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1. Introduction 
 
The policy brief highlights the importance of exploring alternative resource mobilization strategies for 
Pakistan’s health care. The need arises because the conventional methods of health care financing 
through tax revenues have failed to meet the health care needs of all, resulting in differential access to 
health care facilities by different income groups. Whereas, in many developed countries, universal health 
coverage and financial protection against the cost of illnesses is almost complete, in the developing 
countries, access and utilization of health care is low and selective. For Pakistan to expand its access to 
health care for all, alternative resource mobilization strategies need to be developed and proposed. 
Pakistan needs to learn from the experience of other countries, because the process of generating extra 
resources for health care has resulted in mixed experiences for different countries. Pakistan needs to 
start the process with caution, not blindly importing models of health care financing, but designing policies 
that are suitable for its own socio-economic context.  
 
The policy brief presents evidence on current practices of Pakistan's health care finance and delivery, and 
suggests ways through which alternative resource mobilization strategies can be proposed. Some 
popular methods of health care financing being practiced in other countries are community financing, user 
fees, health insurance, and assistance from donors. However, resources can also be saved from wasteful 
and ineffective uses of health technology (services, programs and procedures) that may result in 
improving efficiency of existing health care services. Reallocation of resources within the health sector 
can therefore, turn out to be cost effective. The policy brief discusses a criteria for choosing a financing 
system that takes into account factors like ease of use of the system, revenue generating ability, effects 
on service provision, and community participation in the socio-economic context of Pakistan.  
 
 

2. Overview of Pakistan’s Health Care  
 
Pakistan is undergoing both epidemiological and demographic transitions, where age structures are 
changing and threats of communicable and non-communicable diseases are growing. These challenges 
require that alternative financing mechanisms for health care should be explored to face new situations 
and changing demands. So far in Pakistan, health care services are mostly financed through taxation but 
there is no earmarked taxation to raise money for health. Pakistan’s tax system is regressive, meaning 
that the poor have to pay relatively high proportion of taxes than the rich, and hence incidence of taxation 
falls mostly on poor. Pakistan has a narrow tax base and taxable capacity is low. Therefore, over the past 
20 years the total amount of money spared for health turns out to be less than one percent of GNP. This 
allocation of money for health is surely not enough to meet the needs of estimated 148.72 million people. 
Hence, there is need to explore alternative resource mobilization strategies because the current tax-
based financing for health is not enough to meet health care needs of all. The following are the main 
features of Pakistan’s health care system:  
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1. Low allocation of resources by the public sector: The figure shows the trend of public sector 
health spending in Pakistan.     

 
Figure 1: Health Expenditure Pattern in Pakistan 

Source: Economic Surveys of Pakistan (Various Issues). 

 
2. Another important characteristic of Pakistan’s economy is its low revenue generating capacity.  

According to the World Health Report (2004), Pakistan’s total expenditure on health as a 
percentage of GDP was 3.9 in 2001. Although the figure is comparable to 4% of GDP prevailing 
in other developing countries, lack of growth of GDP has affected collection of revenues, and 
allocation of resources to health by the government. According to a World Bank study (2004, pp. 
6), “if a developing country’s capacity is as low as 10% of GDP or less, it would require to take 
thirty percent of revenues to meet a target of 3% of GDP health expenditure through formal 
collective health care financing channels.”    

3. Low pooling of funds for health care in Pakistan. The obvious reason is that Pakistan’s formal 
wage sector is relatively small compared to very large and varied informal sector. Informal sector 
workers, from agriculture, construction, and industry and business, lack access to formal medical 
and health care services. Even then, they have to incur out of pocket expenditure that constitutes 
a huge part of their total household income. Due to poverty and informal sector employment, no 
guard is offered against illnesses. Therefore, for such people, self-treatment is very common in 
Pakistan, and many more people remain without any medical and health care treatment. The 
existing gap in excess demand and limited resources exerts pressure on already scarce 
resources and results in resource allocation problems such as drug shortage, capital stock 
depreciation and inadequate hygiene standards. 

4. Budget allocations on development and non-development sectors of health are not balanced in 
Pakistan. For Pakistan’s health care, problem is to evaluate these recurrent costs in a situation 
where cost recovery is already low. Generating revenue for health cannot only be obtained by 
alternative sources, but also by saving resources from being spent in unproductive activities or 
less effective health care services. Hence, in order to reform overall health situation in Pakistan, 
the following objectives need to be met: Effective (funds allocated based on evidence), equitable 
(resources are spent in a way that shift resources from the rich to the poor), and sustainable 
(health revenue equals expenditure).   

