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Figure 3 Percentage budget allocated to each ministry, 2008-2010

Source: Data obtained directly from Ministry of Finance (2010)

One measure of the effect of the economic crisis is the magnitude of the 2009 health
budget compared to previous health sector allocations. 2009 was the first retrenchment in
the government budget allocation to health (as far as back as we have data). According to
Ministry of Finance data (cited in World Bank 2009b), between 2001 and 2008
government health expenditure increased from 49 billion tugrik to 138 billion tugrik in
constant 2000 prices, including a doubling of real expenditure between 2006 and 2008.
This growth was not unique to the health sector, but rather mirrors the growth in total real
government expenditure over the same period. Total real government expenditure grew
from 454 billion tugrik in 2001 to 1,485 billion in 2008, increasing the size of
government from 38% of GDP to 50% of GDP. With the 2009 budget amendment,
government health budget in 2009 fell not only in real terms (by about 4% between 2008
and 2009), but also, for the first time, in current terms.

12



Figure 4 Current and real government health expenditure, in billions of tugrik, 2001-2009
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Source: Expenditure data are from Ministry of Health for 2007-2009 and World Bank 200a for 2001-2006;
Current expenditure is adjusted using the Mongolia GDP deflator, obtained IMF 2010b.
Note: Figures for 2009 reflect the April 2009 government budget amendment

As a share of GDP, government health expenditure has been on a gentle upward trend
since 2006. The initially approved 2009 budget would have continued that trend, but
instead the budget amendment of 2009 leaves government health expenditure at a similar
share of GDP as in 2008 (equivalent to 3.4% of GDP), assuming that the budget is
completely spent.

Figure 5 Government health expenditure as percentage of GDP, 2001 to 2009
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Source: Government health expenditure data are from World Bank (2009a) for 2001-2006 and were
obtained directly from Ministry of Health for 2007-2009. GDP data are from World Bank (2009a) for
2001-2005 and from the Economist Intelligence Unit (2010b) for 2006-2009.

Note: Authors’ own calculations based on the above data. 2009 data represent budget and not expenditures.

A comparison of the 2009 initial and amended budget for the Ministry of Health by line
item shows where major cuts were made during the crisis period. Annex 3 provides more
detailed budgetary tables.
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Salaries and related personnel costs: The share of salaries and other personnel costs in
the overall government health budget is high and has been increasing rapidly over the last
decade. The share rose from 28.3% in 2001 to 35.1% in 2006 (World Bank 2009) to 44%
in 2008 (Ministry of Health 2009). In current terms, expenditure on salaries and related
expenses almost doubled between 2007 and 2008, from 48.3 to 93 billion tugrik.

The initially approved 2009 health budget already showed the effects of the fiscal crunch:
the budget for salaries and benefits rose only marginally to 97 billion tugrik. In the
amended budget for 2009, salaries and wages were reduced by 3% to 94 million tugrik.
This was not unique to the health sector, though. Salary cuts of 3% were standard across
the board for government employees. The current salary and wage bill (equivalent to 92
billion tugrik) is the same as 2008 levels in nominal terms, and would be eroded in real
terms. Despite the salary cuts, there were no cuts in the numbers of employees in the
Ministry of Health.

Training: Investment in human resources, in the form of staff training, was cut by over
55%.

Medicines and vaccines: The budget allocation to medicines and vaccines was reduced by
20% from 29.5 billion tugrik to 23.6 billion tugrik.

Other goods and services: The budget for other goods and services was reduced by 17%.
The less essential and the more discretionary the services, the larger were the budget cuts.
Within the health budget, the water supply and treatment budget was reduced by 10%;
electricity, heating, fuel and transportation by 20%; information and advertisement
budgets were cut by 20%; the stationary budget was reduced by 30%, postal and
telecommunication by 50%, and business trips by around 50%. The budget for operating
expenses of scientific research projects was cut by over 55%. The allocation for
participation in sporting competitions was cut by 65% and the budget for books and
periodicals was completely eliminated. The fact that so many of these reductions are
round numbers suggests that the budget cuts were mandated on the basis of percentage
reductions for line items across the board.

Domestic investment: Capital expenses accounted for 11.4% of the amended budget for
2009 and there was a 20% cut in domestic investment for capital projects.

