                         [image: image1.png]1SS vvveeor ssiizssicns




Graduate School of Development Studies


A  Research Paper presented by:

Simon Gabritchidze
(Georgia)

in partial fulfillment of the requirements for obtaining the degree of

MASTERS OF ARTS IN DEVELOPMENT STUDIES

Specialisation:

Public Policy and Management 
(PPM)

Members of the examining committee:

Dr Barbara Lehmbruch (supervisor)

Prof. Dr Mahmood Messkoub (reader)

The Hague, The Netherlands
November, 2009
Disclaimer:

This document represents part of the author’s study programme while at the Institute of Social Studies. The views stated therein are those of the author and not necessarily those of the Institute.

Research papers are not made available for circulation outside of the Institute.

Inquiries:

Postal address:
Institute of Social Studies
P.O. Box 29776
2502 LT The Hague
The Netherlands

Location:
Kortenaerkade 12
2518 AX The Hague
The Netherlands

Telephone: 
+31 70 426 0460

Fax: 
+31 70 426 0799

Acknowledgement
I would like to thank and acknowledge everybody’s contribution who provided support and cooperation at any level in successfully completing my study. However, some people deserved special thanks. First I would like to thank my supervisor Dr. Barbara Lehmbruch. Her cooperation, competency and constructive criticism helped me very much in writing the research paper. I wish to express my gratitude to the second reader Dr. Mahmood Messkoub. His feedback and advices were very helpful during all period I have been working on the thesis.
I am very grateful to all academic staff of the ISS who has helped during the study period, particularly, Dr. Des Gasper and Dr. Sunil Tankha. My special thanks go to Dr. Jim Bjorkman who gave invaluable assistance in developing RP design and provided other useful suggestions. 

I would like to express my gratitude to the Nuffic for providing me with financial support both for the study and fieldwork. 

Finally, I wish to thank my wife and other family members for their support and encouragement during my study period, which helped me a lot to          complete MA Course.

Contents
iiiAcknowledgement


viList of Tables


viList of Figures


viiList of Acronyms


viiiAbstract


10Chapter 1
Introduction


101.1
Introduction to the issue


111.2
Comparative policy studies in the health sector


131.3
Connection of the research to theoretical and policy-making field


151.4
Research objectives


161.5
Research questions


161.6
Analytical approaches for understanding possible relationship between variables


191.7
Research methodology


20Chapter 2
Armenia and Georgia: overview


202.1
Political context in Armenia and Georgia


202.1.1 Armenia


212.1.2 Georgia


222.2
Social-Economic context


222.2.1 Armenia


232.2.2 Georgia


252.3
Health Status of Armenian and Georgian Population


272.4
Health resources and utilization of health services


31Chapter 3
Context of health sector reforms in Armenia and Georgia


313.1
Historical Factors and HSRs


363.2
Political factors and health sector reforms


363.2.1 The role of IFIs and national governments


403.2.2 Private interest groups


413.3
Economic factors and health sector reforms


453.4
Social factors and health sector reforms


48Chapter 4
Outcomes of health sector reforms in Armenia and Georgia



484.1
Accessibility to health care services


514.2
Quality of health care services


534.3
Cost-effectiveness in the delivery of health services


55Chapter 5
Conclusion


59References


64Appendices




List of Tables

22Table 1: Some economic indicators of Armenia, 2004-2007


23Table 2: Structure of Armenian economy as percent of GDP, 1987-2007


23Table 3: Some economic indicators of Georgia, 2004-2007


24Table 4: Structure of Georgian economy as percent of GDP, 1987-2007



List of Figures

26Figure 1: Changes in infant mortality in Armenia and Georgia, 1990-2006


27Figure 2: Hospital beds per 100000 populations, 1990-2007


27Figure 3: Hospital bed occupancy rate in %, for acute care hospitals of selected countries and regions, 1990-2007


28Figure 4: PHC units per 100000, for selected countries and regions, 1990-2007


29Figure 5: Physicians per 100000 for selected countries and regions, 1990-2007


29Figure 6: Physicians per 100 hospital beds for selected countries and regions, 1990-2007


30Figure 7: Nurses per 100000 for selected countries and regions, 1990-2007


32Figure 8: Private households out-of-pocket payment on health as % of total health expenditure, 1998-2005


33Figure 9: Changes in mid-year population in Armenia and Georgia, 1990-2007


34Figure 10: Total fertility rate in Armenia and Georgia, 1990-2007


34Figure 11: Live births per 1000 population in Armenia and Georgia, 1990-2006


35Figure 12: % of urban population in Armenia and Georgia, 1990-2005


42Figure 13: Total health expenditure as % of GDP in Armenia and Georgia, 1998-2005


42Figure 14: Public sector expenditure as % of total health expenditure, 1998-2005


46Figure 15: Unemployment rate in %, Armenia and Georgia, 1993-2007




List of Acronyms
BBP
basic benefit package

CIS
Commonwealth of Independent States

EU
European Union

GEL
Georgian Lari

GDP
gross domestic product

GNP
gross national product

GoA
Government of Armenia

GoG
Government of Georgia

Hespa
Health and Social Program Agency

HDI
Human Development Index

HSR
health sector reform
IFI
international financial institutions

IMF
International Monetary Fund

MAP
medical assistance program of Georgia

MoH
Ministry of Health of Armenia

MoLHSA
Ministry of Labour, Health and Social Affairs of Georgia
NIC
newly independent countries

OOP
out-of-pocket 
PHC
primary health care

SMoRC
State Minister of Reforms Coordination

SUSIF
State United Social Insurance Fund

USSR
Union Soviet Socialistic Republic

WB
World Bank

WHO
World Health Organization

WTO
World Trade Organization

Abstract
This paper compares health sector reforms (HSRs) in Armenia and Georgia. The principal objective is to study historical, political, economic and social factors that have influenced on the trends of HSRs and affected structural/institutional changes in these countries. On the other hand, the effects of the institutional changes on accessibility, quality and cost-effectiveness of health care services are explored. This paper attempts to fill gap in comparative analysis of HSRs in post-Soviet countries and looks broader context of these reforms. This is a story about different developments in HSRs in the neighbouring countries that have comparable social-economic characteristics and similar initial reforms after the independence.

Relevance to Development Studies

Health is an essential factor for development. More and more authors emphasize close interrelation between health and economic growth. As a result there is growing interest in HSRs and their role in improving health of population. To study these factors is particularly important for newly independent countries (NIC) as these countries moved to radically different path of development after the independence and many details of these transitions are not well analyzed yet. 
Studying HSRs in Armenia and Georgia contributes to understanding of various factors that are important in ensuring accessibility to quality health care services and ultimately affecting the health of whole population. 
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Preface

“The health care system (in Georgia) very much resembles the Republican Hospital, the front facade of which is repaired but the hinder part is destroyed and neglected”.
“Only delivery is free (in Armenia), everything else is very expensive. People with low income cannot afford medical treatment. (...) The pharmaceuticals are expensive, I cannot buy...”
Interviews with the patients of Armenian and Georgian hospitals.

Radio Liberty

8 March, 2009
During the last decade health sector reforms (HSRs) moved to the forefront of the public policy agenda in Armenia and Georgia. Both countries’ governments claim that they are implementing effective reforms and positive results will be achieved in the nearest future. Universal accessibility to primary health care (PHC) and maternal and child health services are the main focus of HSRs in Armenia. The government of Georgia (GoG) promotes private health insurance in order to improve accessibility and reduce out-of-pocket payments for health services. The GoG believes that many problems can be solved with effective promotion of market mechanisms in the health sector.  However, in spite of these efforts, large part of the population of these countries still has serious problems in the access to health care services and pharmaceuticals.   
This research paper aims to describe the factors that have influenced the success (or failure) of these reforms. While making comparison, the paper discusses the role of various international and local actors in the design and implementation of HSRs in Armenia and Georgia. Based on fair, impartial analysis of the reforms, the paper shows if they are able to improve the accessibility and quality of health care and ultimately the health status of the Armenian and Georgian population. 

Chapter 1
Introduction
1.1 Introduction to the issue
Armenia and Georgia inherited from the USSR health systems based on ‘Semashko model’. The main principles of this model were: full responsibility of the Soviet government for health of its population, universal accessibility to all levels of free health care and focus on prevention of socially threatening diseases. However, this system was highly centralized and based mainly on structural and quantitative indicators (e.g. number of hospitals and medical personnel). Both countries had much more medical infrastructure and personnel than they really needed. After the collapse of the Soviet Union, that brought political turmoil, economic problems and military conflicts in both countries, maintaining the Semashko model was practically impossible. However, both countries faced hardships moving to other models and making some effective changes in health system, particularly, during the first decade after independence. 

Since mid 1990s the governments of Armenia and Georgia with support of international donors started reforms aiming at modernize their health systems and adapt them to changing circumstances. At the beginning, main features of these reforms were more or less similar in both countries. Following the recommendations of international donors and experts, the main accent was on decentralization, optimization of health facilities and promotion of PHC. Both counties tried to introduce family doctors as a first point of patients’ contact. The reforms also included privatization of some facilities. However, this process was fragmented and privatization was not systematically applied. 

Up to the present time, the Armenian government has continued implementing moderate health sector reform (HSR) policy. According to the government sources, within the health sector the priority is given to PHC. The national policy for PHC aims its full transformation to the family medicine model. This model will make a family doctor as a gatekeeper to entry to the health care system (The government of Armenia, 2008).  
However, in case of Georgia the situation changed after the Rose Revolution, particularly in 2006. The Georgian government declared that the country did not need the assistance from international experts anymore and the government knew how to implement effective reforms in the health sector. Led by the State Minister of Reforms Coordination (Kakha Bendukidze), the government initiated the mass privatization of hospitals and gave private actors greater functions (e.g. private insurance companies were contracted to insure the people living under the poverty line). The role of and influence of the Ministry of Labour, Health and  Social Affairs (MoLHSA) or health experts in guiding reforms have also been altered.

The proposed research aims to study those contextual factors influencing HSRs in more details. The author of this paper has already analyzed the recent HSRs in Georgia based on international experience. However, in the previous paper little attention was paid to the context of the reforms and mainly possible risks of hospitals’ privatization and private health insurance were analyzed. Yet various examples suggest that contextual factors play an important and sometimes, even decisive role in HSRs (e.g. the power relations or economic interests of the elite can have much stronger influence on the reform strategy than rational decisions of the professionals in the field).

To compare and contrast contextual factors (e.g. political, economic, social etc.) in Armenian and Georgian HSRs will give us the opportunity to understand them much better. At the same time, this research tries to study the outcomes of the interrelations of these factors on designing and implementation of HSRs. Particularly, the research aims to assess these reforms in terms of improving accessibility, cost-effectiveness and quality of health care services.

1.2 Comparative policy studies in the health sector

There is increasing interest worldwide in HSRs during the last few decades. Comparative policy studies in the health sector are gaining more and more attention and importance. There are several reasons to explain this growing interest. First of all, personal health care expenses have increased rapidly and become substantial part of the budgets of mature welfare states. Secondly, these states have limited capacity to expand finances in the new areas. Simultaneously, there is paradigm shift in the post-war definition of welfare state itself (Marmor et al., 2005).  All these developments present serious challenges for health sector and there is growing pressure to improve efficiency without damaging equity in health care.

