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INTRODUCTION

This comparative study evaluates the implementation of decentralization of health
systems in three Latin American countries: Chile, Bolivia, and Colombia.

Using an innovative approach to analyzing decentralization—called the "decision-
space" approach—the studies first analyzed the range (from narrow to wide) of choice
that municipalities were allowed to exercise over different functions in financing,
service delivery, human resources, targeting, and governance. The studies found that
the "decision space” allowed local municipalities varied considerably, and changed over
time. The tendency was for countries to give wider choice initially, but to reduce the
decision space over time. In general, however, the choices allowed over the
contracting of private services and governance decisions were wide; the space for
financial allocations tended to be moderate; and only a narrow range was permitted in
the case of human resources, service provision, and targeting of priority programs—all
of which remained centralized. While this allowed for some significant choices, it also
limited the local control over those functions most likely to effect efficiency of health
services.

Within these ranges of choice, municipalities made some major innovative
decisions. Although wealthier municipalities were able to assign greater portions of
their own-source resources to health care in Chile and Colombia, the gap in per capita
health expenditures between wealthier municipalities and poorer municipalities was
narrowing, not widening, over time. In Chile the capacity of local governments to
assign own-source revenues was improved by an innovative horizontal equity fund—
the Municipal Common Fund—that reassigned local own-source revenues from
wealthier to poorer municipalities. In Colombia and Bolivia, a percentage of
intergovernmental transfers were “forced” to be assigned to health. Since these
transfers were partially based on per capita formulae, the result was a more equitable
per capita expenditure.

The municipalities also made choices about human resources even though these
choices were more limited by restrictions on municipal decision space. Civil service
rules were restrictive, but local municipalities were allowed to hire additional contract
staff. In the area of service organization, municipalities innovated in a variety of areas,
mainly adding new services that were not part of the basic standard package of
Ministry-defined activities.

The research also found that different institutional capacities had some effect on
decentralization. While institutional capacity in Bolivia was generally weak,
decentralization benefited from some of the individual characteristics of mayors, and
the local doctors and their relationships with the community.

In terms of the relationship between decentralization and system performance in
general, the findings support the conclusion that both the die-hard detractors and the
fervent advocates for decentralization are wrong. Decentralization appears to be
improving some indicators of equity, such as a tendency toward similar per capita
expenditures for wealthier and poorer municipalities, and to be associated with increased
and more equitable per capita spending on promotion and prevention. However, except
for the increase in utilization that comes with higher expenditures, the improved equity of
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expenditures does not seem to be clearly related to major changes in our indicators of
performance. This is not the kind of conclusion advocates or detractors like to see
because it does not lend strong support for either argument. However, these studies do
suggest that decentralization policies which tend toward moderate "decision space” and
use mechanisms like equity funds and percentage assignments of intergovernmental
transfers based on per capita formulae, may result in decentralization that at least
increases equity and allocations to prevention and promotion activities, and may have
other positive impacts on quality and efficiency of services.



BACKGROUND AND THEORETICAL REVIEW

In the last two decades, health sector decentralization policies have been
implemented on a broad scale throughout the developing world. Decentralization,
often in combination with health finance reform, has been touted as a key means of
improving health sector performance and promoting social and economic development
(World Bank 1993). The preliminary data from the field, however, indicate that results
have been mixed, at best. In some cases, these limitations have resulted in a backlash
against the reforms and an initiative for recentralization. We believe that this rejection
is often premature or misplaced, and that the issue at hand is how to better adapt
decentralization policies to achieve national health policy objectives. In this context, it
becomes increasingly important to understand the dynamics of health sector reform
processes in diverse contexts, to draw both general and case-specific lessons, and to
formulate effective strategies for future research and policy making.

The term “decentralization” has been used to label a variety of reforms
characterized by the transfer of fiscal, administrative, and/or political authority for
planning, management, or service delivery from the central Ministry of Health (MOH) to
alternate institutions. These recipient institutions may be regional or local offices of
the same ministry, provincial or municipal governments, autonomous public service
agencies, or private sector organizations. It has been predicted that decentralization
would improve health sector performance in a number of ways, including the
following: (1) improved allocative efficiency through permitting the mix of services and
expenditures to be shaped by local user preferences; (2) improved production
efficiency through greater cost consciousness at the local level; (3) service delivery
innovation through experimentation and adaptation to local conditions; (4) improved
quality, transparency, accountability, and legitimacy owing to user oversight and
participation in decision-making; and (5) greater equity through distribution of
resources toward traditionally marginal regions and groups. At the same time, fears
have been raised about potential macroeconomic destabilization and the aggravation
of interregional disparities in wealth and institutional capacity as a result of
decentralization (Prud’homme 1995).

The recent proliferation of decentralization policies is part of a broader process of
political, economic, and technical reform (World Bank 1998). These include the
“democratization” and, perhaps more importantly, the neo-liberal “modernization” of
the state. The latter movement promotes institutional and territorial decentralization
as a means of introducing competition and cost-consciousness into the public sector,
and develops a new role for the state in “enabling” and “steering,” rather than
replacing private sector activities. The promotion of cost-effective investment in
primary care and outreach services, beginning with the Alma Ata Conference on
Primary Health Care in 1978 and reinforced in the World Bank’s 1993 World
Development Report, have provided a further technical impetus for health sector
decentralization.

