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Executive summary

The basic idea behind vouchers in health is that subsidizing demand among the poor for specific health services of known cost-effectiveness, whilst allowing a competitive market for its provision, will be more beneficial than using those same resources to subsidize supply.  Vouchers aim to link subsidies with patient flows, producing incentives at the facility level to increase throughput.  Competitive voucher schemes are an extremely flexible tool, but their success or failure depends as much upon the validity of the underlying analysis of the problems that they are intended to address, as on their inherent strengths and weaknesses.  One of the pervasive arguments of this paper is that ‘the devil is in the detail’ in the sense that success very much depends upon having clearly stated aims for the scheme and selecting a combination of voucher policy options that best suits those specific aims.  

The paper contains three sections.  The first section will present the ‘theoretical’ case for using vouchers (and the case for not using them).  The ‘theoretical’ effects that competitive voucher schemes may have on four key goals of health systems: equity, efficiency, effectiveness and patient satisfaction, are described.  As Gauri and Vauda (2003) have pointed out for education vouchers in developing countries, voucher schemes are best thought of as a strategy to bundle together a number of different health care 'reforms'.  Each of these reforms may have a greater or lesser effect on the four key goals of health systems. In combination, these reforms may work synergistically or antagonistically.  One of the potential advantages of voucher schemes is that they facilitate the introduction of a range of health reforms that individually, or in combination, would otherwise be politically difficult to achieve.  It is important to note that voucher schemes need not incorporate all of these reforms.  Instead, they represent a sort of menu of options, which the designer of the scheme can choose from according to the objectives s/he is pursuing.   

The second section reviews the international experience to date in voucher schemes, particularly in competitive voucher schemes for health.  A distinction is made between voucher schemes in which there is competition between service providers, and those in which the voucher is redeemable at a single service provider.  The focus here will be on the experiences with competitive voucher schemes because it is felt, on theoretical and empirical grounds, that competition substantially increases the potential of vouchers to produce efficiency and quality improvements in the health care delivered to poor people.   The third section analyses the empirical impact of the different schemes, described in the second section, on the four key goals of health systems, through the introduction of the various reforms, described in section one, that voucher schemes can enable.  Furthermore the main characteristics of the reviewed competitive voucher schemes in health are described as well as problems and solutions on selected issues.

The paper concludes that competitive voucher schemes have been used to distribute public resources in many different sectors however experience in the health sector has to date been quite limited.  No experiences exist with voucher schemes for health, which distribute vouchers universally and provide more general access to health care.  It appears that competitive voucher schemes may not be a substitute for health systems that can offer a comprehensive range of high quality services to entire populations.  However, in order to get public subsidies to high priority and/or difficult-to-reach populations for the provision of clearly defined packages of cost-effective ‘best practice’ services competitive voucher schemes seem to be a highly feasible way.  Competitive voucher schemes avoid the need to, and cost of setting up special services to achieve these aims, something, which experience has shown to be extremely difficult to do successfully through supply side interventions.  Setting up of the schemes can be rather complex, but once the schemes function, experience has shown that they are relatively easy to run and to scale up.  Evaluation of existing competitive voucher schemes in health, small scale trials and research projects testing voucher schemes could help to produce a badly needed body of empirical evidence with which to assess their true potential.

Section 1.  Theoretical benefits of health reforms that competitive voucher schemes can introduce 
Introduction

Health systems in developing countries face enormous problems.  In all of the poorest countries, and even in most rich countries, there are serious socio-economic inequalities in access to, and utilization of, health services, and also in health outcomes.  Governments and insurance companies alike are struggling to meet the costs of ever increasing public expectations for health services.  Families with the misfortune to have a member suffering from chronic disease are in many countries driven into (or kept in) poverty from the catastrophic cost burden of ongoing medical care.  At the same time, there is good evidence that vast sums of money are wasted on anodyne or even harmful interventions, and that there are huge technical inefficiencies in the delivery of health services.  What are the causes of this debacle?

The reasons are complex, but are perhaps best understood by first considering the problems with health systems in the absence of government intervention, and then examining how government intervention to solve those problems often introduces other problems.  A free market for health services inevitably leads to major inequalities in health outcomes.  Society accepts income inequalities in the distribution of other goods and services but baulks at gross inequality in health and health care.  Government intervention is therefore demanded in order to reduce these inequalities.

But the unfettered market for health services fails in other ways. One of these is the presence of significant externalities in, for example, the prevention and treatment of infectious diseases such that part of the cost of the underutilization of health care (such as immunization) is borne by individuals other than those consuming the services.  There may also be significant positive externalities in ensuring a healthy workforce.  These therefore provide a second justification for government intervention in order to lower the cost of consuming services with positive externalities.

Another problem with the free market in health services occurs because of the problems inherent in health insurance.  The high costs of treating some illnesses (e.g. major trauma, arthroplasty, and chronic illnesses such as diabetes) and the unpredictability of acquiring those illnesses create an environment conducive to a market for risk-spreading instruments such as health insurance.  However, third party payment of most medical expenses leads to inefficient use of these, often with the connivance of health care providers with pecuniary incentives to ‘over-service’.  Even when the costs are not met by a third party, the relative ignorance of many patients of the real benefits of treatment, combined with normal risk aversion make them highly susceptible to overuse of health services.  Furthermore, adverse selection or cream-skimming by insurers make policies unaffordable for many older citizens and those with a family history of certain illnesses.  Governments are again required to intervene to correct these market failures.

Typically, government intervention in the health sector has taken the form of creating a network of publicly owned and operated health facilities and services either for the population as a whole, or for those unable to afford health insurance.  There is good evidence that in many countries these services have succeeded in reducing infant and maternal mortality.  On the other hand, many governments in developing countries have not been able to raise sufficient revenue to be able to provide a range of services that meets the expectations of the population.  The structure of government regulations has also meant that funding for staff has tended to taken precedence over that of equipment and drugs creating serious allocative inefficiencies.  In fact, in the poorest countries the so-called public system is in reality a mixture of publicly funded staff with consumables funded privately through out of pocket spending by the patient. In many countries, staff also expects informal ‘fees’ in return for access to health care.   Since government intervention takes the form of supply-side subsidies, there is generally little control over what care is provided and to whom, with the consequence that services of low cost-effectiveness are consumed by relatively well-off patients with less urgent health needs, thus undermining both efficiency and equity in the health system.  The absence of any real targeting in these supply-side subsidies (and of effective exemption schemes from user charges) greatly dilutes the potential impact of public expenditure on health care.  Middle class people pay less that they could afford to and poor people often pay more than they can afford.

Government intervention of this type does ameliorate some of the problems caused by asymmetry of information because salaried medical staff have little incentive for over-servicing, but in doing so it introduces a perhaps more serious problem.  Staff paid by salary has little incentive to raise their productivity or to be concerned with patient perceptions of the quality of health care.  The result is that publicly operated services have unexpectedly high unit costs (despite relatively low wages) and often low utilization rates.  The low perceived quality allows the private sector to flourish in which over-servicing with interventions of low efficacy persists in combination with the under-consumption (by the poor in particular) of services for heath problems with positive externalities.

Can vouchers help?

Some of these problems are almost identical to those faced in the education sector where there has been considerable interest in the use of vouchers as a way of achieving greater equity, greater efficiency and greater choice.  In health however, experiences in the use of vouchers have been few and far between.  This paper will first present the ‘theoretical’ case for using vouchers (and the case for not using them), and will then review the international experiences to date in voucher schemes for health.  A distinction is made between voucher schemes in which there is competition between service providers, and those in which the voucher is redeemable at a single service provider.  The focus here will be on the experience with competitive voucher schemes because it is felt, on theoretical and empirical grounds, that competition substantially increases the potential of vouchers to produce efficiency and quality improvements in the health care delivered to poor people. 

The basic idea behind vouchers in health is that subsidizing demand among the poor for specific health services of known cost-effectiveness, whilst allowing a competitive market for its provision, will be more beneficial than using those same resources to subsidize supply.  There is one important difference between this concept and the use of vouchers in education.  In health, vouchers can and should be used to limit the range of services provided to those known to be both effective and cost-effective.  In education on the other hand, one of the main justifications for using vouchers is to produce less uniformity in schooling and greater discretionary powers to the service providers.  The view in education is that students and parents are the best judges of the quality of education they receive.  In health, the asymmetries of information mean that it is not necessarily the patient who is the best judge of the technical quality of care (although s/he probably is the best judge of the subjective quality of care).

This fundamental difference between education and health vouchers illustrates another important point, namely that vouchers are an extremely flexible tool, and that their success or failure depends as much upon the validity of the underlying analysis of the problems that they are intended to address, as on their inherent strengths and weaknesses.  Indeed, one of the pervasive arguments of this article will be that ‘the devil is in the detail’ in the sense that success very much depends upon having clearly stated aims for the scheme and selecting a combination of voucher policy options that best suits those specific aims.

Other comparisons with education vouchers reveal more similarities.  In health, as in education, the Ministry is often limited in what it can achieve by the power of trade unions.  Vouchers aim to link subsidies with patient flows, as they do in education with student enrollment, producing incentives at the facility level to increase throughput.  Vouchers schemes in health, as in education, rely upon the existence of spare capacity within the system, and/or the flexibility to invest to create this.

Competitive Vouchers as Bundles of Individual Health Care Reforms
Vouchers on their own will not necessarily have any impact on health care delivery.  As Gauri and Vawda have pointed out for education vouchers in developing countries, voucher schemes are best thought of as a strategy to bundle together a number of different health care 'reforms'. (Gauri and Vawda 2003)  Each of these reforms may have a greater or lesser effect on four key goals of health systems (equity, effectiveness, efficiency and patient satisfaction). In combination, these reforms may work synergistically or antagonistically. Indeed, one of the potential advantages of voucher schemes is that they facilitate the introduction of a range of health reforms that individually, or in combination, would otherwise be politically difficult if not impossible to achieve.   It is important, too, to note that voucher schemes need not incorporate all of these reforms.  Instead, they represent a sort of menu of options which the designer of the scheme can choose from according to the objectives s/he is pursuing for a given health problem or health sector investment.

Thus, one way to assess the case for competitive voucher schemes is to look at each of the various reforms that voucher schemes can introduce, and assess the impact they have on these four objectives.  In health voucher schemes these can include:

· the introduction of competition for public subsidies;

· separation of purchaser and provider roles with the introduction of contracting;

· targeting subsidies to the poor and/or high risk/vulnerable groups;

· remuneration of provider in accordance with production;

· quality accreditation of providers;

· the introduction of public-private partnerships;

· restricting funding to cost-effective evidenced based best practices;

· increasing choice of provider for patients

· event-based program monitoring and evaluation.

Before examining empirical evidence on the impact of voucher schemes, it is worthwhile to consider precisely what theoretical benefits these reforms might be expected to produce and under what conditions.

The Impact of Specific Reforms that Competitive Vouchers can Introduce
Competition for Vouchers
Competition can be introduced into voucher schemes in at least two ways.  One is by having providers compete to be eligible to receive vouchers.  This can be done, for instance, by asking them to tender the prices for specified services and selecting only those offering the lowest prices (provided of course, that they meet certain quality standards).  Or it can be done by periodically dropping the poorest performing providers and allowing new ones to enter the scheme.  It is expected that the tendering process will lead to lower program costs and therefore higher technical efficiency, whilst the post-hoc selection of providers should lead to improved quality (from a technical and/or subjective perspective, depending on the criteria used).

The second and more obvious form of competition is to have providers compete to attract vouchers and the income associated with them.  In this case, it is assumed that providers will configure their health services to attract voucher bearers thereby leading to subjective quality improvements.  To the extent that voucher bearers choose health services that meet their quality expectations this will also lead to improved overall subjective quality ratings.  

There are a number of underlying assumptions here that require closer examination. Firstly, for tendering to produce lower costs, it is assumed that providers can and will offer their services at prices below existing market rates.  The incentive for them to do this is presumably dependant upon the additional income that they expect to receive, although in some cases other benefits such as training, publicity or kudos that they receive as participants in the voucher scheme may be of greater importance.  In small schemes, the net income clinics are likely to receive from treating voucher bearers is probably too small to represent a significant incentive to make dramatic changes in their practice.  However, since these patients would not otherwise attend the clinics, they would have little to lose by participating in the scheme, even if it means selling their services at only slightly above the marginal price.  Thus in general, the influence of tendering on price is likely to be stronger than that of competition for voucher income on quality (provided, of course, that there is some difference between market prices and the clinic’s marginal unit costs). 

