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There is no denying the healthcare progress made by developing countries. 
However, the sector needs additional financing to meet growing needs. 
What is the role for private investment?

Editorial by Jean-Claude Berthélemy     Professor of Economics, Sorbonne University

Healthcare in developing countries undeniably improved between 1990 and 2010, 
yet there is still much to be done, particularly in Africa, where the health-related 
Millennium Development Goals are not going to be achieved. The African continent 
represents 11% of the global population and 24% of total morbidity. 

Improving the population’s health means taking full account of the problem’s social 
dimension. The general improvement in life expectancy and health masks the fact 
that a large portion of the population lacks access to these healthcare improvements, 
especially the poorest sections of the community. In sub-Saharan Africa and South 
Asia, only 5 to 10% of people are covered by formal social protection (versus 20 to 60% 
in middle-income countries). This goes some way towards explaining why it is the 
patients who bear almost half of all out-of-pocket health costs. Worldwide, 100 million 
people fall below the poverty line every year as a result of their healthcare costs. 

To overcome these challenges, massive investment in healthcare systems is essential. 
In the 49 poorest countries, the sector’s financing requirements for the period 
2011–2015 are estimated at USD 169 billion. Although the health sector is receiving 
increased development assistance, governments in developing countries are still 
struggling to meet healthcare needs and put in place a healthcare system.

The private sector can and must participate in this crucial investment effort. 
Whether it is supplying drugs, providing outpatient care or even assisting with 
hospitalisation, innovative private-sector initiatives, sometimes in partnership 
with government funding bodies, can help develop affordable, quality healthcare 
services. However, relying on a wholly private strategy is not feasible. Governments 
must regulate and oversee private-sector practices and be involved in financing 
the healthcare costs of the poor sections of the population. For the health sector in 
particular, solutions must be sought through public-private partnerships so that all 
stakeholders can contribute, on the basis of their skills and resources, according to 
their goals and respective strengths.   
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Does the private 
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healthcare systems 

in developing 
countries?

Improving health outcomes 
by gearing health systems 
towards universal  
health coverage
While all countries face health challenges, the situation is most acute in the countries that are home  
to the “bottom billion”. While still fighting against the major communicable diseases and maternal  
and child conditions, they also face the increasing burden of non-communicable diseases and injuries, 
with health systems that are often underfunded. Within this context, the notion of universal health 
coverage (UHC) has become the guiding vision for strengthening health systems. 

Today the world is less than thou-
sand days from the 2015 deadline of 
the Millennium Development Goals 

(MDGs), which were established to guide 
global efforts at development, especially in 
the most vulnerable countries, using quanti-
fiable targets against to which measure pro-
gress (United Nations, 2000). Health is one 
of the key focus areas of the MDG frame-
work (Table 1). But health is also indirectly 
linked to the other goals such as the eradica-
tion of poverty and hunger (Goal # 1), since 

health interventions are 
increasingly seen as pri-
ority actions for equita-
ble socio-economic devel-
opment and for breaking 
the illness-poverty cycles 
both at an individual and 
at a country level (World 
Bank, 1993; WHO, 2001; 
Bloom et al., 2011). 
Many of the most vul-
nerable countries have 
recently been moving to-
wards better health out-
comes. Between 1990 and 
2011, the global under-
five mortality rates had 
come down by  41%, and 
between 1990 and 2010 
maternal mortality ratio 
had dropped by 47%, with 
the most striking achieve-
ments coming from the 

Riku Elovainio

Technical Officer, WHO / Health Financing Systems WHO Western Pacific region (Figure 1). Many 
countries have also been making demonstra-
ble progress in controlling and treating some 
of the major diseases, such as HIV/AIDS, 
tuberculosis and malaria; for example, the 
number of people living with HIV and access-
ing antiretroviral treatment (ART) increased 
by 63% from 2009 to 2011 (UNAIDS, 2012). 
Globally, mortality rates for tuberculosis 
have fallen by 41% since 1990 (WHO, 2012). 
Despite the recent impressive progress in 
health outcomes, the progress 
has been uneven between coun-
tries and within countries, and 
consequently, many of the most 
vulnerable countries will most 
probably not meet their targets 
for the health MDGs (United Na-
tions, 2012A). Furthermore, these countries 
face health challenges not directly captured 
by the MDG framework, notably an increase 
in the burden of non-communicable diseases 
(NCDs) brought about by ongoing epidemio-
logical and demographic transitions. It has 
been estimated that 80% of NCD-related 
deaths happen in low- and middle-income 
countries and that NCDs also kill at a young-
er age in these countries, where 29% of NCD 
deaths occur among people under the age 
of 60, compared with 13% in high-income 
countries (WHO, 2011).

Identifying health system needs
Several gaps exist in the health systems in 
vulnerable countries. In the area of health 
service delivery, many countries face im-
portant geographical limitations in making 

“Many of the most 
vulnerable countries 
will most probably not 
meet their targets for 
the health MDGs.”
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services available. This could be related to 
investment priorities (skewed resource al-
location to specialised care instead of pri-
mary care) but also to the overall shortage 
of health workers and the failure to motivate 
them and/or retain them in remote areas. In 
2006 it was estimated that there is a world-
wide shortage of nearly 4.3 million health 
workers1 (WHO, 2006). The quality of the 
health service provided is also one of the ma-
jor health system challenges, especially in re-
source-constrained settings where there are 
structural quality constraints, such as poor 
infrastructure. Health information systems 
are often unable to provide data that would 
enable adjustment and reform in health poli-
cies. Affordability and availability of medi-
cines, and their quality, are other challenges2. 
Besides these health system gaps, there are 
several problems that cut across the whole 
health system, notably inequity and ineffi-
ciency. Inequities can be found in the financ-

ing mechanisms: countries rely-
ing on out-of-pocket payments 
(OOP) impose an inequitable 
financial burden on households. 
Inequities in access to services 
(for financial or non-financial 
reasons) are also widely report-

ed from many countries. Finally, there are 
numerous sources of inefficiencies3, relating 
to low technical efficiency (for example the 
ratio of inputs/outputs at the hospital level) 
or low allocative efficiency, which is inter-
preted in terms of the mix of health inter-
ventions produced at the right time in the 
right place that would maximize population 
health for the available resources.

The resource and health financing gaps
The resource and health financing gaps are 

one of the most crucial health system chal-
lenges.  The continuous heavy burden of dis-
ease in the most vulnerable countries is fur-
ther accentuated by the low levels of national 
income, the informal nature of the econo-
mies and a restricted domestic resource base 
that limits the possibility of countries’ acting 
on the major health conditions and their risk 
factors. In 2009, the High Level Task Force 
for Innovative International Financing for 
Health Systems (HLTF) estimated that by 
2015 the low-income countries would need 
to spend an annual average of USD 60 per 
capita on health in order to ensure cover-
age with a relatively limited set of key health 
services, while presently the average low-in-
come country spends only USD 32 per capita 
on health4 in 2010 (Figure 2).  
The level of total health expenditure can be 
broken down into three major components: 
(i) out-of-pocket expenditure for access-
ing health services, (ii) pooled funds that 
rely on prepaid contributions (tax, general 
government revenue or insurance contri-
butions), and (iii) external funds – in those 
countries where international support for 
health is channelled. When systems for pre-
payment and pooling are weak, people wish-
ing to access health services are forced to 
pay for them out of their own pockets. 

Table 1: Health MDGs and targets

Source : UN, 2001/2002 

1 The same report identified 57 “crisis” countries (39 of which are in 
Africa) which have fewer than 23 health workers for every 10 000 people  
(WHO, 2006).
2 In low-and middle-income countries over the period 2007-2011, despite 
the international initiatives that rely on public and private funding, such as 
the Global Fund to Fight AIDS, Tuberculosis and Malaria, and UNITAID, the 
available data shows that, on average, the availability of selected essential 
medicines was 51.8% in public sector health facilities and 68.5% in the 
private sector (United Nations, 2012B).
3 The 2010 World Health Report enumerated the ten most common 
areas of inefficiencies and emphasised which each country would need 
to tailor their actions toward, depending on the context and available 
tools, and strategies for increasing efficiency of the health system (WHO, 
2010).  
4 This included all domestic funding sources and financing provided by 
external donors, which averaged 28% of total health expenditure for 
these countries.

Health goals  
in the MDG framework Targets linked to these goals

Goal 4: Reduce child mortality Target 4.A: Reduce the under-five mortality rate by two-thirds between 1990 and 2015 

Goal 5: Improve maternal health
Target 5.A: Reduce the maternal mortality ratio by three-quarters between 1990 and 2015 

Target 5.B: Achieve universal access to reproductive health by 2015 

Goal 6: Combat HIV/AIDS,  
malaria and other diseases

Target 6.A: Have halted and begun to reverse the spread of HIV/AIDS by 2015

Target 6.B: Achieve universal access to treatment for HIV/AIDS 
 for all those who need it by 2010

Target 6.C: Have halted and begun to reverse the incidence of malaria  
and other major diseases by 2015

Goal 8: Develop a global  
partnership for development

Target 8.E: In cooperation with pharmaceutical companies, provide access to affordable es-
sential drugs in developing countries

“There are several 
problems that cut 

across the whole 
health system, 

notably  inequity  
and inefficiency”
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This out-of-pocket spending on health 
leads to financial catastrophe and impover-
ishment for some people and deters others 
from seeking or continuing treatment. Due 
to the low level of government spending on 
health, the poorer countries rely the most on 
out-of-pocket payments, which represent al-
most 50% of total health expenditure in low-
income countries, compared with 30-35% in 
middle-income countries and 20% in high-
income countries.
In low-income countries5, government spend-
ing on health, in absolute terms as well as in re-

lation to GDP, varies among 
countries and is generally 
very low – on average, gen-
eral government health 
expenditure (GGHE) is at  
2.4% of GDP and USD 

12 per capita in low-income countries, com-
pared with 6.8% of GDP and USD 2,400 per 
capita in OECD countries. Very few African 
Union countries have reached 15% of GGHE 
over general government expenditure, as was 
pledged in the 2001 Abuja declaration (Or-
ganisation of African Unity, 2001).
External funding from development 
partners has been and still is a cru-
cial aspect of reducing the health fund-
ing gap. The level of external financ-
ing for health almost tripled between 
2000 and 2011, from USD 11  billion to  
USD 28 billion. There is an urgent need to 
keep focusing on international efforts in 
supporting the most resource-constrained 
countries. However, looking at the long-
term objectives, it is domestic health fund-
ing and domestic efforts to strengthen 
health systems that will determine the suc-
cess or failure of reaching UHC and better 
health outcomes.

Developing health systems towards  
UHC – what role for the private sector
UHC is a goal that conceptualises the main 
objectives and values of health system 
strengthening. It is based on two overarch-
ing and interlinked objectives: that everyone 
has access to good quality  health services 
they need – including treatment, preven-
tion, promotion and rehabilitation; and that 
no one suffers financial hardship for paying 
for those health services. The role of man-
datory funding mechanisms, based on the 
taxation power of governments is crucial for 
moving towards the UHC objective. It aims 
at distributing the financial burden equitably 
among the population and ensuring access 
to and the affordability of health care for all, 
and clearly remains a public sector function. 
In practice this means that public funding is 
the key to moving towards UHC. Voluntary 
funding mechanisms in the form of private 
health insurances (community-based health 
insurance, commercial health insurance, etc.) 
could be a supplementary strategy in some 
contexts for reducing out-of-pocket expendi-
ture, but their impacts on the overall equity 
of the financing system could be negative if 
they hamper cross subsidies among different 
population groups. When it comes to service 
provision, the answers become much less ob-
vious. The role of the state as a regulator of 
health service provision is one of the corner-
stones of a well-functioning health system, 
but as basically all countries rely on a plu-
ralistic health service provision model and 
as the current evidence shows that neither 
sector is intrinsically superior to the other, 
the main question is not whether to univo-
cally favour one over the other, but rather to 
find the best mix of these two sectors in or-

“Basically all countries 
rely on a pluralistic 

health service  
provision model.”

