
PâûcBAzI TO UPGRADE HEALTII CABE SERVICES 

(GU-0029) 

BOBBOVEB MID Government of Guatemala 
CUAUUTOR: 

EXECUTING MEWCY: Ministry of Public Finance (MFP), in conjunction with 
the Ministry of Public Health and Social Welfare 
(mp=> 

AMOUWT Aa1D SOUBCE: IDB: US$25 million (OC/IFF) 

F I W C I A L  Amortization period: 20 years 
TERMS AND Disbursement period: 3 years 
CONDITIOWS : Interest rate : variable * 

Inspection and supervision: 1% 
Credit fee : O. 75% 

* According to the terms of the OC/IFF agreement, 
interest owed, up to 5% per annum of the loan 
balance, will be paid from the IFF account. 

OBJECTIVES: The principal objective of the program to upgrade 
health care services is to make structural changes in 
the health care system to enable it to respond 
effectively to the public's health care requirements. 
This will be done by designing and introducing 
policy, organizational , and financial measures to 
attain the following specific objectives: (a) extend 
the coverage of basic health care services, 
particularly to the poorest groups, w i t h  the 
participation of private providers; (b) increase 
government spending on health and expand the sector's 
sources of financing; (c) redirect funding to cover 
the public's health care requirements; and 
(d) improve the effectiveness and efficiency with 
which the public health system performs its functions 
and produces services. 

DESCBIPTION : The program has the following components: 

a. Institutional structure. Includes restructuring, 
decentralization, and strengthening of the 
institutional capacity of the HSPAS, and the 
establishment of sector coordination mechanisms. 

b. Financing, allocation, and use of funds. 
increase the budget for the Includes actions to: 
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sector and improve its allocation; redirect 
public spending by capping spending on hospitals 
and using the savings to improve the coverage and 
quality of basic health care servicas; and adjust 
the regulatory fraaework and streamline budget 
management to attain the sector's objectives. 

c. Health care system. Includes actions to: 
(i) reorient the health care model; (il) expand 
coverage and local participation, and provide 
better access for the poorest groups to baaic 
health care services; (ili) adjust the regulatory 
framework and step up private sector 
participation in the delivery and management of 
health car.e services. 

d. Public hospital services. Includes the 
organization of independent bodies to administer 
hospitals, the establishment of management 
systems and systems for the transfer of budgetary 
resources that include financial incentives for 
the proper use and allocation of resources and 
better cost-recovery systems. 

The size and complexity of the proposed program, 
which outstrips the country's institutional capacity, 
makes a parallel technical-cooperation program 
necessary. The technical-cooperation program will 
fund consultants, training, and equipment, and will 
make it possible to continue institutional strength- 
ening during the restructuring process and during the 
implementation of programs to expand health care 
coverage with private sector participation and 
programs to boost the efficiency and sustainability 
of hospital services. 

EWVIR0"TAL The Environment Committee, at its meeting of February 
CLasSIPICATIO~: 15, 1994, classified this as a Category II operation. 

BEIOEFITS : Progress in modernizing health system institutions, 
better allocation and use of public resources on 
health care, and reorientation of the health care 
system, giving priority to expanding coverage w i t h  a 
package of basic services by stepping up 
participation by the private sector in the delivery 
of services will result in: (a) gains in efficiency 
and a reduction in the fiscal burden of providing 
health care services, to improve the sector's 
financial sustainability; (b) benefits for users in 
the form of better quality services and improvad 
access by the very poor to basic health care services 
which respond to the country's need for a healthier 
populace; and (c) greater institutional and technical 
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RISKS: 

SPEC= 
COaTRACTUAL 
COaIDITIOüS : 

XCEPTIONS To 
BANK POLICY: 

THE BAUK'S 
COUNTRY AND 
SECTOR STRATEGY: 

IMPACT ON WVEBTP: 

potantial within the health care system for 
developing effective strategies and programs and 
attracting and allocatlng funding to enhance public 
health. 

The risks entailed in the operation are: failure to 
take effective measures to expand the gwerimrent's 
revenue base, which must be done in order to maintain 
an adequate macroeconomic framework for the 
operation; the scant instltutional capacity of the 
sector's organizations; and possible opposition by 
interest groups to institutional changes and private 
sector participation in the delivery of health care 
services. 

The sector loan contract will contain the special 
conditions precedent outlined in paragraph 4.13 and 
in the policy matrix (Annex I). They are too lengthy 
to include in this summary, but for the purposes of 
the pertinent resolutions, they are dsened to be set 
out here in full. 

The requirement for international competitive bidding 
for the procurement of petroleum and petroleum 
products will be waived (see paragraph 4.5). 

The strategy focuses on: (i) structural reforms to 
remove obstacles to macroeconomic stability and 
increase productivity; (li) the expansion and 
upgrading of health care, education, and housing for 
the lowest income groups, through policy and 
institutlonal reforms and specific imrestpents; and 
(lii) strengthening of the administrative and 
financial capacity of public agencies to make better 
and more effective use of scarce funds. In the 
health sector, the strategy is to increase financing 
and reallocate resources to expand coverage and 
upgrade the quality of primary health care sentices. 

By its nature and design, this sector program 
complies with the poverty-reduction criteria set out 
in paragraph 2.15 of the report on the Eighth 
Replenishment, since more than 50% of the potential 
beneficiarles live in poverty. 



A. ne economic c o n t e s  

1.1 Guatemala has a population of 10 million and a relatively 
diversified eco- that  generates the highest to t a l  product i n  
Central America. The country has a broad resource base that could 
support sustained development. However, over the last two decades, 
macroeconomic and structural imbalances i n  a context of extreme 
poverty. and pol i t ica l  problems have combined to  hold back 
development. From 1980 to  1990, GDP grew more slowly than the 
population, leading t o  a drop i n  per capita income. Annual 
investment, public social  spending, and rea l  wages deteriorated 
over the decade and social  welfare indicators declined. 

1.2 The government that  took. office in  January 1991 inherited an 
economy i n  crisis and responded to the si tuation with a 
stabil ization and structural  adjustment program. In. 1992, it paid 
off i ts  arrears with multilateral agencies and regained access to 
credit. The economy responded favorably t o  the program. Inflation 
fe l l  significantly and GûP grew i n  real  terms a t  an annual average 
of almost 4% between 1990 and 1992. 

1.3 Ever since the pol i t ica l  events i n  1993, the macroeconomic 
situation has been fragi le ,  mafnly on account of the f i sca l  
situation. In 1994, the combined public sector deficit was 2.7% of 
GDP or  1.6 points above the target set i n  the shadow agreement with 
the International Monetary Fund (IMF'), despite the fact that growth 
i n  GDP (4%) and the inflation rate  (11.6%) remained the same as i n  
1993. 

1.4 A f i sca l  reform passed by Congress i n  Deceaber 1994 led t o  the 
signature of a new shadow agreement with the IHF i n  1995. The 
program envisages 3% growth i n  GDP and 8% inflation, with 
international reserve levels holding steady. As a resul t  of the 
fiscal reform, the tax burden should rise from 6.8% i n  1994 to  8% 
i n  1995 and the combined public sector def ic i t  should fall  t o  1.3% 
of GDP. In  the first half of 1995, GDP grew by close t o  4%, 
inflation was 9.2%, and f i sca l  revenues exceeded the program's mid- 
term goals. However, losses in  the early months of 1995 brought 
international reserves dawn by the end of June to  a level almost 
US$250 million under the target. 

1.5 In  the short term, there is a r i sk  that capital  might f lee  the 
country and that  the tax revenue goals w i l l  not be attained before 
the general elections i n  November 1995. In  the medium tern, the 
challenge w i l l  be t o  strengthen public finances. Even i f  the 
f i sca l  revenue target for  1995 is  attained, Guatemala w i l l  continue 
t o  have the l ightest  tax burden i n  Latin America. The 
reconstruction of physical infrastructure, investments i n  the 
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B. 

1.6 

1.7 

C. 

1.8 

country's human capital, and costs Stemhg from potential peace 
agreements will require considerable fiscal effort. 

Social sector * a e  

Guatemala has one of the lowest levels of social welfare and 
satisfaction of basic needs of any country in Latin America. The 
results of the 1989 sociodemographic survey JJ suggest that 
close to 80% of the population lives in poverty and 60% in such 
dire poverty that it is unable to meet its basic nutritional 
requirements. Poverty is worst in rural areas and among the 
indigenous population. 

One of the most serious problems that the government m u s t  surmount 
if it is to attain its social policy objectives is the 
traditionally low level of financing for the social sectors, 2/ 
which is related to their dependency on the State budget and the 
fact that .fiscal revenue accounts for such a inall share of GDP 
(just under 6% in 1993). To consolidate the headway made under the 
stabilization program, the government devised a sweeping 
modernization and social progress program for the period 1991 to 
1996, whose objectives include providing the most vulnerable groups 
with better access to social services. The program provides for 
reforms to boost revenues, control the fiscal deficit, and increase 
spending on the social sectors. Execution of that program is a 
basic condition for reforming the financing of the social sectors. 

The Bank's strategy for Guatemala assigns high priority to social 
reform and imestment under program8 to improve the coverage and 
quality of education and health care for the poorest groups. The 
s traten recognizes the importance of continuing the macroeconomic 
stabilization program and boosting fiscal income, which would allow 
for higher investments in the social sectors. The Bank's support 
for this objective has taken the form of a financial sector loan 
approved in December 1993 (which has been totally executed and 
disbursed) and an investment sector program slated for approval in 
1996. On the sector level, the strategy gives priority to the 
correction of inefficiencies in fiscal spending on health care and 
education, increased funding, and better quality primary health 
care services. The health care services program proposed here is 
part of this strategy. 

u 

2/ 

- ~ 

"Profile of Poverty in Guatemala: 1989 National Sociodenographic 
Survey", National Statistics Institute and the United Nations 
Population Fund. 
From 1980 to 1993, spending on health fell from 1.9% to 1% of GDP, 
and its share of total public spending shrank from 12.5% to 9%. 
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II. THE HEALTH SECT08 

A. 

2.1 

2.2 

2.3 

2.4  

G e n e r u u a t m  

The health status of Guatemalans compares unfavorably with the 
situation in other Latin American countries w i t h  similar 
development levels. In 1989 (the most recent year for which 
official statistics are available), life expectancy at birth was 
63 years, the mortality rate was 7.2 per 1,000, the infant 
mortality rate was 57 per 1,000 live births, and maternal mortality 
was 9.3 per 10,000 live births. Health conditions are 
significantly worse anong some socioeconomic groups with lower 
education and income levels, particularly the rural and indigenous 
populations. 

Among the chief causes of death, the prevalence of infectious 
diseases and illnesses associated rith lack of emrironmental 
sanitatlon and poor nutritlon I s  an Indicator of the poor health of 
the population and the lack of effectiveness of the health care 
system. Over 64% of total deaths in the country are caused by 
infectious, nutritional, and perinatal diseases. In 1989, 
diarrheas (30%),  acute respiratory infections (23%), perinatal 
diseases (20%), and malnutrition (4%) were the main causes of 
infant mortality. Mortality among children under five was 102 per 
1,000 and, with the exception of perinatal disease, was due to the 
same causes as for infants. 

The impact of poverty on the health of the population is aggravated 
by shortcomings in the implementation of government policy and in 
the resulting allocation of funds. The health care servlces of the 
Ministry of Public Health and Social Welfare (KSPAS) and the 
Guatemalan Social Security Administrat€on (IGSS) are supposed to 
attend to the entire population, with the MSPAS responsible for 
serving individuals who are not covered by the IGSS. In practice, 
the MSPAS covers about 30% of the total population and the IGSS 
less than 152, mainly in urban areas. Private health care services 
cover between 8X and 122 of the total population, also mainly urban 
and earning relatively higher incomes. These figures suggest that 
close to 40% of the population has no access to fonual health care 
services anã that this 40% is poor and at greatest risk. 

As a component of its social policy, the government's health care 
policy, as set out in the MSPAS document entitled Lfneamíentos de 
Po l f t f ca  de Salud 94-95 [Health Policy Guidalines 94-95), is geared 
to the problems in the sector and is reflected in the program 

y Information on health indicators varies significantly depending on 
For example, the Infant mortality rate is reported as the source. 

ranging anywhere from 60 to 70 per 1,000 live births. 
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discussed here. The policy proposes to boost the sector's 
efficiency and coverage, and its priorities are preventive and 
primary health care, with stress on the poorest and most vulnerable 
groups. 

2.5 To attain these goals, sigdf icant , interdependent, a d  iustained 
chanps are required In policies, instihiticma, finance., and 
services, with reorganization needed on all levels. The following 
section identifies the main problems in the sector. 

1. Il)stit- nr oblegln 

2.6 Sector coordination. The Guatemalan health sector is marked by the 
absence of a clear division of responsibilities with regard to 
management of the sector and satisfaction of the health care 
requirements of the different population groups.. Excessive 
centralization and complicated bureaucratic and legal structures 
afflict the public sector, and there is no regulatory framework 
governing the delivery of health care services by the private 
sector. The result is lack of coordination in the public sector, 
which contributes to inadequate coverage in particular for the very 
poor, the high cost of services, underuse of Installed capacity, 
and unnecessary duplication of investments and services for 
wealthier groups. However, the development of services by 
providers outside government in small-scale isolated projects 
cannot contribute substantially to the establishment of a stable 
system of services to improve the public's health. 

2.7 The Ministry of ñaalth. The HSPAS formally heads the sector, 
devises and executes policy, manages the bulk of sector funding, 
and executes public health programs and health care programs for 
low-income groups. Its action in these fields is inefficient, 
ineffective, and inequitable. The Ministry suffers from a lack of 
capacity to formulate and execute policies and programs that 
respond effectively to the public's health needs. Its main 
institutional problems are: lack of a clearly defined mission; 
heavy involvement in the production of goods and services not 
subject to competition; complicated organization, high degree of 
centralization, and bureaucratization; lack of resources and 
systems for policy formulation, programming, regulation, 
supervision, and control; and weaknesses in its management capacity 
and ability to administer funds and delegate responsibilities on 
all levels. These problems affect its ability to exercise national 
leadership in the sector and limit its capacity to respond to the 
health requirements of local comnunities and to manage at the level 
of health districts and service establishments. 
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2. 5 
Government funding for the health sector has traditionally been low 
and it has been inefficiently and inequitably allocated internally. 
Because USPAS spending is so low and not concentrated on effective 
low-cost actions, it has little impact on health conditions. In 
terms of targeting spending to specific low-income groups or 
geographic areas that are focuses of poverty, where government 
action is most necessary, its presence is scarcely felt. The 
redistributional inpact of government spending on health is 
minimal. 