The effects of clinic choice on patient satisfaction with service, also requires scrutiny.  For increased choice to improve patient satisfaction it is necessary that patients have some knowledge of the quality of service that they will receive from different clinics, and effective access to them.  In practice, it may be non clinic-related factors such as physical accessibility, which are the main determinants of choice (although better physical access is also a key factor in patient satisfaction).

There are also a couple of issues to consider with regard to the potential for improving quality of competition to be an accredited service provider.  Firstly, unless there is some demand to be a provider, there will be little scope to select out those offering the best quality of service. This again depends upon the incentives for the clinic to participate in the program (which were discussed in the preceding paragraph). In some schemes, there is a trade off between the number of providers participating in the scheme and the administrative costs of dealing with them.  This provides a justification for limiting the number of providers and an opportunity for selecting on the basis of price and/or quality.  However, it should be noted that other factors enter into the equation.  One of these is often clinic location. It may be important to involve strategically located clinics (e.g. in places where there are no others) even if the quality of services they provide is not as good as others.  Alternatively, some providers have several clinics and it may be impossible to select a subset of them to participate in the program.  In some cases the disadvantages of reduced choice and access may outweigh the advantages of higher quality.  In provincial towns in particular, the market for health services is likely to be a lot more limited and the scope for competition will be correspondingly less.

Secondly, there needs to be some valid and reliable method of assessing and comparing the quality of services provided.  This is not necessarily difficult and there are well established strategies for doing it (e.g. exit interviews with clients or use of phantom patients), but they imply some costs and additional work.  On the other hand, such monitoring of quality should probably be conducted in any case, whether or not the information is to be used for provider selection. 

Contracting and Separating the Roles of Purchaser and Provider
This is another of the ‘reforms’ that a voucher scheme can bring about or which could be introduced through other means.  The idea behind it is that a clear separation of the roles of purchaser (the one who decides what services are needed and how much s/he is willing to pay for them) and provider (the one selling the service) can lead to more rational allocation of resources (i.e. based on need, evidence-based medicine and cost-effectiveness) and greater equity (by focusing on the health needs of the poor).  As a reform, it is probably most powerful when combined with the incentives produced by competition and choice but it need not involve these.  On its own, the benefits come from the obligation it generates for ‘purchasers’, on the one hand, to sit down and think carefully about what services are actually needed and by whom, and for ‘providers’ on the other hand, to reconfigure their health care to the delivery of these services in priority to others.  Contracts or service agreements, whether legally enforceable or not, make explicit the expectation of each party.  Purchasers can use their independence to shift service provision towards evidence-based cost-effective interventions, and contracting to stipulate quality of care specifications such as waiting times for voucher bearing patients.

Many countries have now experimented with some form of notional or real separation of the roles of purchasing (sometimes called commissioning) and providing.  The outcomes have been mixed.  In some cases (e.g. Costa Rica), the separation of roles has been restricted to an organizational rearrangement within the virtual monopoly and monopsony that the national social security institute enjoys in provision and purchasing of services respectively.  In competitive voucher schemes, the separation goes beyond a mere institutional reorganization.  The voucher agency negotiates potentially legally binding contracts with public and private sector sellers of services.  It would have the option to change providers and enforce contract specifications.  Similarly, providers would have legal redress for failure to meet any agreed payments.  In practice, the legal systems of many low and middle income countries are so weak that these measures would rarely be taken and written contracts serve mainly as reference points for negotiated dispute resolution.  However, in those cases where the provider receives monetary payment, even if there is only one provider, the potential for patients to receive more appropriate and more acceptable services remains high.

What factors might militate against a positive impact of contracting and role separation?  Obviously if the contracts are negotiated in bad faith by either party, or if the terms are onerous but agreed because of disparities in bargaining power, then problems could arise.  Health staff in developing countries is probably unaccustomed to negotiating contracts or having specific management protocols and service quality specifications imposed upon them.  They may therefore not take the accords seriously, or take them so seriously that they are reluctant to enter into such an agreement. A major criticism of contracting and purchaser-provider separation has been the transaction costs associated with these reforms.  Contract negotiation and contract monitoring can be time-consuming and therefore they add costs that would not be incurred if service provision were carried out within the same organization.  There is also the issue of risk distribution.  Depending upon the specific services purchased, and the patient management protocol to be followed, there may be some uncertainty to the provider in the costs it will incur.  This uncertainty may be addressed by charging a ‘risk premium’ in the price it negotiates with the voucher agency.  Thus although contracts and purchaser provider separation may lead to improvements in allocative efficiency and patient satisfaction, these gains may be offset to a greater or lesser extent by higher administrative and transaction costs.  On the other hand though, with simple contracts, perhaps ones that evolve in complexity over time, and by limiting risks to the provider by pricing out different contingencies, these costs can be kept quite low.

Targeted Subsidies to the Poor and/or High Risk/Vulnerable groups
This is the reform that more than any other might be expected to impact upon health system equity and poverty reduction.  Vouchers make it possible to focus public subsidies on specific population groups such as the poor and/or those in higher need.  Targeting subsidies to disadvantaged groups can also improve allocative efficiency to the extent that many health problems are concentrated among these groups, and especially since effective health interventions are often underutilized by these groups for one reason or another.

The ability of targeted subsidies to actually reap these benefits depends mainly upon (a) distributing vouchers to the disadvantaged groups (and not to the non-disadvantaged), and (b) them using these vouchers.  Neither condition is easily achieved.  To begin with, reliably identifying the poor and/or those at higher risk can be difficult and there is ample discussion of this in the literature.  Geographical targeting is perhaps one of the simplest ways to reach these groups but one must be aware that there will always be some relatively well-off citizens living in predominantly poor areas, and very poor people living in better off areas.  Some of the most disadvantaged people may not have an identifiable home at all.  Ways to identify the poor, such as means testing, can be more accurate but also tend to be more costly.  A third alternative, is to delegate responsibility for identifying disadvantaged groups to other organizations, such as charities, community health workers, and faith-based organizations known to work closely with specific population groups.  In this third alternative, one can gradually increase the accuracy of targeting by varying the number of vouchers distributed to each organization (or even to individuals within the organizations) according to certain indicators recorded at the time the vouchers are redeemed.

Even if vouchers are successfully distributed to the disadvantaged groups this is no guarantee that they will be used.  The subsidies provided may not represent a sufficient incentive, there may be cultural barriers to service use, or transport costs may affect redemption.  People may not believe that the voucher will really entitle them to subsidized services. If a black market develops, some may even sell their voucher to someone better off.   Notwithstanding these caveats, experience has shown that with careful design of distribution and benefit strategies some of the disadvantaged groups at least will make use of their vouchers.  Whether or not the proportion served is high enough to achieve program objectives is something that each scheme must evaluate individually.

Productivity-based Remuneration
Inherent in the voucher concept is the expectation that providers will be remunerated according to the number of voucher bearing patients treated.  For many governments and donor agencies, this shift from supply-side subsidies to demand subsidies is a radical one.  It often means a change from supporting the weakest institutions, to supporting the most successful.  The rationale behind this approach is that health care providers, whether public or private, will have a greater financial incentive to increase their productivity, and those that achieve greater productivity will have more resources available to further increase their capacity.  If this line of thinking is correct then, productivity-based remuneration should lead to more (technically) efficient services as providers seek to maximize their income.  It may also cause clinics to prioritize serving those voucher-bearing clients over others for whom their remuneration is not productivity based.

As with competition, however, much depends on the magnitude of the incentives.  In small voucher schemes there may simply not be sufficient voucher bearing clients to make a significant difference to provider behavior.  By limiting the number of providers it may be possible to increase the magnitude of the incentive because the average number of vouchers received by each would rise.  This would also lower administrative costs and make it possible to be more selective on quality and/or price.

Quality Accreditation of Service Providers
This measure is slightly different from the already discussed selection (in and/or out) of providers based on quality.  Accreditation involves setting benchmark quality standards, assessing whether providers meet those standards, and if they do, then allowing them to participate in the scheme (or at least be eligible for selection).  Sometimes accreditation is combined with certification.  The receipt of a certificate can be an important incentive for a provider to participate in a process of accreditation.  

In the public sector accreditation schemes have come under criticism because politicians are rarely willing to shut down health facilities that fail to meet the benchmark standards.  When Ministries of Health have attempted to impose accreditation on private sector health service providers they have found it difficult to justify demanding standards that their own health facilities do not meet.  With voucher schemes, on the other hand, it is a relatively simple matter to incorporate an accreditation scheme.  There is no obligation to participate in the scheme, just as there is no obligation to contract accredited providers.  Sometimes providers will volunteer to participate in such schemes even if they have no desire or expectation of providing services to voucher-bearing patients.

But do these accreditation schemes actually have a positive impact on health care?  Some would argue that the performance of providers in the assessments of their quality is not necessarily typical of the quality of care they normally provide.  Obviously this depends upon how those assessments are conducted.  Another criticism of accreditation is the administrative burden that it imposes on providers and voucher agents alike.  These costs may adversely affect the efficiency of the voucher scheme.  It would be fair to conclude then, that accreditation schemes may have a useful role to play if the improvement of service quality and patient satisfaction is one of the key objectives of the scheme, and that existing service quality is known to be well below required standards.

Public-private Partnerships
There is much spoken and written about the potential benefits of greater private sector involvement in the health systems of developing countries.  The private sector is believed to be (potentially at least) a more efficient provider of health services, more responsive to patient expectations, more flexible and innovative, and willing to change its mode of practice if the monetary incentives are right.  In fact, the private sector already provides a large and growing proportion of health care in developing countries.  The problem however, has been to harness these acknowledged strengths of the private sector to the provision of health services for the poor, whilst avoiding the weaknesses of private sector health care delivery in terms of over-servicing and disregard for evidence-based and cost-effective medicine.  Hence the interest in public-private partnerships in health.

The difficulty for policy-makers though, has been to find practical ways to introduce public-private partnerships.  Voucher schemes offer precisely such a mechanism.  The voucher can be seen as a transfer of public funds to private providers in order to achieve public health aims.  

Restricting Funding to Cost-effective Evidenced-based Best Practices

The link between payment and outputs creates an opportunity to specify what those outputs will be.  This is important for two reasons.  Firstly, only services explicitly for those health problems for which a solid justification exists—that is those involving externalities and/or equity gain/ poverty reduction are paid for.  Secondly, it allows one to specify interventions that are know to be evidence-based and cost-effective which helps to address another of the problems of health systems, namely that many services are provided that have little impact on health.  

Increasing Choice of Provider for Patients

Competitive vouchers provide greater choice, because they allow for multiple providers and remove cost barriers.  Giving patients choice and making providers compete for demand may encourage them to provide more comfortable and convenient care, thereby raising patient satisfaction.  Choice can also be seen as a source of utility, which increases aggregate social welfare and stimulates personal advancement. 

Event-based Program Monitoring and Evaluation

For traditional supply side assistance, monitoring often comes down to checking whether or not certain items have been purchased and distributed, and whether or not planned activities have been carried out.  Monitoring may involve looking at whether the investments are being put to their expected use, but it rarely goes beyond to seeing what has happened to individuals as a result of the assistance.  With a voucher scheme, on the other hand, it is possible to trace exactly who receives the services, what services they receive, and even what outcomes are achieved.  Obviously the detail of information that this provides makes it possible to readily identify failings in the system and remedy these.  It also facilitates evaluation since it becomes possible to document the outcomes of the recipients of the vouchers. 
Section 2. Experiences with the Use of Voucher Schemes

This section of the paper captures the experiences of the use of competitive voucher schemes with special reference to the health sector in developing countries; including the authors’ own experiences with these schemes. Information was sourced from available databases of published and ‘gray’ literature on competitive voucher schemes by searching the literature and relevant websites.  In addition, direct contact with relevant key informants was made by email and further information was collected through questionnaires.  Key informants were also asked if they had knowledge and contact details of other persons involved in competitive voucher schemes.  In total 13 questionnaires with information on voucher schemes (12 in health, 1 in education) from developing countries were obtained, although not all were competitive.   