5 The figures for government health expenditure here includes some funds 
from external sources that are  disbursed through government channels.
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der to ensure the availability, accessibility, ef-
ficiency, equity and quality of services. How 
and whether private sector health service 
provision supports the objectives of health 
system strengthening towards UHC depends 
on the way it affects overall system perfor-
mance components, such as equity, efficiency 
and quality. Private sector service provision 
has been sometimes seen as more efficient 
and of better quality than that of the public 
sector. It seems though that the evidence on 
this is rather inconclusive and varies highly 
according to the context (Basu et al., 2012; 
Montagu et al., 2011). From an allocative ef-
ficiency point of view, the interface between 
health financing and service provision is of 
crucial policy importance. Using public fund-
ing to contract service provision or interme-
diary services to the private sector is a strat-
egy that has been used by many countries 
(Liu et al., 2007). This type of arrangement 
has been used, for example, in many sub-Sa-

References / Basu, S., Andrews, J., Kishore, S., Panjabi, R., Stuckler, D. 2012. Comparative Performance of Private and Public Healthcare Systems in Low- and Middle-income Countries: 
A Systematic Review. PLoS Med; // Bloom, D.E., Cafiero, E.T., Jané-Llopis, E., Abrahams-Gessel, S., Bloom, L.R., Fathima, S., Feigl. 2011. The Global Economic Burden of Noncommunicable 
Diseases. Geneva; World Economic Forum. // High Level Task Force for Innovative International Financing for Health Systems, 2009. More money for health, and more health for the 
money: final report. Geneva: International Health. // Liu, X., Hotchkiss, D., Bose, S. 2007. The impact of contracting-out on health system performance: a conceptual framework. Health Policy, 
82(2):200-211. // Montagu, DD., Anglemyer, A., Tiwari, M., Drasser, K., Rutherford, GW., Horvath, T., Kennedy, GE., Bero, L., Shah, N., Kinlaw, HS. 2011. Private versus public strategies for 
health service provision for improving health outcomes in resource-limited settings. San Francisco, CA: Global Health Sciences, University of California, San Francisco. // Organization of African 
Unity, 2001. African Summit on HIV/AIDS, tuberculosis and other related infectious diseases. Abuja Declaration on HIV/AIDS, Tuberculosis and Other Related Infectious Diseases, 24–27 April 2001. 
(OAU/SPS/ ABUJA/3). // UNAIDS, 2012. Global report: UNAIDS report on the global AIDS epidemic 2012. Geneva. // United Nations, 2000. Fifty-fifth session of the United Nations General 
Assembly, Resolution A/RES/55/2: ‘United Nations Millennium Declaration’. // United Nations, 2001. First annual report based on the ‘Road map towards the implementation of the United 
Nations Millennium Declaration’,document A/56/326 (6 september 2001). // United Nations, 2002. Implementation of the United Nations Millennium Declaration: Report of the Secretary-General. 
Document A/57/270. 31 July 2002. available at : http://www.un.org/millenniumgoals/sgreport2002.pdf // United Nations,2012A The Millennium Development Goals Report 2012. New 
York // United Nations, 2012B. Millennium Development Goal 8. The Global Partnership for Development: Making Rhetoric a Reality. MDG Gap Task Force Report 2012. New York. // 
World Bank, 1993. World Development Report: Investing in health. Washington DC. // World Health Organization, 2001. Macroeconomics and health: investing in health for economic 
development. Geneva. // World Health Organization, 2006. World Health report 2006: working together for health. Geneva. // World Health Organization, 2010. World Health report 
2010: Health systems financing: the path to universal coverage. Geneva. // World Health Organization, 2011. Global status report on noncommunicable diseases 2010. Geneva. // World 
Health Organization, 2011. Global Health Observatory database, available at http://www.who.int/gho/en/ // World Health Organization, 2012. Global Health Expenditure database, 
available at http://apps.who.int/nha/database/PreDataExplorer.aspx?d=1.
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haran African countries (Benin, Ghana and 
Zambia, for example) for contracting service 
provision to private not-for profit providers 
that operate with subsidies from the govern-
ment (for salaries, medicines and supplies) 
and assure health services in areas where 
publicly provided services are either unavail-
able or irregular. One of the arguments for 
resorting to this strategy is that it allows gov-
ernments to allocate resources more flexibly 
and to circumvent some of the rigidities in 
the public system, and at the same time, it 
allows them to focus on their core functions 
of governance and regulation.
Moving towards UHC is a process that needs 
progress on several fronts. Ultimately what 
matters is how the different health system 
components align themselves with the over-
all objective of UHC in ensuring and promot-
ing the utilisation of services, financial risk 
protection, the quality of services, equity, 
and efficiency.  
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The positive healthcare 
scenario in Brazil

Brazil’s public health system covers all citizens. While it achieves excellent results in certain areas, it often 
fails to provide basic assistance to many due to a lack of financing. The private healthcare network is also 
challenged, with increasing numbers of people covered by health plans. In this context, Hospital Sírio-
Libanês has developed expansion plans, while maintaining its participation to public-private initiatives. 

On promulgation of the 1988 Federal 
Constitution, the Brazilian state 
committed itself to guaranteeing 

access to health services as a right of all 
and a duty of the state. Since then, Brazil 
has been greatly challenged to structure 
and maintain, with the necessary financial 
and human resources, what is named the 
Sistema Único de Saude (SUS), a system 
ensuring full universal and free-of-charge 
access to care for the country’s entire 
population. The SUS is one of the largest 
public health systems in the world. It 
includes simple assistance to outpatients, 

Carlos Alberto Marsal and Paulo Chapchap

Controllership and Finances Superintendent, Hospital Sírio Libanês
Corporate Strategy Superintendent, Hospital Sírio Libanês

organ transplantations, and an ample 
network of units and services covering 
almost 200 million citizens, regardless 
of social or economic class. In addition to 
providing consultations, examinations, 
and hospitalisations, the system also 
undertakes vaccination campaigns and 
p re ve n t i ve  a n d  s a n i t a r y 
surveillance – such as food 
inspection and the registration 
of medicines – reaching all 
Brazilians. Such a major social 
inclusion project, created not long ago and 
in a country with well-known costing and 
public investment difficulties, encounters 
several challenges that reflect in a service 
of less-than-expected quality. 
Currently, 75% of Brazilians do not have 
a private health plan and use the SUS. 
While it serves a greater number of people 
than the private sector, it relies on fewer 
resources. The reason for this is a lack of 
public resources. Healthcare spending in 
Brazil accounts for 8.4% of gross domestic 
product (GDP), which is in line with 
the global average of 8.5% per annum, 
according to a report issued by the World 
Health Organisation (WHO). Yet Brazil 
differs in terms of who is responsible 
for the expenditure. In Brazil, 55% of 
health spending is private (benefiting 
approximately 48.7 million health plan 
holders) and 45% is public – (benefiting 
all 190 million Brazilians). The public 
portion accounts for 3.7% of GDP, one 
third down on the international average 
of 5.5% of GDP (WHO, 2012). Compared 
with countries with similar health systems, 
Brazil fares even worse: it achieves excellent 
results in certain areas (vaccine coverage of 
practically its entire population, programs 
for transplantation, and combating diseases 
such as AIDS, among others), despite its 
unsatisfactory resources, yet due to a lack 
of financing, it often fails to provide basic 

Carlos Alberto Marsal and Paulo Chapchap 

Since 2008 Carlos Alberto 
Marsal has been the 
controllership and finances 
superintendent at Hospital 
Sírio-Libanês, in charge of 
the activities connected with 
Finances, Legal, Budgetary 
issues. His experience 
includes 25 years in 
healthcare (17 years, with 
the Unimed and Medial 
Saúde Groups), insurance and 
social security, and industrial 
and civil construction. He 
has a diploma in business 
administration from the 
Armando Álvares Penteado 
Foundation and from the 
Getúlio Vargas Foundation.

Since 2008, Paulo Chapchap 
is corporate strategy 
superintendent at Hospital 
Sírio Libanês. He also 
coordinates the Institution’s 
liver transplantation program, 
and chairs the board of the 
Sírio-Libanês Institute for 
Education and Research. He 
is graduated from the School 
of Medicine of the University 
of São Paulo and is now a 
research fellow and visiting 
assistant professor at the 
University of Pittsburgh. He 
also serves on the boards 
of the International Liver 
Transplantation Society.

“Currently, 75% of 
Brazilians do not have 
a private health plan.”
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A philanthropic institution founded in Sao Paulo over 90 years ago, 
the Hospital Sírio Libanês leads in providing inpatient services such 
as surgeries, and outpatient services such as oncology, rehabilitation, 
diagnoses and check-ups. With 4,700 collaborators – including 3,800 
doctors – and 357 beds, it has the capacity to carry out more than 50 
surgical procedures and around 2,000 diagnostic examinations daily. 
Its mission is also to develop integrated services in the areas of social 
assistance, health, tutoring and research.  

f oc  u s

Private Hospitals (Anahp), by December, 35 
out of its 45 members together had invest-
ed about R$ 600 million, twice that made 
the previous year. Currently at its height, 
the investments boom in the hospital area 
began about three years ago. This expan-
sion is required as the current average rate 
of occupation in these hospitals stands at 
77%. Above 80%, the assistance process  
becomes jeopardised.

The Hospital Sírio-Libanês case
A participant in this landscape is Sociedade 
Beneficente de Senhoras Hospital Sírio-Libanês 
(HSL), a Brazilian philanthropic institution 
founded more than 90 years ago. Given the 
new reality of the private healthcare sector, 
in 2005 the institution set off an impor-
tant process of changes to its management, 
and implemented a new model of corporate 
governance and a new strategic plan. That 
landmark in the professionalisation process, 
among further initiatives, established the 
following: growth guidelines, new position-
ing, branding, and a consolidation project, 
all without negatively affecting the principles 
of human warmth and philanthropy, present 
since the hospital was founded. 
Investments were intensified and, seeking 
to embrace its new profile, Hospital Sírio-
Libanês expanded its relationship with the 
financial markets. First, a R$ 20 million 
(USD 9 million) credit line was approved in 
2009 by the National Bank for Social and 
Economic Development (BNDES) and Banco 
do Brasil. Next, its search ensured support 
from important multilateral institutions 
(for USD 40 million), in addition to a fur-
ther R$ 430,6 million (USD 200 million) of 
finance from the BNDES and Banco do Bra-
sil. A business plan in line with the strategy 
had to be structured to allow for an ample 
long-term vision.
If all of the resources invested in the current 
structures and in the projects for capacity 
expansion are added, HSL is due to invest 
approximately R$ 1 billion (USD 500 mil-
lion) in the period between 2009 and 2014. 
Investments should double its existing assis-
tance capacity by 2017, when the institution 
will be offering 710 beds. And like HSL, most 
Brazilian private hospitals are undergoing 
transformation towards professionalisation.