According to Block’s definition “reforms are comprehensive approaches to improve efficiency, equity and quality, based on a diagnosis of underlying societal, demographic, political and economic issues”. Actually the similar definition of HSRs was given by Berman. According to him HSRs can be described as “sustained, purposeful change to improve efficiency, equity and effectiveness of the health sector” (Berman, 1995).

However, to achieve improved efficiency and quality and simultaneously ensure equity is really challenging task. These issues have become more acute in the context of globalization – in a process where interrelation and interdependence of nations considerably increased (Block, 1997). Globalization may have mixed impact on health and well-being of various population groups in developed and developing countries. While some individuals and groups can benefit from this process, the situation for other substantial part can become even worse due to widening social differentiation and exclusion. However, one consequence is clear – globalization gives more opportunity for sharing knowledge and studying from other nations. 
But what are the results from this learning in the area of HSRs at the moment? The evidence suggests that there is tendency to study mainly national problems and try finding solution without considering other contexts and experiences. Only few studies have had attempt to study from others and seriously examine other experiences. At the same time, “there are few knowledgeable critics at home of ideas about “solutions” abroad” (Marmor et al., 2005).
This opinion is particularly true for the newly independent countries of former USSR. Although, about two decades have passed since the USSR disintegrated there has been no attempt to carefully study ongoing HSRs in NIC and make their comparison. Even worse, only few studies have been done in which some aspects of health care reforms are addressed. These studies mainly refer to one particular country or a specific region of this country. Thus, there is huge gap in comparative analysis of HSRs in NIC. 

In general, while considering welfare reforms in the Eastern Europe and CIS after the collapse of the Soviet system, three different types of reforms can be identified: welfare adjustments, systemic reforms and comprehensive restructuring (Drahokoupil, 2008). During the early 1990s, HSRs in Armenia and Georgia were attempts of welfare adjustments. In other words, the reformers tried to be less radical and adjust existing welfare institutions to the new capitalist system. At the same time, coming from the former Soviet understanding, the role of state was considered as paramount in providing social protection and services (Cook, 2007). The main actors designing the welfare adjustments were welfare bureaucrats. Some authors considered that during the early 1990s sharp economic crises in the former Soviet countries increased the influence of liberal technocrats and international financial institutions (IFIs) (Haggard and Kaufman, 2008). However, they had less interest in the welfare reforms by that time.

The health status of Armenian and Georgian population has been steadily worsening during the last 18 years after the disintegration of the USSR showing only minor improvements in some areas during the last few years. Both countries have had attempts to reform their health systems and adopt them to changing circumstances. Like other NICs, little has been done in analyzing and comparing Armenian and Georgian HSRs. Although, these countries with sharing common past, close relations and comparable social-economic characteristics could get practical benefit from such study. 

The research particularly aims to study the contextual factors influencing HSRs in more details. It is interesting to notice that some authors even recommend multilateral agencies (e.g. WB) to study political and organizational factors influencing on HSRs more systematically in order to understand them better and improve the quality of their technical advices (Reich, 1995).  This statement is valid as various examples suggest that contextual factors play the important and sometimes, even decisive role in HSRs (e.g. the power relations or economic interests of the elite can have much stronger influence on the reform strategy than rational decisions of the professionals in the field).

1.3 Connection of the research to theoretical and policy-making field

The development of a country very much depends on its populations’ health.  On the other hand, health sector’s role is immense in ensuring good health of the population. If we continue this logical chain it would be interesting to know what factors influence on the state of health sector, how these factors stipulate the reforms in this sector and how they differ among the countries. As empirical evidence suggests most of individual country studies have been descriptive and they have seldom given causal understanding of the factors that shaped HSRs (Marmor et al., 2005). Lack of coherent theoretical framework for proper understanding HSRs and their implementations is also emphasized by other authors (Twaddle, 1996; Siler-Wells, 1987).

Although the gap really exists, some authors have developed theoretical/conceptual framework that gives bases for comparison of different HSRs and policies. In this context, theoretical framework presented by Twaddle (1996) is worth to be considered as this framework was developed by various experts on the 13th international Conference on Social Science and Medicine. This “expert consensus model” consists of three broad categories: hegemonic systems, national systems and national health systems. Each category has several more specific dimensions. 

Before examining each system in more details it is important to mention that beginning from late 1980s onwards HSRs were driven by neo-liberal ideologies (Twaddle 1996; Ravindran and de Pinho, 2005). Extensive state involvement in service financing and delivery was blamed for poor quality, insufficient funds, inefficiency and lack of accountability. Therefore, like other sectors of economy, main advocates of neo-liberalism (WB, IMF) proposed greater involvement of market forces to solve the problems in health sector. As a result the role of the state gradually diminished and in many countries, the private sector started to play a major role in health service financing and delivery. Improving of efficiency became the main focus of these reforms often ignoring equity considerations (Ravindran and de Pinho, 2005).

Hegemonic systems. According to “expert consensus model” hegemonic systems consist of “international organizations that set limits and controls on national development in both developed and developing countries”. The main role in these systems is played by multilateral aid organizations such as WB and IMF. Their involvement in the HSRs become particularly evident beginning from early 1990s when the role and influence of World Health Organization (WHO) greatly diminished (Italian Global Health Watch, 2008). 

Hegemonic systems also include international economic agreements such as WTO, European Union and NAFTA. These agreements made even more difficult for nations to set their independent policies. Based on review of literature Twaddle concludes that the main focus of these arrangements in health care was improving efficiency, rather than effectiveness or equity. Bilateral international aid and non-governmental agencies (many of which are sponsored by church groups and/or private foundations of developed countries) are also part of hegemonic systems (Twaddle, 1996).

National systems come the second after hegemonic systems. This describes particular features of nation states and the people within them. The main characteristics of these systems are: the history and culture of the society; disease, illness and sickness patterns; the economy; the nature of the welfare system (institutional or residual); and political system.

According to the “expert consensus model” hegemonic systems and national systems provide the context for comparison of health care systems of different nations. Therefore, national health systems are third element of this model. It identifies certain characteristics that are desirable to compare when studying HSRs in different countries. The following factors should be studied: the role of public versus private sector; general versus specialized care; prevention versus treatment; effectiveness, equity and efficiency; and cost and financing (Twaddle, 1996). This model is mainly applied by the researcher while comparing HSRs in Armenia and Georgia.
Together with “expert consensus model” Twaddle presents also the concepts taken from sociological theories in order to better understand HSRs. He gives four theoretical explanations: common trends in the nature of professional-patient relationship; three possible modalities in the organization of medical services (communal organizations, professional organizations and market activities); the character of institutionalization of economies (with particular emphasis on new transnational economic units and trade associations); and behaviour and interests of national economic elites (Twaddle, 1996).

1.4 Research objectives

Generally, health outcomes (changes in life expectancy, infant and maternal mortality, and etc.) are the best indicators to assess the success or failure of the reforms. However, in this case to measure the influence of the recent reforms on health indicators is practically impossible (unavailability of the reliable recent data, short time-span since the inception of radical reforms in Georgia, etc.).  Therefore, this research aims to assess these reforms in terms of improving accessibility, cost-effectiveness and quality of health care services. Improving or worsening of these indicators can have long-term impact on the health status of population.

Coming from the limitation mentioned above, the research objectives can be defined as follows:

1. To analyze and explain contextual factors in Armenian and Georgian HSRs.
2. To identify common/different factors (e.g. strong neo-liberal reforms in Georgia versus gradual (incremental) reforms in Armenia) that have influenced on the trends of HSRs in these countries.
3. To explain how these factors have influenced on accessibility to, cost-effectiveness and quality of the health care service.
4. To suggest the lessons that both countries can learn from each other.
5. To suggest the factors that are particularly important/decisive in the designing and implementation of Armenian and Georgian HSRs.

1.5 Research questions

Main research Question: 

What are the differences and similarities between Armenian and Georgian health sector reforms (HSR) and how these reforms were shaped by different factors.

Sub-research Questions:

1. What historical, political, economic and social factors shaped HSRs in Armenia and Georgia?

2. What was the effect of these factors on structural/institutional changes (changes in health legislation, rules, infrastructure etc.)?

3. How successful were these reforms in terms of improving accessibility, cost-effectiveness and quality of health care services?

4. What are the lessons that both countries can learn from each other and how?

5. What are the factors that are particularly important in the designing and implementation of HSRs in Armenia and Georgia?

1.6 Analytical approaches for understanding possible relationship between variables

Coming from theoretical framework described above the following explanatory variables were identified:

1. Background /historical factors – common past, different trends in development after independence, demography, urban/rural comparison

2. Political factors: 
2.1 International political factors – role of multilateral aid organizations (WB, IMF) and other major donors.

2.2 Domestic politics – weak/strong states, competitive political parties, private sector, civil society (NGOs, professional associations), 
3. Economic factors – GDP per capita, total health expenditure as a % of GDP government’s share in total health expenditure, inflation, etc.

4. Social factors – welfare principles, culture and values that affect HSRs

Dependent variables. The main dependent variable is structural/institutional changes that were outputs of the explanatory variables. Both Armenia and Georgia have experienced changes in the pattern of health legislation, rules/regulations, infrastructure and medical workforce. If we continue this logical chain, it would be interesting to study what are the consequences of those different structural/institutional changes on the main indicators measuring the success of HSRs:

1.
Accessibility to health care services

2.
Cost-effectiveness in the health service delivery

3.
Quality of the health care services 

Below are given brief description of the explanatory and dependent variables and their causal relation to HSR in Armenia and Georgia:

1. Background (historical) factors – under this category causal relation between historical, demographic and urbanization factors and HSR will be identified. Armenia and Georgia were part of the Soviet Union for 70 years sharing same ideology, language, culture and etc. However, after gaining independence in 1991 these countries have different trends in development. These differences certainly influenced on the organization and financing of the health sector and shaped the ongoing reforms. 

Another important factor that should be considered in this category is changes in demographic structure. After the independence both countries have undergone major demographic changes. In General, demographic indicators have been worsened in both countries, however these changes are more striking in case of Georgia (e.g. since the early 1990s mid-year population declined in both countries, however, these changes has been much steeper in Georgia than in Armenia. 

It would be interesting to identify in what extent the demographic changes influenced on the design of HSR in both countries. At the same time, this issue should be considered in the relation to other factors (e.g. political, economic and social) (Collins et al., 1998).