Experiences from the Education Sector

One of the earliest suggestions for government use of vouchers was put forward by M. Friedman in 1962 as a way to fund education, without excessive government intervention in the schooling market (Friedman, 1962).  Friedman's argument for education is based on the notion that a stable society is impossible without a minimum degree of literacy and hence there are externalities associated that provide a case for government subsidy. 

Vouchers typically transfer purchasing power to the client.  Rather than supplying tax income directly to public schools tax is channeled to households as a voucher, roughly equivalent to the cost of a child-year of education.  The aim is to empower the household to pick the school (public or private) that best suits parental preferences and the child's needs and to allow low-income families access to private schools.   It therefore places the onus on the school to provide quality education, and to attract the household's voucher.  The result is that schools perceived as ‘high quality’ attract more students, receive many vouchers, and prosper.  Inferior schools, avoided by parents, are stimulated to increase their quality or must close down (West, 1996).  Experiences in many US cities have indeed demonstrated that this strategy forces schools to be cognizant of customer perceptions, and satisfy customer needs (e.g. special classes, foreign language training etc.) (Shaw, 1999).

Some opponents object that the poor are not able to make the right choices and that voucher-based programs will increase social stratification (Patrinos and Ariasingam, 1997), destroy the public system and aggravate the poverty problem.   West collected evidence of vouchers in education for 20 countries, which so far offered no clear support for the negative predictions (West, 1996).  Neither the more recent research of Gauri and Vawda on vouchers for education in developing countries found evidence for these negative outcomes (Gauri & Vawda, 2003).  However they concluded that vouchers for basic education in developing countries can enhance outcomes when they are limited to modest numbers of poor students in urban settings, particularly in conjunction with existing private schools with surplus capacity.  Furthermore they concluded that the success of more ambitious voucher programs depends on an institutional infrastructure challenging to industrial and developing countries alike.

Table 1.  Selected examples of Competitive Voucher Systems in Education

	Description
	Country
	Reference (year)

	To increase access to primary and secondary education for the poor
	Chile
	(Gauri and Vawda, 2003)

	To expand secondary school capacity in areas with insufficient public supply and raise participation among the poor
	Colombia
	(King et al. 1998) 

	To give low income students access to a college education (Pell Grant Program)
	USA
	(Turner, 1997) 

	To provide access for poor children to primary school education (Alum Rock Experiment)
	USA

	(Wortman and St.Pierre, 1977)

	To increase registration of students into nursery education 

	UK
	(Gillie and Allen, 1996)

	To provide access to primary school education for poor children (Cleveland Scholarship Program)
	USA
	(Green, Howell and Peterson, 1997)

	To provide access for poor children to primary school education (Milwaukee School Choice Program)
	USA
	(Green, Peterson and Du, 1997)


Two examples of voucher schemes will be reviewed to illustrate experiences with competitive voucher schemes in education in developing countries: Colombia and Chile. For more information we refer the reader to West’s work and that of Gauri and Vawda.

The Colombian Voucher Scheme 

The aim
 of the voucher scheme in Colombia was twofold: offering better secondary education opportunities to poor children and expanding secondary school capacity in the face of excess demand for secondary schooling and insufficient resources to expand public school capacity.  The voucher agency (the federal Institute for Education Credit and Training Abroad) administered the program, approved the private schools allowed to participate in the scheme and issued vouchers to the households. Specifically, the scheme offered vouchers to poor children living in low-income neighborhoods and who had passed 6th grade and were qualified to proceed to secondary school. However, when local demand exceeded the municipal allotment, vouchers were assigned by lottery.  Vouchers were not transferable.  Vouchers were renewable through the end of secondary school, but only if the child made it to the next grade.  Most funds were provided by the central government while municipalities provided 20% of the costs

The voucher program, which ran from 1991 to 1999, provided 125,000 students with access to secondary education.  At its peak, voucher students represented 8% of all secondary students registered in private schools.  A report on the program (King et al, 1998) concluded that heterogeneity across municipalities and across private schools affected the degree to which vouchers increased enrollment and school quality for poor children. Angrist reported that outcomes in this scheme were determined by a number of issues: first, voucher bearers were more likely to have attended private schools, and it was expected that private schools performed better than public schools. Moreover, because voucher recipients who failed a grade risked losing vouchers, they were motivated to devote more effort to school. Finally, vouchers may have allowed some households who would have chosen private schools in any case to attend even more expensive private schools. However, the net effect was such that the benefit of voucher awards was more than enough to offset the costs. The conclusion was that voucher programs can be a cost-effective way to increase educational attainment and academic achievement, at least in countries like Colombia with a weak public school infrastructure and a well-developed private education sector (Angrist et al, 2001). 

The Chilean Voucher Scheme 

The Chilean case is one of the earliest examples of voucher systems in education in developing countries. This system, which started in 1980, originated because of a decentralization policy reform intended to transfer management of primary and secondary schools to municipality level.  Hence, a voucher system was designed to encourage competition at the municipality schools’ level.  The scheme was implemented in a way that allowed private schools to compete with public municipal schools by giving selected poor population opportunities to choose among them. 

The programme is believed to be fairly successful and it remains probably the closest national-level approximation of a voucher system among developing countries (Gauri 1998). Among the evidence of its success, attests the dramatic increase in student enrollment in private schools (Gauri and Vawda, 2003).  Several studies tried to measure changes in quality, but these were fraud with methodological problems. One study concluded that national aggregate indicators of achievement, including Chili’s ranking in international test scores and the achievement gap between subsidized and non-subsidized elite schools, did not change (Hsieh and Urquiola, 2002).

Experiences with Competitive Voucher Schemes in Other Sectors
Table 2 provides a summary of selected competitive voucher schemes in other sectors worldwide. The application of vouchers has spanned fields so varied as employment, training, elderly care, housing, retirement benefits and welfare.

Table 2.  Examples of Competitive Voucher Schemes in other sectors

	Description
	Country
	Sector
	Reference (year)

	To assist transition from workfare to work
	Argentina
	Employment
	(Galasso et al, 2001)

	To obtain services from qualified employment networks for persons with disability insurance
	USA
	Employment
	(Blanck et al, 2002) 

	To obtain vocational rehabilitation and re-employment services for disabled persons 
	The Netherlands
	Employment
	(Bosselaar and Prins, 2001)

	To provide technical and business training for micro and small enterprises
	Kenya
	Training
	(Steel, 2002)

	To provide technical and business training for micro and small/medium sized enterprises
	Several 

LA countries
	Training
	(Goldmark and Fitzgerald, 2001)

	To provide vocational training for the poor
	Zimbabwe
	Training
	(Bennell, 1997)

	To provide vocational training for returned servicemen (GI Bills)
	USA
	Training
	(O'Neill, 1977)

	To allow elderly citizens to be attended in private elderly care houses
	Spain
	Elderly care
	(Roda, 2003)

	To enable the poor to purchase housing (Housing Allowance Demand Experiment)
	USA
	Housing
	(Friedman and Weinberg, 1982)

	BONOSOL: a welfare voucher to the elderly 
	Bolivia
	Pension
	(“Bonosol”, 2003)

	Increasing choice for severely disabled people to buy wheelchair from private sector
	UK
	Welfare
	(Sanderson, 2000)

	Purchasing community support services for persons with severe mental illness
	USA
	Welfare
	(Bertsch, 1992


As Steuerle (2000) wrote, vouchers have come to be used pervasively in most modern economies. As a tool of public policy it can be considered an ideological neutral, which can be helpful for some purposes, less appropriate for others. Since vouchers can come in all sizes and shapes, debates over different types of vouchers often proceed in isolation, as if no learning can be applied from one area to another.

Early Health Sector Experiences with Competitive Voucher Schemes

The Taiwan Family Planning Program

One of the earliest systems of a competitive voucher scheme applied in health is the Taiwan Family Planning program as reported by Cernada and Chow (1969; 1970).  This however, was initially not seen as a program but rather as an evaluation of a previously implemented program: the Taiwan Family Planning Program from 1964 to 1969.  Field workers distributed the vouchers (or coupons, as referred to in the relevant literature) to potential users.  The vouchers entitled the bearer to a 50% discount for the insertion of an Intra Uterine Device (IUD) at the private clinic of their choice.  

Initially, the idea of a voucher was contemplated merely because it was believed that it would help collect reliable program information from the field and because it could help keeping records of recipients and potential users. However, during the design and pilot testing of the voucher scheme, its many other advantages came to light. Besides encouraging patients to come forward by ensuring them a partly subsidized service, the voucher scheme, as it was designed, made the project administrative, monitoring and evaluation task much more fluent.  The voucher itself consisted of three parts, which could be torn off sequentially.  Part II and III were torn off and handed over to the prospective patient. Part I remained with the field worker who did visit the woman at home. The information contained in Part I (name, address, number and date of issuance of the voucher) were important to the field worker for distribution records and for follow-up purposes.   SEQ CHAPTER \h \r 1The physician did hold on to part III as proof of services delivered, against which he/she would be paid.  He/she did send part II by registered mail to the county nurse who forwarded these to the voucher agency.  Part II was then also used for evaluation and monitoring purposes.  One of the added advantages, only realized in the process of trying out the system, was the fact that the system became an excellent means to promote family planning.  Finally, the use of the vouchers made distribution efficient, effective and smooth: the field worker was motivated to do her job properly since her performance was partly evaluated by the number of vouchers turned in for insertion payment on which she was listed as referral agent.

Cernada and Chow concluded that the voucher system did not only satisfy the needs of the program evaluation, but also was useful for financial auditing, as well as for recipients decision-making.  Although the review of the Taiwanese experience with vouchers was overall positive and the authors recommended trying it out in other countries, they did not seem to perceive its potential as a new approach for other types of health service delivery (Cernada and Chow 1969; 1970). 

Migrant Farmworkers Voucher System in the US

The migrant farmworkers’ transient lifestyle makes it difficult for them to obtain health care.  Few carry private health insurance because they rarely work for the same employer long enough to qualify for coverage. Although their income level and household sizes qualify them for State medical assistance programme, they seldom stay in one State or county long enough to satisfy the 30-day residence requirement.  Because of these circumstances, a federally funded system to subsidize migrant health care evolved.  However, with mobility a factor, the needs of these migrant workers could not be met adequately by the migrant health clinics and in 1987 a voucher system was proposed, which was to be used to fill in gaps of access to primary care services.  By 1993 15 organizations (called Migrant Health Programs, MHPs) were receiving ‘voucher’ funds (Slesinger and Ofstead, 1996) and by 1999 this had increased to 21, serving more than 60,000 migrant workers.  Although vouchers are mainly for primary care, each organization may use different approaches to allocate the funds.  Generally, MHPs do not provide medical care directly, but refer patients to health care providers (public and private), with which they have negotiated contracts for specific services.  A draft paper of 2001, where members of MHPs reviewed the experiences, came to the conclusion that in many states the voucher system approach was ‘borne out of necessity’ and ‘the only politically expedient and appropriate community oriented approach to meet the health care access and delivery goals of the Bureau of Primary Health Care for migrant farmworkers’ (MHP ‘Dick Bohrer paper’, 2001). 

Other Experiences with Voucher Schemes for Health: a flexible tool

Vouchers are extremely flexible and they have been employed in many different configurations to deliver health services. There have been experiences using vouchers as merely a referral tool, such as is the case of the Dominican Republic (Caram, 2002), where a Non-Governmental Organization (NGO) used vouchers to facilitate the process of referring patients according to their needs to its own clinics and to contracted clinics in geographical areas where the NGO itself had no clinics available.  A referral voucher is an attractive tool for health service providers as well as for recipients because it provides in writing the specific services that the recipient is entitled to, and where he/she can be attended and even by whom. Vouchers have also been used to aid research programs as a tool to gather information, track patients, and create incentives to attract volunteers. This configuration has been used in randomized trials to evaluate the effectiveness of removing financial barriers to breast screening for low-income older women in Southern Minnesota (Kiefe, 1994) or to investigate barriers to free prostate cancer screening for African American men in Southeastern United States (Weinrich, 2003).   