Private growth associated with philan-
thropy and public health
In addition to expanding their structures 
to serve patients within their existing pro-
file, the growth of institutions such as HSL 
is reverberating and strongly effect-

assistance to a large number of people.
After many years of dealing with the issue 
of insufficient financing, in 2012 Constitu-
tional Amendment n. 29 was promulgated. 
It stipulates that the states and municipali-
ties are to allocate between 12% and 15% 
of their revenues to healthcare. The federal 
government, in turn, must invest the same 
volume of resources as the previous year, 
plus GDP variation. The specialists and the 
Brazilian authorities (federal, state and mu-
nicipal) still wonder whether such a change 
to the rules will resolve the problem of 
funding the public healthcare network. The 
idea is that, little by little, the government’s 
share of healthcare spending will return to 
levels registered in previous decades. 
In the private sector, the challenges are no 
smaller. Since mid-2000, Brazil has been un-
dergoing an economic development process 
that has improved the income and employ-
ment levels of a large portion of the popu-
lation. It is estimated that 20 million Brazil-
ians have been lifted above the poverty line. 
This scenario has led the number of patients 
with access to supplementary healthcare to 
rise. The National Agency of Complementary 
Health states that 47.8 million Brazilians 
hold some kind of health plan, 76% of which 
are through collective agreements offered 
mainly by companies. The revenue of compa-
nies in this sector grew 11% in 2011, to reach 
R$ 84 billion (approx USD 40 million).
This increased demand has put pressure on 
the private healthcare network, impacting 
on private hospitals (for-profit and not-for 

profit) that are at the limit of 
their capacity. Hence, private 
hospitals are experiencing a 
period of massive investment, 
seeking to expand their capac-
ity and, thus, to maintain the 
quality of their services. The 
growth trend is expected to be 

maintained, and in 2012 alone, these insti-
tutions (approximately 60 hospitals) were 
expected to have invested approximately 
R$ 1 billion (USD 500 million) in expansion 
projects. According to Francisco Balestrin, 
president of the National Association of 

“Private hospitals are 
experiencing

a period of massive 
investment, seeking 

to expand their 
capacity.”
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ing the development of the public health-
care system. HSL is one of the six Brazil-
ian healthcare institutions classified by the 
Ministry of Health as a ‘Hospital of Excel-
lence’. This classification, established by the 
federal government, sets the standard for 
the new model of investment of resources 
in philanthropic ventures. Thus, since 2009,  
100% of the tax relief awarded has been ful-
ly returned to Brazilian society by means of 
projects that are part of the SUS Institution-
al Development Program PROADI-SUS (see 
box). Had it not been deemed a ‘Strategic 
Hospital’, HSL would have been considered 
a ‘Philanthropic Hospital Institution’ and 
would have had to either invest 20% of its 
assistance revenues in free-of-charge care or 
provide assistance to SUS patients. To this 
end, the relevant institutions’ growth also 
ensures an increased volume of resources 
invested in projects.
The agreements entered into with the 
BNDES and Banco do Brasil stipulate an in-
vestment of 5% of total credit in projects of 
interest to the Ministry of Health. In the first 
triennium of operation of this new philan-
thropy regulation (2009-2011), HSL invest-
ed almost R$ 180 million (USD  85  million) 
in these projects, engaging approximately 
50,000 professionals in the public health 
network from all over Brazil.
Investments in management-oriented courses 
and training aim to meet the large demand 
from the public sector. Yet integrating the 
healthcare networks and using the available 
human and financial resources more efficiently 
are major challenges. In this area, the 
public and private sectors can jointly make 
mutual gains and an important exchange of 
experiences aimed at improving the services 
provided to their patients. For this reason, 
in addition to the programs for the PROADI-
SUS, the private sector has also sought to 
contribute to the public network by forming 
the body Social Health Organisations (OSSs), 
made up of private institutions of proven 
experience in the provision of healthcare 
services. The OSSs are institutions in charge 
of the management of public healthcare 
units and, for this, are paid an amount set 
out in an agreement entered into with the 
prefectures or states, who oversee meeting 
the pre-established targets. This model has 
shown that services can be improved by the 
private sector transferring its knowledge and 
contributing to resolving a major setback in 
improving quality for the public sector: labour 

Box: Public-private partnership  
for health

The PROADI-SUS (Programa de Apoio ao Desenvolvimento 
Institucional do Sistema Único de Saúde) is a partnership between 
the Ministry of Health (MS) and health entities holding a 
Certificate of Beneficiary Entity of Social Assistance in Health 
(CEBAS-SAUDE) and of Recognised Excellence, which is 
regulated by Federal Law n. 12.101, issued on 27 November 2009, 
for the development of projects within the following areas: 
- Studies on technology assessment and incorporation; 
- Empowerment of human resources; 
- Research on health of public interest; 
- Development of techniques and management 
operation in the health services.
The program contributes by developing, incorporating and 
transferring new technologies and experiences in management; 
generating new knowledge and practices, through partnerships 
between health entities of recognised excellence and the 
SUS managers; and acting jointly to overcome challenges 
to improve and define strategic areas in the management 
and provision of the public health service in the country.
The Ministry of Health defines and annually discloses the 
themes and priority objectives for projects supporting the 
institutional development of the SUS. The projects are 
presented by the health entities to the Ministry, which 
analyses them through its competent secretariats or 
associated entities. Once approved, they are accepted in 
terms of an Adjustment Instrument, which is effective for 
three years. The health entities execute these projects by 
using resources from the fiscal relief (social contributions) 
they are entitled to due to their CEBAS-SAUDE status.

management. Because they are private, the 
OSSs are able to handle staff employment 
and dismissal with greater agility, ensuring 
that targets are met and that quality services 
are provided to the population. This is a gain 
that can be seen in the units managed by HSL 
in São Paulo. Studies made by the Fernando 
Henrique Cardoso Foundation show that, 
on a budget only a little bigger than those of 
the hospitals directly administered (an 8.1% 
variance), their average cost was significantly  
lower (around 25%).
Successful examples of partnerships be-
tween public authorities and private admin-
istrators show how this mediation between 
the two sectors can contribute towards over-
coming the challenges posed by healthcare 
in Brazil. The advances achieved so far are a 
great incentive for all government and pri-
vate entities connected with healthcare to 
pursue the attainment of the goal of service 
universality and equity. In this picture, the 
private sector has a key role to play. Finally, 
if the private sector can contribute to its 
public sector counterpart, knowledge will 
be gained by private hospital managers, ir-
respective of how advanced their structures 
and technologies may be.  

References / Who, 2012. Database (available at : http://apps.who.int/gho/data/view.main) .
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Partnering for quality 
healthcare delivery 
Good policies for the private health sector are essential to improve the overall performance of the health 
systems, especially given scarce public resources. The private sector provides a large part of health services 
in many developing countries, to both rich and poor, but their quality varies greatly and is often too low. 
To improve access to quality services, governments must lead by engaging all actors in the sector, and 
encourage healthy competition and partnerships among them. 

Patients, when they seek care, are not 
concerned about the institutional ar-
rangements or the ownership of the 

providers in the health sector. They care only 
about having timely access to affordable, 
good quality care for their sick children and 
themselves. Whether the providers are pub-
lic or private1 matters little to patients. Their 
perspective should guide the development of 
appropriate policies in national health sys-
tems. Indeed, an ‘effective private health sec-
tor policy’ may be a misleading term: what 
is needed is not a separate policy for the 
private health sector, but rather a health  
sector policy that includes all important ac-
tors in the sector, regardless of ownership or 
brand of medicine practiced. 
When considering government policies for 
the private health sector, we are talking 
about two sets of policies. Ideally, the private 
health sector should be subject to policies 
that (i) regulate the private sector, making 
all firms abide by a set of rules concerning, 
for example, company registration and pay-

ing taxes; and (ii) regulate 
the health sector, making 
all providers – public and 
private – abide by a set of 
rules concerning, for ex-
ample, minimum quality 
standards and maximum 
prices for particular ser-
vices. What characterises 
effective policies and reg-
ulations differs for these 
sectors. Instituting effec-
tive policies for private 
firms, regardless of sector, 
means making rules sim-
ple, fast and transparent 

Connor Spreng

Senior Economist, World Bank

to provide a good business environment. 
On the health side, it is more complicated. 
Governments are responsible to citizens 
for overseeing the sector and ensuring that 
services are of good quality, accessible, and 
affordable. Since the private sector is a big 
player in modern health systems, it is im-
perative that health policies address it ex-
plicitly, ensuring that it is an integral part of 
health system improvements. In the major-
ity of developing countries, the private sec-
tor provides a significant portion of health 
services for rich and poor, rural and urban 
populations alike. In sub-Saharan Africa, for 
example, more than half of all healthcare 
spending comes from private parties, and 
private providers are responsible for deliv-
ering at least half the services (Figure 1). In 
other regions, such as South Asia and South-
east Asia, the private sector’s share of total 
health services is estimated to be higher still. 
The absence of effective policies and prac-
tices in many developing countries has not 
hindered its growth. Rather, it has resulted 
in an untapped potential for improvement 
of the health systems’ performance. Ignor-
ing the private health sector in developing 
countries is not a realistic option and im-
plies abandoning all the patients who seek 
services from private providers. That public 
health sectors will fully replace their private 
counterparts and provide high-quality ser-
vices for free, to all is a utopian ideal, not a 
useful guide for policy.

So, what is needed?
Governments have to take the lead in engag-
ing with the private health sector to encour-
age its contribution to achieving national 
health goals. The literature on maternal and 
child care shows that closer coordination
1’Private’ means non-public and includes non-profit, such as faith-based 
(mission hospitals, etc.), and for-profit. 

Connor Spreng  is a Senior 
Economist at the World 
Bank, currently based in 
Jakarta, Indonesia. He is the 
lead author of the recently 
published World Bank-IFC 
report Healthy Partnerships. 
Mr Spreng’s previous work 
has focused on supporting, 
designing, and studying the 
effects of policy and regulation 
reforms of the public-
private interface in various 
sectors (health, education, 
finance/banking, and water/
sanitation).
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between the public and private sectors 
has improved access to family planning and 
increased the participation of skilled attend-
ants during childbirth, both of which have 
saved lives (World Bank-IFC, 2011)2. Con-
tracting with, or purchasing from the private 
sector can also be effective. Here, too, the re-
sults from maternal and neonatal programs 
have been particularly impressive. But beyond 
public-private collaboration in individual in-
terventions and programs, a broader engage-
ment is needed through systematic collabo-
ration to achieve national health priorities. 
While public-private collaboration is not new, 
the World Bank Group’s recent Healthy Part-
nerships Report has, as a world first, offered 
a codification of the elements of good en-
gagement with the private health sector. Five 
domains are identified: policy and dialogue, 
information exchange, regulation, financing, 
and public provision of services. A research 
team measured the level of engagement along 
the codified elements in 45 countries of sub-
Saharan Africa. The findings of the report are 
relevant not only for the African countries, in 
which a veritable wave of important reforms 
has started, but also for other countries. 
Policy and dialogue between the government 
and the private health sector should set out 
the roles and responsibilities of the actors. 
In sub-Saharan Africa, more than 85% of the 
countries have an official policy for working 
with the private health sector.3 However, 
the majority of countries do not implement 
their policies4, often because the ministries 
of health see their job primarily as supervis-
ing a system of public health providers, rather 
than as overseeing a mixed health system. 
Yet there are a growing number of countries 
where dialogue is being (re-)initiated as a 
first step towards improving engagement. In 

Ghana, for example, engagement between the 
government and the private health sector has 
greatly improved since the existing private 
health sector policy was revived through a 
new forum for dialogue. The private sector, in 
turn, has responded by forming an umbrella 
organisation of private providers, a critical 
step: self-organisation by the private sector is 
critical in establishing dialogue, but is lacking 
in most developing countries.
The information exchange domain concerns 
information flows between the public and 
private sectors, and private sector inclusion 
in national health management information 
systems and disease surveillance. Accurate 
information about the scale and scope of pri-
vately provided care is a key ingredient of en-
gagement. This is especially pertinent if the 
private health sector is providing a large pro-
portion of health services. 
The regulation domain focuses on the abil-
ity of the government to design and imple-
ment a regulatory framework for the private 
health sector. Key elements of good practice 
in health sector regulation include (i) the gov-
ernment knowing who is providing services, 
and where; (ii) standardised rules for open-
ing and operating private health facilities, 
including a transparent quality control or 
inspection process, and the implementation 
of these rules; and (iii) the inclusion of all 
important types of health service providers. 
In many developing countries, registration 
of private providers is poor (only 13% of the 
45 countries analysed have a comprehensive 
2 See literature review in Healthy Partnerships Report, page 22.
3 Since the level of engagement with non-profit providers – in Africa, 
mostly faith-based providers – is higher in all countries and across 
all domains, it is the larger for-profit sector that remains excluded. 
Only if it too is included in the health system can the government’s 
policies and practices claim to include the whole health sector.
4 Thirty-nine out of the forty-five sub-Saharan African countries 
covered by the study have a policy for the private health sector; but 
only twelve countries are implementing these.