2.8 

2.9 

2.10 

2.11 

Public funds are poorly allocated among the different activities, 
and favor curative hospital care over preventive care. 
Geographically, spending is focused on the metropolitan region and 
favors urban over rural areas, investments are unnecessarily 
duplicated, and subsidies ancl the best services go to higher income 
groups. Spending centers on investments in physical infrastructure 
and personnel rather than on essential medical inputs and 
maintenance of facilities and equipment. 

Government spending on health is insufficient, given the country's 
serious health situation, and the problem worsened during the 
economic adjustment process in the 1980s. From 1980 to 1993, the 
MSPAS's spending on health fell from 1.9% to 0.9% of GDP and shrank 
as a percentage of total public spending from 12.5% to 9%. In real 
terms, per capita spending on health by the MSPAS fell by 50% over 
the period under consideration, to about US$8 in recent years. Per 
capita spending on the primary care level was just over US$2. This 
is significantly lower than the minimum of US$12 required to 
deliver a basic package of core services on the primary care level 
in low-income countries. It/ 

Guatemala ranks among the three Latin American countries that 
allocate the  smallest share of GDP to health care. However, 
spending on health as a percentage of total government spending 
compares favorably with countries having similar development 
levels. This is because government revenues account for such a 
snall part of GDP (less than 10% in the 1980s). It is expected 
that the government's share will rise with the current fiscal 
reforms, but not quickly or significantly. The goveniment's plan 
for 1991-1996 (PïADES) recognizes the need to spend more on the 
sector and proposes a goal of 2% of GDP for health spending in 
1996. Recent studies on the economic and fiscal situation and 
outlook estimate that this target could be attained by the year 
2000. The political viability of reorienting public spending on 

&/ The 1993 World Development Report estimates an average cost of US$4 
for public health activities, and US$8 for essential clinical 
services in low-income countries (per capita GDP of under USC635). 
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2.12 

2.13 

health to reflect the government's objectives will depend on the 
extent of the increase in government revenues. 

Low government spending is compounded by inequitable allocation 
that is inconsistent w i t h  the nature and seriousness of the 
country's health problems. In 1992, over 70% of the WPAS budget 
was allocated to city hospitals, while the funds earmarked for core 
primary health care services were paltry. There is no correlation 
between resource allocation and the country's epidemiological 
profile, in which diarrheal, respiratory, and infectious diseases 
and malnutrition are the chief causes of illness and death in 
almost all age groups. It is crucial to redirect public sector 
spending to respond to health problems. The alternative of 
broadening coverage and meeting the health care requirements of 
low-income groups is not financially viable if current patterns of 
sector development , which emphasize free services provided by 
public institutions, high-cost technology, and hospital-based 
curative care, continue. 

Even though it &es not have much money to spend, the MSPAs's 
budget performance has been poor, owing to legal and bureaucratic 
stumbling blocks in the public sector and the Ministry's deficient 
administrative capacity. The current process of budget preparation 
and execution results in delays and wastes MSPAS resources. The 
problems are as follows. . In the absence of a system to monitor and 
evaluate spending by outputs , budget execution is centralized in 
the Ministry of Public Finance (MF'P) and is strictly regulated to 
control transfers of funds between items and prevent 
misappropriation. This rigid approach applies also to budget 
preparation, with funds being assigned to many units and t o  many 
specific items. The MSPAS also centralizes its role in budget 
preparation and execution. The mechanisms it uses for allocating 
resources bear no relation to output or performance, adequate 
information is not available on the different levels of execution, 
and the MSPAS has very little capacity to program or administer 
funds at the district and service delivery levels, with the 
exception of hospitals. This skews spending in relation to budget 
allocations even further. Changes in the regulatory framework and 
MF'P procedures that affect the entire public sector are necessary 
to address this problem. 

3. tlagll  th care svstema 

The MSPAS's current health care model &es not respond to the needs 
of the majority of Guatemalans. (i) wer- 
centralization; (ii) lack of articulation among institutional care 
levels: (iii) predominance of hospital-based actiorui: (iv) physi- 
cian-based, and preferably hospital-based, treatment; (v) stress on 
predominantly curative cara: (vi) channeling of the supplies of 
health care services without regard for demand, differences in 
epidemiologlcal profiles, or the ethnic or cultural conditions of 
the local population; and (vii) high costs stemming from the  use of 

2.14 
Its main features are: 
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2.15 

2.16 

2.17 

2.18 

complex technologies that are unsuitable for solving the problems. 
The results of adhering to this health care model can be seen in 
the organization of the health care system, the allocation of its 
resources, and the health status of the populace. 

The rural population has much less access to health care services 
than the urban population. Estiæater suggest that ovar two thirds 
of the rural population have no access at all to essential health 
care and environmental sanitation services. Health care systems in 
rural zones are not very functional, their activities do not extend 
outside health establishments into the comeunity, health clinics 
and centers frequently suffer from a lack of equipment and inputs, 
core staff, and work regulations, and the referral systems between 
primary and secondary care levels do not work. 

The health authorities have' recently approved a new health care 
model to serve as the conceptual framework that will guide the 
reorientation of public health care services, the allocation of 
funding, and programs to extend coverage in the country's health 
districts. 

4. 

The poor performance of public institutions in improving the health 
of Guatemalans and the need to redirect funding from curative 
services into public health care are the rationale behind the 
search for cooperative strategies for private participation to 
improve the efficiency and effectiveness of the country's health 
care system. Traditionally, Guatemalans have interpreted the 
constitutional declaration that health is a public right to mean 
that health care services should be provided free of charge by 
public institutions. For their part, public institutions have not 
seen any advantage in private cooperation (for-profit or nonprofit) 
and have certainly not given consideration to private sector 
participation as the provider of services or administrator of 
government-funded public establishments. Legal and institutional 
obstacles stand in the way of private sector participation in the 
financing, administration, and delivery of health care services. 
They have impeded the use of market incentives, the introduction of 
more competition to stimulate the efficiency and quality of 
services, and the development of concrete mechanisms for private 
participation (agreements, management contracts, etc. ) in order to 
maim use of the private sector in redirecting resources to core 
health care services, expanding coverage, and improving the 
efficiency and quality of health care services. 

Nonetheless, Guatemala has a private sector that is very active in 
health care. Private for-profit medical services are concentrated 
in Guatemala City and are available in other urban areas. 
Nongovernmental organizations (NGûs) have a significant presence in 
some communities in different parts of the country. Moreover, 
there has been some experience w i t h  public/private cooperation in 

W v a t  e sector var ticination 
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the administration and delivery of health care services, which 
could potentially make a significant contribution to the objectives 
of health sector development, if an adequate framework of laws and 
incentives is established for private sector participation. 

2.19 Hospitals absorb a large part of government spending owing to their 
inefficient use of public funds and the absence of alternative 
financial mechanisms. Generally speaking, the MSPAS's hospitals 
are not well stocked with medications and suffer from poor 
maintenance, chronic absenteeism, and chaotic organization of 
clinical services. These shortcomings contribute to a general 
belief among Guatemalans that MSPAS hospitals provide poor quality 
medical care. Consequently, these hospitals are underused despite 
their good geographic accessibility. 

2.20 The basic studies conducted during preparation a€ the program 
proposed here indicate that internal system for the distribution 
of medications are flawed and result in losses of over 30% of the 
sums spent on medical supplies. Failure to observe purchasing and 
procurement regulations means that most establishments pay from two 
to four times the average international price for medical and 
pharmaceutical supplies. W i d e  diffe.rences have also been observed 
in unit costs between hospitals of the same level of complexity, 
which suggests inefficient use of funds. The MSPAS's two tertiary 
level 900-bed hospitals, the Roosevelt and San Juan de Dios, are 
cases in point. The average cost of an outpatient consultation and 
laboratory tests for an ambulatory patient at Roosevelt is just a 
fraction of the cost of the same service at San Juan de Dios. 
However, the cost of a normal delivery at Roosevelt is five times 
higher than at San Juan de Dios. Similarly, large variations in 
unit costs have also been observed in many secondary-level regional 
hospitals. 

The lack of financial alternatives also contributes to high public 
spending on hospitals. The MSPAS hospitals recover less than 1 X  of 
their costs through patient fees. However, public charity 
hospitals and NGOs that serve the low-income population recover 
from 8% to 64% of their costs through patient fees. Surveys of 
low-income Guatemalans show that they make heavy use of private 
medical services and are willing to pay for them. 

2.21 

2.22 Poor administration and deficient budget practices contribute to 
the inefficient use of funds. The administrative structure is n o t  
conducive to cost control, increased production, or better quality. 
Hospital administrators do not have tlie authority, incentives, 
training, or information necessary to introduce the necessary 
control and supervision systems. 

2.23 Hospital budgets in Guatemala are not effective tools for 
encouraging efficiency; on the contrary, they offer incentives to 
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%aximize" and even to overspend the budget. Budgets are based on 
historical financing levels, political and professional pressure, 
and the availability of funds. Specific criteria, such as coste 
and production, do not influence the budget process. Inefficient 
hospitals are frequently rewarded with additional subsidies, while 
more efficient establishments that generate budget surpluses are 
punished by being denied access to the fundo they did not use up. 
Despite their demonstrated inefficiency, Roosevelt and San Juan de 
Dios are examples of hospitals that frequently obtain additional 
funds from the HSPAS, over and above their original budgets. The 
inevitable result is a reduction in the funding available for other 
establishments and services in the system. 
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III. PBOOBILW TO UPGRADE äEALTiI SERVICES 

3.1 The main objective of the program to upgrade health care services 
is to improve the health of Guatemalans by making HSPAS services 
more efficient and effective. Attainment of this objective will 
require institutional and policy changes in the health sector. 
Adjustments in the regulatory framework and in the public sector's 
resource management procedures are also necessary but are beyond 
the control of the health authorities and bring components bearing 
on modernization of the State into play, with the focus on the 
health sector. 

3.2 The program seeks to redefine the role of the MSPAS, reallocate 
financing, and redirect the health care system towards the 
universal provision of a package of basic services to attend to the 
population's main health problem, while attempting to increase the 
productivity and quality of the services delivered. 

3.3 The proposed operation will be the first stage in the process of 
modernizing and strengthening the sector, which will probably 
require more than a decade to complete. Therefore, the present 
operation will lay the groundwork for subsequent programs, 
conditional upon its satisfactory execution, which will be aimed at 
complementary reforms in the health sector and in the public sector 
in general. 

Parallel to this program, the World Bank is preparing a technical- 
cooperation operation with the Hinistry of Public Finance to 
introduce a comprehensive financial adninietration system in the 
public sector, which would use the health sector as a pilot case. 
The World Bank and the IDB have cooperated in preparing the program 
and are coordinating the financial elements of the health sector in 
their respective operations. 

3.4 

B .  Structure and CO- 

3.5 The program has been organized into four components to cwer the 
sector's main problems analyzed in chapter II, i.e.: 
(a) institutional structura - to boost coordination in the sector, 
strengthen the MSPAS, and improve Its performance; (b) financing 
and allocation of funds - to increase government spending levels, 
streamline execution, and redirect spending into highly cost- 
effective services; (c) health care sy8tamr - to reshape the health 
care model and extend the coverage of core health care services 
through private providers, with stress on the poorest groups; and 
(d) public hospital services - to boost their efficiency and 
f inanci al sus tainab i li ty . 
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3.6 

3.7 

3.8 

3.9 

3.10 

The size and scope of the changes in administration, policy, and 
the health care model called for in the proposed program make it 
necessary to introduce some of the program's activities in the form 
of pilot programs in a few geographic areas. The pilot programs 
will be carried out in three departments vhich are also WPAS 
health districts: Escuintla, Chiquimula, and Alta Verapaz. 
Certain activities relating to the following components will be 
centered on those districts: (a) restructuring and strengthening 
of the MSPAS; (b) financing, allocation, and use of funds; and 
(c) health care systems. 

The specific components of the proposed program and the 
corresponding policy measures (which are consolidated in the policy 
matrix contained in Annex I to this document) are discussed below. 

1. -st-* 

The shortcomings of public sector health care institutions in 
formulating and executing policies and programs, defining 
priorities for health care activities and services for different 
population groups, using public sector funds, and delineating the 
field of action for the private sector have been determining 
factors in the limited impact of the sector on improving the health 
status of Guatemalans (see paragraphs 2.6 and 2.7). 

a. n 

The purpose of this activity is to define institutional 
organization and coordination in the sector. It includes a 
&finition of the role of the HSPAS with regard to other 
institutions and the private sector in formulating policies, 
delivering and supervising health care services, and coordinating 
public sector investments an¿ programa to improve the allocation of 
sector resources and the effectiveness of services. Legislation 
will be passed defining the functions of health sector 
institutions, establishing a mechanism and authority for 
coordination of XSPM and IGSS program, and defining private 
sector participation in the delivery of health care services. The 
program calls for the introduction of a bill on coordination in 
Congress (first tranche), its implementing regulations (second 
tranche), and the establishment and operation of a coordination 
mechanism on the national level (third tranche). 

b. mstructurw and stre- of the MSPAS 

The objective is to strengthen the institutional capacity of the 
HSPAS, by beefing up its regulatory role and decentralizing its 
administrative role to the different health . districts. This 
includes execution of a plan of action for the restructuring and 
institutional strenethenine of the WPAS during the entire Droeram 
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(i.e. associated with each of the three tranches). W The plan 
of action includes: (a) entry into effect of the new legislation 
amending the Health Code and the ministerial decree defining the 
huediate organizational changes to be made in the MSPAS; 
(b) suspension of hiring at the central level of the Ministry and 
approval of a program to downsize its staff; (c) preparation of 
operating regulations for the MSPAS , including abinletrative 
decentralization in the three pilot program districts (Alta 
Verapae, Escuintla, and Chiquimula). o/ 

2. C allocation. & use of f a  

3.11 Redirecting the allocation of public sector resources - from 
curative services in hospitals to basic services in rural and 
marginal urban areas - is a major step in responding to the health 
problems of poor and high-risk groups. However, given the scant 
funding currently earmarked for the sector, the gains in efficiency 
resulting from this reorientation will not be sufficient to improve 
the quality of care (see paragraphs 2.8 to 2.13). 

. 

I/ The activities in this component, which will be supported under the 
technical-cooperation project associated with this operation. 
include: (a) establishment of a new organization with a simplified 
structure geared to the MSPAs's leadership role in the sector, the 
strategy of decentralizing and reorienting the sector's health care 
service system, and a more modern concept of the role of the State 
and health care administration; (b) decentralization or elimination 
of the MSPAS units that produce goods and support services that can 
be delivered or administered more efficiently by other agents; 
(c) adninistrative decentralization to the health districts and 
their establishments (in line with greater conrainity and private 
sector participation in the administration and delivery of 
services) with prior€ties focused on basic health care services; 
and (d) strengthening for the WPAS through downsizing of its 
personnel and better management and financial administration 
systems to boost efficiency at all levels of its technical and 
administrative structure and in its health care establishments. 
Annex II contains a summary of the plan of action, and Annex III 
describes the technical-cooperation program. 