5. Management (public/private partnership): Pakistan’s health financing system can be explored in 
terms of how it is managed and controlled. In Pakistan, health service delivery is a mixture of 
public and private institutions. All hospitals have large outpatient departments and the 
government at various levels, (federal, provincial and local), controls major public hospitals. Most 
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of the hospital costs are financed by government budgets without systematic annual review of 
their effectiveness and future planning. In Pakistan, many rural facilities are under utilized, and 
more patient load is observed in hospitals located in big cities where people come from far off 
areas for treatment. Under utilization of public health services is proving more costly, generating 
unequal access to public health services. Hospital beds and physicians are also unequally 
distributed with more concentration in the urban areas compared to rural areas. These health 
care system characteristics necessitate immediate reallocation of resources and services. 
Reallocation of resources will help establish referral patterns and curb the expansion of high cost 
hospitals that may result in inefficient use of resources. A well-organized health service delivery 
will save resources that can be used more efficiently in priority areas. Another cost saving 
(resource generating) strategy for Pakistan can be effective control of multi channel payment 
system. The means of payment for health services usually affect utilization of health services. 
The government may, therefore, exert control over revenues through which massive resource 
savings are possible. Government’s ability to organize the flow of funds will determine budget 
control and allocation of resources for health care in Pakistan. According to more recent 
estimates provided by the World Health Report (2004), the measured levels of health 
expenditures on health are presented below.  

 
Figure 2: Expenditure on health  

 
The figure shows that out of pocket expenditures constitute major share in health expenditure, 
followed by private, social security, government and external resources. However, a large 
proportion of out-of-pocket expenditure in Pakistan, and unregulated price increases of drugs and 
medical supplies provide incentive to government for removing budgetary shortfalls through such 
means. 

 
 

3. Health Care Resource Mobilization Strategies   
 
Tax Revenues:  In Pakistan, general tax revenue is the main source of financing health care. Taxes are 
compulsory contributions without explicit benefit to the taxpayer. Taxes reduce disposable income and 
wealth of those who bear them. A glance at Pakistan’s overall budget shows that choices are made 
among competing alternatives, and for policy implementation. It is, therefore, unrealistic to recommend a 
huge increase in health expenditures without considering the availability of resources. The primary 
purpose of taxation is diverting resources from taxpayers to the government for allocation of resources 
and distribution of income and wealth. Therefore, although, taxes are necessary for revenue raising, yet 
sole reliance cannot be made on service charges that may disrupt allocative and distributive tax functions.  
The tax structure of Pakistan is regressive. The poor have to pay a large proportion of their income 

Measured levels of expenditure on health, WHO (2004)
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compared to the rich, and more reliance is on the indirect taxation, including excises, duties and sales 
taxes. Revenue through general taxation depends on income and wealth and, as contributions are not 
earmarked for health, little tax revenues are collected via payrolls and entail low revenue generating 
capacity. Any proposal for excessive taxation, therefore, may impair productive capacity of people and 
weaken economic incentives, resulting in tax evasion and administrative burdens. Pakistan started 
introducing tax and tariff reforms in the 1990s to address the structural weaknesses of its tax system. 
More recently, to overcome these structural inefficiencies in taxation, tax administration reforms are being 
introduced to reduce costs of compliance, increase costs of non-compliance and improve efficiency with 
which tax laws are enforced. In Pakistan, during the last five years, tax collection has increased 65% and   
the revenue deficit has been reduced from 3 to 0.2% of GDP, for more details, see Economic Surveys). 
The figure shows share of federal tax revenues in Pakistan.   
  
Figure 3: Federal Tax revenue as a percent of GDP in Pakistan 

Source: Economic Survey of Pakistan: Various Issues 

 
The figure shows that Pakistan’s collection of revenue is less than 15% of GDP. Therefore, if Pakistan 
plans to continue to rely on tax-based health financing system, no improvements can be expected in 
terms of increasing access of health care to all, quality health care, better infrastructure for health etc. 
This is mainly due to the limited capacity of total tax revenue as percentage of GDP.  Hence, alternative 
sources of tapping revenue for health need to explored vis-à-vis taxed based financing in order to 
improve coverage.  
 
