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1. INTRODUCTION 

Making progress toward universal health coverage (UHC) can seem costly to governments, whose 

resources and stewardship are needed to make change equitable (WHO 2010a). Expanding coverage to 

previously excluded populationsñoften poorer segments with heavier disease burdensñrequires 

governments to address barriers to access, including financial barriers. In addition, new technologies, 

some of which may not be cost-effective, attract patients and providers alike (Saini et al. 2017).  

Governments seeking to advance UHC have three options: (1) increase government revenue for health; 

(2) cut costs by limiting coverage (e.g., remove services from a benefit package, increase cost sharing, or 

underfund inputs); or (3) increase efficiency in the use of funds (Cashin et al. 2017). Global experience 

indicates that all of these options face limitations and tradeoffs. Raising new money (option 1) is limited 

by weak tax enforcement, a small tax base, competing public priorities such as education, and other 

factors, particularly, in low- and middle-income countries (LMICs). Limiting coverage (option 2), 

particularly when aimed at poor and vulnerable populations, contradicts the objectives of UHC. 

Improving efficiency of health spending (option 3) is desirable but may encounter resistance from those 

who benefit from wasteful spending. A combination of the three options is almost always necessary 

(Cashin et al. 2017).  

This paper focuses on strategic health purchasing 

(SHP) , a policy lever governments can use to improve the 

efficiency of health spending along with equity in the health 

system and the quality of health care goods and services 

delivered. All health systems purchase health care goods 

and services through one or more purchasers . 

Households are purchasers when they pay providers out-

of-pocket for their health care, a regressive and inefficient 

arrangement. Third -party purchasers  are those paying 

on behalf of households/patients and include institutions 

such as government agencies, public and private insurance 

organizations, or possibly ministries of health delivering 

health services to their citizens using input-based 

budgeting. Purchasing becomes strategic or active when 

third-party purchasers deliberately design and use 

evidence-informed arrangements for selecting the health 

goods and services to buy, determine which providers to 

buy from, and pay the providers to deliver the covered 

services. These arrangements create financial incentives 

for providers to contribute to health system objectives. In 

contrast, passive purchasing is characterized by 

arrangements that are based on historical precedent, and 

miss an opportunity to use purchasing to purposefully 

improve access, efficiency, quality, and equity of service 

delivery (Box 1). 

Many countries at all economic levels are engaged in 

reforms to make purchasing for health care services more strategic, but face challenges in design and 

implementation. There is a growing global literature and multiple guidance documents that support 

LMIC governments and other stakeholders through the process (see Annex 1 for an annotated 

Box 1.  Potential benefits of 

Strategic Health Purchasing  

Efficiency:  

¶ Prioritize cost-effective health 

services such as primary care 

¶ Incentivize prevention and health 

promotion 

¶ Reduce wasteful spending on 

unnecessary services 

Equity and Access:  

¶ Pay providers to work in 

underserved areas, serve 

vulnerable populations 

¶ Reduce incentives to collect 

informal fees from patients 

Quality:  

¶ Make payment contingent on 

meeting accreditation standards 

or following clinical treatment 

guidelines 
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bibliography). Missing is a succinct framework for understanding the critical functions necessary for 

strategic purchasing of health care, and how governments and other actors improve their ability to fulfill 

these functions.  

Led by Dr. Cheryl Cashin, the USAIDõs Health Finance and Governance (HFG) project and the Gates 

Foundation developed a framework to fill this gap. The team drew upon the existing SHP guidance 

documents and extensive field work on and documentation of SHP in several LMICs and high-income 

countries (HICs) to develop the SHP Progress Framework. The framework is intended to help 

policymakers and practitionersñespecially purchasing agencies and health sector plannersñvisualize the 

progression from passive to active or strategic purchasing across two sets of essential functions: 1) 

health system functions that enable SHP, and 2) functions fundamental to the purchasing system itself. By 

visualizing this progression and country examples of functionality, stakeholders will be better able to 

design and adapt holistic, integrated plans for strategic purchasing reforms.  

This report presents the SHP Progress Framework and examples of its application in both HIC and 

LMIC settings, including Germany, Canada, and Tanzania. It looks across the examples to identify the 

characteristics of mature and maturing systems. The report ends with a discussion of ways LMIC 

policymakers and practitioners can apply the framework and lessons from these examples to inform 

their reform agendas. 
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2. STRATEGIC HEALTH PURCHASING PROGRESS FRAMEWORK 

The SHP Progress Framework is presented in Section 2.1. Sections 2.2 and 2.3 detail the structure and components of the framework. Section 

2.4 recommends steps for applying the framework in country context. Section 3 provides case studies using the framework, and Section 4 offers 

considerations to policymakers and practitioners when implementing SHP reforms.  