2. Political factors – These factors have important role in understanding HSRs. Here the main distinction is made between international and domestic political factors. The role and influence of international organizations has been substantial, particularly, at the early periods of independence.
Domestic politics often plays decisive role in the trends of HSRs. Michael Reich in his paper presents political dynamics of HSRs in developing countries and explains why policy reform is political. Five factors are identified in explaining political features of policy reforms: 
a. Each reform is based on specific values that represent particular understanding of the characteristics of the good society;
b. A reform has profound distributional consequences that includes allocation of both benefits and harms;
c. The competition among the groups that trying to influence on the distribution of benefit become more active as consequence of a reform;
d. Political events or crises have effect on reform’s implementation;
e. Reform itself may have significant consequences on regime’s political stability or sustainability (Reich, 1995).
Case of Armenia and Georgia clearly indicates that transition from authoritarian regime to democratic society has not been smooth and sometimes even caused serious internal conflicts and civil unrest in both countries. These political turbulence and instability, changes in political processes and political regimes have had strong influence on designing and character of HSR. The study aims to analyze the interrelation of these factors to HSR and identify similarities and differences between two countries.
3. Economic factors – together with political these factors are important indicators of a country’s development. The economic factors like GDP per capita, total health expenditure as a % of GDP, government’s share in total health expenditure, inflation, etc. will be described and their influence on HSR identified. Economic factors play decisive role in the population’s access to health care services. In this case, the role of the state is crucial to ensure the accessibility of its population to health services. The causal relationship can be identified by analyzing the government’s share in total health expenditure as well as the reforms aiming to improve accessibility to health services (e.g. by introducing health insurance and declining direct payments for health services). 

4. Social factors – under this category, welfare principles, social security systems, culture and values that affect HSRs will be discussed and analyzed. According to Richard Saltman “health systems are deeply embedded within the social and cultural fabric of each society, and thereby defy simple economic and financial characterization”. Therefore, he emphasized the need to conduct comprehensive cross-national studies of HSRs with careful consideration of social contexts (Saltman, 1997).

Here, also should be mentioned that ideology is a major variable that explains political, economic and social processes and their changes. Therefore, welfare principles very much depend on the hegemonic ideology of a country. Both Armenia and Georgia have undergone major transition in ideology that affected values and accordingly influences on the character and design of HSR. 

These four variables will be studied to explain the main dependent variable – structural/institutional changes and consequences of these changes on accessibility to health care services (accessibility to all types of medical services, including primary, secondary and tertiary care), cost-effectiveness in the health service delivery (including efficiency of various state health care programmes, private provision of health services, etc.) and quality of the health care services (including quality of pharmaceuticals).  Consequently, the understanding of the dependent variables will allow us to completely answer to the main question of this study – what are the differences and similarities between Armenian and Georgian HSRs and how they were shaped by different factors?

1.7 Research methodology

To observe the variables primary and secondary data has been collected and analyzed. The primary data, including various legislative acts, decrees, reports, statistics or other related documents issued by Armenian and Georgian governments as well as various non-governmental and international organizations, have been studied and analyzed. The statistical information describing social-economic and health indicators of Armenia and Georgia has been retrieved and analyzed. It has been found discrepancies between the statistics provided by the national statistical services of Armenia or Georgia and authoritative international organizations (WHO, WB and etc.). For this reasons, only statistical information obtained from competent international sources has been employed. At the same time, this process helped having fair judgement of the situation in Armenia and Georgia as the probability of manipulation with data by the national statistical services has been diminished. Only in a very few cases, when some important recent information was not available from international sources, the data from the national statistical services has been presented.

Together with the primary data, the secondary data has been employed for this research. For this purpose the resources of ISS library, competent online academic journals and relevant databases (e.g. WHO, WB, etc.) were used. In some cases, the materials have been obtained from trusted local and international media sources (e.g. BBC, Radio Liberty and etc.)

The researcher has conducted several interviews that have been used for clarification of findings from the primary and secondary sources.
Chapter 2 Armenia and Georgia: overview
The first part of this chapter presents general political and social-economic context of Armenia and Georgia. The main accent is made on relevant institutions and their changes since the independence. The second part of this chapter describes health status of Armenian and Georgian population as well as health resources and utilization of health services. These descriptions are given in order to better understand the influence of political, economic and/or social factors on the trends of HSRs that is one of the major objectives of this study and will be discussed in the chapter 3.
2.1 Political context in Armenia and Georgia

2.1.1 Armenia

Armenia formally declared its independence in 1991. The President is head of the state who is elected for five-year term (maximum two terms). The President appoints the Prime-Minister and the members of the government (based on the recommendation of the prime Minister). The legislative branch is presented by the National Assembly. The National Assembly has 131 members and they serve four-year terms. Two parties – the Republican Party of Armenia and the Prosperous Armenia Party won the most of the votes during the last legislative election in May, 2007. The Republican Party, which has majority votes in the Parliament, follows to national conservative ideology. The Prosperous Armenia Party was created in the late 2005 by a wealthy businessman and could win 14.68% votes in 2007 parliamentary election. This party supported current President Sargsyan (the Chairman of Republican Party) in 2008 election. Another pro-governmental party that won 13% of votes in the last election is Armenian Revolutionary Federation (with national-socialist ideology). The opposition parties could win only few votes in the election. This fact suggests that the President enjoys considerable power and has quite weak opposition in the Parliament.
The Assessment of Armenian political parties done by the USAID gives good clarifications to all political developments presented in the previous paragraph. The study showed that “autocratic mentalities and practices” are still strong in the political scene of Armenia. The parties look like military organizations with their top-down, hierarchical relations. Usually, the chairperson is the single most important figure in the party. The authors of the assessment also emphasized strong ties between political and business elites. Very often oligarchs try to become members of the Parliament and use the parliamentarian immunity to protect their corrupt businesses. All these factors contribute high level of corruption and do not allow opposition political parties to raise funds for elections or have access to electronic media. At the same time, juridical system is not independent that makes impossible to enforce the rule of law. The opposition party leaders often mentioned the necessity of “velvet revolution” in order to change the government (USAID, 2005). The situation particularly became tense during the 2008 Presidential election. Mass anti-governmental rallies of the opposition supporters ended with the killings of several protesters and many others were injured or arrested. 
2.1.2 Georgia

Georgia was one of the first countries among former Soviet republics to regain independence after almost 70 years communist rule. However, this shift from one-party system to multi-party parliamentary democracy was not smooth. It was characterized by political instability, civil war, ethnic conflicts and sharp economic decline. 

The head of Georgian state is the President who is currently elected for five-year term (maximum two terms). However, so far, no Georgian presidents have served out his term. Both former presidents – Gamsakhurdia and Shevardnadze – were replaced by opposition candidates before the end of their terms. The President appoints the Prime-Minister and the members of the government. After 2006 constitutional amendments the role and influence of the President further increased over the Prime-Minister.

The legislative branch is presented by the unicameral parliament which formally has 150 members (75 by proportional and 75 by single-mandate representation). The members of the parliament serve four-year term. The last election was held in May, 2008. Only one party – the National Movement won the absolute majority of the votes in the parliament. Some opposition members refused to enter in the parliament as they considered the election results unfair and faked. 

Georgia has been heavily involved in the territorial conflicts since the independence. The separatists of Abkhazia and South Ossetia were backed by the Russian government. Therefore, political and economic relations with Russia have been always controversial and tense since Georgia gained independence. The Georgian-Russian War in August, 2008 (involving also the separatist regions) was clear manifestation of these tensions. Since 1990s, these conflicts have left thousands of people dead and injured and made hundreds of thousands people to flee their homes. All these developments have had consequent effect on health of the population and trends of the HSRs.
2.2 Social-Economic context

After the independence, both Armenia and Georgia faced enormous social-economic difficulties. The political instability and ethnic conflicts further contributed worsening economic indicators and putting large part of the population below the poverty line. According to the WB’s World Development Indicators Database both Armenia and Georgia belong to low income CIS countries (World Bank, 2006). Below are described major economic characteristics of Armenia and Georgia. 
2.2.1 Armenia

Armenia experienced one of the steepest economic decline among post-Soviet states during the first years of independence. Only in 1992, GDP dropped by 42%. In total, GDP fell by over 50% between 1990 and 1993 (World Bank, 2004). However, Armenia initiated economic reforms quite soon and economic growth resumed since 1994. This process particularly accelerated during 2000s. Armenia has achieved macroeconomic stability owing to productivity gains in the private sector and the adoption of responsible fiscal and monetary policies at the end of 1990s (World Bank, 2007). Armenia has digital number of GDP growth during the recent years. In the table 1, are given some economic indicators of Armenia in the period of 2004-2007:

Table 1: Some economic indicators of Armenia, 2004-2007

	Indicator 
	2004
	2005
	2006
	2007

	GDP growth (annual %)
	10 
	14 
	13 
	14 

	GDP (current US$)
	3576615168 
	4900436992 
	6384457728 
	9204472832 

	GNI per capita, Atlas method (current US$)
	1160 
	1500 
	1960 
	2630 

	GNI per capita, PPP (current international US$)
	3630 
	4270 
	5040 
	5870 


 Source: WB, 2008

However, it should be mentioned that the economic growth has been closely linked to the generous external support (from donors and large Armenian diaspora). Armenia benefited one of the highest external support since the independence. Low domestic savings and heavy reliance on external support are still main characteristics of Armenian economy, in spite of impressive economic growth. This issue has been particularly become vivid during the recent global economic crises. The recent estimate from the WB has further proved this opinion. According to this estimate Armenia GDP will decline by 12-14% in 2009 (World Bank, 2009). These figures are diametrically opposite to the previous period’s indicators.
Since the independence, the Armenian economy initially shifted from the industry to the agricultural sector. However, the share of industry and service sector has been increased during the recent years:

Table 2: Structure of Armenian economy as percent of GDP, 1987-2007

	Structure of economy

(% of GDP)
	1987
	1997
	2006
	2007

	Agriculture
	-
	32.0
	19.6
	18.3

	Industry
	-
	33.2
	43.6
	43.6

	Services
	-
	34.8
	36.8
	38.1


 Source: WB, 2008

However, in spite of economic growth the large part of the Armenian population still lives in poverty. According to WBs estimate about 51% of Armenian population lives below the national poverty line (World Bank, 2008a). In Human Development Index (HDI) that is combine indicator and measures life expectancy, adult literacy rate and GDP per capita Armenia scored 0,777 in 2006 (UNDP, 2008). This suggests on the medium level of development and Armenia has 83rd position among the 179 countries. At the same time, According to UNDP, Armenian HDI is higher than its neighbour countries: Georgia (93rd) and Azerbaijan (97th) (UNDP, 2008).  