4/ The purpose of administrative decentralization is to spur changes 
in the health care system by boosting th8 capacity for resource 
administration and public/private cooperation, bringing responsi- 
bility for the programing and provision of services closer to 
program beneficiaries and gradually handing their delivery over to 
the private sector. Decentralization of health districts and their 
health care establishments, together with changes in budget 
preparation and execution, will make it possible to carry out 
programa to reorient health care systems and expand coverage w i t h  
the private sector participation proposed by the program €or these 
pilot health districts. 
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3.12 

3.13 

3.14 

3.15 

3.16 

The activities in this component are intended to attenuate these 
two problems by promoting an increase in public funding for the 
sector and greater efficiency and equity in the use of funds, by 
realigning public spending in the health sector and improving MSPAS 
budget performance. 

a. &,@get in cre a se m d r  earfentation 

This activity is aimed at increasing the financing for basic 
services in the sector and improving MSPAS budget performance. The 
first goal will be to finance the marginal cost of the package of 
basic health care services. To do so, the program proposes an 
increase in real t e m  of 12% in the MSPAS total budget prior to 
release of the first tranche, and 20X prior to the second and third 
tranches. By redirecting public spending, these increases will be 
used to finance the activities proposed with regard to the 
expansion of coverage and improvement in basic health care 
services. 

Aside from the scarcity of funding for the MSPAS, its budget 
performance has been poor. Legal and bureaucratic obstacles in the 
public sector, lack of autonomy in budget execution, and the poor 
administrative capacity of the MSPAS compound the situation. 

This program activity is intended to simplify and streamline budget 
preparation and execution of the MSPAS through neasures to 
decentralize the administration of funds to the three pilot health 
care districts and establish budget performance targets. Under the 
program, a plan of action will be implemented to adjust the systems 
for preparation, performance, and control of the Ministry of Public 
Finance's budget, including: (a) the entry into effect of 
ministerial decrees that modify the rules governing the use of the 
private funds of health care establishments and revolving funds, 
and that create a budget item to permit the pilot health care 
districts to contract NGOs and other private providers of basic 
services; and (b) adjustment of the rules for presentation of a 
simplified budget on the central level and in the three pilot 
districts, reducing the number of specific items and budget 
units. u 

. 

The program also establishes incremental goals for budget 
perforaance in the three pilot health care districts (70% between 
the first and second tranches, and 80% between the second and third 
tranches of the loan). In addition, the program will monitor 

u Execution of the comprehensive financial administration program for 
the MF'P, supported by the World Bank, and the institutional 
strengthening program for the MSPAS w i l l  also help to atteniiate 
these problems. 
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spending patterns, stressing investments in sanitation and priority 
health care programs in the three pilot districts and discouraging 
transfers from the preventive care program (first-level curative 
and preventive care) to the curative program (hospital services) 
[second and third tranches]. 

3. - 
3.17 Guatemala's health care system stresses centralized, hospital- 

oriented, and curative care. The results of this system are 
reflected in the organization of the health care system, the 
allocation of its resources, and the health status of the 
population (see paragraphs 2.14 to 2.18). As one of the program's 
actions, the health authorities have recently approved a new health 
care model to serve as the conceptual framework that will guide the 
reorientation of health care services and programs to extend 
coverage in the country's health care districts. s/ Thls 
component includes the redirection of health care myeteins to expand 
the coverage of a basic package of health care and environmental 
sanitation services e/ to include the poor population in three 
health care districts, with nongovernmental participation in 
service delivery. 

districts 
a. Bdirec t ion of health care svstem s in the health c a a  

3.18 The main short-term action in Guatemala's health care strategy 
should be to channel public funding into core public health and 
clinical services. The program will define and adapt this basic 
package of services and introduce the necessary changes into the 
health care systems in the three pilot health care districts 
(Escuintla, Chiquimula, and Alta Verapaz). The pilot programa will 
be used as the testing ground for programming, evaluating, and 
adjusting the proposed system. lQ/ 

The guidelines of the new health care model defined by the 
government favor: (a) actions to foster good health, self care, 
and disease prevention; (b) tailoring of health care activities to 
the epidemiological profi le and local sociocultural conditions ; 
(c) selection of a basic package of core health care services that 
are effective in terms of costs and satisfy users' demands; 
(d) priority for ambulatory and home care; (e) use of local health 
teams to provide services (a.g. nursing assistants, comaunity 
health workers, rural health technicians); and (f) participation by 
the private sector in the delivery of services. 
This core packaga includes public health programa and essential 
clinfcal services. 
There are about 1.6 million people in the departmente concerned, 
70% of whom live la extreme poverty. 
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3.19 The parallel technical-cooperation component will finance 
activities linked to the final design of the system in each 
district, promotion of local participation, project monitoring and 
evaluation systems, training for community health care personnel, 
and basic equipment and inputs for that personnel. At the same 
tine, the institutional and financial reforms that will permit 
administrative decentralization, the reallocation of funding for 
health care services, and the introduction of public/private 
cooperation strategies to improve the efficiency and financial 
sustainability of extending coverage to the poor will be carried 
out in these districts. 

3. I20 

3.21 

The program will include a plan of action to reorient health care 
services in the three districts, including: (a) &finition of a 
package of essential health care services: (b) design of the system 
for delivering those services, including training huaan resources 
for local health teams, improvements to the physical infra- 
structure, basic equipment for health centers and clinics, and a 
system for supplying medical inputs on that level; (c) &finition 
of the activities of the public and private sectors; (d) the 
project execution plan; and (e) the monitoring and evaluation 
system. 

b. Bivate sector Darticima tion 

The purpose of this subcomponent is to relfeve the public sector of 
the burden of production activities and to achieve significant 
gains in efficiency, quality, and coverage of the health sector in 
the medium term, by establishing strategies for cooperation between 
the public and private sectors. The strategieo are based on 
successful experiences in Guatemala (e.& N a s  working in the 
health field) and existing private capacity in the country's health 
sector (see paragraphs 2.16 and 2.17). 

3.22 The activities proposed in the program are intended to establish a 
' regulatory framework for private activity in the sector and 

strengthen the programs to redirect services and extend coverage by 
using private delivery systems and introducing competition into 
public health care senrices. The parallel technical-cooperation 
operation will support the design and execution of these 
activities. 

3.23 bgulitory framework. To empower private sector participation in 
the financing, administration, and delivery of health care 
semices, the program includes entry into force of legislation on 
associations that will facilitate the establishment of 
public/private partnerships and entities involving different 
groups, including communities, to enable them to gain access to 
social compensation funds and execute health programs. 
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3 .24  Extension of coverage in rural comnrniîtier. To increase the 
participation of communities , cooperatives, and NGOs in the 
provision of basic health care services, agreements will be 
concluded with associations , comminitiee, and aunicipalities for 
the admfnistration of health centers and clinics. Comaunities will 
be able to contract private providers of basic health care services 
and the ì4SPAS will be able to contract NGOs to provide services in 
specific communities. Communities and municipalities will organize 
to prepare and execute health and environmental sanitation program 
with resources from the Social Investment F'und (FIS). The 
program's conditions require that agreements be concluded between 
the MSPAS and the FIS and between the MSPAS and NGOs (at least 
eight prior to the third tranche) and that monitoring and 
evaluation systems be established. 

' 

3.25 üealth cira services for farm workers. To speed up the extension 
of basic health aad environmental sanitation services to plantation 
workers and their families, 12/ the program calls for NCOs to 
deliver the basic package of services, with the financing to be 
shared by the plantation owners and the WSPAS. The program 
requires execution of a plan of action to establish a pilot program 
under which agricultural enterprises in Alta Verapaz enroll in 
private basic health care plans. The program includes approval of 
these pilot projects and the signature of agreements to cover at 
least 10 plantations w i t h  over 250 workers, using two or more 
different health care providers. 

3.26 Health care se~micer for workers in the urban informal sector. The 
purpose of this activity is to prepare a demonstration project to 
cover a segment of the urban informal sector, chiefly 
microentrepreneurs, employees, and their families. The 
activities will be carried out in Guatemala City and involve two 
components: (a) savings and loan associations whose members 
represent potential demand for the service; and (b) organized 
groups of providers (physicians, clinics, or hospitals) who will 

These projects will be carried out in the three pilot health care 
districts, with financing from the government through the MSPAS 
district office or the Social Investment Fund and participation by 
the communities or municipalities, and will also be supported with 
funds from the parallel technical-cooperation program. 
This population is estimated to nunber close to 800,000, and is 
partly composed of indigenous peoples and migrants who work 
predominantly on plantations on the coast during the planting and 
harvest seasons for the m i n  crops, and who do not have access to 
basfc health care services. 

1l/ Estimates suggest that one fourth of Guatemalans economically 
active population work in the informal sector, which contributes 
about 34% of GDP. 
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3.27 

3.28 

3.29  

provide the health care services. l&/ The program calls for 
studies on the demand for health care services by 
microentrepreneurs and their employees and on the market of 
providers and health care prepayment plans in Guatemala City, and 
preparation of a design and plan of action for a pilot project in a 
subsequent stage. 

4. - 
Spending on curative services in public hospitals absorbs close to 
70% of MSPAS spending on health care. Nonetheless, the 
establishments are extremely underwed, partly because the quality 
of their services has been steadily declining. The hospitals, in 
turn, are conspicuous for their inefficiency and wastefulness (see 
paragraphs 2.18 to 2.22). This situation leads to political 
support in urban areas for the frequent hospital crises to be 
solved by reallocating funds to hospitals to the detriment of 
spending on basic health care services at the primary level. 

The actions proposed under this component are aimed at improving 
the efficiency, quality of care, and financial sustainability of 
hospital services, by making them administratively independent and 
placing caps on govermnt spending to finance their services. The 
measures include giving administrative autonomy to private not-for- 
profit entities (e.g. councils, associations) ; the introduction of 
cost-recovery systems which provide subsidies for the poor; the 
establishment of systems for the  transfer of government funds which 
include financial incentives for use and allocation of resources ; 
management support for hospital aâministration; the establishment 
of systems for the purchase, procurement, and distribution of 
medications; the development of effective quality control systems; 
and the contracting of support services. Greater participation by 
the private sector in hospital administration and financing will 
free up funds for basic health care services. 