Figure 1: Source of Health Care by Wealth Quintile and Type of Service  
Provider for Households in sub-saharan Africa
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registry of private health facilities), regula-
tions are inappropriate or outdated, and en-
forcement of the regulations is weak. Private 
providers tend to dislike the lack of consistent 
oversight, which allows low-quality providers 
to continue operating. 
The financing domain covers the revenues 
that are actually or potentially available to the 
private health sector and the government’s 
influence over such funds through various 
mechanisms. The key to financing is to ensure 
that there is a mechanism that allows poor 
people to have access to services, and that 
public funds buy value for money from either 
public or private services, which compete on 
a level playing field. This principle of strategic 
purchasing (buying services from the best pro-
viders regardless of ownership) is especially im-
portant in countries where the private sector 
is large. The existence of financial incentives 
(tax exemptions, land grants for rural clinics, 
import duty exemptions, etc.) specific to pri-
vate health sector facilities serve as a proxy for 
whether the government seeks to improve the 
investment climate for the private health sec-
tor. Finally, and perhaps most important, the 
level of coverage of private providers by health 
insurance is used as a proxy to assess whether 
a significant part of the population can access 
the private health sector without having to 
pay out-of-pocket. The Healthy Partnerships 
Report states that in sub-Saharan Africa the 
level of health insurance coverage that would 
allow reimbursement for treatment received 
in a private facility is low; in most countries, 
less than 15% of the population. But coverage 
is growing. In several countries - for exam-
ple, Kenya, Nigeria, and Uganda - expanded 
(public) insurance schemes are at an advanced 
stage. In these countries, the private sector is 
increasingly an active participant in policy 
discussions. The prospect of including pri-
vate providers in national health insurance 
schemes holds great promise for improving 
the sector overall - in addition to providing 
a mechanism to protect against risk and to 
channel subsidies for health services to the 
poor. Such schemes offer the opportunity to 
force public facilities to compete against pri-
vate providers in terms of quality and how 
they treat patients. Private providers, in turn, 
are forced to meet accreditation standards in 
order to be eligible for reimbursement.
Finally, the public provision of services do-
main focuses on how governments can use 
public production to complement, crowd out, 
or build a supporting environment for pri-

vate healthcare markets. This can take the 
form of including private providers in public 
health interventions – such as immunisation 
programs or for treating HIV/AIDS – or insti-
tuting cross-referrals, from public to private 
and vice versa. In addition, the public sector 
can ensure the availability of basic services 
and institutional support. In most countries, 
there is some evidence that governments and 
the private sector can collaborate relatively 
well on disease and immunisation programs. 
And there is typically some form of patient re-
ferral between the private and public sectors. 
These instances of collaboration – sometimes 
prompted by the requirements of donor pro-
grams – on narrow issues hold some promise 
for engagement at the systems level.

Meaningful reform is within reach
Having identified the key elements for effec-
tive engagement with the private health sec-
tor is a key ingredient for positive reforms. 
However, much remains to be done. Specifi-
cally, in order to go beyond individual part-
nerships or public health initiatives, defining 
broader policies, such as the reimbursement 
of private providers for services rendered un-
der a national health insurance program, will 
be needed. In an environment of scarce pub-
lic resources, the key for governments is to 
focus more on what they need to do, such as 
oversight over all providers to ensure a mini-
mum level of quality, and less on what can 
be done by others, such as managing service  
provision (see Box).  

The scores along the five domains are generally 
not correlated with income. So, these are not a 
question of resources. When the government has 
very few resources, which is the case in many 
developing countries, the prioritisation of its 
activities or responsibilities toward the private 
health sector becomes especially important. 
For example, in Liberia the government has let 
associations and umbrella organisations carry 
out some of the oversight activities, such as 
attempting to ensure minimum levels of quality 
and consistency across providers. The under-
resourced Liberian Medical Board mandated the 
Private Clinics Association of Liberia (established 
by physician assistants, certified midwives, and 
registered nurses) to register all private clinics, 
and to perform the initial inspection to ensure 
that the professionals are duly licensed and 
that the facilities are worthy of certification.

BOX: Example of engagement 
with the private health sector 
in a low-resource environment

References / Montagu D, Anglemyer A, Tiwari M, et al. 2010. A comparison of health outcomes in public vs private settings in low- and middle-income countries, CA: Global Health 
Sciences, University of California San Francisco. // World Bank Group - IFC, 2011. Healthy Partnerships: How Governments Can Engage the Private Sector to Improve Health in Africa. Available: 
https://www.wbginvestmentclimate.org/advisory-services/health/healthy-partnerships-page.cfm.
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Meeting the financing needs  
of healthcare providers
In developing countries, the health sector is poorly structured and poorly regulated, and health insurance 
is practically non-existent. This does not encourage risk-taking, yet the financing needs are considerable. 
Development institutions already involved in this sector need to put in place increasingly innovative 
financing solutions to meet these growing requirements. 

The scarcity and cost of financing is one 
of the major problems faced by de-
veloping economies and is a problem 

that particularly affects the health sector. Al-
though financial partners endeavour to offer 
a wide range of appropriate financing instru-
ments – from loans to equity stakes – there 
are still a large number of obstacles to finan-
cing, both on the supply and the demand side. 
And yet there is a tremendous need for new 
investment. It is estimated that the 49 poo-
rest countries will need USD 25 billion in pri-
vate financing between 2011 and 2015. Deve-
lopment institutions have a key role to play 
in strengthening the private companies they 
work with, structuring demand, ensuring a 

Philippe Renault and Magali Rousselot

Investment Officer, Manufacturing, Agro-Industry and 
Services Division, Proparco 
Deputy Head of the Health and Social Protection Division, 
Agence Française de Développement (AFD)

steady supply of services within a framework 
regulated by public authorities, bringing to-
gether healthcare providers and financiers – 
and, finally, making healthcare accessible to as 
many people as possible.  

A fragmented, capital-intensive sector 
with average profitability
Market risk in the health sector might ap-
pear relatively small: the demand levels are 
known and are globally stable and there are 
considerable growth prospects because of 
the demographic and epidemiological chang-
es taking place in the world. Apart from epi-
demics, healthcare demand is not cyclical. 
Ageing populations and an increase in chron-
ic diseases will inevitably lead to an increase 
in the need for hospital treatment. But the 
very low solvency levels on the demand side 
– linked to a lack of social security coverage 
(public or private, mandatory or voluntary) 
– generates a serious market risk, making 
hospital revenues uncertain and making it 
difficult to assess the true value of health 
services. In sub-Saharan Africa and southern 
Asia, where only 5% to 10% of the popula-
tion is (partially) covered by a formal social 
protection, the vast majority of 
healthcare services are paid for 
directly by patients. While it is 
relatively easy to model certain 
assumptions for financial fore-
casts for hospitals (we know what skills and 
technologies need to be mobilised), it is of-
ten more difficult to evaluate the needs of a 
population base – and even more complicat-
ed to evaluate its ability to pay for services. 
Besides, healthcare is a sector with high 
capital requirements: to develop infrastruc-
ture, set up modern technical platforms and 
combine small structures to generate econo-
mies of scale. The quality and continuity of 
healthcare provision have to be improved 
all the time, particularly by mobilising spe-

Magali Rousselot is an 
investment officer in Proparco’s 
Manufacturing, Agro-Industry 
and Services Division. She is in 
charge of structuring and setting 
up financing projects, particularly 
in the social sectors (health and 
education). A graduate of the 
Reims Management School, she 
joined the AFD Group in 2007 as 
a credit analyst after obtaining 
experience in business finance  
at PricewaterhouseCoopers and 
LCF Rothschild. 

Magali Rousselot Philippe Renault 

Philippe Renault  joined AFD’s 
Health and Social Protection 
Division in 2005 and has been 
deputy head of the division 
since 2011. He supervises health 
projects abroad, particularly in 
the hospital sector. A graduate 
of IEP in Paris and of the École 
Nationale de Santé Publique 
in Rennes, before joining AFD 
he worked as manager at the 
university hospital in Lille 
(CHRU) and as a consultant  
for two firms.

“Healthcare is a sector 
with high capital 
requirements.”
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cialist teams. In addition, the companies in 
this sector have considerable working capital 
requirements. Recurrent overhead costs are 
high: staff costs, equipment maintenance, 
patient hygiene and safety, building main-
tenance, purchasing medicines, managing 
waste and various medical devices, etc. This 
need for cash is often exacerbated by long de-
lays in receiving payments from public and 
private insurance companies. 
It is not unusual for promising projects to 
fail to materialise, or to fail to propose solu-
tions suited to the market solely because of 
a lack of capital and funding. In transition 
countries, the mobilisation of finance (both 
debt and equity) is more complex and diffi-
cult. Because of this, the private health sec-
tor is taking a long time to modernise and is 
still fragmented and under-capitalised, with 
variable quality standards. 
 
Obstacles to healthcare financing
The growth in demand presents a real as-
set for healthcare providers. But when it 
comes to obtaining financial resources from 
local banks, it is offset by a number of dis-
advantages. For instance, the revenue struc-
ture can be problematic. Payments in cash 
are particularly prevalent, there are a large 

number of collection points1, 
and health insurance systems 
are rare and underdeveloped. In 
fact, healthcare institutions do 
not make much use of the bank-
ing system and their accounts 
only reflect a small part of their 
activity and the area they cover. 

They do not enable lenders to contemplate 
taking a reasonable, balanced risk in an un-
biased manner. Most structures are small 
and not very specialised. In sub-Saharan Af-
rica, the average size of investment projects 
ranges from USD 250,000 to USD 3 million. 
Still there are many investment opportuni-
ties (see Figure 1).
Even where development of healthcare pro-
viders is conceivable, it is hindered by the 
conditions for accessing loans. The debt 
structure of these establishments is complex. 
It is of course easy to back a loan by providing 

security2 in the form of property, like a mort-
gage on land, buildings or equipment (hire-
purchase, leasing). But enforcement is not 
simple, both for ethical and moral reasons 
and – in the case of certain types of equip-
ment – for practical reasons. Some types of 
security pose fewer problems, such as assign-
ment of receivables from health insurance 
companies. However, not enough hospitals 
generate sufficient revenues from these pri-
vate insurance companies – and public social 
security systems are often short of cash. This 
means that in many low-income countries, 
the banks frequently refuse to take the risk 
of investing in the private health sector.
Where borrowing is possible, it has a serious 
impact on the profitability of the healthcare 
provider because of unfavourable financing 
terms (high interest rates and short maturi-
ties). In this case, only high tariffs can en-
sure a certain level of profitability. In most 
cases, hospitals fail to find the right balance 
between acceptable terms of finance and 
revenue prospects that are high enough to 
enable them to enter into a virtuous invest-
ment cycle – one that would eventually help 
them lower their tariffs. The establishments 
that succeed in financing themselves are of-
ten hospitals with more than 100 beds which 
are able to service their debts provided the 
maturities stretch to more than ten years.
The regulatory framework within which 
healthcare establishments develop also 

Box: Financing a hospital  
network in Lebanon 

The Centre Hospitalier du Nord, a benchmark university 
hospital with 160 beds, was set up in Lebanon in 1996, primarily 
to respond to an urgent need to provide hospital treatment 
in this remote area of northern Lebanon. Its success inspired 
the creation of the Caremed group, an innovative hospital 
network model. Since 2012, Proparco has been assisting 
Caremed with its USD 51 million expansion programme, 
including the construction of two new health centres in 
the country (a day care centre and a hospital facility), the 
modernisation of the radiotherapy centre and the purchase of 
cutting-edge equipment for cancer treatment. Proparco has 
contributed USD 15 million to this programme, alongside local 
banks. The deferred repayment model proposed by Proparco 
means the repayment period will start once the structure 
is operational. Proparco’s involvement in structuring the 
financing right from the start of the project enabled the local 
Lebanese banks to accept this long-term risk on a project 
involving the construction of additional facilities, which entails 
a greater risk than an extension to an existing hospital.

1 Patients can often pay doctors directly without having to go through the 
hospital.
2 Security is a guarantee made to a creditor that enables him to 
obtain payment of the amount he is owed if the debtor fails to pay, 
either through allocation of goods (security in the form of property) or 
through a guarantee made by a third party. 

“The private health 
sector is (...) still 
fragmented and 

under-capitalised, 
with variable

quality standards.”