User fees:  User fees are direct payments by the patients.  Revenue raised through user fees depends 
on the extent to which people are willing to pay a price for health care.  Usually patients are not willing to 
pay any price for curative health services. For Pakistan, the policy to raise revenue through user fees can 
adversely affect lower socio-economic groups compared to high-income groups. The use of user fees as 
a source of mobilizing resources and a means of cost recovery is not in place in Pakistan. In some health 
care facilities, a minimal fee is charged but not enforced effectively. However, as such there is no national 
system of user fees that is used for cost recovery of services. The use of user fees can be challenged on 
several grounds in Pakistan. The hospitals and health centers lack appropriate fee collection procedures. 
Whereas, introducing user fees is dependent on effective fee collection mechanisms, and in the context 
of a developing country like Pakistan, user fee needs to be charged only based on the ability to pay. 
Hence, any proposal for introducing user fees should be designed in such a manner that high user fees 
are charged from the relatively well off, while strict exemption policies are designed and implemented 
effectively for the poor. A closely related issue can be the potential of raising revenues through user fees 
when majority of people in Pakistan lie below the poverty line, and it might be expected that a significant 
amount can’t be raised from user fees. For revenue mobilization through user fees, government must be 
clear about reallocation of resources, referral systems for hospitals, contribution of user fees in total 
health resources, exemption strategies for the very poor people, cost recovery and cost sharing. Special 
targets need to be set and issues of efficiency – equity and administrative ease – should be given special 
attention. The box shows the argument in favor and against user fees as presented in many different 
studies.  
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Box 1: Arguments for and against user fees 

For Against  

Health services with price inelastic demand are mostly 
consumed by the rich and should be subject to higher 
user fees and vice versa.   

Relatively low rates of cost recovery through user fees.  
 

Charging a fee or some fee for all medical services can 
be proposed  to raise revenue. However, exception can 
be immunization for being a merit good or externality.  

Nature of health care: Low prices are required to ensure 
poor against financial risk in absence of insurance 
market.  

Zero prices should be discouraged unless poor of the 
poorest are truly exempted  
For tax efficiency, a tax should not only cover the cost but 
also be able to finance other goods and services.  

User fees can improve relative service affordability. 
However, they do not spread or pool risk or guarantee 
access to health care by all.   

User fees should be used when total health spending is 
too low. 

User fees do not reduce costs. They increase inequity.  

Where health expenditures are high, user fees can be  
used for moderating demand and containing costs.  

 User fees can be costly to implement and difficult to 
manage 

Source: Jack, W. (1999). Principles of health economics for developing countries, WBI Development Studies, pp. 202-207  
 Creese, A. (1997). Editorial, Biritish Medical Journal, pp.202-203.    
 Akin J, Birdsall N, Ferranti D. (1987).  Financing health services in developing countries: an agenda for reform. 

Washington, DC: World Bank, 1987.  
 Shaw and Ainsworth (1996). Financing health services through user fees and insurance: Case studies from sub-

Saharan Africa.  The World Bank Discussion Paper -294.  
 

Health Insurance is a method of health care financing whereby the insured people do not bear the full 
cost of health care treatment. Health insurers act as payers of health services and the type of health 
insurance (public or private) determines the degree of control a government has over health spending. 
The degree to which a government is able to exert control over health care financing has important policy 
implications. In an effort to extend health care coverage for all, the government of Pakistan is exploring 
health insurance as a means of extending coverage. However, there are several hurdles involved in the 
process of transition from low to high, and eventually universal health coverage for all at affordable prices.  
 
Health care financing through general tax revenue is by far the main source in Pakistan. However, for 
exploring alternative strategies, it is important to know that in the presence of a large informal sector in 
Pakistan, how practical it is to register and collect health care contributions from people who do not have 
a regular income or their incomes are classified as middle and low? A closely related issue is cost 
escalations associated with universal coverage as a result of moral hazard and resulting increase in 
health expenditures. In social health insurance, services are paid through contributions to a health fund. 
The common basis is payroll, with contributions both from the employer and the employee based on the 
ability to pay and access to health care based on the needs of people, see Griffin and Shaw (1995). 
However, critical questions remain about resource efficiency, technical efficiency (mix of inputs) and 
impact of SHI. In Pakistan, a referral system that requires that medical services should initially access the 
lowest and least inexpensive system of primary health care is not in place. There are various reasons for 
this, including drug shortage in public health centers, lack of adequate equipment, and technical staff. 
Many patients rely on centralized hospitals for illnesses that can be treated at primary levels. A closely 
related issue is lack of a formal insurance market in Pakistan. However, prospects for expanding health 
insurance need, to be explored, bearing in mind that health care financing can only be established when 
its viability has been assessed both on demand and supply side.   
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Table1: Supply and Demand Side Insurance Issues 