Gini coefficient that describes the distribution of income among the individuals or households was 33.8 in 2008 that is lower than 60.0 in1995 or 44.0 in 2003 (UNDP, 2008). All these facts suggest that poorer part of Armenian population benefited from the economic growth. A report from the WB’s international development association (IDA) suggests that poverty rate declined from 56% in 1998/99 to 25% in 2008. The extreme poverty dropped even drastically from 21% (1998/99) to 4% in 2008 (World Bank, 2009). However, these figures seem quite optimistic and are in sharp contrast with the WB’s other estimation of poverty level in Armenia presented in the previous paragraph.
2.2.2 Georgia

Georgia was one of the prosperous republics and enjoyed one of the highest living standards in the USSR. However, after independence it experienced sharp economic decline. GDP declined sharply even compared to Soviet times. After the Rose Revolution, Georgian GDP started to rise. However, annual GDP growth was lower than in Armenia. Below in the table 3, are presented some economic indicators of Georgia after the Rose Revolution:

Table 3: Some economic indicators of Georgia, 2004-2007

	Indicator 
	2004
	2005
	2006
	2007

	GDP growth (annual %)
	6 
	10 
	9 
	12 

	GDP (current US$)
	5125764096 
	6411141632 
	7761895424 
	10175466496 

	GNI per capita, Atlas method (current US$)
	1050 
	1330 
	1670 
	2120 

	GNI per capita, PPP (current international $)
	3140 
	3570 
	4100 
	4760 


Source: WB, 2008

After the Rose Revolution, the growth of the economy was mainly linked to the liberal economic reforms of the GoG. The government implemented active measures to attract foreign direct investments (deregulation, decreasing the level of corruption, investing in infrastructure projects and etc.). The corruption level fell drastically. According to the Transparency International, in terms of corruption perception index (CPI) Georgia has impressive improvements since the Rose Revolution. The country moved from 133rd position to 67th during the period of 2004-2008. These figures are in sharp contrast to the Armenian CPIs. Armenia has backward tendencies in corruption and moved from 85th position to 109th in the world ranking during the same period (Transparency International, 2009). In 2006, the WB even named Georgia as “leading global reformer” and the World’s most favourable place for investments (World Bank, 2006). 

However, economic growth of Georgia was stalled in 2008 after the military conflict with Russia. This economic downturn has further exacerbated by the global economic crises. The flow of foreign investments decreased substantially and even many investors decided to withdraw their businesses from Georgia. In this situation, the huge donor support saved Georgian economy from the collapse. The donor’s conference (co-chaired by the European Commission and WB) held in October, 2008, allocated in total 4.5 billion US dollars for the recovery of the Georgian economy (European Commission, 2008).

Since the independence, the structure of Georgian economy shifted sharply to the service sector – reaching 65% of GDP in 2007. The share of the industry and agricultural production has considerably declined. In the table 4 this trend is well indicated:

Table 4: Structure of Georgian economy as percent of GDP, 1987-2007

	Structure of economy

(% of GDP)
	1987
	1997
	2006
	2007

	Agriculture
	24.2
	29.2
	12.8
	10.9

	Industry
	38.0
	23.6
	24.9
	24.1

	Services
	37.8
	47.1
	62.3
	65.0


 Source: WB, 2009

According to UNDP income inequality is higher in Georgia compared to Armenia. Gini index was 40.4 (2007/2008) that ranks Georgia 96th among the world states (Armenia is 83rd) (UNDP, 2008). In spite of some improvements since the Rose Revolution, poverty still prevails among the Georgian population, particularly in rural areas (about 60% of rural population is poor). According to the WB’s recent poverty assessment report 23.6% of Georgian population are poor and 9.3% lives in the extreme poverty (World Bank, 2009). These figures are in sharp contrast in the WB’s previous estimate, according to which about 55% of Georgian population is below the national poverty line (World Bank, 2008b).

2.3 Health Status of Armenian and Georgian Population
After declaring the independence from the Soviet Union almost all health indicators in Armenia and Georgia have been showing negative tendencies, only some of them started to improve slowly during 2000s.
Life expectancy in Armenia is slightly lower than European Region average. It went down only during 1991-1993, but has been improving most of the time since 1994, reaching 73.3 in 2006 and 73.5 in 2007 (Statistical Yearbook of Armenia, 2008). Life expectancy for women at 76.6 is close to EU average in 2007. Life expectancy in Georgia is slightly higher than Armenia – 74.3 (NCDC, 2008). When the USSR collapsed, Georgian population had better life expectancy than Armenian one. After the independence, this indicator worsened in both countries. During the 1990s and early 2000s, life expectancy declined in Georgia more than Armenia and started to improve again since 2004. 
However, as it was mentioned above, there are discrepancies (sometimes even big discrepancies) between statistical information provided by the national statistical services and authoritative international organizations (WHO, WB and etc.). For example, according to the WHO’s World Health report, estimated life expectancy of Armenian population is 68.5 years that is 5 years lower than presented by the National Statistical Service of Armenia (73.5 years) (European Health for All database of WHO, 2009). 
The leading causes of premature death (i.e. under age 65) in Armenia are, in order of magnitude, diseases of the circulatory system – heart disease, stroke and related conditions (105 per 100 000), cancer (84 per 100000), external injuries and poisoning – including suicide and traffic accidents (36 per 100 000) – and diseases of the respiratory and of the digestive system (63 and 38 per 100 000) (WHO European Health For All Database 2007). The main causes of death in Georgia are: diseases of the circulatory system, malignant neoplasm; external causes of injuries and poisoning, diseases of respiratory system, and non classified symptoms, signs and declines from the norm.
Infant mortality in Armenia was reported to be 15.5 per 1000 live births in 2001, subsequently falling to approximately 12 per 1000 in 2003  and  slightly increasing 13 per 1000 in 2006 (WHO, 2006). At the same time, according to WHO infant mortality rate has been always lower in Armenia compared to Georgia, where this indicator has been improved during the recent years. In the figure 1 this trend is well indicated:

Figure 1: Changes in infant mortality in Armenia and Georgia, 1990-2006
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Source: WHO, European Health for All Database

According to WHO European Health for All database maternal deaths per 100000 live births was lower in Armenia (15) than in Georgia (20) in 2007. However, these data are not reliable as these countries do not have precise mechanisms in identification of maternal deaths. The estimates, developed by WHO, UNICEF, UNFPA and the WB, emphasized considerable discrepancies in reported and actual rates of maternal mortality (WHO, 2007). 
After the independence, Armenia and Georgia experienced a resurgence of communicable diseases. Although it is still low, there is tendency in increasing HIV/AIDS cases in Armenia and Georgia. 
2.4 Health resources and utilization of health services

Decline of both medical personnel (particularly nurses and midwives) and hospital beds were observed in the last two decades in both Armenia and Georgia. The figures below demonstrate that the number of hospital beds has been decreased from 909.5 per 100000 population (1990) to 406.8 (2007) in Armenia and from 979.5 (1990) to 331.9 (2007) in Georgia. These figures are below EU, EU new member states or Commonwealth of Independent States (CIS) average.
Figure 2: Hospital beds per 100000 populations, 1990-2007
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Source: WHO, European Health for All Database

It is interesting to notice that although sharp decrease of the hospital beds in Armenia and Georgia, more than 50% of them still remains unoccupied due to low utilization rate. The graph 3 below shows the huge gap in bed occupancy rate between these countries (particularly Georgia) and the EU new member states or CIS average:

Figure 3: Hospital bed occupancy rate in %, for acute care hospitals of selected countries and regions, 1990-2007
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Source: WHO, European Health for All Database

Armenia historically had more primary care units than Georgia. The number of primary care units decreased in both countries after collapse of the Soviet Union. However, their number is very low in Georgia (14.4 per 100000 population). The Georgian indicator of primary care units is even below the CIS average and is against to the trend of the new EU states. The number of primary care units very much increased in the new EU member states during the last decade: The figure 4 below indicates these trends:

Figure 4: PHC units per 100000, for selected countries and regions, 1990-2007
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Source: WHO, European Health for All Database

The number of doctors showed little decrease in Armenia and Georgia. Georgian indicator for doctors per 100000 population is higher than CIS average and much higher than EU new member state average. 

Figure 5: Physicians per 100000 for selected countries and regions, 1990-2007
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Source: WHO, European Health for All Database

Armenia and particularly, Georgia have too many doctors if the number of hospital beds is considered. The graph below shows great discrepancies between these countries and EU or CIS average. Per 100 hospital beds Armenia had 84.5 and Georgia 137 doctors in 2007, while the new EU member states and CIS had only 40.5 and 44.6 doctors respectively:

Figure 6: Physicians per 100 hospital beds for selected countries and regions, 1990-2007
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Source: WHO, European Health for All Database

Unlike doctors the number of nurses and midwives very much decreased in Armenia and Georgia since independence. This trend is particularly evident in Georgia. Currently, the number of nurses per 100000 population in Armenia and Georgia is lower than EU or CIS average and is against the trend of EU countries:

Figure 7: Nurses per 100000 for selected countries and regions, 1990-2007
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Source: WHO, European Health for All Database

Positive trends registered in 2003-2006 in utilization of both ambulatory-outpatient and hospital care services in Armenia. Specifically, in 2007, the average number of visits to ambulatory-outpatient clinics per patient was 3, against 2 visits in 2003, and the number of patients admitted to hospitals per 100 population was 8.85 vs. 6.9 respectively. Although some improvements, the utilization of both ambulatory-outpatient and hospital care services in Georgia is lower than in Armenia. In 2007, the average number of visits to ambulatory-outpatient clinics per patient was 1.95 that is lower than the previous year – 2.2. The number of patients admitted to hospitals per 100 population was 6.5 vs. 5.0 in 2003. This indicator showed increasing trends since the “Rose Revolution”.  However, the level of utilization of medical services in Armenia and Georgia continues to remain generally low both at outpatient and inpatient care institutions, and the respective indicators are about 3 times lower than the average for CIS and EU member states.

Chapter 3 Context of health sector reforms in Armenia and Georgia

This chapter analyzes the influence of historical, political, economic and social factors on HSRs in Armenia and Georgia. These four factors are described in order to explain the main dependent variable – structural/institutional changes.
3.1 Historical Factors and HSRs
As it was already mentioned, Armenia and Georgia inherited from the USSR health system that was based on Semashko model. The system was based on the costly hospital sector with the focus specialized and inpatient care. There was little interest and investment in PHC. Therefore, PHC was relatively technologically underdeveloped (particularly, outside of large urban areas). This model also caused differences in health care provision between urban and rural population. Rural population has poorer access to quality health care services. 

After the collapse of the USSR, maintaining Semashko model was practically impossible in Armenia and Georgia as both countries experienced devastating economic and socio-political problems. Ethnic conflicts, causing massive movement of the population and influx of refugees, further exacerbated existing problems. Because of budgetary problems and high inflation the salary of health personnel become too little that promoted informal payments. Maintaining oversupplied health infrastructure was impossible that further deteriorated quality of medical care. All these developments caused serious pressure on the authorities in both countries to reform their health care systems and adjust them to new realities. However, the movement from the centralized, command-and-control system towards decentralized, more democratic structures was not easy process. At the same time, discussions on the reform of welfare system was largely absent from the political agenda during the first years of the independence.  The main issue was lack of public health experts and skilled managers who could design and implement effective reforms. The institutional as well as technical capacity was quite weak in both countries. Therefore, although there were some attempts of the governments of Armenia and Georgia to modernize their health systems, the success was little evident. 

