of total household expenditures) or “impoverishing” (if it pushes 

some households below the poverty line). OOP spending can also 

pose an important barrier to health care, resulting in significant 

inequalities in utilization between rich and poor. But an excessive 

burden of health spending on the government budget can be waste-

ful and pose a threat to fiscal sustainability. 

Currently, the relative importance of OOP spending and govern-

ment budget sources varies widely across the region. This picture has 

not changed significantly over time, as very few countries in ECA 

have significantly reduced their reliance on OOP spending since 

1997. As a result, inadequate financial protection remains a problem 

in about half the ECA region. The objective should not be to lower 

OOP spending to zero, but theory and evidence suggest that less than 

25 percent of total health financing drawn from this source is a 

 reasonable policy objective. 

8.  What can be done to make health financing systems in ECA 
more pro-poor? 

The major priority for making health financing systems more pro-

poor is to reduce the out-of-pocket payments people face at the point 

GB.indb   189GB.indb   189 22/05/13   7:29 PM22/05/13   7:29 PM



190 Getting Better: Improving Health System Outcomes in Europe and Central Asia

of care. In many ECA countries, households spend on average more 

than twice as much on health, measured as a share of their total 

expenditures, as their counterparts in the EU-15. A large proportion 

of this spending is on drugs, and much of it is catastrophic. Household 

survey data from across the region show that the more heavily a 

country relies on OOP spending for health financing, the more com-

mon these catastrophic episodes become, the greater the inequality is 

in use of care across socioeconomic groups, and the more people fall 

into poverty as a result of their medical bills. In about 10 ECA coun-

tries, the share of households facing catastrophic health care episodes 

is twice as high as in the EU-15. 

In some countries—especially those with small health budgets—a 

necessary step toward strengthening financial protection is through 

more government health spending. This step may require expanding 

the benefit package, for example, by including some outpatient 

drugs, or it may mean better coverage of specific populations, such as 

those working in the informal sector or the Roma population in some 

countries of Central and Eastern Europe. In brief, special effort 

should be made to ensure that improvements in financial protection 

and access to care benefit the poorest first, through targeted health 

programs. Georgia offers a successful example of using a proxy means 

test to target additional health resources to the poor. But bigger bud-

gets are not the only issue. Rent seeking by health care providers in 

the form of informal payments and high pharmaceutical price mark-

ups are also important causes of weak financial protection in ECA.

9.  Are ECA countries spending too much on health by global 
standards? 

No. Health spending in the region is generally in line with global 

 patterns, given the region’s income level and age structure. In fact, 

health budgets in ECA have increased more slowly in recent years 

than in Western Europe, East Asia, and Latin America. In general, 

moderate growth in health spending as a share of GDP is to be 

expected in middle- and high-income countries and should not be a 

cause for concern as long as it is translated into improved outcomes 

instead of more waste. 

While there is naturally a lot of concern about the growing cost of 

health budgets, passing judgment on any policy or program requires 

some effort to consider the benefits, too. As countries grow richer 

and basic needs are met, the importance of health in individual 

 preferences becomes even greater. Living longer, healthier lives is 

preferred to compressing more consumption into a fixed life span. 

For this reason, long-term growth in health spending in advanced 
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countries has on the whole been worth it, even in the presence of 

significant waste, due to the high value attached to health gains 

achieved through medical advances. The major policy challenge is 

that while health systems at their best can provide life-saving care, 

they also often have a large amount of waste. The policy imperative 

is to cut one without cutting the other. 

10.  What are the main sources of waste, and how should these 
be addressed?

Excess hospital infrastructure and inefficient spending on pharma-

ceuticals are both major sources of waste. There are nearly twice as 

many hospitals per person in the Commonwealth of Independent 

States region as in the EU-15. The result is high fixed costs, unneces-

sarily long admissions, and hospital beds that are occupied for the 

wrong reasons: for example, in many ECA countries, people are far 

more likely to be hospitalized for hypertension than in the EU-15, a 

condition that should be controlled at lower levels of care. Often, the 

major constraint to reducing hospital capacity is political will, but 

there are countries in the region, such as Estonia, that have success-

fully made these reforms. Ultimately, it is in the interest of the health 

system and patients alike for a population to spend less rather than 

more time in hospital. 

With regard to pharmaceuticals, governments across the region 

are struggling to contain the pressure that these exert on their 

 budgets. One challenge is high prices. In many countries, there is 

scope for procurement reform and for more “smart purchasing” of 

drugs. This may include a preference for generics, price regulation, 

and innovative contracting approaches. Another problem is overcon-

sumption, for which both providers and patients bear some responsi-

bility. Clear treatment protocols, drug lists, and generic  promotion 

can help. 