The range of policies grouped under the rubric of “decentralization” is quite
diverse with respect to objectives, mechanisms, and effects. This report makes use of
the widely accepted terminology developed by Rondinelli (1981), who identifies three
principal categories of decentralization: deconcentration, delegation, and devolution.
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1) Deconcentration is generally the most common and limited form of
decentralization, and involves the transfer of functions and/or resources to the regional
or local field offices of the central government agency in question. Within a
deconcentrated system, authority remains within the same institution (e.g. the Ministry
of Health), but is “spread out” to the territorially decentralized instances of this
institution.

2) Delegation implies the transfer of authority, functions, and/or resources to an
autonomous private, semi-public, or public institution. This institution then assumes
responsibility for a range of activities or programs defined by the central government,
often through the mechanism of contracting.

3) Devolution is the cession of sectoral functions and resources to autonomous local
governments that, in some measure, then take responsibility for service delivery,
administration, and finance. In the three countries that were studied in this research
project, all were examples of devolution to municipal governments. In Colombia,
devolution also occurred in the departmental level (similar to province or state in other
sytems) and in Bolivia and Chile there was some deconcentration to regional health
authorities.

METHODOLOGY & THE DECISION-SPACE APPROACH

The analytical framework used for the evaluation of these cases is based on a
principal-agent approach. In this perspective, the central government, generally in the
figure of the Ministry of Health, is viewed as setting the goals and parameters for
health policy and programs. Through the various modes of “decentralization”
described above, the central government delegates authority and resources to local
agents—municipal and regional governments, deconcentrated field offices, or
autonomous institutions—for the implementation of its objectives.

This approach acknowledges that the central and local governments have at least
partially differing objectives. Agents often have distinct preferences with respect to
the mix of activities and expenditures to be undertaken, and respond to a differing set
of stakeholders and constituents than national-level principals. Local institutions,
therefore, may have incentives to evade the mandates established by the central
government. Moreover, because agents have better information about their own
activities than does the principal, they have some margin within which to “shirk”
centrally-defined responsibilities and pursue their own agendas. The cost to the
principal of overcoming this information asymmetry is often prohibitively high. Within
this context, the central government seeks to achieve its objectives through the
establishment of incentives and sanctions that effectively guide agent behavior without
imposing unacceptable losses in efficiency and innovation. Diverse mechanisms are
employed to this end, including monitoring, reporting, inspections, performance
reviews, contracts, grants, etc.

The process of decentralization may be seen as one of selectively broadening the
“decision-space” or range of choice of local agents, within the various spheres of
policy, management, finance, and governance (Bossert 1998). The central principal
voluntarily transfers formal authority to the agent in question in order to promote its
health policy objectives. The degree and nature of this transfer differs case by case,
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and shapes the function of the principal-agent relationship and the decentralized
system as a whole. The three case studies that this synthesis report draws on do not
seek to quantify formal decision-space, but rather to offer a preliminary
characterization of its range—narrow, moderate, or broad—within an array of health
system functions. The nature and extent of decision-space is presented through
“maps,” similar to the one presented below. The decision-space maps are
complemented by an analysis of the history and context of decentralization reforms.

Figure 1. Standard Decision-Space Map

FUNCTION RANGE OF CHOICE
NARROW MODERATE WIDE
Finance
SOURCES OF REVENUE p p b
ALLOCATION OF EXPENDITURES p p p
INCOME FROM FEES & CONTRACTS p p b
Service Organization
HOSPITAL AUTONOMY p p b
INSURANCE PLANS p p b
PAYMENT MECHANISMS p p b
REQUIRED PROGRAMS/NORMS p p p
CONTRACTS WITH PRIVATE PROVIDERS P p b
Human resources
SALARIES p p b
CONTRACTS p p b
CIVIL SERVICE p p b
Access rules
TARGETING p p b
Governance Rules
LOCAL GOVERNMENT
FACILITY BOARDS p p b
HEALTH OFFICES p p b
COMMUNITY PARTICIPATION p p p

There are other channels of control that the central government has at its disposal
to shape or override local decisions. The central government may offer incentives to
local decision-makers to encourage them to make choices in favor of national
priorities. These incentives can be in the form of matching grants in which the national
government will provide funding for a priority activity if the local government will
provide counter-part funding and implement the activity. Incentives can also take the
form of guidelines—for instance, model fee schedules—and other forms of technical
assistance to upgrade local capacity and to influence local decisions. They may also
come in the form of specific training and skill development in the areas that would
strengthen central priorities. There may also be mechanisms for special recognition of
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achievements in priority areas—such as competitions for highest immunization rates
among municipalities. Finally, the central government can simply provide services that
are centrally directed and funded—such as continuing to provide malaria control
programs and vaccination campaigns.

Once the range of choice allowed at the local level is established, the next question
is: what choices do local governments make? This part of analysis is based on an
examination of the allocation choices that are made at the local level in response to
choices allowed over central government transfers and with own-source revenues. This
includes what choices are made about human resources at the local level and the
choices made about service delivery and coordination among local governments.

