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xiii

Foreword

Health care poses a conundrum for all countries, and hospitals are the most important, 
most critical, and most costly components of any health care system. In low- and 

middle-income countries, hospitals are the central focus of all health care. Even in the poor-
est countries, hospitals provide the training ground, the referral, and the benchmark for the 
health system at large. In these countries, hospitals are the engine behind sound health care. 
Yet in much of the developing world, hospitals have been systematically neglected.

The range of services provided by hospitals, from high-tech clinical care to complicated 
surgeries, from intricate accounting to basic hotel services, make their management costly 
and complex and their oversight and control profoundly challenging. Gaining control of 
such complicated entities requires depth and breadth of expertise to understand all the com-
ponents of a hospital and effectively integrate them, while tracking performance and use of 
resources requires reliable, updated information—all of which can be diffi cult to come by 
in the developing world. As a result, in countries where hospitals are central and a signifi -
cant proportion of all health spending goes to running them, hospitals can become expen-
sive “black boxes” that eat up resources while providing an uneven and unmeasured set of 
outputs.

This book combines a comprehensive overview of the Brazilian hospital sector with 
in-depth analyses of the key elements of interest in promoting and ensuring excellence in 
hospital performance. It does so in an accessible manner and within the organizational and 
fi nancial context of Brazil. Thus, the book can offer specifi c recommendations that go to the 
heart of the problem, as well as suggest what kinds of approaches work in that context. The 
recommendations themselves are based on what works in Brazil while drawing on interna-
tional experiences relevant to the Brazilian context to broaden the policy options. But the 
authors go a step further by providing recommendations on implementation, specifi cally 
highlighting the need to strengthen governance arrangements, improve accountability, and 
sharpen resource management.

One of the major challenges of Brazilian health care is making sense of the highly cre-
ative but random experiments in health care management that proliferate across Brazil. Hav-
ing been ahead of much of the world in fi nancing hospitals by a form of diagnostic related 
groups (a fi xed amount of reimbursement per diagnosis), the system failed to adequately 
evaluate the effectiveness of the implementation or adapt to a rapidly changing environment. 
As a result the full benefi ts of such ideas have not been realized.

Similarly, Brazil has pioneered innovative ways to hold public hospitals accountable. An 
important example is the São Paulo experiment in making public hospitals more autono-
mous and holding directors accountable for good performance, offering both incentives for 
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good performance and fl exibility in implementation. This represents an important break-
through, not only because of its creative framework, but also because it was enforced—a 
critical factor, since many hospitals making similar experiments are restricted in their ability 
to make decisions, which lessens their autonomy. This book has brought together a wealth 
of experience and evidence that will inform federal, state, and municipal governments as 
well as private hospitals about successful efforts, such as in São Paulo, in raising hospital 
effi ciency and quality.

This book offers important guidance for interested policy makers in Brazil, but it has 
lessons for other middle-income countries facing similar problems in assessing their hospi-
tals and fi nding effective and creative solutions to diffi cult problems. The linkages between 
organization arrangements, management and performance are universal problems, and new 
ideas may be transferable if they are carefully evaluated and understood. Indeed, the OECD 
countries continue to search for improvements. The single biggest challenge across the rich-
est countries is how to maintain quality and contain costs at the same time.

The ideas presented here provide valuable suggestions to the twin problems of quality 
and savings. It should be read by policy makers and hospital administrators and planners in 
both the public and private sectors. It is a guide for better health care, something we can all 
agree is a global good and a public priority.

Maureen Lewis
Chief Economist, Human Development
World Bank

xiv  Foreword
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xix

Policy Summary

Hospitals are at the center of the health care universe in Brazil and are critical to the 
health of the Brazilian people. When ill, many Brazilians go straight to the hospital, 

for want of a family doctor or primary care network. Hospitals are a critical part of the 
government’s budget, absorbing nearly 70 percent of public spending on health. Hospitals 
infl uence the ebb and fl ow of politicians’ careers, when hospital mishaps hit the headlines 
or the limelight falls on high-performing facilities. Hospitals are at the forefront of policy 
discussions in Brazil. These discussions refl ect hospitals’ promise as centers of technological 
innovation and medical advances, as well as widespread concern about their cost and qual-
ity. Brazilian hospitals are thus important to many people for many different reasons. What 
makes hospitals important is easy to understand. What makes hospitals deliver quality care 
effi ciently—or not—is much harder to grasp. 

Challenges to Brazil’s Hospital System

Brazil’s hospital system is pluralistic. An array of fi nancial, ownership, and organizational 
arrangements is found in both the public and private sectors, and there is a long tradition of 
public fi nancing of private facilities. The system is also highly stratifi ed. A few hospitals are 
world-class centers of excellence, and they serve the well-off minority. But most hospitals—
the ones serving Brazilians who cannot pay out of pocket or afford private insurance—are 
best described as substandard. These hospitals, many of them dependent on public fi nanc-
ing, deliver ineffi cient, poor-quality care, judging from the available data. 

Although hospitals are the de facto health care delivery system in Brazil, until recently 
they have received scant attention as health care organizations from either policy makers or 
researchers. Since the mid-1980s, the development of health policy in Brazil has focused on 
decentralizing service delivery, reducing fi nancial disparities, and achieving universal access 
to basic care. Issues of hospital performance, however defi ned, have been left mainly to the 
individual facility. 