Vouchers have also been employed as a way to create incentives for behavioral change: under this configuration a voucher is a kind of ‘prize’ or reward to encourage a person in engaging (or disengaging) in certain behaviors. In the clinical trial evaluating whether incentives improved treatment outcome in ambulatory cocaine-dependent patients, drug addicts received vouchers exchangeable for retail items contingent on submitting cocaine-free urine specimens during 12 weeks of treatment (Higgins, 1994). Another example is the use of voucher reinforcement for maintaining attendance of unemployed methadone patients in a job skills training program. Participants received vouchers for attending daily 2-hour computer training sessions. The vouchers had monetary values and were exchangeable for goods and services (Silverman, 1996).   Vouchers as a targeting tool will be extensively discussed in the next session on competitive vouchers schemes. 

Table 3 provides a summary of current and past non-competitive voucher programs, sourced either from available databases of published and ‘gray’ literature or collected through the questionnaires.
Table 3 – Examples of Non-Competitive Voucher Schemes for Health

	Voucher aimed at
	Country
	Purpose
	Reference 

	Food and kerosene coupons to reduce malnutrition
	Honduras
	Targeting
	(World Bank, 1995)

	Increase uptake of insecticide-treated nets (ITN) for pregnant women (malaria prevention) 
	Tanzania
	Targeting
	(Marchant et al. 2002)

(Mushi et al, 2003)

	Increasing coverage of ITNs among pregnant women while supporting the development of the commercial ITN market
	Uganda
	Targeting
	(Root, 2003)

	Increasing access to mother and child care for poor households
	China
	Targeting
	(Du et al, 1999) 

	Increasing access to reproductive health care for poor women
	Dominican Republic
	Targeting
	(Caram, 2002) 

	Vouchers as a strategy for increasing treatment entry for opiate dependent injection drug users
	USA
	Targeting
	(Sorensen, 1999)

	Creating a needle exchange program for intravenous drug users
	China, Vietnam
	Targeting
	(Hammett et al. 2002)

	Providing medical care to insured citizens (Bono ISAPRE)
	Chile
	Referral
	(“Bono ISAPRE” 2003)

	Providing integral treatment to children with cancer, congenital heart problems or kidney problems (Bono AUGE)
	Chile
	Referral
	(“Bono AUGE”, 2003)

	Ensuring Partner referral of patients with Sexual Transmitted Infections (STI)
	C. African Republic
	Referral
	(Koumans et al. 1999)

	Ensuring referral to STI clinics for young African-American and Latino males
	USA
	Referral
	(Anon. 1995) 

	Evaluation of the Family Planning Program 
	Korea
	Research
	(Robey, 1987)

	To investigate financial barriers for mammography among Hispanic migrants 
	USA
	Research
	(Skaer et al. 1996) 

	Evaluation of the effectiveness in removing financial barriers to breast screening for low-income older women 
	USA
	Research
	(Kiefe et al. 1994)

	Determining the effects of vouchers for free mammography on compliance with recommended screening guidelines 
	USA
	Research
	(Stoner et al. 1998)

	Investigating reasons men decide not to participate in free prostate cancer screening
	USA
	Research
	(Weinrich et al. 2003)

	Investigating impact of prostate cancer education in African American churches
	USA
	Research
	(Weinrich et al. 1998)

	Providing an incentive for drug users to attend STI clinics
	USA
	Research
	(Seidman et al. 1994) 

	Providing entitlement to free condoms to evaluate impact of video-based STI education
	USA
	Research 
	(O'Donnell et al. 1995)

	Increasing breast cancer screening (trial)
	USA
	Research
	(Dole et al. 1998) 

	Providing Outpatient Behavioral Treatment for Cocaine Dependence services (randomized control trial)
	USA
	Incentive & Research
	(Higgins et al. 1994)

	Ensuring attendance by unemployed methadone patients in a job skills training program
 
	USA
	Incentive & Research
	(Silverman et al. 1996)

	Providing incentives in substance abuse treatment 
	USA
	Incentive
	(Higgins et al. 2002)

	Food vouchers used as an incentive for immunization.
	USA
	Incentive 
	(Birkhead et al. 1995)


Discount Voucher Schemes for Insecticide Treated Nets 

The ITN (Insecticide Treated Nets) voucher programs implemented in Tanzania and Uganda are among the configurations of voucher schemes in health which eventually can be considered as competitive, given the participation of the public and private sector, although the product is unique, and the price fixed. Under this program, vouchers were distributed to poor pregnant women and mothers of young children who attended a mother and child (MCH) clinic (mission and governmental).  In Tanzania each voucher could be used as part-payment of 500 Tanzanian shillings (TSh500=approx $0.8 in 1997, $0.7 in 1999) towards the cost of an ITN. The full price of these nets was TSh3000 ($4.9 in 1997, $4.2 in 1999). The voucher therefore gave a 17% subsidy for a treated net. ITNs were available through a network of private and public sector agents in the area, including shopkeepers, health workers, and village leaders.  Each time agents purchased new nets the project reimbursed them TSh 500 together with a small handling fee of TSh50 for each redeemed voucher.  The discount voucher scheme was seen as an integral part of the social marketing project since it offered an excellent opportunity for targeted promotion. In addition to the financial value, the vouchers gave a focus for MCH staff in their health education on malaria prevention with treated nets. Of 8,000 vouchers 7,720 were redeemed (Mushi et al, 2003).  

Competitive Voucher Schemes for Health in Low-Income Countries

Table 4 summarizes the few examples of competitive voucher schemes in health, which the authors were able to obtain through their search (published and ‘gray’ literature and questionnaires).  

Table 4.  Examples of Competitive Voucher Systems in Health 

	Description
	Country
	Reference (year)

	To increase use of Family Planning
	Taiwan
	(Cernada and Chow, 1970) 

	Creating access to health services for migrant farm workers
	USA
	(Slesinger & Ofstead, 1996)

	To increase access to sexual health services for female sex workers and populations vulnerable for STI/HIV.
	Nicaragua
	(Gorter, 2003) 

	To improve the uptake and quality of sexual and reproductive health care for adolescents.
	Nicaragua
	(Gorter, 2003) 

	To increase access to and improve quality of cervical cancer screening for poor older women.
	Nicaragua
	(Sandiford et al, 2002a) 

	To increase access to and improve quality of cervical cancer screening for poor older women.
	El Salvador
	(Calero, 2003)

	Vouchers to improve utilization of quality maternal services (private midwives)
	Indonesia
	(World Bank, 2000)

(Knowles, 2000)

	To provide access to sexual and reproductive health for young people in need of these services.
	Kenya
	(Erulkar A, 2003) 

	To test alternative channels for prescribing Emergency Contraception to young girls
	Zambia
	(Skibiak et al, 2001)

	To provide reproductive and child health services to residents of urban slum areas of Kolkata, West Bengal
	India
	(Mookherji, 2003)


Competitive Voucher Schemes in Central America

First the experiences of the authors with the competitive voucher schemes developed by the Central American Institute for Health (Instituto CentroAmericano de la Salud-ICAS) are described.  Interestingly, they all originated as research projects, but their success in achieving the proposed objectives has ensured their survival as programs. 

ICAS has been experimenting with competitive voucher schemes in Nicaragua for almost 10 years.  It has applied the concept to Sexually Transmitted Infections (STI) diagnosis and treatment for vulnerable groups to prevent the development of a major AIDS epidemic; to Sexual Reproductive Health services for adolescents to improve uptake/quality of care and induce a market (i.e. encourage new entrants by the increase in demand); and to cervical cancer screening to increase coverage of poor older women and to set up an external quality assurance scheme for reading of Papanicolaou smears. ICAS’ activities today consist mainly in playing the role of the voucher agency: it contracts health care providers through competitive tenders, trains professionals, defines and implements evidence based ‘best practice’ protocols, coordinates the distribution of vouchers to target populations, arranges reimbursements, carries out monitoring and evaluation activities and contributes, whenever possible, to the dissemination of its experiences with voucher schemes. The general model of the voucher schemes run by ICAS gives the voucher recipients a choice of provider.  This is possible through a competitive market for the services provided throughout the country, mainly by contracting services from the private and NGO sector, but when appropriate also from the public sector.  Providers have to compete for potential patients and they are remunerated according to the number of vouchers they receive. Quality is monitored rigorously and only the best providers are retained in the schemes.
Currently ICAS runs four voucher programs: 

· The longest standing one operates since 1995, performed over 12,000 sexual health consultations and is aimed at detaining the development of an AIDS epidemic by reducing STIs rates among vulnerable

	Text Box 1.  ICAS’ HIV/AIDS prevention program in Nicaragua 

This programme is aimed at preventing and treating STIs in vulnerable populations. Because STIs increase the transmission of HIV by a factor of three to five or more, the population groups that are extremely vulnerable to STIs and HIV infection facilitate the entry and spread of AIDS in the general population. Thus small interventions targeted to such groups can have a large impact on the spread of STIs and HIV.  However, gaining access to such core groups can often be difficult. In the absence of special client friendly programs, the use of sexual health services among these vulnerable groups is low. 

How the scheme works

Originally the scheme started in the capital city Managua, but since 2002 the scheme covers most of the Northern and Southern Departments of the Pacific Coast.  Now each year about 15,000 vouchers are distributed at the prostitution sites and about 4,000 medical consultations performed.  The vouchers are distributed either directly by ICAS staff, through community-based organizations in close contact with these groups or by sex workers to their partners/clients. The vouchers, which remain valid for three months, entitle the bearer to a predefined package of ‘best practice’ sexual health services free of charge at any one of the about 20 contracted clinics throughout the Departments where the scheme is active. To prevent counterfeiting, vouchers are individually numbered and laminated. Their expiry date is printed on them. No measures are taken to make the vouchers nontransferable, for two reasons: firstly, preventing the vouchers from being used by someone other than the original recipient is costly; secondly, the secondary recipient of the voucher might be at higher risk of having an STI than the primary one, so the transfer could serve the program’s objectives. Providers are unlikely to exchange vouchers for cash, because that would simply reduce their income and in any case each redeemed voucher must be accompanied by a blood test and other samples. 

Clinics compete for contracts on the basis of price, quality, and location. With each clinic that meets the criteria ICAS negotiates a price for the service package, which consists of a medical consultation, follow-up visit, counseling, and the taking of test samples (laboratory tests and treatment, which are procured centrally, are dispensed separately).  For new clinics joining the programme, ICAS uses the range of prices paid under existing contracts as a benchmark, but it also considers their strategic importance to the program. The contracts between ICAS and the providers require staff to follow a specified treatment protocol and to participate in training sessions.  To monitor quality, ICAS conducts semi-structured interviews with 10 percent of the female patients redeeming vouchers at each clinic, analyzes medical record keeping, and looks at other indicators of quality, such as the number of vouchers redeemed and the share of women attending their follow up consultation. 

Results 

The clinics have been a mix of public and private providers, including non-profit NGOs. Some clinics from the public sector clinics had to be dropped because they attracted few voucher redeemers and had long waiting times and unfriendly “gatekeepers.” The private for-profit clinics survive on their fees, but most of the NGOs also receive subsidies and can therefore charge lower prices. The public clinics charged nominal user fees.

From 1995 to 2003 the scheme has distributed more than 30,000 vouchers, provided more than 12,000 consultations, and treated countless cases of STIs. Of a dynamic population of about 1,500 female sex workers active at any one time, more than 40 percent redeemed their voucher each time they received one.  More than 3,000 different sex workers have participated, with the highest rates of redemption among the poorest women and among the groups with the highest initial rates of STIs. The average redemption rate of male voucher redeemers has been about 20%.  Among men there seems to occur an additional self-selection by those with the greatest health needs and the highest STI rates.  Almost 50% of men redeeming their voucher had one or more STI’s.

The program reduced the prevalence of gonorrhea and syphilis significantly in the female sex worker population (Sandiford 2002b). Although prevalence at follow up consultations was not zero, these women remained free of STIs longer, which considerably reduces the risk of being infected with HIV or infecting their clients. HIV prevalence in sex workers in Managua was 0.8 percent in 1991, 1.3 percent in 1997, 2.0 percent in 1999 and again 0.9% in 2000, a rate of increase well below that observed in the sex worker populations of other major cities. 


population groups, such as sex workers, their partners and clients; drug-addicts (mainly glue sniffers); men who have sex with men, prisoners and mobile populations (e.g. long distance truck drivers, soldiers) 

· A program aimed at improving the uptake and quality of sexual and reproductive health services for adolescents, which has been running since 2000 and attended over 6,000 adolescents
· A cervical cancer prevention program since 1999, which is aimed at reducing morbidity and mortality from cervical cancer, still the biggest single cause of death among adult women in Nicaragua and so far has attended about 9,000 women 

· A similar cervical cancer prevention programme in El Salvador which started in 2002 and initiated early 2003 the distribution of vouchers 
Text box 1 describes the first program in detail to provide a concrete idea of how the ICAS voucher schemes work. 