Prior to release of the second tranche of the loan, a plan of 
action will be carried out to establish pilot projects in at least 
one national hospital and one hospital in one of the three health 
districts that will include: a governœent resolution modifying the 
criteria and procedures for setting fees in health care 

~~~ 

l4/ Thera are a number of associations of microentrepreneurs in 
Guatemala and at least two prepayment plans interested in 
participating in this project. The main role of the associations 
of microentrepreneurs is to establish risk groups of members 
seeking health care services and to collect the premiums to 
purchase services from providers (similar to "Qs). The latter 
would be contracted by the association of microentrepreneurs and be 
given a per capita payment for each member. The possibility will 
be explored of having the MSPAS subsidize premiums for low-income 
members (subsidy for demand). 
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establishments; formalization of agreements between the 
administrative units of the t w o  hospitals selected and the HSPM 
and the MFP; approval of changes to the current regulations 
governing the establishment and operation of aâministrative 
structures. Prior to the third tranche, pilot projects will be 
introduced in two other hospitals belonging to the national 
network. 

3.30 During the program, the process of reassigning personnel will be 
initiated and the mechanism for transferring government funding 
will be gradually changed. Prior to the second tranche, a budget 
cap will be set for all hospitals. Prior to the third tranche, 
budgets will be designed for the hospitals with independent 
administrations to reflect the cost of services, and afterwards a 
payment system will be designed to reflect income from the 
services. By the end of the program, independent administrations 
and cost-recovery systems will have been established in four 
hospitals, and progress will have been made in establishing 
management and control systems, reorganizing medical services, and 
initiating a payment system for transfers of government subsidies. 

C. Tec~cal-coo~eratL9n Dr- 

3.31 The rationale for the parallel technical-cooperation program lies 
in the nature of the proposed reforms, the legal constraints, and 
the inadequate initial capacity of the public and private sectors 
to carry out the proposed actions. 

3.32 The proposed program of activities is substantial. The KSPAS and 
its health establishments do not currently have the staff, 
resources, or management systems needed to adequately carry out the 
new functions and activities proposed in the program. Introduction 
of the changes to strengthen the institutional capacity of the 
public sector and to upgrade its services must surmount problems 
relating to the availability of human and financial resources, lack 
of flexibility in using budgetary funds, rigid personnel 
administration regulations, and resistance by unions to the 
downsizing of staff and to contracting professionals with the 
qualifications needed for their MW functions. This becomes more 
significant in light of the scope of the institutional reorganiza- 
tion of the MSPAS and its decentralization. Accordingly, there is 
a substantial need for technical cooperation to hire consulting 
firms and specialized agencies to support the process of change in 
the public and private sectors. To make a start on institutional 
strengthening and execution of the programs to expand coverage, 
local personnel will be trained and local consultante hired for 
periods of one to two years until such time as policy changes to 
replace technical-cooperation funding with government funding have 

. been put in place. 

3.33 The technical-cooperation program will be executed over three 
years. The funds w i l l  be used to finance consulting services 
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(mainly local), equipment, and inputs, to support the following: 
(a) reorganization of the WPAS, including the design and execution 
of the plans to reorganize, decentralize, and technically and 
administratively strengthen the MSPAS in the three pilot 
departments; (b) reorientation of health care delivery services, 
including the extension of coverage, the design and introduction of 
a new health care model, promotion and technical support for the 
training of nongovernmental entities to deliver services, and the 
design, monitoring, and evaluation of projects that make use of the 
private sector to deliver basic health care services; (c) the 
s trengthcning of public hospitals, including the establishment of 
independent hospital administrations and support for their 
management of programs to improve the efficiency and quality of 
care at selected hospitals. 

Preference will be given to local consulting firms and specialized 
agencies so that the expertise gained will remain in the country. 
Consulting activities include a strong training component for local 
counterparts and personnel from institutions in the sector. One of 
the criteria for evaluating the performance of the firms will be 
the quality of the training they provide for local personnel. 
hner III gives a fuller description of the technical-cooperation 
program and presents the costs. 

3.34 

D. Exuected resulte 

3.35 The following main results should be achieved by the end of the 
program: (a) progress will have been made in institutional 
modernization by establishing a legal framework and plans for 
coordinating the HSPAS' s restructured and partially decentralized 
health care system; (b) government funding for the MSPAS will have 
increased and will be redirected into core health care and 
environmental sanitation services; (c) the health care system will 
have been reformed, with funds reallocated to the universal 
provision of a package of basic services in three departments, and 
public/private cooperation and community participation strategies 
will have been implemented in the delivery of services targeted to 
specific population groups; (d) the public sector will have the 
capacity to develop effective strategies and programs and its 
execution capacity and that of NWs on the local level will have 
been built up; (e) hospital services will have improved in at least 
one national and three regional hospitals, with the establishment 
of new administrative structures, cost-recovery systems, sale of 
services to third parties, contracts with the private sector for 
support services, and the introduction of effective internal 
control systems. 

In essence, the success of the program will be measured by how well 
it attains the pore general objectives of efficiency, equity, 
quality, and financial sustainability. Table 1 shows the expected 
impact of the larger activities of the program on those objectives. 
Many of the activities have been designed to relate to at least two 
objectives. 

3.36 
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4.1 The program will be financed with US$25 million from'the Bank's 
ordinary capital, under the Intermediate Financing Facility. It is 
structured in three tranches to be disbursed as follows: the first 
trancha would be VS$lO million, the second US$S million 
(tentatively in the third quarter of 1996), and the third 
US$lO million (tentatively in the third quarter of 1997). In view 
of the scope and complexity of the reforms to be carried out under 
the program, a three-year disbursement period is recommended to 
allow for unforeseen events that might cause delays. 

, 

4.2 The financial terms and conditions for the prospective loan are: 
amortization in 20 years with a five-year grace period; interest at 
the Bank's standard variable rate, except that payment of part of 
the interest, up to a maximum of 5% per annum of the loan balance, 
will come from IFF account resources; credit fee of 0.75% on the 
undisbursed balance; and an inspection and supervision fee of 1% of 
the total loan. Disbursements of the loan depend on compliance 
with the specific conditions for each tranche. The loan will be 
disbursed through a special account in the Bank of Guatemala, to be 
opened and operated in a manner satisfactory to the Bank. 

B. and uroiect execution 

4.3 The Government of Guatemala w i l l  be the borrower of the prospective 
loan. The Ministry of Public Finance ( N F P ) ,  in conjunction with 
the Ministry of Public Health and Social Welfare (MSPAS), will be 
responsible for program execution. The W P  will be the executing 
agency in charge of project disbursements, i . e . ,  authorized imports 
of goods from Bank member countries made by the public and private 
sectors. The operation will be supervised by the project team, in 
cooperation with the Bank's Country Office in Guatemala. 

2. -. urocur ement. an d re 

4.4 The loan proceeds will be used to finance the FOB cost of 
authorized imports, or th0 CIF cost if freight is included. 
Disbursements under each tranche will be made againet the 
presentation of import documents by the MFP, which will be 
responsible for coordinating and compiling the pertinent 
documentation and for preparing and submitting withdrawal requests 
under the loan. The MFP will keep the import documentation on fi le 
for examination by authorized Bank personnel and the auditors. 

Procurement of goods using loan proceeds will be made in accordance 
with standard Bank procedures. For amounts of over US$S million, 

4 .5  
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4.6 

4.7 

4.8 

4.9 

4.10 

international competitive bidding will be required. For petrolem 
anti its by-products, a Bank mission to verify procurements in 
N o d r  1992 found that despite the fact that hports over 
üS$S million from some supplier countries did not adhere etrictly 
to Bank procedures, they did comply with acceptable commrcial 
practices and were carried out efficiently at market prices (for 
immediate delivery). This situation is comparable to .what the Bank 
has found in other sector adjustment operations. Based on the 
recommendations contained in the above-mentioned mission's report, 
it is recommended that international competitive bidding not be 
required for the import of petroleum and its by-products, provided 
they are from a member country of the Bank and that payments are 
made during the loan period (see paragraph 4.7). 

Public sector procurement imrolving less than US$5 million will be 
made in accordance with national procedures, provided they are 
consistent with the Bank's procurement policy. Small purchases by 
the private sector will be mach in ,accordance with acceptable 
commercial practices and, when possible, quotes will be obtained 
from suppliers in at least two of the Bank's inember countries. 

Loan disbursements will follow the Bank's policies for sector 
loans, which allow for retroactive f inancing of authorized 
expenditures made within six months prior to the date on which the 
loan contract becomes effective, with total retroactive financing 
limited to SOX of the total loan. !Che date of an expenditure for 
the purposes of this condition will be the valw date (or a similar 
concept) on which funds were remitted to the foreign eupplier. 

3. bcords. audit- and control 

For each disbursement, the project executing agency will provide 
documentation listing the goods imported during each period, the 
country of origin, and the date and value of the transaction so 
that the expenditures can be reimbursed by the Bank. For 
accounting and control of these transactions, the borrower will 
open an account in the Bank of Guatemala, maintain project 
accounting records, prepare and submit disbureement requests, 
present the list of transactions deemed to be authorizad, and keep 
all the pertinent documentation on file. 

Within 90 days after the final disburseiwnt of each tranche, the 
borrower will present the Bank with a statement of account for that 
tranche, prepared in accordance with terms of reference agreed upon 
with the Bank and duly audited by a firm of independent public 
accountants designated by the borrower and acceptable to the Bank. 

49 m 
The Bank will establish the inspection procsdures necessary to 
ensure satisfactory program execution, and the borrower will 
cooperate fully for that purpose. The Bank will receive the 
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equivalent of US$250,000 from the loan for inspection and 
supervision. 

4.11 m e  borrower and the Bank will hold meting. at the request of 
either of the parties to exchange views on headway in the program, 
compliance with the conditions for release of each trancha, and tha 
consistency between the economic policy framework and tha program. 
The borrower agrees to provide the Bank,. prior to each meeting, 
with a report containing the level of detail that the Bank 
considers reasonable on progress in the program and compliance with 
the conditions, to enable the Bank to study it and prepare its 
comients . 
5. b a n  conditions . n d n t  schedule 

4.12 During program lmplemeirtution, an appropriate macroeconomic 
framawork must be maintained a i  a condition precedent to each 
disburoement of the loan. A. indicakd, the government has s i m d  
a shadow agreement with the IHF for 1995. After that date, the 
Bank and the ïi4F will deteriilne measures for monitoring 
macroeconomic performance. 

4.13 The specific conditions that must be fulfilled prior to release of 
the first, second, and third tranches, in each aspect of the 
program, are discused below. 

to release of -t tranche 
a. A bill on health sector coordination, which defines the 

institutions that make up the national health care system, the 
role of public and private institutions, and the mechanism for 
coordinating the sector' s investment and operating programs is 
to be submitted to Congress. 

b. Execution of the plan of action to restructure and strengthen 
the HSPAS, based on the timetable and targets agreed upon wfth 
the Bank, including: (i) submission to Congress of a bill to 
amend the Health Code; (il) entry into effect of a ministarhl 
&cree modifying the regulations governing the central level of 
the HSPAS and the three health care districts chosen for the 
pilot project, including decentralization; (iii) suspension of 
hfring at the central level of the MSPAS; (iv) cmncemeaat o f  
the operations of the program' s transition coordination unit, 
in accordance with the terms agreed upon with the Bank. 

c. Approval by the NFP of the HSPAS's prelíminary draft budget 
containing: (i) an increase of 12% in real tonna w a r  the 
budget allocated for 1995; and (li) redirection of spending 
into basic health care services. 

d. Execution of the plan of action to símplify and streamline 
HSPAS budget preparation and execution, based on the tlmetabla 



- 24 - 

e. 

f. 

8- 

h. 

and targets agreed upon with the Bank, including: (i) th. 
entry into effect of a ministerial decree modifying the rules 
for using the private fun& of health care establi8hwrnt. and 
the rules for the utse and replenishment of revolving funds; 
(ii) the entry into effect of a ministerial decree establishing 
a budget item to permit the health districts to contract N a 8  
and other private providers of basic services; and 
(iii) implementation of the rules for the presentation of a 
simplified budget at the central level and in the three health 
care districts, reducing the number o f  specific item and 
budget units. 

Agreement on a plan of action to redirect health senrices in 
t h  three health care districts, including: (i) changes in the 
health care model; (il) definition of 8 basic package of 
services; (iii) approval of plans for cotmunity and No0 
participation; and (IV) design of a monitoring and evaluation 
system. 

Execution of a plan of action to promote and establish other 
forms of joint public/private financing and delivery of 
services in the health care districts, based on the timetable 
and targets agreed upon with the Bank, including: (i) approval 
of the plan of action for the three health care districto; 
(il) signature of a cooperation agreement between the WPAS and 
the FIS; (iii) approval by the MPAS and the NFP of the 
standard agreements between the WPAS and NGûs; and 
(iv) proposal for a law to facilitate the participation of 
private providers of health services (associations act). 

Agreement on a plan of action to establish a pilot program to 
enable agricultural enterprises in Alta Verapaz to enroll in 
private health care plans. 

Approval by the Bank of terms of reference for designing and 
establishing pilot project. to develop and experiment with 
options for setting up mixed public/private administrative 
structures with the purpose and authority to spur greater 
efficiency and quality (e.& administrative councils, Nas, or 
other forms of association). 

nrecedent to release of the second trancha 

a. Implementation of the regulations governing sector 
coordination. 

b. Execution of the plan of action to restructure and strengthen 
the MSPM, based on the timetable and targets agreed upon with 
the Bank, anã including the startup of the program coordination 
unit under the term agreed upon with the Banlc. 
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c. Approval by the HFP of the IGPAS's preliminary draft budget for 
the following year, containing: (i) an increase of 2ûZ In real 
t e m  over the budget of the preceding year; and 
(ii) redirection of spending into core health care services. 

d. Satisfactory execution of not less than 70% of the &íSPAS budget 
for the three health care districts in the interval between the 
first and pecond disbursements, in accordance with the 
otructure agreed upon with the Bank, including: (i) the 
elimination of transfer. from the preventive care program to 
the curative care program; and (ií) execution of the 
investments In sanitation and priority health care programe in 
the three health care districto. 

e. Execution of the plan of action to simplify and streamline 
HSPAS budget preparation and execution, based on the timetable 
and targets agreed upon with the Bank, including an evaluation 
of the efficiency of the rules governing budget execution (and 
modification if necessary). 

f. Execution of the plan of action to redirect health care 
services in the three health care districts, based on the 
timetable and targets agreed upon with the Bank. 

Execution of the plan of action to promote and establish other 
Joint public/private forms of financing and delivering services 
in the health care districts, based on the timetable and 
targets agreed upon with the Bank, including the submission to 
Congress of the associations bill. 

g. 

. 

h. Execution of the plan of action for the provision of health 
care services to farm workers in Alta Verapaz by the ISPAS, 
including the preparation of terms of reference for designing 
the program anä a survey of farms and farœing populations in 
Alta Verapaz. 

i. Approval by the Bank of the tema of reference for: 
(i) studies of the demand for health care services by 
microentrepreneurs and their employees and savings and loan 
associations in Guatemala C i t y ;  and (ii) a market otudy of 