SUB-NATIONAL TRENDS IN GOVERNMENT SPENDING

At the sub-national level, the effect of the economic crisis is clear and the trend in health
expenditure (and budgets) at aimag level closely mirrors that at the national level.

In all aimags, a similar pattern is observed: an increase between 2007 and 2008, followed
by the stabilization over the next three years. There was also a very clear reduction in the
current per capita health allocation at the aimag level in the 2009 health budget
amendment. Budgets were increased again for 2010, but still remained lower than the
level of the initially approved 2009 budget. Details are provided in Annex 2.
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It is also interesting to note that there are significant geographic disparities across aimags,
as well as regions. For example, per capita health allocations were 90,000 tugrik in Gobi-
Sumber in the central region but only 25,000 tugrik in Ulaanbaatar. Many factors are
responsible for this variation, including differences in the unit cost of providing services
to densely populated areas such as Ulaanbaatar compared to rural areas where the
population is dispersed and services are not very accessible, as well as explicit equity
objectives (World Bank 2009b).
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Figure 6 Health expenditure/capita by aimag and region, thousands of tugrik, 2007-2010
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TRENDS BY LEVEL OF HEALTH SYSTEM

All facilities, regardless of type, appear to have suffered budgetary cuts during the 2008-
2009 crisis period. Hospitals bore the brunt of the cuts, though, mainly because of
differences in the way the two facility types are funded (see section 3). The effect of
national budget cuts on facility budgets can be clearly seen in Figure 7.

Prior to the crisis period, the budgets of hospitals (at tertiary, aimag, district, soum and
inter-soum levels) were increasing rapidly. They even doubled in the two years between
2006 and 2008. Between 2008 and 2009, however, budgets not only stopped their upward
trend, but were reduced. The budgets of soum and inter-soum hospitals fell most of all, by
about 10%.

At the lowest level of care, the family group practice, the effect of the budgetary increase
between 2006 and 2008 as well as budget cuts between 2008 and 2009 can also be seen,
but are less pronounced than at higher levels of care. This may be because family group
practices, unlike hospitals, are funded on a capitation basis. The per capita allocation to
facilities did not change over the period of the crisis.

By 2010, budgets of soum, inter-soum and district hospitals had returned to pre-crisis
levels and budgets of tertiary hospitals and aimag hospitals had grown to above pre-crisis
(2008) levels, suggesting that there may be some compensation being made for the health
expenditure foregone during the budget cuts of the previous years. Family group practice
budgets for 2010 remain at approximately the same level as in the previous two years, as
was expected given their capitation funding base.

Figure 7 Health expenditure by facility level in thousands of tugrik, 2006-2010
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The picture that emerges from the analysis of data on facility budgetary allocations was
confirmed by the field visits:

During the 2009 budget amendment (Jan 2009 to April 2009), the aimag hospital in Tuv
province, had a 162 billion tugrik budget cut, equivalent to around 20% of hospital
budget. 31 million tugrik of this was from the Ministry of Health’s central health budget.
According to informants, the hospital overspent its budget and asked more patients to buy
medication by themselves. In addition, the hospital had to seek financial help from the
Governor to cover some of their shortfall because patients had taken the hospital to Court
for being unable to afford to provide the care that it is mandated by law to provide.

The primary health care facility in Zoonmod, Tuv province, had not experienced any
change in funding levels because allocations are made on a per capita basis, but has faced
increased demand for its services and financial pressure, in part due to in-migration of
unregistered people. Staff claimed that in the last two months of 2009 no money was left
in the budget to pay salaries (which usually consume around 78% of the budget) and the
facility had to request additional funding from the local government. Funds have not been
available to pay for renovations, staff bonuses or staff loans.

A primary health care center in a ger settlement on the outskirts of Ulaanbaatar,
Songinokhairhan district, Khoroo 8, also claimed to have been hard-hit by the crisis. Staff
noted that the regular visits by medical specialists (e.g. cancer specialists) no longer took
place. However, staff were optimistic that there would an increased budget allocations in
future as a result of mining investments and anticipated economic growth.