In 2004 a publication by the Ministry of Health (Ministério da Saúde, MS) on hospital 
reform sounded the call for change. It was the fi rst MS document to focus entirely on the hospi-
tal sector, and it opened a national discussion on hospital problems, performance, and poten-
tial. The broad policy directions outlined there are aligned with the policy recommendations 
contained in this book. The MS called on research and hospital communities to collaborate 
with it to strengthen analysis of hospital performance and help develop a vision and strategy 
for hospital reform. It is in this spirit of collaboration that this book has been written.

Brazil’s challenge is not unique. Implementing hospital reform policies is notoriously 
diffi cult, and it is more problematic still when hospital ownership, governance, and pay-
ment mechanisms take as many different forms as they do in a federal state like Brazil. Yet 
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the pluralistic nature of these arrangements is also a strength of the Brazilian hospital sector. 
As is shown throughout this volume, Brazil does not lack approaches, ideas, innovations, 
and initiatives for addressing the shortcomings of underperforming facilities. The founda-
tions for change aimed at raising performance are present throughout the country’s hospital 
system. Whether these ideas and innovations will be generalized and woven into the fabric 
of the system is the question.

Can Brazil improve the performance of its hospitals? The evidence presented in this 
volume suggests that the answer is, yes. However, it will take strong leadership, coordinated 
efforts by federal, state, and municipal governments, direct engagement with the private 
health sector, and systematic and continuous vision, policies, and actions. Such enabling fac-
tors have been generally weak or absent in the Brazilian health system. Promising initiatives 
have often been gutted or scrapped after changes of government. 

The Main Policy Messages

This book emphasizes the following policy messages that are important for improving hos-
pital care in Brazil.

• Government needs to enhance the autonomy and accountability of public hospitals.
• Government and private payers of hospital care need to wield their funding power so as 

to infl uence hospital behavior.
• Coordination among hospitals and between hospitals and other types of providers needs 

to be improved.
• The quality of all hospitals must be raised to acceptable standards.
• The absence of reliable information about the quality, effi ciency, and costs of hospital 

services underlies all issues and hampers any effort to improve performance.

Enhancing the Autonomy and Accountability of Public Hospitals

Any efforts to improve the quality and effi ciency of public hospitals will rely on increasing 
the motivation and proactivity of hospital managers. Under current conditions, even the 
best-motivated and trained managers will have a tough time improving performance. Too 
many key decisions are made outside the hospital, and rigid constraints on management 
undermine efforts to increase accountability. To bring autonomy to the great majority of pub-
lic hospitals, it will be necessary to develop strategies for converting hospitals to autonomous 
organizational arrangements and to test those strategies against Brazilian and international 
experience. Although autonomy is a necessary ingredient in reform, it alone cannot drive 
performance in public hospitals. Also needed are service contracts, contract enforcement, 
performance-based fi nancing, fl exible human resource management, and a robust informa-
tion environment.

Wielding Funding Power so as to Infl uence Hospital Behavior

Government and private payers of hospital care are not using funding to its fullest potential 
to infl uence hospital behavior. In some cases, funding arrangements hamper performance. 
Most funding is not linked to performance and gives no incentive for cost consciousness. 
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Although no payment system is perfect, many countries have linked payments to treatment 
costs on the basis of diagnosis, adjusted for severity. In the United States the diagnosis-related 
group (DRG) payment system has been found to improve effi ciency and control costs. 

Brazil’s Authorization for Hospitalization (Autorização de Internação Hospitalar, AIH) 
mechanism can serve as a foundation for a DRG-based hospital payment system. In moving 
toward DRGs, the fi rst order of business is to align AIH rates with costs. Developing a robust 
DRG-based payment mechanism would also reduce distortions arising from the fragmenta-
tion of payment systems, if private and public payers switched to the same payment basis. But 
accountability for hospital performance requires more than performance-based funding (or 
autonomy). Contracting arrangements are needed to defi ne the content of funding arrange-
ments and thereby link funding to performance. Moreover, successful hospital contracting 
requires contract management and enforcement. Global budgeting efforts combined with 
contracting are under way in a handful of states and municipalities. These promising initia-
tives have been shown to raise performance.

Improving Coordination among All Providers

Coordination—among hospitals and between hospitals and other providers—is critical to 
improving quality. It will also raise effi ciency and broaden equity by rationalizing the supply 
of hospital beds and expensive medical technologies. Coordination is handicapped in Brazil 
by the decision-making and fi nancial independence granted to states and municipalities, the 
absence of ties with private providers outside the Unifi ed Health System (Sistema Único de 
Saúde, SUS), fragile public administration, and the general ineffectiveness of coordinating 
instruments such as Integrated and Negotiated Programming (Programação Pactuada e Inte-
grada (PPI). Considering the monetary and quality costs of this fragmentation, Brazil would 
benefi t greatly by applying mechanisms to enhance coordination related to hospital services. 
Coordination can be pursued by setting up funding-based contractual arrangements, by 
pooling funding and creating regional command structures with decision-making authority 
over resource allocation across municipalities, or by tightening regulations governing rela-
tions among providers. Some states and municipal consortia are already experimenting with 
one or more of these mechanisms, and these experiences can provide the basis for effective 
coordination. To reduce duplication and waste of infrastructure and equipment, two fi nal 
elements are needed, a policy-based investment strategy, and a system for vigorous technol-
ogy assessment and allocation. 