2.1 SHP Progress Framework 
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2.2 Framework for Government Health Purchasers 

The intended audience for this framework is government 

stewards of health system strengthening (HSS) who are 

interested in using SHP to shape service delivery 

outcomes as part of their countryõs strategy to progress 

towards UHC. The framework focuses on purchasing for 

government-managed or government-sponsored health 

financing schemes which include schemes labeled as 

òinsuranceó and a government paying for its own health 

facilities and medical providers to provide services (e.g. 

National Health Service in the United Kingdom). While 

the principles of strategic purchasing can and are used by 

private insurers, in the LMIC context, the focus on 

government schemes is justifiable since private health 

insurance typically accounts for only a small percentage of 

total health spending. Also, according to recent studies, 

private voluntary health insurance is not associated with a 

reduction in population out-of-pocket spending nor with 

coverage of underserved populations leading towards 

UHC (Pettigrew and Mathauer 2016).  

Ideally, this framework should apply, in line with Kutzin 

(2013), a health systems lens to the discussion of SHP. In 

other words, policymakers should consider SHP for all 

government-financed purchasers collectively, where 

multiple financing schemes exist. For example, many 

countries in Latin America have a social health insurance 

for formal sector employees, public health facilities for all 

citizens, and special schemes for the poor such as Seguro 

Popular in Mexico (World Bank 2015). Where multiple schemes exist, the authors recommend applying 

this framework across all schemes, or to each scheme in turn, to explore economies of scale and 

reduce fragmentation between schemes. In some cases, this approach may not be initially feasible for 

stakeholders; if so, they can then begin by applying this framework to the largest of the schemesñthe 

one which pays for services on behalf of the largest number of people, or with the largest amount of 

funding, relative to other schemes. In these cases, it will be critical to think about function 2.3.3 (see 

Table 2) regarding the alignment in payment methods with other financing schemes.  

2.3 Framework Functions 

The framework summarizes essential functions  for health purchasing, and is not intended to be 

exhaustive. Each function refers to a set of activities that are fulfilled by various health system 

stakeholders and evolve as SHP is conceived and matures, as capacity develops, and as institutional roles 

and relationships change. The framework divides these essential functions into two parts: those that 

support the purchasing system from the health system overall (Part 1) and those that are fundamental to 

the purchasing system (Part 2). Within each part, there are several groups  of functions: Part 1 

encompasses groups 1.1 through 1.3, and Part 2 encompasses groups 2.1 through 2.4.  

Part 1 summarizes a set of health system functions  needed to support purchasing (Table 1). These 

health system functions are categorized under groups that roughly align with some of the World Health 

Organization (WHO) Health System Building Blocks (WHO 2010). These include governance and 

Box 2. Key Terms  

Purchaser : any entity that allocates 

funds to providers of health services, 

medicines, and other health care 

goods on behalf of a population. 

Throughout the text, we primarily 

use the term òpurchaseró to refer to 

third party purchasers ð i.e. all 

purchasers other than households 

paying out-of-pocket for care. 

Provider:  any provider of health 

care services and/or goods such as 

medicines and supplies.  

Contracting:  òa mechanism through 

which arrangements between 

individuals and organizations are 

coordinated; they specify each partyõs 

actions and rewards for a range of 

circumstances and contingencies.ó 

*Source: Figueras et al ed. 2005 
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information (Group 1.1), service readiness and provision (Group 1.2), and sufficiency and institutional 

flow of resources (Group 1.3). Including these functions in this SHP framework highlights the critical 

importance of broader health system performance to enable improved purchasing.  

In Part 2 (Table 2), the first group of SHP functions (Group 2.1) relates to the overall governance of 

purchasing for the financing scheme under analysis. The other SHP function groups are:  

¶ The health care goods and services to purchase (Group 2.2) 

¶ The providers from whom goods and services are purchased (Group 2.3) 

¶ Designing, processing, and monitoring payment (Group 2.4) 

Tables 1 and 2 describe the activities in each function and how their execution can evolve from passive 

to strategic.  

Table 1. Part 1: Description of Health S ystem Functions Needed to Support SHP  

HSS Group  Description of HSS Functions to Support Strategic Health Purchasing  

1.1 Governance & 

Information  

Function 1.1.1 concerns regulatory policies and systems as part of a broader health 

policy environment needed to help govern behavior across the health system and 

reduce asymmetry of information, a common reason for market failures in the 

health sector (Bloom, Henson and Peters 2014). This function involves assigning 

and revising roles and responsibilities for establishing, drafting, updating, and 

enforcing these regulatory policies and systems. Function 1.1.2 highlights the need 

for licensing and accreditation, systems to support quality assurance/quality 

improvement, ultimately linked to provider payment systems. 