Between 2004 and 2011, the AFD invested €850.6 million in the health 
sector, 49% of which was in the form of loans. Among other things, 
this financing helped develop healthcare systems, mainly in sub-
Saharan Africa (38% of the total). These funds were shared between 
public services, NGO-run projects and private healthcare operators 
(loans of €77.6 million from Proparco, the AFD’s private-sector arm, 
and bank guarantees totalling €6.5 million). 

f oc  u s
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Meeting the financing needs of healthcare providers

3 Micro-insurance describes an insurance system in which the beneficiaries 
are often people excluded from formal social security systems. Membership 
of the scheme is not mandatory and members contribute, at least in part, to 
the financing of health services.

constitutes one of the major obstacles 
to financing. Governments struggle to regu-
late this sector and to define a framework to 
implement mandatory social security cover-
age – whether it is a public system or one that 
is delegated to the private sector. The 2010 
WHO report describes setting up a social se-
curity system as a prerequisite for attracting 
investors. The public authorities’ ability to 
oversee and monitor the quality of health-
care installations and providers, and to im-
pose hygiene and safety standards is weak. 
The developers are not forced to modernise.

The solutions proposed  
by development institutions 
The health sector is often at the boundary 
between strictly private-sector approaches 
and public-interest missions. To ensure the 
development of the sector while taking this 
specific aspect into account, development 
institutions are proposing a number of dif-
ferent financing mechanisms. 
In the private health sector, these institu-
tions are financing healthcare providers 
through customised loans, health insurance 
schemes and innovative projects. Devel-
opment of the private health sector often 
comes about as a result of an incentive pol-

icy introduced by the public 
authorities – usually involv-
ing health insurance reform 
with the aim of expanding 
the solvent population. 
However, poor populations 

tend not to be inclined to set aside a part of 
their income for future, uncertain expendi-
ture unless they have to. In addition, the 
‘micro-insurance’ sector3 is still very under-
developed. The risk-pooling system appears 
to work when contributions are mandatory, 
which is usually only the case for salaried 
workers in the formal sector. Yet these sala-
ried workers are by no means representa-
tive of the majority of the population. The 
financing of private or semi-private mutual 
health insurance companies makes it possi-
ble to bring in more stable revenues while 
reducing the costs paid directly by patients 
– it therefore promotes the development of 
healthcare provision. It is for these reasons 
that donors try to finance mutual health in-
surance companies. 
Moreover, the high risk or innovative charac-
ter of a project often means that some level 
of subsidy is required, or loans at preferen-
tial interest rates which development finan-
cial institutions can provide. But subsidies 
cannot always be considered on their own as 
a structuring financial product. In general, 

subsidies do not help improve the financial 
management and governance of the benefi-
ciary organisation. Moreover, they do not al-
ways lead to other sources of finance – which 
would make it possible to improve the situa-
tion over the long term. 
The development of the healthcare mar-
ket also depends in part on the structur-
ing presence of investment funds. Invest-
ment funds can meet the sector’s need for 
equity capital and improve the governance 
of health institutions. Some private equity 
funds seem determined to penetrate the 
health sector. Initiated and supported by 
development institutions, these funds have 
built their model on risk diversification, by 
investing in several countries within a re-
gion and in several different sub-sectors. 
They are looking for profitability, but on a 
longer term than classic investment funds, 
and support the structures in terms of pro-
fessionalisation and growth (e.g. the Africa 
Health Fund and the Investment Fund for 
Health in Africa).
Besides providing adapted financing with 
long maturities (10 to 15 years) and fi-
nancial intermediation (support for local 
banking sectors and specialised investment 
funds), the development institutions can 
provide added value by encouraging and 
helping health structures to become more 
professional so as to improve the way they 
are managed and their economic model 
(see box). For this reason, development in-
stitutions offer a technical assistance ser-
vice that can be used to improve corporate 
governance, internal management systems 
and training (a major issue for development  
in this sector). 
Finally, development institutions also use 
innovative financing to promote social im-
pact by offering a decrease in interest rates 
on loans if the beneficiaries carry out social 
projects. These might take the form of funds 
dedicated to improving accessibility to free 
treatment for disadvantaged communities, 
the building of clinics in remote areas or the 
introduction of new technologies, like tel-
emedicine. 
The private health sector in developing 
countries will experience changes as a result 
of ongoing economic and social progress, 
and the rapid growth in chronic diseases. 
Donors therefore need to mobilise as many 
innovative financial solutions as possible. 
They need to support the development of 

“Donors (...) need 
to mobilise as many 
innovative financial 

solutions as possible.” 
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participants in this sector, whether they are 
small mutual organisations, private clinics 
or large private hospitals. As a result, more 
innovative tools will emerge alongside the 
traditional instruments (essentially subsi-
dies and loans), including loan-grant com-
binations, the development of microfinance 
for health, and experiments with partially 
repayable subsidy systems. Moreover, de-
velopment institutions must contribute to 

References / IFC, 2008. l The business of health in Africa. Partnering with the Private Sector to Improve People’s Lives. World Bank Group. Available at http://www.unido.org/
fileadmin/user_media/Services/PSD/BEP/IFC_HealthinAfrica_Final.pdf. l World Health Organization, 2010. l The World Health Report 2010. Health systems financing: the path to 
universal coverage, Geneva.

Figure 1: Promising investment opportunities – healthcare services
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a better balancing of public and private poli-
cies and help provide a better structure for 
the sector. Here, more than in other sectors, 
development institutions need to act as a 
driving force, by serving as a role model – 
placing a focus not only on expected profita-
bility, but also on improving health services 
and on human development as a factor of 
economic growth.  
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Despite the improvement of main mortality and morbidity indicators, healthcare problems remain  
a key issue in developing countries in particular. Demand for healthcare services is already increasing 
here – and is set to grow rapidly in the coming decades. The private sector has an important role  
to play in helping to deliver appropriate solutions. 

Global overview of healthcare expenditure, 2012

Healthcare expenditure, 2000–2010 Maternal mortality by region, 1990–2010

Source: Editors’ calculations based on WHO data, 2012 Source: OMS, 2012
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Making the private  
health care sector deliver  
for the poorest: common sense  
or blind optimism?
 Many international donors propagate the belief that Universal Health Coverage (UHC) can be 
achieved by enlarging the private health-care sector in low-income countries. Oxfam suggests that 
there are serious failings inherent in private provision, and that fixing the public sector might be the 
most efficient and effective route to achieving UHC.

Universal Health Coverage (UHC) is 
gaining momentum worldwide. UHC 
means access for everyone to good 

quality, effective health services regardless of 
their ability to pay. Realising UHC depends on 
expanding services and drastic cuts to out-of-
pocket payments. Growing research affirms 
that despite their serious problems in many 
countries, public health services dominate 
in higher performing, equitable health sys-
tems, and the poor are better reached when 
systems emphasise universalism, rather than 
targeting. Successful systems have elimi-
nated financial and geographic barriers for 
rural populations by providing many facilities 
(Rannan-Eliya, R., Somantnan, A. 2005). 
Yet many international donors would have 
us believe that UHC can best be achieved 

Anna Marriott and Marame Ndour

Health Policy Advisor, Oxfam 
Health Advocacy Officer, Oxfam

by an established, growing private sector. 
The IFC’s report ‘The Business of Health in 
Africa’ states that as a major provider and 
financier of health care for the poor, the pri-
vate sector should play a central role in scal-
ing up (IFC. 2008). It also claims the private 
sector can save public money by bringing in 
resources and improving efficiency and qual-
ity. The IFC’s ‘Healthy Partnerships’ report 
asserts that ‘to achieve necessary improve-
ments, governments will need to rely more 
heavily on the private sector’ (IFC, World 
Bank. 2011). But do the arguments stack up? 
In 2009, Oxfam published what proved to be 
a highly controversial report concluding that 
the evidence available failed to support the 
case for a greater private sector role in health 
care in low-income countries (Marriott, A. 
2009). On the contrary, there is consider-
able and increasing evidence that there are 
serious failings inherent in private provi-
sion, which makes it a risky and costly path 
to take. Unsurprisingly, some private sector 
advocates accused Oxfam of being ideologi-
cal and selective with the evidence (Harding, 
A., 2011). Recently, however, a number of 
peer-reviewed cross-country studies have af-
firmed many of Oxfam’s findings.

  The private sector offers no escape 
route to the problems facing 
public health systems
The fact that the private sector is the main 
provider in many countries does not mean 
that it should drive scale-up. . While in many 
developing countries it provides a signifi-
cant proportion of outpatient care, in Africa  
40% of this is informal shops selling drugs of 
unknown quality – this would not be labelled 
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er prescription drug charges in the private 
health care sector (Basu et al., 2012). Costs 
increase when private providers pursue profit-
able treatments rather than those dictated by 
medical need. Chile’s health-care system has 
wide-scale private-sector participation, and 
as a result, one of the world’s highest rates of 
births by costly and often unnecessary Caesar-
ean sections (Murray, S.F., 2000). Health-care 
costs in Colombia rose significantly follow-
ing privatisation reform in 1993, and 52% of 
capitation fees were spent on administration 
(De Groote, T., De Paepe, P., Unger J.P., 2005). 
Private sector expansion has been associated 
with escalating costs across East and Southern 
Africa, even where private sector initiatives 
have been designed to cut costs (Doherty, J, 
2011). Even generic drugs were five times 
more costly in Tanzania’s private facilities 
compared with the public sector (Makuch, 
M.Y., Petta, C.A., Osis, M.J., Bahamondes, 
L., 2010). In China, privatisation has led to a 
decline of less-profitable preventative health 
care: immunisation coverage dropped by half 
in the five years following reforms. Prevalence 
rates of tuberculosis (TB), measles and polio 
are now rising and could cost the economy 
millions in lost productivity and unnecessary 
treatment, in addition to unnecessary suffer-
ing (Huong, D.B., Phuong, N.K. et al., 2007).  
Difficulties in managing and regulating pri-
vate providers creates inefficiencies, especially 
where government capacity is weak and there 
are too few private providers to ensure price 
competition. In Cambodia, private provid-
ers were found to have lower operating costs 
in only 20% of contracting programmes for 
which data were available (Bhushan, I., Bloom, 
E., et al., 2007). In Madagascar and Senegal, 
the transaction costs of contracting private 
providers were found to have increased over-
all costs by 13% and 17% respectively (Basu 
et al., 2012). Replacing the main public hos-
pital with a privately built and operated one 
in Lesotho induced a payment by the govern-
ment of a USD 32.6 million index-linked an-
nual ‘unitary charge’ to Netcare for the hospi-
tal and services. Given that the annual budget 
for the previous hospital was less than USD 
17 million, this represents a massive 100% in-
crease in costs (Lister, J., 2011).
The private sector usually does not raise the 
quality and effectiveness of health services. 
Nine comparative studies found diagnostic 
accuracy and adherence to medical standards 
were worse among private than public provid-
ers (Basu, S., Andrews, J., Kishore, S., Panjabi, 
R., Stuckler, D., 2012). Outcome data from 24 
countries showed that children with di-

