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Foreword

This study examines whether the healthcare reforms implemented in Central and 

Eastern European countries, including the republics of the former USSR (presently 

CIS),1 throughout the 1990s and early 2000s, have affected one of the most important 

aspects of the healthcare system—equity in its financing. A particular focus of the analysis 

is the impact of out-of-pocket payments (OPP) for health services on poverty.

The study first carries out statistical analysis of equity in health care at the aggregate 

regional level in order to identify regional trends and patterns. This analysis is based 

on household health survey data collected in 15 countries of the region in the early 

2000s.   

The report then provides more detailed statistical measurements of equity in health 

care financing, focused on out-of-pocket payments, in three selected countries—

Armenia, Georgia, and Lithuania. These analyses measure the progressivity of health 

care financing systems as well as the impact of out-of-pocket health expenditures on 

households’ poverty levels. Six alternative and complementary statistical methods are 

used including the Kakwani Index, the Impoverishing Medical Expenditure, the Cata-

strophic Medical Expenditure, and others. These measurements are performed twice 

in each country, based on data collected in the early 1990s and early 2000s. Thus, the 

analysis allows for not only cross-country comparisons, but also for cross-time compari-

sons within each country to compare the pre-reform and post-reform status of equity 

in health financing. 

The study also provides comparative health systems assessment in the selected coun-

tries. This is aimed at “diagnosing” the underlying causes of inequities and investigates 

how equity differs in three different types of reformed post-soviet health care financing 

systems.

And finally, the report suggests what implications the findings may have on further 

health reforms aimed at enhancing equity in healthcare in CEE/CIS countries.
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1. INTRODUCTION

This study examines whether the healthcare reforms implemented in Central and East-

ern European countries, including the republics of the former USSR (presently CIS),1 

throughout the 1990s and early 2000s, have affected one of the most important aspects 

of the healthcare system—equity in its financing. The study is especially focused on 

analyzing the impact of out-of-pocket payments for health services (OPP) on house-

holds’ poverty levels. The report first provides a general overview of equity in health 

and healthcare throughout the region, then offers an in-depth analysis of equity in OPP 

healthcare financing in three countries studied—Armenia, Georgia, and Lithuania. 

In the early 1990s, as they entered the difficult transition from a totalitarian politi-

cal system and centrally planned economy to a democratic political system and market 

economy, the former socialist states of this region experienced sharp economic decline, 

political instability, and, in some instances, military conflicts. The period witnessed 

the significant deterioration of healthcare resources and infrastructure and the acute 

worsening of major health indicators for the region’s population (Barr 1994; World 

Bank 1999; Belli 2001). The former Soviet states recognized an undeniable need to 

implement radical reforms in their healthcare sectors, and most launched health reform 

programs in the early and mid-1990s. 

While the healthcare sectors in these countries featured more or less similar organi-

zational structures and policy environments during the pre-reform period, approaches 

to reforming the sector have varied. Consequently, the design, process, and outcomes of 

the 1990s health reforms in the region have also differed across countries. This variation 

notwithstanding, the post-soviet healthcare reforms possess enough common features 

to allow for region-wide, trans-national analysis (Saltman 1997). Most countries, for 

instance, have introduced social insurance mechanisms to replace or supplement existing 

tax-based financing, have decentralized responsibility for management, financing, and 

delivery in the healthcare sector, and have increased private-sector involvement in service 

delivery. There have been numerous attempts to rationalize and downsize healthcare 

infrastructure and human resources, as well as an overall emphasis on developing cost-

effective primary care services and enhancing public health interventions. 

 When one analyzes the 1990s healthcare reform experience in the countries of 

the CEE/CIS region, several common trends emerge. These trends are summarized in 

the paragraphs that follow. First, the design of healthcare reforms, especially at early 

phases, was not adequately coordinated with broader political and economic develop-

ment processes (Saltman, 1997). Many countries made ambitious assumptions about 

economic growth in the early post-soviet period. Consequently, their health system 

designs presumed the consumption of larger resources than were actually made avail-

able to the sector. In numerous instances, these erroneous projections resulted in the 
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incompatibility of existing resources with the newly designed health sector’s structure, 

objectives, and functions. 

Second, public administration reforms in many countries were structured around 

the assumption that responsibilities for service provision (and, in some cases, for fi-

nancing) would be transferred from the central government to local governments at 

the municipal and regional levels (McKee 2002). However, the capacity of many local 

governments to manage these responsibilities was weakened by other elements of re-

form, including direct funding of providers by health insurance funds, privatization of 

primary healthcare, self-management powers accorded to hospitals and other secondary 

care institutions, and, in a number of countries, fragmentation of jurisdiction among 

territorial levels. The authority of some local governments has been further diluted by 

the political strength of healthcare professionals. 

Third, technical capacity at the local government and institutional levels—neces-

sary for the effective functioning of a decentralized system—has also been inadequate 

(Saltman 1997). At the levels of both primary and hospital care, health managers and 

individual practitioners have faced difficulties in following complex reimbursement and 

billing regulations, which have often led to disputes between providers and customers. 

Meanwhile, local branches of insurance funds have been too slow in processing claims, 

thus delaying payments to providers. Local governments have not always been able to 

offer effective intervention, resolve disputes, or provide necessary support to insurance 

and/or healthcare institutions.

Fourth, health insurance and transfers from the central budget—and, in some 

countries, significant out-of-pocket payments (OPP)—meet the bulk of the operating 

costs associated with healthcare (Lewis 2000). Local governments have the responsibil-

ity of maintaining and developing healthcare infrastructure, the ownership of which 

they have assumed. However, intergovernmental financial relations make inadequate 

allowance for these obligations, and municipal hospital owners are often responsible 

for providing services to surrounding areas from which they derive no revenue. Many 

countries have been facing the deterioration of their healthcare facilities and equipment, 

especially in rural areas.

Additionally, the decentralization of service provision and financing has contributed 

to the dismantling of the integrated healthcare provision system (McKee 2002). Refer-

ring patients between levels of care has become more difficult, and the overall system 

has grown less user-friendly. Various types of ownership and provider legal status (e.g. 

private primary care, locally owned secondary care, centrally owned tertiary care) as 

well as multiple funding sources (e.g. municipal funds, central and local social insur-

ance funds, central budget, private insurance, OPP) have rendered the system extremely 

complex. The system is confusing not only for consumers, but also for providers. In some 

cases, financial incentives encourage providers to refer patients unnecessarily to special-

ists’ facilities; in other instances, providers are tempted to provide excessive treatment 
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themselves. Systems of payment have undergone evolution and frequent change, shifting 

in emphasis from measuring the input costs of a historical network of institutions and 

staffing levels to measuring output. The search continues for a fairer and more efficient 

relationship between output and need.

Insurance agencies’ introduction of a system of selective provider contracting has 

helped to make spending more efficient by reducing the fixed cost of care. At the same 

time, it has improved the quality of care by funneling patients to a limited number of 

facilities that offer higher quality services. However, the switch from universal contracting 

to selective contracting has produced some drawbacks. The implementation of a com-

petitive structure for providers has created tension between providers and governments. 

Only those facilities that have won contracts have been satisfied by this system; others 

have protested the loss of stable revenue sources. Meanwhile, selective contracting has 

complicated the system for consumers. Contracts are time-limited; after the expiration 

of their contracts, facilities must compete for renewal without any guarantee that they 

will be awarded another contract. Thus, insured patients must determine which facility 

to go to each time they seek care.

Some success has been achieved in reducing the number of hospital beds and the 

average length of hospital visits. These figures have traditionally been high in relation 

to general European practice, and in most of the countries studied, they remain above 

international averages (McKee 2002). Methods used to promote rationalization differ 

from case to case and warrant more detailed analysis. Such methods are still very much 

in demand.

Finally, reforms have enhanced the role of professional organizations. Many coun-

tries have introduced professional associations (of doctors, dentists, nurses) to control 

matters such as licensing, medical audits, and guidelines for good practice (Witter 

2000). In some cases, professional associations’ activities are even broader, encompass-

ing the quality control of healthcare services and the negotiation of contracts between 

providers and insurance companies. In countries where the physicians’ association has 

been granted the right to conduct medical audits, improvements in service quality have 

been reported.

1.1 Outline of the Research Area and Statement of the Problem

The 1990s healthcare reforms in the CEE/CIS region can be generally located within 

the broader context of the general dismantling of the welfare state (Deacon 1997). 

The Soviet model of healthcare (known as the “Semashko system”) which was once 

dominant throughout the region, was based on principles of equity and solidarity. 

This centrally planned and managed system was relatively successful in providing near 

universal coverage to the population (although preferential treatment was often given 
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to certain groups, such as Communist Party elite [Bobak 1992]), and it offered free 

service to patients at the point of use. However, the system was also criticized for be-

ing extremely inefficient, as it placed great emphasis on input indicators such as the 

numbers of doctors and hospital beds, and offered a lower quality of care than systems 

in western countries (Preker 1993). 

Post-soviet health reforms should be located within the context of fundamental re-

orientation towards a market-based economy. Due to resource deterioration at the early 

stages of the post-Soviet transition, healthcare reforms were primarily aimed towards 

increasing the efficiency of the sector by introducing market elements to healthcare (De 

la Porte and Deacon 2002). However, evidence accumulated for over a decade on the 

regional health reform experience reveals that the healthcare policies of the 1990s have 

been successful mainly in those countries that managed quick reversals of the economic 

collapse that occurred in the early years of the post-soviet transition and were able to 

maintain stable economic growth throughout the 1990s and early 2000s (Belli 2001, 

McKee 2002). 

Some commentators have argued that successful operation of a newly designed 

healthcare system is possible only when the health sector is supported by a relatively 

strong economy (Preker 1993, Witter 2000). In other words, the reformed healthcare 

systems have required at least the level of economic development that their countries 

experienced prior to reform. In the years immediately following the economic col-

lapse of the early 1990s, many countries in the region were not able to achieve their 

pre-reform economic levels of output. Some even failed to attain these levels by the 

early 2000s. Thus, while the healthcare sectors of these countries have achieved higher 

levels of efficiency, the new structural, institutional, and functional arrangements have 

proven incompatible with the new macro-economic environments in which they were 

located. Empirical evidence reveals that the lack of pre-paid public resources available 

for healthcare has been balanced by direct out of pocket payments (OPP) made at the 

point of service. By the mid 1990s, in some countries such as Georgia, Armenia, and 

Moldova OPP reached as much as 70–80 percent of the total health expenditure (Lewis 

2000). High levels of direct payments for health services result in a problem that was 

not previously identified as significant in the Soviet healthcare system: lack of equity 

in healthcare financing and in accessing health services based on socioeconomic status 

of the population, which in turn lead to substantial inequities in health status across 

socioeconomic groups (Bobak 1992, Dixon 2002). 

Equity is a nebulous concept that is difficult to measure. Technical literature 

differentiates between equity in health and equity in healthcare. The former relates to health 

outcomes or health status indicators. Equity in health is achieved when major health 

status indicators and morbidity and mortality trends are comparable across groups that 

differ in terms of socioeconomic, ethnic, racial, gender, geographic, or other variables. 

Equity in healthcare primarily concerns the provision (including access), financing, and 
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quality of health services. In terms of service delivery, equity describes a situation in 

which individuals with equal needs receive equal treatment. When equity is present, 

the amount and type of treatment that patients receive are determined only by their 

health needs and not by other factors such as income, ethnicity, or class (Evans 2001). 

In terms of healthcare financing, equity exists when the healthcare system receives 

income-proportionate or equal financial contributions from everyone. In other words, 

equity demands that those with higher income make higher contributions while those 

with lower income make lower contributions (Van Doorslaer 1993). Equity in quality 

of care is achieved when all patients are assured the same quality of care, regardless of 

ability to pay or to any other independent variable (Evans, 2001).

The amount of comparative research on equity in health and healthcare has increased 

in many regions of the world since the late 1970s and early 1980s. Researchers have 

developed a wide variety of methods for measuring and analyzing equity. Throughout 

the 1990s and early 2000s, a great deal of scholarship was devoted to describing various 

aspects of healthcare reform in CEE/CIS countries.2 In recent years, an increasing number 

of research projects have targeted poverty and equity issues in health and healthcare in 

this region.3 However, most of this research treats individual countries; there has been 

a lack of comparative regional research on this topic. Most studies addressing equity 

in health and healthcare from a European perspective have been focused on Western 

Europe (e.g., Wagstaff 1993; Wlodarczyk 1998; Hutton 2002). 

1.2 Research Objectives

The present research is intended to increase awareness of equity in healthcare in the 

CEE/CIS region. Specifically, the study seeks to generate evidence on comparative per-

formance in terms of equity in three CEE/CIS countries that operate different modes 

of healthcare financing systems—Armenia, Georgia, and Lithuania—in order to assess 

whether health reforms implemented in these countries, and different paths of economic 

developments during the first decade of the post-soviet transition have affected equity 

of their healthcare systems. Before analyzing the country case-studies, the report first 

provides a general overview of CEE/CIS regional trends related to equity in healthcare 

financing and health service provision. This discussion entails the analysis of data col-

lected region-wide in the year 2000 or later; thus, it reflects the outcomes of the regional 

healthcare reforms of the 1990s. This broad overview of equity in healthcare throughout 

CEE/CIS region builds a foundation for the case-study analyses. Specifically, the research 

identified the three countries studied, with the following objectives: 

 (i) to perform detailed, comparative measurements of equity in healthcare financ-

ing systems, with a particular focus on out-of-pocket payments (OPP)
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 (ii) to analyze the healthcare reforms of the 1990s and the present the current state 

of the healthcare financing systems in these countries order to explore underly-

ing causes of inequity in different types of the post-soviet healthcare financing 

systems and to explore policy option for enhancing equity.

Armenia, Georgia, and Lithuania were chosen as countries studied for several 

reasons: 

 (i) The primary objective of the research is the comparative analysis of equity in 

healthcare financing in those post-soviet countries where the healthcare reforms 

of the 1990s have resulted in different modes of healthcare system financing. 

Generally, CEE/CIS countries, in terms of their 1990s health financing reform 

experience, can be grouped into three categories: a) countries that have switched 

from a centrally financed healthcare model to a social health insurance model 

and also implemented reforms to reduce inefficiency within the healthcare sector; 

b) countries where social health insurance reforms were attempted, but have 

been unsuccessful, however where some increases in efficiency were achieved; 

c) countries that have implemented health financing reforms primarily aimed 

at increasing the efficiency of the system, including decentralization in health 

financing and changes in provider reimbursement mechanisms, but have retained 

their previous financing system based on general taxation without attempting 

to switch to insurance principles. The three selected case-studies for this report 

represent the full spectrum of the 1990s healthcare financing reform experience. 

Lithuania belongs to the group of countries that have switched to social 

health insurance. In Georgia, social health insurance reforms were unsuccess-

fully attempted and efforts were made to increase the health sector’s efficiency. 

Armenia has implemented an “incomplete reform package” primarily aimed 

at enhancing the system’s efficiency. Thus, the research comparatively 

measures and analyzes equity in three different types of post-soviet health-

care reform. In addition to these three groups, there is also a “health reform 

resilient” group of countries where healthcare reforms were not implemented 

during the 1990s. These countries still utilized a Soviet-style healthcare 

system into the early 2000s, with perhaps some insignificant cosmetic 

changes. This group includes Azerbaijan, Belarus, Moldova, and Ukraine. 

Unfortunately, due to the lack of available technical and statistical data for 

these countries it was not possible to include this group in the comparative 

analysis, and consequently it was not possible for this research to comparatively 

analyze equity between the reformed and non-reformed healthcare systems 

of the CEE/CIS region.

 (ii) Data availability in CEE/CIS countries was also a major factor in determining 

the selection of Armenia, Georgia, and Lithuania from the three reference groups. 
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In order to measure equity in healthcare financing, one requires specific data, 

which must be collected by reliable sources. This should include a set of specific 

variables, such as household income and expenditures, healthcare expenditure, 

utilization of different types of health services, composition, and so on. Access 

to such data was quite restricted in most CEE/CIS countries; Armenia, Georgia, 

and Lithuania were better suited in this regard. 

 (iii) The selected countries share many common features. All are newly independent 

nations that emerged after the dissolution of the Soviet Union in 1991. During 

the pre-reform period, all three nations operated a healthcare system under the 

Soviet model. Health services were funded through central budget allocations 

and provided exclusively by state-owned facilities. Medical personnel were 

salaried state employees. 

 (iv) Before achieving independence, these countries had comparable socioeconomic, 

political, and healthcare variables (including equity). All three countries are also 

comparable in geographic size and population. 

The equity in healthcare financing in each case-study country has been statistically 

measured twice, using data collected in the early/mid-1990s (before reform) and early 

2000s (after reform). Thus, the measurements provide information on the pre-reform 

and post-reform status of equity in healthcare financing in Armenia, Georgia, and 

Lithuania, and allow not only for comparison across the countries, but also cross-time 

comparison within each country.

The comparative health systems analysis that follows the statistical measurements 

aims to determine how health reform policies and regulations implemented throughout 

the 1990s, as well as different levels of economic development, have diversified health-

care financing systems that were identical before 1990, and how this diversification has 

affected equity. 