FUTURE HEALTH EXPENDITURE

The improved economic outlook suggests that there may be more scope to expand health
expenditure in coming years. Growth rates are expected to recover in 2010 and onwards,
and GDP is projected to rise to 8.6% in 2010, 6.5% in 2011, and 26.3% by 2013 (IMF
2010b). In Nov 2009, the legislature passed a budget that sees the fiscal deficit narrow to
5% of GDP in 2010, from 9.2% in the 12 months to October 2009, while continuing to
raise planned expenditure on health, pensions and transfer payments (Economist
Intelligence Unit 2010a: 9). The government will be helped in this by pledges of aid from
the World Bank, the Japanese government and the Asian Development Bank who,
together, provided a total of US$204 million in fiscal support in 2009/10.

In the meantime, though, the government health budget for 2010 — at both national and
sub-national levels - is up from the amended budget for 2009, but remains slightly below
the allocation that was initially budgeted for 2009 (Ministry of Health 2010). This means
that national and sub-national health expenditure will continue to decline, both in current
and real terms.
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TRENDS IN HOUSEHOLD HEALTH SPENDING

During an economic crisis, it is typically expected that out-of-pocket expenditure on
health care will decline, especially among the poor. This is due to reduced health care
demand driven by falling wage and non-wage income, arising from increasing
unemployment, changes in relative prices and decreases in remittances. This can be
further aggravated (or mitigated) by changes in the health care needs of the population
during (and as a result of) the crisis which, in turn, affects health care utilization and out-
of-pocket expenditure. For example, economic crises may increase the incidence of
general illness and child under nutrition.

More immediately, the effect of the crisis on health care spending will be affected by the
structure of the health care financing system and, specifically, the share of health care
financing that is financed out-of-pocket and the extent to which patients are protected
from large out-of-pocket expenditure by health insurance coverage or fee waivers.

DATA SOURCES AND QUALITY OF INFORMATION

Answering this question definitively in Mongolia is almost impossible because there is no
good source of trend data on household health expenditure that bridges the crisis period.
The 2007/08 household survey (National Statistical Office 2009) provides a snapshot of
health expenditure patterns, but was implemented before the crisis and health-related
analyses have not yet been undertaken. National Health Accounts data are currently only
available up until 2008, also pre-dating the worst of the crisis period. A qualitative study
(see Turk 2010) was commissioned by the World Bank to measure the impact of
economic crisis on welfare and livelihoods, as part of a broader Bank multi-country study
on this topic. There were three rounds that covered the crisis period (May-June 2009,
June-Sept 2009 and Sept-Jan 2010), but health was not a major area of inquiry, the results
of the third round are not yet available and it would in any case be difficult to separate
out the effects of structural change from seasonal change.

What can be done, however, is to infer the likely effects based on what we know about
Mongolia’s health care financing system and the qualitative information obtained during
key informant interviews and field visits.

TRENDS IN HOUSEHOLD EXPENDITURE

In Mongolia, most key informants anticipated little effect of the financial crisis at the
household level because of (perceived) low levels of out-of-pocket expenditure. Indeed,
private health expenditure only accounted for around 21% of all health care financing in
2008 (the latest date for which data are available), and out-of-pocket expenditure for 84%
of private health expenditure (or equivalent to 17.6% of total expenditure) (WHO 2010).
However, health care payments at the point of service are only a relatively small share of
total out of-pocket expenditure on health care and households incur substantial
expenditure related to transportation, medicines and informal payments.
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Consultations:

There is unlikely to be a major effect on health care expenditure for consultations because
consultation costs tend to be low. At the primary health care level, consultations are
provided free of charge. At the secondary and tertiary levels, patients with health
insurance (equivalent to 80% of the population) pay copayments of 10% and 15%,
respectively. Specialist care also needs to be paid for, and one response to the 2009
budget cuts noted in a field visit was a reduction in the referral for specialist care. All
patients, regardless of level at which care is sought, have to pay for diagnostic tests since
this is not reimbursed by health insurance.

Drugs:

Drugs are a major source of out-of-pocket expenditure. Since primary health care centers
keep only vaccines and a limited stock of medication for emergency cases (which are
provided free of charge), all drugs are purchased at full price through private pharmacies
which may set prices as they choose. At the secondary and tertiary level, patients who
receive outpatient treatment are also responsible for all drug costs. Only drugs prescribed
as part of inpatient care are covered by the benefit package of the health insurance
scheme, and even then patients need to pay a share of the cost, ranging from 50-100%
depending on the drug.