Due to the various issues, Armenia and Georgia started planning their HSRs only mid-1990s. The role of international organizations and experts was substantial in this process. The first Georgian HSR package launched in 1995 and Armenia adopted law on medical aid and services to the population only in 1996. The main element of HSR in these countries (like many other post-communist states) was changes in health financing system. Both countries introduced user charges and co-payments. Additionally, social health insurance was initiated in Georgia. The focus on PHC was outlined in both countries as a priority. This process was accompanied by decentralization and privatization of health facilities and services. 
Decentralization was marked feature of HSRs in Armenia and Georgia after the independence. Under the term of decentralization is mainly implied the devolution of responsibilities for service provision and financing (both in primary and secondary health care) from central to regional level. As a result, local health authorities and service providers acquired more institutional autonomy and their administrative rights and responsibilities expanded. However, in reality, the central governments in both countries retained strong control over the system. It also became clear that the capacity of local health authorities and providers was weak and nobody took care of their capacity building. At the same time, the scope of responsibilities of regional and local authorities was not clearly defined. (European Observatory on Health Systems and Policies, 2006). Therefore, full decentralization, in Armenian and Georgian health sector, has never taken place.
Soon it became clear that the implementation of HSRs was less successful and this process left substantial part of the population in Armenia and Georgia without quality health care services. Out-of-pocket payments became main way for paying of health care services. As a result the substantial part of Armenian and Georgian health expenditure came from the private households’ out-of-pocket payments. According to WHO, 80% of total health expenditure in Georgia and 67% of total health expenditure in Armenia came from the private households in 1998. In the graph 8 below is shown that Armenian and Georgian private households’ out-of pocket payments are much higher than EU, EU new member states or even CIS average and this indicator has not changed much during the last decade: 

Figure 8: Private households out-of-pocket payment on health as % of total health expenditure, 1998-2005
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Source: WHO, European Health for All Database

Another important factor that should be considered while referring to historical factors is changes in demographic structure. After the independence both countries have undergone major demographic changes. The mid-year population of Armenia in 2007 was 3 226 520 and similar indicator for Georgia – 4 398 000 (WHO, 2009). Since the early 1990s mid-year population declined in Armenia, however, these changes has been less steep compared to Georgia (see Figure 9 below):

Figure 9: Changes in mid-year population in Armenia and Georgia, 1990-2007
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Source: WHO, European Health for All Database
The sharp decline of the Georgian population can be explained by high level of emigration from the country since the independence. Internal conflicts – in Abkhazia and South Ossetia that made hundred thousands of people to live their homes – further contributed to this process. The fertility rate declined in both countries. However, this trend is more evident in Armenian case that reached lowest point (1.02) in 2001 even among CIS or EU countries:

Figure 10: Total fertility rate in Armenia and Georgia, 1990-2007
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Source: WHO, European Health for All Database
The similar trends are indicated when measuring the number of live births per 1000 population. The both countries (particularly Armenia) experienced sharp decline in this indicator since the independence only showing minor improvements during the recent years:

Figure 11: Live births per 1000 population in Armenia and Georgia, 1990-2006
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Source: WHO, European Health for All Database
Coming from these figures, it seems logical that MoH of Armenia puts great emphasis on the improvement of maternal and child care services. The introduction of voucher for maternal care services is an important step in this direction. A pregnant mother just needs to present it in the hospital in order to receive free maternal care. This system is considered to be working well because it is under personal control of the Minister of Health, who convenes monthly meeting on this subject. At the same time, the children before the age 7 receive all kinds of health care absolutely free. This state program is really universal and effective in covering even socially vulnerable children who do not have registration (MoH of Armenia, 2009). 
Georgia had the similar voucher system for pregnant women after the Rose Revolution that allowed them having free medical care. However, the GoG cancelled this program after promotion of private health insurance. Currently, Georgian state maternal and child care programs only cover those mothers and children whose families are in the database for the people living below the poverty line. It is approximately, 20% of the population in 2009 (MoLHSA, 2009). The others should pay for maternal and child care services themselves, via out-of-pocket or private health insurance. If we take consideration that major part of Georgian population does not have private health insurance yet, it become evident the problems they have in accessibility to quality maternal and child care services. 

Historically, Armenia has higher share of urban population than Georgia. When became independence, 68% of Armenian population and 56% of Georgian population lived in the towns and cities. The share of urban population declined in both countries equally by 4% and comprised 64% in Armenia and 52% in Georgia in 2005:

Figure 12: % of urban population in Armenia and Georgia, 1990-2005
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Source: WHO, European Health for All Database
Thus, there were no big discrepancies in HSRs in Armenia and Georgia during 1990s. Both countries have problems in local expertise and the main drivers of these reforms were international organizations (WB, IMF and etc.). PHC was announced as a main priority in both countries. Decentralization and privatization was initiated to change former centralized system. However, these reforms had many drawbacks in design and implementation that resulted poor accessibility of the population to the quality of health care services. The major discrepancies in Armenian and Georgian HSRs started after 2003 Rose Revolution in Georgia. These changes will be discussed in details in the next chapter.

3.2 Political factors and health sector reforms

Political factors play an important and even decisive role in shaping HSRs. As professor Bjorkman noted: “although some health technocrats still believe that they are implementing reforms in the health sector, in reality there are politicians who are making decisions about these reforms” (Bjorkman, 2009). This statement is absolutely true in Armenian or Georgian context, where the role and influence of health professionals were weak since the independence and the direction of the reforms was mainly politically motivated.

3.2.1 The role of IFIs and national governments

As a result of the lasting economic crises during the 1990s, Armenia and Georgia became more dependent on the loans from the IFIs.  The role and influence of IFIs gradually increased and soon they demanded from the governments systemic reforms to deal with the severe crises. However, these systemic reforms were not radical. They often suffered from the poor implementation and mainly led to the gradual changes in the former system. For example, in Georgia Shevardnadze’s government (consisting mainly by former communist bureaucrats and characterized by high level of corruption) was indecisive in implementing radical changes in country’s political and economic life. Comprehensive restructuring came after the year of 2003. The major political party – National Movement – which came to the power after the “Rose Revolution” started active implementation of the neo-liberal reforms. In Armenian case comprehensive restructuring has never taken place. HSRs were characterized by gradual systemic changes rather than radical transformation. The comprehensive transformation needed strong position of the ruling political party and weak opposition from other political parties and civil society groups that was a case in Georgia after the Rose Revolution.

However, after the Rose Revolution HSR was not a priority of the Georgian government. During the period of 2003-2006, the government started implementation of numerous economic reforms. Bendukidze became the main person to direct these reforms. He was former Russian tycoon, who received ultimate power from the ruling authorities to guide economic reforms. Bendukidze declared to “remove all the obstacles that are holding back investment” and open the whole economy to privatization (BBC News, 2007). Therefore, until 2007 HSRs in Armenia and Georgia were more or less similar and they were supported by the various international organizations and experts. Both countries declared PHC as a priority and introduced institution of family medicine. According to these reforms a family doctor should become the gatekeeper for entry into the health system. It was anticipated that family doctors in the both counties would treat 80% of their patients without referring them to other specialists. 
Since 2007, HSRs in Armenia and Georgia have moved to different directions. The government of Armenia continued to prioritize PHC. The 2006 reform (making PHC free and public for everyone) is considered to have improved the health situation of patients, who do not delay anymore their visits to the doctors. This allows for an early diagnosis and timely treatment. In 2008, 37.2% of the total health budget is allocated for PHC, which is higher of the total allocation for hospital care (GoA, 2008). This means that PHC received proportionally more financing than secondary care. 

At the same time, the government of Armenia intends to introduce some elements of privatization at the PHC level. A regulatory framework for the transition into the privatization for family medicine units has already been developed (although, this process has been slowed down by economic recession). Licensing will be provided and regulated by the Government. Contractual-based payments by the Government will be performed on the basis of the number of people registered with that practice. In order to get the contract with the state, the private providers will need to demonstrate they comply with the MoH standards. The ministry will retain close regulatory and monitoring measures. This reform is considered to bring a positive changes in the current very top-down approach in the health unit management. Each doctor will bring a number of patients into the health unit, this will empower them vis-à-vis the management of the health unit, and involve them in the decision-making process. The doctors will also have the legal ability to detach themselves from the polyclinic, rent premises next to the polyclinic and establish a contract with the latter. 

However, not everybody in the government supports the privatization process. There is considerable opposition to the privatization plans and many experts consider that these plans have not been well thought out. In this respect, the GoA is more hesitant, mainly because of hierarchical structure of Armenian politics. The GoA likes to retain control to the whole system and at the same time, ensure effective regulation. From the Government’s point of view, the concern is about how to keep overall control on PHC in order to ensure, for instance, proper immunization.
The current vision of the GoA can be characterized as a combination of the historical legacy of the USSR and a question of political opportunism: politicians get credits for their announcements that services will be provided for free. The political argument of the current reforms is thus understandable. At the same time, the economic argument is weaker – the State does not have enough financial resources to ensure the viability of this policy. In fact, currently MoH is extending BBP without any consideration of financial implications, and without any consultation with the Ministry of Finance. Therefore, what is happening now in Armenia is that the government tries to keep PHC services free and public at the expense of the secondary care sector and unacceptably high rate of out-of-pocket (OOP) payments. This is why OOP practice is not being considered seriously as the government actually relies on it. The government has the strong political decision to keep free and public PHC but it comes at the expense of the secondary care. However, it should be mentioned that in spite of the problems, the government of Armenia has been consistent in its decisions and strategic directions concerning to the HSRs since the independence.

Unlike the Armenian, the GoG was less consistent in its strategic directions and commitments to develop priorities for the health sector. In 2006, Bendukidze expressed great interest in HSRs. Since then, his office has actually taken an ultimate leadership in the HSR processes. Bendukidze blamed the government in its ineffectiveness and too much involvement in the management of health services and decided to start comprehensive privatization and deregulation in the system. Old institutions (e.g. State United Social Insurance Fund (SUSIF)) were abolished or modified and private insurance companies were contracted to insure people living below the poverty line. For this purpose, the GoG also created so called “Data base for socially unprotected families”. These decisions were mainly made by political suppositions. At the same time the SUSIF was perceived to be corruptive organization by the some representatives of the government. This relationship gave a support to the decision.  
Private insurance of poor people increase the portion of those people who have the private medical insurance. If before 2007, 1,4 % of Georgian population used the medical private insurance (individual as well as corporative), their number increased ten times as a result of insurance of poor people and was equal to 14,1 %  of total population (MoLHSA, 2007). This process gave a stimulus for development of insurance market. 
In Georgian case, the decision on the HSRs was made in the very narrow circle of senior governmental representatives. Most importantly, the policy making process was closed for wide range of stakeholders, and for the public. Therefore, in the absence of large public discussions it was difficult to exactly know if all advantages and disadvantages of this reform were taken into consideration and appropriate regulation mechanisms set up. However, the implementation process showed that introduced changes in health financing, as well as hospital reform proposals, were too risky and called for serious considerations of the implementation process and implications of the decisions. The plan of privatization and building new hospitals actually stalled and future of this ambitious program is unclear. The government considers that military conflict with Russia and global economic crises severely affected privatization and particularly, building processes. The foreign direct investments decreased considerably in 2008 (by 68% compared to previous year) and this trend continues in 2009.  (Ministry of Economic Development of Georgia, 2009). 
However, the Hospital Privatization Plan contained serious implementation risks even before the economic crises or the military conflict.  Various experts and civil society organizations expressed doubts about success of this project. The main issue was how to justify private investors (many of them are building companies without any experience in hospital management) interest in building small and medium size hospitals with limited number of beds. International experience suggests that a multi-profile hospital should have at least 200 beds to be profitable. Purchasing many hospitals by pharmaceutical companies was another area of concern. Recent Georgia Human Development Report talks about conflict of interest in this case and express concerns in ensuring quality of health care by private investors, particularly, when adequate regulation mechanisms are not set by the state (UNDP, 2008).
3.2.2 Private interest groups