health care providers and prepayment plans in Guatemala City. 

Execution of the plan of action to establish pilot projects In 
at least one national hospital and one hospital in one of the 
three health care districts, baaed on the timetable and targets 
agreed upon with the Bank, including: (i) the entry into 
effect of a government resolution modifying the criteria anâ 
procedures for setting fees in health care establishments; 
(ii) signature of agreemento between the aäministrativa boarda 
of the two hospitals selected and the HSPAS and the MFT; and 
(iii) approval of amendments to the regulations governing the 
establishment and operation of administrative structures. 

j .  
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to  releass of the third t r e  

a. 

b. 

C. 

d. 

e. 

f. 

8- 

h. 

Startup of the health sector council and the coordination 
mechanisms. 

kecution of the plan of action to  restructure and strengthen 
the MSPAS, based on the timetable and targets agreed upon w i t h  
the Bank, including: (i) entry into effect of the amendnsnts 
to  the Health Code: (il) preparation of draft regulations 
governing the organization of the MSPAS, including &legation 
of authority to  aâainister human and financial resources 
(except for hiring) to the three health care d is t r ic t s ;  
(111) approval by the MSPAS of a program to  downsize its s ta f f .  

Approval by the HFP of the MSPAS's preliminary draf t  budget for 
the following year, containing: (i) an increase of 20X in  real  
term over the previous year's budget; (il) redirection of 
spending into basic health care services; and 
(111) establishment of an early retirement fund to  facilitate 
the MSPAS's program to downsize its s ta f f .  

Satisfactory execution of not less  than 80% of the budget of 
the HSPAS as a whole and of the three health care d i i t r i c t s  ( in  
accordance with the structure agreed upon with the Bank) in the 
interval between the second and third disbursements, including: 
(i) the elimination of transfers from the preventive care 
program to the curative care program; and (li) executlon of the 
investments i n  sanitation and priority health care programa in  
the three health care d is t r ic t s .  

Execution of the plan of action t o  slmplify and streamline 
NSPAS budget preparation and execution, based on the timetable 
and targets agreed upon with the Bank, including an evaluation 
of the rules governing budget execution (and modification if 
necessary). 

Execution of the plan of action t o  redirect health care 
services i n  the three health care d is t r ic t s ,  based on the 
tlmetable and targets agreed upon with the Bank. 

Execution of the plan o f  actfan t o  prosote anti establfsh other 
public/private forms of financing and delivery of services i n  
the health care d is t r ic t s ,  based on the timetable and targets 
agreed upon with the Bank, including: (i) signature of a t  
least eight agreements with NCOs for  the provision of services; 
(li) establishment of a monitoring and evaluation system; and 
(111) entry into force of the associations act. 

Execution of the plan of action f o r  the provision of health 
care services for farm workers i n  A l t a  Verapaz by the HSPAS, 
based on the timetable and targets agreed upon w i t h  the Bank, 
including the approval of p i lo t  projects and signature of 
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agreements to cover at leaat 10 famm with more than 
250 workers, using at least two different providars. on the 
barils of prior studies. 

Agraenent on the design and implensntation of a pilot project 
for coverage of the urban informal sector, on the basis of 
prior studies. 

j. Execution of the plan of action, based on the timetable and 
targets agreed upon with the Bank, to: (i) establish pilot 
projects in at least one national hospital and one hospital 
among those located in the three health care areas, including 
the establishment of S Y S ~ ~ M  for cost contributions and 
execution of the program to donicrize staff in those hospitals; 
and (ii) establishment of pilot projects in two additional 
hospitals in the national network, including the signature of 
agreements bctvecn the administrative units of said hospitals 
and the HSPAS and the HFP. 

i. 

6. Technical-caoqxation 

4.14 The main purpose of the technical-cooperation program is to support 
the preparation and execution of the organizational and financial 
changes and the new health care delivery systems provided for in 
the main program. The specific objectlvee include provision of 
technical and administrative support for the restructuring and 
&centralization of the XSPAS, introduction of a basic package of 
services , targeting of services to low-income groups, contracting 
of basic ciervlces w i t h  the private sector, and improvemnt of the 
performance of the HSPAS's network of hospitals. The total cost of 
the program is an estimated USS15.5 million (including 
USS13.5 million financed by the IDB). The plan of operations is 
presented in detail in Annex III. 

4.15 The technical-cooperation program includes the following 
components: 

1. A coordination unit that will cooperate with the different 
health entities in implementing the necessary structural 
changes and also provide administrative, financial, and 
technical support for the program to upgrade health care 
services. 

2. Technical and administrative strengthening o f  the HSPAS in i t s  
restructuring process, as defined in the health sector loan. 

3. The introduction of a basic package of services in selected 
branches of medicine, aimed at mother and child care, lncluding 
the contracting of private sector providers of basic health 
care services for the target population. 
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4. Strengthening of the network of public hospitals by improving 
the efficiency, quality, and financial sustainabLlfty of the 
iemrices provided, while al80 redirecting those servìces to 
neglected low-income groups. 
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V. PRûJSCT V U B I U T X  MID RI= 

5.1 It is expected that the program to upgrade health care servicem 
will improve the efficiency, equity, and financial suatainribility 
of the MSPAS and will have an appreciable impact on the health 
status of the low-incoae target population directly affected. Even 
more ímportant, however, is that the program will set the stage for 
public/private cooperation to channel more funds, expand coverage, 
and execute effective programs that are broaãer in scope and 
respond to the public's health care requirements. During program 
execution, monitoring and evaluAtion systems will be developed to 
chart progress in the delivery of health care services. The 
program is designed to have a clearly redistributive effect in 
behalf of the low-income population. Extension of coverage focuses 
on extremely poor geographic areas and a large majority of the 
direct beneficiaries are poor. 

5.2 There are two kinds of riska in the proposed operation: those 
related to the overall macroeconomic framework, and those related 
to specific sector policies. Continuation of the economic 
adjustment and restructuring process and the fiscal reform, in 
particular, is crucial for underpinning stability, increasing the 
sector's budget, and redirecting public spending on health, which 
are the conditions of the sector program. There is ta risk that the 
current political situation will make it difficult to maintain the 
existing program with the IMP and the commitments under other 
adjustment programs with the World Bank and the IDB. 

5.3 The government is aware of these risks and has taken steps to 
attenuate them. As was mentioned earlier, it has signed a shadow 
agreement with the IFE, which calls for the adoption of 
stabilization measures at the macroeconomic level. The World 
Banú's State modernization program, which establishes incentives to 
attain greater economic efficiency, is currently being restructured 
so that it can be restarted. In December 1994, Congrees passed a 
tax reform that will help to maintain the fiscal balance and 
general macroeconomic stability. 

5.4 With regard to the specific policies contained in the program, 
there is a risk that the government will be unable to make the 
political declsione necessary to implement it. A further risk liem 
in the difficulties that the government may encounter in obtaining 
a consensus on the changes in policy and institutional structurem, 
since they affect interest groupe with political influence, such as 
the urban middle class, health sector unions, groups in the medical 
profession, and importers and distributors of medicinam, while the 
direct beneficiaries of the reforms are poor, disorganized, and 
have little political voice. To reduce this risk, the program 
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B. 

5.5 

5 .6  

5.7 

requires the gwernment t o  enact legislation o r  issue regulations 
prior to  the third tranche to enable the program's objectives t o  be 
attained . 

The distribution of income and wealth i n  Guatemala hril alwaya bean 
very lopsided. The most recent gwernment statistics indicate that 
80% of the population l ive  below the poverty l ine  and tha t  t w o  

deterioration i n  economic conditions over the last 10 yeari, 
exacerbated by cuts i n  public spending, have h i t  low-income groupe 
very hard, particularly indigenous peoples l iving i n  rural 
communities. As a resul t ,  Guatemala's social  indicator6 are among 
the worst i n  the Americas. Infant mortality rates are nearly 
double those i n  other countries of the region. Fifty-two percent 
of the population is illiterate (70% l ives  in rural areas) and 60X 
of children under three present signs of malnutrition. 

To a large degree these conditions are a resul t  of the l o w  levels 
of social spending i n  the past, especially i n  the recent 
past. W Earlier attempts t o  improve social  conditions i n  the 
country have been frustrated awing t o  the lack of coniiiitment to 
social  development, particularly with regard t o  undsrprivileged 
groups such as the indigenous population. The social  objectives of 
the current government and its i n i t i a l  success i n  achieving 
economic stabil ization and implementing adjustment masures 
(despite being in  the minority i n  Congress) are encouraging signs 
that it w i l l  also be capable of carrying out its social  program. 

third. of the population l ive  i n  extreme poverty. The 

Given these circumstances, it is extremely d i f f i cu l t  t o  maice an 
exact evaluation of the impact of the sector program on low-income 
groups. However the program to upgrade health care servfces is 
targ8ted t o  poverty, as defined in paragraph 2.15 of the report on 
the Eighth Replenishment of Bank Resources, since it is estimated 
that over 50% of the potential beneficiaries are poor. The program 
contains four components. Two of them are downstream activities 
aimed at  specific low-income groups. The health cara system 
component w i l l  extend coverage by the public and private sectotm t o  
communities where poverty is widespread, i n  particular rural areas 
with large numbers of migrant farm workers and the urban inforpal 
sector. According t o  the Bank's most recent estimates, 75% of the 
rural  population and 51X of the urban population are classified as 
poor. The l a t t e r  figure suggests that  more than 50% of the 
beneficiaries i n  the urban informal sector are poor. The publíc 

W In 1991. t o t a l  central government spending on a l l  social  iectors 
(including health, education, and social security) in Guatemala 
accounted for about 3.3% of GDP i n  comparison w i t h  about 15% In 
Costa Rica. 
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C. 

5.8 

5.9 

5.10 

hospital services component is intended to iuprmm the efficiency 
and quality of the USPAS'S hospital iervices. Since the pomrty 
index in Guateœala vau 56Z in 1993, it is estimated that a hi&er 
percentage of poor people will be the potential beneficiaries of 
this conponent'u activities. The other tw componentu - lnstltutional utruchire and the finaxwing, allocation, and tue of 
resources - are upstream activities that are not targeted to 
providing services for specific groups. However, they will lay the 
financial and organizational groundwork for effective extension of 
coverage. The activities in question include: an increase in the 
funding for health care which is to be channeled into basic 
services; streamlining of administrative and financial procedures; 
restructuring of the HSPAS; decentralization of planning 
responsibilities to the health care districts, and the promotion of 
community participation in decision making. - 
Guatemala is richly endowed with natural resources, including raia 
forests and subtropical forests and a wi& range of plant and 
animal biological diversity. Howaver, the country ia facing 
serious environmental problems, many of which are charactrriitic of 
the countries of the region, including âeforestation, soil erosion, 
water pollution, and air pollution in the capital ciq. These 
problems are aggravated by population growth, which places 
additional pressure on natural resources (particularly the 
deforestation of land susceptible to erosion) and tranulates into 
widespread poverty, including malnutrition, vulnerability to 
diseases, and the growing r isk  of natural disasters. 

Although Guatemala has environmental protection legislation, its 
oversight institutions lack the capacity to carry out their 
mandates. On the national level, the country has no clear 
environmental strategy and there is no planning system to establish 
priorities in this regard. The country is unable to finance, or 
even prepare, environmental protection projects. On the local 
level, cititenn are largely unconscious of environmental problem 
or of the need to take collective action to conserve the country's 
natural resources. 

The Bank has financed some environmental protection operations in 
Guatemala, particularly the program to manage natural resourceu in 
the Alto Chfxoy valley which was approved in December 1991 (loan 
871/SF). The Bank is also preparing an emrironmental program for 
the metropolitan area (Cu-0073) and a program for Sustainable 
development in  Peth (Gü-0081). However, it ia evident that 
broader measures arei required to raise social awareness of the 
environment and to strengthen the institutions responuible for 
implemanting envirorimantal policy. With thiu in m i n d ,  in 1992 the 
Bank approved a technical-cooperation program to develop a national 
emironmental plan of action, whose main objectives are to: 
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(a) strengthen the technical, logiitical, and planning capacity of 
the environmautal protection agency (CONMA); (b) launch a campaign 
to raise public awareness regarding the need for sustainable 
development and to Involve the public in emrirormental protection; 
(c) prepare a program to establish environmental fnvastment 
priorities; and (d) study investment priorities in other sectors 
(agriculture, transportation, and anergy , for example) to identify 
potential environmental problems and devise solutions. 

5.11 The program proposed here h m  no physical components anä will not 
have any direct or indirect environaiantaï inpact. At it8 meeting 
of February 15, 1994, the Bank’s Emironeant Committee clasiified 
the program in Category II. 
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VI. RECûBWEüDATIûüS 

6 .1  Ao described in thio document, the program conpllei with the 
Agreement Eetablishing the Bank and w i t h  the report on the Eighth 
General Increase in the Resources of the Bank. Accordingly, it ir  
recommended that the Bank approve the loan and to that end the 
resolutions attached as appendices are hereby submitted to the 
Board of Executive Directors for consideration. 
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MïäISTRY OF PUBLIC PïüAüCE 
GUAT-, CELoTBdL âMERiCA 

President Enrique V. Iglesias 
Inter-American Development Bank 
Washington, D.C. 20577 

Hr. President: 

Within the context of the Guatemalan government's economic policy, 
execution o f  an economic modernization program has been given priority. 
The main objective of the program is to maintain sustained growth in the 
levels of economic activity by making the allocation and use of the 
State's resources substantially more efficient. As a result of this 
program, the gross national product grew and inflation dropped, giving 
rise to macroeconomic stability. 

The central governnent's financial problems during the course of 
1994 provided evidence of a high degree of dependence on short-term 
financing resources and of the difficulty of reducing the floating debt 
that had increased significantly at the end of last year. This situation 
was the result primarily of a l o w  level of tax receipti,. in particular 
income tax and value added tax. In the former case, the Constitutional 
Court had resolved, in the early part of the year, to eliminate 
withholding and payments on account, which caused receipts from income 
taxes to fall by over Q 330 million. 

The above-mentioned events resulted in effective receipts of 
approximately Q 5,054,600,000, i.e. , a tax burden in 1994 of 6.8%, 1.1% 
below the 1993 figure. The preliminary numbers at December 1994 show a 
central government deficit of Q 1,053,900,000 (1.4% of GDP). Despite 
this sharp fall in tax receipts in 1994, the deficit remained similar to 
the previous year's (1.5% of GDP), basically as a result of the policy 
adopted by the governinent to cut public spending while favoring 
investment, which recorded a level of execution of about 89.6Z. 

The macroeconomic prospects for 1995 are favorable primarily as a 
result of the tax reform passed by the Congrass on November 30, 1994, 
which is expected to bring in tax receipts of Q 6,726,100,000. The above 
will be helped by the fact that tax evasion was made a criminal offense 
and by proposed improvements in the Tax Code and tax administration, 
particularly in the area of customs and the strengthening of internal 
revenue control, which will contribute to achieving a tax burden of close 
to 8.2%, without taking into account the change in the VAT rate from 7% 
to 10%. 

At the same time, the government has initiated a frontal attack on 
poverty, particularly in behalf of the most vulnerable population groups 
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with the lowest indices of human development, where health and education 
services are inadequate in t e m  of quality and quantity, and in which 
children, young people, and adults show signs of malnutrition. 

This government action is based on a social policy that promotes 
productive job creation, particularly in the rural areas, fosters the 
reduction of protein and calorie deficiencies among preschoolers and 
schoolchildren, encourages access to educational services, and advocates 
solving health m d  environmental problem. In addition, it seeks to 
protect extremely poor infants and families at social risk, who because 