The research was based on the expectation that different characteristics of the
municipalities would influence the choices made and the performance of the health
care system. The analysis examines how the income of municipalities shapes allocation
decisions, other choices, and performance. In addition, population size, urbanization,
relationships among major stakeholders, and institutional capacity might influence
both choice and performance.

Figure 2. Research Model

Central Authorities Define: Municipal Governments Performance:
Choose:
Intergovernmental > Allocation A ( Equity
Transfers Choices
/ Efficiency
- Human
Decision Space B | Resources > > < Quality
Choices
\ - - Financial
Service Delivery Soundness
Choices Y, \

]

Local Characteristics:
Population
Urbanization
Income
Capacity




Background and Theoretical Review

A central question, however, is how do the different choices allowed at the
peripheral level affect the overall performance of the system. We often expect health
sector reforms to produce improvements in equity, efficiency, quality, and financial
soundness of the health system (Bossert, 1998). Therefore, it is important to assess
how decentralization as implemented in Chile, Colombia, and Bolivia has affected
system performance along these dimensions.

This report presents a synthesis of the country studies of health sector
decentralization in Chile, Colombia, and Bolivia. Each country study involved the
establishment of a local team of highly qualified researchers.! These teams first
analyzed national data on municipal characteristics, expenditures, and performance.
Although national-level data were available for all three countries, the quality of the
data in Bolivia limited its use in the comparative analysis.’

In Chile and Bolivia, field studies of municipalities were conducted to gather
qualitative information. In Colombia, due to security concerns, no field studies were
conducted specifically for this project, although previously published field studies were
reviewed and incorporated into the analysis as appropriate. The national case studies
were focused on the municipal level because all three countries devolved power to this
level, which facilitated inter-country comparisons. While the three country teams used
the same analytic framework, the availability and quality of the data varied from
country to country as did the structures of decentralization. This created situations in
which it was impossible to use uniform methodologies.

We sought to evaluate several closely related dimensions of decentralization
policies. First, the range of choice allowed to municipalities in each of the three
countries was defined and the changes in this range over time were documented, using
the decision-space mapping described above. The major issue was to show how
decentralization has allowed different ranges of choice over various critical functions.
Interestingly, there was a general tendency toward moderate choice on all but human
resource decisions that tended to be narrow.

Second, allocation choices made by both the center and the municipal
governments were examined as well as the interactions among those choices. In
particular, the research tested a major hypothesis from the literature on
decentralization, which posits that decentralization increases inequality because it
allows richer municipalities to put more resources into health than poorer
municipalities. We also examined the question of "fiscal laziness;" i.e., whether the
provision of central funds through intergovernmental transfers is a disincentive for
municipalities to put their own resources into health. Then we reviewed other
innovations that local governments made during the period of decentralization.

' The country teams were: for Chile, Osvaldo Larrafiaga and Antonio Infante; for Colombia,
Ursula Giedion, Jose Jesus Arbelaez, Alvaro Lopez, and Luis Gonzalo Morales; and for Bolivia,
Fernando Ruiz Mier, Scarlet Escalante, Marina Cardenas, Bruno Giussani, and Katherina Capra.

% There were high levels of missing data throughout the Bolivian data set. Less than half the
municipalities reported in 1994 and less than two-thirds in the following years. There were only
three provinces with relatively complete data—Chuquisaca, Santa Cruz, and Potosi. Thus, the set
is biased toward those relatively unusual provinces, which are not representative of the nation.
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Third, we examined choices about human resources to assess whether local
governments under decentralization have been able to make more effective and
efficient use of their human resources. Advocates of decentralization suggest that local
decision makers will have a better idea of what is needed in the local situation and will
be able to make the kinds of management choices that address these needs. Critics of
decentralization suggest that local choice will lead to patronage and inefficient use of
local human resources.

Throughout the analysis, we have attempted to assess local conditions that might
influence local choice and performance such as size of population, urbanization,
municipal income, and institutional capacity. It is sometimes argued that larger, more
urban, higher-income municipalities will have better capacities, more skilled
workforces, and more resources to make better choices and have better performance.
Some of these hypotheses are tested with the data gathered in the research.

Indicators of performance were limited due to limitations of the data available.
The original intention was to assess indicators of equity, efficiency, quality, and
financial soundness in all three countries. We had data on utilization for both
Colombia and Chile and used some indirect indicators of efficiency in all three
countries, which was to have been the centerpiece of the analysis. One of our major
concerns has been to assess whether decentralization has improved system
performance. We do present what data are available, which suggests that
decentralization may have resulted in greater equity in per capita expenditures and, in
turn, increases in equity of utilization. However, overall it is not clear that
decentralization has made a major difference in system performance. This indeed may
be an important conclusion from the study.



STRUCTURE AND PROCESS OF DECENTRALIZATION IN CHILE,
COLOMBIA, AND BOLIVIA

This section provides a brief review of the characteristics and process of
decentralization in each of the countries studied in order to clarify the unique aspects
of each system. A fuller description of each country experience is available in the
separate country reports.