 Requirement Facilitated by Appropriate macro variables 

Supply of 
insurance 

Low administrative 
cost 

Denser population, better 
developed infrastructure 

Population density 
Urban population 

 Ability to reduce 
adverse selection 
and moral hazard 

Assembly of sizeable groups to pay 
for coverage 

Total population x % of labor force in 
industry or formal sector employment 

Greater donor 
involvement in the 
health sector 

Donor motivation to invest in new 
private sector development 

Aid flows in health 

Demand for 
insurance 

Income Positive income elasticity of 
demand for insurance 

Per capita income 

 Greater private 
sector potential 

High probability of losses for 
consumers 
Reduced prospects for free care 

Private medical expenditures 
Supply of physicians 
Hospital beds per thousand 
population 

Griffin and Shaw (1995, pp.160) 

 
The table has been reproduced from Griffin and Shaw (1995, pp.160) as a guideline for supply and 
demand side health insurance issues, and need to be carefully taken into account for any efforts 
aiming at introducing SHI in Pakistan. Health insurance aims to provide health services to those who 
fall ill but cannot afford to pay for it. The evidence for social and private health insurance from many 
countries of Sub Saharan Africa (SSA) reveals – although many countries resorted to SHI as a 
means of extending coverage -- success depended a lot on other related factors such as employment 
base, population density, and administrative structures. In the presence of not enough spending on 
health, social and private health insurance can be “unviable”, Hsiao (2004).  By early 1990s, many 
international agencies did not encourage insurance-based alternatives. However, by year 2000, there 
was increasing recognition that principles of insurance could be applied to low-income countries (see 
WHO, 2000). However, if Pakistan plans to introduce social health insurance as a means of financing 
health care, it should proceed carefully in the design and application of health insurance incentives.          
 
Community Financing schemes: Distinct from social insurance, community insurance has voluntary 
community involvement. As compared to social health insurance, it’s scale is small and deals with a 
varied group of people engaged in different types of occupations. As such, there are a number of 
community financing models that are in place in different countries. For example, in the late 1950s, 
China initiated a Cooperative Medical System (CMS) that proved quite successful in its efforts to 
mobilize resources and cost effective provision of health care to rural population. In Bangladesh, 
many NGOs operate community insurance schemes linked with credit programs.  Bangladesh has 
started other local schemes such as Grameen Health Program, Dhaka Community Hospital 
Insurance Program and Self Employed Women’s Association (SEWA). All such schemes are 
successfully providing health care services to thousands of low-income households. Other examples 
from Asian countries include introduction of Thai Health card and Indonesia’s Dana Sehat. Hsiao 
(2004, pp.122) lists three basic characteristics of community financing:  Community control, voluntary 
membership and prepayment for health care by community members. He also classifies community 
financing schemes into five types: Direct subsidy to individual, Cooperative Health Care, community 
based third party insurance, provider sponsored insurance, and producer or consumer cooperative. 
The health care facilities provided by the community financing schemes usually range from specified 
number of consultations in a given year and listed drugs.  Experience of other developing countries 
suggests that CF schemes can mobilize additional funds for government and improve access to 
health care by large number of people. Another advantage of community financing schemes is that 
they can also mobilize funds from rural and urban populations, and improve efficiency and quality of 
care with modest risk pooling. The success of community can be judged from a number of 
performance variables such as social inclusion, resource generation, and financial protection. 
However, care must be taken for regional inequalities that may result because of area based 
community health financing schemes, package design, and setting of premiums.  
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Donor Assistance:  In Pakistan, the role of donor assistance has been multidimensional. In 2000-
2001, total public sector development allocation for all federal ministries was 35 billion rupees, of 
which 8.11% was allocated for health and nutrition (see Annual Report of the Director General of 
Health). Of the total PSDP allocation, 11.1% was foreign aid for health and nutrition. There has been 
significant contribution by donor agencies in Pakistan’s health care.  The main reason is that such 
funding gives little control over funds to the government, and usually the aid for health and nutrition 
has been program specific. Also donor assistance for Pakistan’s health care has grown or shrunk in 
different times, basically due to donor policies for which certain conditions are placed on the use of 
funds. With these characteristics of donor assistance, health care services have not been planned on 
a long-term or permanent basis, therefore, the problem of ad hoc nature of plans that often do not 
become sustainable once the donor money is gone. In Pakistan, major foreign assistance is 
categorized as project and non-project aid. In project aid, the major heads include assistance for 
non-food, food, balance of payments support and relief assistance for refugees. Pakistan has 
received varying proportions of project and non-project aid. The major donors since 1993 have been 
Japan, the United Kingdom, and the United Nations agencies (UNDP, UNICEF, UNFPA). Other 
countries have also provided assistance of varying sizes and interests, thus contributing to funds of 
specific uses. However, overall health sector funding remains low, and some major donors remain 
outside social welfare programs such as EU or USAID. If the government wants to initiate extending 
health coverage through programs started with the help of donor assistance, care must be taken of 
the design, technicalities and sustainability, rather than initiating programs that may result in 
unsustainable health and less effective harm than benefit the already poor people.   
 