While discussing influence of political factors on HSR, it is important to overview the role of private interest groups in this process. Pharmaceutical companies are one of the major stakeholders. As it was mentioned above expenditure on pharmaceuticals represents substantial (sometimes even major) part of households’ health expenditure both in Armenia and Georgia. However, in case of Armenia, the state has centralized regulatory control on drug market. Imported pharmaceuticals need to be certified at first before they will be sold in the market. The government also increased the budget for state procured drugs over the last several years (Lee et al., 2007).
In Georgia, the prices of drugs have increased significantly since the Rose Revolution (UNDP, 2008). During this period regulatory control on pharmaceuticals from the state has loosened. The functions and responsibilities of the State Drug Agency have been restricted. At the moment there is no actual quality control on drugs and it depends on the will of pharmaceutical companies. All these developments helped some pharmaceutical companies to extend their businesses rapidly. Two of them – Aversi and PSP – have particularly benefited from this process and become leading companies in the Georgian economy. Importing pharmaceuticals has become just a part of their businesses. They have opened their pharmaceutical factories and even health clinics. Aversi and PSP pharmacies can be found even in small provincial towns in Georgia. It is interesting to notice that founder of PSP became a member of the Parliament after the Rose revolution and took active part in the amendments of health legislation. These amendments gave opportunity to the Georgian pharmaceutical companies to experience very limited regulations on imported and local pharmaceuticals. Actually, controlling quality of pharmaceutical is serious issues for current Georgian health care system as the State Drug Agency has limited responsibility and capacity to perform this function.  Evidence suggests that very few pharmaceuticals are subjects to quality control and everything depends on the goodwill of pharmaceutical companies. It is interesting to notice that these pharmaceutical companies also openly supported the leading party – United National Movement – in pre-election campaigns. All these facts suggest that pharmaceutical sector has strong influence on the development of health policies (and politics) in Georgia.
Private insurance companies have little power as a stakeholder in the health sector of Armenia. Generally, the private insurance market is underdeveloped and only 1% of population has private health insurance. The situation was actually the same in private health insurance market of Georgia few years ago. However, the government’s decision to insure poor population through private insurance contributed development of this sector. If only 4 private insurance companies participated in this program in 2007, their number doubled during the next year. Some of these companies were founded after the government launched the private insurance program for poor. The amount paid by the government to these companies considerably increased during this period. If the government’s expenditure for this purpose was only 5.08 million Georgian Lari (GEL) in 2007, this amount reached 47.94 million GEL in the next year. From 5.08 Million GEL, the companies spent 3.66 million GEL for health care of the beneficiaries in 2007 (difference was only 1.42 Million). During the next year companies spent only 22.3 million out of 47.94 million for the same purpose (difference is 25.6 Million!) (Hespa, 2009). These figures suggest that the governmental program become major source of income for the private insurance companies and their interest or influence on HSRs increased accordingly. At the same time, there are some doubts about business interest of some members of the government.
International experience indicates that professional medical associations and labour unions generally play an active role in HSRs. In case of Armenia and Georgia their role in the reforms is little documented. General perception is that professional associations have some power inside their members. However, outside they have little influence on the trends of HSRs. 
3.3 Economic factors and health sector reforms

Economic factors are important indicators of a country’s development. Below are described various economic factors – like GDP per capita, total health expenditure as a % of GDP, government’s share in total health expenditure, inflation, etc. and their influence on HSR is identified. Economic factors play decisive role in the population’s access to health care services. In this case, the role of the state is crucial to ensure the accessibility of its population to health services. 

The general economic context of Armenia and Georgia was already described in the section 1.5. In this section attention will be given influence of these factors on HSRs. According to the WHO estimates, the total health expenditure as share of GDP in Georgia is higher than in Armenia. It is interested to note that since 1999 total health expenditure as percent of the Georgian GDP showed upward tendencies. The situation is absolutely opposite in Armenia, where since 2001 total health expenditure decline as share of GDP and it was 5.4% in 2005. In the same year, total health expenditure was 8.6% of the Georgian GDP. Below, in the graph 13, are graphically shown these changes:

Figure 13: Total health expenditure as % of GDP in Armenia and Georgia, 1998-2005
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However, if public sector expenditure as a share of total health expenditure is considered – the Georgian indicator is much lower than Armenian one. The public spending was only 19.5% out of total health expenditure in 2005, while the Armenian government covered 33% of total health expenses in the same year. However, even Armenian public sector spending is low and incomparable to CIS, EU new member states or EU average indicators:

Figure 14: Public sector expenditure as % of total health expenditure, 1998-2005
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Source: WHO, European Health for All Database

Coming from the figures presented above, it is evident  that the biggest portion of mobilized health revenues comes from out of pocket payments in both Armenia and Georgia. The figure 21 shows the share of out-of-pocket payments in total health spending in CIS, Eastern and Central European and other comparator countries. Georgia is in the top, with highest out-of-pocket payments, accounting for 77 percent of total health expenditures in 2005, according to WHO estimation. Armenia has also one of the highest out-of-pocket payments, reaching 60% in 2005:

It is estimated by various experts that substantial part of out-of-pocket payments in both countries comes from individuals and households’ expenditures for pharmaceuticals. However, neither the WHO nor other organizations have exact figures on share of the cost of pharmaceuticals in total health expenditure.

Due to high rate of out-of-pocket payments, it may seem logical that the GoG has made the efforts to promote health insurance in the country. Health insurance is widely applied in many countries to reduce market imperfections and protect households from catastrophic expenditure on health. However, it was not the first attempt of the GoG to introduce insurance-based health care system. Social health insurance initially was introduced during mid-1990s. However, this reform actually failed and did not meet its goals. According to experts, the main reason of the social health insurance failure was lack of institutional capacity to run this system. The decision to move to social health insurance was made hastily without creating relevant institutions at first (Collins, 2003). Additionally, high level of unemployment and large informal sector made it difficult to run this system universally. To mobilize adequate financial resources from the state budget for this purpose become impossible in the presence of acute economic crises and high level of corruption among the state agencies.
The GoG considered HSR as an integral part of wider economic reforms. As it was already mentioned the main idea of these reforms was to conduct all-embracing privatization and increasing role of private players. Therefore, instead of social insurance the government decided to promote private health insurance, which is going to be the main source for health-care financing in Georgia. The government have contracted private insurance companies and granted them public finances as insurance coverage for those living in extreme poverty (around 15% of the population as determined in the rank-based poverty database) (MoLHSA, 2007). Others should purchase private insurance themselves or pay out-of-pocket. At the same time, the government actually abolished all state supported health care programs for the population between 3 and 60 years of age. 

In General, liberal economic reforms may have direct and indirect effect on health care system and population health. At the initial phase, deregulation, cutting down public health programs and government subsidies can have adverse effect on accessibility and quality of health care services. This process would have direct impact on the health status of population and as a result health (particularly, for poor and vulnerable groups) would be deteriorated. Reducing government services and greater reliance on private sector together with raising prices will indirectly affect on health of population.  Morbidity and mortality is anticipated to be increased (Peabody, 1996). This was a case, particularly, for the Eastern and Central European countries that adopted shock therapy measures in their economies during 1990s. Radical transformation from communism to market economy caused substantial increase adult mortality rate in those countries (Stuckler et al, 2009). In case of Georgia, the effect of liberal economic reforms on population’s health is currently difficult to estimate as these reforms started only few years ago. However, their impact on accessibility and quality of health care services can be measured and these questions will be discussed in the final part of this paper. 

It is noticeable that even IFIs (WB, IMF), which support privatization and the development of private insurance system within the health sector, have noticed that this process needs to be implemented very carefully and under development of appropriate regulations (World Bank, 2006). In this process the active role of the government’s is very crucial. The IMF in one of its latest reports stresses attention on the danger that is especially common for the countries with transitional economy:

“In the countries of transitional economy, people creating economic politics often do not understand the role of government in the sector of healthcare. (…) very often politicians think that healthcare sector can obey to the general economic principles. This occasion is caused because they do not acknowledge the serious failures of micro economy that take place on the market of healthcare. Commonly they reject the significant role of government in the improvement of these failures” (IMF, 2007).  
However, these advices have been hardly heard by the Georgian reformers. After initiation liberal reforms in health sector, the role and influence of international donors and experts subsequently diminished. Bendukidze declared that the GoG had capacity to reform its health care system and the assistance from international donors and experts would not be required anymore. As a consequence all major health sector projects funded by various international donors (EC, DFID, and etc.) were stopped or modified and many international health experts left the country in 2007.

In case of Armenia, international donors still remain influence on design and planning of HSRs. As it was already mentioned economic growth of Armenia has very much depended on huge external support (from donors and big Armenian diaspora). Therefore, the government in designing HSRs actually followed their recommendations and suggestions since the independence. As a result, more gradual changes rather than radical transformations are observed in all Armenian HSRs. Here, also should be noted that Armenia is land-lock country. Armenian border is closed to two its major neighbours – Turkey and Azerbaijan – due to political reasons. This makes Armenian economy in the handicapped position and does not allow the government to make radical changes.

3.4 Social factors and health sector reforms

Together with political and economic factors, social factors can have influence on HSRs and their direction. Changes in health sector organization, accessibility to and utilization of health care services, treatment and care procedures of patients very much depends on social and cultural norms and only political or economic factors are not enough to explain these variables. 

There are some similarities in social and cultural norms of Armenians and Georgians. These countries always have had close relations in their history. However, the most decisive period that had influence in the formation of current social relations and cultural norms in Armenia and Georgia was the Soviet time. The main characteristic of the health care system during the Soviet time was its universality. The state actually destroyed all social and cultural barriers and made health care accessible for the whole population.

After the independence, Armenia and Georgia started painful process of the nation formation. Both countries experienced military conflicts and civil unrest that made subsequent influence on social relations and norms. Political instability and economic collapse further contributed to this process. However, initially the influence of changing social circumstances on health care and its reforms was less vivid. The general perception about health system in both countries remained similar – state should guarantee universal access to health care services for the whole population. In reality, it was not a case due to acute shortages of financial resources for health care. Therefore, both countries developed basic benefit package (BBP) to ensure that the population had access to, at least, some basic services.