CHILE

Chile is the first country in Latin America to initiate a major effort to decentralize
its health system. Beginning in the early 1980s the Pinochet military government
initiated a program to devolve ownership, authority, and responsibility over primary
care clinics to the 308 municipal governments in the country. Hospitals remained
under the control of the regional offices of the Ministry of Health, which were also
responsible for supervising the municipal services and assuring that the technical
norms of the Ministry were being met. The health care staff was also transferred to the
municipal system, which undermined their protections under national civil service
rules.

The system was paid for through a central government fund, FONASA, which
provided funds initially based on a nationally defined fee-for-service system, FAPEM
(Facturacion por Atenciones Prestadas en Establecimientos Municipales). This led to an
explosion in expenditures and this mechanism was later capped at near historical
budgets that were negotiated between the municipalities and the central fund. The
municipal primary health care system receives approximately 30% of public health care
funds in over 1,500 clinics and health posts (Carciofi et al. 1996). Local governments
were expected to contribute some of their own-source revenues to support this
system. To assist poorer municipalities assume these responsibilities, Chile
implemented an unusual horizontal equity fund, called the Municipal Common Fund,
which redistributed a portion of the own-source revenues of wealthier municipalities
to the poorer municipalities.

The implementation of decentralization was in several stages through the 1980s
and was fully in place when democratic government was restored in 1989. The process
of decentralization was implemented at the same time as a parallel process of reform
of the social insurance system. This reform encouraged the creation of private
insurance plans (ISAPRE) and an expansion of private provision by allowing wealthier
contributors to the social insurance system to take their contributions out of the public
system. Other than excluding the enrollees of ISAPRE from access to the public
system—a provision difficult to enforce—this insurance reform had little impact on the
decentralization process.

Democratic governments after 1989 put significant new resources into the public
health system and by 1996, unions of health workers and professional associations had
been able to pass a new Statute of Primary Care Workers that restored many of the
benefits and salary rules of the civil service system.
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COLOMBIA

In Colombia the process of decentralization of the health sector was initiated in
the 1991 Constitution and elaborated in a series of laws (Law 10, Law 60, and Law 100).
The process involved devolution of health facilities, personnel and responsibilities to
the 32 "departments” (equivalent to provinces or states in other systems) and 1,070
municipalities. Municipalities were assigned responsibility for prevention and
promotion, primary care facilities, and first-level hospitals. Departments gained
control over secondary and tertiary care facilities, teaching hospitals, and major public
health campaigns. The local authorities had to qualify on a series of criteria, including
establishing a separate health fund, pensions, and demonstrated planning capacity, in
order to be certified to assume control over the major source of intergovernmental
transfers—the Situado Fiscal. Municipalities however, received a separate transfer—
the "municipal participation,” which had earmarks for health and education—and so
had some separate funding to assign to health even before being certified by the
Ministry of Health. Certification, however, granted significantly greater control over
several functions as will be seen below in the analysis of "decision space.” Certification
was implemented slowly at first. In 1994, only 19 municipalities had been certified,
with only eight more added in 1995. However, in 1996 and 1997, almost 300
municipalities— nearly a third of the total—were certified.

As in Chile, the decentralization process was accompanied by major reform in
social insurance. However, in Colombia the insurance reform had a direct impact on
the decentralization process. The reform created competitive public and private
insurance organizations (EPS and ESS), which were to receive a risk adjusted premium
for covering the poor. Funding for these insurance entities was to be reassigned from
the Situado Fiscal funding transferred to the municipalities in a phased process.
Municipalities have resisted this loss of control, but have partially complied.

As of 1996, Colombia spent approximately 10% of its GDP on health, including 4%
on the public sector and 6% on the private sector. Of public expenditures on health,
39% were made at the national level, 45% at the departmental level, 9% by the
municipalities, and the remaining 7% by special entities such as the armed forces and
ECOPETROL. The evolution of sub-national government revenues from transfers is
presented in the table below.

Table 1. Central Transfers to Municipal and Departmental Governments
as a Percentage of Total Government Revenues

TRANSFER 1990 1991 1992 1993 1994 1995 1996 1997 |
SITUADO FISCAL 21.1 48.5 19.1 20.1 22.1 22.8 23.8 23.8
MUNICIPAL 10.4 10.0 12.4 12.8 13.0 14.6 15.7 16.7
PARTICIPATION
COFINANCING 6.9 6.2 6.0 45 53 7.1 8.6 8.2

ROYALTIES AND NATIONAL 5.8 3.6 3.4 3.2 3.9 4.1 3.4 3.5
ROYALTY FUND

TOTAL 44.1 38.3 40.8 40.6 44.3 48.7 51.5 52.3

From Vargas and Sarmiento (1997): p. 20.
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BOLIVIA

The decentralization of health in Bolivia was initiated by the specific Law of Popular
Participation (1994), that devolved control over what had been the regional
development "investment and supply" budget to municipalities, while retaining control
over personnel and salaries at the regional offices of the Ministry of Health. This law,
in fact, created over three-quarters of the 311 municipalities and the first elections
were held in 1995. The law also created Territorial Base Organizations (OTB), which
included indigneous and peasant NGOs, neighborhood organizations, and other
organizations. The OTB were designed to allow grassroots participation in local
government through Oversight Committees. To coordinate between municipalities,
OTB, and the local health professionals, a new organization, the Local Heath
Directorate (DILOS), was formed, which included the local health official, and
representatives of the municipality and the OTB.