‘health care’ in the rich world. When com-
parisons between the sectors is limited to 
licensed and certified health care personnel, 
the public sector dominates in all but 3 of 
22 low- and middle-income countries where 
data is available (Gwatkin, D.R., 2000). Be-
sides, the proportion of existing care provid-
ed by the private sector is not an indicator of 
whether the right to health is being fulfilled. 
In India the private sector provides over  
80% of outpatient care, yet half of all women 
are denied medical care during childbirth. 
Despite the fact that out-of-pocket pay-
ments push 100 million people into poverty 
each year, (WHO. 2010), the large portion of 
private expenditure on health is sometimes 
seen as a signal of profit-making potential for 
private companies in low-income countries.
The idea that greater private health-care pro-
vision can complement and relieve govern-
ments is unsubstantiated. Attracting private 
providers to low-income, risky health mar-
kets requires significant public subsidy. Tax 
relief for private medical scheme contribu-
tions in South Africa cost the government 
the equivalent of nearly 30% of its health 
budget in 2001. During the same period, the 
government spent 12 times more on private 
health insurance for its civil servants than it 
spent on per-person funding of public sec-
tor health services for those reliant on them 
(McIntyre, D., Thiede, M., 2004). In many 
countries, rather than adding capacity, pri-
vate sector growth has had a ‘crowding out’ 
effect on public services. In Ghana, South 
Africa, Uganda and Brazil, new private ser-
vices were found to have reduced revenues 
available for public sector health facilities 
that also provided care to the poorer popu-
lations (Basu, S., Andrews, J., Kishore, S., 
Panjabi, R., Stuckler, D., 2012). Private sector 
growth in Thailand and India has pulled quali-
fied personnel away from rural public facilities 
(Wibulpolprasert, S., Pengpaibon, P., 2003) 
(De Costa, A., Diwan, V.K., 2007).
Contrary to the argument that the private 
sector achieves better results at lower costs, in 
fact it is associated with higher expenditure. 
Research across multiple countries includ-
ing India, Tanzania, Bangladesh, Malaysia 
and South Africa found significantly high-
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arrhoea were less likely to receive appro-
priate oral rehydration salts and more likely 
to receive unnecessary antibiotics when see-
ing private providers than when seeing public 
providers. Market incentives to make profits 
by lowering quality are at their worst in the 
informal private health-care sector. The ina-
bility to pay and low levels of education mean 
that most people in poor countries become 
dependent on unqualified drug peddlers, fake 
doctors, and other providers, who present a 
serious threat to their health.
There is also no evidence that private health-
care providers are any more responsive or any 
less corrupt than the public sector. Regulating 
private providers is difficult even in rich coun-
tries. The World Bank argument that con-
tracting private health providers will drive up 

responsiveness and account-
ability remains theoretical. 
In reality, contracting has 
significant potential for cor-
ruption both in the award-
ing of contracts and in the 

provision of services. A report commissioned 
by the Government of India found that hos-
pitals contracted and subsidised by the state 
to provide free treatment to poor patients 
were simply failing to do so (Qureshi, A.S., 
2001)1. Oxfam’s own research into the pri-
vate health-care sector in poor countries has 
hit many hurdles because of the lack of trans-
parency of private health care companies. We 
are repeatedly  told that data on private sec-
tor spending of public funds is unavailable 
due to commercial confidentiality. 
Finally, rather than improving access for the 
poor, private provision can increase inequity 
of access because it favours those who can af-
ford treatment and have less need. Research 
reviewed by Basu et al. suggested a system-
atic bias against indigent patients in terms of 
both quality and access (Basu, S. et al., 2012). 
Exclusion of low-income patients by private 
providers was found in South Africa and Para-
guay. Several studies suggest the process of 
privatising public health services increased 
inequities in the distribution of services in 

countries including Tanzania and Chile. Pri-
vatisation in China was statistically related to 
a rise in out-of-pocket expenditure, such that 
by 2001, half of the Chinese surveyed reported 
they had foregone health care in the previous 
year due to costs (Basu et al., 2012).

Achieving health care for all
The private for-profit sector plays an incred-
ibly important role in some aspects of health 
care, including the production and supply of 
affordable medicines and medical supplies. Its 
role and potential added value in the delivery 
of services for poor people at scale is however 
still unclear. The private sector brings with it 
serious and inherent market failures that con-
stitute an additional significant barrier to im-
proving the quality and effectiveness of health 
services, especially for poor people.  
Still, the evidence on the poor performance of 
the private sector should not be used to play 
down the problems of many public health-
care systems in developing countries. These 
are real, and addressing them will require re-
sources and skilled leadership. 
What can be learnt from the higher perform-
ing low- and middle-income countries, in-
cluding Thailand, is that little progress will be 
made towards universal and equitable cover-
age of health services until the best brains 
and resources are committed to making the 
public sector work as the main provider. In-
deed, the experiences of some more success-
ful low-income countries, such as Sri Lanka, 
suggest that fixing the public sector might 
also be the most efficient and effective route 
to improving the standards of private health 
care providers. The option for patients of free 
universal and accessible quality services from 
the public sector acts as an effective regulator 
of the private sector, which has no choice but 
to improve and provide something even bet-
ter to attract paying patients.  

“Rather than help 
reach the poor, private 
provision can increase 

inequity of access.”

1 The research undertaken by Justice Quereshi concluded India’s corporate 
hospitals were ‘money minting machines’.
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Private Sector  
Opportunities in Developing 
Country Healthcare
Healthcare demand in Africa cannot be fully met by the public sector. Substantial investment will be 
needed to meet the growing demand – largely from low and middle-income households, which comprise 
70% of Africa’s purchasing power. For private sector investors, diversification will ensure financial returns, 
while meeting social impact targets. Hence, business models that address this group’s needs will be a key 
driver in delivering quality healthcare services in developing countries.

Healthcare in Africa faces a fundamen-
tal mismatch in terms of dispropor-
tionate disease burden, inadequate 

health infrastructure and insufficient and 
overly burdensome regulation. While this 
has resulted in large-scale health inequali-
ties and fragmented delivery of healthcare 

Jacob Kholi and Ruth Wanjiru

partner of The Abraaj Group and managing partner  
of the Africa Health Fund
Analyst with the Abraaj Group

from the public sector, it has also created op-
portunities for the private sector to play a 
role in delivering accessible and high-quali-
ty healthcare services.  USD 25-30 billion in 
new investments will be needed in healthcare 
assets, including hospitals, clinics, and dis-
tribution warehouses, to meet the growing 
healthcare demands of sub-Saharan Africa. 
50% of the investment opportunity would be 
concentrated in health services provision fol-
lowed by distribution and retail (14%), life 
sciences  (14%), risk pooling (13%) and medi-
cal education (9%).
As a private equity investor operating in Af-
rica, The Abraaj Group is committed to im-
proving and sustaining health-
care services through the Africa 
Health Fund (AHF or the Fund). 
Target businesses fall into one 
of the Fund’s identified sec-
tors, namely, health services 
provision, distribution and re-
tail, life sciences, risk pooling and medical 
education. Estimates by the World Resource 
Institute indicate that Africa’s measured 
base of the pyramid (BoP)1 health market is  
USD 8.1 billion, comprising the annual spend-
ing of 258 million people. Therefore, invest-
ments in the health sector in Africa cannot 
disregard the potential of the BoP market. To 
address the health needs of this market, in-
vestments made by the AHF have the objective 
of helping low-income Africans gain access to 
affordable, high-quality health products and 
services. This is achieved through targeted 
investments in private health companies to 
scale up sustainable businesses, take proven 
business models into new regions, and iden-
tify and grow businesses in areas where 

“USD 25-30 billion 
in new investments 
will be needed in 
healthcare asset 
(...) in sub-Saharan 
Africa.”

1 AHF defines the BoP as those who earn a net household member average 
income of less than USD 3000 in purchasing power parity (PPP) terms.
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there are critical gaps  (see box 1). The 
Fund has invested in companies which serve 
the BoP directly or indirectly through the 
organisations to which the companies pro-
vide goods or services. Health services pro-
vision makes up 58% of AHF’s deal pipeline.  
The demand for investment in health services 
provision (which for AHF’s purposes would 
include hospitals, clinics and diagnostic cen-
tres) is driven by the need to upgrade and de-
velop health infrastructure in the region. Risk 
pooling in the health sector is challenging due 
to the high rates of provider and user fraud, 
inability to control costs, and the high cost of 
health insurance for a majority of the popula-
tion. Estimates indicate that with the excep-

tion of South Africa, insur-
ance penetration in Africa is  
roughly 1%. In East Africa,  
4% of the 126 million people 
have a modicum of medical in-
surance cover for themselves 

and members of their families. In most coun-
tries, national health insurance plans are not 
in line with the current medical inflation 
rates, making them less attractive to private 
healthcare providers. However, risk pooling 
becomes an attractive investment prospect 
when combined with health services provision 
through managed healthcare plans. This find-
ing is supported by two of The Abraaj Group’s 
investments, C&J Medicare Limited in Ghana 
and Avenue Group in Kenya. The two compa-
nies run Provider-based Managed Healthcare 
plans eliminating the need for costly middle 
men, such as insurance companies and have 
become a repository for the pooled funds.

Multi-criteria investment 
decision-making
Sustaining healthcare services in Africa will 
require the innovative approach of including 
the population at the BoP in the business mo-
del. In the absence of efficient, formal mar-
kets, the BoP pays more for products and 
services than those living at the top of the py-
ramid - a phenomenon known as the ‘poverty 
penalty’. This market represents 70% of Afri-
ca’s purchasing power. AHF was established 
on the belief that socially-motivated business 
practices enhance financial returns, while also 

adding positive value to society. On average, 
60% of end users served in 2012 through six 
of AHF’s partner companies were BoP 3,0002. 
The combined revenue from these six invest-
ments spread across East and West Africa 
in 2011 stood at USD 32.1 million, proving 
that BoP consumers have purchasing power. 
From work done with existing businesses in 
the health sector, three primary models have 
emerged on how companies can increase 
their reach and access into the base of the  
pyramid population. 
The first model for accessing and reachi-
ng into the BoP population is through cross 
subsidisation. This involves using a portion 
of profits to subsidise costs for people who 
cannot afford services. For example, one of 
our portfolio companies with three hospital 
branches offers subsidised services in one of 
its branches located in a BoP-populated area. 
Footprint expansion is the second model for 
reaching into the BoP population. With this 
method, service lines or product distribu-
tion is expanded into territories and regions 
where there is a higher BoP population. This 
has worked well with medical centres and cli-
nics in rural areas. The clinics, which are less 
capital intensive, provide basic healthcare, 
while specialised care and diagnostic services 
are referred to the main hospitals. The third 
model for accessing the BoP population in-
volves process improvement manufacturing 
or service delivery processes are reworked 
to reduce costs, and thereby prices, with the 
aim of increasing affordability; for example, 
one company invested in an energy audit of 
its manufacturing plant in 2012. The cost of 
energy in Kenya makes up one of the highest 
direct costs of production. The audit was ai-
med at identifying processes and equipment 
with the highest energy losses. It is expec-
ted that savings from energy efficiency will 
enable this company to continue providing 
affordable products. 
From an investor perspective, deal selection 
involves identifying investments that inhe-
rently address BoP needs. This may include 
investments in specialised care for women 
and children, who make up the largest com-
ponent of the population at risk3 ; and inves-
ting in manufacturing companies that manu-
facture essential drugs and medical products 
crucial for the BoP population. Revital Heal-
thcare Limited has WHO-Good Manufac-
turing Practice and Conformite Europeene 
certification and exports over 50% of its pro-
duction to other countries in Africa. It ma-

“Sustaining healthcare 
services in Africa will 

require the innovative 
approach.”

2 Households with a net household member average income of less 
than USD 3,000 on a purchasing power parity basis
3 As an example, 63% of patients treated at Nairobi Women’s 
Hospital, a partner company of The Abraaj Group, are BoP.

The Africa Health Fund (AHF) a USD 105.4 million fund, was 
established in 2009 with the backing of the African Development Bank, 
ASN Bank, the Bill and Melinda Gates Foundation, the Development 
Bank of Southern Africa, DEG, the Elma Foundation, the IFC, the Maria 
Wrigley Trust, Norfund and Proparco. Today, 43% of AHF’s investments 
have been made in health services provision, 29% in retail, 14% in 
manufacturing, and 14% in risk pooling. 
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nufactures WHO-certified auto-disable sy-
ringes used by governments and NGOs (who 
primarily serve the BoP) in campaigns and 
programs against the spread of infectious di-
seases. Investments in public private partner-
ships (PPP) are another way of reaching BoP 
consumers. For example, The Bridge Clinic 
has partnered with the Lagos State Govern-
ment to establish the Lagos State Institute 
for Fertility Medicine (IFM). The IFM pro-
vides affordable in vitro fertilisation services 
to patients in the mid and low socioeconomic 
classes who may not be able to afford the pro-
cedure at the current market rates. Through 
the PPP, 73% of patients served at the IFM 
were BoP 3000 (Dalberg Global Development 
Advisors, 2012).
Most healthcare companies in Africa are 
owner-managed and small (typically less than 
USD 0.5 million in profits). These companies 
face profitability drags induced by their tar-
get customer base. Consequently, standard 
private equity structures may not work in 
these businesses. To protect investor capi-
tal, a number of investments are made with 
convertible, quasi-equity instruments that 
provide a degree of self-liquidation and down-
side protection. Carefully supervised sustai-
nable expansion plans can provide a strong 
foundation for further capital deployment 
and scaling-up of the business. This requires 
taking a strategic outlook of the business, 
initially deploying smaller amounts of capi-
tal (USD 0.25- USD 3  million), establishing 
a foundation on which inorganic growth can 

supplement the growth objectives of the pro-
moters, and subsequently deploying more ca-
pital as growth opportunities become avai-
lable. The average tenor of AFH’s investments 
is five years, while target gross IRR is 15% per 
annum. The main exit strategies include trade 
sale, buyback, and IPO.