Raising Service Quality to Acceptable Standards in All Hospitals

Government is responsible for ensuring quality in all hospitals, public and private alike. 
Quality standards already exist, in the form of licensure requirements and government-sanc-
tioned accreditation systems, but their implementation has been meager. To promote compli-
ance, the SUS and private health plans could institute time-bound funding conditionality 
and link fi nancing to licensure and accreditation, following the example of a number of 
countries that use the power of the purse in this way. 

Achieving standards, however, does not in itself guarantee quality. Many critical actions 
needed to improve the quality of hospital services take place at the hospital level under the 
leadership of hospital management. They include the establishment of continuous quality 
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improvement programs that involve performance assessments, effective teamwork, use of 
information technologies, incorporation of evidence into practice, development and use of 
clinical guidelines, and coordination of care within the hospitals, as well as with providers 
at other levels. Hospitals acting alone may not get far with these elements. Continuous qual-
ity improvement requires a systematic approach backed by a solid national support system 
that includes policies and strategies for enhancing quality; support for systematic research 
on patient satisfaction and evaluation of clinical practices; and the creation through public-
private partnerships of institutions for measuring, monitoring, and benchmarking quality 
and for providing guidance and support to individual hospitals. Finally, there is a need to 
address the low quality of some medical schools and to strengthen institutional capacity to 
address medical malpractice.

Improving the Reliability of Basic Managerial Information

The absence of reliable information about the quality, effi ciency, and costs of hospital ser-
vices underlies all issues and hampers any effort to improve performance. Without this 
information, policy makers, as well as public and private payers, are fl ying blind. This situ-
ation is untenable. There is an urgent need to develop and install standardized systems to 
measure costs and quality. These systems should focus on essential information for deci-
sion making and should be designed with the needs of the local manager in mind. At the 
same time, the systems should be based on standards to allow cross-hospital and cross-state 
benchmarking. 

The rest of this summary elaborates on these fi ve main messages. The evidence and anal-
ysis that support the messages and the diagnosis of the underlying problems are described 
in this volume. The close linkages among the themes (highlighted in chapter 9) make some 
overlap unavoidable. Because of these linkages, a specifi c policy may not work as intended 
on its own.

Analyzing or evaluating hospitals, especially public hospitals, is diffi cult. The literature 
gives little guidance on appropriate methodologies. What studies do exist usually come from 
the United States and a handful of European countries, and the fi ndings may not be appli-
cable to low- and middle-income countries with fewer health resources. The fi ndings and rec-
ommendations in this volume are based on available evidence in Brazil, drawn from a mix of 
sources. Limitations related to the availability and quality of data and the use of small sample 
sizes restricted the breadth and depth of some of the analyses reported in this volume.

Problems in Brazil’s Hospital Sector and Action Recommendations

This section examines the main problems in Brazil’s hospital sector. For each, short- and 
medium-term actions to remedy the shortcomings are suggested.

Rigid and Unaccountable Hospital Governance: Hospital Types and Performance

Incentives given by payment mechanisms, contracts, and regulations clearly infl uence pro-
vider behavior. But hospitals do not all respond the same way to similar incentives. A hos-
pital’s response to incentives depends on its organizational form. The evidence presented 
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in this volume indicates that organizational arrangements make a difference to hospital 
performance. 

A range of distinct hospital types has emerged in the past 50 years in Brazil, particularly 
in the public and nonprofi t subsectors. The direct administration form dominates the orga-
nizational landscape in the public sector, representing over 97 percent of all public hospitals. 
These are the most poorly performing hospitals across the board. Some public hospitals, 
operating under autonomous organizational models, display higher production, effi ciency, 
and quality than direct administration facilities; indeed, their effi ciency rivals that of for-
profi t private hospitals (fi gure 1). They also appear to achieve greater gains in effi ciency and 
quality over time than do nonautonomous facilities. 

Some characteristics of the organizational forms involved suggest reasons why this 
should be so. Hospitals under direct administration display a rigidity that is inherently at 
odds with modern hospital management. Given the existing organizational rules, even moti-
vated and committed managers can make only limited improvements. Hospital managers 
who do not have the authority to manage staff, reorganize departments, or reconfi gure ser-
vices, are simply not able to make the changes that could substantially improve their opera-
tions. Many managerial functions are rule-based and are centralized in higher administrative 
levels within municipal and state health, fi nance, and administrative secretariats. In addition 
to being far removed from the front line of service provision, most central-level managers 
lack the know-how, motivation, or information to manage hospitals. Excessive centralization 
of managerial functions, combined with rigid civil service rules, political interference, and 
lack of information, spawn an organizational environment that deprives facility managers 
of the means to manage and improve performance.