Initially the municipalities were allowed to assign the intergovernmental transfer
(called "co-participation") to any of a selected list of social sector activities with no
restriction on the amount assigned to each. They were to coordinate planning with
the regional authorities of the central ministries, but these authorities had little control
over the final allocations.

In 1996, after it became apparent that many municipalities were not assigning any
funding to health, a Law of Maternal and Child Insurance specifically earmarked 3% of
the "co-participation” funds to support supplies and equipment for a basic benefits
package for mothers and children. The benefits package was to be offered free of
charge, which was a significant restriction, since even before decentralization, facilities
were allowed to set and retain their own fees.

Overall, social investment as a percentage of GNP more than doubled between
1993 and 1995, increasing from 1.72% to 3.61%. Moreover, the governmental level at
which this expenditure is made has also changed considerably. In 1993, municipal
governments controlled only 15% of social investment in Bolivia. By 1996, this
proportion had increased to more than 40%, including over 60% of all infrastructure
investment in health, education, and basic sanitation, while the central government’s
share of social investment decreased to 11% (Gray Molina 1996). Finally, the investment
priorities of different types of municipalities also vary considerably. For instance, with
respect to health, the capital cities invested US$ 0.73 per capita, while other
municipalities invested US$ 1.70, nearly two and a half times as much (ibid.).
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COMPARISON OF DECISION-SPACE IN CHILE, COLOMBIA, AND
BOLIVIA

The methodology used in the research suggests that the range of choice over
different functions that the decentralization process allowed to local governments is an
important way to define decentralization. This allows us to compare the experience of
decentralization among countries, which demonstrated that the three countries
assigned different ranges of choice over different functions.

COMPARATIVE ANALYSIS

The following section presents the formal decision space of all three countries in
comparative perspective. Since in each country the decision-space map for
municipalities changed during the period of study, we present two comparative maps.
The map in Figure 3 compares the decision space of the three countries at the time of
the widest range of choice that was allowed to municipalities. Figure 4 compares maps
of the three countries for the decision space that allowed the narrowest range of choice.
Annex 1 presents the details of the country maps in each instance. These maps are
derived from country-specific maps developed for each country study. The country
maps were derived from a review of laws and practice in each country and are based on
the combined judgement of the country research teams and the author. While there
are general criteria for judging these ranges of choice (see Annex 4), there is significant
room for judgement in each individual country case. There is no easy method to deal
with the subjectivity of this exercise—even a panel of expert judges with detailed
knowledge of all three cases would be hard to establish. Therefore, these tables
should be taken as indicative and subjective, and not as quantitative, objective
measures.

These decision-space maps show some similarities as well as significant differences
among the three countries. First, there is in general only a moderate range of choice
allowed to local municipalities. No municipalities had a full range of choice over key
functions of finance and human resources. Significant restrictions remained under the
control of the central government. It is important to note that there was a tendency
over time to narrow the choice over key functions in all three countries. In Chile, for
example, the initial wide choice over human resources was later restricted by the
Statute of Primary Health Care Workers. In Colombia, the initial choice allowed by Law
60 was restricted by Law 100 which assigned a fixed percentage of local funding to
insurance plans.® In Bolivia, the introduction of the Seguro Materno Infantil earmarked a
percentage of local funding for specific expenditures and reduced choice over fee
collection. These shifts focused on the major areas of control—allocation of
expenditure and human resources. In the case of restrictions on human resources in
Chile, this was the result of political pressure by health professionals. In the cases of

% The tables here do not show this change over time for Colombia. They show the increase in
decision space over time that is afforded by municipalities becoming certified. Colombia was the
only case where it was possible to assess the impact of a change in municipal status.
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restricting choice on expenditures, the initiatives were from the Ministries of Health
attempting to force local governments to allocate funding to national priorities.

Figure 3. Comparative Decision Space at Widest Ranges of Choice

FUNCTIONS RANGE OF CHOICE
NARROW ‘ MODERATE ‘ WIDE
FINANCE
SOURCES OF CoLomBIA BoLviA
REVENUE CHILE
EXPENDITURES CoLomBIA CHILE
BoLIviA
INCOME FROM CHILE CoLomBIA
FEES BoLIviA
SERVICE ORGANIZATION
HOSPITAL CoLomBIA BoLiviA
AUTONOMY CHILE
INSURANCE PLANS CoLomBIA
CHILE
BoLIviA
PAYMENT CoLomBIA CHILE
MECHANISMS BoLIviA
REQUIRED CoLOMBIA BoLIviA
PROGRAMS & CHILE
NORMS
HUMAN RESOURCES
SALARIES CoLomBIA CHILE
BoLviA
CONTRACTS CoLomBIA CHILE
BoLviA
CIVIL SERVICE CoLomBIA CHILE
BoLviA
ACCESS RULES
TARGETING CoLomBIA BoLiviA
CHILE
GOVERNANCE RULES
LocAL CHILE CoLomBIA
GOVERNMENT BoLviA
FACILITY BOARDS CoLomBIA CHILE
BoLIviA
HEALTH OFFICES CoLomBIA CHILE
BoLviA
COMMUNITY BoLviA CoLomBIA
PARTICIPATION CHILE
TOTAL DECISION SPACES IN
A GIVEN RANGE: COLOMBIA 8 5 2
CHILE 6 4 5
BoLIviA 6 6 3