1.3 Methods and Data
 

Before detailed case-study analysis was undertaken, statistical analysis was used to identify 

general CEE/CIS regional trends in equity in healthcare financing and service delivery 

by using statistical datasets provided by the World Health Organization. Descriptive 

statistics, correlation, and regression analysis methods were used for identifying regional 

trends in the availability of healthcare resources, the availability of infrastructure, and 

the access to and utilization of health services. The major data source employed in this 

analysis was the Health Responsiveness Survey conducted by WHO in 2000. Fifteen 

CEE/CIS countries were included in this initial analysis. The WHO provided data on 

the understanding that the analysis would not identify individual countries. Therefore, 
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in statistical outputs where WHO Health Responsiveness Survey data were used, the 

country names are coded. 

More detailed and specific statistical analysis was pursued to measure equity in health-

care financing in the three countries studied. As mentioned previously, this analysis was 

performed twice for each country (based on data from the mid-1990s and early 2000s) 

to facilitate pre-reform and post-reform comparisons. It is generally accepted that equity 

in the financing of healthcare exists when the system of finance is progressive (Pereira 

2000). Thus, measuring equity in healthcare financing is equivalent to measuring the 

progressivity of a healthcare finance system (Wagstaff 1998). In an equitable system, 

healthcare payments as a proportion of income rise along with income; the reverse 

means a system is inequitable (Hsiao 2000). In a proportional system, healthcare pay-

ments account for the same proportion of income for everyone, irrespective of income 

(Wagstaff 1998).

 The research employed two alternative but complementary approaches to measuring 

equity in healthcare financing in the selected countries: it measured the progressivity 

of out-of-pocket payments for healthcare, as well as the impact of OPP on household 

poverty levels. Several specific methods of measurements were used for each of the above 

two approaches. Each method provides information on equity in healthcare financing 

from a particular perspective. When analyzing the data, a common equivalence scale 

was used for converting households’ real income into equivalized income. This method 

of equivalization was developed by Aronson (1994) and was used by Van Doorslaer 

et al. (2000). Table 1 provides a summary of the statistical methods used to analyze 

equity in healthcare finance.
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2. REGIONAL TRENDS IN HEALTHCARE EQUITY IN CEE/CIS

The purpose of the analysis presented in this chapter is to identify regional patterns and 

characteristics of equity in health and healthcare throughout the region. As mentioned 

earlier, the analysis is based on cumulative statistical data collected during the “post-

reform” period (i.e. in 2000 or later) in 15 CEE/CIS countries, findings of which are 

focused on the following areas: a) equity in healthcare resources and infrastructure, and b) 

equity in the access and utilization of healthcare services. Most of the following analysis 

was done in a comparative context at the country level; however, where appropriate, the 

analysis employed cumulative data to determine regional trends.

2.1 Healthcare Resources and Infrastructure

CEE/CIS countries differ significantly in terms of the amount they can afford to invest 

in healthcare, which resources they invest, and what they get back from their invest-

ments. These differences are explored by analyzing the regional data. It is expected that 

richer countries spend more on healthcare than poorer countries do, both in terms of 

total health expenditure as a percentage of GDP and actual per-capita spending. Thus, a 

cross-country inequity, in terms of availability of healthcare resources, can be observed. 

In order to further explore this observation, two regression analyses were performed. In 

both analyses GDP per capita was an independent variable. Total health expenditure as 

percent of GDP was a dependent variable in the first, and total health expenditure per 

capita per year in absolute numbers was a dependent variable in the second. The find-

ings in Figure 1 show that total health expenditure per capita per year (in USD) in the 

sample group of countries varies from 95 in Georgia to 1,031 in the Czech Republic. 

Total health expenditure as a percentage of GDP varies from 2.1 in Kyrgyz Republic 

to 7.1 in the Czech Republic.
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Figure 1

Total Health Expenditure and GDP in CEE/CIS

Source: WHO Health for All Database (2000 or closest available).
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ship between inequality and total health expenditure as a percent of GDP, and the other 
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the Gini coefficient, an indicator of income inequality that reflects the distribution of 
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is closer to 1. The analysis showed a negative association between health expenditure 

and the Gini coefficient (see Figure 2). This may suggest that more egalitarian societies 

tend to spend more of their resources on healthcare, both in terms of real numbers and 

as a percentage of GDP. It must be emphasized that while this correlation is observed in 

CEE/CIS region, it does not necessarily imply that there is a causal relationship between 

the two variables. Those economies with lower Gini coefficients may not necessarily 

make higher investments in health, and vice versa. This argument can be supported with 

examples from OECD countries. For instance, the United States spends significantly 

more resources on healthcare, both per capita and as a percentage of GDP, than the 

UK, which has a more equal distribution of income and consequently a much lower 

Gini coefficient than the US. 

Figure 2

Total Health Expenditure and Gini Coefficient in CEE/CIS

Source: WHO Health for All Database (2000 or closest available).
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An assumption can be made that higher expenditure on healthcare does not neces-

sarily imply that proportionate levels of investment are targeted towards the development 

of healthcare infrastructure and human resources. In order to test this assumption,  

health-related human resources and infrastructure were analyzed in the context of the 

amount of funding spent on healthcare per country. As the finding revealed—a country 

that spends less than 200 USD per capita per year on healthcare may have as many 

doctors and almost as many hospital beds per 100,000 people as a country spending 

over 1,000 USD per capita per year (Figure 3). 

Figure 3

Health Human Resources and Infrastructure and Total Health Expenditure 

in CEE/CIS [USD]

Source: WHO Health for All Database (2000 or closest available).
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The above finding indicates that different countries, regardless of their income 

levels and the amount spent on the healthcare sector, displayed different priorities in 

terms of resource allocation for the healthcare sector. Higher levels of human resources 

and infrastructure increase the fixed costs of care at the aggregate national level. This 

phenomenon, coupled with the low levels of resource availability in certain countries, 

can ultimately lead to a deficient budget that, in turn, can lead to a high degree of direct 

contributions to healthcare financing by patients. Such a situation may lead to inequity 

in healthcare financing due to higher levels of direct out-of-pocket payments for health 

services. The discussion below explores these causalities.

When one considers the nature of healthcare financing policies in CEE/CIS countries 

that operate their health systems based on either social insurance or general taxation (or 

a mixture of the two mechanisms), one may assume that a lower level of total healthcare 

spending may be explained by a lack of public funds for the healthcare budget. The 

research tested the relationship between public expenditure on health and total health 

expenditure region-wide, based on the data from the 15 countries and discovered a 

correlation between them (Pearson Correlation 0.808, P < 0.05). The analyses showed 

that over 65 percent of variation in total health expenditure is “explained” by the level 

of public expenditure on health (R square .653).

This finding may help to explain financial inequities in countries with lower public 

expenditure on health. Since the above analysis indicated a positive linear relationship 

between public expenditure on health and total health expenditure, it may be concluded 

that in countries with lower public expenditure on health, a higher proportion of total 

health expenditure is covered by private payments. There is empirical evidence to indicate 

that there is very little or no private insurance in most CEE/CIS countries, especially 

in those with lower public (and total) expenditure on health (Belli 2001). This means 

that most private expenditures take the form of direct out-of-pocket payments given 

by patients to service providers at the point of service. As patients then carry a financial 

burden, it is possible to argue that the lower the amount of resources the state allocates 

to healthcare, the higher patients’ out-of-pocket expenses will be. High OPP may limit 

access to health services for poorer patients who cannot afford such costs. This finding 

leads one to evaluate equity in the access and utilization of health services. This will be 

further explored in the following section.

2.2 Access to Healthcare and Utilization of Services

It is important to determine how the financial burden incurred by direct payments is 

distributed between the poor and better-off. Unfortunately, the country-based datasets 

used for this regional analysis did not include information on direct out-of-pocket 

expenditure for all countries. Thus, it was not possible to answer this question directly 
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by identifying regional OPP trends. However, by analyzing other information avail-

able in the datasets, we can conclude that direct payments have a greater impact on the 

poor than on the better-off. Figure 2 above indicated a negative correlation between 

the Gini coefficient and total health expenditure; in other words, countries with greater 

income inequality tend to spend less on healthcare. At the same time, as was argued 

above, countries with lower total expenditure on health have proportionally lower lev-

els of public spending on health and proportionally higher levels of private spending. 

Additionally, as Figure 4 below indicates, poverty increases the risk of illness in both 

low-income and high-income countries:

Figure 4

Poverty and Health Status in CEE/CIS

Source: WHO Health Responsiveness Survey Data (2000).4
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As the above graphs indicate, lower income brackets see their health status as 

poorer than higher income brackets. Therefore, by summarizing the above-listed find-

ings it may be concluded that the higher the proportion of poor people in a society, 

the higher the need for healthcare services will be. If direct payments must be made in 

order to access care, the bulk of the direct financial burden is incurred by those with 

lower incomes. This analysis suggests that lower income people—as long as they access 

care when they need it—contribute a higher proportion of direct payments than the 

higher income people do. Alternatively, if the lower income groups cannot afford to 

pay out of pocket, one may assume that their inability to make direct payments limits 

their access to health services. 

The latter argument has been validated by statistical analysis of the regional data, 

which show disparities in health-seeking behavior by income quintile. Figure 5 shows 

the percentage of people in the CEE/CIS region who were ill but did not seek care 

because they could not afford it. 

Figure 5

Care-seeking Habits by Income in CEE/CIS

Source: WHO Health Responsiveness Survey Data (2000).
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basis that they cannot afford to pay, despite the fact that often they are entitled to free 

healthcare services, and the payments requested are often informal payments. Figure 6 

represents only two countries from the sample, both of which have GDP per capita and 

total expenditure on health far above the mean and median values of the sample and 

region. The graph indicates that even in these relatively richer countries, which are also 

able to allocate relatively large public resources to healthcare, between 4 percent and 

13 percent of people in the lowest income quintile and up to 8 percent in the highest 

income quintile are refused care because they cannot afford to pay informal (or formal) 

OPP (Figure 6). 

Figure 6

Percent Refused Care by Income in CEE/CIS

Source: WHO Health Responsiveness Survey Data (2000).
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Figure 7

Percentage of Patients Refused Care by Gini Coefficient in CEE/CIS

 

 

                                                  

Source: WHO Health Responsiveness Survey Data (2000).
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However, as Figure 8 indicates, a relatively high proportion of the region’s population 

reports being uninsured. This finding is attributable to the fact that in those countries 

where social health insurance has been introduced, and the majority of the population 
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is thus insured, survey subjects provided negative responses when asked whether they 

had insurance. This might have been due to an error in data collection, or it might have 

been due to the fact that in certain countries, citizens are not adequately informed about 

their entitlements. In any case, this finding does not affect the conclusion that there is 

equity in insurance provision between various income groups of the population.

Figure 8

Health Insurance by Income in CEE/CIS

Source: WHO Health Responsiveness Survey Data (2000).

 

However, income is relevant to the manner in which people from various socio-

economic groups are able to use their insurance entitlements. Here, the analysis reveals 
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low-income and high-income groups by insurance status.
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ing health services.
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Figure 9

Access to Care by Income and Insurance in CEE/CIS

Source: WHO Health Responsiveness Survey Data (2000).

It should be mentioned that there is no difference between the low-income and 

high-income population in terms of their utilization of different types of care (see 

Figure 10). 
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Figure 10

Utilization of Different Types of Care by Income in CEE/CIS

 

Source: WHO Health Responsiveness Survey Data (2000).

The analysis also reveals that there is a difference (although not large) among income 

quintiles in terms of accessing health services as soon as care is needed. In the highest 

income quintile, 85 percent and 86 percent of those who make it to a care provider can 

access inpatient and outpatient care, respectively, as soon as they need it. These figures 

are 81 percent and 80 percent in the lowest quintile and 84 percent and 82 percent in 

the rest of the population (Figure 11).

Figure 11

Access to Care as Soon as Needed by Income in CEE/CIS

Source: WHO Health Responsiveness Survey Data (2000).
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The findings revealed by the above graph are important, because they further 

emphasize the greater difficulty in accessing healthcare services experienced by lower 

income groups, which ultimately contributes to inequity in healthcare based on the 

socioeconomic conditions of the population.

2.3 Summary 

The above analyses suggest that inequities in healthcare resources and infrastructure, 

as well as in accessing and utilizing health services exist across the CEE/CIS region. 

Inequities are apparent at national and individual levels. At the national level, inequities 

can be found in terms of available resources for healthcare. Countries with higher GDP 

generally allocate more resources for healthcare, as do countries enjoying more equal 

distribution of resources throughout their population (as represented by the Gini coef-

ficient). At the individual level, inequities are determined by distributional factors of 

available resources, limited financial and human resources, limited infrastructure, as well 

as specific policies and regulations. One common characteristic of less equitable health 

financing systems in CEE/CIS is the high prevalence of direct out-of-pocket payments 

for health services. OPP can be considered one of the major causes leading to inequity 

not only in healthcare but also health outcomes, as they significantly impact individuals’ 

ability to afford and access health services and impact the quality of provided care. 
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3. MEASURING DIFFERENCES IN EQUITY IN 
 OUT-OF-POCKET HEALTHCARE FINANCING IN 
 ARMENIA, GEORGIA, AND LITHUANIA

3.1 Introduction

After reviewing the general trends of inequity in health and healthcare throughout the 

region, this chapter provides comparative measurements of out-of-pocket payments 

(OPP) for health services in Armenia, Georgia, and Lithuania and examines how OPP 

affect equity in healthcare. The primary reason for focusing on OPP was the fact that, 

as it is a sudden expenditure and therefore is not budgeted for, OPP has a direct impact 

on poverty. This is not the case with other types of healthcare financing such as general 

taxation, social insurance, and private insurance. OPP was also selected because the 

inclusion of taxation and social insurance might render the analysis and findings arbi-

trary. As most taxes and even social insurance contributions (unless they are specifically 

earmarked as social health insurance payments) are not allocated specifically to healthcare, 

it is difficult to determine the proportion of non-earmarked tax payments—if general 

tax payments and social insurance contributions are included—that actually go towards 

the financing of healthcare when calculating the index of progressivity. Additionally, 

some parts of social insurance contributions—even if they are earmarked for health—are 

used to finance not healthcare services but other costs associated with the healthcare 

system. As for private health insurance, it represents such a negligible fraction of total 

healthcare spending in the countries studied that including or excluding it from the 

analysis would not have a significant impact on the findings. 

 

3.2 Measuring Equity of Out-of-Pocket Payments

In calculating the proportion of total income spent on healthcare, households were 

grouped into income deciles. Then, the average total income for each decile was computed 

and the average total out-of-pocket healthcare spending by each decile was calculated. 

Finally, the percentage of the total income spent on healthcare by each decile was de-

termined. The results are shown in Figure 12 (by country and by year).
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Figure 12.a

Percent of Income Spent on Health by Income Decile in Armenia

(1990s and 2000s)
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Percent of Income Spent on Health by Income Decile in Georgia 

(1990s and 2000s)
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Figure 12.c

Percent of Income Spent on Health by Income Decile in Lithuania

(1990s and 2000s)

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).
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in the 2000s. Thus, if in the 1990s the lowest three income deciles in this country spent 

5.5 times more of their income on healthcare than the highest three income deciles, in 

2001 this ratio increased to 9.65, indicating that the OPP financing system became even 

more inequitable. It must be pointed out, however, that in Armenia, OPP payments as 

a percentage of income dropped between the 1990s and 2000s by a greater margin for 

the poorest group than for the richest group (from 31.3 percent to 19.3 percent vs. from 

5.6 percent to 2 percent). Nevertheless the equity of OPP financing was not improved. 

A summary of findings for all countries for both years is provided in Table 2.

Table 2

Proportion of Income Spent on Healthcare 

in Armenia, Georgia, and Lithuania (1990s and 2000s)

Country and Year Average % of Total Household 
Income Spent on Health (OPP) 

by the Lowest 3 Income Deciles

Average % of Total Household 
Income Spent on Health (OPP) 

by the Highest 3 Income Deciles

Ratio

Armenia 1990s 31.3 5.6 5.58

2000s 19.3 2.0 9.65

Georgia 1990s 22.3 6.0 3.71

2000s 19.3 5.6 3.40

Lithuania 1990s 16.0 14.4 1.10

2000s 11.3 16.6 (1.46)

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).

Table 2 confirms the previous findings: equity of OPP financing between the pre-

reform and post-reform periods has worsened in Armenia, has insignificantly improved 

in Georgia (however remaining regressive), and has changed from less regressive to 

mixed in Lithuania. As mentioned above, the regressivity of a financing system is a 

direct indication of financial inequity. As these measurements concern out-of-pocket 

payments—with sometimes large sums paid directly at point of service, this type of 

regressivity may have a direct impact on household poverty levels.

Another method for measuring progressivity involves taking each decile’s total 

income as a percentage of the entire population’s total income and comparing it with 

each decile’s total OPP as a percentage of the entire population’s OPP. To perform this 

analysis, the total income of the entire population was calculated, followed by the total 

income for each decile. Then, total out-of-pocket healthcare spending was calculated for 

the entire population and for each income decile. The results are shown in Figure 13.
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Figure 13.a

Share of Total Income and Share of Total OPP per Decile in Armenia

(1990s and 2000s)
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Share of Total Income and Share of Total OPP per Decile in Georgia

(1990s and 2000s)
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Figure 13.c

Share of Total Income and Share of Total OPP per Decile in Lithuania

(1990s and 2000s)

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).
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OPP system was unequal. However it must be emphasized that this finding regarding 

Lithuania can be attributed to the fact that lower income households sought healthcare 

less frequently than higher income households, therefore their OPP expenditure was 

lower. However, this was the case not only in Lithuania, but in other countries as well. 