Function 1.1.3 covers the activities associated with establishing and strengthening 

mechanisms for accountability, including: systems that support accountability of 

providers to purchasers, purchasers to the public (e.g., through statutory 

guarantee of benefits and patients' rights), providers to the public (e.g., through 

free access to information, score cards, community engagement), and purchasers 

to providers. Finally, Function 1.1.4 underscores the importance of the information 

technology (IT) infrastructure such as electronic medical records to enable and 

adapt with the SHP objectives over time.  

To support the evolution from pass ive to SHP,  government actors will 

invest political capital and funding into improving governance and strengthening 

capacity for SHP over time, thus demonstrating commitment to stewardship for 

SHP. Stakeholders will align regulatory functions with purchasing systems, including 

by refining or establishing processes and actorsõ responsibilities for licensing, 

certification, registration, accreditation, Health Technology Assessment (HTA), 

and patient safety, etc. This often includes establishing third party verification 

processes to verify provider readiness and quality, and establishing applicable 

criteria for suspending or terminating a provider or facilityõs registration, i.e. 

enrollee feedback mechanisms or provider performance data. In mature systems, 

governments usually separate the functions of purchasing and providing health care 

services through institutional architecture to mitigate any perceived or real 

conflicts of interest.  

The capacity and sophistication of the Ministry of Finance (MoF)/public financial 

management (PFM) system will influence what is possible in terms of strategic 
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HSS Group  Description of HSS Functions to Support Strategic Health Purchasing  

health purchasing methods by a government purchaser and public providers (see 

Tanzania case).  

In maturing purchasing systems, accountability mechanisms will be specified in 

detail and transparent. Different levels of accountability will be defined, including 

for example a chief executive officer or managing directorõs accountability to the 

Schemeõs Board and the Boardõs accountability to the Government or Parliament. 

The roles and responsibilities of the Board should be precisely defined including 

what metrics/indicators and data the Board will use to monitor performance on 

which basis resolutions shall be taken, what the composition will be, procedure for 

the appointment/disqualification of the Members, remuneration of the Members, 

etc.  

The ability of payer and provider to exchange health service delivery, patient 

outcome, cost, and other data is fundamental to SHP. IT infrastructure includes a 

unique consumer identifier which may be the same for all social welfare benefits, 

claims management software, national directories of providers and classifiers for 

health facilities, procedures and rules for their change and revision, and rules 

governing data exchange. The rules and standard operation procedures will be 

clearly defined, describing the contents, format and structure of the databases and 

relationships between databases, and parameters on use and manipulation of data. 

In more mature systems, protection and confidentiality of the data is guaranteed. 

Relevant government agencies ensure adequate legislation and operating 

procedures for data protection. 

1.2 Service Readiness 

and Provision  

Stakeholders interested in pursuing strategic purchasing cannot assume that quality 

health services are actually available to purchase, nor that providers are ready to 

respond to a new payment method. Yet, strategic purchasing requires both. 

Function 1.2.1 concerns improving readiness of public and private sector providers 

to deliver quality services covered by the purchaser (e.g. in a benefits package). 

Readiness includes the technical capacity of the clinical staff, provider management 

capacity, health facility infrastructure, and medical equipment. Readiness also 

includes the supply chain for medicines, medical supplies, and medical devices, as 

well as proper warehousing, inventory management, transport, and quantification 

and procurement.  

Function 1.2.2 concerns giving public providers autonomy to spend funds they 

receive efficiently. To realize the potential gains in efficiency and quality, public 

providers must be able to manage staff (hire/fire), supplies, repairs, and other 

inputs. Function 1.2.3 concerns the need for both public and private providers to 

have financial management skills and information systems to engage effectively with 

purchasers in contractual relationships. Related to all three sub-functions of 

Service Readiness, is the potential for SHP to encourage the development or 

strengthening of provider networks that integrate levels of care, optimize referral 

patterns, and are associated with more sophisticated financial management and 

medical record systems.  

To support the evolution from passive to SHP , facilities (including primary 

health care facilities) need to be ready to provide the service package appropriate 
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HSS Group  Description of HSS Functions to Support Strategic Health Purchasing  

for its level of care (primary, secondary, tertiary). New policies, institutional 

arrangements, and PFM systems are required to give public providers autonomy to 

manage funds with accountability. Evolution to SHP requires increasing the 

capacity of all providers, public and private, in financial and management, HMIS, and 

quality improvement so they can respond successfully to SHP incentives. 

1.3 Sufficiency and 

Institutional Flow of 

Resources 

The functions in this group pertain to the first two health financing functions of the 

descriptive framework for country-level analysis of health care financing 

arrangements (Kutzin 2001), including: 1) mobilizing resources and 2) pooling 

resources to do the third health financing function of purchasing health goods and 

services. Figure 1 , below illustrates the relationship between the three health 

financing functions and the institutions typically responsible for carrying them out. 

Purchasing, passive or strategic, requires an institution to act as the payer with a 

sufficient pool of funds ð the middle row in Figure 1. Purchasing systems impact 

and are impacted by the sufficiency of funding and fragmentation in pooling.  