How to measure impact 
AHF has the unique mandate of achieving so-
cial and commercial returns. Each investment 
is assessed against the following three targets: 
Target A: 50% of end users served directly or 
indirectly by the portfolio company are “BoP 
3000”; Target B: 70% of end users served di-
rectly or indirectly by the portfolio company 
are “BoP 3000”; Target C: 15% of end users 
served directly or indirectly by the portfolio 
company are “BoP 1000”. Impact measure-
ment is conducted by an independent consul-
tant contracted by the Fund. The assessment 
is conducted through interviews with end 
users to obtain data on their income range, 
household size and socio-economic status 
(SES). The SES questions address the level of 
education, mode of transport used and cha-
racteristics of the type of dwelling. Impact 
measurement becomes more complex the fur-
ther the investment is from the end user. In 
this case, reliance on secondary data such as 
household budget surveys and expenditure 
surveys becomes a key reference point to un-
derstanding the purchasing power of consu-
mers in a given country and region. Out of six 
companies reviewed in 2012 by Dalberg 

In 2011,the AHF invested in AbeC Sanitas, a 
Ghanaian holding company that owns two 
hospitals, five in-house clinics, a state-of-
the-art diagnostic centre, a pharmaceutical 
distribution outlet and a managed healthcare 
unit. The investment was to support the 
establishment of a state-of-the-art diagnostic 
centre in one of the hospitals. The quality and 
level of technology used has transformed the 
facility into a pioneer in private and specialised 
healthcare delivery in Ghana. C&J, the business 
name for the two hospitals, grew from a small 
out-patient clinic in a poor neighbourhood 
into one of the leading providers of healthcare 
in Accra. The hospital offers a wide range of 
services, such as general and specialist clinics, 
radiology (x-ray), ECG, ultra-sonography, laboratory 
services, in-patient (39-beds) facilities, minor 
surgeries, a 24-hour pharmacy, ambulatory 
services and phone-in services. Through the 
managed healthcare unit, C&J provides medical 
services for the employees and dependents of 
over 100 leading corporate clients, including 

on-site clinics for companies such as the Coca-
Cola Bottling Company, Pioneer Food Cannery, 
PZ Cussons and Cargill Ghana Limited.
The Abraaj Group, through the AHF technical 
assistance facility, has supported C&J 
with US$ 250,000 to hire specialists and 
implement a hospital management information 
system. The specialists were hired to complement 
the investment in advanced technology at the 
diagnostic centre. The Abraaj Group is actively 
engaged in working with senior management 
to develop and implement value creation plans 
that will ensure the financial and operational 
sustainability of the holding company. 
Engagement is through regular discussions with 
senior management, continuous monitoring 
of financial and operational performance 
and representation in board meetings.
59% of patients served by Abec Sanitas were BoP 
3000 (Dalberg Global Development Advisors, 2012).
The highest BoP impact was achieved through 
the in-house clinics at the various companies.

Box 1: AbeC Sanitas, a business case
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Global Development Advisors, six achie-
ved target C, while five achieved target A.

Main challenges of the African 
private healthcare sector
With the exception of South Africa and parts 
of North Africa, the most startling fact about 
the private healthcare space in the African 
market is how fragmented markets are. Most 
healthcare companies are run with weak go-
vernance and corporate institutionalisation, 
but will likely have high bed occupancy rates 
and potential for organic growth. Investing in 
these companies requires close attention in 
the early days to ensure disciplined cash flow 
management, robust governance processes 
and effective implementation of systems. Du-
ring this period, regular engagement is requi-
red to ensure the constitution of a professio-
nal board and board committees, a change in 
senior members of management where neces-
sary, implementation of information systems 
to support expansion, and the re-education of 
the sponsor on how to scale the business.
The private healthcare space in Africa has 
multiple players, including governments, 

Box 2: The role of SMEs  
in the African healthcare market

There is a rising middle class, with demands for better-quality 
healthcare. SMEs are bridging this gap through better-quality 
healthcare services and the provision of a wider range of basic 
laboratory and imaging services. Further, SMEs are progressively 
taking the leading role as innovators of low-cost, high-volume 
delivery models, driven by increased competition for the same 
customer base. However, SMEs are facing several challenges.
The quality of healthcare provision by most SMEs is 
compromised by a lack of strict regulatory standards to which 
healthcare providers must adhere. In addition, most SMEs 
cannot afford international accreditation standards, due to the 
high cost of implementation and the small size of the facilities. 
While quality is recognised as an integral part of business, it is 
superseded by other operational priorities, and in most cases, 
is viewed as the responsibility of one function rather than the 
responsibility of all employees. To address this weakness, there 
is need for training of employees on the linkage of quality 
across all levels of the organisation. On the upside, there is 
an increase in demand for quality by the rising middle class. 
Consequently, quality is now viewed as a differentiator in 
pricing and in the development of customer retention strategies.  
SMEs are faced with competition from NGOs and faith-based 
organisations providing similar but highly subsidised services. 
This creates a market distortion in pricing due to competition 
for the same client base. Fortunately, the opportunity to 
provide affordable healthcare services is complemented 
by insurance companies targeting the rising middle class 
with innovative micro-insurance medical products. 
SMEs lack the resources to hire professionals with skills to 
manage the operational inefficiencies associated with the 
profitability drag of most SMEs. Therefore, capacity building is 
necessary to address the skills gap of the management teams.

faith-based organisations, NGOs, trusts and 
private companies. Consequently, there is a 
market distortion in pricing and quality, as 
most of the players offer similar yet highly 
subsidised healthcare products and services. 
In this case, regulation to standardise health-
care provision is required.
Estimates by the Medical Credit 
Fund indicate that 90% of heal-
thcare providers in Africa have 
no access to capital, due to li-
mited collateral and credit history, high cre-
dit risk associated with the health sector, and 
subsequent high interest rates. In addition, 
most of the companies are in the early growth 
stage and are too small to qualify for private 
equity investment. The provision of long-
term capital to private healthcare providers 
is critical to improving and sustaining heal-
thcare services in developing countries. One 
way of addressing this challenge is through 
facilitating mergers among specialists in the 
healthcare space. This will help to scale the 
businesses and create operational and finan-
cial benefits for both the entrepreneurs and 
investors.
For businesses that cannot access PE funding, 
options exist among angel investors and mi-
cro-finance institutions. Development fi-
nance institutions are an alternative for pro-
viding long-term and affordable financing. 
Governments should also encourage the role 
of SMEs in bridging the gap in healthcare, 
through policies that encourage banks to in-
vest in SMEs and increased public-private 
partnerships (see Box 2). Most capital pools 
in Africa target the ’big three’ infectious di-
seases: malaria, tuberculosis and HIV/AIDS. 
Yet substantial opportunities exist across the 
entire spectrum of healthcare businesses. Di-
versification through investing in multiple 
sub-sectors will help to ensure financial re-
turns while meeting social impact targets.
Investments in the health sector need to be 
cognisant of the health inequalities that exist 
in developing countries, and the ‘poverty pe-
nalty’ imposed on the majority of the popula-
tion who cannot afford high-cost healthcare. 
Therefore, working with private healthcare 
providers to develop sustainable business mo-
dels that address the needs of the BoP (who 
make up over 60% of the population) will be a 
key driver in sustaining accessible, affordable 
and high-quality healthcare services in deve-
loping countries.  

References / IFC, 2008. The business of health in Africa. Partnering with the Private Sector to Improve People’s Lives. World Bank Group. Available at  
http://www.unido.org/fileadmin/user_media/Services/PSD/BEP/IFC_HealthinAfrica_Final.pdf. / Dalberg Gl obal Development Advisors, 2012. Review
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“There is a market 
distortion in pricing 
and quality”
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Providing low-cost,  
high-quality healthcare  
for India’s poor
LifeSpring provides prenatal care throughout a woman’s pregnancy. Its core customer base is those who 
have a household income of USD 2-5 USD/day. A for-profit organisation - although not profit-maximising - 
its hospitals offer an alternative to resource-constrained public hospitals and higher-priced private hospitals. 
financial self-sustainability is key to its model (centred on high quality, low cost, and customer focus).

India, with a population of more than  
1.2 billion, which is constantly growing, 
estimated its maternal mortality ratio 

(MMR) at 254 (per 100,000 births) in 
2011, down from 400 in 1990. This is  
almost 15 times higher than the MMR in 
developed countries, although India’s target 
is to reduce its MMR to 109 by 2015, in 
line with the United Nations’ millennium 
development goal of improving maternal 

health. A recent report by 
the National Institute of 
Medical Statistics points 
out that India has failed to 
reach its goal of reducing 
the infant mor tality 
rate to 28 per 1,000 live 
births by 2012. The report 
adds that the country is 
unlikely to achieve this 
target until the end of 
2016. Currently, 25% of 
global maternal deaths are 
contributed by India. Only 
19% of mothers of lowest 
wealk quintile get skilled 
birth assistance in India, 
compared with 53% of all 
mothers (for more detail 
on India’s health system, 
see the box, below).
With rapid urbanisation, 
India has seen a concomi-
tant rapid growth of the 
urban poor, with more 
than 20% of the entire ur-
ban population estimated 
to be poor. In terms of ac-
cess to maternal and child 
healthcare services, the ur-

Anant Kumar

CEO and Founder of LifeSpring

ban poor do not have much choice among the 
existing options. These are (1) government 
hospitals, which suffer from limited resourc-
es; (2) large private hospitals, 
whose high prices keep their ser-
vices beyond the reach of many 
low-income women; (3) small 
private maternity homes, which 
lack transparency in pricing and 
quality (hospital facilities with fewer than  
30 beds account for nearly 84% of the private 
for-profit sector, which is also the most unor-
ganised, with most of the facilities managed 
by individual doctors); and (4) home births.
Through its market-based approach, 
LifeSpring fills the gap in quality maternal 
health care at affordable rates for India’s low-
income population. It offers an alternative to 
resource-constrained government hospitals 
and higher-priced private hospitals. With  
80% of health care expenditure in India be-
ing out-of-pocket, LifeSpring will signifi-
cantly lessen the burden of rising health 
costs on the nation’s low-income communi-
ties. LifeSpring’s core customer base is the 
bottom 60% of the Indian population in-
come segment (B60), who have a household 
income of Rs 3,000 to Rs 7,000 per month 
(approximately USD 2-5 USD/day). Many 
are employed in the informal sector (e.g. 
micro-entrepreneurs) or are day labourers. 
Eighty percent of LifeSpring’s customers 
have an educational level of 10th grade or be-
low. LifeSpring offers prenatal care, postnatal 
care, normal and caesarean deliveries, family 
planning services, immunisations, paediatric 
consultations, diagnostic services, pharma-
ceutics, and health care education to sur-
rounding communities. Its hospitals have 
not utilised donations or grants for 

“Only 19% of poor 
mothers get skilled 
birth assistance  
in India.”

Anant Kumar  launched 
the first LifeSpring Hospital 
in December 2005.  Before 
this, he worked in social and 
rural marketing and social 
franchising. He continues  
to serve on high-level expert 
forums and committees 
to strengthen healthcare 
provision. He has been 
recognised as a TED India 
fellow and has won prestigious 
entrepreneurial and social 
entrepreneurship awards. 
HE is a management graduate 
from IRMA, and has a 
diploma in Health Care and 
Hospital Management from 
Symbiosis Institute, Pune, 
as well as certification in 
social entrepreneurship from 
INSEAD, Singapore.

anant kumar
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core operations, strongly believing that 
financial self-sustainability is key to its model 
and potential for scale.