of the political violence that has affected the country m e r  the last few 
years, live as refugees in other countries or have been displaced from 
their place of origin. 

To achieve the social development objectives, the program to 
upgrade health care services is proposed. It seelce to support the 
restructuring and strengthening of the Ministry of Public Health and 
Social Welfare and to carry out projects to improve health care services 
and expand coverage. 

Uithin this context, the Government of Guatemala is convinced that 
the process of strengthening the Ministry of Public Health and Social 
Welfare will reinforce its institutional action for the purpose of 
improving and expanding the population's access to health care services. 
By introducing structural changes into the system, the program will help 
make the system more effective and efficient, will allow increased levels 
of public spending in the sector and will enable its sources of financing 
to be augmented. At the same time, the coverage and quality of basic 
health care services for the country's poorest groups will be expanded. 
This will all be feasible with the participation of the community itself 
and private agents. 

It is obvious that, as things stand, the Government of Guatemala 
does not have the financial resources to sustain the process. It is 
therefore requesting supplementary financial support from the ïnter- 
American Development Bank to allow it to carry out the program to upgrade 
health care services that is described and placed in context below. 

I. THE S O C U L  SITUATIOW IW TBE COUNTRY 

A. 

According to the 1993 Human Development Index (HDI) of the United 
Nations Development Programme (UNDP), in 1992, Guatemala earned a rating 
of .489 with respect to a maximum index equivalent ,to the unit (1.000). 
This figure, slightly below the middle point, ranked the country 113 out 
of a total of 173 nations, placing Guatemala among the group of 
"countries w i t h  low human development". 
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This information highlights the relative lack of development of the 
country in the areas of social policy, school enrollment, literacy rates, 
level of environmental sanitation, percentage of public ' spending on . 
education and health, food security, wage and employment levels, social 
status of women, child survival and development, gender diaparitias, 
differences between rural and urban areas, and level of social 
participation, among others. 

In view of the significant existing social imbalances - land 
tenure , income distribution, unemployment, underemployment, and margi- 
nality, scant public spending on social programs, their structure and 
traditional concentration on major urban centers . and the difficulties 
faced by the rural population and particularly the indigenous population 
in gaining access to such programs - there is no doubt that there is a 
very deep gap in human development terms between the rural and urban 
populations and between the various ethnic groups and regions. 

In Central America, Guatemala holds the second-to-last place in 
terns of overall human development. Honduras is last. , The country is 
.363 points below Costa Rica, .249 below Panama, .ZOO below Belize, .14 
below El Salvador, and 0.11 below Nicaragua. 

B. Health status of the Guatemab nonulation 

The health status of the Guatemalan population is deficient. Life 
expectancy at birth is 63 years, the mortality rate is 7.2 per 1,000, the 
infant mortality rate is 57 per 1,000 live births, and maternal mortality 
is 9.3 per 10,000 live births. 

Health conditions are significantly worse among population groups 
with lower educatfon and income levels, which are largely comprised of 
residents of rural areas and indigenous people in particular. - 

Among the chief causes of death. the prevalence of infectious 
diseases and illnesses associated with lack of environmental sanitation 
and poor nutrition is an indicator of the poor health of the population 
and the ineffectiveness of the health care and environmental sanitation 
systems. Over 64% of total deaths in the country are caused by 
infectious, nutritional, and perinatal diseases. Diarrheic diseases 
( 3 0 % ) ,  acute respiratory infections (23%), perinatal diseases (20%). and 
malnutrition (4%) were the main causes of infant mortality. 

The majority of these deaths could be prevented through basic 
sanitation, immunizations, and other basic health care services, at a 
relatively low cost. However, over the last 20 years, very little 
progress has been made in reducing the significance of these diseases as 
a cause of death. As a result, the health status of Guatemalanta compares 
unfavorably with that of other countries in Latin America with similar 
levels of development. 
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II. Tlfg Pâû6EAH "il UPGRADE HEALTE CARE SERVICKS 

The overall objective of the program to upgrade health care 
services is to iaprove the health of Guatemalans by strengthening the. 
process of expanding coverage of basic health care services and by making 
the technical, administrative, and financial capacity of the Uinistry of 
Public Health and Social Welfare (MSPAS) as effective as possible. This 
will be achieved through the design and implementation of policy, 
institutional, and financial reforms, to achieve the specific objectives 
of: (a) improving the effectiveness and efficiency with which the public 
health system performs its functions and produces services; 
(b) increasing government spending on health and expanding the HSPAS*s 
sources of financing, to ensure its sustainability; (c) redirecting. the 
allocation of resources to cover the public's health care requirements; 
and (d) extending coverage of basic health care services to the poorest 
population groups, with participation by private providers. 

To achieve these specific objectives of tha program, a series of 
measures are proposed that have been organized under four components: 
(a) institutional structure; (b) financing of the MSPAS and allocation of 
resources; (c) health care systems; and (d) public hospital services. 
The scope of these components is described below. 

1. INSTITUTIONAL STRüCTüRE 

The shortcomings of the public health sector institutions in the 
formulation and execution of policies and programs, identification of 
priorities in health, care activities and in the services available to 
various population groups, use of public sector reeources, and 
delineation of the private sector*s field of action have been a 
determining factor in the limited impact the sector has had in improving 
the population*s health. 

A. Sector coord- 

The objective of this activity is to define the sector*s 
institutional organization and coordination system. This includes 
defining the role of the MSPAS with respect to other institutions and the 
private sector in the formulation of policies, delivery and supervision 
of health care services, and coordination of public sector investments 
and programs, to improve the allocation of the sector's resources and the 
effectiveness of its services. 

To this end, a law would be enacted to identify the functions of 
the institutions in the health sector, establish the coordination 
mechanism and authority for programs of the MSPAS and the Guatemalan 
Social Security Administration (IGSS) and define private sector 
participation in the delivery of health care services. 
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The program incltubs presentation of the coordination bill to 
Congress, regulations, and establishment and operation of the 
coordination mechanism at the national level. 

The objective is to strengthen the institutional capacity of the 
MSPAS and support its regulatory role in the sector and administrative 
decentralization to the health care districts. This includes execution 
of a plan of action for the restructuring and institutíonal strengthening 
of the PISPAS during the entire course of program execution. The plan of 
action includes: (a) entry into force of the act amending the Health 
Code and of the ainisterial decree that defines the inmediate changes to 
be made in the organization of the HSPAS; (b) suspension of hiring at the 
MSPM's central level and approval of a program to downsize its staff; 
(c) preparation of the MsPAS's operating regulations, including 
administrative decentralization in the three pilot health care districts 
(Alta Verapaz, Escuintla, and Chiquimula). 

2. FINANCINGl ALIBCATION. AND USE OF RESOURCES 

The reorientation in the allocation of public sector resources - 
from curative services in hospitals to basic services in rural and 
marginal urban areas - is an important step towards responding to the 
health problem of groups that are poor and at greatest risk. The 
resources currently allocated to the sector are so scant, however, that 
resulting gains in efficiency would not be enough to improve the quality 
of care. 

The activities in this component are aimed at alleviating these two 
problems by expediting the increase in the amount of budgetary resources 
allocated to the sector and instituting increased efficiency and equity 
in the use of the resources, through a reorientation of public spending 
in the health sector and improved budget performance by the HSPAS. 

A. wrease. re orientati on. and execution of the bu- 

This activity tries to achieve an increase in the level of 
financing for basic health care services and improved MSPAS budget 
perforaance. The first target would be to finance the marginal cost of 
the basic package of health care services. The program thus calls for a 
12% increase in real terms of the total MSPAS budget in the first year 
(first tranche of the financing) and 20% prior to the second and third 
tranches. 

By adjusting public spending, these increases would be allocated t o  
finance the activities. proposed for expansion of coverage and the 
improvement of basic health care services. 
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B. 

Although the HSPAS budget is small, its performance has been POOK, 
partly because of legal and bureaucratic obstacles in the public sector, 
the lack of autonomy in budget execution, and the limited administrative 
capacity of the MSPAS. 

The purpose of this activity is to siœplify and expedite 
preparation and execution of the WPAS's budget by decentralizing 
resource management to the three pilot health care districts and 
establishing budget performance goals. Under the prograin, a plan of 
actfon would be carried out to adjust the budget preparation, execution, 
and control systems of the Ministry of Public Finance, which would 
include: (a) entry into force of ministerial decrees that amend 
regulations on the use of the private funds of health care establishments 
and on the use of revolving funds and that establish the budget item to 
allow the health districts to hire NGOs and other private basic health 
care service providers; and (b) adjustment of guidelines for submitting a 
simplified budget at the central level and the pilot health care district 
level, reducing the number of specific items and budget units. 

The program also establishes incremental goals for execution of the 
mounts allocated to the three pilot health care districts (70% between 
the first and second tranches, 80% between the second and third tranches 
of the disbursement) and to the MSPAS as a whole (80% between the second 
and third tranches). 

The program also monitors the composition of the expenditures, 
emphasizing investments in sanitation and priority health care programs 
in the three pilot districts and blocking transfers from the preventive 
program (curative and preventive services at the basic level) towards the 
curative program (hospital services, for the second and third tranches). 

3. HEALTH CAW SYSTEMS 

The country's health care system emphasizes centralized, hospital- 
based, drug-based, and curative care, the results of which have affected 
the organization of the health care system, the allocation of its 
resources, and the health of the population. Recently, as one of the 
actions under the program, health authorities approved changes in the 
health care model to &vise the conceptual framework that will guide the 
reorientation of the health care systems and the programs for the expan- 
sion of coverage in the health care districts. This component includes 
reorientation of the health care systems to extend coverage of the basic 
package of health and environmental sanitation services to the poor 
population in the three health care districts, with participation by the 
nongovernmental sector in the delivery of services. 
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A. th care s -i S tricts 
mhsusi 
The most important measure in  Guatemala's health care strategy in 

the short term must be to channel public financial resources to emure 
that the population receives a basic package of public servlces and 
clinical health care services. The program activities are designed to 
draw up and adapt the package of basic services and make the required 
changes in the health care system in the three pilot health care 
districts (Escuintla, Chiqulmula, and Alta Verapaz). This pilot program 
will constitute the basis for programming, evaluating, and adjusting the 
proposed system. 

The parallel technical-cooperation operation will finance 
activities connected with the final design of the system in each 
district, the promtion of local participation, the project monitoring 
and evaluation systems, community staff training, and basin equipment and 
inputs for such staff. 

As part of the program, a plan of action would be executed to 
reorient health care services in the three districts, which includes: 
(a) description of the package of essential health care services; 
(b) design of the delivery system for those services; (c) identification 
of the activities to be conducted by public institutions and the private 
sector; (a) project execution strategy; and (e) the monitorlng and 
evaluation system. 

B. private sector Dsticigation 

The purpose of this subcomponent is to relieve the public sector of 
production activities and significantly improve efficiency, quality, and 
coverage in the health care sector in the medium term by setting up 
frameworks for cooperation betureen the public and private sectors. The 
design of those frameworks is based on successful experience in Guatemala 
(with NGOs involved in health care for example) and the capacity of the 
existing private health care providers in the country. 

The activities proposed under the program are designed to establish 
a regulatory framework for private providsrs, strengthen the programs for 
reorientation of services and expansion of coverage through private 
participation strategies, and introduce some competition in public health 
care services. The design and execution of these activities would be 
supported with the technical-cooperation funding proposed under this 
operation. The activities include: (a) regulatory framwork: entry 
into force of an associations act that will facilitate the establishment 
of associations and public/private entities by various groups, including 
communities, to allow them acceso to sources of social equalization 
funding and to execute health care programs; (b) expansion of coverage In 
rural comiamlties : agreements with associations, communities, and 
municipal governments for the administration of health centers and 
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clinics; hiring by the commanitics of private providers to deliver the 
health care services in the basic package; hiring of NGOs by the U P A S  
for delivery of services in specific communities; and organization of 
communities and municipalities to prepare and execute health and 
environmental sanitation services w i t h  FIS resources. Program conditions 
require agreements between the MSPAS and the FIS and between the MSPAS 
and the NGOs (at least eight prior to the third tranche), and the 
establishment of a monitoring and evaluation system; (c) health care 
serpicea for farm vorkerr: implementation of strategies for delivery of 
basic health care services by NGOs and funding shared by employers and 
the NSPAS. The program requires execution of a plan of action to 
establish a pilot program enabling agricultural enterprises in Alta 
Verapaz to enroll in private basic health care plans, including approval 
of pilot projects and signature of agreements to cover at least 10 farms 
with over 250 workers, using at least two different providers; and (d) 
health care servicer for workers in the urban informal sector: drafting 
of a demonstration project to cover a segment of the country's urban 
informal sector, comprised primarily of microentrepreneurs and their 
employees and families. The activities will be conducted in Guatemala 
city . 

4. PUBLIC HOSPITAL SERVICES 

Although expenditures for curative services in public hospitals 
account for close to 70% of MSPAS health care spending, these hospitals 
are underused, in part because the quality of their services has been . 
steadily declining. At the same time, the hospitals are very inefficient 
in the use of services and are very wasteful. This situation generates a 
climate of political support in urban areas for the frequent hospital 
crises to be solved by reallocating resources away from basic health care 
services at the primary level. 

The measures proposed under this activity are designed to improve 
the efficiency, quality, and financial sustainability of hospital 
services by making their management independent and placing caps on 
government spending to finance their services. These measures include 
the establishment of administrative autonomy for privata nonprofit 
entities (i.e., councils, associations), the implemntation of cost- 
recovery systems that include protection for the poor; the establishment 
of systems for the transfer of budgetary resources that include financial 
incentives for proper use and allocatlon of resources; management support 
for hospital administration; the establishment of systems for the 
purchase, procurement, and distribution of medications ; the establishment 
of effective quality control systems; and the hiring of support services. 
Greater participation by the private sector in hospital management and 
financing will free up funds for basic health care services. 

Under the program, a plan of action will be implemented prior to 
release of the second tranche to set up pilot projects in at least one 
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national hospital and one of the hospitals located in the three health 
care districts. entry into force of a 
government reeolution amending the criteria and procedures for setting 
fees at. health establishments; formalization of agreements between tha 
administrative units of the two hospitals selected, the KSPAS, and the 
Hinistry of Public Financa; approval of changes t o  existing regulations 
for the setup and operation of administrative structures. In addition, 
prior to release of the third tranche, pilot projects will have been set 