What makes Lithuania different is that high-income groups could afford to pay ad-

ditional OPP in order to receive better quality care in a private setting, or for services 

not covered by public funding (private rooms, better food, etc.). This increases the 

high-income group’s out-of-pocket expenditure and thus contributes to shaping the 

overall OPP profile as mixed.

Another finding of this analysis is unequal distribution of income in the countries 

studied. For example, in Georgia in the 2000s, the lowest 50 percent of the population 

received only 23 percent of the total income of the entire population, while the top 10 

percent received 26 percent of this amount. At the same time, for the households in 

the lowest income decile (Georgia 2000s) the ratio of OPP vs. income was 7 to 1 (these 

households contributed 7 percent to the entire population’s total OPP payments, while 

received only 1 percent of the entire population’s total income), while for the highest 

income deciles the share of their income exceeded 1.3 times the share of their OPP 

contributions (the ratio was 26 to 20). In Armenia in the 2000s, the lowest 30 percent 

of households received almost 8 times less income than the highest 30 percent did, 

but contributed 1.4 times more to total out-of-pocket payments. A summary of these 

findings is also provided in Table 3.

Table 3

Share of Total Income vs. the Share of total OPP (top and bottom 3 deciles)

Country and Year Total Income of 
the Lowest Three 
Deciles as % of 

the Population’s 
Total Income

Total OPP of the 
Lowest Three 

Deciles as % of 
the Population’s 

Total OPP

Total Income 
of the Highest 
Three Deciles 
as % of the 
Population’s 
Total Income

Total OPP of the 
Highest Three 
Deciles as % of 

the Population’s 
Total OPP

Armenia 1990s 5 16 81 62

2000s  8  37  63 26

Georgia 1990s  11 23 55 36

2000s  11  22 55 45

Lithuania 1990s 16 17  51 49

2000s  17 13  45 55

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).
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Both above measurements clearly indicate that OPP financing system in all countries 

and during both periods were inequitable, perhaps with the exception of Lithuania in 

the 2000s, where the system had changed from regressive in the 1990s to mixed in the 

2000s. 

This section measured equity of out-of-pocket payments in the three countries 

studied and compared how inequity has changed cross-time in the pre-reform and post-

reform contexts within each country. Based on the findings of these analyses it can be 

concluded that countries with higher public expenditure on health, including both total 

expenditure as well as public expenditure, have more progressive OPP financing systems 

and thus enjoy a higher degree of equity in healthcare financing. Since both Lithuania 

and Georgia have introduced social health insurance as an additional public funding 

source for the healthcare system, while Armenia has not implemented this reform, it 

can be concluded that social health insurance may serve as a contributing factor for 

enhancing equity in healthcare financing. This conclusion could be further validated 

by the fact that in Lithuania, where social health insurance reform was more successful 

and sustainable than in Georgia, equity in healthcare financing improved between the 

pre-reform and post-reform periods. However, as it is explained in the discussion later 

in this report, social health insurance is just one of several other factors that may affect 

equity in healthcare financing.

3.3 Measuring the Progressivity Index

By consulting the above analysis, it is possible to compare how the progressivity (i.e. 

equity) of a healthcare finance system changes within a country over a certain period of 

time. However it is impossible to determine whether a country has a more regressive or 

more progressive out-of-pocket payment system relative to other countries. In order to 

perform a cross-country comparison of the financing system’s progressivity, our research 

used the Kakwani Index of Progressivity, which assigns a numeric value to progressivity 

and thus permits comparative analysis between the countries. The Kakwani Index is 

positive (with a maximum value of 1) when a financing system is equitable and negative 

(with a maximum value of –2) when a financing system is inequitable. Proportionality 

is reflected in a Kakwani Index of 0.

 The Index can also be illustrated graphically by two curves. One of the curves is the 

Lorenz curve (showing the degree of income inequality in a society) and the second is the 

payment concentration curve (indicating the cumulative proportion of the population, 

ranked from the lowest to the highest income, in relation to the cumulative proportion of 

healthcare payments). On the Kakwani graphs the vertical axis measures the cumulative 

proportion of income and payments, while the horizontal axis measures the cumulative 

proportion of the population. Thus, if the payment concentration curve lies above the 
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Lorenz curve, one can conclude that the lower income brackets contribute a greater 

proportion of total healthcare financing than the proportion of income they receive, and 

that the system is therefore inequitable. If the concentration curve lies below the Lorenz 

curve, it indicates an equitable system. If the concentration curve lies on the Lorenz 

curve, it indicates direct proportionality. It is also possible for the financing curve to 

cross the Lorenz curve. This suggests that the financing system is mixed—i.e. is regressive 

for some income groups and progressive for others. If the financing curve crosses the 

Lorenz curve, negative and positive values cancel each other out, and the overall index 

is ambiguous. This means that the when presenting the results of the analyses, both 

graphical representation, as well as the numeric index, should be reported in order to 

highlight any differences in financing impact at low and high incomes. The Kakwani 

Index findings for the three countries studied are summarized in Table 4, followed by 

corresponding graphical representations in Figure 14.

Table 4

OPP Kakwani Indices in Armenia, Georgia, and Lithuania

Country and Year Gini Coefficient Concentration Index Kakwani

Armenia 1990s 0.6338 0.35 –0.28

2000s 0.4831 –0.1 –0.58

Georgia 1990s 0.3998 0.08 –0.32

2000s 0.4066 0.17 –0.23

Lithuania 1990s 0.2976 0.23 –0.07

2000s 0.2936 0.32 0.02

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).

As was expected, for all countries except Lithuania in the 2000s, the Kakwani Index 

has a negative value, demonstrating the regressivity of the OPP system and consequent 

inequity of the OPP financing systems. In Lithuania 2000s, although the index is posi-

tive, its value is too low to conclude that the financing system is progressive and thus 

is equitable. As the graphic representation of Kawani Index of Lithuania in the 2000s 

reveals (in Figure 14 below), this system is mixed, as the Lorenz Curve and the Concen-

tration Curve cross each other. The same finding is confirmed by the analysis provided 

earlier in the report (Figures 12 and 13), which showed that the system was progressive 

for some income deciles and regressive for others. The Kakwani Index measurements 

in the countries also reveal that all countries except Armenia, the OPP system was less 
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equitable in the 1990s than in the 2000s, meaning Lithuania and Georgia achieved 

improvements in reducing the OPP financing system’s regressivity. In terms of numeric 

value of such improvement, the two countries achieved similar results between the 1990s 

and 2000s (+0.9 points each).

Figure 14.a

Graphic Illustration of the Kakwani Indices 

(Lorenz and Concentration Curves) for Armenia
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Figure 14.b

Graphic Illustration of the Kakwani Indices 

(Lorenz and Concentration Curves) for Georgia
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Figure 14.c

Graphic Illustration of the Kakwani Indices 

(Lorenz and Concentration Curves) for Lithuania

Source: Produced by the author based on household income-expenditure survey data collected by the 

national departments of statistics in Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania 

(1996, 2002).
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Overall, as was expected, the findings measuring the Kakwani Index reveal the 

same findings as measuring the share and proportion of-out-of pocket payments and 

confirm that despite implemented reforms inequity remains an important concern for 

all types of post-soviet healthcare finance systems. Even though Lithuania was the only 

country that was able to change the regressive financing system to a progressive one, 

the positive value of this country’s system in the 2000s was so low that the system can 

hardly be considered equitable.

3.4 Measuring Impoverishing Medical Expenditure

In addition to measuring the progressivity of healthcare financing in the selected 

countries, our research also focused on assessing the impact of out-of-pocket pay-

ments on household poverty levels. This was done by measuring the “Impoverishing 

Medical Expenditure” (IME) in each country, which indicates the extent to which the 

population is impoverished after making healthcare payments. This method requires 

the setting of an income threshold. For the measurement of IME, a threshold is set in 

terms of post-healthcare payment income. In other words, the threshold indicates the 

level below which a household’s income should not go after healthcare payments are 

made. The threshold for calculating IME was set at 90 percent of the total population’s 

mean income for each country in each year.

The IME method identifies a) the proportion of those households out of the total 

population for which income after paying for healthcare dropped below the threshold 

(incidence), as well as b) by how much households fell below the threshold due to im-

poverishing medical expenditures (depth). The findings are summarized below.

As the analyses revealed, overall, between 60 percent and 77 percent of all households 

(in all countries during both years) fell into poverty (ended up below the pre-determined 

poverty threshold) after making direct healthcare payments (see Table 5). From the 

1990s to the 2000s, the proportion of such households increased in Armenia, remained 

unchanged in Lithuania, and decreased slightly in Georgia.

Table 5 indicates that different findings can be revealed when measuring inequity 

in healthcare financing by using various methods of measurement. For example, if the 

measurements of progressivity described above showed that Lithuania in the 2000s 

had the most equitable system among all countries in the cross-time context, the IME 

calculations show that Georgia had more favorable conditions in both years than both 

Lithuania and Armenia.
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Table 5

Incidence of Impoverishing Medical Expenditure 

in Armenia, Georgia, and Lithuania (1990s and 2000s)

Country and Year % of Households below IME Threshold

Armenia 1990s 66.173

2000s 77.699

Total 72.283

Georgia 1990s 61.475

2000s 60.457

Total 60.971

Lithuania 1990s 62.673

2000s 62.550

Total 62.612

Average 1990s 63.440

2000s 66.902

Both years 65.171

Source: household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).

Not unexpectedly, lower income households have a greater chance of having im-

poverishing medical expenditures than better-off households. Figure 15 shows that 

almost as many as 100 percent of households from the lower 60th percentile in Armenia 

in the 1990s experienced IME, as opposed to only about 10 percent from the highest 

income decile. In all countries, however, IME incidence increased among higher income 

households between the 1990s and 2000s.
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Figure 15

IME Incidence in Armenia, Georgia, and Lithuania 

(1990s and 2000s)

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).
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The highest proportion of households with IME are those whose income was reduced 

by 30 percent or more below the threshold after making out-of-pocket payments for 

health (see Table 6). This finding can be explained by two factors: the starting position 

of the household on the income distribution scale and the amount of payment made 

for healthcare.

Table 6

Depth of Impoverishing Medical Expenditure 

in Armenia, Georgia, and Lithuania (1990s and 2000s)

Country and Year % of 
Households 
with Income 

1–10% 
below IME 
Threshold

% of 
Households 
with Income 

10–20% 
below IME 
Threshold

% of 
Households 
with Income 

20–30% 
below IME 
Threshold

% of 
Households 
with Income

 > 30% 
below IME 
Threshold

Total % of 
Households 
with Income 
below IME 
Threshold

Armenia 1990s 4.5 4.9 5.6 51.2 66.2

2000s 2.7 3.7 3.1 68.2 77.7

Georgia 1990s 4.4 4.6 6.0 46.5 61.5

2000s 4.8 5.2 5.7 44.8 60.5

Lithuania 1990s 5.8 6.6 7.1 43.2 62.7

2000s 6.2 7.3 7.7 41.4 62.6

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).

The deepest IME was observed in Armenia in the 1990s, when the lowest income 

households dropped as far as 93 percent below the IME threshold (see Figure 16). The 

shallowest IME was seen among the highest income households in Armenia in the 2000s; 

this group dropped only 5 percent (as opposed to the 83 percent drop among the lowest 

income households). The smallest difference in IME depth between the highest and 

lowest income households (34 percent) was observed in Lithuania in the 2000s. 
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Figure 16

IME by Income Quintile by Country (1990s and 2000s)

 

 

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).

The above analysis indicates that poorer households are at greater risk of going into 

deeper poverty, even when the amount they pay is similar to what is paid by better-off 

households. On the other hand, better-off households’ IME depth may be as much as 

that of poorer households, if the former remit disproportionately high payments. This 

phenomenon will be explored in the following section.
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3.5 Measuring Catastrophic Medical Expenditure.

Another indicator of equity in healthcare financing that assesses the impact of OPP on 

poverty is the Catastrophic Medical Expenditure (CME). In this method, when the 

percentage of a household’s total income that is paid out of pocket for health services goes 

above a pre-determined threshold, it is labeled catastrophic. This threshold is established 

in terms of OPP healthcare expenditure. In the present case, the threshold was set at 10 

percent of total household income. Measurements were made to assess the following: 

a) catastrophic payment headcount, which counts the percentage of those households 

that have had catastrophic medical expenditure; and b) a catastrophic payment gap, 

identifying by how much health expenditures exceeded the catastrophic threshold of 10 

percent. The results of the CME measurements are summarized in Table 7 below:

Table 7

Incidence of Catastrophic Medical Expenditure 

in Armenia, Georgia, and Lithuania, (1990s and 2000s)

Country and Year Percentage of Households with CME

Armenia 1990s 6.804

2000s 16.172

Total 11.770

Georgia 1990s 23.005

2000s 19.112

Total 21.079

Lithuania 1990s 33.254

2000s 33.177

Total 33.215

Average 1990s 18.728

2000s 23.487

Both decades 21.107

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).
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As shown in Table 7, Lithuania had the highest percentage of households with CME 

in both decades. The possible reasons for such findings are additional OPP expenses 

paid by higher income groups in Lithuania for additional services that are usually not 

covered by the public funds. The above table also indicates that the largest increase in 

CME incidence between the 1990s and 2000s was in Armenia, while CME incidence 

was reduced in Georgia. In most cases, health expenditures exceeding the CME threshold 

were either in the range of 1–10 percent above the threshold, or 30 percent or more 

above the threshold (see Table 8). While noting this, our analysis is unable to explain 

the reasons for this phenomenon. 

Table 8

Gap of Catastrophic Medical Expenditure 

in Armenia, Georgia, and Lithuania (1990s and 2000s) 

Country and Year % of 
Households 
with Health 
Expenditure 

1–10% 
above CME 
Threshold

% of 
Households 
with Health 
expenditure 

10–20% 
above CME 
Threshold

% of 
Households 
with Health 
expenditure 

20–30% 
above CME 
Threshold

% of 
Households 
with Health 
expenditure  

> 30% 
above CME 
Threshold  

Total % of 
Households 
with CME 

Armenia 1990s 2.1  0.7  0.9 3.1 6.8

2000s 5.8 3.0 1.5 5.9 16.2

Georgia 1990s 9.7 3.9 2.3 7.1 23.0

2000s 7.7 3.9 1.8 5.7 19.2

Lithuania 1990s 11.9 6.1 3.7 11.5 33.3

2000s 13.4 6.6 4.1 11.0 35.2

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).

Patterns of CME incidence by income category reveal certain patterns. Figure 17 

shows that in Armenia and Georgia, lower income households experienced higher CME 

incidence, while in Lithuania in the 1990s, the distribution was almost horizontal across 

all income deciles. In the 2000s, higher income households were more vulnerable to 

CME in Lithuania. This finding may be indicative of the fact that high income house-

holds chose to pay for additional services entailing higher private expenses.
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Figure 17

CME Incidence by Income Category in Armenia, Georgia, and Lithuania 

(1990s and 2000s)

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).

In terms of the CME gap by income category, no common pattern can be observed; 

neither between countries nor income categories (see Figure 18). 
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Figure 18

CME Gap by Income Quintile 

in Armenia, Georgia, and Lithuania (1990s and 2000s)

Source: Household income-expenditure surveys performed by the national departments of statistics in 

Armenia (1996, 2001), Georgia (1996, 2002), and Lithuania (1996, 2002).

As Figure 18 indicates, in some cases (e.g. Armenia in the 1990s and 2000s and 

Georgia in the 1990s and 2000s) lower income households experienced a much greater 

CME gap than higher income households. In Lithuania in the 2000s this situation was 

reversed, although the difference in the CME gap was not great.
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3.6 Summary 

The analyses in this chapter clearly indicate that inequities exist in OPP healthcare 

finance systems in all three countries. However their prevalence and magnitude vary 

from country to country and also across time within the countries. The progressivity 

measurements revealed that lower income households spend a higher proportion of their 

income on (OPP) healthcare than higher income households. They also contribute a 

higher proportion of their total earnings to the entire population’s total out-of-pocket 

healthcare expenditure. The Kakwani Index, which allows for inter-country compari-

sons, revealed that while in the 1990s Georgia had the least equal (most regressive) OPP 

financing system, followed by Armenia; in the 2000s Armenia and Georgia switched 

places, while the Lithuanian health financing system remained the most equitable 

among the three. 

Out-of-pocket payments significantly affect the economic well-being of many 

households. Those with lower income are particularly vulnerable. It is also noticeable 

that no correlation was found between the progressivity of the healthcare finance system 

and OPP impact on poverty. So for example, although the financing system was the 

most equitable in Lithuania, a higher percentage of households experienced impoverish-

ing medical expenditures than in Georgia (62.6 percent vs. 60.9 percent). In terms of 

catastrophic medical expenditures, the correlation between equity represented by pro-

gressivity and OPP impact on poverty was even more negligible—the country with the 

least equitable financing system (Armenia) had the least percentage of households with 

CME (11 percent), while the country with the most equitable OPP financing system 

(Lithuania) had the highest percentage of households with CME (34 percent). 