In order to better understand HSRs, they should be analyzed in a wider context of social policies. It is generally accepted that poverty and poor health are interrelated concepts (Gwatkin, 1999). High level of unemployment (this issue is particularly acute for transitional economies), ineffective social security system, high level of migration and other social issues have strong influence on the health of population and ultimately on the design of HSRs. On the other hand, health is a very important factor for the development of a country. Therefore, governments should consider investments in social security and social welfare systems as inevitable investments in human capital that promotes future development and economic growth.
Unemployment became an important social issue in Armenia and Georgia after the independence. According to WHO, unemployment rate rose in both countries (particularly in Georgia) during 1990s. In Armenia, this trend has reversed since 2000 and unemployment rate fell from 11.7% (2000) to 6.7% (2007). In Georgian case the rate of unemployment rate continued to rise (particularly, after the Rose Revolution in 2003) and reached 13.8% in 2005. In the Figure 15 below, these trends are well indicated:
Figure 15: Unemployment rate in %, Armenia and Georgia, 1993-2007
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In case of high level of unemployment and weak social security system, the remittances and transfers from abroad played crucial role for many households in making ends meet. Due to large foreign diaspora, Armenian households have been more favourable position compared to Georgians. At the same time, Armenia retained close ties with Russia where majority of seasonal workers reside (both Armenians and Georgians). The situation for Georgian migrants was particularly exacerbated after the situation between Russia and Georgia become tense in 2006 and many Georgian seasonal workers were forced to depart Russia. All these developments had profound effect on the well-being many Georgian households that adversely effected to the health status of their members. Here should be mentioned that several Georgian migrants died even during the deportation process (UNHCR, 2009).
Changes in the age structure of population is another determinant of demand for health care services. Like many other countries population aging presents serious challenges to Armenia and Georgia. As it was mentioned above the fertility rate considerably decreased in both countries since the independence. At the same time, due to armed conflicts number of Armenian and Georgian residents died at younger age. These developments caused significant shift in population age structure. According to WHO, the share of population aged above 65 years increased from 6% (1991) to 11% (2006) in Armenia. The similar trends were indicated in Georgia, which historically had higher share of aged population than Armenia. 14% of Georgian population was above 65 years in 2001 compared to 9% in 1991 (unfortunately, WHO does not possess more recent data) (WHO, 2009). These figures indicate that health care needs (and also demand) should be higher in Georgia that presents additional pressure for health planners to implement adequate changes.
The main changes in social relations happened after the Rose Revolution. This event caused the shift of paradigm in understanding role of the state, market and society. A neo-liberal ideology became the main driving force regulating economic or social relations. Universality was not considered as a main principle in providing health care and the shift was made to the residual approach. The GoG has considered that individuals should take more responsibility on their health issues and the state has no obligation to provide full spectrum of health services for the whole population. 
In case of Armenia, there have been no major changes in social relations that had effect on HSRs. Universal access to health care (at least at primary level) remains fundamental principle of all Armenian HSRs. It is Interesting to notice that out-of-pocket payments remains as an “unwritten law” in Armenian health care. Everybody – from an ordinary patient to higher health authorities – knows and agrees that a patient should make unofficial payments to the doctor. This perception that had its origins in the Soviet times still has strong roots in the Armenian society. Some authors consider that consumer culture plays an important role in this process. People usually have more individualistic approach in social relations in wealthier and more “westernized” societies of the former Soviet bloc.  Therefore, in these countries informal payments are less and they usually are the expression of search for better quality. On the other hand, culture is more collectivist in the poorer countries (e.g. Central Asia). In this case, patients respond to resource shortages of providers with informal payments (Thompson and Witter, 2000). Informal payments in Armenian health sector can be placed in the letter category.

Another important factor that affects informal payments and ultimately accessibility, cost and quality of the medical services is the scope of corruption in a society. High level of overall corruption in a particular society encourages informal payments in health care (Thompson and Witter, 2000). The GoG has made impressive achievements in reducing corruption during the recent years. According to the Transparency International, the corruption perception index (CPI) is much lower in Georgia than few years ago. The country moved from 133rd position to 67th during the period of 2004-2008. These figures are in sharp contrast to the Armenian CPIs. Armenia has backward tendencies in corruption and moved from 85th position to 109th in the world ranking during the same period (Transparency International, 2009). This can be one of the explanatory factors of persistence of high level informal payments in Armenian health care system.

Chapter 4 Outcomes of health sector reforms in Armenia and Georgia

4.1 Accessibility to health care services

Accessibility to health care services is one of the major characteristics to judge on effectiveness of HSRs. It is particularly important that equity in health care provision was guaranteed: individuals with equal needs should receive equal treatment. This issue is particularly important for low and lower middle income countries (like Armenia and Georgia), where universal coverage is not present and the government cannot afford to provide free health care for the whole population. As Armenia and Georgia inherited extensive medical infrastructure and numerous medical workforce from the Soviet time, the issue of geographical or cultural accessibility was less acute for the population of these countries. Therefore, below I will refer more the problems of financial accessibility to health care services.

The case from Armenia and Georgia showed that in spite of the governments’ efforts, the level of out-of-pocket payments still remains high. To deal with this issue the government of Armenia made PHC free for entire population. As it was already mentioned, the substantial part of the public expenditure on health goes to PHC. The GoG decided to actively promote private health insurance and use public money to insure people living below the poverty line. These decisions – in both cases – can improve accessibility of poor and vulnerable population groups to health care services. However, some important challenges remain that the governments need to take into consideration.

In case of Armenia, out-of-pocket payments are so high in the secondary care that these services are hardly affordable for the majority of population. The problem of illegal payments remains even in PHC. However, in this case, the amount paid to a doctor is considerably small. Very often people rely on their social network of family and friends to pool the money for medical treatment. So far, the government has unsuccessful attempts to develop health insurance in the country. Private health insurance is underdeveloped. Currently, it covers only staff of international organizations and some private companies. The introduction of insurance system can be positive step in pooling risk and making health services more affordable.

The decision of the government of Armenia – give maternal and child care services high priority – seems quite logical coming from the existing circumstances. Every pregnant mother is given voucher that guarantees free medical treatment. A mother just needs to present the voucher in the hospital to get maternal care. The similar situation is in the treatment of children under the age of seven. Even socially vulnerable children (who may not have registration) get free treatment. The MoH has strict control to ensure appropriate work of this system. The results are also evident. The country has good progress in reducing maternal and child mortality. The maternal and child mortality rates have been actually halved during last decade and they are getting closer to the European average. 

The optimization of health facilities also contributed to improve accessibility of patients to health care services in Armenia. Due to this reform most of in and out-patient services are concentrated in one place. The optimization made referral process easier and flow of information smother. Patients can save time and travel expenses as they do not need to go from one facility to another. However, on the other hand, optimization has adverse impact on geographical accessibility. 

In case of Georgia, the recent HSRs have different direction. Neo-liberal ideology has strong influence on all reforms implemented by the GoG since the Rose Revolution. Of course, the health sector was no exception. Process of privatization of all health facilities and increasing role of private players were main features of these reforms. At the same time, the government has taken significant steps for providing primary and secondary medical services to the poorest residents by creating the database and identification of such people. However, the government’s decision was not to provide health services directly to poor people. Instead, they decided to insure the poorest population through private insurance and pay public money to private insurance companies for that. With this reform the government aimed to kill two birds with one stone: to decrease high level of out-of-pocket payments and promote the development of insurance market in Georgia. As a result if before the reform only 1.5% of Georgian population had private health insurance, currently about 20% of the total population has it (MoLHSA of Georgia, 2009). Here, should be asked the main question: what 20% health insurance coverage means in terms of accessibility of the population to health care services?

The GoG hoped that if they pay the insurance premiums for the poorest population the rest would be able to purchase private health insurance themselves. However, according to the official statistics much more people in Georgia (than are officially registered in the poverty database) are living in poverty. According to the WB’s recent estimate, in spite of some positive changes, large part of Georgian population still lives in poverty (World Bank, 2009). It means that substantial part of Georgian population cannot afford to purchase private health insurance. The situation is further exacerbated by the fact that promotion of private insurance increased the prices of medical services. Therefore, now people need to pay more for their health care than before this reform took place. At the same time, inclusion of poor people in the state supported medical assistance program has not done precisely. Targeting was based on proxy means test alone. Evidence suggests that this process always suffers from under coverage and leakage error (Hou and Chao, 2008). Similar was the outcome of identification of the Medical Assistance Program’s beneficiaries in Georgia. According to Health Utilization and Expenditure Survey (HUES), only 20% of the population in the poorest quintile are beneficiaries of this program and about 30% of beneficiaries come from non-poor quintiles (MoLHSA, 2007). 
Additionally, in late 2008 the MoLHSA significantly modified the package of the State programmes to be financed in 2009. The revision included not only increasing of allocations to the programme on State health insurance for the people below the poverty level, but also abolishment or significant budget cuts for number of other State supported health care programmes. This included the cancelation of universal support to PHC, meaning that population, who do not fall into the categories that are subsidized by the government through the programme for health insurance for the poor, should cover PHC service costs by their own. This modification had detrimental effect on the PHC providers (as the government stopped paying the salaries to physicians and nurses), and particularly, on people who now should pay for PHC services mostly out of pocket. 

Recently, the GoG realized that substantial part of Georgian population does not have private insurance and their financial accessibility to health care services has been worsened. It means that in case of serious illness, the individuals without insurance can have catastrophic expenditure on health care. Therefore, in order to increase accessibility the government initiated new program for the population aged between 3 and 60 in 2009. This program is called “cheap insurance”. Through this programme the government incentivises the population above so called “the poverty level” to co-finance the insurance package with 20 GEL per annum, while paying 40 GEL annually from the State budget. Monthly premium is 5 GEL, and the service package offered is limited respectively, covers mainly emergency services and only some elements of PHC. The MoLHSA expectations were that at least 500 000 people will buy this package in 2009, and the number of beneficiaries would grow in 2010. However, Up to date, only about 100000 people bought the “cheap insurance” package (MoLHSA of Georgia, 2009). It means that this program actually failed and absolute majority of Georgian population does not possess any kind of insurance and is not covered by state supported health care programs. This can cause catastrophic expenses for households in case of serious illness of their members.

4.2 Quality of health care services

Quality of provided services is another important concept that measures the success and effectiveness of HSRs. It is not easy to define quality because there are more than 100 definition of quality.  In general terms, “quality is achieved when needs and expectations of the customers are met on a continuous and consistent basis. The quality of health care is the extent to which care provided achieves the most favourable balance between risks and benefits” (Glossary of Quality Terms, 2000).

Governments’ health policies often include statements about quality. However, achieving actual quality in health care is a very difficult task, especially, in the settings where the resources are limited. Other reasons preventing good quality of care are time constraints and low motivation among medical staff.  Of course, generally governments should have strong monitoring mechanisms to assure quality of provided health services. However, evidence showed that quality statements that apply to particular aspects of health service delivery are much more manageable and specific quality objectives are much more useful. It is much easier to achieve success when quality improvement strategies come from the staff of medical facility (Liverpool School of Tropical Medicine, 1999). Here, the main question should be what motivates health managers and providers to set and follow certain quality standards?

The GoG considers that like many other sectors, free market and competition are main mechanisms that contribute continuous quality improvements in health care. However, experts express doubts about this assumption, for example, according to Kumaranayake “a shift towards privatization may also lead to an inappropriate mix of health care services. For patients with imperfect knowledge, items such as pharmaceuticals and injections are visible indicators of the quality of service. Thus, one would anticipate that private practitioners may try and signal quality through these mechanisms and this can lead to irrational prescribing practices” (Kumaranayake, 1998). 