The Safe Motherhood Project of Indonesia  

In 1997 the National Family Planning Coordinating Board (BKKBN) and the Ministry of Health launched a World Bank-financed Safe Motherhood Project. The project aims to address the supply of and demand for family planning and maternal health care services. 

A key future of the project is the sustainability of the village midwife and a focus on demand-driven safe motherhood activities and the quality of services. Pilot interventions include targeted performance-based contracts (TPC) to compensate private midwives for providing a clearly defined package of services to the poor as well as a more limited set of public health services to the entire village. The TPC provides a fixed monthly honorarium (not a salary—the distinction is considered important) for assisting with the village-level health program.  In order to enhance the revenue-earning potential of the midwifes TPC in poor villages, where demand for their private practices would otherwise be expected to be relatively low, and in order to enhance access of the poor to the midwifes services, the district health authorities distribute vouchers (a booklet of printed coupons) for a basic package of Mother and Child Care and family planning services to poor women who are either pregnant or who have children under one year of age.

Vouchers (booklets with different coupons) are distributed by a combination of village leaders and representatives of village organizations (NGOs in a few villages and semi-official organizations in most).  The recipient is asked to sign a form, which includes the woman’s (and her husband’s) name and address, and the name and signature of the person who distributed the booklet.  The women receiving these booklets can use the coupons to purchase services from the contracted midwifes. Different quantities of color-coded coupons are provided for each type of service (i.e., family planning, ante-natal care, normal obstetric delivery, referral post-natal care, and family health visits). The coupons are then presented by midwifes to the district authorities on a monthly basis for reimbursement at rates that are fixed in the TPC.  Midwives are free to charge non-coupon holders their standard fees as private providers. 

The available evidence suggests that the TPC pilots have stimulated the use of reproductive health services by those who had received the voucher and that the distribution of the vouchers has benefited mostly the poor and that therefore it is their utilization of reproductive health services that has been most stimulated by the TPC pilots.  The additional client contacts promoted by the voucher have evidently also helped many private midwifes to establish their practices more quickly than would have been possible in the absence of any demand-side intervention. (Knowles, 2000)

The Nyeri Youth Health Project in Kenya 

The project was implemented with the aim of increasing young people's access to quality sexual and reproductive health services. It was a 3-year pilot project performed from 1998 to 2000, where ‘friends of youth’ educators distributed vouchers for sexual and reproductive health care to those young people aged 10 to 24 who were in need of these services. It was a collaborative project between the Population Council (technical assistance) and the Family Planning Association of Kenya (FPAK, the implementing organization). The cost of the services was shared between the beneficiary (youth), FPAK and the service providers (public and private).  Skills of the 12 providers were updated and they were trained on ‘youth friendliness.’ No written contract was entered into with providers.  Providers were reimbursed according to the service given, with different rates for the treatment of STIs, family planning etc. Rates were determined through discussions between FPAK and the participating providers.  Virtually 100% of the 2,800 vouchers distributed were used, because only young people in need of the services received a voucher and because there was a mechanism to follow up young people if they did not go for the services within a reasonable period of time. Most of the 2,772 vouchers used were for STI services (55 %), followed by family planning (15%) and male circumcision (15%).  At the end of each month providers submitted the vouchers to FPAK with the diagnosis and the treatment given. Only sexual and reproductive health services were compensated.   To avoid counterfeiting, black-market trade in vouchers, distributor-provider collusion or other forms of abuse, the project manager from FPAK supervised submission of vouchers and counterchecked these with the provider’s record keeping systems and counterchecked referrals with the community based outreach educators who issued the vouchers (Erulkar, 2003).

Emergency Contraception Pills Voucher Scheme in Zambia 

Given the cost and other operational constraints facing national reproductive health programs, the need to focus on interventions with a proven track record is essential.  This is particularly true with respect to so-called ‘youth-friendly’ services since the possibilities for non-clinic outlets – which comprise the bulk of such youth friendly services – are so broad and diverse.   A study was designed to gauge youth preferences in and around Lusaka, Zambia, for sources of emergency contraception information and services, in order to recommend the most effective channels for providing youth-friendly emergency contraception services.

Four different types of health workers: staff of private pharmacies, clinic-based peer counselors, staff of public clinics (staff of outpatient departments and nurses) and community sales agents were trained to provide information on emergency contraception and distribute vouchers for emergency contraception pills (ECPs).  Staff of the public clinics and private pharmacies was also trained to provide the actual pills.  Peer counselors and sales agents, because of regulatory restrictions, were forbidden from providing ECPs.  When potential users were given information about emergency contraception by any participating health worker, they were given a voucher, which could then be redeemed for a pack of ECPs, either by the same health worker or by any one of the project’s participating providers.  Vouchers could also be obtained directly from the providers, who then would ask the person where s/he had obtained information about the program.  The exact number of vouchers given to each category of health workers was recorded to keep track of the number of contacts made.  

Providers were supplied with stocks of the ECPs.  At the public clinics vouchers could be redeemed for ECPs free of charge.  The private pharmacies were permitted to charge and the maximum price was set at 500 Kwacha (US$ 0.13).  The normal market price was 15,000 Kwacha (US$3.75).  On each voucher the provider indicated the age of the client and whether the client was in-school or out-of-school.  Throughout the study, redeemed vouchers were collected on a monthly basis. The data were then processed, thereby allowing the research to track over time, the frequency and patterns by which the vouchers were issued and redeemed.  Between March 31 and September 30, 2000, 421 women between the ages of 12 and 45 redeemed their voucher.  Pharmacists clearly emerged as the most frequently used provider of ECPs, although they also emerged as one of the most difficult to coordinate and organize for training purposes.  Their “don’t ask, don’t tell” approach, though perhaps less than ideal from an informational perspective, does not seem to diminish the public’s demand for their services, and in fact could partially explain why so many clients prefer them over the more “thorough”, but less anonymous clinic-based nurses. (Skibiak et al 2001).

Voucher Scheme to Provide Reproductive and Child Health Care in slums of Kolkata, India  

This Reproductive and Child Health (RCH) program began as a pilot in September 1999 in 4 slum areas of Kolkata where RCH services were hitherto absent or inadequate. The program was a component of the Local Initiatives Program (LIP) a project funded by the Bill & Melinda Gates Foundation. In this case, the selected local NGO is the Child in Need Institute (CINI), a child health and nutrition organization.

CINI-LIP uses the life cycle approach to offer a complete package of RCH services: family planning, antenatal and postnatal care, child care and immunization, adolescent and reproductive health, prevention and treatment of STIs and Reproductive Tract Infections (RTIs), prevention of HIV/AIDS, and general health care for common illnesses. As part of the program, a referral network of qualified private physicians who practice in the vicinity of slums has been established. The referral network is based on a system of referral slips, or vouchers, which entitle the CINI-LIP beneficiaries to 2 visits (initial plus follow-up) to a private physician. CINI-LIP staff have sensitized and oriented these doctors to the needs of the people living in the slums. The network members treat patients at a highly subsidized rate, at 15 rupees per voucher (as against the usual 50 rupees), which is reimbursed by CINI-LIP. These doctors follow the standard management protocols for common ailments and prescribe generic drugs from the essential drug list provided by CINI-LIP. Patients then receive the prescribed drugs for free from the first tier health post located in the slum community. The CINI-LIP health posts located in the slums receive essential drugs, which is where the slum residents go to receive the prescribed drugs for free. Private doctors can prescribe other drugs with the consent of the patient, who must then pay for the drugs. There is no penalty for not prescribing from the essential drug list.  Another regulation under the voucher scheme is that CINI-LIP referred patients are recommended to visit the private practitioner during their "slack times", which are generally in the early to late afternoon. For emergencies, this rule of thumb is not applied. 

A voucher indicating the status of a patient as a new or return patient is submitted to the voucher agency along with a prescription listing the medicines given. Against this the physician receives the subsidized consultancy fee for their services. This system enables the private practitioners to keep track of the number of patients and the most common ailments reported and to seek reimbursement. This also helps the voucher agency keeping track of services provided. 

The level of reimbursement was determined through discussions and negotiations with the doctors themselves. The voucher-reimbursed fee of 15 rupees for 2 visits compares with the normal fees of 50-70 rupees per visit. Doctors felt that there is value to participating in such a system, both to "do good for the poor", and because, they admitted, their patient volume increased.

Currently, the CINI-LIP project covers approximately 250,000 people. There are 30 private practitioners serving as referral doctors in the voucher system. While there is variation from physician to physician, on average 50 vouchers are reimbursed per physician each month (approximately 1,500 vouchers per month total). Approximately US$ 6,000 is reimbursed to the 30 private practitioners per year. The real administrative costs are being analyzed as part of project wrap-up. It is interesting to notice, however, that the cost of employing one doctor specifically for the program would have been US$ 3,600 per year. 

Among the lessons learned from the experience is the participation of private medical practitioners and the government health care system to provide specialist services to the slum dwellers. This has kept NGO costs low while eliminating unnecessary duplication of services. Moreover, using existing infrastructure to develop health posts has not only been cost effective but has, more importantly, increased access for the slum community by having service delivery centers within/nearby the slum areas. 

Table 5 in annex 1 contains a summary table describing the different strategies for recipients, providers, benefits and value of several competitive voucher schemes in low-income settings. 

Section 3: Lessons Learned

Impact of the Reforms that Competitive Voucher Schemes can Introduce

As explained in section 1, one way to assess the case for competitive voucher schemes is to look at the various reforms that voucher schemes can introduce, and assess the impact they have on four key goals of health systems: equity, effectiveness, efficiency and patient satisfaction.  Table 6 resumes this. 

Table 6. The impact of specific reforms that competitive vouchers can introduce

	
	Poverty reduction and greater equity
	Lowers costs/ higher technical efficiency
	Improved effectiveness / allocative efficiency
	Increased subjective quality/ patient satisfaction

	Competition for vouchers
	0
	+++
	0
	++

	Contracting and the separation of purchaser / provider roles
	+
	+/-
	++
	+

	Targeted subsidies 
	+++
	0/-
	+++
	0

	Productivity-based remuneration
	0
	+++
	0
	+/-

	Quality accreditation of service providers
	0
	0/-
	+++
	+

	Public-private partnerships
	++
	+/-
	0
	+++

	Funding only evidence based and cost-effective interventions
	+/0
	+/0
	+++
	+/-

	Extending choice of provider
	+/0
	+/0
	0
	+++

	Event-based program monitoring and evaluation
	0
	+
	++
	+/0


Poverty reduction and greater equity

Voucher schemes can increase equity in access to specified health services, because they remove cost and quality barriers to service uptake and because it is possible to target their distribution to disadvantaged groups, such as the poor and/or vulnerable.  In fact this was the case for all competitive health voucher schemes presented in the paper and one of their main objectives: reproductive health services for young people in Nicaragua, Zambia and Kenya, STI/HIV services for vulnerable groups in Nicaragua, medical services for migrant farmers in the USA, cervical cancer screening for poor older women at risk in Nicaragua and El Salvador, reproductive health services for poor women in Indonesia and Taiwan and reproductive and child health services for slum dwellers in India.  In the case that vouchers are distributed universally, their redemption value can be varied to address equity issues.  In the Cleveland education programme the poorest families were given a greater chance of being awarded a ‘scholarship’ and the redemption value of the scholarship for the very poor was 90% of tuition costs compared with 75% for less poor recipients (Green et al, 1997).    

In the case of sexual and reproductive health care for young people and vulnerable groups at risk for HIV infection the inclusion of the private sector increased their access to these services.  The absence of confidentiality in many public providers is one of the main quality barriers for these groups to access sexual and reproductive health care, in spite of their needs.  Including compulsory training on ‘patient friendliness’ in the contracts had also an important impact on decreasing the quality barriers.  Making use of the existing private physicians in the vicinity of slums provided slum dwellers with medical care absent in the slums.  Contracting private clinics in remote areas increased access to medical care for migrant farmers in the USA.  The Indonesian voucher scheme could provide maternal health care through the inclusion of private midwifes in the scheme, thereby assisting them to establish their practices more quickly, where otherwise no such services did exist.  In the case of the Colombian education voucher scheme poor children could access education by allowing them to make use of private schools in areas where the public sector had not enough capacity.  The education voucher scheme in Chile is an example of a scheme where poor are given equal opportunities in education by enabling them to choose private schools.  