up in two other hospitals in the national system. 

The plan of action will include: 

III. c0wcLus10Io 

The Government of Guatemala undertakes to execute the program to 
upgrade health care services inasmuch as it is convinced that the program 
represents the most effective and efficient way to improve the popula- 
tion's access to health care services and to ensure that the benefits 
reach the most vulnerable groups. The Government of Guatemala hopes that 
the Inter-American Development Bank will decide to provide financial 
support to make the execution of the program described above possible. 

I appreciate the Bank's support for the program to upgrade health 
care services and for the Guatemalan people in particular. 
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COUWTBY : 

PROJECT TITLE: 

GE#EBIU. OBJECTIVE: 

P R W U  To üPGRADE EEALTE CâRE SERVICES 
TECHNIûAL-COOPEBATIOLO PIAN OF OPEBILTIOUS 

BENEFICUBIES : 

EXECüTIWG AGEIOCY: 

KEgCUTION PEIIIOD: 

COST AND 
PINANCIüG : 

TKBwsAmm 
CONDITIONS: 

ENVIR0"TAL 
CUSSIFICATIûM: 

BEüEFITS : 

BISK8 : 

RESPONSIBILITY: 

Guatemala 

Program to support upgradfng of health care services 

To support the restructuring and institutional 
s trengthening procass and the projects to upgrade 
health care services and extend coverage proposed in 
the program. 

Clients of health care services, NGOs that deliver 
health care sentices, and the MSPAS 

The Ministry of Public Health and Social Welfare 
(MPAs) 

Three years 

The total cost is US$15.5 million of which the Bank 
will finance USS13.5 million. 

The loan from the Bank 03111 be drawn on the Fund for 
Special Operations. 

Amortization period: 25 years 
Disbursement period : 3 years 
Interest rate: variable 

Credit fee: O. 75% 
Inspection and supervision: 1 X  

The environmental classification of the health care 
services program that this technical-cooperation 
project is intended to support is category II. 

Gains in efficiency in the health system, benefits 
for users of health care services in the form of 
better quality services and increased access by the 
very poor to basic health care services. 

The same as for the program to upgrade health care 
services. . 

Basic: Country Office In Guatemala 
Technical: RE2/S02 

\ 
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1.1 The proposed loan to upgraâe health care services focuses on 
strengthening and æodernizing the MSPAS . To attain those 
objectives, it will be necessary to prepare, implement, and 
supervise actions to boost the NPAS's current technical and 
administrative capacity. 

1.2 Thie technical-cooperation project will support those activities 
which, in turn, will seme as the basis for sustaining and 
designing the policy changes and institutional strengthening 
described in the loan proposal for the program to upgrade health 
care services. 

1.3 The technical-cooperation project will have four subprograms, which 
are all based on the need to support the sweeping ,changes to be 
made under the program, through advisory services on technical and 
administrative aspects, training, and the provision of equipment 
needed to implement that program. 

1.4 Objective. The coordination unit will have two main objectives: 
(1) to provide technical advice to the different health care 
entities in implementing stktural changes; (2) to provide 
administrative, financial, and technical support for the 
implementation of technical-cooperation activities. 

1.5 Activitlea. The program proposes to launch a long-term process t o  
upgrade the MSPAS, and its ultimate goal is to improve and expand 
the coverage of basic health care services. To facilitate 
implementation of the program, a coordination unit will be 
established to: (i) guide program development and coordination; 
(ii) review the recommendations and action plans resulting from 
specific studies; (iii) deal with organizational and policy 
problems that affect program execution; and (iv) prepare guidelines 
€or monitoring the pertinent actions. 

1.6 Structure. The unit will be managed by a senior local project 
coordinator working in close cooperation with the principal 
technical advisor, who will be an international consultant. Lncal 
and international consultants will also be hired to work in close 
cooperation with the MSPAS at the central and departmental levels, 
and with the Ministry of Public Finance. The UNDP will act as 
purchasing agent for the technical-cooperation project. 

1.7 Equipment. The counterpart financing will be used for office 
space, vehicles, and basic office supplies. Project funds will be 
used to purchase computer equipment and programs. Office staff 
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will be financed using a combination of project and counterpart 
funde. 

1.8 Subprogram financing. The total cost of the subprogram is 
USS1.7 million, which will be financed as follows: . 

SubDrQoTam II. Sunpgrt for the restructurfnn of the Ministry of 
al Welfare 1 

1.9 Objective. This subprogram will provide technical and administra- 
tive support for the ISPAS to carry out its restructuring, in the 
manner defined in the program to upgrade health care services. 

1.10 Components. This subprogram will have the following components: 

I. 
11. 

III. Financial decentralization 
IV. 
V. 

Restructuring of the central level of the MSPAS 
Reorganization and institutional strengthening of the pilot 
districts 

Training for the central level 
Studies related to the program 

1.11 Description. The institutional changes included in the program 
redefine the role of the MSPAS with regard to its administrative 
structure, methods of designing and delivering health care 
services, and the system of payment to providers of services. 
These changes require restructuring of the Ministry's functions at 
the central level, decentralization in the decision-making process 
and, particularly, a general improvement in its technical and 
administrative capacity. In this context, and as a key element in 
the implementation of this institutional strengthening program in 
Guatemala, the technical-cooperation component will provide the 
assistance needed by the KSPAS to improve its performance aa an 
operating unit and its staffing at the central level and in the 
health care districts included in the program. This can be 

JJ The amount budgeted for consultants from IDB runding includes 
approximately US$B55,000 for the contracting of a purchasing agent 
to facilitate the hiring of consultants and procurement of 
equipment for the technical-cooperation project. 
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1.12 

achieved by making significant changes in organizational structure, 
redefining administrative functiona, and decentralizing certain 
financial, supervisory, and administrative responsibilities. ~a 
on-site training component and grants for advanced academic 
training in health care administration will also play a significant 
role in attaining the goals of this subprogram. 

Structura. The activities in each component of this subprogram 
will be carried out in parallel with the reorganizational changes 
to be made M part of the program's conditionality. Local consul- 
tants will be hired to carry out the components to restructure the 
central level and the health care districts. By virtue of the 
reallocation of budget targets consistent with loan resource8 , it 
is expected that most of these professionals can be contracted by 
the HSPAS to continue the functions described herein after the 
technical-cooperation project has ended. The training component 
will be carried out by one or more local consulting firms. 

1.13 Computers, transportation, and communications equipment and the 
office support necessary for the efficient operation of the 
reorganized ministerial units will also be financed. 

1.14 Subprogram financing. The total cost of the subprogram is 
USS3.6 million, which will be financed as follows: 

I. b i w C t U Z h #  Of t h B  $378.000 8b41,700 80 8810.700 
e.irtt.1 offtcam 

UIZBB distrieta 

dmomtralimition 

II. R.or&iriir.tion o f  tb. 8S50.200 8484,500 80 41.03b.700 

III. Finmcíal 8923. 880 so 80 sana , 880 

Subnrogram U. EXD- and redirecti on of health c w  servicea 

1.15 Objectives. This subprogram will (i) introduce a basic package of 
services for selected branches of medicine, focusing on mother and 
child care; and (ii) contract private sector providers of basic 
health care services for the target population. 
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1.16 Components. This subprogram will have the following components: 

1.17 

I. Strengthening of health programs 
II. Training for midwives and community children's health 

III. Introduction of health care for farm workers 
IV. Contracting and training of private sector health care 

providers 
V. Introduction of health care coverage for the urban informal 

sector 

workers 

Description. This subprogram will provide advisory services for 
the design and introduction of primary health care services, and 
staff training at the decentralized level. The health care 
programs included in the decentralization process and supported by 
this technical-cooperation project will focus on women, children, 
basic nutrition, sanitation, and disease control. This subprogram 
will also provide support for the adaptation and introduction of a 
health services network in each area. 

1.18 The second component will provide training for midwives and 
providers of children's health care services , offering the skills 
and methods needed to implement the package of primary health care 
services. Equipment will be procured to support the primary health 
care package that will be included in the training component. Each 
person trained under the program will be given a basic childbirth 
medical kit. The subprogram will also finance supplies for 
midwives and nutritional supplements for pregnant women, nursing 
mothers, and children. 

1.19 The third component will facilitate support activities for the 
expansion of health care coverage for migrant farm workers. 
Training will be offered in the provision of these services to NCOs 
and to the  MSPAS's own personnel. Plantation owners will largely 
finance the operating costs of providing the services through a 
prepayment mechanism. The MSPAS will be responsible for 
recruiting, accrediting, monitoring, and evaluating the NGOs. 

1.20 The fourth component will underpin the support, design, and 
implementation of a system to contract a package of basic services 
to be offered by private health care providers (NGOs, community 
groups, and other organizations), with special emphasis on rural 
areas. HSPAS district officials will manage the contracting 
process and monitor services. Training will be provided for 
private sector groups, MSPAS contract managers, and rural 
comwrnitieo. 

1.21 The fifth component - to extend basic health care services to the 
urban informal sector - will study the feasibility of establishing 
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1.22 

1.23 

1.24 

1.2s 

1.26 

a prepayment system to finance and provide a package of basic 
health care services for the informal sector. 

Structura. These components will be executed by local and 
international consultants , with the active participation of 
community groups and NGûs. 

Subprogram financing. This subprogram will cost USS6.3 million, 
distributed as follows: 

II. Trainl- of i l d r l v i i  d 
childrm'i hialth r a d i r e  

III. Extmasi~i of hiaith c u e  
mirvieas to fim norkirm 

IV. Contractla# and trilninl 
of privati-sector 
oorpmnims in basio hiith 
OU. SiNiCDS ror rural 
coiamitime 

ewirwm to tha infoxmai 
v. nrtrnSi0n of hiilth 

80 

8786,150 

si, om, is0 

8sas.000 

80 
O0 I 

8sas.ooo 

806û,220 

8587.575 

Objactive8. This subprogram is intended to improve the efficiency, 
quality, and financial sustainability of the country's hospital 
services, while redirecting and reallocating services to neglected 
low- income groups. 

I. Improvement in the administration of national and regional 
hospitals 

II. Improvement in hospital administration at the primary level 

Description. The components involve a series of activities to 
improve the efficiency, equity, suetainabflfty, and quality of 
health care services in a group of preidentified national and 
regional hoepitala. An effective administrative system will be 
designed which combines efficient public and private adniinistration 
in establishing cost-recovery systems, contracting and tenbering of 
hospital goods and services, implementation of measures to govern 
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~ ~~~ 

II. Hornpitaim: barnic 1-1 

Pmtal 

1.27 

~ 

sss4 ,837 I S3S8, 575 80 ~ 5 , 0 6 2  

81.587.álO 8184.835 81.206.362 83 .OSE. SO7 

the purchase and distribution of pharmaceuticals, and better 
organization and delivery of medical services. It will include 
development of a system of payments to hospital6 that incorporates 
incentives for production and.efficiency. The activities will also 
include advisory services and training. 

Structura. This component will contain activities to strengthen 
the areas mentioned in the previous paragraph in at least one 
national and three regional hospitals. Advisory setvices and 
training will be provided by local and international consultants 
and consulting firms. Financing for equipment includes hardware 
and management, information software programs and office equipment 
such as cash regfsters, with a view to iœproving financial 
management. 

1.28 Subprogram financing. This subprogram will cost USS3.1 million, 
distributed as follows: 

2.1 

II. SCAU AäD FINAüCIIOC 

The IDB will provide USS13.5 million in reimbursable financing for 
this technical-cooperation project, to be drawn on the ordinary 
capital under the Intermediate Financing Facility. The technical- 
cooperation project will be executed over two years and will cost a 
total of US$lS.5 million. Counterpart financing will be 
approximately US$l.9 million, or 12% of tho total cost of the 
operation. Table I shows the estimated scale of the operation by 
subprogram and source of financing. Table II provides further 
details. 
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Crmdit f m m  104.2 O 104.2 

Insprotion .nd 8upmrvilhn I 1ss.5 I 135.5 I O 

T o t a l  2/ I 15.547.2 I w.554.5 I i. 092.7 

. - 1  100.0 I ~ -88.0 I 12.0 I 

caiponmt 3 üorlth CU. for 2- &mrs O60,220 aza,zzo 140.000 

140,000 
caiponmt 4 C a t t r a e t i i y  of prlvatm providera o2 

h a i e  sorvicmm f o r  rural coinrmltiam 1,302,277 l.lS2.277 

traí ai^ foz t h m  infoeul  urbm 
imotor sa7.575 447,575 140.000 

IV. 8OsPITALS 3,058,507 2.OO8.507 150.000 

Caqponmt 1 Strsngtb.liin# of #IPM hompltalm a. 503, 870 2.363, 870 140,000 

Coipionmnt 2 ~ L n í s t r i t i a n  of hoalth cmmtorm su.oa7 S41,6â? 10,000 

i4.6S2.83S 12.764.488 1.888.440 

2/ Differences between the breakdown and the totals are due to 
rounding. 
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HEALTü CARI! SYSTKMS: PRIVATE SECTOR PARTICIPATIOlq 
BxTgWSIOü OF BASIC SERVICES TO FLLBM UûRKERS 

Preparation of terms of reference for the survey of the farms 
and their inhabitants in Alta Verapaz. 

Preparation of the terms of reference to design the project. 

Definition of the basic package of services covered by the 
project . 
Approval of the project by the MSPAS. 

Setup of a technical support team to prepare the project. 

Identification of the administrative unit responsible for the 
project. 

prior to the th ird trancb: 

Signature of agreements to cover at least 10 farms using at 
least two providers. 

Survey of the farms and their inhabitants in Alta Verapaz. 

Preparation of project design, including guidelines and 
procedures. 

Preparation of the procedural manual for selecting, hiring, and 
evaluating providers, etc. 

Appointment of administrative and technical staff responsible 
for project execution at the MSPAS. 

Approval of the community workers training program. 

Preparation of the water and sanitation expansion subprogram. 

Allocation of budget for pilot projects. 

Preparation of the information and promotion plan. 
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a 

o 

Design of the information. monitoring, and evaluation system. 

Estinate of project implementation costs. 

HEALTE CARE SYSTEILS: PRIVATE SECTûR PARTICIPATIOU 
EIPZBWSIOW OF BASIC SEBVICES Tû RUBAL GRûüPS 

prinr to the first t r e :  

o 

o 

o 

o 

Approval of the plan of action for the three districts. 

Signature of cooperation agreement between the HSPAS and FIS. 

Presentation of the proposed contents of the associations act. 

Setup of a legal team to establish guidelines for the act. 

p p  d tranc : 

o 

o 

a Authorization for district chiefs to sign agreements, manage 

Submission to Congress of the associations bill. 

Identification of the financing source, item, and mechanisms. 

funds, and pay private provlders. 

o Identification of requirements for provider accreditation. 

o Preparation of a lobby plan of action for approval of the 
associations act. 

Preparation of an information and promotion plan for NGOs. a 

Prior t o the third tr-: 

Signature of agreements with at least eight NGûs. 

Establishment of the monitoring and evaluation system. 

Entry into force of the associations act. 

Allocation of resources for project execution. 

Preparation of the plan for providing training and advisory 
services for NGOs and community health workers. 

Identification of a system for referrals to HSPAS health units. 



SUMIABY OF TñE PLILIO OF ACTIOU 
t&umalu 

Page 3 of 11 

Estimate of implementation and execution costs. 

Publication of operating regulations and manual to solicit and 
contract services. 

Design of the basic service package. 

üEALTH CAüE SYSTEMS: -ATE SECTOR PARTICIPATIOIO 
EXTENSION OF BASIC SERVICES TO URBAN IWFOBWISL SECTOR 

or to the first -: 

[no activity envisaged] 

prior to the second t r a e :  

o Approval of the terms of reference for a study of demand for 
health care services. 

Approval of the terms of reference for a market study of health 
providers and prepaid plans. 

o 

Prior t o the third tr ancb : 

Preparation of the design and plan of action to develop a pilot 
project. 

Design of a computerized information system. 

Identification of mechanisms and procedures to transfer an 
MSPAS subsidy to users. 

Identification of criteria for choosing participants 
(affiliates). 

Definition of the certification and accreditation process for 
prepaid plans and affiliated providers. 

Definition of mechanisms to avoid adverse selection and losses 
in the use of services covered by the plan. 

Definition and costing of services covered by the plan. 

Design of the system for collecting, channeling, and monitoring 
premiums paid by associations of microentrepreneurn. 

Preparation of quality and usage control systems. 
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PUBXJC UOSPITAL SEBVICBS 

prior to the fir st tr-: 

o Preparation of terms of reference for designing and setting up 