To support the evolution from passive to SHP , pooled funds must be 

sufficient to undertake intended purchasing. Purchasing will influence service 

delivery outcomes more effectively when objectives for purchasing are aligned 

across financing schemes and with supporting systems such as PFM, information 

systems, and civil service. 

 

Figure 1.  The Three Health Financing F unctions  

Source: Kutzin 2001 

 

 

  

1. Mobilize resources

General Government Revenue Donors
Patient 
payments

2. Pool resources and risk Institutions that Pool Resources and Purchase Services

National health insurance

3. Purchase health services and good from providers

NGOs

Government:
Health Centers
District Hospitals
National and referral hospitals

NGOs
Community 
organizations

Private:
Hospitals
Clinics
Pharmacies

Ministry of Health Ministry of Labor or 
Social Security Institute

Companies ςpublic 
and private
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Table 2. Part 2: Description of Functions Needed for SHP  

SHP Group  Description of Purcha sing Functions to Support Strategic  Purchasing  

2.1 Governance of 

Purchasing  

The first three functions (2.1.1, 2.1.2, and 2.1.3) relate to the design phase when 

policy makers make high-level decisions about the purpose and structure of the 

purchasing system. These decisions set the direction for purchasing by specifying 

the goals purchasing is intended to achieve (efficiency, equity, quality), the 

purchasing arrangements and payment methods  that will facilitate achieving 

those goals, the data systems  that will support effective use of the payment 

methods, and the institutions  that fulfill functions for purchasing and related 

systems.  

The next three functions (2.1.4, 2.1.5, 2.1.6) relate to implementation and 

refinement as part of overseeing the fulfillment of purchasing functions.  

2.1.4. Planning for implementation  or refinement includes sequencing of steps, 

potentially beginning with pilots, and assigning responsibility for completing them. 

In some cases, this might involve establishing new institution(s) (e.g., a health 

insurance fund, accreditation agency), and assigning roles, responsibilities, and 

relationships across all institutions that play a role in SHP. Overseeing progress  

occurs by comparing design with implementation and monitoring the institutions 

to ensure they fulfill their intended roles and responsibilities, and that they are 

managing the changes implicated through reform.  

2.1.5. A related function is ensuring that institutions and staff have the required 

capacity (or are building them) to fulfill their functions.  

2.1.6. Another function is communicating and engaging with a broader group of 

stakeholders, including (a) health care providers to ensure they understand the 

intended incentives of SHP and to increase their willingness and capacity to 

participate in an active purchasing relationship with the purchaser and (b) the 

public to ensure consumers and patients understand the goals of SHP, service 

package(s) to which they are entitled, and any co-payments. 

In passive systems, decisions about goals, purchasing arrangements and payment 

methods, data, and institutions may be made implicitly and are continuation of the 

status quo. In systems that use input-based budgeting to pay for health care 

providers, infrastructure, medicines, etc., purchasing goals may be related to 

compliance and convenience. These payment methods allow governments with 

limited capacity to maintain strong administrative control over spending in a 

historically accustomed manner. Passive systems may also feature a lack of clarity 

over roles and responsibilities by and across institutions as change occurs within 

and outside of the health system (e.g., decentralization). Few analytics are available 

and used to monitor and adapt purchasing systems.  

As purchasing becomes more strategic , goals and payment methods become 

aligned with health system goals (equity, efficiency, quality). Also, provider payment 

methods are harmonized across different risk pools, leading to coherence across 

policies. Payments methods based on outputs and outcomes (performance-based) 

may be developed or refined. Mixed provider payment methods may be 

considered as a way to increase desired provider behavior and minimize negative 

behavior, i.e. over provision of care, high referrals, etc.  

Roles and responsibilities for each participating institution (for example, MOH, 

Ministry of Finance, Ministry of Justice, local government authorities, labor or 

trade unions, civil society, third party administrators, providers, associations, etc.) 

become more clearly defined. The distinction between purchasing and provider 

roles are more clearly defined and understood, maximizing each for better 
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efficiency in, quality of, access to, and effectiveness of health care delivery. There is 

an intentional plan for strengthening each institutionõs capacity to handle more 

complex payment methods, aligned with a strategic plan for purchasing for the 

health system.  

Data analytic plan and operational capacity for analyzing data to monitor and refine 

purchasing systems are in place. In mature systems, governments invest in claims 

management software. Better quality data and more inclusive processes are used 

more frequently in overseeing implementation, planning for reform and 

refinements, and conducting strategic communication with the broader set of 

stakeholders. 

2.2 The Health care 

Goods and Services to 

Purch ase 

The first two functions (2.2.1 and 2.2.2) are related to defining and creating 

systems for updating the list of covered services (service or benefit package)  

and the list of covered medicines (an essential medicines list or formulary) . 