Lowers costs/ higher technical efficiency

The review of experiences demonstrates what different authors argue about efficiency gains with voucher schemes.  Competitive vouchers increase consumers' choice, forcing providers to compete for their income and these market forces drive efficiency gains (Astin, 1992). Providers have powerful incentives to be efficient, both by offering the types of services truly in demand, and at minimum cost (O’Neill, 1977).  Even in areas where a monopoly exists, the introduction of contestability (i.e. the threat of new players entering the market) can improve efficiency (Culyer et al, 1990). Where there is over-capacity, voucher agencies may be able to buy services at low cost (Sandiford et al, 2000).   Providers may be willing to sell services at less than the “real” price, namely at marginal cost, as was seen in Nicaragua, India, Kenya and for some providers in the migrant farmers scheme.  

Inherent in the voucher concept is the remuneration according to the production.  Although this is a rather attractive feature, the shift from supply-side subsidies to demand subsidies is a radical one for many governments and donor agencies, as it often means a change from supporting the weakest institutions (often public providers), to supporting the most successful (often private providers).  The greater financial incentive increases productivity and income.  More resources available increases further the capacity, as was the case for several NGO clinics participating in the Nicaraguan schemes.  In this way productivity-based remuneration can lead to more (technically) efficient services as providers seek to maximize their income.   Much depends on the magnitude of the incentives.  In small voucher schemes there may simply not be sufficient voucher bearing clients to make a significant difference to provider behavior.  However, as well as in India as in Nicaragua, providers admitted that attending voucher bearers had increased also their overall patient volume.  In the Nicaraguan STI/HIV and adolescent programs the number of providers are respectively limited to ten and twenty for the capital city Managua, in order to increase the magnitude of the incentive, to lower the administrative costs and make it possible to be more selective on quality and price.  Although in the provincial towns of Nicaragua the market for health services is a lot more limited and the scope for competition is correspondingly less, the voucher schemes were able to negotiate the same prices as in the capital city. 

In most cases vouchers were distributed by a combination of the voucher agency and third parties, the social organizations/networks around disadvantaged/poor groups but also by members of these groups themselves to even more difficult to reach persons such as clients of sex workers.  This obviates the need to create special outreach programs.  The use of third parties can lower costs, exploit the comparative advantages of different institutional entities, and serve to strengthen the links of these organizations with their beneficiaries.  In Nicaragua and India these organizations participated enthusiastically.  

Furthermore the existing institutional structures are strengthened and greater use of private health sector is possible.  Different groups, from young people to sex workers can make use of the same facilities set up by a voucher scheme. Only those professionals working directly with the voucher redeemers require special training.  In addition, once the system is in place scaling up to other populations is simple and does not require the establishment of new services but merely the incorporation of additional existing services.  The scope for centralized procurement of e.g. medical supplies, laboratory tests and health education material also ensures high efficiency.   

Vouchers can also be used as an efficient tool to collect data for monitoring and evaluation.  In Taiwan and Zambia this was in fact one of the main reasons for designing the schemes.  Vouchers allow for easy tracking of recipients and redeemers.  Centralized data collection and institutional independence makes monitoring and evaluation relatively straightforward. The independence of the voucher agency adds objectivity and diligence to these activities.  

A final point is the administration cost of a voucher system.  If this is high then efficiency gains become far less likely.  Given the lack of experience with voucher systems it is difficult to know how high administrative costs are likely to be.  Three examples are available.  In the Kent feasibility study (Kent Count Council Education Department 1978) it was estimated that administration of the proposed voucher scheme would cost approximately £86,000 out of a total programme cost of £873,000-£1,328,000, while the UK nursery voucher scheme spent a total of UK£5m on administration and advertising out of a total budget of UK£750m53 (House of Commons, 1996).  A cost study in 1999 of the STI/HIV program in Nicaragua showed that the administrative costs for the health care delivery had been 7% of the total 62,495 US$ spend that year, while the distribution costs of the vouchers to sex workers (including glue-sniffers and transvestites) and their regular clients had been 21%.  In this case distribution was accompanied by health education and condom distribution, while several visits were made to the same prostitution sites to make sure that all sex workers active received a voucher (Borghi, 2003). 

Improved effectiveness / allocative efficiency 
There are six mechanisms by which a voucher system can lead to improvements in the effectiveness and allocative efficiency of health services: competition, contracting, targeting, accreditation, funding of evidence based/cost effective interventions and event-based monitoring/evaluation.  Because of competition an incentive exists to provide services, which are of higher quality/effectiveness.  Meanwhile a tendering process will lead to lower costs, periodically dropping the poorest performing providers and allowing new ones to enter the scheme can lead to improved quality (from a technical and/or subjective perspective, depending on the criteria used).  Also a voucher system can be used to pre-select providers known to provide better quality service or being situated at a favorable location (e.g. India, migrant farmers).    While a tendering process and/or pre-selection were used in most of the presented schemes, only the Nicaraguan schemes used a post-hoc selection of providers as well.  

Probably an equally or more important means to improve quality is offered by the contract between voucher agency and provider, which allows quality specifications to be included with compulsory training of clinic staff (e.g. Nicaraguan schemes, Kenya and Indonesia), monitoring mechanisms and sanctions when these are not met.  If clinics fail to provide the requisite quality they can be removed from the scheme with the only sunk costs lost being the staff training (which is not necessarily a total loss from a societal point of view), as was done in the Nicaraguan schemes.   

The contractual framework makes it possible to employ evidence-based 'best practice' protocols and include beneficiaries wishes about type of services and where, when and how they are provided.  Protocols can be modified readily to change the emphasis of the programme or to enhance its effectiveness, as is done regularly in the Nicaraguan STI/HIV scheme in order to adapt the scheme to the latest ‘state of the art’.  The benefits of the improved quality can also feed through to non-voucher bearing users.   Although the voucher program in Kenya did not use formal written contracts, the verbal agreements/contracts were apparently enough to obtain the services as agreed upon.   

Accreditation schemes may have a useful role to play in the improvement of service quality and patient satisfaction, especially when existing service quality is known to be well below required standards.  The measure is slightly different from the already discussed selection (in and/or out) of providers based on quality, since it involves setting benchmark quality standards, assessing whether providers meet those standards, and if they do, then allowing them to be eligible for selection.  None of the health voucher schemes presented applied an accreditation scheme, possibly because of the administrative burden that it imposes on providers and voucher agents alike.  

Effects on allocative efficiency depend on how the voucher system is designed and applied.  Priority can be given to those services and individuals for which the greatest health gain will be obtained and in addition the whole of society may benefit, e.g. by the reduction in the prevalence of STI’s by targeting vouchers at vulnerable groups (Nicaragua, Kenya).  In the Nicaraguan schemes a self-selection effect appeared to operate so that the poorest and most needy members of vulnerable groups and adolescents were those that made the greatest use of vouchers.  In Kenya, only young people in need of sexual and reproductive health services received a voucher from their health educators.   In India only slum dwellers and in the USA only migrant farmers, who otherwise had no access to the services, received vouchers.  Furthermore, the different disadvantaged populations can be stratified into less and more ‘needy’ groups and these can be treated differently so as to maximize cost-effectiveness.  In times of funding shortage (as happened in the Nicaragua STI/HIV program) or merely to enhance program effectiveness, it is possible to ‘super-target’ the vouchers to the most needy.  

As referred earlier monitoring and evaluation of a voucher scheme is relatively straightforward, since it becomes possible to trace exactly who receives what, and even what outcomes are achieved.  The detail of information obtained makes it possible to readily identify failings in the system and remedy these, as done frequently in the Nicaraguan schemes, especially in order to increase its allocative efficiency.    
Increased subjective quality/ patient satisfaction 

There are several mechanisms by which a voucher system can lead to improvements in the subjective quality of health services.  Because of competition an incentive exists to provide services, which are perceived by potential patients as being of high quality and to use innovative approaches to attract voucher holders.  This mechanism depends upon whether the holders are able to distinguish between providers in these terms.  It is clearly difficult for non-medical persons to assess technical quality, however no one is better able to assess the subjective aspects of service quality than the users themselves, which was clearly the case in the Nicaraguan adolescent voucher scheme where more client friendly providers attracted much more adolescents (Meuwissen, 2002).  In Nicaragua and Kenya providers also received training on ‘youth friendliness’ provision of services, as agreed in the contracts.   Receptionist and secretarial staff training is often overlooked in health programs but is crucial in most voucher schemes.  It can help to avoid stigmatization and can lead to greatly improved redemption rates.

Most schemes provide greater choice, because they allow for multiple providers and use targeted subsidies to remove cost barriers. Choice can be seen as a source of utility, which increases aggregate social welfare and stimulates personal advancement. Most young people want to shape their own destinies, especially in dealing with reproductive health issues. The opportunity to decide can stimulate interest and participation. The cases in Zambia, Kenya and Nicaragua are good examples.  Also choice can increases self-respect, especially in stigmatized populations, as was seen in the Nicaraguan STI/HIV project.  In addition clinic staff need not ask patients embarrassing questions about their membership of vulnerable groups since the presentation of a voucher already declares this, something which was highly valued by the Nicaraguan sex workers.  Furthermore treating sex workers reduced prejudice of staff and more experience with STI’s improved skills (Sandiford et al, 2000).  Also the voucher can reduce anxiety of being refused by clinics, as was seen in the Nicaraguan adolescents project (Meuwissen, 2002).   

The private sector is believed to be more responsive to patient expectations.  In general patients perceive its services as of being of higher quality and this was especially true for the vulnerable groups and young people targeted by the different schemes.  In fact, ethnographic research in Nicaragua, Kenya and Zambia indicated preference for private providers (profit and non-profit), although in all schemes public providers were contracted and indeed were used as well by voucher redeemers.  In the decision of type of provider, in addition to perceived quality, factors such as location/distance and opening hours do play a role as well.  In the STI/HIV and adolescent schemes in Nicaragua, many patients opted for using a public sexual and reproductive clinic located in the women hospital, since they thought that referral, if needed, would be quicker and more convenient.    

Vouchers can also lead to changes in the power relationships within a system.  One of the unexpected effects in Alum Rock was that implementation of the scheme led to decentralization of decisions on syllabus, allowing a diversity of curricula to develop more responsive to parents’ wishes (Cohen and Farrar, 1977).  This was also seen in the Kenya technical and business training scheme for micro/small enterprises, where vouchers increased trainee choice and encouraged the private sector to respond to the demands of consumers (Steel, 2002).  

Monitoring and evaluation of the number of voucher redeemers attracted and follow-up consultations performed (also a good measure of subjective quality) by individual providers is one of the criteria used in the Nicaraguan schemes to decide which of the clinics is excluded and replaced.  This obviously leads to improvement of the overall subjective quality of the clinics contracted (Gorter et al, 2002).  

Table 7 summarizes the potential benefits as well as drawbacks voucher schemes can have on the four key goals of health systems.