 

4. Discussion 
 
Bearing that great variation in the success stories for health financing exists across developed and 
developing countries, it is evident that health profiles in Pakistan will respond positively or negatively 
depending on the way health policy actors behave. In Pakistan’s health policy formulation, a greater 
pluralism of health actors is being witnessed. Earlier, UNDP (1997) had identified, three principal 
actors for health care provision: state, private sector, and civil society. In Pakistan, the government is 
responsible for creating political and legal environments for policymaking, monitoring activities of 
multiple actors and for regulating functioning of the health care markets. However, with greater 
involvement of the private sector in the health care provision, division of authority is seen as a 
challenging role for the government and the associated policy environment that is affected by 
differences in designated powers. The role of private sector is seen as generating profit that will 
boost economic power and will result in greater influence over policy and decision making for health 
and health care. The role of civil society as a policy actor in health care is presently more restricted 
but can be explored for mobilizing groups to participate in resource generation for health care in 
Pakistan. The successful provision of health care by these multiple health care actors shows that 
there is scope for greater pluralism that is needed for health financing policy formulation in Pakistan.  
 
Besides the active and crucial role of health policy actors in provision of health care, it is also 
important to explore the process and content of health care financing in Pakistan’s socio-economic 
context. Therefore, in the process of exploring the potential of alternative resource mobilization 
strategies, there is need to learn lessons from other countries, while being cautious for not 
duplicating models and repeating experiences that were fruitful in a particular context. This is 
because success depends a lot on relevant context in which a particular health care program is 
introduced or implemented rather than blindly following the design and content of any other health 
funding policy. Health policy actors in Pakistan need to carry out a careful study of the differentiated 
health impacts before they start designing or implementing such specific health care policies. The 
challenge for balancing health care heterogeneity is also crucial and must be addressed before any 
health policy formulation. This requires taking into account extensity and intensity of 
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interconnectedness between health care actors, both in public and private spheres and, at the same 
time, keeping in the margin for lesson drawing from other countries. 
 
Besides context, resource policy content is also crucial for generating funds for health. For example, 
what health services need priority and what are the possible options? Health funding policy content 
can change significantly due to conflict between health policy actors, and may influence 
positively/negatively alternative resource mobilization strategies. How far Pakistan’s resource 
mobilization strategies will converge or diverge from the other competitive policies will depend a lot 
on the parameters of health care policy. Chernichovsky (1995), for example, rightly argues: 
“Paradoxically perhaps, developed and developing countries may be closer to systematic solutions 
than the underlying factors setting them apart might suggest.” Londono and Frank (1997) recommend 
a reform initiative to promote convergence on a “structural pluralism” health system model in which 
parallel sub-systems of “segmented health system” are reconfigured in order to achieve a division of 
system-wide roles.” The World Development Report (1993) also suggests that the policy conclusions 
of the report can be “tailored to the widely varying circumstances of developing countries”, and 
proposed a list of ten broad areas of reform that vary in their relevance from being “somewhat 
relevant”, “relevant” to “very relevant”.    
 
Table 2: PACC for Pakistan’s health care policies  

Process Actors Context Contents 

Health care financing 
with lesson drawing 
from other countries 

Public Sector  
Private Sector 
Civil Society 
Donors  
 
 
 

Local 
National 
Regional  
Global 
 
 

Parameters of health policy 
 
National and global linkages 
 
Convergence or divergence of policies from 
global perspective 
 
Options for health policy 

 
In Pakistan, health care funding policies that widen the gap between the rich and the poor should be 
avoided, while giving priority to the principles of universal access to health care and equality. Health 
system components need to be chalked out and processes explored that bring a change in health 
outcome. With innovative techniques for health care finance and delivery, health care coverage can 
be increased enormously through appropriate design of pro-poor policies.   
 