Supplies and medical devices must be included in the total costs of providing these 

services. Defining these lists is often done at a high-level, while updating is usually 

done at a technical level. The next two functions (2.2.3 and 2.2.4) focus on 

specifying the requirements for purchasing from health care providers, in relation 

to the lists established. These requirements need to include standard treatment 

guidelines with standards for the quality of care delivered and guidelines for 

referrals, including any gate-keeping policies, such that patients must first seek care 

at lower-levels of care. Functions 2.2.3 and 2.2.4 also cover the review and 

revision of associated quality standards and referral guidelines after they are 

established. These guidelines and policies inform the conditions of contracting and 

payment; are used as monitoring and quality assurance tools for the purchaser, 

provider, and other stakeholders; and are usually rooted in already established 

MOH standard treatment guidelines.  

In passive systems, routine, data-driven, inclusive systems for updating service 

packages or medicine lists may not exist. Without these processes, the lists will 

not reflect changing burden of disease, changing technology options, or new data 

on cost-effectiveness or population preferences. Similarly, without standard 

treatment and related guidelines, stakeholders will not have the specificity they 

need to develop effective contracting arrangements with providers.  

As purchasing becomes more strategic , processes, including stakeholder 

roles and responsibilities, for defining and updating services and medicines 

packages and using related guidelines for contracting, will become more refined, 

routine, data-driven, and inclusive. Through these processes, decisions will become 

more explicit (i.e., clearly articulated), with specific criteria established for reaching 

them and with stronger research and data processes supporting them.  

A maturing system often uses health technology assessments (HTAs) to evaluate 

the cost effectiveness of health services, drugs, and devices based on international 

benchmarks and national conditions. HTAs are largely used to make decisions 

about benefit package expansion, and not to define the core essential services, so 

should be sequenced carefully as countries mature. Often, not all services in a 

service package will immediately pass the HTA. Yet, the capacity to use HTAs in 

decision-making will be developed by reviewing services or medical technologies 

new in a country but with evidence from other contexts.  

Refining the quality standards and guidelines for referrals, prescribing guidelines, 

and gate-keeping help improve the precision and explicit nature of the service 

package (i.e. what is included, excluded, and what level of specificity is required). In 

maturing systems, consultative bodies are developed or strengthened, i.e. clinical 
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classification committees, to gather health professionalsõ inputs in designing or 

redesigning these parameters. The parameters play a fundamental role in designing 

and implementing contracts with public providers who have increased autonomy in 

decision-making and private providers who are more equipped to participate in 

the purchasing arrangement (see below more). 

2.3 The Providers from 

Whom Goods and 

Services are Purchased  

Function 2.3.1 draws on the standard treatment guidelines and quality 

requirements of the service package to create rules that determine eligibility for 

providers of health care services to participate for each level of care. Function 

2.3.2 is related to setting similar standards and qualifications for payment to 

providers of medicines, medical devices and supplies, including suppliers, 

distributors, and retail outlets. Function 2.3.3 is related to deciding whether and 

how to purchase services from private providers (including private for profit, not-

for-profit, faith-based), and adapting and evolving rules for payment from 2.3.1 and 

2.3.2 to their context.  

In passive systems, standards and qualifications for participation are not clearly 

articulated. This may be influenced by weak governance and information systems 

(e.g., for licensing and accreditation) and by poor quality delivered by public and 

private providers (weak service delivery systems, see health system groups 1.1 and 

1.2). With passive purchasing in this environment, private providers are often 

excluded from government-managed schemes (either deliberately or due to 

concerns about higher costs or lack of mechanisms or incentives for them to 

participate), even in contexts where they account for a large share of service 

utilization and medicine purchases. In this situation, the purchasing system does 

not leverage full market resources. It may foster unfair competition and mistrust 

across sectors.  

As purchasing become more strategic  and service delivery readiness 

(Function 1.1) become stronger, public and private providers may either compete 

or coordinate care with incentives for cross-referral helping improve continuity of 

care. At first, governments may establish standards and qualifications for 

participation; in many cases, additional reforms will be needed to ensure quality 

and eligibility standards are equally applied across public and private providers.  

In the majority of mature systems, selective contracting rules for payment with the 

purchaser are comparable for public and private providers, with appropriate 

adjustments to account for supply-side subsidies given to public providers. The 

relationship between purchaser and providers is regulated by the contract, defining 

the obligations between both parties, using empanelment or registration processes 

to specify the indicators for organizational efficiency, access to care, performance 

targets and quality (i.e. accreditation and licensing status), and clear instructions 

claims submission, processing, monitoring, and reporting. Institutional capacity in 

commissioning and contract performance management will be developed, often 

including capacity building of facility managers to prepare and negotiate, manage, 

and control contracts. In mature systems, contracts will be executed and/or 

renewed on a regular basis using defined performance indicators.  