Defi cient governance practices and organizational arrangements contribute to low per-
formance in many private hospitals, as well. But the nature of these hospitals’ problems is 
qualitatively different from those of public facilities. Because of lack of information, the 
relation between performance and governance arrangements in private facilities remains 
unknown, but it is probable that overlapping and informal governance and management 

FIGURE 1
DEA Effi ciency Scores, by Organizational Arrangement and Ownership, Hospitals with More 
Than 50 Beds, 2002
(N = 248)

0.0

0.5

0.1

0.2

0.3

0.4

Public hospitals Private hospitals

TT
E 

sc
or

es

Direct administration
Indirect administration
Autonomous
Foundations
Associations
For-profit

Source: Table 5.7, chapter 5 in this volume.

00i-xlvi_HPB_fm.indd   xxiii00i-xlvi_HPB_fm.indd   xxiii 5/12/08   10:59:57 AM5/12/08   10:59:57 AM



xxiv  Policy Summary

functions (as seen in table 1), together with lax monitoring and a weak information environ-
ment, may compromise performance. This is especially true in the small, nonprofi t facilities 
that account for most SUS-fi nanced private hospitals. The weakness of contract pressures and 
the lack of competition mean that the hospitals have few incentives to perform and therefore 
to address organizational shortcomings. An undetermined number of hospitals appear to 
serve the interests of their medical professionals rather than the broader health system.

Policy Priority: Enhance Hospital Autonomy and Accountability

• Develop a strategy, regulatory framework, and implementation plan to convert direct 
and indirect administration facilities to alternative organizational arrangements that 
offer autonomous authority and fl exible human resource management. 

• Formulate an investment policy that promotes the application of autonomous organiza-
tional arrangements in any new public hospital.

• Establish public-private mechanisms to strengthen governance arrangements in private 
hospitals under contract with the SUS, including regulatory reform and enforcement, 
strengthening of contracting, and stimulation of competition. 

The most promising arrangement for public hospitals is a model based on experience 
with health social organizations (organizações sociais em saúde, OSSs) in São Paulo state. As 
table 2 shows, OSSs have proved more productive and effi cient providers of higher quality 
care than comparison facilities under direct administration, and they also give better value 
for money. The elements of the OSS model therefore merit policy makers’ attention. The 
fi ndings suggest that OSSs benefi t from an accountability arrangement that includes fi ve key 
elements: autonomy, fl exible human resource management, strategic purchasing, contract 
enforcement, and a robust information environment. These elements should be building 
blocks in any reform strategy for the Brazilian hospital sector. A recent MS proposal (2007) 
to create a new institutional form for public hospitals, state foundations (fundações estaduais), 
contains all these elements and represents a promising step forward. 

TABLE 1
Executives Responsible for Nonprofi t Hospital Management, by Hospital Size and Type, 2002
(percent)

Individual facilities

Type of executive Small (N = 69) Large (N = 15)
Facilities operated by 

conglomerates (N = 80)a

Hospital-based executive 49 33 99

PCO statutory executive 22 33 0

PCO executive director 
and statutory executive

29 33 0

Total 100 100 100

Source: Barbosa et al. 2002.
Note: Small: mean = 67. Large: average = 576 beds. Conglomerates: average = 136 beds. PCO, philanthropic or charitable 
organization. Columns may not sum to 100 percent because of rounding.
a. Eleven conglomerates with a total of 80 hospitals. Data were unavailable for one facility.

00i-xlvi_HPB_fm.indd   xxiv00i-xlvi_HPB_fm.indd   xxiv 5/12/08   10:59:58 AM5/12/08   10:59:58 AM



Policy Summary  xxv

Autonomy appears to be the critical feature of the organizational models. Policies to 
enhance the autonomy of public hospital management are a prerequisite for addressing most 
of the performance issues in public hospitals discussed in this volume. Many of the current 
policy discussions focus on expanding resources and improving skills. None of these changes 
will have the desired effect, however, if hospital managers are not given enough fl exibility to 
make needed changes. Various implementation strategies can be explored; some countries 
have implemented sectorwide organizational changes in public hospital governance, while 
others have phased in governance reforms. 

TABLE 2
Comparison of Selected Quality and Effi ciency Indicators, Hospitals under OSS and Direct 
Administration Arrangements, São Paulo State, 2003

OSS hospitals (N = 12)
Direct administration 

hospitals (N = 12)a

Indicator Mean Range Mean Range

Quality (mortality rate)

Generalb 3.3 2.7–5.8 5.3 3.2–9.1

Surgicalb 2.6 1.7–4.8 3.6 0.9–10.3

Clinical 11.6 9.5–14.0 12.0 10.7–14.1

Pediatric 2.8 1.7–4.2 2.6 1.1–4.9

Allocative effi ciency 
(hours: full-time equivalent)c

Physiciand 143 95–273 203 90–339

Nurse 54 24–100 41 7–64

Auxiliary 234 78–385 257 89–391

Effi ciency: descriptive statistics

Bed turnover ratee 5.2 3.7–7.6 3.3 1.9–4.8

Bed substitution ratee 1.2 0.1–3.8 3.9 1.7–9.7

Bed occupancy rated 81 52–99 63 38–76

Average length of stay (ALOS)d 4.2 3.8–5.6 5.4 4.1–8.1

ALOS surgeryb 4.8 3.0–5.7 5.9 2.3–7.7

Technical effi ciency (discharges/bed)