public/private administrative structures to manage hospitals. 

-or to the sec&-: 

o Entry into force of a government resolution on the charging of 
fees. 

o Formulation of agreements between the HSPAS and the pilot 
hospitals. 

o Approval of amendments to existing regulations (hospital by- 
laws) in the pilot hospitals. 

o Definition of the regulations and procedures to regulate the 
setup of hospital administrative units. 

o Design of the appropriate mechanism for transferring 
nonpersonnel costs to pilot hospitals. 

o Definition of the methodology to be used by hospital 
administrative units in nanaging public employees. 

Drafting of terms of reference to analyze personnel downsizing 
options. 

o 

0 Establishment of general and flexible guidelines for allowing 
each hospital to make operational decisions on the setting of 
fees and use of earnings. 

o Establishment of rules and procedures for cost recovery system 
oversight. 

o Preparation of the terms of reference for a study on 
medication, medical materials, and equipment procurement and 
distribution systems. 

Frior to t he thir d tranche : 

Establishment of pilot projects in project hospitals. 

o Signature of agreements between the adininlstrativa units of the 
project hospitals and the HSPAS and MFP identifying areas of 
responsibility (for transfer of funds, monitoring, etc.). 
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Establishment of system to perform activities related to cost 
recovery: billing, collection and payment, fees, socioeconomic 
evaluation, and use, management, and control of funds 
generated. 

Design of a budget transfer system that takes into account 
costs and production. 

Design of a computerized information system for the hospitals. 

Approval and execution of a personnel downsizing plan. 

Preparation of the plan of action for hiring private sector 
support services. 

Establishment of procurement and distribution systems 
(inventory control, medication purchasing and distribution 
systems, etc.). 

Preparation of a plan to improve the use of resources in the 
production of clinical services. 

Preparation of feasibility studies at the pilot hospitals on 
private rooms and the sale of services to third parties. 

m: 
a Preparation and approval of the plan of action that defines the 

health care model, the basic health care package, and the 
monitoring and evaluation system. 

Approval of frameworks for community and NGO partic€pation in 
the delivery of basic health care services. 

a 

prior to the second t r m :  

o Initiation of activities in each of the three districts. 

o Hiring of consultants to support program execution. 

o Establishment of the monitoring and evaluation system. 

o Establishment of the training component. 

o Implementation of mechanisms for collective participation in 
decision-making. 
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Prior t o the w d  tran Che: 

o Satisfactory progress in the execution of the program agreed 
upon with the Bank in the three districts. 

FIIOMICïkïG, AUDCATION, AiüD USE OF BaSOüRCES: 
IüCREASE, REORIENTATION, AUD EXECUTIOW OF TüE BUDGET 

prior to the first tran C b :  

o Approval by the MFP of the preliminary draft budget for 1996 
pursuant to the level and structure agreed upon with the Bank. 

o Proper allocation of resources to begin execution of the 
restructuring, decentralization, and pilot projects in the 
three health care districts. 

Prior t o the secon d trench e: 

o Approval by the MFP of the preliminary draft budget for the 
following fiscal year pursuant to the level and structure 
agreed upon with the Bank. 

Satisfactory execution of not less than 70% of the HSPAS budget 
for the period between the first and second disbursements under 
the program according to the structure agreed upon with the 
Bank. 

0 

0 Proper allocation of resources to continue execution of the 
restructuring, decentralization, pilot projects in the three 
health care districts, and staff downsizing. 

0 Preparation of procedures and regulatory framework for the 
early retiremnt fund. 

0 Estimate of the cost of continuing w i t h  the restructuring, 
decentralization, pilot projects in the three health care 
districts, and staff downsizing over the following fiscal 
period. 

o Estimate of the cost of beginning execution of pilot projects 
at the hospitals. 

prior to the third t r m :  

o Approval by the WFP of the preliminary draft budget for the 
following fiscal year according to the level and structure 
agreed upon with the Bank. 
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o Satisfactory execution of not less than 70% of the MSPAS budget 
for the period between the first and second disbursements under 
the program according to the structure agreed upon with the 
Bank. 

o Proper allocation of resources to continue execution of program 
activities. 

o 

o 

Establishment of an early retirement fund. 

Allocation of sufficient resources to begin execution of pilot 
projects at the hospitals. 

FIXAUCING, ALUìCATIOU, AUD USE OF 8XSOUBCES: 
S T R U " I N C  BUDGET EXECIITIOLO 

prior to the first m: 
o Entry into force of a ministerial decree that amends the 

regulationa for the w e  of the private funds of health care 
establishments and for the use of revolving funds and their 
replenishment. 

o Entry into force of a ministerial decree that establishes the 
budget item to allow the health care districts to hire NGOs and 
other private basic health care providers. 

Adjustment of regulations for presenting a simplified budget at 
the central level and for the three health care districts, 
reducing the number of specific items and the budget units. 

Establishment by the MFP of a financial administration unit to 
work with the health sector. 

o 

o 

o Approval of a plan of action to decentralize budget execution. 

or to the B econd t r m :  

o Evaluation of the efficiency of the regulations governing 
budget execution (and modification if necessary). 

o Identification of indicators for monitoring management in the 
districts and hospitals. 

o Identification of the methodological foundations for the 
hospital discharge costing system anci for the per capita 
costing of the basic health care package. 

Initial costing in pilot hospitals and districts. o 
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o Presentation of the budget under the resource allocation 
mechanism (MAR) scheme agreed upon with the Bank. 

a Adjustment of the amount and period for replenishment of the 
revolving funds for districts and hospitals. 

Design of a payment scheme for budget execution. o 

o Preparation of a basic inventory and purchasing system. 

o Training in the w e  of SIAF in the districts and hospitals. 

o 

o Establishment and strengthening of finance departments in the 

Training in auditing and financial oversight functions. 

pilot hospitals and districts. 

Prior to th e third tr-: 

a Evaluation of the efficiency of the regulations governing 
budget execution (and modification if necessary). 

o 

o 

Monitoring and evaluation of health indicators. 

Transfer of resources to pilot hospitals and districts based on 
hospital discharge and per capita costs (basic health care 
package). 

Adoption of SIAF's accounting system, pilot hospitals. o 

O 

o 

Setup of a payment scheme. 

Financial audits of pilot hospitals and districts. 

INSTITUTIONAL STRUCTURE 
RESTRüCTüRIIOG TüE HSPAS 

o Submit a health sector coordination bill to Congress. 

o Submit a bill to amend the Health Code to Congress. 

o Entry into force of the ministerial decree amending the 
regulations at the central and health care district levels of 
the WSPAS, including decentralization. 

o Suspension of hiring at the central level of the MSPAS. 
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Startup of operations of the program's transition coordination 
unit in accordance with the terms agreed upon with the Bank. 

Inclusion in the MSPAS's 1996 budget of the provisions 
necessary to begin the administrative restructuring proceee. 

Agreement on the specific programs for restructuring the 
central offices and health care districts of the MSPAS. 

m o r  to the second tranche: 

Startup of the program coordination unit's operations pursuant 
to the terms agreed upon with the Bank. 

Opening of line items for the new MSPAS units. 

Review of the human resource hiring process. 

Formulation of the human resource development and training 
s tratem. 

Drafting of the MSPAS staff training program consistent with 
the restructuring. 

Preparation of the incentive system to retain qualified staff. 

Freezing of positions at the central level. 

Establishment of the medication supply and distribution system. 

Development of specific programs for the reorganization of 
!&PAS branch offices. 

Hiring of consultants to perform a study on the infrastructure 
and equipment maintenance system. 

Hiring of consultants to design the computer information system 
and the monitoring and evaluation system. 

Hiring of consultants to prepara a study on the restructuring 
of ISPAS branch offices that produce materials and services. 

0 Entry into force of Health Code amendments. 

0 Preparation of draft regulations on the organization of the 
MSPAS . 
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Delegation of the aädnistration of financial and h w n  
resources (except appointments) at the level of the three 
health care districts. 

Apprwal by the HSPAS of a staff downsizing program. 

Drafting of a budget consistent with the HsPAS's new 
organizational structure. 

Implementation of maintenance, information, supply, and 
evaluation systems. 

Startup of execution of the restructuring of the units 
producing materials and services. 

Startup of execution of the staff downsizing plan. 

Execution of the training program. 

IiUSTiTüTIONAL STRUGTüRE 
DECEüTRALZZATIOBI OP TäE IISPAS HEíUTE CARñ DISTRICTS 

o Agreement on the plan of action and specific programs for the 
reorganization of the Escuintla, Alta Verapaz, and Chiquimula 
districts. 

Prior to the second tr-: 

Delineation of the process of integrating/separating areas of 
responsibility for the accounting, finance, procurement, and 
inventory functions. 

Adoption of the new functional organization chart. 

Staff assignments. 

Drafting of prograxmning methodology and guidelines for local 
services. 

Design of budget adiiinistration, administration, and 
infornation management systems. 

Preparation of a training program. 

Allocation of financial and human resources. 

Establishment of the systems. 
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n: 
o Delegation of human and financial resource management to the 

districts. 

o Establishment of the incentive system for recruiting and 
retaining staff in the districts. 

Execution of the training program. o 

o Implementation of the budget adninistration, administration, 
and information management systems. 
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PROPOSED RESOWTION 

GUATEHALA. IBAN /OC-GU TO THE REPUBLICA DE CUATEMAïA 
(Health Services Improvement Program) 

The Board of Executive Directors 

RESOLVES : 

That the Preeidemt of the Bank, or such representative ar he shall 
designate, is authorized, in the name and on behalf of the Bank, to  enter into 
such contract or contracts as may be necessary with the República de Guatemala, 
as Borrower, for the purpose of granting it a financing to cooperate in the 
execution of a Health Services Improvement Program. Such financing will be for 
the amount of up to US$25,000,000 or its equivalent in other currencies, except 
that of Guatemala, which are part of the Ordinary Capital resources of the Bank, 
and will be subject to the "Special Contractual Conditions" and the .Teras and 
Financial Conditions" of the Executive Summary of the Loan Proposal. 
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PROPOSED RESOIUTION 

GUATEHAIA. PARTIAL PA- OF INTEREST ON IBAN NO. J0C-m TO 
THE REPUBLICA DE CUATEHAIA 

(Health Services Improvement Program) 

The Board of Executive Directors 

RESOLVES : 

1. That the President of the Bank, or such representative as he shall 
designate, is authorized, in the name and on behalf of the Bank, as administrator 
of the Intermediate Financing Facility Account, hereinafter referred to as the 
"Account", to enter into such contract or contracts as may be necessarywith the 
República de Guatemala, as Borrower, and to adopt other pertinent measures to use 
the resources of the Account to pay a part of the interest due by the Borrower 
on outstanding balances of the loan authorized by Resolution DE- /95, for 
financing part of the cost of a Health Services Improvement Program, hereinafter 
referred to as the "approved loan." Such part shall represent up to SYt per annum 
on the outstanding balances of the loan. 

2. That the Bank shall charge to the Account the amounts due by the 
Borrower and to be paid by the Account, in the currencies designated by the Bank 
and available in the Account, on the dates specified for the payment of interest 
or on the date or dates the Bank receives the payment of the remainder of the 
interest oued by the Borrower , hereinafter referred to as the "remainder". 
Should the Borrower not have paid on the date due the remainder, as well as any 
payment of principal or fees, the Bank shall withhold payment of the amount of 
interest authorized to be paid from the Account to the Bank. In such event, the 
Borrower shall remain liable for the total amount of the interest due and owed 
until such time as the Bank has received payment of the remainder and of the 
respective amounts for amortization and fees. 

3 .  That t o  the extent that the Bank receives payments from the Account for 
interest on the approved loan, the Borrower shall not be liable for the payment 
of such amounts and, consequently, it shall not be obligated to repay to the Bank 
any amounts of interest paid from the Account to the Bank. 

4. That the Borrower may decide to pay the whole amount of the interest 
accrued on the outstanding balances of the approved loan either during the 
effectiveness of the loan or only during the amortization period of maid loan. 
In both cases the Bank shall, as soon as possible, reimburse the country for 
interest paid to the Bank and which may be charged to the Account in accordance 
with Clauses 1 and 2 above. 
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5. That to the extent that the Bank determines that there are not 
sufficient resources available in the Account for making the payments referred 
to in Sections 2 and 4 ab-, the Borrower shall pay the interest due on th. 
datea and the amounte specified in the loan contract, up to the full amount 
accrued on the outstanding balance of the approved loan without: any obligation 
for reimbursement by the Bank. 
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PROPOSED RESOUTION 

GUATECufA. REIKBüRSABLg TECHNICAL COOPERATION NO. >OC-cU TO THE REPUBLICA 
DE CUATEHAU RIR A H W T H  SERVICES IMPROVEMENT PRûGRAM 

The Board of Executive Directors 

XESOLVES : 

1. That the President of the Bank, or such representative as ha shall 
designate, is authorized, in the name and on behalf of the Bank, to enter into 
such agreements as may be necessary and to adopt such measures aa may be 
pertinent for the execution of the plan of operations referred to in Document PR- 

which comprises the proposal for a loan and a reimbursable technical 
cooperation with the República de Guatemala for the financing of a Health 
Services Improvement Program. 

2. That up to the sum of US$13.554.500, or its equivalent, is authorized 
for the purposes of this resolution, chargeable to the Bank's Ordinary Capital. 

3. That the above-mntioned sum shall be provided on a reimbursable 
bssis, according to the terms and conditions set forth in the agreement to be 
entered into for this operation (hereinafter the "Reimbursable Technical 
Cooperation Agreement"). 

4. That the Reimbursable Technical Cooperation Agreement shall be signed 
simultaneously with Contract /OC-Gü. 
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PROPOSED RESOLüîION 

CUATENAU. PARTIAL PAIIMENT OF INTEREST ON REIMBURSABLE TECHNICAL 
C W P m T I O N  NO. JOC-GU TO THE REPUBLICA DE GIJATEMAIA 

(Health Services Improvement Program) 

The Board of Executive Directors 

RESOLVES : 

1. That the President of the Bank, or such representative as he ahall 
designate, is authorized, in the name and on behalf of the Bank, as administrator 
of the Intermediate Financing Facility Account, hereinafter referred to as the 
"Account", to enter into such contract or contracts as may be necessary with the 
RepCiblica de Guatemala, as Borrower, and to adopt other pertinent measures to use 
the resources of the Account to pay a part of the interest due by the Borrower 
on outstanding balances of the reimbursable technical cooperation authorized by 
Resolution DE- / 9 5 ,  for financing part of the cost of a Health Services 
Improvement Program, hereinafter referred to as the "approved Loan." Such part 
shall represent up to 5% per annum on the outstanding balances of the loan. 

2. That the Bank shall charge to the Account the amounts due by the 
Borrower and to be paid by the Account, in the currencies designated by the Bank 
and available in the Account, on the dates specified for the payment of interest 
or on the date or dates the Bank receives the payment of the remainder of the 
interest owed by the Borrower, hereinafter referred to as the "remainder.. 
Should the Borrower not have paid on the date due the remainder, as well as any 
payment of principal or fees, the Bank shall withhold payment of the amount of 
interest authorized to be paid from the Account to the Bank. In such event, the 
Borrower shall remain liable for the total anount of the interest due and owed 
until such time as the Bank has received payment of the remainder and of the 
respective amounts for amortization and fees. 

3. That to the extent that the Bank receives payments from the Account for 
interest on the approved loan, the Borrower shall not be liable for the payment 
of such amounts and, consequently, it shall not be obligated to repay to the Bank 
any amounts of interest paid from the Account to the Bank. 

4. That the Borrower may decide to pay the whole amount of the interest 
accrued on the outstanding balances of the approved loan either during the 
effectivenese of the loan or only during the amortization period of said loan, 
In both cases the Bank shall, as soon as possible, reimburse the country for 
interest paid to the Bank and which may be charged to the Account in accordance 
with Clauses 1 and 2 above. 
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5 .  That to  the extent that  the Bank determines that  there are not 
sufficient reswrceo available in  the Account for making the payments referred 
to  i n  Sections 2 and 4 above, the Borrower shall pay the interest  due on the 
dates and the amounts specified in  the loan contract, up t o  the f u l l  amount 
accrued on the outstanding balance of the approved loan without any obligation 
for reimbursement by the Bank. 