By considering these findings, it can be concluded that since out-of-pocket pay-

ments (both formal or informal) are quite prevalent in the countries studied, those 

households that cannot afford to pay such charges often have limited access to health 

services, which ultimately may contribute to disparity in health status between the poor 

and better-off. Although disparity in health status between the various socioeconomic 

groups in the three countries studied was not explored by this research, such disparity, 

prevalent at the aggregate region-wide level, was one of the findings of this research as 

described in Chapter 2. 

After identifying and measuring inequities in the healthcare finance systems of 

Armenia, Georgia, and Lithuania, it is important to explore their causes. Such discus-

sion based on health systems analysis in these countries is provided in the following 

chapter.
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4. EXPLORING CAUSES OF INEQUITY IN HEALTHCARE 
 IN ARMENIA, GEORGIA, AND LITHUANIA

The present chapter examines the findings of empirical health systems analysis carried 

out in Armenia, Georgia, and Lithuania in comparative context. This analysis is aimed 

at diagnosing the underlying causes of inequity in healthcare in these three countries. 

This diagnostic exercise revealed several “symptoms” that can be considered contrib-

uting factors to inequity in the healthcare systems. These symptoms can be thematically 

grouped into three broad categories:

 • planning for healthcare resources

 • purchasing health services

 • administrative and infrastructure costs of operating the healthcare systems.

Each of the above categories is complex. The discussion below provides detailed 

analyses aimed at exploring to what extent these problems contribute to healthcare 

inequity in each country. 

4.1 Planning Healthcare Resources

Although healthcare systems suffer from deficient public funding, the excessive sup-

ply of healthcare facilities and medical staff are major problems in all three countries 

studied. As the analysis shows, “rightsizing” (downsizing) these resources could be 

considered an effective means to achieve better efficiency, and consequently equity, in 

these healthcare systems. This section compares the provision of healthcare resources 

in the three countries.

Based on the 2003 data obtained from the official sources in each country (MoH 

and the State Statistical Service), it can be estimated that Georgia has the highest supply 

of clinical facilities per population, both for inpatient and outpatient care. With 17.7 

outpatient facilities and 6 inpatient facilities per 100,000 individuals, it far exceeds 

Lithuania (12.9 inpatient, 5.7 outpatient) and Armenia (8.7 inpatient, 4.2 outpatient). At 

the same time, Georgia has the lowest supply of hospital beds per person than the other 

two countries (Georgia had 4.5 beds per 1,000 individuals; Armenia, 5; and Lithuania, 

8.6). Thus, it can be concluded that inpatient facility planning in Georgia is less efficient 

than in Lithuania and Armenia. That fewer beds are allocated to a higher number of 

hospitals results in too many facilities each with too few beds; this ultimately increases 

the overall cost of care at the expense of high fixed costs. In addition to low levels of 

efficiency in bed allocation, bed utilization efficiency is also low in Georgia. With a 30 

percent occupancy rate, Georgia lags behind Armenia (about 40 percent) and Lithua-

nia (over 75 percent). Thus, beds, and consequently facilities, are under-occupied and 
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under-utilized in Georgia. Because these facilities continue to receive public funding, 

it can be concluded that the financial resource allocation is also inefficient.

With respect to clinical manpower supply, Georgia has the highest supply of physi-

cians (4.6 per 1,000), followed by Lithuania (4 per 1,000) and Armenia (2.7 per 1,000). 

These statistics lead to another interesting finding: the rate of patient-occupied beds per 

physician in Georgia is only 0.3, followed by Armenia (0.7) and Lithuania (1.7). In other 

words, Georgia has 3.8 physicians per each hospital bed that is not vacant, Armenia 

1.4, and Lithuania 0.6. It is reasonable to argue that this level of clinical manpower 

supply, especially in Armenia and Georgia, is excessive. Considering the two-tier salary 

schemes for medical personnel in Georgia and Lithuania, where basic salaries are paid 

at a flat rate regardless of output, such allocation of clinical staff is not only excessive 

but also economically inefficient (in Armenia the amount of salary is determined by 

the workload only, without the flat basic salary tier).

Comparison of unoccupied hospital beds per doctor leads to another interesting 

finding: despite the significantly higher bed-occupancy rate in Lithuania, the number 

of vacant hospital beds per doctor is twice that in Georgia and Armenia (i.e., 1.2 in 

Lithuania, compared with 0.6 in Georgia and 0.5 in Armenia). This is explained by 

the significantly higher provision of hospital beds in Lithuania per population. In other 

words, despite a more favorable bed occupancy rate in Lithuania than in Armenia and 

Georgia, hospital bed supply is still excessive in relation to needs and the supply of 

clinical staff. All the above statistics are summarized in Table 9.

Inefficiencies in healthcare infrastructure and manpower contribute to inequity in 

healthcare because it results in inefficient spending of scarce financial resources without 

producing adequate outputs, either quantitatively or qualitatively. Savings generated from 

increased efficiency could be allocated to improve quality of care and enhance equity.

In addition to evaluating the provision of healthcare resources, the study explored 

their geographical distribution within the countries in order to assess equity in physical 

accessibility to medical care. This analysis revealed an unequal distribution of healthcare 

resources in all three countries. Urban areas are better supplied by healthcare facilities 

and manpower than rural areas. A particularly high concentration of these resources is 

noticeable in capital cities. This trend is evident in all three countries, but to a different 

extent in each. A summary of these findings is provided in Figure 19.
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Table 9

Supply of Healthcare Infrastructure and Manpower (2003)

 Georgia Armenia Lithuania

Hospital beds per 1,000 individuals 4.5 5.0 8.7

Bed occupancy rate (%) 30.1 37.0 75.5

Physicians per 1,000 individuals 4.6 2.7 4.0

Nurses per 1,000 individuals 4.8 5.5 7.6

Nurse/doctor ratio 1.0 2.0 2.0

Patients per physician 10.0 26.0 59.0

Patients per nurse 10.0 12.0 31.0

Doctors per occupied bed 3.8 1.4 0.6

Nurses per occupied bed 4.0 3.0 1.2

Occupied beds per doctor 0.3 0.7 1.7

Vacant beds per doctor 0.6 0.5 1.2

Source: Health ministries of Armenia, Georgia, and Lithuania.

As the figure indicates, inpatient health facilities are found to be the most unequally 

distributed in Lithuania, with the supply per 100,000 individuals twice as high in the 

capital city as in the rest of the country. In Georgia, this variable is 1.2, while in Ar-

menia the capital city has a slightly lower supply of inpatient facilities than the rest of 

the country (a ratio of 0.9). Nevertheless, Armenia leads with respect to the hospital 

bed supply in its capital city, with 4.5 times more hospital beds per 1,000 individual 

in Yerevan as in the provinces. This ratio is 1.5 for both Georgia and Lithuania. This 

finding indicates that a small number of hospitals in the Armenian capital have a high 

hospital bed stock, while a large number of rural facilities have a sparse distribution of 

beds. In contrast, Georgia has large number of urban facilities with a sparse bed dis-

tribution, while rural areas have a low concentration of health facilities. More limited 

data was available on geographical distribution of inpatient health facilities by facility 

type. The provision rate for specialized secondary level hospitals in the Georgian capital 

is five times greater per 100,000 individuals than the rate in the rest of the country. 

With respect to tertiary level hospitals, all are located in the capital cities of Armenia 

and Georgia, while in Lithuania they are distributed between the capital city of Vilnius 

and the city of Kaunas. This distribution of the healthcare infrastructure makes it more 

difficult for the rural population to access inpatient health facilities.
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Figure 19

Distribution of Healthcare Resources (2003) 

 

Source: Health ministries of Armenia, Georgia, and Lithuania.
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is 3 for Armenia and 1.8 for Lithuania. This finding, combined with the above finding 

about urban/rural hospital bed supply, indicates that the high concentration of urban 

physicians in the Georgian capital is distributed across a large number of urban facilities, 

but the number of hospital beds to which they are assigned is disproportionately low.

In conclusion, the analysis reveals that healthcare infrastructure and medical staff 

resources tend to be concentrated in capital cities, particularly for secondary and terti-

ary care, thus altering equity with respect to physical access to medical care. Overall, 

Lithuania seems to have the most equitable distribution of healthcare resources among 

the three countries; however, Lithuania would also benefit from a more equal redistribu-

tion of medical infrastructure and staff resources to ensure more equitable geographical 

access to healthcare for the entire population. 

 The above findings about excessive supply and unequal distribution of resources 

might suggest a need for downsizing and redistribution of physical and human health-

care resources (also referred to as “optimization”) in all three countries. Moreover, such 

policy options may provide the opportunity to achieve greater efficiency and increased 

equity. However, before downsizing and redistribution of health human resources 

and infrastructure is considered a policy recommendation, the objective needs of the 

population should be determined, based on its epidemiological profile and regional 

distribution. Further investigation is necessary to define the scope of such optimiza-

tion, and this policy option should be considered in the following context. First, the 

underlying causes of underutilization should be identified and the real need for these 

resources should be determined based on the population’s health status. The demand 

for healthcare infrastructure and human resources does not reflect the real need for 

these resources when it is assessed on the basis of utilization levels. Thus, for example, 

low referral rates to specialists (in the inpatient setting) and consequently low bed-oc-

cupancy rates in Georgia and Armenia, in addition to the high supply of hospital beds 

and facilities, can be explained in part by the extremely limited range of inpatient services 

covered by the publicly funded Basic Benefit Package. Due to high levels of formal and 

informal out-of-pocket payments for inpatient care, many Georgians and Armenians 

simply cannot afford to utilize inpatient services. 

Based on the above argument, the next step in the analysis is to explore the financial 

aspects of healthcare planning in the three countries studied. Data on public expendi-

tures and beneficiaries of state-subsidized health services were collected from the health 

funds of Armenia, Georgia, and Lithuania, which are responsible for purchasing health 

services within the frameworks of the publicly funded healthcare programs. Additional 

data on public expenditures were obtained from official state budget documents.

Per capita public expenditure on health services provision was estimated to be as 

low as 7.8 USD in Georgia and 10 USD in Armenia, as compared with 198 USD in 

Lithuania. The largest share of funds allocated for health service provision in Armenia 

and Georgia is spent on inpatient treatment (i.e., 62 percent and 60 percent, respectively; 
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the share is 43 percent in Lithuania). Despite the lower share of public expenditure 

on inpatient care, nearly all (97 percent) inpatients in Lithuania benefit from publicly 

funded services. The percentage of inpatients benefiting from publicly funded services 

is 69 percent in Armenia and 74 percent in Georgia. However, the scope and volume of 

the public benefits per beneficiary in these two countries lag behind those in Lithuania: 

Armenia spends 119 USD of its public funds per beneficiary; Georgia, 128 USD; and 

Lithuania, 376 USD (Table 10).

Table 10

Public Expenditures on Inpatient Treatment

 Georgia Armenia Lithuania

Public expenditure for inpatient care [USD] 21,061,327 20,086,804 295,924,703

% of total public expenditure for health 60 62 43

Number of inpatient beneficiaries receiving

publicly-funded healthcare    
162,957 169,500 788,050

Expenditure per beneficiary [USD] 129 119 376

Source: Health ministries of Armenia, Georgia, and Lithuania.

With respect to outpatient care (i.e., outpatient treatment and preventive services), 

the governments spent as little as 4.8 USD per beneficiary in Armenia, 8.5 USD in 

Georgia, and 29 USD in Lithuania. Due to such low levels of public allocation per 

beneficiary, as well as poorly developed private insurance mechanisms, the total share 

of prepaid heath services is relatively low compared with services provided on the basis 

of direct OPP at the point of service. This is especially true for Armenia and Georgia, 

where informal OPP dominate over formal co-payments for care. In order to further 

explore the low allocations of public funding and to find relationships between the low 

levels of prepaid services and high levels of direct payments for care, the study analyzed 

how publicly funded services were priced in the countries studied, and how inadequate 

public funding was compensated for with direct payments. These findings are presented 

in the following section. 

 

4.2 Purchasing Health Services

The extent to which state reimbursement covers the actual (“real”) costs of inpatient 

treatment in the three countries was assessed. To estimate the average actual cost of 

inpatient treatment per case, data was collected from four hospitals (two urban and 



55

E X P L O R I N G  C A U S E S  O F  I N E Q U I T Y  I N  H E A L T H C A R E

two rural) in each country. Administrative and clinical personnel at these hospitals were 

asked to estimate the “real cost” of treatment for four major disease categories that are 

usually covered by public funds, considering all fixed and variable costs incurred. Average 

values for these estimates in each disease category were compared with the respective 

public reimbursement rates for these categories. 

This analysis yielded similar results for Georgia and Armenia, where, on average, state 

reimbursement is sufficient to cover only about two thirds of the real costs of inpatient 

treatment (65 percent and 64 percent, respectively), whereas in Lithuania state funding 

covers more than 80 percent of incurred costs (Table 11).

Based on a comparison of “real costs“ estimated by hospital personnel with existing 

state reimbursement rates, it is estimated that one third of inpatient treatment costs in 

Armenia and Georgia, and one fifth in Lithuania, are shifted to the patients’ pockets. 

This is in addition to the formal co-payments for hospital care established in these coun-

tries. Moreover, the practice of informal payments to medical personnel, common in all 

three countries, further increases the financial burden of the patients and consequently 

contributes to inequity in healthcare.

As a next step in the analysis, the payment mechanisms to medical personnel in the 

same hospitals were analyzed to identify financial incentives for medical staff to charge 

patients informal OPP. An opinion survey of physicians was used to estimate “a desired 

level of net monthly income,” beyond which they would not have a need or incentive to 

charge patients informal OPP for provided services. These results were compared with 

the current average salary levels of these personnel. The analysis summarized in Figure 

20 shows that staff salaries in all three countries were roughly 7 to 8 times lower than 

desired. The huge difference between actual and “desired” salaries suggests that medical 

personnel have considerable financial incentives to charge informal fees. Apparently, 

this also affects medical personnel performance and results in lack of motivation to 

provide high quality care.
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Figure 20

Actual and Desired Monthly Salaries

Source: Data collected by the author in two rural and two urban hospitals in Armenia, Georgia, and 

Lithuania.

The “current salary” in the above analysis referred to the average salary paid for 

providing state reimbursed (BBP) services and non-BBP services. In Armenia and 

Lithuania, staff salaries for BBP services are substantially lower than are salaries for 

non-BBP services (no such differential approach to calculating medical staff salaries 

exists in Georgia). It can be assumed that such differential mechanisms of payment to 

physicians result in lower motivation for medical staff to provide quality care within 

publicly funded health programs, and also provide greater financial incentive to charge 

higher OPP for these services.

4.3 Administrative and Infrastructure Costs 
 of the Healthcare System

Administrative costs in this research are defined as all costs to the healthcare sector 

except those incurred for service provision (both clinical and public health services), 

medical/healthcare research and education, and the medical/healthcare industry. Thus, 

only healthcare governing institutions (i.e., MoH, health funding agencies and their 

subordinate institutions) were included in the analysis. Their itemized expenditures for 

2003 were measured, based on information obtained from financial reports produced 

by the respective institutions (which was integrated and, when relevant, cross-checked 

with data provided by the MoF). Administrative expenditures were divided into three 
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categories: (a) salaries; (b) facility costs, including office expenses, maintenance, utilities, 

and operational expenses; and (c) “other costs,” including business travel, vehicle costs, 

and other unallocated expenses. 

As the analysis revealed, the amount of resources spent annually on healthcare 

administration differs significantly between the three countries. The expenditures in 

Lithuania (36.7 million USD) considerably exceed the heath sector administrative costs 

in Georgia and Armenia (1.9 million and 0.6 million USD, respectively). This differ-

ence in spending can be expected given the advanced level of economic development 

in Lithuania. The analysis also shows that administrative costs in Lithuania are high in 

proportion to total health expenditures, and constitute 5 percent, compared with 4.2 

percent in Georgia and 1.8 percent in Armenia. 

The ratio of costs incurred for provision of all health services (i.e., inpatient care, 

outpatient care, and public health services) to the costs incurred for administration of the 

healthcare system was 3.6 in Lithuania, 5.7 in Georgia, and 5.9 in Armenia, indicating 

higher share of spending on administration in Lithuania compared with that in the two 

other countries. Lithuania also scored highest in terms of health sector administrative 

expenditure as a percentage of GDP (Lithuania 0.2 percent, Georgia 0.05 percent, and 

Armenia 0.002 percent). The estimates for average healthcare administration expendi-

ture per capita, per healthcare employee (administrative and clerical worker), and per 

healthcare facility (non-clinical facilities) also followed the same trend, with the highest 

estimates for Lithuania and the lowest for Armenia (Table 12).

Table 12

Administrative and Infrastructure Costs of Healthcare Systems

Armenia Georgia Lithuania

Total healthcare administration costs per Capita [USD) 0.2 0.4 10.6

Administrative healthcare costs 

per health care employee (besides salary) [USD]

18 37 735

Healthcare administration cost 

per health care facility (non-clinical) [USD]

19,515 35,769 873,678

Source: Health ministries of Armenia, Georgia, and Lithuania as well as state health funds of Georgia 

and Lithuania.