Table 7 - The potential benefits and drawbacks of voucher schemes

	Competitive voucher schemes - Potential Benefits

	Gains in:
	By:

	Equity
	- Distributing vouchers to disadvantaged/poor groups 

- Removing cost and quality barriers for uptake

	Efficiency
	- Competitive tender

- Productivity based remuneration (shifting public resources away from inefficient providers)
- Using third parties to distribute vouchers 

- Using existing institutional structures and greater use of private sector

- Event-based program monitoring and evaluation

	Effectiveness
	- Inviting providers known to offer high quality services to tender (e.g. private sector)

- Fostering competition for clients

- Including quality specifications and compulsory training in provider contracts

- Targeting 

- Quality accreditation of service providers

- Allocating resources only to evidence based/cost effective intervention 

- Event-based monitoring/evaluation  

	Patient Satisfaction
	- Competition for patients

- Allowing for multiple providers (including from the private sector)

- Removing cost barriers

	

	Competitive voucher schemes - Potential Drawbacks

	Losses in:
	Because:

	Equity
	- May subsidize existing users of private services 

- Vouchers aimed at disadvantaged groups may leak directly or indirectly to less disadvantaged

- Adverse selection may occur

	Efficiency
	- Providers may compete on subjective quality not price

- Lack of political will to shut down inefficient public providers

- Too many potential monopolies

- Services may become fragmented

- Setting up of schemes may be complex, need time to develop and may have high start-up costs   

- Administration and monitoring system costs may be high

	Effectiveness
	- Less funding for public sector services 

- Less control over providers and difficulties in monitoring technical quality

- Providers may compromise quality to lower price and raise profits

	Patient Satisfaction
	- Public sector providers may be shut down and private sector may not be accessible

- Voucher recipients may lack reliable information to choose 

- Vouchers can be stigmatizing


Main Characteristics of the Reviewed Competitive Voucher Schemes in Health

The competitive voucher schemes in health reviewed in this paper achieved most of the aims for which they were designed.  All were designed to increase access to health services for poor/disadvantaged populations.  Some of the schemes also aimed at improving the quality (subjective and technical) of the services, e.g. the ICAS schemes.  All schemes used public resources (most from donor agencies) to provide cost-effective services for population groups with major health needs.  The following characteristics were found in most of the schemes:

· Definition of clear objectives to obtain health gains for certain groups
· Clear definition of the strategies for recipients, providers, benefits and value of the voucher (see also table 5)

· Only the migrant farmer scheme offered more general access to health services.  All other schemes in health offered a well-defined limited range of services, where sexual and reproductive health was among the most favorite health issues addressed

· Considering the recipient strategy, all schemes had a targeted approach as opposed to a universal approach.  Most programs targeted difficult-to-reach groups
· All programs contracted private providers of services, but most included also public or NGO providers
· Distribution often with the assistance of third party organizations, including community organizations
· Most voucher agencies were an independent NGO, some were governmental organizations
· None did report serious problems with corruption in the contracting process, counterfeiting, collusion between providers and voucher distributors, trafficking of vouchers, cream skimming and adverse selection
Regulation of voucher schemes

All voucher programs are accompanied by their own regulations (Steuerle, 2000). The programs of ICAS in Central America are good examples. Even more differences were seen between the other voucher programs reviewed. As any subsidy or direct provision of goods and services by any government or entity, vouchers should be regulated. According to the design, some voucher schemes may require less regulation than others, but there are always rules. Both recipients and providers must follow certain rules, which are defined at the design process.  For instance, experience in Nicaragua indicated a number of problems in quality of the services provided and this led to a growing focus on the regulation process.  Competitive voucher schemes bring together a set of needs in terms of regulations that sometimes are non-existent in actual laws or restrictive considering private sector participation.  In many countries government regulations are being reviewed due to health sector reforms. Some laws are being reviewed to meet the trends of decentralization, contracting with private sector and separation of roles of buyers and providers within the public sector. The introduction of approaches such as voucher schemes might benefit from new regulations, but it will vary among the countries and their particularities. Competitive voucher schemes as the ones experimented in Nicaragua found some laws or institutional restrictions, but these were not strong enough from preventing the implementation of the programs. For instance, direct payments to public providers are not allowed in Nicaragua, but nominal payments were accepted. The advantage of programs run by NGOs is their relative independence from the public sector. The NGOs may be ruled under different laws, which allow them more freedom in contracting, reimbursing and supervision. 

Problems and Solutions on Selected Issues

During the review some lessons emerged considering the next issues:

· Appropriate legal and regulatory frameworks

· Beneficiary targeting and application procedures 

· Voucher delivery mechanisms

· Funding of the voucher schemes and related invoicing and payment schemes

· Required administrative capacity and management information systems

· Subsidy Design underlying the voucher scheme (e.g. refundable vouchers)

· Required market environment, development and degree of competition from private providers

· Issues and strategies for dealing with adverse selection, trafficking of vouchers, and enhanced participation rates

· Monitoring and evaluation and measures of impact and success

· Enabling social, political and economic conditions 

Appropriate legal and regulatory frameworks

Problems:

· Legal impediments for the introduction of voucher schemes by the public sector in most developing countries; the main impediment is the restriction to contract private sector providers using public funds

· In addition, bureaucratic procedures for contracting limit the feasibility of a voucher scheme

· Inexistent experiences on regulatory frameworks for public/private partnerships in most countries

Solutions:

· Working through NGOs and funding by donors might avoid some legal impediments 

· Vouchers can be used to pilot/enhance the need for new regulations concerning financing/contracting of private sector, quality accreditation, ‘evidence-based’ protocols etc, necessary for health sector reforms

· Small pilots may trigger the regulations needed for transparent price-formation processes, which allow voucher agencies to negotiate individual prices with specific providers

Beneficiary targeting and application procedures 

Problems:

· Identifying poor/vulnerable groups is not straightforward and some misclassification is inevitable
· In settings where access to health services is heavily skewed in favor of the wealthy a universal distribution strategy could bring about increases in equity, but this could also imply subsidizing the cost of health services for the wealthy

· Vouchers distributed are not used (cultural barriers, transport costs etc)

Solutions (see also section 1 targeting):

· Geographical targeting, although one must be aware that there will always be some relatively well-off citizens living in predominantly poor areas, and very poor people living in better off areas

· Identify the poor by e.g. means testing, although this is more accurate it also tend to be more costly

· Restrict distribution of vouchers to readily defined disadvantaged groups such as minorities, slum dwellers, vulnerable groups (e.g. young people, sex workers, gays, drug addicts)

· Delegate responsibility for identifying poor/disadvantaged groups to other organizations known to work closely with specific population groups

· Experience has shown that with careful design of distribution and benefit strategies at least some members of the targeted groups will make use of their vouchers.  Accompanying the vouchers with careful explanations (verbal and written) increases voucher use considerably.  Also receptionist and secretarial staff should be trained to avoid stigmatization

Voucher delivery mechanisms

Problems:

· Counterfeiting 
· Collusion between providers and voucher distributors
· Black market/trafficking of vouchers 
Solutions:

· Counterfeiting of vouchers has been rare and can be avoided by relatively simple and low cost measures (e.g. numbering vouchers, see for details roadmap).  The risk of counterfeiting is probably closely related to the value that the vouchers might have on a black market (as well as the cost of producing a convincing facsimile).  For many health service vouchers, this value is generally quite low, unless there is some collusion between service providers (or individuals within the voucher agency) and the counterfeiter.

· Collusion between providers and voucher distributors (counterfeiters) can be prevented or minimized by monitoring recipient characteristics (see also roadmap)

· Careful design of the delivery mechanism will reduce or nullify trafficking of vouchers (see for measures roadmap).  Some of the poor may choose to sell their voucher to others. However a black market for vouchers will depend on their value and will be significant if they cover a broad range of services of value to a large section of the population, or interventions of particularly high cost.  Each scheme will have to evaluate to what level measures are necessary. In some schemes trafficking may even increases its efficiency.  In the Nicaraguan STI/HIV scheme 15% of sex worker vouchers were transferred, however indirect redeemers had still much higher STI levels as the general population. In the case of the vouchers distributed by sex workers to their clients it is unknown what percentage is transferred.  However over 50% of redeemers had one or more STI’s, which indicates that transfer occurs and is in the direction of men with higher STI rates and more in need of the services (Gorter et al, 2002).  In the adolescent scheme a transfer of 24% was seen, but indirect recipients had higher unmet needs, as primary recipients using a voucher (e.g. prenatal control and STIs) (Gorter, 2002).
Observation

· Distributing vouchers in rounds provides an opportunity to periodically assess performance, not only of the scheme as a whole, but also of individual service providers.  Where the administrative burden is such that the number of participating providers is limited, these periodic assessments can offer an opportunity to drop any providers whose quality or quantity of services is low, and/or a chance to introduce new service providers into the scheme

Funding of the voucher schemes and related invoicing and payment schemes

Problems:

· There is almost no experience of competitive voucher schemes in health being funded by governments from tax revenues.  Furthermore many public policy-makers have serious reservations about voucher schemes and other public-private partnerships. There are several reasons why policy-makers might be reluctant.  The first is simply a fear of the new, because in health these schemes are virtually unheard of in most of the world (developed and developing).  However, many policy-makers also have an ideological objection to working with the private sector.  Most of them are public sector employees themselves and many feel that tax payers’ money destined for health care should not end up in private hands, let alone as profit.  Some also believe (incorrectly) that private sector services will always cost more than publicly provided services.  Government owned clinics tend to be short of many things (drugs, staff, equipment etc) and therefore it is easy to make a case for prioritizing their rehabilitation before purchasing services from private providers. Political issues may also be important. Voucher schemes can result in poor and underprivileged groups receiving better quality services than the general population. So far most schemes in health have been financed by donor agencies

· Considering invoicing and payment schemes there exists only experiences with relatively small, simple and well-defined voucher schemes (limited range of services provided to a well defined target group) of which none has reported problems 
Solutions:

· Proponents of voucher schemes need to be prepared to address policy-makers’ reservations directly, if competitive voucher schemes are ever going to realize their full potential.  Possibly when policy-makers can see for themselves working examples of voucher schemes they will be convinced.  Further evaluation of existing competitive voucher schemes in health, small scale trials and research projects testing voucher schemes can help to produce the badly needed body of empirical evidence with which to assess their true potential. 

Observation

· Vouchers can be seen as a way of producing output-based aid. From a health sector perspective the real potential of voucher schemes lies in their ability to allow donors and lending agencies to purchase not outputs, but outcomes. It is a relatively small step to go from selling voucher outputs to donors (covering all costs), to selling voucher outcomes (improved health). The different outcomes would obviously be purchased at different rates corresponding to the differences in cost.  Better still, payment for these outcomes could be given a socio-economic weighting to encourage a poverty focus in the voucher schemes.  

Required administrative capacity and management information systems

Problems:

· The success of competitive voucher schemes relies upon the availability of an honest and capable organization acting as the voucher agency, which may not be easy to find
· Setting up of the administration and management information systems of competitive voucher schemes can be rather complex, take time to develop and may have high start-up costs

Solutions:

· The voucher agency should be preferably independent from the institutions providing the services and, if necessary, receive technical assistance in setting up of the scheme

· Although setting up of the schemes can be rather complex, once the schemes function, experience has shown that they are relatively easy to run and to scale up

· Vouchers allow for easy tracking of recipients and redeemers.  The centralized data collection in voucher schemes makes monitoring and evaluation relatively straightforward 

Subsidy Design underlying the voucher scheme (e.g. refundable vouchers)

· See section on demand side subsidies in the roadmap

Required market environment, development and degree of competition from private providers

Problems:

· Sometimes there is a monopoly in health service provision in certain areas or communities.  This may be particular true in provincial towns where the market for health services is likely to be a lot more limited than that in the bigger cities and the scope for competition will be correspondingly less 

· Few health professionals have experience in the art of negotiating.  Furthermore most health staff in developing countries is unaccustomed to negotiating contracts or having specific management protocols and service quality specifications imposed upon them.  They may therefore not take the accords seriously, or take them so seriously that they are reluctant to enter into such an agreement

Solutions:

· Experience has shown that also where the market for health services is limited voucher schemes were able to negotiate low prices and good services.  Even in areas where a monopoly existed, the introduction of contestability (i.e. the threat of new players entering the market) ensured that the schemes could negotiate good prices/services.  Providers may also have had interest since participation in the scheme may increase their overall patient volume (as seen in India and Nicaragua)  

· Probably it would be wise to provide voucher agencies with some technical assistance during the start-up period of the scheme. On the other hand though, with simple contracts, perhaps ones that evolve in complexity over time, and by limiting risks to the provider by pricing out different contingencies, problems can be kept minimal. So far none of the schemes reviewed mentioned problems in the negotiation process.  
Issues and strategies for dealing with adverse selection, trafficking of vouchers etc

Problems:

· Voucher schemes are susceptible to abuse. Corruption in the contracting process, counterfeiting, collusion between providers and voucher distributors, black markets/trafficking of vouchers, cream skimming and adverse selection

· Demand exceeds the offer available, which can lead to the scheme loosing its credibility.