An innovative private model
LifeSpring’s three pillars are high quality, 
low cost, and customer focus. Its first hospi-
tal began as a proof-of-concept in 2005, and 
became operationally profitable in less than 
two years.  On a unit level, each LifeSpring 
hospital is set up to be operationally prof-
itable within 18-24 months of operation. 
LifeSpring is a for-profit organisation, al-
though not profit-maximising. It prices 
its services at 30-50% of prevailing mar-
ket rates: the price of a normal delivery is  
Rs 5,000 (USD 90), while a caesarean section 
is Rs 12,000 (USD 218) for a two- and five-
day hospital stay (all-inclusive), respective-
ly, although a mid-sized hospital typically 
charges around USD 200 for a normal deliv-
ery and USD 280 to USD 500 for a C-section. 

Additionally, LifeSpring pro-
vides prenatal care through-
out the duration of a woman’s 
pregnancy; the price of an 

antenatal checkup with a gynaecologist is Rs 
100 (USD 1.50) for each visit. These lower 
tariffs do not prevent LifeSpring from be-
ing profitable, as has been proven across its  
12 hospitals in Hyderabad.
At the core of LifeSpring’s business model is 
its focus on maintaining low costs. Through 
regular activity-based costing analyses, it has 
been able to keep a close eye on costs per ser-
vice, and to implement any necessary chang-
es. There are four primary means through 
which LifeSpring is able to maintain its low 
costs, and each is dealt with below.
The first is service specialisation and high as-
set utilisation. Unlike a multi-specialty hos-
pital, LifeSpring’s focus on maternal health 
obviates the need to purchase a broad range 
of expensive medical equipment. This narrow 
focus also allows for improved efficiencies and 
high asset utilisation. It has refrained from 
making investments in building specialised 
infrastructure as births requiring intensive 
care account for just about 2% to 3% of all of 
its deliveries. Therefore, instead of creating 
the in-house infrastructure to address this 

need, LifeSpring has worked with paediatric 
hospitals to provide this care. This has helped 
not only in keeping the initial capital costs 
low, but also in reducing operating expenses 
related to hiring full-time paediatricians and 
paediatric nurses. 
The second way of maintaining low costs is its 
low-capital expenditure model, which for new 
hospitals, entails entering into long-term leas-
es with site owners. In the future, LifeSpring 
is also considering public-private partner-
ships with the government for sites. Adopting 
a cluster approach of having multiple hospi-
tals in the city has also enabled expensive 
resources, such as ambulances and back-end 
operations, to be shared easily between the 
different facilities. Moreover, without com-
promising clinical quality, it offers no-frills 
hospitals, for instance, utilising fans instead 
of air conditioners in the general ward. 
The third means of keeping costs low is the 
innovative structuring of partnerships. For 
instance, LifeSpring outsources its hospital 
laboratories, and has structured a revenue-
sharing model with its partners. Addition-
ally, it outsources its pharmacies, and buys 
in-patient medicines at cost, which avoids 
managing stocks, procurement and old medi-
cines. To improve clinical quality within its 
hospitals, LifeSpring had partnered with the 
Institute for Healthcare Improvement (IHI) 
for two years. 
LifeSpring’s fourth way of maintaining low 
costs is through effective marketing. The BOP 
is the primary customer base in its model. 
The majority of women come to LifeSpring 
through word-of-mouth. Moreover, prior 
to adopting a hospital integrated manage-
ment system across its hospitals, LifeSpring’s 
marketing team utilised SalesForce to help 
track pregnant women in communities and 
to support the efforts of community out-
reach workers. Through SalesForce analyses 
its marketing team was better able to iden-
tify key decision makers in each household, 
and the specific aspects they care about. A 
big insight gained was that the real decision 
makers (and thus, ‘customers’) are often the 
pregnant woman’s mother, mother-in-law, or 
husband. This led to the development of new 
campaigns to reach these decision makers, 
LifeSpring has also developed a unique proto-
col for customer care1. 

Impacts and learning 
By October 2012, LifeSpring had delivered 
over 20,000 healthy babies across its 12 hos-

“Lifespring (...) became 
operationally profitable 
in less than two years.”

LifeSpring Hospitals  is an expanding chain of low-cost maternity 
hospitals that serves low-income women and newborns in India. 
It is a 50-50 joint venture between HLL Lifecare Limited (an Indian 
government enterprise) and Acumen Fund (a venture philanthropy 
organisation based in New York), a partnership which began in 
early 2008. LifeSpring currently has twelve 20-25–bed hospitals in 
Hyderabad, does 500 deliveries a month, and has done 20,000 to date. 

f oc  u s
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1 LifeSpring CARES’s protocol (courteous, attentive, respectful, 
enthusiastic, and safe), which all hospital employees are required 
to observe.
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pitals and had provided over 250,000 antena-
tal and postnatal checkups. It plans to scale 
across India, targeting urban slums. The main 
impact LifeSpring has recorded so far is that 
most of the private players have reduced 
prices in its vicinity, serving as a catalyst to 
improve the quality of healthcare offered by 
other providers. 
Several key success factors have been identi-
fied. First, LifeSpring has a very narrow focus 
on maternal health, which has allowed it to 
achieve the level of operational efficiency it 
has. From the outset, LifeSpring has been fo-
cused on sustainability and scale. This led to 
the development of over 150 processes across 
clinical, operational, and marketing func-
tions, allowing for the opening of new hospi-
tals in an efficient and standardised manner. 
Early on, LifeSpring invested in a hospital 
integrated management system (HIMS) to 
improve efficiency at the hospitals and allow 
digital customer records to follow a woman, 
regardless of whether she goes for antenatal 
visits in one LifeSpring Hospital and delivers 
in another.
It has also managed to ensure alignment 
between social and financial metrics. In its 
initial proof-of-concept hospital, LifeSpring 
followed a cross-subsidy model, whereby 
customers in the semi-private and private 
wards would subsidise customers in the gen-
eral ward. As the general ward comprised  
70% of hospital beds and was the social fo-
cus of the hospital, there was, however, a dis-
connect when LifeSpring needed to ensure 
that its semi-private and private wards were 
filled. In a sense, there became two segments 
of customers: one to meet LifeSpring’s finan-
cial goals, and one to meet LifeSpring’s social 
goals. In order to more closely align its social 
and financial goals, LifeSpring discontinued 
its cross-subsidy model in 2009 and revised 
its business model such that each unit would 
be profitable solely through its general ward. 
This alignment brought unity to its financial 
goals and social mission. It has also developed 
strong marketing and community outreach 
efforts in order to reach its customer base. 
Finally, LifeSpring has managed to face the 
human resource challenges, now centring less 
on hiring doctors than on finding and hiring 
hospital administrators to run the hospitals 
as ‘unit-level CEOs’. 

But can it be repeated ?
The aspect of LifeSpring’s business model 
dealing with entering new geographical areas 
strongly depends on government interven-

tion to ensure that regulatory frameworks 
support a level playing field. But expansion 
to new countries also poses business viabil-
ity challenges. The provision of innovative 
financing and smarter capital flows to take 
viable business models to scale and build mar-
kets is essential. By their nature, foundations 
have the funds and are in a position to take 
higher risks in their investments e.g. in R&D, 
innovation, pilots, etc. that LifeSpring would 
not be willing to embrace in newer markets. 
Also, foundations can play the key role of a 
broker between government-civil societies 
and the private sector in countries where that 
relationship is currently weak.
The LifeSpring model can be successfully 
scaled up via an integrated, genuine part-
nership model including all actors in soci-
ety. While scale is important, it is necessary 
to focus on achieving operational excellence 
and profitability within existing hospitals be-
fore scaling up. Although LifeSpring was ini-
tially geared to open 30 hospitals by 2010, it 
re-evaluated its expansion goals, wanting to 
ensure that the model was set and finalised. 
This re-evaluation led to the development 
of a ‘cluster strategy’ approach, whereby it 
would have 10-20 hospitals in a given urban 
area. LifeSpring opened six more hospitals in 
Hyderabad in the summer of 2011, and now 
operates 12 hospitals in this cluster.   

BOX: Healthcare in  
post-independence India

Since India’s independence, public financing and the provision 
of healthcare services have been the main foundation of 
its healthcare policy. However, the public sector has well 
recognised problems, such as inadequate access by the most 
vulnerable groups, poor quality and coverage of primary and 
secondary facilities, and – until recently – excessive focus 
on sterilisation and inadequate focus on maternal and child 
health. The private sector has filled the gaps. At independence, 
it accounted for just 8% of healthcare facilities. According to 
the National Family Health Survey-3, the private medical sector 
is now the primary source of healthcare for the majority of 
households in both the urban (70%) and rural areas (63%) of 
India. Evidence is mounting that the private sector provides an 
increasing share of primary health care and that large segments 
of the poor use the private sector. The majority of private 
sector institutions are single-doctor institutions, with very little 
infrastructure or paramedical support. Many of these private 
practitioners do not have access to updated standard protocols 
for the management of common ailments; hence, the quality 
of treatment they provide is often suboptimal. Some private 
hospitals have also been found to be using inappropriate, 
unnecessary diagnostic tests and therapeutic procedures, 
as well as inappropriate and unethical treatment practices. 
Other problems reported in private sector include the use of 
unqualified service providers and the overuse of diagnostics 
and therapeutic measures, leading to exorbitant costs. 

References / International Institute for Population Sciences (IIPS) and Macro International, 2007. National Family Health Survey (NFHS-3), 2005-06, India: Key Findings. Mumbai, India. 

3 LifeSpring CARES’s protocol (courteous, attentive, respectful, 
enthusiastic, and safe), which all hospital employees are required 
to observe.
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sustainably improve healthcare provision. To do this 
the private sector must innovate and adapt its models 
to these countries’ specific needs – in particular by 
seeking to operate profitably in the ‘bottom of the 
pyramid’ (BoP) segment which constitutes the major 
part of the potential market. For this to happen, entry 
costs in this segment need to be reduced – for example 
by sharing resources with other players and scaling 
down structural costs. Cross-financing systems can 
also be put in place, so that wealthy patients indirectly 
‘subsidise’ the poorest patients. Yet the social impact 
needs to progress beyond merely operating profitably 
in these most challenging segments. Private operators 
can also have a ripple effect across the entire sector, 
helping to support the public healthcare systems 
to which they are indebted: after all, the sector is 
still to a very large extent financed by public funds. 
Several kinds of support might be envisaged here: 
free healthcare for the poorest patients, supporting 
public operators through training initiatives and staff 
exchange programmes, structuring the network of 
private operators to complement public provision, 
disseminating expertise, helping to finance public 
health programmes, etc. In this context, development 
financial institutions have a fundamental role to 
play, by encouraging this cooperation, and by putting 
in place innovative financing solutions to meet the 
growing requirements of the sector.

The private sector is a key player in the healthcare 
systems of developing countries. Private operators 
– generally more efficient and flexible than public 
services – are often the leading providers of healthcare 
services in low-income countries. They account for 
more than half of healthcare provision in sub-Saharan 
Africa. With its flexibility and its greater freedom of 
action, the private sector is able to develop innovative 
models appropriate to the needs and resources of the 
poorest populations, while at the same time ensuring 
that its operations remain financially viable. 

Nonetheless, guaranteeing fair access to quality 
healthcare remains a public service mission that 
cannot be delegated to the private sector without 
oversight. In developing countries where the health 
environment is sub-standard and the majority of the 
population is very vulnerable, the risks are higher 
than elsewhere: exclusion of low income population 
from access to healthcare, deterioration of healthcare 
quality and non-observance of standards in the sector, 
crowding out of public operators supposed to fulfil 
remits which the private sector is not interested in, etc. 
Besides, overseeing a private healthcare system – and 
thus ensuring that the public funds that finance most 
of the sector are traceable – is a particularly tricky 
task in low-income countries. Supervisory authorities 
often lack resources and are confronted with a 
multitude of small-scale players – sometimes informal 
operations, frequently working in difficult conditions 
and not always delivering quality services. Developing 
countries do not offer the ideal environment for the 
private sector to prosper sustainably: this is a market 
limited by low income, inadequate regulation, unfair 
competition from subsidised healthcare systems, 
etc. In these circumstances private operators find it 
difficult to get financed, and to build an organisation 
capable of attaining critical mass and achieving 
returns to scale. 

Yet with respect to their needs, low-income countries 
are clearly among the most attractive markets for 
private investors. Their investments – if effective 
cooperation is developed with the public sector – can 
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