Data from the 2003 household survey (reported in World Bank 2007) show that, in
aggregate, drugs account for around two-thirds (1,468 tugrik out of 2,214 tugrik per
month) of total out-of-pocket health expenditure. The share was even higher in rural areas
(around 90%) and soum areas (around 75%), mainly because of lower expenditure in
those areas on user fees (e.g. for hospital, outpatient and ambulatory care).

During the economic crisis in Mongolia, out-of-pocket expenditure on drugs was affected
not only by an income effect (rising unemployment, falling real wages and declining non-
wage income), but also by a price effect. As in the East Asian crisis of the late 1990’s,
key informants reported that prices® of drugs rose significantly since imported drugs
became more expensive due to currency devaluation. Households had three options: (i)
maintain the quantity of drug consumption and incur high out-of-pocket expenditure on
drugs; (ii) reduce consumption of drugs so as to keep out-of-pocket expenditure within
affordable levels; or (iii) switch to lower cost generic equivalents, including those made
domestically. Information from field visits leads us to believe that all responses were
adopted. The extent of domestic substitution is constrained, though, because there are
only two pharmaceutical companies in Mongolia.

® The cheapest available influenza medication costs 5,000 tugrik, treatment for high blood pressure costs
around 3,000 tugrik (since it usually involves 2-5 medications) and, if a locally manufactured drug is used,
treatment for the common cold is 1,500 tugrik.
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Informal payments:

The culture of informal payments that prevails in many of the former Semashko countries
(see Lewis 2007, for example) is thought to prevail in Mongolia, too. If budget cuts are
large, it is reasonable to hypothesize that that there may be an incentive to demand (more)
informal payments during the crisis period. Also, although salaries were relatively
protected from budget cuts (only falling 3% during the budget amendment), the fact that
facility staff clearly had to forgo other resources that are important to facility functioning
and certain staff benefits (such as bonuses and loans) increases the likelihood of informal
payments. The increased demand for facility services during the crisis period may also
have led to the use of informal payments as a rationing device. It is also possible that
additional demands were made on patients for other types of out-of-pocket expenditure,
especially in-kind, such as the provision of own food and bedding in hospitals stays
(already very common even before the crisis).

ROLE OF HEALTH INSURANCE IN PROVIDING PROTECTION FROM HIGH OUT-OF-POCKET
EXPENDITURES

Mongolia has a fairly generous social health insurance scheme that covers a large share
of the population, either through formal sector member contributions (at a maximum of
4% of wage for formal sector employees), individually paying members (which include
herders, students, the self-employed and the unemployed)’ and fully subsidized members.
The benefit package is generous enough to provide a fair degree of financial protection,
at least for particular categories of expenditure. Benefits include cover for inpatient and
outpatient services at secondary and tertiary level facilities. The degree of cost-sharing
depends on the type of hospital: 10 percent in secondary hospitals and 15 percent in
tertiary hospitals.

During an economic crisis, it is likely that households lose access to health insurance.
Reasons include rising unemployment in the formal sector, a reduced ability to afford to
pay premiums among the self-employed and fiscal pressures that limit government’s
ability to make contributions on behalf of the vulnerable. This, in turn, would raise the
burden of out-of-pocket expenditure for those households who seek care.

In Mongolia, health insurance coverage did indeed decline during the crisis period, both
in absolute numbers and as a share of the total population, after increasing from 2006 to
2008. In 2008, 84.4% of the population (or 2,233,657 people) was covered by health
insurance, but by 2009 this figure had fallen to 81% (or 2,174,449 people). This fall was
not driven by declining membership among formal sector employees, thus refuting the
notion that declining membership could be due to the rising unemployment associated
with the financial crisis. Indeed, insurance coverage among formal sector workers
increased in both absolute numbers (from 539,682 to 546,006) and in population share
(from 24.2% to 25.1%) between 2008 and 2009. Rather, the fall in coverage appears to
be due to a decline in the number and share of vulnerable groups (i.e. groups whose

" Contributions for this group are only around 5% of the (maximum) formal sector monthly contribution.
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