Solutions

· Corruption in the contracting process, adverse selection and cream skimming may occur.  Even if these abuses are rare (as was seen in the Nicaraguan scheme), an isolated instance of abuse can undermine a program’s legitimacy. Careful design and selection of the best areas for using voucher schemes will be important to ensure that administrative costs to control for abuses do not become excessive.  For other abuses see above: voucher delivery mechanisms

· By piloting the scheme and careful monitoring it is possible to predict volume of patients/vouchers redeemers expected and to be in the position to offer the quantity of services required

Monitoring and evaluation and measures of impact and success

· See above section 1: Event-based Program Monitoring and Evaluation

Enabling social, political and economic conditions

· See above in this section: funding of the voucher schemes and the section on regulation of voucher schemes

Conclusion

Competitive voucher schemes have been used to distribute public resources in many different sectors however experience in the health sector has to date been quite limited.  This may be due to the lack of knowledge of the potential benefits of competitive voucher schemes, but also to arguments based on ideological and/or political grounds as well as the presence of legal impediments.  To date no experiences exist with voucher schemes for health, which distribute vouchers universally and provide more general access to health care e.g. unlimited services at a facility- or up to an agreed financial ceiling.  It appears that competitive voucher schemes may not be a substitute for health systems that can offer a comprehensive range of high quality services to entire populations.  However, in order to get public subsidies to high priority and/or difficult-to-reach populations for the provision of clearly defined packages of cost-effective ‘best practice’ services competitive voucher schemes seem to be a highly feasible way, as shown in the schemes reviewed. 

Some examples of competitive health voucher schemes could be found in low-income countries, such as Nicaragua, Indonesia, Kenya, Zambia and India, were they were used in a variety of forms for diverse objectives.  The schemes show the flexibility of competitive vouchers to achieve access to different services for different populations and for different reasons.  However impact will depend very much on the details of system design: ‘the devil is in the detail’.  There are many potential pitfalls that can only be avoided by careful system design.  If properly designed these schemes can reach groups that are otherwise almost impossible to reach and empower them as health care consumers, whilst producing health benefits, greater equity and higher program efficiency.   Furthermore setting up of the schemes can be rather complex, but once the schemes function, experience has shown that they are relatively easy to run and to scale up.  Competitive voucher schemes avoid the need to, and cost of setting up special services to achieve these aims, something, which experience has shown to be extremely difficult to do successfully through supply side interventions.  Low-income countries should experiment further with these schemes to be able to assess their true potential.  Evaluation of existing competitive voucher schemes in health, small scale trials and research projects testing voucher schemes could help to produce a badly needed body of empirical evidence with which to assess their true potential.
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Annex 1.   Table 5.  Strategies for Recipients, Benefits, Providers and Value for several competitive voucher schemes for health

	Program
	Recipients Strategy
	Benefits  Strategy
	Value Strategy
	Providers Strategy
	Negotiation, Contract, Abuse

	HIV/AIDS prevention through prevention and treatment of STIs 

ICAS Nicaragua


	Target population: vulnerable population groups, either identified by the voucher agency or by third party voucher distributors. 

Distribution:  distributed by the voucher agency as well as by organizations working closely with these groups of people.   
Transferability vouchers are transferable.
	Voucher entitles to: screening, treatment and prevention counseling of STIs, voluntary counseling and testing for HIV, education material and condoms. Follow up vouchers for positive patients and their partners 

Distribution is accompanied by health education on STI/HIV and condom distribution.

An expiry date is printed on the voucher.
	Cost to the patient: financed by a donor agency.  Services as specified on the voucher are free. If the patient is diagnosed for e.g. with HIV care is taken that s/he receives referral to the appropriate institution for follow-up.
	Three contracted services
1. Medical consultation, tests and counseling: private, NGO clinics and public clinics. 

Requirements for contract:  meeting quality standards, agreeing to management protocol and contract specifications. 

Training: is provided to medical, administrative and secretarial staff. 

2. HIV testing and counseling: two local NGO clinics contracted.

3. Laboratory tests:  centralized to one contracted laboratory in the cities of the different departments. 
	Price agreement: negotiated with each service provider.

Strength of negotiation: staff training, purchasing of bulk services and provision of logistical and medical material.

Potential for abuses in the system: according to the test results, patients may require additional treatment not specified in the voucher. The voucher agency is consulted and if a treatment is agreed, the clinic can administer it. This helps preventing and/or reducing cases of moral hazard. 

	Sexual and reproductive health for adolescents 

ICAS Nicaragua


	Target population: all poor adolescents aged 12 to 20 years of age in Managua and the departments Rivas and Chinandega.

Distribution: direct by ICAS and through a network of youth NGO’s 

Transferability as above. 
	Voucher entitles to: counseling, family planning, pregnancy tests, prenatal control and diagnosis and treatment of STI’s according to the needs of the adolescent.

An expiry date is printed on the voucher.
	Cost to the patient: 

Financed by a donor agency. Services as specified on the voucher are free of charge.
	Medical and diagnostic services as well as counseling are contracted out to a number of private, public and NGO clinics which have met quality standards, have agreed to the protocol and contract specifications. 
	Same as above in all aspects (HIV/AIDS prevention program Nicaragua). 

	Cervical cancer prevention program 

ICAS Nicaragua


	Target population: all poor women aged 30 to 59 from selected villages. 

Distribution: large-scale distribution through NGO personnel and MoH   Community Health Workers (CHW).

Transferability: vouchers are transferable. Control over the eligibility of voucher redeemer is kept at the service delivery point.
	Voucher entitles to: package of services for the prevention of cervical cancer (PAP Test) and the treatment of pre-cancerous lesions (all high grade lesions). Follow up with an additional voucher is offered gratuity to those who need this.
	Cost to the patient: two strategies: initially, the patients were purchasing the voucher as a prepaid service at the subsidized price of US$7.00, This strategy failed to recruit poor women and was changed for a direct sale of vouchers to a third party donor, who would then donate the vouchers either to patients directly (through NGO’s) or to the MoH to refer patients to the program. In these last cases the vouchers are free of charge. 
	Three contracted services
1. Smear taking contracted to private, NGO clinics and public health centers.

Requirements for contract:  quality criteria, price, agreeing to best practice management protocol and contract specifications. 

Training to both medical and secretarial personnel 

2. Cytology reading: two laboratories contracted
Requirements for contract:  quality assurance test passed and certification.

3. Treatment of positive patients:  centralized with contracted gineco-oncologist and clinic.  
	Price agreement:  Benchmark price, Negotiation, may vary among providers.

Public health centers cannot receive financial retribution for services. They receive medical material and the assurance that positive patients will be followed up and treated. 

Potential for abuses in the system: Very little.  Fixed price for each service is agreed before a contract is signed. The existence of a cytology and histology report and a strict management protocol help preventing the risk of moral hazard and “diagnostic creep’.


Table 5 continued

	Program
	Recipients Strategy
	Benefits Strategy
	Value Strategy
	Providers Strategy
	Negotiation, Contract, Abuse

	Cervical cancer prevention programme 

ICAS 

El Salvador


	Target population: all poor women aged 30 to 59 residing in three very poor departments of El Salvador. 

Distribution: exclusively by MoH CHW, working in close contact with health centers.

Transferability of vouchers as above (Nicaragua).
	As above (Nicaragua).
	Cost to the patient: The program is financed by a donor agency. The voucher is completely free for the user, and no fee is payable to the service provider. 
	Three contracted services
1. Smear taking: exclusively in public sector outlets, as imposed by the MoH, therefore making this part of the system non-competitive.

Training was provided to medical personnel prior to the beginning of the project. 

2. Cytology reading: exactly as above (Nicaragua).

3. Treatment of positive patients: A contracted NGO.
	Price agreement: Public health centers and health post are the only smear taking service providers and cannot (by law) accept payment. A nominal fee is awarded for each patient the center attracts and is used to purchase medicines.

Potential for abuses in the system: as above (Nicaragua). 

Treatment of a positive patient is more expensive because of the protocol management imposed by MoH, requiring more visits to the clinic per patient, more diagnostic tests (unnecessary) and a more invasive procedure for treatment.  

	Safe motherhood project 

BKKBN & MoH 

Indonesia

(Knowles, 2000)
	Target population: poor women who are either pregnant or who have a child under one year old. 

Distribution: by a combination of village leaders and representatives of village organizations (NGOs in a few villages and semi-official organizations in most).
	Voucher entitles to: family planning, antenatal care, normal obstetric delivery, referral post-natal care, and family health visits.

	Cost to the patient: 

Financed by a donor agency. Free services for the voucher bearer.  The voucher being a booklet with different quantities of color-coded coupons for each type of service.
	All service provision contracted to private village midwives through targeted performance-based contracts
	Price agreement: Fixed rates for each type of service 

Potential for abuses in the system: the recipient signs a form indicating that she has received the voucher.  In some districts the beneficiary also has to sign when the voucher is redeemed.



	Nyeri Youth Health Project

(1998 to 2000)

FPAK

Kenia

(Erulkar A, 2003)
	Target population: young people aged 10 to 24.

Distribution: “friends of the youth” educators distributed vouchers directly to those adolescents in need of the services.


	Voucher entitles to: quality sexual and reproductive health services including diagnosis and treatment of STI’s, family planning and male circumcision.


	Cost to the patient: 

Adolescents were asked to contribute to the subsidized services paying between US$0.50 and US$1.00. The voucher agency and the private or public service providers covered the rest of the costs. 
	The service provision was contracted out to private and public service providers. Skills of the providers were updated and staff received training in “youth friendliness”. 
	Price agreement: Rates for each type of service were determined by participating providers and FPAK.    

No written contract was signed with the service providers

Potential for abuses in the system: The voucher agency supervised the redeemed vouchers and counter-checked submission with provider’s record keeping systems.  The agency also counter checked referrals with the community based “friends of the youth” educators who issued the vouchers and gave follow up to young people who did not go for services within a reasonable period of time. 


Table 5. Continued

	Program
	Recipients Strategy
	Benefits Strategy
	Value Strategy
	Providers Strategy
	Negotiation, Contract, Abuse

	Emergency Contraception 

Study 

Zambia

(Skibiak et al 2001)
	Target population: women (especially young women) potentially in need of Emergency Contraception

Distribution: several type of health workers distributed voucher directly to the target population.  Vouchers were also available at the point of service delivery
	Voucher entitles to: a package of Emergency Contraception pills


	Cost to the patient: 

Emergency contraception package for free at public outlets and sold at the subsidized price of 500 Kwacha (US$ 0.13) at private pharmacies. Market price was 15,000 Kwacha (US$3.75).


	Private pharmacists, public clinics (Outpatients Departments and Mother and Child/ Family Planning services).  Emergency contraception packages could be handed over to voucher bearer by a number of different type of health workers.    
	Price agreement: providers were supplied with stocks of the dedicated emergency contraception product.  The project decided that the maximum price pharmacists were permitted to charge was 500 Kwacha. 

Throughout the study, redeemed cards were collected on a monthly basis. The data were then processed, thereby allowing the research to track over time, the frequency and patterns by which the cards were issued and redeemed.

	Reproductive and Child Health (RCH) services in slum areas

CINI

India 

(Mookherji, 2003)
	Target population: all female residents and children of selected urban slums

Distribution: Through Community Health Workers working from Health Posts in the slums and who have a network of Community Health Volunteers: women living in the slums, who take responsibility for 50-75 families in their locality
	Voucher entitles to: complete package of RCH services: family planning, antenatal and postnatal care, child care and immunization, adolescent and reproductive health, prevention and treatment of STIs and RTIs, prevention of HIV/AIDS, and general health care for common illnesses. The voucher entitles the bearer to two visits (initial and follow up) plus any prescribed medicine from the essential drug list 
	Cost to the patient: 

All services and prescriptions are free, as long as they respect the governmental essential drug list provided to the physicians.  Medicines are obtained at the health posts located in the slums.
	A referral network of (existing) private physicians was set up and contracted. 

Prerequisite for contract: practicing in the vicinity of the targeted areas (slums)
	Price agreement: Fixed consultation price of 15 Rupees, as against the usual 50 Rupees.  The level of reimbursement was determined through discussions and negotiations with the physicians themselves.  (Physician felt that there is value to participating in such a system, both to "do good for the poor", and because, they admitted, their patient volume increased)

Potential for abuses in the system: Careful monitoring is in place, which depends on CINI-LIP staff, and information passed through the network of community-based volunteers and health workers, which is the backbone of the CINI-LIP. Monthly trend analysis is also done to check client load. This voucher system was implemented as a pilot, and no specific mechanisms were introduced to prevent abuse.


� Dr Peter F. Orazem was the key informant for this program.
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