Generale 60 43–94 46 32–73

Surgicald 71 24–103 44 27–84

Clinicald 86 25–198 53 17–101

GYN/OB(N = 20)b 96 34–169 58 24–80

Annual spending (R$ thousands)

Expenditures/bed 177 116–279 187 149–227

Expenditures/discharged 2.9 2.3–3.9 4.3 2.9–7.0

Source: Costa and Mendes 2005.
a. For allocative effi ciency and descriptive statistics, N = 10.
b. p < .10. 
c. Full time equivalent = total hours/40. 
d. p < .05. e. p < .01.
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Mandating organizational changes in new hospitals—as in the case of the OSSs—is 
an important fi rst step, but it will have no effect on the hospitals where most patients are 
treated. The recent MS proposal to convert public hospitals into independent state founda-
tions incorporated under private law would establish a robust policy and legal framework for 
autonomous management of public facilities. In any event, it seems clear that an implemen-
tation and transition strategy must be developed for existing hospitals. Actions are needed 
to develop hospital conversion strategies and test them against Brazilian and international 
experience. Because of the thorny human resource and fi nancial issues involved, conversion 
will require leadership and a strong policy push. Tinkering at the margins is unlikely to 
improve organizational arrangements.

Weak governance is not limited to the public sector. Although private hospitals do not 
suffer from the rigidities and lack of decision-making authority seen in public facilities, 
informality and the absence of clear lines of authority contribute to defi ciencies in their per-
formance. Action is needed to strengthen regulations specifying governance arrangements 
and functions in nonprofi t hospitals and to enforce these provisions. Additional measures 
include strengthening contracting and promoting competition for public contracts. These 
measures will increase pressures to perform, which would stimulate efforts to correct gover-
nance shortcomings. In some cases the governance arrangement will require modifi cation so 
that the facility can be held accountable for pursuing health system objectives.

Passive, Distorted, and Diluted Funding: Flaws in the Payment 
Mechanisms Used in Brazil

The term provider payment mechanism (PPM) refers to the way in which purchasers compensate 
health care providers for their services. Through incentives, PPMs shape hospital behaviors 
and therefore their performance. PPMs are powerful levers that purchasers, including gov-
ernment and private insurers, can use to make providers responsive to policies and priorities 
such as improving quality, raising effi ciency, expanding access, and containing costs.

In Brazil payment mechanisms are little used as policy instruments for supporting policy 
priorities and stimulating performance. Most PPMs used in Brazil are defi cient; they are not 
linked to costs, they are unrelated to diagnoses, and they are not adjusted for case severity.

Some payment mechanisms such as line-item budgets (the predominant form in public 
hospitals) contribute to ineffi ciencies and higher costs. Line-item budget allocations are based 
on historical input and spending patterns, with no rewards for quality or cost conscious-
ness. Budgets provide few incentives to raise productivity, adopt managerial innovations, 
stimulate managerial fl exibility, decrease excess capacity, or establish a sound information 
environment. Because of the limitations of this mechanism, most high-income countries 
that once used line-item budgets to pay hospitals are replacing them with more sophisticated 
systems that contain vigorous performance incentives.

In contrast, in recent years the SUS has expanded line-item budgets as the main pay-
ment mechanism for public hospitals. This step responds to the increased use by the federal 
government of direct transfers (fundo-a-fundo) to states and municipalities, which, in turn, 
convert these transfers into line-item budgets. Since the transfers themselves are unlinked 
to performance, subnational entities have few incentives to develop and implement perfor-
mance-enhancing PPMs for hospitals.
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The AIH payment mechanism, consisting of a predefi ned fee schedule linked to outputs 
(in the form of procedures), is used to pay private hospitals under contract with the SUS and 
in principle could promote more effi cient resource use. But as currently applied, it contributes 
only modestly to cost control because the payment rates are seriously distorted. For most inpa-
tient care, AIH payment rates are much below cost, whereas they are substantially over cost 
for a few treatments and procedures, mostly high-complexity care (see fi gure 2). The result 
is overemphasis on a few “profi table” services and not enough provision of money-losing 
but high-volume services. This imbalance seriously undermines patient access to needed ser-
vices and cost-effective use of public resources. It is also a major driver of the well-publicized 
fi nancial crisis in the nonprofi t hospital sector, which is heavily dependent on SUS funding. 
Moreover, it may drive hospitals to provide overlapping services or submit fraudulent coding 
to raise revenues; to specialize in lucrative treatments; and to seek (and depend on) lump-sum 
bailouts from local governments to make ends meet.

SUS-imposed expenditure ceilings set an overall limit on spending but do not drive 
behaviors that result in effi cient resource use at the facility level. The ceilings themselves are 
based on historical trends and therefore perpetuate ineffi ciencies that have become embed-
ded over the years; in addition, they are adjusted depending on government tax revenues 
during the fi scal year. Moreover, hospitals often reduce service supply near the end of the 
fi scal year as they approach their assigned ceilings and then exert political pressure for addi-
tional budgetary transfers, or they may reduce planned outlays for equipment maintenance 
and material inputs. In general, fi nancial planning and management, along with efforts to 
improve the effi ciency of resource use so as to stay within expenditure limits, are rare. The 
passive and nonstrategic utilization of SUS funds for hospital care is striking because in 
pluralistic hospital systems public funding is usually the most infl uential instrument for 
pursuing effi ciency and quality. 