Over the past many years, Pakistan has not been able to increase its public health spending for 
health care. More recently, public health threats such as HIV/AIDS and growing socio-economic 
inequalities threaten sustainability of public health funding. As globalization is increasing, many 
economies have started encouraging unregulated market approaches to the delivery of health 
services, such as Indonesia, China and Bangladesh. These developing countries share common 
characteristics of poverty, illiteracy, high population growth rates, and predominance of agricultural or 
labor markets. However, such countries are addressing the issue depending on their level of socio-
economic development. But the role of government in health care finance and delivery when public 
health spending fails to meet the health care demands of its people is a common issue. In Pakistan, 
health expenditure as a percentage of GNP remained stagnant around 0.8-1% over the past 20 years 
but private expenditures grew massively. Hence, a related question is of regulating the private 
sector, so that already scarce government resources are not depleted. The focus of the brief is on 
resource generation through alternative strategies that should not be taken as one-time activity but 
as an ongoing process involving multiple actors. At the same time, macroeconomic context is also 
important to be able to decide which resource mobilization strategies can (not) raise significant 
revenues or help in cost recovery.     
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Health care financing is a broad field and covers both the allocation and mobilization of financial 
resources for health care. As the experience of other countries suggests, the emphasis of health 
sector development is on health financing and how to raise money for increasing health care 
demands. The concerns grew faster with the publication of the WHO (2000) report, “Health systems: 
Improving performance”, that proposed to reduce out of pocket payments through certain 
mechanisms that will ensure greater health care coverage through risk pooling. Many Sub Saharan 
African countries introduced or increased user fees to raise more revenues but the experience has 
not been an overall success, and many other factors adversely affected resource generating capacity 
of user fees, such as low and irregular nature of household incomes and poverty. Hence, in some 
cases, health care utilization rates actually fell, raising concerns about the effectiveness of user fees 
in such economies. Countries like Thailand, Indonesia and Zambia aimed to increase revenues 
through community based health insurance schemes, whereas, many countries of the former Soviet 
Union and Eastern Europe shifted from tax based to more autonomous social health insurance.   
 
For a developing country like Pakistan, it is important to explore alternative sources for generating 
revenues bearing in mind the limited capacity of households to contribute towards health funds due 
to poverty. At the same time, it is important to protect the poor from financial shocks that may strike a 
family in case of severe illness.  It is important to ensure access to adequate health care even for the 
very poor.  However, there are certain issues relating to access for the very poor. First is health care 
quality and second, travel and time costs associated with health care that may form a significant 
portion of informal charges. The associated cost burden of illness and loss of labor are other 
important issues that should be addressed before designing any financing strategies for the poor. So 
far in Pakistan, health services are paid out of general tax revenues, but certain specific taxes can be 
initiated that are earmarked for health. In a developing country like Pakistan, regressive nature of 
taxes is a problem for increasing revenues for health. As the level on health spending is low, only a 
small budget is allocated for health care and that is mainly through revenue from taxation. However, 
since accessibility to health services is not high through tax-based health system, reliance will have 
to be made on seeking alternatives for resource generation for health. One option practiced in many 
countries is use of user charges but that can only be encouraged when proper price discrimination 
policies can be designed and implemented to minimize adverse effects on the poor. However, as 
patients have to pay directly for health services for user fees, there is no insurance proposed for this 
purpose.   
 
For initiating community financing in Pakistan to mobilize resources, the scope of various voluntary 
organizations can be extended. The people can take such organizations as first step for providing 
community-based health insurance with voluntary enrolment. Premiums can be set according to the 
average risk faced by members participating in the schemes.  For example, community-financing 
schemes can spread contributions between healthy and sick, and cover those persons who are not in 
formal employment. In case of social insurance, the experience of other countries suggests that 
insurance reduces individual’s exposure to risks. Hence, financial accessibility can increase when 
adopting social insurance, but at the same time it must be remembered that 70% of Pakistan’s labor 
force works in the informal sector. This may subvert the potential of social health insurance in 
Pakistan. However, to overcome this problem, it is important to design appropriate pro-poor 
schemes, with strong and effective exemption policies for the very poor. To protect the very poor, the 
major responsibility should lie with the government. In Pakistan, majority of the people do not have 
access to affordable health care and drug prices are unregulated.  Hence, resource mobilization 
strategies for Pakistan cannot be worked out in isolation of the overall socio-economic conditions.  
The objective of increasing access for health care can be met with more resources, and for this 
purpose, reliance only a single source is not sufficient. Although other alternatives are available, their 
advantages and disadvantages need to be explored in Pakistan’s context.   
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Table 3: Alternative resources and policy implications for Pakistan 