2.4 How to Purchase: 

Contracting and 

Provider Payment  

Functions 2.4.1 and 2.4.2 apply rules set in the functional group 2.3 (above) to 

detail the design of the payment methods for purchasing health goods and services. 

Through negotiations with providers, purchasing institutions need to establish the 

type of contract and its time period; the basis of payment (fee-for-service, per 

capita, per case, per inpatient day); the payment rate/amount; and how to hold the 

provider accountable for delivery. When designing the purchasing system for 

products (medicines, medical devices, and supplies), purchasing institutions must 

ask questions including: Does provider payment (e.g., for an episode of care, or an 
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individual, depending on the design) already cover the costs of medicines, devices, 

and supplies? Are these inputs purchased separately? What pricing policies (e.g., 

free pricing, internal reference pricing, conditional pricing) will we use (Maniadakis 

et al. 2017)? Are there limited wholesale suppliers pre-qualified by the 

government?  

Once the purchaser(s) has a detailed design of the purchasing methods and 

contract terms, it needs to enter into, manage, and monitor contracts with 

providers of services and products (Function 2.4.3).  

Functions 2.4.4, 2.4.5, and 2.4.6 concern oversight of implementation across 

providers. It is distinct from 2.4.3, which includes management of individual 

contracts, since it requires aggregating information across multiple contracts and 

analyzing trends. This function, providing oversight over providers, is also distinct 

from 2.1.4, which is about oversight over purchasers. 

In passive systems, contracts donõt exist or they are informal and less specific 

and have weaker data systems to support monitoring provider performance. As a 

result, contracts will be harder to monitor and thus will be less effective in shaping 

service delivery, and may allow for fraud and gaming. With insufficient data on 

costs of service delivery, payment design may not account for important 

differences by region, condition, or level of care, and prices will not accurately 

reflect actual costs. Without needed data, purchasers may not be able to aggregate 

performance data and discern trends, and thus lack opportunities to engage in 

routine learning and adjustment. 

As purchasing become more strategic , parameters on what data will be 

needed to monitor the purchasing system, and how data will be used to make 

adjustments or changes in the system will be clearly defined. Data including for 

costs and patient encounters (outpatient visits, diagnostic tests, hospital 

admissions) will improve and be more tightly linked to payment design (for 

example an electronic medical record that documents compliance with clinical 

guidelines as required for payment). A collaborative process, drawing from a 

myriad of health professionals including physicians, nurses, and hospital managers 

to economists, lawyers, and IT specialists will be established to design, review, and 

refine payment design.  

Payment rates will better reflect real costs and include risk adjusters for cost 

differences across geographic location, level of care, age, and gender. Accurate 

encounter data through use of effective claims management software and 

electronic patient registers will help improve provider performance monitoring 

systems, which purchasers use to routinely monitor individual contracts and 

analyze trends across them. A usual step as countries mature is to adopt 

internationally recognized systems for coding of diagnoses (ICD-10) and 

procedures (ICPC-2, ICPM, and ICHI) to operate and monitor the purchasing 

system. An investment in developing a culture of and building capacity for coding 

will be required. This is also often a precursor to using advanced claims 

management systems.  

When first established, contracts between purchaser and provider may not be 

strong enough to drive specific service delivery objectives. As processes (including 

price setting) and relationships strengthen, contracting will play a central role to 

use purchasing to shape service delivery. 
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2.4 Characteristics of Stages and Progress 

The framework shows a progression from a health system with passive purchasing to one with strategic 

purchasing. This progression has been simplified into three stages based on analysis of SHP in two 

ômatureõ countries (Canada and Germany) and one at an earlier stage (Tanzania): A) Initiating SHP, B) 

Implementing and strengthening SHP, and C) Iterating SHP processes. Users of the framework can 

assess in which stage the purchasing system(s) under analysis is in by comparing the purchasing system in 

question with the characteristics of purchasing at origin and maturity (stage C) and the criteria for 

advancing from one stage to the next (Figure 2). These criteria highlight baseline characteristics and 

milestones that stakeholders must achieve along a pathway to SHP maturity.  

Figure 2.  SHP Pro gress Framework - Criteria for Each S tage 

 

Note that these criteria are illustrative and not all of them need to be present for users of the 

framework to classify a purchasing system in a particular stage. For example, a government might have a 

plan for advancing SHP, but it might be too general to stimulate action or be blocked politically. In this 

scenario, a purchasing system might still be considered to be òat originó even though a plan exists. While 

progression appears to be a simple linear pathway from passive to strategic purchasing, in reality, 

countriesõ progress has the following characteristics: 

2.4.1 Progress is non-linear 

As the arrows between the stages indicate, progress from stage A to stage C may occur in fits and 

starts, as steps are taken to introduce new functions, improve existing functions, and as systems adapt. It 

is common, for example, for many country governments to get stuck at rudimentary levels of strategic 

purchasing methods for many years due to low technical capacity, political economy obstacles, rigidities 

in PFM systems, and low awareness or political will.  