FIGURE 2
Mean Ratio, SUS Schedululed Payments to Cost by Complexity of Procedure, 2002
(N = 107)
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Payment systems in the private sector also encourage providers to increase production of 
services, sometimes leading to oversupply of the most lucrative services and to unnecessary, 
and higher costs. Most private insurers and health plans pay for hospital care through a pre-
defi ned fee schedule negotiated between the plans and hospitals. The payment systems based 
on fee schedules that are used by private insurers are associated with more effi cient use of 
resources, but this may be because private facilities usually treat less complex and less severe 
cases than do many public facilities and enjoy far more managerial autonomy. Rate setting 
has little to do with costs or with resource use, partly because of the absence of reliable 
information on costs and a lack of cost consciousness among providers and insurers alike. 
As in the case of the SUS, discrepancies between rates and costs in the private sector have 
not been systematically analyzed, but the disputes over rates between insurers and providers 
(e.g., hospitals and physicians) that are often aired in the press suggest that fee schedules are 
not aligned with costs. The impact of discounted fee schedules on cost containment appears 
modest at best because private facilities, like SUS-funded hospitals, have an incentive to 
overprovide better-reimbursed treatments. 

The multiple payment systems confronting the typical hospital manager dilutes the impact 
of the incentives in any single mechanism (see fi gure 3). Incentives for improving effi ciency 
and quality or controlling costs in one PPM may be offset by disincentives in another. Discrep-
ancies in payment rates may contribute to systemwide distortions. For example, lower-rate 
payers such as the SUS may drive hospitals to skimp on quality, shift costs to higher-rate pay-
ers, or transfer complex cases to public facilities that do not depend on production-based pay-
ment but are bound to treat everyone. Increasing numbers of private hospitals cater to patients 
covered by private health plans, which pay higher rates than the SUS and cover higher-income 
patients. This contributes to stratifi cation in the hospital system. 

The fi nancial relationship between payers and hospitals often involves contracting. Con-
tracts are part of many payment mechanisms because they specify the terms and conditions 
of the payment. Although the SUS has a long history of contracting private hospitals to 
deliver hospital services, it applies a passive instrument, the convenio, which does not specify 
functions, defi ne outputs, or indicate performance targets in return for funding. Convenios 

FIGURE 3
Hospital Funding, by Payment Mechanism, 2002
(N = 428)
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are essentially legal instruments for distributing budget to private providers traditionally 
linked to the public system. The convenio, as a contracting tool, is devoid of accountability 
and is not used to create production or effi ciency incentives. 

What Can Be Done?

Enhance Leverage of Funding Flows to Increase Effi ciency, 
Cost Consciousness, and Quality

• Enhance leverage of public funding (SUS) flows by 
 1. Implementing alternative payment systems, such as global budgets linked to perfor-

mance, for public hospitals to replace line-item budgets and build in strong incentives 
for quality and effi ciency enhancement

 2. Improving contractual arrangements by applying instruments that specify volume 
and type of services and priority targets, linking a proportion of payment to perfor-
mance, and enforcing compliance with agreed targets

 3. Upgrading the AIH/SIA system, aligning payment with costs, and gradually convert-
ing to a DRG-like system.1

• Initiate regulatory reform that will improve private funding flows (to constrain cost shifting 
and enhance cost containment and fiscal discipline), foster payment system consistency, 
and generate incentives for efficiency for hospitals and managers.]

Use of a global budgeting system by all public hospitals would impel improvements 
in performance. A few states and municipalities have already introduced global budget-
ing systems that feature resource ceilings and link a portion of payment to performance. 
Equally important, these funding arrangements leave hospital managers suffi cient fl exibil-
ity to allocate funding across expenditure categories in ways that will improve productivity 
and quality. The available evidence suggests that when combined with measures such as 
greater autonomy and strategic contracting (discussed below), global budgets would improve 
accountability and performance. 

True accountability for hospitals requires more than governance arrangements and per-
formance-based funding. It requires clear delineation of the roles and responsibilities of 
public hospitals and their managers so that what must be done to meet those obligations is 
clearly understood. Straightforward delineation of performance expectations makes it easier 
to identify and correct shortcomings. 

Clarity can best be achieved through strong contractual arrangements that defi ne the 
content of funding agreements. Such arrangements with SUS-funded public and private 
hospitals should establish clear performance-related goals, including specifi c outputs and 
results, as well as the resources for achieving them. Contracts should also specify the portion 
of funding linked to the achievement of the goals, as suggested above. 

Changing the content of the funding agreements between the SUS and hospitals is nec-
essary but not suffi cient: the process of the relationship must also change. As demonstrated 
by experience with the OSSs and in many member countries of the Organisation for Inter-
national Co-operation and Development (OECD), the funder’s capacity to manage the con-
tracting process and to monitor and enforce contracts, once established, contributes critically 
to outcomes. Most successful hospital contracting initiatives have included a contract man-
agement capacity-building program in the initial phase. 
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The contractual relationship must also minimize opportunities for bias in public contract-
ing with public facilities. In organizational arrangements such as direct administration, facili-
ties are essentially budgetary arms of the funding agency, and this creates a confl ict of interest. 
Some countries have achieved an “arm’s-length” relationship by implementing reforms that 
separate the public payer from providers. In others, where a number of public hospitals remain 
under direct administration, external bodies have been set up to oversee the contracting pro-
cess and fulfi llment of the contracted provisions. The latter option was used in São Paulo state 
to ensure transparency and fairness in the implementation of the OSS contracts. 