Sources of 
Revenue 

In place 
(selected 
countries) 

Revenue generating 
capability 

Lessons for Pakistan 

Tax-based 
financing for 
health 

Countries of 
Eastern Europe, 
Sub Saharan 
African countries 

In developed countries, where 
taxes are progressive, taxes 
raise revenue for health.  In 
countries where tax system is 
regressive, more burden falls 
on poor people, low revenues.  

Many countries are moving away from tax-
based to alternative sources of financing, 
including user fees, SHI, or multiple state 
insurance funds.  

User fees SSA countries, 
Cote d Ivorie, 
Ethiopia, 
Lesotho, 
Zimbabwe,  

Low to medium: In the 
beginning, service charges 
were very low and revenues 
amounted to 2-12% of 
government expenditures, 
overtime, expenditures have 
risen to 4-20%.  

Can affect health service utilization by the 
poor people; Devise effective exemption 
policies, Effective if appropriate price 
discrimination can be implemented.  
 

Community 
financing 

Asian countries, 
Indonesia, 
Thailand, 
Bangladesh, 
China, other 
Central African 
countries 

Resource generation capacity 
not exactly known,  
 
Gandaho Levy-Bruhal and 
other (1997) report 24-99 per 
cent of cost recovery of total 
operating costs in selected 
countries such as Mali, 
Senegal, and Guinea Bissau, 
Cameroon.  

CF schemes are usually not registered; 
Evidence of community involvement is 
necessary, Exclusion of poorest from CF 
schemes; CF schemes can reduce out of 
pocket spending of its members 

Health 
insurance 
(Private, 
social) 

Mostly developed 
countries, US, 
Canada, UK, 
Germany, other 
countries starting 
SHI include 
Indonesia, 
Burkina Faso, 
Kenya, Zambia 
 
 

Raise revenues, create 
independent sources of health 
financing, SHI can become 
sustainable with increased 
coverage of people, PHI can 
only be affordable by the 
relatively well off.   

Adverse selection: people with high 
probability of illnesses join insurance plans 
and those with low probability do not join.  
Moral hazard: people may take advantage 
of membership by using more health care 
services than required.  Insurance plans 
can incur losses. 
Cost escalations: demand and supply side 
cost escalations, and high cost of 
collecting premiums, irregular sources of 
income 

 
Pro-poor health care financing policies can only be designed when a proper understanding of the context 
is developed. For this purpose, a variety of financing instruments can be tested to raise revenue, ensuring 
that the government secures financing for the poor. It is also important to determine socio-economic and 
geographical profiling of people who need health care most to determine utilization rates. Similarly, 
effective exemption policies and extent of cross subsidies should be developed and explored for health 
care financing schemes. Revenue generation may turn out to be a turbulent experience in the short term, 
but with sound technical design of various policies, maximum benefit can be reaped for the larger benefit 
of the society in the long run. So far in Pakistan, risk sharing for health services is not common. However, 
if resources have to be tapped apart from conventional sources, prospects for social health insurance can 
be explored in urban areas where there is a strong formal sector but the informal sector is also more or 
less more organized. For rural area, pre-payment schemes may turn out to be successful through 
agricultural cooperatives, however, for that to be successful, complete information about the nature and 
level of charges should be provided to the stakeholders. All revenue mobilization strategies can be 
effective provided we have improved administrative structures, and health care workers and physicians 
are involved in the process through all stages. There is also a need to adopt appropriate financial 
strategies, taking care of adjustment for inflation and therefore, minimize the risks for adverse selection 
and moral hazards. Similarly, for illnesses requiring more doctor visits, cost per visit should be reduced. 
Information on health expenditures by households need to be collected through Household Income and 
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Expenditure Surveys as household income is positively related to expenditures on health. In Pakistan, the 
percentage of people living below the poverty line was 32.1 in 2001-01; see Economic Survey of Pakistan 
(2004). Sixty three percent of these are at the bottom line and can be considered as transitory poor. The 
widespread poverty and widened inequality of income in Pakistan calls for devising adequate health 
financing strategies that provide financial risk protection to all against rising costs of illnesses. For raising 
revenue from alternative sources, the potential of each strategy should be explored, safeguarding the 
interests of the poor by the government.  
 