Colombian municipalities after certification
Chilean municipalities before Human Resources Statute
Bolivian municipalities before Maternal and Child Insurance Law
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Figure 4. Comparative Decision Space at Narrowest Ranges of Choice

FUNCTIONS RANGE OF CHOICE
NARROW | MODERATE | WIDE
FINANCE
SOURCES OF CoLomBIA CHILE
REVENUE BoLviA
EXPENDITURES CoLomBIA CHILE
BoLviA
INCOME FROM CHILE CoLomBIA
FEES BoLIviA
SERVICE ORGANIZATION
HOSPITAL CoLomBIA BoLiviA
AUTONOMY CHILE
INSURANCE PLANS CoLomBIA
CHILE
BoLIviA
PAYMENT CoLomBIA CHILE
MECHANISMS BoLviA
REQUIRED CoLOMBIA
PROGRAMS & CHILE
NORMS BoLIviA
HUMAN RESOURCES
SALARIES CoLomBIA
CHILE
BoLIviA
CONTRACTS CoLomBIA CHILE
BoLIviA
CIVIL SERVICE CoLomBIA
CHILE
BoLviA
ACCESS RULES
TARGETING COLOMBIA
CHILE
BoLviA
GOVERNANCE RULES
LocAL CoLomBIA
GOVERNMENT CHILE
BoLIviA
FACILITY BOARDS CoLomBIA CHILE
BoLIviA
HEALTH OFFICES CoLomBIA CHILE
BoLviA
COMMUNITY BoLviA CoLomBIA
PARTICIPATION CHILE
TOTAL DECISION SPACES IN
A GIVEN RANGE: COLOMBIA 11 2 2
CHILE 7 5 3
BoLIviA 9 5 1

Colombian municipalities before certification
Chilean municipalities after Human Resources Statute
Bolivian municipalities after Maternal and Child Insurance Law
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FINANCE DECISION SPACE

The finance functions are of particular importance in decentralization. The choice
to control revenues allocated to the health sector , expenditures within the health
sector, and to set and retain fees are major instruments of local control. The control of
revenues is a major means by which local governments can exercise their choice over
whether health is a priority compared to other local activities like education, civic
facilities, and roads. It is also a means by which wealthier communities can assign
more resources than poorer communities, thus contributing to inequities in ways that
centralized allocations may not.

This choice was quite wide in Bolivia after the passage of the Popular Participation
Law that allowed municipalities to assign a wide range of their intergovernmental
transfers to health (0-60%). This choice was later restricted by the Maternal and Child
Health Insurance Law, which earmarked 3% of these funds specifically to supplies and
equipment for the benefits package for mothers and children.

In Chile, allocations to the health sector were formally made by a fee-for-service
tariff set by the central authorities. But there was a ceiling to these fees—usually
exceeded by utilization—and that ceiling was set by informal negotiations between
municipalities and the Ministry of Health. This negotiation gave the local authorities
some degree of influence over this source of funding. In addition, local municipalities
were freely allowed freely to assign their own-source revenues to health.

In Colombia, the municipalities received two sources of intergovernmental
transfers, a municipal direct transfer and a transfer through the Departments (Situado
Fiscal). Both of these transfers had percentage ranges that were earmarked to health
(see Figure 5). The municipalities had some choice within the percentage ranges and
they could assign their own-source revenues to health.

* In Chile, wealthier municipalities had to assign a significant portion of their revenues to a
horizontal equalization fund (Municipal Common Fund) that reduced their choice over assignment
of own-source revenues. This fund will be discussed in more detail in later sections of this report.
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Figure5. Financial Flows: Colombia’s Health Sector
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Choices about expenditures in the health budget are also an important part of
decentralization. Managing health expenditures can allow local managers to make
choices that respond to local conditions and preferences. It may also allow for more
technically efficient choices, since local managers may know more about local staff,
local input markets, and other factors. Chile initially granted local municipal
authorities the widest choice on this function, however, this choice was restricted later
by requiring expenditures to cover staff that were protected by the new Human
Resources Statute. Bolivia allowed municipalities to assign health resources within a
wide percentage range, but later restricted this choice through the earmarked
assignment of health funds to the maternal and child benefits package. In Colombia,
certification granted municipalities control of expenditures, which was lacking in non-
certified municipalities. Department authorities controlled most expenditures in
uncertified municipalities. In all three countries, local own-source revenues assigned
to health could be expended without central restrictions.

Control over setting and retaining fees is also an important financing function. It is
often argued that retention of fees at local levels increases the incentives for local
managers to collect fees and to be more responsive to consumer demand. Control
over setting fees also allows local managers to be more responsive to local market
conditions. Bolivia and Colombia had a moderate range of choice over fees—either by
an explicit range or by the requirement that Ministry of Health approve local fee
schedules. However, in Bolivia this changed when the Maternal and Child Insurance
required that the basic package of services be provided free of charge. Chile required
that all primary health care services be provided free of charge.

