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Abstract

Sri Lanka is well known for having achieved very good health outcomes at low cost.
Analysis of a survey of health facilities in 1991 found that average costs of care in public
sector health facilities were very low by international standards. Nonetheless, considerable
variation was identified among facilities offering similar services, suggesting that there is
potential for improving efficiency. The objectives of the this study were to (i) to explore
different methods for quantifying the magnitude of technical and economic inefficiency in
service provision by public sector providers and (ii) to identify institutional and behavioural
factors which explain differences in efficiency.

A variety of techniques were used to quantify the extent of inefficiency in service
provision, including standard service indicators (length of stay, occupancy rate, turnover rate).
average costs, and econometric cost and production functions. The resuits of the different
methods were compared using rank correlation coefficients. Lasso diagrams were used to
compare the relative performance of facilities. Other potential correlates of facility
performance studied included a series of management indicators, which describe the
characteristics of the facility manager, the systems used for managing key inputs such as drugs
and staff, and the characteristics of the environment.

The study found that average costs of care in 1997 continued to be below international
norms, but that there remained an important degree of variation among similar facilities. with
ratios of high:low cost facilities ranging from 4.3 (for cost per patient day in complex inpatient
facilities) to almost 30 (for outpatient visits in basic inpatient facilities). Differences in
average length of stay and occupancy rate explain only a small proportion of the variation in
facility cost. Indicators of management characteristics do not seem to explain much of the
variation in costs either.

The findings of this study led us to question the adequacy of microeconomic approaches
to efficiency for understanding the way in which public hospitals in Sri Lanka operate. The
neo-classical production model relies on several assumptions such as perfect information and
choice over inputs and outputs that do not necessarily hold in the context of Sri Lankan public
hospitals. In a situation where budgets are fixed and demand is exogenous, unit costs are
mainly demand driven and are unlikely to be adequate measures of economic efficiency at the
hospital level. A macroeconomic perspective of efficiency that takes into account the equity
and efficiency objectives of health planners who are responsible for resource allocation would
be more effective at explaining the huge variation in unit costs and performance indicators
between the same types of facilities.
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and analyses relevant to policy concerns in the researcher’s own country, and to help
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PHR provides technical advice and support to the SAR grantees, the content and conclusions
in the final research reports are the responsibility of the grantees. They do not necessarily
reflect the views of USAID or PHR.

A total of 16 small research grants have been awarded to researchers throughout the
developing world. Topics studied include health financing strategies, the role of the private
sector in health care delivery, and the efficiency of public health facilities.
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Center and via the PHR website. A summary of the findings of each study are also
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1. Introduction

In 1991 the Ministry of Health and Women’s Affairs (MOHWA)' undertook a Health
Facility Survey, with support from the World Bank. The study covered all public health
facilities and a sample of private facilities in four districts (Colombo, Galle, Matale, and
Polonnaruwa). The primary goal of the study was to provide information about the costs of
providing health services in public and private health facilities. The data from this survey were
re-analysed by the Institute of Policy Studies (IPS) during 1994/5 during which two main
findings became apparent. First, average costs in Sri Lankan public health facilities were very
low in comparison with other developing countries. Second, although the average costs were
Jow, there was tremendous variation in costs even among fairly similar public sector facilities,
with the range from the lowest to the highest being nearly Rs.400 for costs per bed-day at
lower-level inpatient facilities. While there was a relationship between costs and factors
known to influence costs, such as levels of utilisation. bed occupancy rate, and average length
of stay, these factors could not explain all of the observed variation. Thus, while overall the
sector was found to be very efficient, particularly when Sri Lanka’s achievements in health
outcomes are considered, there appeared to be considerable scope for improvements in
efficiency.

The Sri Lankan government is currently considering major reforms to the health sector
which aim to restructure the Ministry of Health and Indigenous Medicine (MOHIM), devolve -
greater responsibility for managing public institutions to the provincial level, modernise the
management of public institutions, and upgrade certain public hospitals (Hsiao 2000). Up-to-
date information about health facility erformance is needed to inform the reform strategies.
Before measures can be taken to improve the efficiency of public service delivery there is a
need for valid measures of efficiency. They must be measures that can be collected easily in an
operational setting and used both to monitor overall trends in health sector performance and
assess relative efficiency between facilities. The latter implies that efficiency measures must
be available and accessible for use by health facility managers. An important focus of this
study is to examine different approaches to measuring efficiency and to assess the congruence
of the different approaches.

In addition to simply measuring efficiency, it was felt that a better understanding of the
factors that underlie the variations in performance was needed. Given that public institutions in
Sri Lanka face a common set of formal rules and regulations, it was hypothesised that other
factors must underlie these differences in efficiency. One hypothesis was that differences in
efficiency were related to differences in the way that these facilities were managed.
Characteristics of the managers (their training and experience), of the systems they use to
manage their key inputs (staff and drugs), and of the organisational environment (their
location, the extent to which they are accessible, the support they enjoy in the community, and
the level of competition they face in the local health care market) were identified as potential
variables influencing the efficiency of public facilities. An examination of these factors,
together with the conventional factors believed to underpin cost differences, was therefore an

" In 1994, the Ministry of Health and Women’s Affairs was split into the MOHWA and Ministry of Health
and Indigenous Medicine.
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important focus of the study. An understanding of such issues will also provide an insight into
why unit costs of Sri Lankan public hospitals lie well below those of most other and lower-
and middle-income countries..
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