These findings indicate a significant variation with respect to administrative costs for 

healthcare systems. While there is no right or wrong amount of funding to be spent on 

healthcare system administration, it might be concluded that low administrative costs 

in Armenia and Georgia are the result of low availability of resources for the healthcare 

sector in these countries. They spend as much as they can afford on healthcare system 
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administration, which amounts to the minimum possible, below which proper func-

tioning of the system would be in question. In Lithuania, health administration costs 

are not only higher in absolute terms, but are also disproportionably higher in relation 

to costs incurred for service provision. Costs are also higher in Lithuania with respect 

to the percentages spent per capita, per employee, and per facility. It is important to 

emphasize that these findings suggest, but do not necessarily confirm, the low efficiency 

of the Lithuanian healthcare administration (due to higher spending). It would be pos-

sible to arrive at this conclusion by comparing Lithuanian administrative expenditures 

with those of other countries that have a comparable level of economic development. 

Unfortunately, such data were not available for this study. It can be argued, however, 

that very low total administrative spending in Georgia and Armenia indirectly affects 

the inequity in their healthcare systems (i.e., as it does on the overall quality of system 

administration). This is because, with low levels of funding, technical capacity and the 

quality of administrative staff’s output are expected to be low in these countries. As a 

result, many important aspects of policy-making (e.g., health policy analysis, research, 

planning) are carried out only superficially, thus the problem of inequity may not be 

given proper quantitative and qualitative attention.

Analysis of healthcare administration expenditures by cost category reveals that, in 

all three countries, the greatest portion of administrative money is spent on salaries and 

benefits for healthcare personnel. Salaries (including benefits) account for as much as 84 

percent of total administrative expenditures in Armenia. This type of expenditure is less 

in Georgia and Lithuania (66 percent and 58 percent, respectively). In absolute terms, 

the average annual salary budget per administrative employee is comparable in Armenia 

and Georgia (832 and 930 USD, respectively), but is much higher in Lithuania (6,401 

USD). These findings reveal that Armenia, which has the lowest level of total admin-

istrative expenditure, spends almost all of this money on employees’ salaries, leaving 

only a negligible fraction for all other administrative functions. For example healthcare 

administration facility costs account for approximately one third of total administra-

tive costs in Georgia and Lithuania (32 percent and 31 percent, respectively), whereas 

these expenses constitute only 13 percent of total administration costs in Armenia. On 

average, 11,602, 2,480, and 270,356 USD per year are spent for maintenance of an 

administrative facility in Georgia, Armenia, and Lithuania, respectively. Thus, with less 

than an average of 210 USD per month for the maintenance and operational costs per 

administrative facility in Armenia, and about 970 USD in Georgia, it can be assumed 

that these healthcare administration systems are being stretched. These findings confirm 

the above argument that low spending on a variety of administrative functions has a 

negative impact on the quality of the administrative system, which ultimately affects 

equity as well, because maintaining equity is one of the major functions of healthcare 

administration and management systems. Table 13 summarizes the findings described 

above.
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Table 13

Administrative and Infrastructure Costs by Category

Expenditure Categories Georgia Armenia Lithuania

Total [USD] 1,875,713 604,977 36,694,467

As % of total public expenditure on health 4.8 1.8 5.0

As % of GDP 0.05 0.02 0.20

per capita [USD] 0.4 0.2 10.6

per administrative facility [USD] 11,602 2,480 270,356

per employee (administrative /clerical worker) [USD] 1,408 985 11,073

Salary and Benefits 

As % of total administrative cost 66 84 58

per employee [USD] 930 832 6,401

Administrative Facilities and Infrastructure

As a % of total administrative cost 32 13 31

per administrative facility [USD] 11,602 2,480 270,356

Other administrative costs (e.g., travel vehicles) 2 3 11

Source: Health ministries of Armenia, Georgia, and Lithuania as well as state health funds of Georgia 

and Lithuania.

In addition to analyzing monetary costs per administrative expenditure category, the 

supply of non-monetary administrative resources (e.g., administrative human resources 

staff and facilities) was also assessed (Table 14).

Table 14

Non-Monetary Administrative Resources

Georgia Armenia Lithuania

Administrative facilities per 1000 km² 0.72 1.0 0.6

Administrative facilities per 100,000 individuals 1.1 1.0 1.2

Administrative employee per 100,000 individuals 29 19.1 95.7

Patient/administrative staff ratio 162 358 245

Source: Health ministries of Armenia, Georgia, and Lithuania as well as state health funds of Georgia 

and Lithuania.
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This analysis reveals a considerable imbalance between the scarce monetary resources 

and the excessive provision of human resources and infrastructure for running health-

care administration systems in these countries. Healthcare administration facilities are 

in excessive supply in all three countries, with about one administrative facility per 

100,000 individuals, or 1 administrative facility per 5 inpatient facilities (which, in 

turn, are also in excessive supply). Significant variation among the countries is seen in 

the provision of administrative human resources both per general population and per 

patient. In Lithuania, as many as 5 times more administrative personnel are allocated 

than in Georgia and Armenia for the same population size. This finding suggests that 

Lithuania not only spends more funding and allocates more non-monetary resources 

for administering the healthcare system in absolute terms, but is also the least efficient 

of the three countries in relative terms. These findings prompt the assumption that 

Lithuania could improve equity in health service financing by increasing expenditures 

for service provision while reducing administrative costs. However, this recommenda-

tion is given with caution until the consequences of reducing administrative resources 

on the quality of system management can be determined. In other words, Armenia, 

which has the most efficient healthcare administration, is not necessarily the exemplary 

model because the quantity and quality of the system’s output in relation to its cost has 

not been evaluated (i.e., the correlation between input and output). 

Nevertheless, for the purpose of this research, Armenia is taken as a reference case 

and the Lithuanian and the Georgian systems are analyzed relative to that of Armenia. 

This method of analysis, referred to as the “preferred method,” was proposed by Aaron 

(2003), who carried out a comparative analysis of administrative costs for the U.S. and 

Canadian healthcare systems. Table 15 provides a summary of the findings.

Table 15

Excess Administrative Costs in Georgia and Lithuania (Armenia = 0)

Excess Administrative Expenditures Georgia Lithuania

As % of total public expenditure for health 3.0 3.2

As % of total administrative cost 63 65

Total in monetary amounts [USD] 1,182,210 23,686,755

per capita [USD] 0.26 6.84

Source: Health ministries of Armenia, Georgia, and Lithuania as well as the state health funds of Georgia 

and Lithuania.

Compared with Armenia, Georgia and Lithuania allocate, respectively, about 3 

percent and 3.2 percent greater portions of their total public spending for healthcare on 
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system administration. Thus, if these two countries reduced their share of administra-

tive expenses to the Armenian level, Georgia would save about 63 percent of its total 

administrative cost, and Lithuania would save 65 percent. In absolute terms, this means 

about 1.2 million USD in annual savings for the Georgian healthcare system and 23.7 

million USD for the Lithuanian.

Given the considerable excess capacity of healthcare administration manpower 

in Georgia and Lithuania, it is reasonable to suggest that increased efficiency in the 

healthcare systems of these countries can be achieved through reduction in the number 

of healthcare administration personnel. Thus, for example, if the provision of healthcare 

administration personnel n these two countries were reduced to the Armenian level (i.e., 

19.1 employees per 100,000 individuals) the Lithuanian healthcare system would save 

as much as 17 million USD, accounting for about 65 percent of its estimated excess 

spending. Under the same scenario, potential savings in Georgia would be more than 1 

million USD, which constitutes approximately 40 percent of their excess spending.

Not surprisingly, the potential for savings from a reduction in administrative staff 

resources to the Armenian level was estimated to be smaller in Georgia than in Lithu-

ania because of the lower level of administrative staff provision (i.e., 29 per 100,000 

individuals versus 95.7) and also due to significantly lower salaries for these personnel. 

It is relevant to note here that, while a considerable difference in administrative salaries 

between these two countries is expected, the average salary of administrative healthcare 

staff in Georgia is too low even in that country’s own context. The average net salary 

per healthcare administration employee in Georgia is estimated to be 13 USD less than 

the officially determined poverty line in that country (Figure 21).5

Figure 21

Official Poverty Line and Salary Level of Administrative Staff

Source: Health ministries of Armenia, Georgia, and Lithuania as well as the state health funds of Georgia 

and Lithuania.
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Based on this finding, it can be assumed that administrative healthcare personnel 

in Georgia need some sideline income, either formal or informal, to make ends meet. 

This presumably results in ineffectiveness and poor performance by the personnel at 

their main jobs. One possible recommendation for Georgia is to increase the salaries of 

administrative staff, at the expense of savings as a result of reducing the number of such 

staff. It is worth mentioning that the new government in Georgia stated an intention 

to reduce administrative personnel starting in 2005. 

Although the provision of healthcare administration facilities was found to be similar 

in all three countries, it is worth mentioning the different institutional arrangements 

for the health sectors of each country. Given the limited availability of resources, the 

study questioned the necessity of keeping health funds (such as USIF in Georgia, 

the Sickness Fund in Lithuania and the State Health Fund in Armenia) independent 

(separate from the MoH)—parallel administrative systems responsible for reimburs-

ing healthcare providers. The most frequently provided argument for creating health 

funds as separate organizational entities independent from the ministries (as stated 

in the reviewed policy documents and reports) was the inevitable need for separation 

of healthcare financing from health service provision. This study agrees that the 

separation of financing from care provision, and the introduction of market-derived 

competitive incentives into the publicly operated healthcare system, may indeed offer 

opportunities for enhancing efficiency in the healthcare sector. However, it can be 

argued that the separation of financing from service provision in the countries studied 

was implemented by a process of “autonomization” (i.e., privatization or corporatiza-

tion) of healthcare providers, considered key to healthcare reform during its early years. 

Healthcare providers were granted managerial, financial, and legal autonomy, and 

the MoH was no longer responsible for service provision. In the context of extremely 

scarce healthcare resources, the ministries could have retained the functions of pooling 

healthcare funds and purchasing health services, especially because the infrastructure 

of MoH systems in all three countries (availability of regional and local offices) allowed 

for undertaking these functions countrywide, instead of creating separate institu-

tional funds in the form of parallel healthcare administration structures responsible for 

pooling/purchasing functions. Although subsequently in the late 1990s/early 2000s, 

the health funds were legally merged back into the ministries (except for Georgia, 

where the USIF is still an independent juridical person of public law “under the State 

Control of the MoLHSA”), these structural changes were not followed by adequate 

downsizing of human and material resources. Thus, the system remained inefficient 

even in those countries where the institutional merger of the funds with the ministries 

took place. Thus, the “twofold separation” of financing from service provision occurred 

in the countries studied, where the ministries are supposed to define the needs, policies, 

and regulations for purchasing health services; while the health funds pool the health-

care resources and pay the providers. The question arises whether running a separate 
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administrative system for the sole purpose of pooling and purchasing is a reasonable 

policy option for these countries.

Further, the “purchaser-provider split” in these countries fails to make use of one of 

its advantages, that is, the advantage of market-derived incentives/competition in publicly 

operated healthcare systems. In Armenia and Lithuania, all providers are contracted 

universally. In Georgia, “selective contracting” is formally in place. However, due to inef-

fective and corrupt selection mechanisms and poor monitoring and regulation systems, 

competition does not, by and large, enhance either quality of care or cost-containment. 

The “tenders” for selecting the providers are conducted purely for formal purposes, and 

in reality almost all providers get the contracts with the funding agency.

While there is a growing consensus that financing and provision should be in 

different hands, would two costly parties on the financing side (i.e., MoH and the 

health funds) with ineffective coordination and much overlapping between them, lead 

to enhanced efficiency? It can be hypothesized that abolishing the funds (not merely 

merging them with the ministries while retaining all administrative expenditures) would 

yield substantial savings for the healthcare system, which ultimately could be directed 

to increasing the budget for service provision. The research has explored the potential 

of such savings: if the Sickness Fund were abolished in Lithuania, 14 percent of total 

administrative cost for the healthcare system (5.2 million USD) would be saved, which 

corresponds to 0.7 percent of the total healthcare budget. The same structural change 

in Armenia would save 15 percent of total administrative cost. The highest savings from 

abolishing the fund as a separate administrative entity would be achieved in Georgia, 

where the savings would equal 56 percent of total healthcare administration cost and 2.7 

percent of total healthcare spending. Obviously, these savings could be re-allocated to 

complement the scarce financial resources available for service provision, which would 

contribute to enhancing equity and improving quality of care.

4.4 Summary

This chapter presented findings from the health systems analyses for Armenia, Georgia, 

and Lithuania, aimed at identifying causes of inequity in the healthcare systems in 

these countries. While studies often look for the reasons underlying inequity in health 

services financing and provision, this study has also paid particular attention to health 

system administration. As the analyses revealed, inequity in healthcare systems in the 

countries studied results not only from the scarce availability of resources for healthcare, 

but also from inefficient spending and allocation of available resources, both in service 

provision and administration. 

As discussed earlier in the report, in certain circumstances equity and efficiency in 

healthcare can be viewed as opposing forces. Policy measures aimed at increasing the 
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efficiency of funding through various cost-control mechanisms can sometimes lead to 

reduced equity as a result of reducing accessibility, affordability, or the quality of health-

care services. The opposite is also possible: an equitable and equal system, in which the 

entire population is entitled to a wide range of free services, requires not only availability 

of more resources, but also more generous spending of funds; thus, efficiency could be 

low in such systems. 

However, as the case-study analyses reveal, in certain circumstances equity and effi-

ciency are not incompatible. This has been shown to be true in two scenarios: (a) when 

healthcare administration costs are high, relevant policy reforms can yield substantial 

savings and can offer an opportunity to increase efficiency (through reducing admin-

istrative costs) as well as equity in the healthcare system (through increasing resource 

allocation for service provision at the expense of lowering administrative cost); b) when 

healthcare planning (including the infrastructure, technologies, and human resources) is 

in excessive supply nationwide, and/or is distributed unequally throughout the country, 

specific targeted policies can be implemented in order to balance supply with demand, 

ultimately increasing both efficiency and equity in the healthcare system. 

The analysis shows that, in terms of monetary expenditure in healthcare system 

administration, the countries studied (except Lithuania) are experiencing sharp deficits, 

which is not surprising given the very low levels of total health expenditure in these 

countries. Extremely low financing ultimately has a negative effect on the implementation 

of many important administrative and managerial healthcare functions; thus, it can be 

considered an indirect contributor to the existing inequities in the healthcare system. 

At the same time, considerable inefficiencies are noted in the allocation of non-

monetary resources for healthcare administration, as well as for service delivery (e.g., 

staff and infrastructure) in all three countries. The supply of these resources far exceeds 

demand. Not only are these resources over-supplied nationwide, but they are unequally 

distributed within the countries, which further increases the inefficiency of their use.

Problems exist with not only excessive supply of non-monetary resources for service 

provision and administration, but also with existing institutional arrangements. Two-fold 

separation of financing and provision functions, which keeps health finding agencies 

separate, parallel administrative systems within the healthcare sectors (by separating 

them from the MoH), significantly increases overall administrative costs; thus, taking 

away resources that could be used to ensure more adequate funding for service provision. 

Also, universal contracting of providers for publicly funded service provision increases 

the total fixed cost for service provision, taking away resources that could be used for 

more adequate funding of the direct costs incurred by service provision.

These inefficiencies ultimately lead to the inadequate funding of public service 

provision programs. The findings reveal that monetary resources for inpatient health 

services delivery are largely insufficient in all three countries. There is a particularly 

urgent need for increased public expenditures for health service provision in Georgia 
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and Armenia. Inpatient health services in all three countries are under-priced, and the 

reimbursed resources do not cover all the costs incurred by the providers. About 35 

percent of inpatient treatment costs are covered by OPP in Armenia and Georgia, and 

about 20 percent in Lithuania (with direct payments for outpatient care and pharma-

ceuticals, the OPP share of the total healthcare expenditure is even higher). Given the 

significant difference between actual and desired salary levels for medical personnel, there 

are considerable financial incentives for medical staff to charge patients informal fees, 

which further increases the amount of direct OPP. This ultimately leads to disparity in 

affordability of and accessibility to healthcare services between different socioeconomic 

groups, which in turn contributes to disparity between their healthcare status. This 

means inequity not only in the healthcare system, but in health outcomes.
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5. CONCLUSIONS: SUMMARY OF FINDINGS AND IMPLICATIONS 
 FOR FURTHER REFORMS

 

5.1 Region-wide Inequity in Health and Healthcare:

One of the major findings of the study is that by the early 2000s inequity remained an 

unresolved issue for healthcare systems throughout CEE/CIS despite healthcare reforms 

implemented in most countries in the 1990s. A brief summary of the selected findings, 

describing the scale and profile of inequity is provided below: 

 • A positive correlation was found between income and health status in both 

high-income and low-income countries (Figure 4). This finding suggests that 

inequity exists in health status between different socioeconomic groups of the 

region’s population. 

 • Socioeconomic status affects the health-seeking behavior of the region’s popula-

tion (Figure 5): 61 percent of those from the lowest income decile do not seek 

care when ill because they cannot afford it, compared with 33 percent from 

the highest income decile. This finding indicates that health-seeking behavior, 

based on socioeconomic status, might be one of the reasons contributing to the 

lower utilization of health services, especially by low-income groups. Thus, this 

finding indicates income inequity in accessibility of health services.