SERVICE ORGANIZATION DECISION SPACE

The ability of local governments to allow their facilities a significant degree of
autonomy could be an important means for local governments to improve technical
efficiency and quality through more flexible hospital management. In Chile and
Colombia, this choice was not made at the local government level, but rather
determined by national policy. In Chile, the hospitals were not devolved to municipal
governments; therefore, the municipalities had no choice over their organization. In
Colombia, national policy required the creation of autonomous public entities (ESE)
and offered municipalities little choice over this decision. In Bolivia, local hospitals
were granted different degrees of autonomy by the local authorities, with little
guidance from the national government.

In some countries outside the sample studied in this project—such as the
Philippines—Ilocal governments are allowed to create or sponsor social insurance
schemes. In none of the LAC cases studied was this authority allowed at the municipal
level.

Another tool of local management for manipulating local incentives is the ability to
determine the means of payment to local providers. In Chile, municipalities were first
allowed to pay their staffs and contractors by any means allowed under the commercial
code, until the Human Resources Statute restored the salary mechanism for primary
care personnel. In Colombia, certified municipalities are allowed to pay salaries and
bonuses, although this choice is restricted by union agreements at the national level.

In Bolivia, the municipalities did not have jurisdiction over civil service salaries and
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were not expected to provide bonuses. They did have authority, however, to pay
contract workers under the municipal code.

A major tool used by the central authorities to control local choice is the ability of
the Ministry of Health to define the norms and standards of service and of special
programs. These norms can be quite general sets of priorities or they can specify
assignment of personnel, infrastructure, equipment, and supplies to specific tasks and
priorities. In Chile and Colombia, the Ministry exercised considerable control through
well-defined and detailed norms and standards. In Bolivia, the Ministry's inability to
disseminate and enforce norms and standards limited its ability to control local choice,
initially allowing a greater range of choice in that country. However, with the
implementation of the Maternal and Child Health Insurance, there was an effort to
define and disseminate more standards in Bolivia, thereby restricting local choice.

HUMAN RESOURCE DECISION SPACE

Local control over human resources may be a major means of improving the
technical efficiency and quality of service. If local managers have more control over
their staff, through the provision of appropriate incentives and the power to hire and
fire staff, they may be able to improve the services considerably. This capacity,
however, may be undermined by local pressures to provide patronage employment,
rather than hire the most qualified staff. Chile initially allowed the greatest range of
municipal choice over determining salaries and removed the primary health care staff
from national civil service protections. This choice was severely restricted by the
Human Resources Statute, which re-established many of the civil service protections
and restored a nationally-defined salary range. In Bolivia and Colombia, local
governments were given no control over local salaries or civil service staffing. Salaries,
hiring, and firing were controlled by higher authorities. However, in all three
countries, municipal governments could contract additional health staff, with some
restrictions.

ACCESS RULES AND LOCAL GOVERNANCE DECISION SPACE

Access rules for targeting might affect how local authorities assign resources to the
poor in their communities. If they are allowed significant choice on this, some
communities might innovate and find new means of targeting the poor, while others
might make no effort to target their resources toward the poor and needy. While
Bolivia granted moderate choice over local targeting before the Maternal and Child
Health Insurance, this act specifically targeted local resources to mothers and children.
In Chile and Colombia, national policies established access and targeting, and local
governments had no choice in the matter.

Local governance is also a means of assessing the range of local influence on health
systems. If local governments are elected there is a greater potential for local choices
to be in concert with local popular preferences. In Chile, the local mayors were initially
appointed by the military government. However, after 1989, mayors were elected as
they were throughout the study period in Colombia and Bolivia. Local authorities also
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had some choice in Chile over how to organize their local health administration and
local facility boards and there were three organizational options from which a
municipality could choose. However, in Bolivia and Colombia, the organizational
requirements for these governance instances were defined by national law.

Choice about community participation was left to the municipalities in Colombia
and Chile. In Bolivia, the Law of Popular Participation defined an active role for the
community organizations (OTB and NGOs) without allowing municipal choice over the
forms.

OVERALL COMPARISONS

The figures above have attempted provide a rough ranking of the ranges of choice
by country. As noted, the ranges of choice for each country are somewhat subjective
and should be interpreted with caution. In addition, the functions might require
weighting for different priority issues; for instance, for questions of efficiency we might
want to weight the financing and human resource functions as more important than
targeting, and for equity we might be more concerned with targeting and community
participation. These rankings then are only to be taken as general indicators of the
country differences and should not be seen as quantitative measures.

Figure 3 shows that at the widest range of choice, Chilean municipalities had the
greatest number of functions with wide decision space and Chile and Bolivia had an
equal number of functions with moderate and wide decision space. Colombian
municipalities had the lowest number of functions with moderate or wide decision
space. However, since the Chilean and Bolivian decision space was reduced over time,
and the number of certified municipalities grows significantly over time in Colombia,
by the end of the research period, all three countries had roughly similar ranges of
total decision space as seen below in Table 2.