 

5. Policy Recommendations 
 

• Pakistan spends less than one percent of its GNP and less than four percent of its GDP as total 
expenditure on health and health care. Its estimated population is 148.2 million and per capita 
health expenditure is US$ 16. So far health financing is out of general tax revenues not 
earmarked for health. Pakistan’s tax structure characterizes low tax base, heavy reliance on 
indirect taxation, and high incidence of taxation for the poor due to regressive nature of taxation. 
Due to high prevailing rates of poverty and lack of formal sector employments, proposals for 
heavy taxation to allocate money for health are not wise as they will further reduce the productive 
capacity of people and weaken economic incentives. However, some taxes can be earmarked for 
health for certain health habits such as the consumption of tobacco, alcohol, cigarettes and illegal 
drugs. In Pakistan, tobacco industry is a successful economic enterprise, but public policy can 
play a role through price increases of consumption of these goods. High taxation can be used as 
a principal tool to discourage certain health habits. 

• As sole reliance on taxation for raising money for health care is not proving fruitful, (access to 
health care is partial and selective), alternative mechanisms for generating resources for health 
need to be explored. One option is introducing user charges as a national system for cost 
recovery for major public and private hospitals. However, it requires sound technical and 
administrative procedures and implementation of strict exemption policies for the chronically 
poor. Price discrimination policies need to be designed and proposed to take care of different 
socio-economic classes.       

• In order to increase multiplicity of actors involved in provision of health care, it is time to explore 
the potential of non-governmental (civil society) organizations in provision of health care.  
Community Financing Schemes are being practiced successfully in Bangladesh (Grameen 
Health Program); Indonesia (Dana Sehat); China (Cooperative Medical System); Thailand 
(Health Card). Introducing such community schemes in Pakistan can increase access to health 
care and contribute to resource generation for health.  

• Schemes for health insurance can be introduced on private and social basis to extend coverage.  
Private health insurance can be proposed for high-income groups who have regular incomes and 
social health insurance schemes can be introduced as contributions towards a health fund. The 
government then must devise cost control strategies arising as a result of moral hazards to 
contain unnecessary increase in health expenditures.      

• To contain massive increases in health care costs, an adequate referral system is proposed. In 
the referral system, the lowest and least expensive health care facility should be accessed for 
preventive and primary health care. It will result in better use of existing health infrastructure, 
reduce travel costs, associated frequent illnesses, and will provide better prevention.  Hence, 
sole reliance on the centralized public hospitals for the treatment of primary services can be 
discouraged. Similarly, multi-channel payment system should be discouraged through effective 
administrative procedures.   

• The government should adopt appropriate financial strategies, taking care of adjustment for 
inflation and therefore, minimize the risks for adverse selection and moral hazards. Similarly, for 
illnesses requiring more doctor visits, cost per visit should be reduced. Information on health 
expenditures by households need to be collected through Household Income and Expenditure 
Surveys as household income is positively related to expenditures on health. 
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• In Pakistan, the percentage of people living below poverty line was 32.1 in 2001-01; see 
Economic Survey of Pakistan (2004). Sixty-three percent of these are at the bottom line and can 
be considered as transitory poor. The widespread poverty and widened inequality of income in 
Pakistan calls for devising adequate health financing strategies that provide financial risk 
protection against rising costs of illnesses. For raising revenue from alternative sources, the 
potential of each strategy should be explored, safeguarding the interests of the poor by the 
government.  
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Annex 1 
 
 

List of acronyms 
 
CF  Community Financing 
EU  European Union 
GDP  Gross Domestic Product 
GDP  Gross Domestic Product 
LB  Live births 
NGOs Non-Governmental Organizations 
PHI  Private Health Insurance 
PSDP  Pakistan’s Social Development Plan 
SHI  Social Health Insurance 
SSA  Sub-Saharan African Countries 
UK  United Kingdom 
UNDP  United Nations Development Program 
UNFPA  United Nations Population Fund 
UNICEF United Nations Children Fund 
US  The United States 
USAID  United States Aid for International Development 
WDI  World Development Indicators 
WHO  World Health Organization 