 • It was revealed that accessibility of health services is determined not only by 

healthcare needs, but also by thee socioeconomic conditions of the consumers 

(Figure 6): 54 percent of those patients from the lowest income decile who 

are not eligible for publicly funded pre-paid healthcare services do not get any 

care (are refused to receive care) because they cannot afford to pay for it (even 

when they seek care); the figure is 22 percent for the highest income decile. 

This finding indicates income inequity in affordability of health services. 

 • It was also found that every fifth patient from the lowest income category who 

needs care gets it with delays even when (s)he can financially afford it (Figure 

11). This finding suggests that income inequity also exists in quality of care.

 

The study also investigated the scale and prevalence of equity resulting from the 

reforms of the 1990s, and the ways the economic environments within which the health 

reforms were located affected equity. These findings are summarized in the following 

section.
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5.2 The Impact of Health Reforms and the Economic Environment 
 on Equity in Healthcare Finance 

Evidence from Armenia and Georgia can be provided as an example justifying the im-

portance of the design of healthcare reform on equity (i.e. how different types of reforms, 

implemented within rather similar economic environment, impact equity). By the early 

to mid-1990s, these two countries were in almost identical political, economic, social, 

and demographic conditions. Both countries launched healthcare reforms in 1995. The 

reform designs in the two countries were similar in many aspects, including the emphasis 

on increasing the overall efficiency of the system through downsizing the providers’ sector, 

introducing market elements to the public healthcare system and changing the providers 

reimbursement mechanisms. One important difference in the design of health reforms 

was the introduction of an additional source of public revenue to the health system in 

the form of the mandatory social health insurance in Georgia, while this policy option 

was not implemented in Armenia. When comparing equity in OPP healthcare finance 

systems in these two countries during the pre-reform and post-reform periods, it was 

revealed that the Georgian system achieved improved progressivity (the Kakwani Index 

changed from -.32 in the 1990s to -.23 in the 2000s), while the Armenian system did not 

(from -0.28 to -0.58). At the same the two countries’ indicators in other areas remained 

comparable in the early 2000s. This finding leads to the conclusion that different types 

of health reforms result in different outcomes in terms of equity.

The study also suggests that the economic environments within which health reforms 

were implemented have also affected equity. The impact of economic factors can be seen 

when comparing the equity indicators from Lithuania and Georgia—the two countries 

that followed quite similar healthcare reforms in the mid 1990s and which had similar 

economic conditions prior to reforms. Analysis shows that successful implementation 

of a social health insurance reform in Lithuania and its consequently higher level of 

public expenditure on health as a share of total health expenditure—one of the most 

important factors in achieving a more equitable healthcare finance system—was largely 

attributable to the fact that Lithuania managed to reverse the economic downturn of 

the early 1990s relatively quickly, achieving rapid economic growth by the and of the 

decade. Reduced unemployment and higher salaries (also meaning higher revenues for 

the social insurance fund) led to higher budgetary revenues, which in turn meant higher 

budgetary allocations for the health sector. On the other hand, in Georgia, where such 

economic progress has not taken place, the healthcare finance system, although designed 

in a similar mode as that in Lithuania, proved unsuccessful in terms of achieving equity. 

Public expenditure on health as a share of total health expenditure remained lower, 

despite the fact that additional public revenue sources were introduced. Thus, the bulk 

of health expenditure was paid out of pocket at the point of service—contributing to 

inequity. 
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However, a different trend can be seen when analyzing equity in terms of the 

impact of out-of-pocket health expenditures on poverty. As Table 16 below indicates, 

the Catastrophic Medical Expenditure analysis (CME) shows that Lithuania has the 

highest prevalence of CME during the post-reform period among the three countries, 

despite the fact that, as was described above, in terms of the OPP equity, Lithuania has 

achieved significant improvements compared to Georgia and Armenia. Not only has 

Lithuania shown the highest CME prevalence, but the indicator remained unchanged 

between the pre-reform and post-reform periods, while CME prevalence was reduced 

in both Armenia and Georgia. On the other hand, in Armenia, which had performed 

poorer in terms of OPP progressivity compared to the two other countries studied, the 

CME prevalence reduction was the most remarkable among the three and achieved the 

lowest level in the early 2000s. 

Table 16

CME Incidence in Armenia, Georgia, and Lithuania (1990s and 2000s)

Country and Year Percentage of Households
with CME

Armenia 1990s 6.804

2000s 16.172

Total 11.770

Georgia 1990s 23.005

2000s 19.112

Total 21.079

Lithuanuia 1990s 33.254

2000s 33.177

Total 33.215

Source: National departments of statistics in Armenia, Georgia, and Lithuania. 

Based on the above findings, and assuming that the countries studied are representa-

tive of the array economic conditions and health reforms in CEE/CIS countries with, 

it may be concluded that by the early 2000s, different types of inequity in healthcare 

financing occurred, at various degrees, in all types of the reformed health financing 

systems in the CEE/CIS region. 
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5.3 Main Causes of Inequities in Healthcare

As mentioned above, after measuring and analyzing the scale and profile of different 

types of inequities in healthcare, the causes of these inequities were sought.  

5.3.1 Lack of Pre-Paid Funding

Empirical health system analysis revealed that one of the major causes leading to inequity 

in healthcare, regardless of the type of reforms implemented, was the lack of public, 

pre-paid funding for healthcare services. It was estimated that in Armenia and Georgia, 

public funds for health are budgeted to cover only 64 percent and 65 percent respectively 

of all costs incurred by inpatient healthcare providers, while in Lithuania the budget 

covers 81 percent. The remaining part must be covered by formal co-payments made 

as direct OPP at the point of service. However, there is a difference between the limited 

public budget and its actual execution, especially in Armenia and Georgia, where care 

providers do not receive full reimbursement from public funding sources. Therefore, 

the difference is often covered by informal payments, also made in the form of OPP 

at the point of service. In addition, informal gratuities paid to care providers remain a 

traditional form of payment, which increase the total level of the direct OPP even fur-

ther. The data analysis collected at four medical facilities in each country revealed that 

medical personnel have a strong incentive to charge both formal and informal payments 

and to receive gratuities, because their salary levels are low. In Georgia, for example, 

some doctors’ official salary level is below the officially established poverty line. We also 

estimated that in Lithuania and Armenia, doctors’ salary levels are 15 percent and 14 

percent, respectively, of the “desired” level, as indicated in interviews with doctors.

5.3.2 Inefficiency of Service Provision and Health Sector Management

The research also showed that inefficient allocation of non-monetary resources for 

healthcare provision is another cause contributing to inequity. Despite some attempts 

to downsize the supply of healthcare infrastructure and human resources, they are 

still excessive in all three countries. This is especially true regarding hospital beds and 

number medical personnel relative to population size and healthcare needs. Georgia 

and Armenia utilize only 30 percent and 40 percent of their hospital-bed supplies re-

spectively. It was estimated that Georgia has 3.8 physicians per each patient-occupied 

bed and Lithuania has 1.7. The existing financial and contractual arrangements (e.g., 

“flat-salarying” of personnel and universal contracting of facilities) coupled with an 

excessive supply of resources, lead to disconnection between the inputs and outputs. 
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As a result, much funding is consumed without producing adequate results, either 

quantitatively or qualitatively. 

In addition to being oversupplied, healthcare resources are also unequally distributed 

between urban and rural areas, thereby further increasing the excessive supply of resources 

in cities, while reducing them to inadequate levels in some rural areas. Lithuania has twice 

as many inpatient facilities in the capital city per 100,000 individuals than in the rest 

of the country, while in Georgia this ratio is 1.2. In Armenia, 4.5 times more hospital 

beds per 1,000 individuals are located in the capital city than in the rest of the country. 

Therefore, the unequal geographic distribution of resources for service provision can be 

considered an additional contributing factor to inequity in healthcare.

Inefficiency is also noted with respect to planning administrative/managerial 

healthcare resources, which in turn contribute to inequity in healthcare by taking un-

necessary resources from service provision to system administration. Under a very tight 

administrative budget, the twofold separation of the health financing system from service 

provision, whereby health-funding agencies represent a separate, parallel administrative 

system within the healthcare sector separate from the MoH, contributes to the significant 

increase in overall administrative costs. 

 

5.4 Implications for Further Health Reforms in the CEE/CIS Region

Based on the underlying causes of inequity in healthcare revealed by this research, it can 

be concluded that two main objectives of regional health reforms aimed at reducing the 

existing inequities should be: (i) to increase the amount of pre-paid sources of financing 

for healthcare services, and (ii) to refine the rationing and prioritizing of resource alloca-

tion in the healthcare sector. While in-depth analysis of all the policy options available 

for CEE/CIS countries is beyond the scope of this study, a brief discussion about the 

implications for further regional health reforms is provided, and some policy options 

that could potentially contribute to enhancing equity are listed. These policy options are 

identified based on the assessment of developments in health reform, the present status 

of the healthcare finance systems in the countries studied, as well as on the empirical 

analysis of underlying causes of inequity. Since the three countries operate three different 

types of healthcare finance systems currently prevalent region-wide, it may be assumed 

that some of the policy options relevant to the countries studied could also, to certain 

extent, be generalized. However, it must be emphasized that each country requires a 

unique approach in terms of policy design and implementation, based on a variety of 

political, social, economic, demographic, and other factors. The list of policy options 

are summarized in Table 17, followed by their brief descriptions:
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Table 17

Policy Options for Enhancing Equity in Healthcare in CEE/CIS

Policy Options for Increasing Pre-Paid Revenue 
Sources for Healthcare

Policy Options for Refining the Rationing 
and Prioritization of Resource Allocation

• Introducing social health insurance

• Increasing social health insurance premiums 

(in countries where social health insurance has 

been introduced)

• Developing voluntary (private) health insurance 

system

• Increasing tax collection rate by improving 

administrative means

• Taxing the self-employed

• Reducing administrative cost of the system 

through abolishing health funds as separate 

organizational entities (shifting the 

functions to health ministries)

• Enlarging risk/financial pools

• Introducing selective contracting of 

providers

• Downsizing provider sector

• Improving cost-containment 

mechanisms through improving provider 

reimbursement methods

• Reorienting healthcare system from 

curative care to disease prevention and 

health promotion

• Introducing social health insurance and/or increasing social health insurance pre-

miums:

  For those countries that have not yet introduced social insurance, this step could 

be a possible policy choice. The introduction of social health insurance could 

increase the total public budget for the health sector in Armenia by 25 percent 

to 30 percent during the first two to three years, as happened in Georgia when 

social health insurance was introduced there, and where the level of economic 

development was comparable to that of Armenia. It is important to ensure 

that budgetary allocations for the health sector are not reduced parallel to the 

introduction of social health insurance. 

   Furthermore, other countries in the region where social insurance has 

already been introduced might consider increasing the level of mandatory so-

cial health insurance contributions. Thus, for example, social health insurance 

contributions in Russia, Kazakhstan, and the Kyrgyz Republic are as low as 

3.6 percent, 3 percent, and 2 percent, respectively, while this indicator reaches 

13.5 percent in the Czech Republic, 14 percent in Slovakia, and 18 percent in 

Croatia. 
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• Voluntary health insurance:

  An additional increase in pre-paid health sector revenues (from private sources) 

could come from the development of a voluntary health insurance system. As 

was outlined in the respective sections of this report a high proportion of the 

total health expenditure in many CEE/CIS countries is paid out of pocket at 

the point of service. The introduction of voluntary health insurance would 

help by re-channeling a significant portion of OPP in pre-paid schemes. This 

would help to prevent unexpected expenditures in large amounts and would 

contribute to the reduction of Catastrophic Medical Expenditures (CME) and 

Impoverishing Medical Expenditures (IME). The development of private health 

insurance would not only increase total revenues to the health sector, but would 

also reduce the number of public funding consumers, since their coverage will 

be supplemented by private insurance. As a result, the amount of funding spent 

per publicly subsidized patient would be increased, which consequently would 

contribute to improving not only the quality of care, but also equity in afford-

ability of health services. 

 

• Taxing the self-employed:

  Increasing revenues to the health sector could be also achieved by effectively 

taxing the self-employed sector, which presently represents the majority of the 

informal sector in many countries of the CEE/CIS region. Lithuania, unlike 

Armenia and Georgia, seems to be succeeding in this direction. It would be 

worthwhile for countries where the tax collection rate among the self-employed 

is particularly low to consider the Lithuanian experience. Such successful experi-

ence of taxing the self-employed sector also exists in other CEE countries (e.g. 

Poland, Slovenia). 

• Reducing administrative costs by abolishing health funds:

  The existence of a parallel administrative system in the form of health funds 

increases administrative costs. It is advisable to abolish health funds as sepa-

rate organizational entities and transfer their functions to the MoH. Research 

estimates that this policy would reduce administrative costs in Lithuania by 14 

percent, by 15 percent in Armenia, and as much as 56 percent in Georgia. This 

policy would not only increase the efficiency of the administrative system, but 

would also contribute to more effective management and planning. Currently, 

health funds are responsible for implementing programs designed by the MoH, 

with nominal participation on the part of the funds.
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• Enlarging risk/financial pools:

  Overly fragmented risk (and financial) pools represent another factor contribut-

ing to the low efficiency of health finance systems. A large number of smaller 

risk pools, such as municipal health funds, as well as separate (sectoral or em-

ployment-based) healthcare systems for the railway, interior, defense, and other 

sectors, exhibit higher levels of variation in spending needs than a system with 

a small number of large risk pools. Furthermore, the level of uncertainty in 

predicting such needs will increase as the risk pool gets smaller, because of the 

increased importance of random fluctuations in the population at risk (Smith 

and Witter 2004). Therefore, the existence of smaller, fragmented risk pools in 

the selected countries makes it clear that such pooling is ineffective as well as 

inefficient. Risk-sharing arrangements between the pools are not successful due 

to the lack of technical capacity level of healthcare administrators, and also due 

to the political context (i.e., regions not willing to collaborate through sharing 

funds and risks). In addition, no effective mechanisms are in place to equally 

redistribute funds by cross-subsidizing poorer regions with additional alloca-

tions from richer regions. Similar evidence of the inefficiency of fragmented 

pooling is described in other regions of the world as well, both in developed 

and in developing countries (Smith and Witter 2004). Therefore shifting from 

fragmented pooling to either unitary or integrated pooling systems could be an 

advisable policy option. Smith and Witter (2004) describe four different models 

of pooling, their implications on health system performance, and practical is-

sues related to their design and implementation.6 The authors provide evidence 

that the unitary pooling system is the most equity-oriented, while the greatest 

inequity is produced by the “no pooling” system (based on individual OPP 

payments) (Figure 22).

Figure 22

The Pooling Pyramid7

Unitary Risk Pool

Integrated Risk Pools

Fragmented Risk Pool

No Pooling

Inequity
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However, they also argue that the unitary pooling system, although being the 

most equity-oriented, possesses its own potential problems: unless systems of provider 

reimbursement are chosen carefully, there may be an incentive for supplier-induced 

demand leading to inefficiency. Also, in the unitary pooling system it is important to 

ensure that all providers offer a uniform level of care in line with the chosen package. 

As the supplier-induced demand may lead to variations in the package received, in 

addition to being inefficient, this pooling system may also cause equity problems. The 

introduction of certain payment mechanisms can reduce the incentive to induce supply 

by providers, such as shifting away from fee-for-service to block contracts. This may 

partly explain why some unitary pooling systems, such as those in the former USSR, 

have often been associated with fixed payment systems such as salaries. However, this 

mechanism leads to their other difficulties, such as supplier-suppressed demand and 

reducing quality standards.

The above authors describe the integrated pooling system as a “safer” way of pooling 

in terms of ensuring equity. Under this arrangement fragmented risk pools exist, but 

financial transfers are arranged between them, so that some or all the variation caused 

by pure fragmentation is eliminated. The operation of a system of transfers between risk 

pools might take the form of central collection of revenues, and disbursement to risk 

pools on the basis of estimated spending need. In some countries revenues are collected 

by the risk pools themselves, and the funds are then transferred from low-needs pools 

to the high-needs pools, without the intervention of a central intermediary. Estonia for 

example, set up a decentralized health insurance fund with local collection powers in 

the first wave of health reforms in 1994. However, it was found to be hard to equalize 

between wealthier and less well-off regions, and therefore later reforms established a 

central health fund for revenue collection, from which per capita allocations of funds 

are made to local sickness funds. 

• Selective contracting of providers:

  The health sector’s efficiency can be dramatically increased by introducing se-

lective contracting of care providers in countries where it does not exist and by 

improving it in the countries where it has been introduced but is not functioning 

properly. Currently, universal contracting in Armenia and Lithuania, as well as 

selective contracting in Georgia, result in an increase in the total fixed cost of 

service delivery. As estimated by this study, between 30 percent and 35 percent 

of total inpatient costs are fixed costs (i.e., those that are not directly related to 

service provision). Therefore, a shallow distribution of expenditure among too 

many providers through universal contracting results in an increase in the total 

fixed cost. Consequently, the resources spent directly on service provision are 

proportionally reduced, which eventually affects not only the quality of care, but 

also equity. However, introducing selective contracting incurs significant political 
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costs for the government. For this reason, this policy decision was so unpopular 

in some countries (e.g., Georgia) that the government did not resist the pres-

sure imposed by the medical community and had to “soften” the policy. This 

meant having selective contracting as a formal policy on paper, but practicing 

universal contracting in reality. Therefore, it is important not only to introduce 

the policy, but also to design a proper plan for its smooth implementation. 