This issue is particularly problematic in Georgia, where two biggest pharmaceutical companies own not only pharmaceutical factories and extensive network of pharmacies but also hospitals and clinics. Therefore, they can easily promote “their medicines” in “their hospitals”. Pharmaceutical companies even offer various bonuses to doctors if they prescribe their medicines to the patients. This problem is further exacerbated by the facts that currently there is no mechanism of quality control of the locally produced pharmaceuticals and the same private companies are providers of both primary and secondary health services. Thus, without relevant state regulations the risk that often patients will be inappropriately treated is high.
Another issue that can effect quality and cause cost-escalation is unnecessary use of high technology equipment and over-reliance on laboratory tests. This trend is already evident in Georgia, where private companies are opening more and more clinics with high-tech equipment and making extensive advertisement campaigns to attract patients (main focus of these advertisements is on high-tech equipment and modern infrastructure). This strategy works, as people (especially, outside health sector) often associate quality of care with modern infrastructure and technology. The members of GoG often emphasized the importance of these aspects in health care. However, evidence suggests that quality competition in health care rarely results improvements in process quality. At the same time, this process leads to excessive (and often unnecessary) accumulation of high-tech equipment.  
Many experts also express concerns regarding the management of hospitals by the Georgian private companies as they have not had any experience in this field before. In this case, it is important to have an appropriate regulatory framework that ensures the quality of the health care services provision in the short and long terms. However, the GoG abolished many regulatory agencies (regarding them as corrupt institutions) and aims to have as few regulations as possible. Even the WB posits a significant role for regulation in achieving these positive benefits from privatisation:

“Strong government regulation is also crucial, including regulation of privately delivered health insurance to encourage universal access to coverage and to discourage [perverse] practices that lead to overuse of services and escalation of costs..... As less developed countries take steps to encourage a diversified system of health service delivery, they need to strengthen government’s capacity to regulate the private sector. Regulations are required to ensure that quality standards are met, that financial fraud and other abuses do not take place, that those entitled to care are not denied services, and the confidentiality of medical information is respected” (World Bank, 1993).

In case of Armenia, as it was already mentioned the main priority is given to PHC. The government has developed strict monitoring mechanisms to ensure quality of PHC services. MoH has not only theoretically developed explicit indicators to achieve quality of care but also put substantial efforts in their practical implementation. The assistance from the USAID Primary Healthcare reform Project need to be emphasized. In the framework of this project the clinical “best practices” standards were developed as well as accreditation, licensing and continuous quality control procedures established. At the same time, the project contributed training of 40 quality coordinators, whose responsibility is to check quality of PHC services in the regions (USAID, 2009). The main problem in ensuring quality is inadequate funding that is particularly evident in the secondary and more specialized health care. However, great attention of the government of Armenia to PHC services and ensuring high quality of care in the primary level can help avoiding preventable diseases and substantially decrease the number of complications.
4.3 Cost-effectiveness in the delivery of health services

Cost-effectiveness is another important indicator for assessing HSRs. Actually all HSRs are struggle between cost-effectiveness at the one hand and equity and quality criteria on the other. The question is how to achieve efficiency in the delivery of health services and simultaneously ensure accessibility to and quality of those services. This issues is problematic in all societies. However, it is particularly acute for low and lower middle income countries, where the resources for health care are particularly scarce.

Many experts consider that the recent HSRs in Georgia were mainly based on efficiency criteria and have been implemented for achieving economic sustainability only. The GoG believes that the problems within health sector were mainly caused by extensive involvement of the previous governments in the provision of health care. The public sector actually failed to provide effective and high quality care to the population. Therefore, the solution lies in promoting market mechanisms and complete privatization of health system. Currently, problems associated with market failure in health sector are less considered. However, these problems exist in all societies and market failure can have detrimental effects on equity and quality of health care.

It can be said that promoting privatization and private health insurance by the GoG was mainly motivated by political factors and questions related to cost-effectiveness were little considered. In this respect, it is interesting to mention the studies done by the MoLHSA and WB’s experts. In these studies initial impact of Medical Assistance Program for Population below the Poverty Line (MAP) was evaluated. This program started in 2006 and initially it was administered by the public body – Health and Social Programs Agency (HeSPA). Private insurance companies were contracted a year later. However, initial assessment of this program showed that HeSPA was quite successful and cost-effective in the administration of this program. The program’s expenditure over the six-month period of 2006 amounted only 7.4% of total government expenditure on health. Particularly, administrative cost was very low – 1.5% of the total cost of the program. At the same time, MAP had impressive results in improving accessibility and utilization of health care services by the poorest population of Georgia (Chanturidze et al, 2007). In spite of such achievements, the government decided to contract private insurance companies instead of HeSPA for administration of this program. Consequently, MAP’s expenditure considerably increased from 36 million GEL in 2007 to 75 million GEL in 2008 (Hou and Chao, 2008). This fact is clear illustration that political factors played decisive role in the Government’s decisions on HSRs.
In Armenian case, the problems associated with inadequate funding for health care services are obvious. Out-of-pocket payments still remains as a main source for health care financing. Although, the government of Armenia has privatized some health care services and facilities – the results were not homogenous – some hospital could improve their performance, the others could not. However, the share of private hospitals is very insignificant in the total health provision and they are accessible only for minority of the population. 

Generally is perceived that informal payments are less in the private sector. Therefore, privatization can be seen as a way to reduce such illegal payments. However, anecdotal evidence suggests that informal out-of-pocket payments are even higher in private hospitals than public ones in Armenia. This happens because the private hospitals have better building, conditions and more sophisticated diagnostic equipment. As a result the patients of private hospitals feel compelled to make higher out-of-pocket payments (Radio Liberty, 2009).

The government of Armenia also decided to privatize family medicine services and developed adequate regulatory framework. However, this process has slowed down as a result of economic recession. At the same time, there are different opinions on this issue among the members of the government. Many officials think that it would be better if the government maintains strict control over the whole system and hesitate to give private providers more freedom. 

Thus, it is evident that questions related to cost-effectiveness have been little discussed in HSRs of both countries. Of course, improvement in efficiency was a major component of the recent HSRs in Georgia. However, problems related to market failure in health sector have never been thoroughly discussed and considered. It can be concluded that these reforms have been mainly politically driven and motivated.
Chapter 5 Conclusion

This paper compared HSRs in Armenia and Georgia. The attention was given to historical, political, economic and social factors that shaped these reforms and affected institutional/structural changes. On the other hand, the effects of the institutional changes on accessibility, quality and cost-effectiveness of health care services were explored. This paper was attempt to fill gap in analyzing HSRs in post-Soviet countries and looked broader context of these reforms. This was s story about different developments in HSRs in the neighbouring countries that have comparable social-economic characteristics and similar initial reforms after the independence.
General conclusion is that various factors mentioned above had strong influence on the trends of HSRs in Armenia and Georgia. The Soviet legacy played important role at the earlier periods of the independence in understanding the role of the state in health care and designing HSRs. Universal accessibility to health care services remained as a basic principle of HSRs. However, because of political instability, economic collapse and military conflicts ensuring universality in health care was practically impossible. The analysis of HSRs in Armenia and Georgia beginning from the second part of 1990s showed that they were mainly politically motivated. 

While considering political factors and their influence on HSRs the role of IFIs should be emphasized. The WB became the main advisor for designing HSRs in Armenia and Georgia. However, these reforms had many shortcomings in the implementation phase. Both countries suffered from weak institutional and technical capacity. Often HSRs were designed and implemented hastily without creating relevant institutions and technical skills at first.

The influence of political factors has particularly become evident after the Rose Revolution in Georgia. The government declared that it had clear vision about the future of HSRs and the assistance from international community was not required anymore. Actually all international programs aiming to reform the health sector ceased and many health experts left the country. The government considered changes in health sector as a part of broader economic reforms. Therefore, neo-liberal ideology and neo-classical economics have been main determinants of the trends in HSRs during the recent years in Georgia. Political factors were dominant in designing HSRs in Armenia. In this case the Soviet legacy and political populism have played important roles. 
At the same time, social factors played an important role in trends of HSRs. High level of unemployment, migration and considerable increase of aged population adversely affected on the population health status and put higher pressure to the Armenian and Georgian health system planners to meet the needs of their population. The analysis revealed that these problems have been particularly acute in Georgia, where the level of unemployment has been higher, the large part of migrants have been suffered from unfavorable conditions (due to conflict with Russia) and share of aged population considerably increased during the last two decades. Coming from this situation radical changes in health care system of Georgia may seem logical if they will produce positive results. Here question is what are the outcomes of HSRs in Armenia and Georgia at the present moment? 

If the outcomes of HSRs are considered, general conclusion is that both Armenia and Georgia still have serious challenges in ensuring accessibility to quality health care services for the majority of population.  In case of Armenia, universal PHC and maternal and child care are guaranteed, but serious problems remains in accessibility to secondary and more specialized care. If the situation in Georgia is considered, at the moment about 20% of Georgian population (mainly poor population groups) are covered by private health insurance and have access to primary and secondary services. The others primarily relay on out-of-pocket payments that present serious challenge for the Georgian health sector reformers.

In spite of the mixed results, the countries made the progress in some areas that can be learned and shared:

· In case of scarce resources, universal access to PHC can be important step in improving accessibility, preventing diseases and avoiding complications. Armenia has made good progress in this direction.
· Given the demographic picture of Georgia, the government should prioritize maternal and child care services and make it universally accessible. 
· Ensuring quality of care is a serious challenge for every HSR. This problem is particularly evident in Georgia as the government has loosened regulations and refused to maintain any involvement of the state in the market. The international evidence does not justify this approach as serious failures exist in the health care market and active state involvement is absolutely necessary to avoid these failures.  
· Corruption is one of the determining factors of illegal payments in health sector in Armenia. The scope of illegal payments is huge and actually whole secondary and more specialized care relies on it (both public and private). Improving governance, clearly defining responsibility and making more transparent rules and regulations can help to minimize illegal payments and other facts of corruption in the health system.
Recommendation for future research

As main divergence between Armenian and Georgian HSRs took place in 2007, it was not possible to study effects of these reforms on the health status of population. The effect of HSRs on health outcome can be recommended topic for the future research.

Notes
Interviews were conducted with:
Vakhtang Surguladze – Head of HeSPA, Georgia

Alessia Bertelli – Representative of OxfamNovib, Netherlands

David Gogolishvili – Deputy Director of Welfare Foundation, Georgia
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Appendix 2

The major demographic and social-economic indicators of Armenia and Georgia, the latest available data, 2005-2007 

	Indicator
	Armenia
	Georgia

	Mid-year population
	3226520
	4388400

	Ratio female to male population
	1.07
	1.11

	Life expectancy at birth, in years
	73.08
	73.1

	Female-male difference in life expectancy
	5.9
	7.4

	% of urban population
	64
	52

	Literacy rate (%) in population aged 15+
	99.4
	100

	Gross national product (GNP), US$ per capita
	1920
	1580

	Gross domestic product (GDP), US$ per capita
	1017
	1151

	UNDP Human Development Index (HDI)
	0.775
	0.754

	Infant deaths per 1000 live births
	13.04
	19.7

	Maternal deaths per 100000 live births
	14.96
	20.21


Source: WHO, European Health for All Database
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