It is also possible to move backward in some functions. For example, a government may change and 

usher in massive reforms that alter the foundation of the scheme(s). For example, Vietnamõs plans to 

implement capitation payment for primary health care (PHC) were blocked by a separate piece of 

legislation that did not allow patient choice to be limited. Since capitation requires that each person be 

linked to a preferred PHC provider for a fixed period of time, the payment system was not supported 

under the new law. In these cases, purchasing systems development will appear more linear, with some 

progression from A through B to C, only when considering larger time units. 

In other settings, the progression might be linear. In Croatia, for example, hospital financing reform 

occurred incrementally, with each step building on the previous one (Figure 3). The Croatian National 

Health Insurance began first transitioned from global budgets to capped fee-for-service (FFS). This is a 

global budget with FFS invoicing up to a ceiling or cap. The purchaser then transitioned to diagnostic 

related groups (DRGs) incrementally, beginning with pilot testing before scaling up DRGs nationally. 
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Figure 3. Hospital Financing R eform in Croatia  

Source: Strizrep n.d. 

2.4.2 Pace will vary by country 

Stage A, for example, can be long or short. In some countries, Stage A can occur in perpetuity. Less 

centrally-planned governments may make significant progress in SHP through bottom-up strengthening, 

and others may have plans that are never implemented. 

2.4.3 Purchasing functions interact as they evolve in tandem 

The purchasing and health system functions presented in the framework will evolve as each one 

strengthens and interacts with the other. Importantly, there is no recommended sequencing of steps 

to progress across the groups of functions, based on theory or country experiences. In some cases, 

purchasing functions will strengthen after progress in other parts of the system occurs. For example, 

with revisions to PFM systems that allow for activity-based contracts, government health agencies may 

have more purchasing methods that are feasible to implement.  

At the same time, progress in purchasing can also stimulate improvements elsewhere and can overcome 

seemingly prohibitive barriers. For example, stakeholders may believe that fragmentation in pooling 

prohibits the ability of a government to pursue strategic purchasing. Instead, in some cases (as in the 

Tanzania case described in Section 3.3), purchasing can help consolidate pools of funds and reduce 

fragmentation. In another example, when Ghanaõs National Health Insurance Authority began 

implementing capitation to purchase a package of primary care services, it exposed large service delivery 

gaps. Many providers were not able to deliver all the services in the package. The gaps are now being 

addressed outside of the purchasing function. These gaps were always there but SHP brought 

stakeholders together to earnestly address them (Ghana MOH and Ghana Health Service 2015) These 

examples highlight the flexibility of the framework and the importance of country context in making any 

judgements or recommendations about how to advance systems forward.  

2.5 Applying the Framework 

The SHP Progress Framework is a way to document a countryõs past efforts and current status along 

the seven functions in order to judge its progress to date and identify the most promising next steps. 

Policymakers and practitioners who have a tacit understanding of their countryõs reform efforts, and 

understand the successes and challenges are best positioned to use the framework. Users apply the 

framework in several steps: 

1) Identify a large government-managed health financing scheme for which an analysis of SHP would 

help stakeholders assess the current purchasing system and consider alternative methods to 

improve efficiency, equity, and quality. This can include the ministry of health, in its capacity as a 

third-party purchaser purchasing services for their citizens, as they oversee payment to providers. 
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2) Provide detailsñfor each group of SHP functionsñabout the current purchasing system, including 

which actors fulfill which function and their roles, responsibilities and interrelationships with other 

actors. In the case of previous and/or on-going efforts to shift to strategic purchasing, describe how 

the purchasing system has evolved since a time when it was at òOrigin,ó i.e., before stakeholders 

began planning for SHP (Stage A). Reviewing past efforts, progress and failures, will reveal lessons 

about weaknesses and opportunities that should be useful for next steps. 

3) Provide detailsñfor each group of health system functionsñabout ongoing activities and systems, 

highlighting how they are facilitating or hindering progress towards SHP. Feel free to work outside 

of the table as in the case study examples. Be flexible with the narrative order and combination of 

functions. Each country example below uses a slightly different narrative order for their SHP story.  

4) Assess where the country isñfor each group of purchasing and health system functionsñby 

comparing the purchasing system in question with the characteristics of purchasing at origin and 

maturity, as well as the criteria for advancing from one stage to the next. 

5) Use results from this analysis to inform discussions about developing or revising country plans for 

advancing SHP across each functional area.  