One such option is to involve the medical profession in developing providers’ 

selection criteria, as well as in decision making about which providers to select 

for government contracts. In this case, the policy is not viewed as “imposed by 

the government.” By assuming part ownership over the process, the medical 

community is more collaborative in implementing it. 

   In almost all countries of the region, professional associations (i.e., of 

doctors, dentists, nurses) have been created by the medical community with the 

aim of controlling matters such as licensing, medical audits, and guidelines for 

good practice. However, only a few governments have granted these associations 

the right to be actively involved in these processes (Shakarishvili 2005). Inevi-

tably, this results in poor collaboration between the governments and medical 

community, which leads to general dissatisfaction with healthcare reforms. 

• Downsizing the provider sector:

  The same is true for downsizing the provider sector, which could be another effec-

tive measure for increasing the sector’s efficiency. Research has demonstrated that 

many countries in the region suffer from excessive infrastructure and personnel. 

Downsizing, understandably, has been the most painful and politically difficult 

component of the reforms. The ministries of health could have lightened the 

burden of implementing this reform by sharing the political costs for develop-

ing licensing and accreditation standards for healthcare facilities and personnel 

with the medical profession, and by involving the medical community in car-

rying out the facilities assessment and testing the professional competence of 

healthcare professionals. Despite the fact that the medical communities in many 

countries express interest in being involved in the reform processes, the level of 

their involvement generally has been low (Shakarishvili 2005). In addition to 

downsizing existing excessive supply of human resources, it is also important to 

reduce the number of entrants to medical schools. Among the three countries 

studied, this is especially a problem for Georgia, where currently about 40 private 

medical schools operate with a total annual intake of about 7,000 students. This 

imposes an enormous problem for the healthcare sector, not only because of a 

glut in the job market, but also due to the resulting low professional quality of 

medical graduates trained in these schools. Since all academic institutions of 

higher education, including medical schools, are regulated by the Ministry of 
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Education, addressing the problem of human resources requires not only ac-

tive collaboration between the MoH and the medical community, but effective 

cooperation between various governmental agencies.

• Improving providers’ reimbursement methods:

  An effective measure for increasing the efficiency of the system is to improve 

cost-containment mechanisms through modernizing providers’ reimbursement 

methods. As the evidence from Armenia, Georgia, and Lithuania shows, the 

current method of fee-for-service financing, which is used for reimbursing inpa-

tient facilities costs, motivates medical professionals to provide more care then 

is objectively needed (i.e., based on the clinical condition of a patient) because 

all diagnostic and treatment procedures are reimbursed separately. This results in 

over-performing the services and over-charging the funding sources. Shifting to 

global budget financing for inpatient care and to adjusted per capita financing 

for outpatient care would contribute to making clinical decisions financially 

neutral and would eventually reduce the overall cost of care.

 

• Enhancing prevention and health promotion:

  Despite some efforts to reorient the healthcare system from curative care to 

disease prevention and health promotion, the case-study analyses showed that a 

high share of the total health expenditure is spent on hospital care. As evidence 

from Lithuania shows primary care gets only about 15 percent of total public 

expenditure on health, while the evidence from Georgia indicates that public 

health services, including disease prevention, gets only 14.1 percent. Shifting 

the focus from curative to preventive care would mean not only fulfilling the 

main function of the healthcare system (i.e., to preserve the healthy status of 

the population, not only treat disease), but would also result in significant sav-

ings in health expenditure. It would also result in improving the overall health 

status of the population, which would eventually contribute to the economic 

growth. Thus, there would be not only a double effect on healthcare, but also 

a strong positive effect on the overall national development.

• Re-costing the benefit package:

  An important step for reducing direct OPP is to re-cost the services covered 

by the basic benefit package provided to the population either free or on a 

subsidized basis. Although this policy would not increase public revenue, it 

would increase the flow of public funds to individual providers. Public funders 

under-price hospital services in Armenia and Georgia by over 35 percent and 

in Lithuania by about 20 percent. Therefore providers are reimbursed for only 

a fraction of all costs that they incur. Patients must then pay the remainder. It 
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is important to estimate the real cost of services and to reimburse the full cost, 

thus exempting providers from the necessity of charging informal fees and 

removing the incentive for them to do so. This step would also decrease formal 

co-payments in the form of OPP at the point of service. 

 

All of the above policy options are based on technical assessments of healthcare 

systems and on needs as identified in our analysis. It must be emphasized, however, 

that the actual planning and implementation of reform policies are driven not only 

by research information, but (often primarily) by the political environment where the 

reforms are affected. A simple political framework for reforms is outlined by Walt and 

Gilson (1994), looking at the interaction between the context in which reform strategies 

are introduced, the process by which they are formulated/implemented, the content of 

the reforms, and the main parties involved. It is these structural forces which, as argued 

by Wilfsord (1994) “normally tie change to predetermined paths, but occasionally a 

strong conjuncture of events may provide a window of opportunity to override the legacy 

of history and strike out on a new trajectory.” Walt (1996) provides a more detailed 

discussion about the role of politics in healthcare policy-making. The author explores 

the political system as a whole, starting with a systems approach, which stresses the 

demands made on the political system from political parties, pressure groups, research, 

individuals, and media. The analysis attempts to assess the interaction of all the differ-

ent parts of the political system that affect health policy and explores the interface of 

policy-making and policy-makers through concentrating on institutions that make up 

the government, as well as on a vast array of different interest groups outside government, 

which want to put their point of view, or change the government’s view, on particular 

policies. One of the main conclusions of this analysis is that:

  reform implementation cannot be seen as part of a linear or sequential policy 

process, in which political dialogue (needs assessment for policies and policy 

planning) takes place at policy formulation stage, and implementation is un-

dertaken by administrators or managers. Experience suggests that often there 

is a major separation between policy formulation and implementation, with 

little focus on the realities of putting policy into practice (Walt 1996).

Weissert and Weissert provide an example of how a politically driven healthcare 

policy-making process evolves in the US: 

  Struck either by the madness of what public spending for healthcare is doing to 

the domestic discretionary budget or by compassion, a presidential candidate 

will often feel compelled to push for a major health reform. Briefly, the public’s 

interest quickens. Healthcare policy becomes salient. Reform is in the wind 

and reporters scramble to understand the issue. Interest groups with much to 

lose and little to gain by disrupting the status quo resist. The debate lasts until 
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reality sets in—in a climate of skepticism over government’s ability to fulfill its 

promises, the public becomes confused over whom to believe and withdraws 

its support. Reform zeal abates (Weissert and Weissert 1996).

Although this particular example refers to President Clinton’s unsuccessful attempt to 

reform the US healthcare system in the early 1990s, it could also be used as an illustrative 

description of why many CEE/CIS governments have been facing challenges during the 

implementation of health reform policies: one of the undoubted achievements of the 

post-soviet transition in the region has been the application of a pluralistic approach to 

policy-making. Smith (1977) describes the pluralistic approach to policy-making as a 

process in which “the decision-making power is diffused throughout society: that no one 

group holds total power over others.” Although as Walt (1996) argues, even in pluralistic 

policy-making the ultimate decision-making responsibility is upon the government, the 

decision-making process itself is influenced by all stakeholders. This has certainly been 

true in many CEE/CIS countries since the early 1990s. Therefore some governments 

in the region have not succeeded in implementing many technically-driven policy op-

tions, as they were not able to overcome the political barriers associated with bringing 

the policy ideas into actions.

Analysis of the post-soviet healthcare systems in the context of equity, after over 

ten years of health reforms, shows that intensive efforts aimed at reducing inequity in 

healthcare have resulted in limited achievements, and countries must intensify reforms 

in order to achieve notable success. It is clear that the implementation of many policy 

options suggested here would require a strong political will and efforts on the part of 

government, as they are likely to be perceived as unpopular by some powerful interest 

groups such as medical professionals and even by the general population. Such “high-

risk” policies include further downsizing of the provision sector, selective contracting of 

providers, and increasing public revenues through increasing the level of existing taxes 

or through introducing new taxes. Therefore, an intensive social dialogue that explains 

the need and the importance of each policy decision should be an integral part of the 

reform process. Ministries of Health, as the driving forces behind reforms, can opt to 

share ownership of the reform process and consequently the political costs of the reform 

implementation with other governmental agencies (including local governments) and 

with other stakeholders, especially with the medical profession. This would take away 

the political pressure from the MoH and more equally redistribute the responsibility 

among all stakeholders. 

All interest groups that are likely to be directly or indirectly affected by each specific 

policy should be understand what benefits would result from these policies. The current 

status of the healthcare system can be presented in terms of describing the deteriorated 

status of healthcare infrastructure and poor quality of care leading to poor health out-

comes. The existing problems should be linked with chronic deficiencies in healthcare 
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budget and it should be clearly stated how the situation would be improved by additional 

sources and by improved rationing and prioritizing as results of the implementation of 

these reform policies. 

Thus, in conclusion it can be stated, as Saltman put it, “while there is still a long 

way to go, a glance back at how healthcare has changed in CEE/CIS region during the 

last decade confirms how much more can be accomplished in the coming years” (1997). 

This statement could not more accurately describe the current situation now, especially 

within the equity context.



81

R E F E R E N C E S

REFERENCES

Aaron, H. 2003. “The Costs of Healthcare Administration in the United States and 

Canada.” New England Journal of Medicine: 801–3.

Aronson, R. et al. 1994. “Redistributive Effect and Unequal Income Tax Treatment,” 

The Economic Journal 104 (423): 262–270.

Balabanova, D. 2002. “Access to Healthcare in a System Transition: The Case of Bulgaria.” 

International Journal of Health Planning and Management 17 (4): 377–395. 

Balarajan, R, P. Yuen, V.S. and Raleigh. 1989. “Ethnic Differences in General Practitioner 

Consultations.” British Medical Journal 299: 958–960.

Barr, N. 1994. Labour Markets and Social Policy in Central and Eastern Europe: The 

Transition and Beyond. London: Oxford University Press.

Belli, P. 2001. Ten Years of Health Reforms in ECA Region: Lessons Learnt and Options for 

the Future. Washington, D.C.: World Bank.

Bennett S. and G. Gotsadze. 2001. Financing of Primary Healthcare in Georgia.  Bethesda, 

MD: Partnership for Health Reforms, Abt Associates.

Benzeval, M. and K. Judge. 1996. “Access to Healthcare in England: Continuing In-

equalities in the Distribution of GPs.” Journal of Public Health Medicine 18 (1): 

33–40.

Benzeval, M., K. Judge, and M. Whitehead. 1994. Tackling Inequalities in Health. 

London: Rivers Oram Press.

Berman, P. et al. 1989. Conceptualizing Equity in Health and Healthcare. International 

Development Resource Center. http://web.idrc.ca/en/ev-29060-201-1-DO_TOP-

IC.html.

Betley, M. 2003. Public Expenditure in the CIS-7. The Lucerne Conference of the CIC-7 

Initiative,” January.

Bobak, M. and Feachem, R. 1992. “Health Status in the Czech and Slovak Federal 

Republic.” Health Policy Planning 7: 234–42.

Braveman, P. 1998. Monitoring Equity in Health: A Policy-Oriented Approach in Low- 

and Middle-Income Countries. Geneva: World Health Organization Department of 

Health Systems.

Cantor, J. 1988. The Burden of Financing Healthcare in the United States. Study Number 

QG-043-001-1-1-USA-ICPSR. Ann Arbor, MI: Inter-university Consortium for 

Political and Social Research.

Carr, D. and D. Gwatkin. 1999. A Guide to Country Level Information about Equity, 

Poverty and Health. Washington, D.C.: The World Bank.



82

P O V E R T Y  A N D  E Q U I T Y  I N  H E A LT H C A R E  F I N A N C E :  A N A LY Z I N G  P O S T - S O V I E T  H E A LT H C A R E  R E F O R M

Chinitz, D., A. Preker, and J. Wasem. 1998. “Balancing Competition and Solidarity 

in Healthcare Financing.” In Critical Challenges for Healthcare Reform in Europe, 

edited by R. Saltman et al. Oxford: Open University Press.

CMSI (Center for Medical Statistics and Information). 2000. Healthcare in Georgia: 

Statistical Yearbook. Tbilisi: CMSI.

Cruz Foundation. 2000. The Brazilian Ministry of Health Report. From the workshop 

Health Systems Performance: The World Health Report 2000. December 14–15.

Daniels, A. 1982. Conceptualizing Equity in Health and Healthcare. http://web.idrc.

ca/ en/ev-29060-201-1-DO_TOPIC.html.

Deacon, B. 1997. Global Social Policy: International Organizations and the Future of 

Welfare. London: Sage.

De la Porte, C. and B. Deacon. 2002. Contracting Companies and Consultants: The EU 

and the Social Policy of Accession Countries. GASPE Occasional Paper No: 9/2002. 

http://www.stakes.fi/gaspp/occasional%20papers/gaspp92002.pdf#search=’EU%2

0accession %20social%20policy%20legislation.

Dervis, K. 2005. A Better Globalization, Legitimacy, Governance and Freedom. Washing-

ton, D.C.: Brookings Institution Press.

Dixon, A. 2002. Facing the Challenges of Healthcare Financing. Washington, D.C.: 

USAID.

Donaldson, C., M. Mugford, and L. Vale. 2002. Evidence-based Health Economics: From 

Effectiveness to Efficiency in Systematic Review. London: BMJ Books.

Ebestadt, N. 1993. “Mortality and the Fate of Communist States.” Communist Economies 

and Economic Transformation 5 (4): 499-517.

EIU. 2005. Romanian Economy: Will the Tax Changes Fall Flat? http://www.viewswire. 

com/index.asp?layout=display_articleanddoc_id=1387942138.

Ensor, T. 2000. “The Unofficial Business of Healthcare in Transitional Europe.” Euro-

health 6 (2): 32–45. 

Esping-Andersen, G. 1996. Welfare States in Transition. London: Sage Publications.

European Children’s Trust. 2000. The Silent Crisis. http://news.bbc.co.uk/1/hi/business/ 

966616.stm.

The European Observatory on Healthcare Systems. 2000. Healthcare Systems in Transi-

tion Profiles. Copenhagen: World Health Organization. 

Evandrou, M. et al. 1992. “Equity in Health and Social Care.” Journal of Social Policy 

21: 489–523.

Evans, T., M. Whitehead, F. Diderichsen, A. Bhuiya, and M. Wirth. 2001 Challenging 

Inequalities in Health. Oxford: Oxford University Press



83

R E F E R E N C E S

Fuenzalida-Puelma, H. 2002. Healthcare Reform in Central and Eastern Europe and the 

former Soviet Union: A Literature Review. Budapest: Open Society Institute.

Glonti, G. 2002. Problems Associated with Organized Crime in Georgia.  http://www.

traccc.cdn.ge/publications/publication2.html.

Gottschalk, A. 1989. Rising Inequality in America. New York: Russell Sage Founda-

tion.

Graham, H. 2002. “From Science to Policy: Options for Reducing Health Inequalities.” 

In Poverty, Inequality and Health: An International Perspective, edited by D. Leon. 

London: Oxford University Press.

Gwatkin, D. 2000. Reducing Health Inequalities in Developing Countries. Forthcoming.

Hayrapetyan, S. and A. Khanjian. 2004. Healthcare in Armenia: Challenges and Prospects. 

Second AIPRG Conference Washington, D.C.: The World Bank.

Healy J. and M. McKee. 2001. “Reforming Hospital Systems in Turbulent Times,” 

Eurohealth 7 (3): 56–58.

Hsiao, W. 2000. Healthcare Financing in Developing Nations. Regional Seminar in 

Accra, Ghana, January 24–29.

Hsiao, W. and Y. Liu. 2001. “Healthcare Financing: Assessing its Relationship to 

Equity.” In Challenging Inequities in Health, edited by T. Evans. London: Oxford 

University Press.

Hurst, J. 1985. “Financing Health Services in the United States, Canada and Britain.” 

Healthcare Financing Review 12 (3): 73–86.

Hurley, J. Morgan S. 2000. Assessing Health System Performance: Equity. http://socserv.

socsci. mcmaster.ca/hurley/2cc3-01-w3-equity.pdf.

Hutton, G. 2002. Equity in Access in the Health Sector in 5 Countries of E. Europe and 

Central Asia: A Brief Review of Literature. Geneva: Swiss Center for International 

Health.

IFAD. 2000. Strategy for Rural Poverty Reduction in Central Eastern Europe and Newly 

Independent States. Washington, D.C.: IFAD.

Ioseliani, J. 1999. Sami Ganzomileba (in Georgian). Tbilisi: Azri Publications.

Jankauskienė, D. 2000. Evaluation of Healthcare Reform in Lithuania, 1990–1998. 

Kaunas: Kaunas Medical University.

Johnson, M. et al. 1983. “Inner-city Residents: Ethnic Minority and Primary Health-

care.” Postgraduate Medical Journal 59: 664–667.