If the payment system is to motivate all hospitals to improve performance, the system for 
paying nonprofi t hospitals under the SUS must be changed, as well. It is critical that the fund-
ing arrangements provide reimbursement that covers costs, to ensure the fi nancial stability 
of private hospitals and the achievement of minimal levels of quality. Once reimbursement 
rates are adjusted to cover costs, it is equally important to move toward using contracts to 
motivate improvements in quality and effi ciency. Where capacity is suffi cient to deliver cer-
tain services among multiple hospitals, the introduction of selective contracting and compe-
tition for these services should be initiated. In a competitive environment in which hospitals 
face the loss of money-generating services, they would naturally shift toward a more proac-
tive strategy with respect to quality enhancement and cost containment. 

Although no payment system is perfect, many countries have adopted case-adjustment 
methods such as DRGs to pay hospitals directly or to strengthen global budgeting systems. 
The main rationale for adopting DRGs has been to improve the effi ciency of hospital care and 
to control costs. Although DRGs are not without problems, they have stimulated effi ciency 
and cost containment in hospital services. Unlike the AIH system, which is based mainly on 
procedures—that is, services provided—and hospital characteristics (teaching vs. nonteach-
ing), DRGs also refl ect patient characteristics, such as diagnosis and age, and costs (relative 
use of resources). Thus, a DRG-based system is more effective than some others in linking 
resource allocation to disease patterns, risks, and costs. 

The AIH system represents a building block for developing DRGs. DRG development, 
however, would require, in addition to the elimination of distortions in available AIH data 
on procedures, strengthening of data collection on diagnostics, to facilitate case adjustment, 
and the introduction of systematic and standardized collection of cost data. 

A well-formulated DRG-based payment mechanism would contribute to another policy 
recommendation—reducing fragmentation in the payment systems—if private payers could be 
motivated through regulation or other means to utilize a common payment basis. In the current 
situation of multiple and often poorly designed payment systems, hospital managers face a mix of 
often-contradictory incentives and inequities in payment that leads to under- or overfunding of 
specifi c services, depending on the payer and the mechanism applied. A fi rst step toward correct-
ing this situation would be to study international experience in designing uniform payment sys-
tems. In any event, achieving uniformity of payment will be impossible without a solidly designed 
payment mechanism, such as DRGs, that can be used by the SUS, as well as by private payers. 

Weak Coordination and Distorted Capacity Confi guration

Delivery of hospital services requires close coordination within the hospital and with other 
providers (specialists, diagnostics, or primary care services). For health systems to work well, 
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and for people to get good care, providers need to coordinate in myriad ways: with each 
other (e.g., sharing patient information to ensure quality of care and follow up); with the 
public health system (e.g., regarding reportable diseases for surveillance); with regulatory 
and self-regulatory bodies, for quality control (e.g., reporting medical errors, adverse events, 
and practice statistics to identify problems); and with funders and planning and regulatory 
bodies (e.g., obtaining approval to buy high-cost equipment or expand capacity).

By and large, publicly funded hospitals in Brazil do not coordinate with one another or 
with other care providers on patient care, referral, or follow-up. Even hospitals and other pro-
viders controlled or fi nanced by the same entity, such as a municipality, do not work together 
effectively. Coordination between SUS and non-SUS private hospitals is nonexistent. This 
is not because the people involved do not care but because no mechanisms are in place to 
motivate and enable such coordination. And even in the best of circumstances, coordination 
is hard to accomplish, partly because of Brazil’s federal structure, which grants state and 
municipal governments considerable independence. Coordination is further compromised 
at the subnational level by often fragile public administration, weak capacity to manage 
public hospitals, ill-defi ned responsibilities across subnational levels, precarious referral sys-
tems, and the absence of ties with non-SUS private providers. The situation has resulted in a 
blame game between federal, state and municipal authorities over fi nancing, responsibilities, 
and results that is often played out in the hospital sector. Furthermore, most of the munici-
palities—which directly administer more health care delivery than the other actors—cover 
too small a catchment area. In the absence of regional or intermunicipal coordination, scale 
economies are not realized, and cost shifting takes place. 

Problematic Scale and Location

Evidence from data envelopment analysis (DEA) presented in this volume shows that hospi-
tal size is the single most important driver of effi ciency (fi gure 4). Many hospitals in Brazil 
are in the wrong places and are too small to operate effi ciently or to ensure quality. About 

FIGURE 4
DEA Effi ciency Scores, by Bed Size
(N = 428 with 25+ beds)
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60 percent have fewer than 50 beds, whereas international evidence suggests an optimal size 
of between 150 and 250 beds. Worse, small hospitals are severely underutilized, suggesting 
that demand for their services is limited. Despite low effi ciency and utilization, many small 
hospitals survive through subsidies (“public donations”) from state and municipal govern-
ments. These funds are generally secured politically and represent an additional outlay not 
often registered in subnational health accounts.