In the next section, we apply the SHP Progress Framework in three different countries that are on 

different paths to UHC. In one case (Tanzania), we capture the evolution in health system and 

purchasing functions, making best use of the framework. In the other two (Canada and Germany) we 

simply present a snapshot or status of the functions, due to methodological limitations. 
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3. APPLYING THE FRAMEWORK TO VISUALIZE SHP 

PROGRESSION IN CANADA, GERMANY, AND TANZANIA1 

3.1 Canada 

3.1.1 Introduction 

Canadaõs health system is designed to meet the standards of health service 

availability, quality, and equity as outlined in the Canada Health Act of 1984 

and protects access to timely healthcare as a human right in the Canadian 

Charter of Rights and Freedoms of 1982 (Canadian Parliament 1984, 1982). 

Thirteen separate provincial and territorial health insurance plans, collectively 

referred to as ôMedicareõ, operate to ensure all Canadian residents and 

permanent residents have reasonable access to medically necessary hospital 

and physician services without paying out-of-pocket. Responsibility for health 

care services is shared between provincial/territorial governments and the federal government 

(Government of Canada website 2018). However, each province or territory is ultimately responsible 

for the management, organization, and delivery of health care services. The Federal government is 

responsible for setting and administering standards via the Canada Health Act, providing federal financial 

transfers to support the cost of provincial and territorial health services, and supporting the provinces in 

delivering health services for specific or underserved groups. Provincial and territorial plans must adhere 

to the principles of comprehensiveness, universality, portability, and accessibility as outlined in the 

Canada Health Act. Medicare therefore comprehensively covers the costs of medically necessary 

primary and acute care services provided by hospitals, physicians, and hospital-based dentists.  

The Canada Health Act does not explicitly outline medically necessary services, but instead directs that 

provincial and territorial health plans consult with physician colleges and groups in outlining medically 

necessary inclusions for provincial insurance purposes. For example, specific services or commodities 

may be included in provincial plans to address certain needs for prescription drugs, general dental and 

vision care, or services for specific populations or groups, including seniors, social assistance recipients, 

and eligible First Nations health service users. Provincial and territorial plans must also be universal 

(covering all residents) and portable (honored in provinces across Canada). All plans must be accessible, 

ensuring access based on medical need and not ability to pay. At present100 percent of recurrent 

Medicare expenditures are covered by national and provincial government revenues through the Canada 

Health Transfer system (Department of Finance, Government of Canada website 2018).  

Although Medicare inclusions are generally comprehensive and ensure all residents timely access to 

medically necessary care, there are several individual health costs or preferred expenditures that are 

excluded from most provincial health plans (e.g., dentistry, physiotherapy, prescription drug costs, rapid 

access to specialize care, etc.). As a result, nearly two-thirds of Canadaõs population hold some form of 

supplementary coverage through private insurers to cover the costs of additional or excluded services. 

                                                

 
1 Content for Case Studies, unless otherwise cited comes from the most recent Health System Review (HIT) reports 

from WHO 

https://www.canada.ca/en/health-canada/services/canada-health-care-system.html
https://www.fin.gc.ca/fedprov/cht-eng.asp
http://www.euro.who.int/en/about-us/partners/observatory/publications/health-system-reviews-hits
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For example, OOP and private health insurance spending on prescription drugs comprised 53.9 percent 

of total national spending on prescription drugs in 2008.  

Provincial governments implementing Medicare predominantly use FFS payment mechanisms to 

reimburse providers, though provinces do use alternative methods to target specific services or patient 

groups, including capitation, value-based bundled payments, and incentives for physicians to work in 

rural areas. In each province, facilities are operated by regional health authorities (RHAs) acting 

effectively as both purchaser and provider, but the relationships between the RHA, individual physicians 

and health providers, and provincial health authorities are nuanced, including agreements with providers 

and accountability requirements to the provinces to stay within established global budgets.  

Ultimately, Canadaõs Medicare program operates in a highly devolved and decentralized fashion, where 

individual provincial and territorial plans are in various phases of maturity and functional efficiency and 

where supporting systems are also still progressing. For example, provincial health authorities are 

making efforts to redesign payment systems to improve efficiency and quality, including an integrated 

service delivery and payment approach for primary care, strengthening data interoperability, pursuing 

value based financing, and advancing community-focused PHC efforts. Long wait times and other access 

issues in urban centers and other locales are also reinvigorating discussions associated with scaling the 

provision of privately delivered options in ophthalmology, physiotherapy, mental health, and other 

supplemental health services. Figure 4 illustrates a brief timeline, capturing Canadaõs progression toward 

SHP and UHC over time. In the following pages, we use the progress framework to better understand 

the current status of each function, illustrating elements of a mature SHP system and priority areas for 

further reform and improvement.2 

Figure 4 . Timeline of Progressing  Strategic Purchasing Functions in Canada  

  

                                                

 
2 A country stakeholderõs application of the progress framework should include major historical and evolutionary data 

points that give details on how various reforms took place, including stakeholder engagement, negotiation, etc.  




