Kakwani, N.C. 1977. “Measurement of Tax Progressivity: An International Compari-

son.” Economic Journal 87 (345): 71–80.



84

P O V E R T Y  A N D  E Q U I T Y  I N  H E A LT H C A R E  F I N A N C E :  A N A LY Z I N G  P O S T - S O V I E T  H E A LT H C A R E  R E F O R M

Kalediene, R. and J. Petrauskiene. 1998. “Social and Territorial Inequalities of Lithuanian 

Population.” In Socioeconomic Inequalities in Health in Lithuania. http://www.vsv.

lt/statistika/inequalities. Kaunas: Kaunas Medical University. 

Kornai, J. 2001. Welfare, Choice and Solidarity in Transition. London: Cambridge 

University Press. 

Kurkchiyan, M. 1999. “Report on Healthcare in Armenia.” Washington, D.C.: World 

Bank.

Lambert, P.J. 1989. The Distribution and Redistribution of Income: A Mathematical 

Analysis. Oxford: Basil Blackwell. 

Leenan, H. 1985. Equality and Equity in Healthcare. Paper presented at the WHO/Nuff-

ield Centre for Health Services Studies Meeting, September 17.

Le Grand, J. 1978. “The Distribution of Public Expenditure: The Case of Healthcare.” 

Economica 45: 124–42.

Lindholm, L. 1996. “An Epidemiological Approach towards Measuring the Trade-off 

between Equity and Efficiency in Health Policy.” Health Policy 35 (3): 206–216.

———. 1998. “How Many Lives is Equity Worth? A Proposal for Equity Adjusted Years 

of Life Saved.” Journal of Epidemiology and Community Health 52 (12): 808–811. 

Lithuanian Statistics Board 2002. The Official Data: Economic and Social Development 

in 2001. http://www.std.lt.

Lewis, M. 2000. Who is Paying for Healthcare in Europe and Central Asia? Washington, 

D.C.: World Bank.

Macinko, J. and B. Starfield. 2002. “Annotated Bibliography on Equity in Health.” 

International Journal for Equity in Health 1 (1): 24–36.

Mackenbach, J. and M. Bakker. 2002. Reducing Inequalities in Health. New York: 

Routledge.

Makinen, H. et al. 2000. “Inequalities in Healthcare Use and Expenditures: Empirical 

Data from Eight Developing Countries and Countries in Transition.” Bulletin of 

the World Health Organization 78 (1): 34–42.

Malin, N. et al. 2002 Key Concepts and Debates in Health and Social Policy. Philadelphia: 

Open University Press.

Markota, M. and T. Albreh. 2001. “Slovenian Experience on Health Insurance Reintro-

duction.” Croatian Medical Journal 42 (1): 18–23.

Mastilica, M. and J. Božikov. 1999. “Out-of-Pocket Payments for Healthcare in Croatia: 

Implications for Equity.” Croatian Medical Journal 40 (2): 14–22. 



85

R E F E R E N C E S

Matthies, S., D. Lissyski, I. Montel, S. Crelia, and L. Alexandrova. 2001. Comparative 

Study of Selected Topics in Health Policy: Part I. Submitted to USAID. Sofia: Bulgar-

ian Health Project, Barents Group of KPMG Consulting, Inc.

Mays, J. and M. Schaefer. 1998a. Health Financing Study of Georgia: Impacts of Alterna-

tive Prototypical Options. Actuarial Research Corporation. Forthcoming.

———. 1998b. Preliminary Analysis of Risk Pooling Potential in the Healthcare Financing 

System of Georgia. Annandale, VA: Actuarial Research Corporation. 

McCormik, A. and M. Rosenbaum. 1990. “Morbidity Statistics from General Practice.” 

Third National Study, Socioeconomic Analysis, series M85. London: HMSO.

McKee, M. 2002a. “The Health Consequences of the Collapse of the Soviet Union.” 

In Poverty, Inequality and Health: An International Perspective, edited by D. Leon 

and G. Walt. London: Oxford University Press.

———. 2002b. Hospitals in a Changing Europe. Buckingham: Open University Press.

Ministry of Health of Georgia. 1999. Health and Healthcare. Tbilisi: Ministry of Fi-

nance.

———. 2005. The Tax Code of Georgia. Tbilisi: Ministry of Finance.

Morkuniene, A. and L. Murauskiene. 2000. “Healthcare System in Lithuania.”  Vilnius: 

PHARE.

Mossialos, E. 2002. “Funding Healthcare: Options for Europe.” Brussels: European 

Observatory on Healthcare Systems.

National Board of Health of Lithuania 1998. Annual Report of the National Board of 

Health. Vilnius: National Board of Health.

Newbrander, W. and D. Collins. 1995. Methodology for Equity and Coverage of Health-

care Provision Study. Prepared for the BASICS Project. Washington, D.C.: USAID, 

Africa Bureau.

NSS (National Statistical Service of the Republic of Armenia). 2001. Social Snapshot 

and Poverty in the Republic of Armenia. Yerevan: NSS. 

O’Donel, O. and C. Proper. 1991. “Equity and Distribution of National Health Service 

Resources.” Journal of Health Economics 10: 247.

Orosz, E. and A. Burns. 2000. The Healthcare System in Hungary. Economics Depart-

ment Working Paper No. 241. Paris: OECD. 

Pawson, R. and N. Tilley. 1997. Realistic Evaluation. London: Sage.

Pereira, K., R. Manoharan, and R. Taylor. 2000. What are the Main Characteristics 

and Causes of Inequality in Healthcare in the UK? What Implications Do These Have 



86

P O V E R T Y  A N D  E Q U I T Y  I N  H E A LT H C A R E  F I N A N C E :  A N A LY Z I N G  P O S T - S O V I E T  H E A LT H C A R E  R E F O R M

for Policy? http://www.econ.qmw.ac.uk/NHS_reforms.com/downloads/policy_ 

inequality.pdf.

Petkevicius, A., A. Urbanavicius, and A. Abramavicius. 2004. “Decentralization and 

Healthcare Reform in Lithuania.” In Decentralization in Healthcare, edited by G. 

Shakarishvili and K. Davey. Budapest: Open Society Institute.

Preker, A. and R. Feachem. 1993. Market Mechanisms and Healthcare Sector in Central 

and Eastern Europe. Washington, D.C.: World Bank. 

Puffer, F. 1986. “Access to Primary Healthcare: A Comparison of the US and UK.” 

Journal of Social Policy 15: 293–313.

Ranade, W. 1998. Markets and Healthcare. New York: Longman Publishing Group.

Saltman, R. and J. Figueras. 1997. European Healthcare Reform. Buckingham: Open 

University Press.

Sari, N. 2001. “Consumer Out-of-pocket Spending for Pharmaceuticals in Kazakhstan. 

Implication for Sectoral Reform.” Health Policy and Planning 16 (4): 428–434.

Schieber, G. and A. Maeda. 1997. “A Curmudgeon’s Guide to Financing Healthcare.” In 

Innovations in Healthcare Financing, Proceedings of a World Bank Conference, March 

10–11, edited by G. Schieber. Washington, D.C.: World Bank: 1–38.

Schneider. M. and G. Cerniauskas. 1999. Healthcare Policy. Vilnius: Vilnius University 

Press.

Secretariat for Economic Commission for Europe. 2004. Economic Survey of Europe. 

United Nations: New York and Geneva.

Shakarishvili, G. 2005. Decentralization in Healthcare: Analyses and Experiences in Central 

and Eastern Europe in the 1990s. Budapest: The Open Society Institute Press.  

Shkolnikov, V. et al. 2001. “Russia: Socioeconomic Dimensions of the Gender Gap in 

Mortality.” In Challenging Inequities in Health, from Ethics to Action, edited by T. 

Evans et al. London: Oxford University Press.

Skarbinski, J. et al. 2002. “The Burden of Out of Pocket Payments for Healthcare in 

Tbilisi, Georgia.” JAMA 287 (8): 22–35.

Smith, B. 1977. Policy Making in British Government. London: Martin Robertson.

Smith, P. and S. Witter. 2004. “Risk Pooling in Healthcare Financing: The Implications 

for Health System Performance.” HNP Discussion Paper. Washington, D.C..: The 

World Bank.

Smaje, C. and J. Le Grand. 1997. Ethnicity, Equity and the Use of Health Services in the 

British NHS. London: London School of Economics.



87

R E F E R E N C E S

Stavinsky, I. 1980. Social Capital and Socialism. 

Suites, D. 1977. “Measurement of Tax Progressivity.” American Economic Review.

UNDP. 2000. Poverty in Transition: Lessons Learned from Eastern Europe and Central 

Asia. New York: UNDP.

———. 2003. Growth, Inequality and Poverty in Armenia. Yerevan: UNDP.

UNICEF. 2000. A Decade of Transition. New York: UNICEF.

Van Doorslaer, E. et al. 1993. “Equity in the Finance and Delivery of Healthcare: An 

International Perspective.” Commission of the European Communities Health Services 

Research Series 8.

Van Doorslaer, E. and A. Wagstaff. 1993. Equity in the Finance and Delivery of Healthcare: 

An International Perspective. Commission on the European Communities Health 

Services Research Series No 8. Brussels: European Union.

———. 2000. “Equity in the Delivery of Healthcare in Europe and the US.” Journal 

of Health Economics 19: 553–583.

Verdon, S. 1999. A Health Sector Strategy for the Europe and Central Asia Region. Hu-

man Development Network, Health, Nutrition and Population Series. Washington, 

D.C.: World Bank. 

Wagstaff, A. 1997: “Progressivity, Horizontal Equity and Reranking in Healthcare Fi-

nance: a Decomposition Analysis for the Netherlands.” Journal of Health Economics 

16: 499–516.

———. 2000. Measuring Equity in Healthcare Financing: Reflection on and Alternatives 

to the World Health Organization’s Fairness of Financing Index. Washington, D.C.: 

World Bank. 

Wagstaff, A. et al. 1989. “Measuring the Progressivity of the Dutch Healthcare Financing 

System: Preliminary Empirical Results and Guidelines for Participants in the EC 

Study on Cost Containment.” Journal of Health Economics 16: 499–516.

Wagstaff, A., E. Van Doorslaer, and F. Rutten. 1993. Equity in the Finance and Delivery 

of Healthcare: An International Perspective. Commission on the European Communi-

ties Health Services Research Series No 8. Brussels: European Union. 

Wagstaff A. and E. Van Doorslaer. 1998. “Equity in Healthcare Finance and Delivery.” 

In North Holland Handbook of Health Economics, edited by A.J. Clyer and J.P. 

Newhouse. London: Oxford University Press.

Walt, G. 1996. Health Policy: An Introduction to Processes and Power. London/New Jersey: 

Witwatersrand University Press, Johannesburg and Zed Books.



88

P O V E R T Y  A N D  E Q U I T Y  I N  H E A LT H C A R E  F I N A N C E :  A N A LY Z I N G  P O S T - S O V I E T  H E A LT H C A R E  R E F O R M

Walt, G. and L. Gilson. 1994. “Reforming the Health Sector in Developing Countries: 

the Central Role of Policy Analysis.” Health Policy and Planning 9: 353–70.

Waters, H. 1998. “Measuring Equity in Access to Healthcare.” Social Science and Medi-

cine 51 (4): 599–612.

Weissert, C. and G. Weissert. 1996. Governing Health: The Politics of Health Policy. 

Baltimore/London: Johns Hopkins University Press.

Whitehead, M. 1990. The Concepts and Principles of Equity and Health. Copenhagen: 

WHO-Euro.

———. 2001. “Researching the Impact of Public Policy on Inequalities in Health.” In 

Understanding Health Inequalities, edited by H. Graham. London: Open University 

Press.

Wilfsord, D. 1994. “Path Dependency, or Why History Makes it Difficult but not 

Impossible to Reform Healthcare Systems in a Big Way.” Journal of Public Policy 

143: 251–83.

WHO. 2000. The World Health Report 2000. Health Systems: Improving Performance. 

Geneva: WHO.

WHO-Euro 1998a. Health 21: Health for All in the 21st Century. Copenhagen: WHO.

———. 1998b. Equity in Health and Healthcare in Lithuania. A Situational Analysis. 

Copenhagen: WHO.

———. 2000. Healthcare Systems in Transition, Lithuania. Copenhagen: WHO.

———. 2002. Health for All Database. Copenhagen: WHO.

Witter, S. 2000. An Introduction to Health Economics for Eastern Europe and the Former 

Soviet Union. London: Oxford University Press.

Wlodarczyk, C. 1998. Thematic Report on Health. The Human Dignity and Social Exclu-

sion Project HDSE Project of the Council of Europe http://www.coe.int/T/E/Social 

%5Fcohesion/HDSE/2%5FHDSE%5FReports/2%5FThematic%5Freports/.

The World Bank. 1999. Making Transition Work for Everyone: Poverty and Inequality in 

Europe and Central Asia. Washington, D.C.: World Bank.

———. 2000a. “Catastrophic Healthcare Payments.” Quantitative Techniques for Health 

Equity Analysis, Technical Notes No. 18. http://www.worldbank.org/poverty/health/

wbact/health_eq.htm. 

———. 2000b. “Poverty Impact of Healthcare Payments.” Quantitative Techniques for 

Health Equity Analysis, Technical Notes No. 19. http://www.worldbank.org/poverty/

health/ wbact/health_eq.htm.

 



89

R E F E R E N C E S

———. 2001. Georgia Healthcare Financing Note. Washington, D.C.: World Bank. 

———. 2002. Georgia Public Expenditure Review. Washington, D.C.: World Bank.

———. 2002. Armenia Poverty Update. Report No. 24339-AM. Washington, D.C.: 

World Bank.

———. 2003. Armenia Public Expenditure Review. Report No 24434-AM. Washington, 

D.C.: World Bank. 

Ziglio E. et al. Health Systems Confront Poverty. Public Health Case Study No 1. Co-

penhagen: WHO-Euro.



90

P O V E R T Y  A N D  E Q U I T Y  I N  H E A LT H C A R E  F I N A N C E :  A N A LY Z I N G  P O S T - S O V I E T  H E A LT H C A R E  R E F O R M

ENDNOTES

1 Throughout the report the group of countries termed “CEE/CIS”  includes Alba-

nia, Armenia, Azerbaijan, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, the 

Czech Republic, Estonia, Georgia, Hungary, Kazakhstan, the Kyrgyz Republic, 

Latvia, Lithuania, the Republic of Macedonia, Moldova, Poland, Romania, Rus-

sia, Serbia-Montenegro, Slovakia, Slovenia, Tajikistan, Turkmenistan, Ukraine, and 

Uzbekistan.

2 See Preker (1993), Saltman (1997), Belli (2001), Bobak (2002), Fuenzalida (2002), 

McKee (2002), and Mossialos (2002).

3 For example: Mastilica and Božikov (1999), Orosz (2000), Markota (2001), Sari 

(2001), Skolnikov (2001), Balabanova (2002), Ziglio (2003).

4 Gaps in the graphs could be attributable to data collection errors.

5 “Poverty lines” in the chart correspond to the measures used in the official country 

statistics for assessment of poverty rates. 

 • In Georgia and Armenia, an absolute poverty line is used that corresponds to 

the official subsistence minimum (minimum food consumption basket).

 • In Lithuania, a relative poverty line (50% of the average consumption ex-

penditure) is used because the officially set minimum subsistence level (MSL) 

is considered too low.

6 These are: no risk pool—individuals are responsible for meeting their healthcare 

costs when they arise; unitary risk pools—revenues generated from all sources 

(general taxation, social insurance, user charges are placed in a single central pool); 

fragmented pools—more than one risk pool exists in the country (geographic, em-

ployment-based, or competing insurance funds); integrated risk pools—financial 

transfers are arranged between fragmented pools.

7 Adopted from Smith and Witter (2004).
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How have health and economic reforms implemented in Central and Eastern European 
countries in the 1990s—in what was the first decade of the post-Soviet transition— 
affected one of the most important aspects of any healthcare system—equity in its 
financing? 

This study seeks an answer in the analysis of out-of-pocket payments (OPP) for health 
services on poverty. Statistical analysis of equity in healthcare at the aggregate regional 
level is used to identify the regional trends and patterns. This analysis is based on 
household health survey data collected in 15 countries of the region in the early 2000s.

The study goes on to provide more detailed statistical measurements of equity in 
healthcare financing, focused on out-of-pocket payments, in three selected countries—
Armenia, Georgia, and Lithuania. These analyses measure the progressivity of healthcare 
financing systems as well as the impact of out-of-pocket health expenditures on 
households’ poverty levels. Six alternative and complementary statistical methods 
are used, including the Kakwani Index, the Impoverishing Medical Expenditure Index, 
Catastrophic Medical Expenditure Index, and others. These measurements are performed 
twice in each country, based on the data collected in the early 1990s and early 2000s. 
Thus, the analysis allows for not only cross-country comparisons, but also for cross-time 
comparisons within each country to compare the pre-reform and post-reform status of 
equity in health financing. 

The study also provides comparative health systems assessment in the selected countries, 
which is aimed at “diagnosing” the underlying causes of inequities and answers the 
question—how equity differs in three different types of the reformed post-Soviet 
healthcare financing systems.

And finally, the report suggests what implications the findings may have on further 
health reforms aimed at enhancing equity in health care in CEE/CIS countries.