A significant and sometimes overlooked part of the agenda for cut-

ting back on waste is not about pursuing major systemic reforms but 

rather about understanding why, for example, some doctors refer 

more patients to higher levels of care, order more diagnostic proce-

dures, or prescribe more drugs than their colleagues. The same 

applies to why some hospitals have higher readmission rates or 

higher mortality rates for specific types of care than others. The orga-

nizations that pay for services should keep track of these patterns and 

make use of this information to address the outliers through more 

active approaches to purchasing care. Investing in the analytical 

capacity to fulfill this role can play a key part in setting the stage for 

efficiency gains. 
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11.  Is there an ideal health system design that ECA should 
adopt?

It is not possible to identify an “ideal” health system on the basis of 

experiences of advanced countries such as those in the Organisation 

for Economic Co-operation and Development (OECD). There is con-

siderable heterogeneity that exists among them, but there are also 

some common tendencies. As a result, it is possible to identify “ingre-

dients” but not “recipes” for institutional reform of health systems. In 

other words, it is possible to identify certain common characteristics 

of countries with strong health systems but not a fully articulated 

model (which would require specifying the quantities and sequenc-

ing of various measures), because no single recipe exists. Several of 

these ingredients are closely tied to the concept of accountability in 

service provision. 

12. What institutional reforms need to be undertaken in ECA? 
Five key ingredients are proposed for the institutional reform agenda 

of ECA’s health systems. Although not universal among OECD coun-

tries, these ingredients are widespread and are becoming more so. 

The first is some degree of activity-based reimbursement, or 

“ payment follows the patient.” This form of reimbursement implies 

at least a partial use of fee-for-service and case-based payments—not 

salaries and line-item budgets. The second ingredient is provider 

autonomy, or the extent to which a facility has “decision rights” over 

the many aspects of producing health care services. In the OECD, 

such autonomy is typically achieved through private solo or group 

practices for primary care and considerable autonomy for hospital 

managers in areas such as the recruitment of their health workforce. 

The third ingredient is the use of information for decision making. 

Health systems produce thousands of individual services at hundreds 

of different facilities on a daily basis, and there is likely to be signifi-

cant variation in performance across both these dimensions. The 

availability of information flows to monitor and act on this variation 

is important for ongoing system improvement. 

The fourth ingredient is adequate risk pooling. The health financ-

ing policy agenda for ECA is chiefly to expand coverage of people and 

services through adequate risk pooling, with more than a single feasi-

ble institutional approach available for doing so. No health system will 

be able to achieve key system objectives if health financing relies pri-

marily on small, fragmented risk pools and OOP spending. The final 

ingredient to moving the health reform agenda forward is committed, 

credible leadership. Vested interests will need to be overcome, but 

there is popular demand for stronger health systems across the region.
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Improving health system outcomes is a major development challenge for Europe and 
Central Asia (ECA). Fifty years ago, average lifespans in the region were slightly behind 

those in Western Europe, but far better than in East Asia, Latin America, or the Middle East. 
Since then, the gap between ECA and its western neighbors has widened, while the other 
middle-income regions have now all moved ahead. Some countries in ECA have performed 
very well, and the overall regional trend has recently improved, but long-term progress has 
certainly lagged behind the rest of the world. 

In the future, health sector issues are likely to loom ever larger in policy agendas across  
the region. Living a long, healthy life will increasingly matter to people as much as achieving 
ever-higher incomes. Opinion polls indicate that health is the top priority for government 
spending among populations across ECA, and expectations for a strong government role 
in the sector are high. Yet these aspirations must be reconciled with the reality of aging 
populations and significant fiscal constraints.   

Getting Better: Improving Health System Outcomes in Europe and Central Asia draws on a wealth  
of new evidence to explore the challenges facing health sectors in ECA. It highlights three 
key agendas to help countries seeking to catch up with the world’s best-performing health 
systems. The first is the health agenda, where the main priority is to strengthen public  
health and primary care to help achieve the “cardiovascular revolution” that has taken  
place elsewhere in recent decades. The second is the financing agenda, in which the growing 
demand for medical care must be satisfied without imposing an undue burden on house-
holds or government budgets. The third agenda relates to broader institutional arrangements, 
where the task is to adopt some of the key ingredients common to most advanced health 
systems that are still missing in many ECA countries. A common theme for all three  
agendas is the emphasis on improving outcomes, or “Getting Better.”

G
E

T
T

IN
G

 B
E

T
T

E
R

S
m

ith
 • N

g
u

y
en

Getting  

Better

Improving Health  
System Outcomes in  

Europe and Central Asia

E u r o p e  a n d  C e n t r a l  A s i a  Re  p o r t s