Table 2. Comparative Total Decision Space at End of Research Period

LATEST DECISION SPACE

Colombia 8 6 2
Chile 7 6 3
Bolivia 9 6 1

There is a general logic to having a moderate degree of choice over major
functions like allocation of funding and contracting, wider choice over governance,
while control over human resources remains quite constricted by law or union
agreements. Democracy and some control of financing are key elements of local
accountability. At the same time, norms, targeting, and human resources remain
relatively tightly controlled at the center. As long as the health providers are able to
organize through unions and political interest groups, they are likely to defend
restrictions that limit local choice. Ministries of Health, even if they are shifting from
an operational to a policy role, are likely to want to retain control over the norms of
the system. National mechanisms for targeting the poor are also usually important
central functions, even in federal systems.
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CHOICES AND INNOVATIONS

What did the local governments do with this range of choice allowed by the
decentralization laws? This section examines the choices made about allocating funds
to health services, the choices about human resources, and other innovations in health
services that followed decentralization.

ALLOCATION DECISIONS

One of the most important critiques of decentralization has been that by allowing
local governments to allocate their own resources to basic social services it encourages
growing inequalities (Prudhomme, 1995). Richer municipalities should be able to put
more resources into the health sector than poorer communities can. This would lead
to greater inequalities among municipalities over time when a centralized system
decentralizes. One of the ways that central governments can compensate for this
tendency is to allocate intergovernmental transfers in favor of the poorer
communities—granting higher per capita centrally-controlled funds to those
municipalities least able to provide their own funding. One of the problems, however,
with these adjusted intergovernmental transfers, is that they also may encourage
municipalities to be "fiscally lazy," using intergovernmental transfers as a substitute for
locally-generated funds. The studies of Chile and Colombia allowed us to examine
some of these issues. In Bolivia, the financial data available did not allow us to say
much about allocation decisions.

Per Capita Health Expenditures

In Chile, confirming earlier research, it is indeed the case that richer municipalities
assigned higher per capita funding to health than did poorer municipalities.” However,
on deeper analysis it was only the very wealthiest municipalities that were significantly
different—ninety percent of the municipalities spent approximately the same amount
per capita as shown in Table 3. While the central government contribution was
relatively similar for all income deciles, the decile with the wealthiest municipalities
contributed four times as much per capita than the others. As we will see below, the
ability of poorer municipalities to provide sufficient funding for their local contribution
is a function of an innovative equalization fund, the Municipal Common Fund.

It is not clear whether this situation was simply an inheritance from the period
prior to decentralization when it is likely that facilities and staffing were historically
established and thus, when the richer municipalities assumed responsibility for
financing these services, it would have been hard not to continue to support.

® Carciofi et al. (1996), Larrafiaga (1996), and Duarte (1995) all concur in this conclusion.
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Table 3. Chile: Expenditures on Primary Municipal Health Care per Beneficiary (1996)*

DECILES TOTAL EXPENDITURE CENTRAL GOVERNMENT LocAL CONTRIBUTION
CONTRIBUTION
1 (POOREST) 14,479.5 10,570.9 3,681.6
2 12,160.8 9,219.7 2,748.1
3 12,205.0 8,701.8 3,543.9
4 12,678.5 9,241.7 3,325.9
5 11,608.2 8,303.1 3,221.5
6 12,286.3 8,178.3 3,754.6
7 13,826.3 9,598.2 3,889.8
8 11,677.5 8,367.7 3,158.2
9 12,231.0 8,638.7 3,121.4
10 (RICHEST) 23,496.0 9,479.2 12,808.8

Source: Prepared based on Subdere information
*Note: Averages by deciles of municipal income

However, it is interesting to note, counter to the charge of many opponents of
decentralization, that this inequitable situation was in fact narrowing over time. The
data in Table 4 below show that the gap in total expenditures per capita from the
wealthiest to the poorest, which was 2.2 times in 1991, was reduced to 1.6 times in
1996.

Table 4. Chile: Expenditures in Municipal Primary Health Care per Capita
(1991 and 1996)

| DECILES 1991 1996 INDEX 91 INDEX96 ||
1 POOREST 6,380.93 14,479.9 100.0 100.0
2 5,975.59 12,160.8 93.7 84.0
3 5,720.30 12,205.0 89.7 84.3
4 4,787.16 12,678.5 75.0 87.6
5 5,413.89 11,608.2 84.8 80.2
6 5,408.82 12,286.3 84.8 84.9
7 6,819.40 13,826.3 106.9 95.5
8 5,653.75 11,677.5 88.6 80.7
9 6,817.58 12,231.0 106.9 84.5
10 RICHEST 13,977.76 23,496.0 219.1 162.8

Source: Prepared based on Subdere information
Note: Ordered by deciles of per capita income 1996

In Colombia, we found a similar dynamic , although there were some revealing
differences. Table 5 shows central governmental transfers (external) and own-source
revenues by income decile, adjusted according to the consumer price index for 1997.
The central governmental transfers, which were assigned by central level application of
a somewhat flexible formula based on population, and not influenced by local choice.
Unlike the case in Chile, the central government assignment to health, at least in the
first years of decentralization, was not uniform. The difference between the central
allocation to the richest decile was six times higher than that of the poorest in 1994.
Compounding 