Small scale also contributes to higher spending and lower quality. For example, Minas 
Gerais state estimated that it was spending excessive sums of money treating low-complexity 
conditions in hospitals instead of at the more affordable primary level. In 2002 these conditions 
represented 40 percent of admissions and 25 percent of hospital spending in hospitals with 
fewer than 50 beds but only 13 percent of admissions in hospitals with more than 200 beds. 

Higher volume is known to be associated with better outcomes, particularly for complex 
procedures, and Brazil is no exception. Higher mortality rates for coronary bypass surgery 
were found in facilities that performed fewer surgeries (table 3). As noted above, patient 
volume is closely associated with facility size.

In Brazil too much high-cost equipment is located in some areas and too little in others. 
Oversupply, underuse, misplaced allocation (in small, low-volume hospitals), and inequitable 
concentration of medical equipment exacerbate access problems and undermine effi ciency 
This distortion of hospital capacity makes services much costlier than necessary and compro-
mises quality. All levels of government, and many nongovernmental entities, own hospitals 
in Brazil, and so all these hospital “owners” make important decisions about equipment 
investments largely in isolation from one another. 

Capacity Distortion, Lack of Networks, and Fragmented Management

Investment fi nancing further complicates and often impedes coordination. The location, 
scale, and service confi guration of hospitals strongly infl uence the cost of services, and there-
fore governments throughout the world guide the development of hospital capacity. In Brazil 
funding mechanisms for capital replacement are inconsistent and susceptible to political 
pressure. The current system sets priorities for public investments, but not on the basis of a 
rigorous needs assessment. The system is ineffective in blocking additional, and often politi-
cally driven, investments unrelated to stated priorities. For example, many small municipal 
facilities have been fi nanced through this mechanism, usually to fulfi ll a mayoral campaign 
promise. Another important weakness in investment policies is that investment decisions are 

TABLE 3
Coronary Bypass Surgery, Brazil, 1995

Surgeries per hospital
Number of 
hospitals Total operations Total deaths

Mortality rate 
(%)

1–9 22 93 12 12.9

10–49 31 681 86 12.6

50–149 43 2,947 264 10.0

150–299 23 8,077 509 6.3

300+ 5 4,269 228 5.2

Source: Noronha et al. 2003, WHO 2003a.
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not, as a rule, linked to provisions for recurrent costs. Consequently, health facilities are built 
and equipped but remain unused for long periods for lack of budgetary resources to cover 
personnel and operating costs.

Investment fi nancing is rarely included in annual budgets or hospital payment mecha-
nisms. Instead, hospital investment relies on ad hoc fi nance mechanisms that do not encour-
age rational decision making and planning. For example, a signifi cant source of investment 
funding is international lending by multilateral development agencies. This lending is spo-
radic and is usually designated for specifi c areas. Another, more common, mechanism is 
legislative riders or amendments (emendas parlamentares) supported by individual legislators 
for special projects in their electoral districts. The MS has attempted to offer guidance for 
these investments to make them compatible with health policies and priorities, but it has not 
always been successful. In contrast to other systems with pluralistic hospital sectors such as 
Germany and France, no roadmap guides the development of independent hospital capacity 
to meet the people’s needs and demands. 

The Brazilian health system, and particularly the hospital sector, is organized mostly to pro-
vide acute care at stand-alone facilities. Network arrangements, in which various providers come 
together to formalize arrangements to manage and provide health care, are rare. The current 
organization is inappropriate for handling the high and increasing incidence of chronic diseases, 
which require integrated and continuous treatment arrangements across provider settings.

What Can Be Done?

Systematically Pursue Service Coordination and Capacity Confi guration

• Develop and implement state-level master plans for care coordination and establishment 
of regional networks.

• Strengthen the national strategy for rationalizing hospital supply, including the trans-
formation or closure of small hospitals, and improvement of primary care coverage and 
quality.

• Strengthen policy-based investment fi nancing for hospitals on the basis of regulatory 
approval or investment master plans.

• Develop a national system for technology assessment and allocation.

Diffi culties crop up in coordinating across political jurisdictions in highly decentral-
ized systems, such as Brazil’s, in which local governments own hospitals. In these instances, 
where the political jurisdiction is much smaller than the catchment population served by the 
facility, local governments must establish coordination mechanisms with each other, as well 
as with private providers. In Brazil this means that hospital planning and operation must be 
coordinated across multiple government levels and providers. 

At least three forms of service coordination can be identifi ed. (1) Where there is joint 
ownership of providers, and therefore administrative linkage, provider behavior is coordinated 
on the basis of hierarchical or employment relations. In the public sector this usually involves 
regulatory provisions or service norms. This is the current modus operandi for public providers 
in Brazil, and it has been unsuccessful, partly because of the constraints discussed above. (2) 
Corporations (public and private) that own a wide network of providers are another example 
of ownership-administrative coordination. (3) “Contractual coordination” operates through 
funders’ contracting procedures and coordination requirements for contracted providers. 
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Government bodies do not directly control private hospitals, and given the constraints 
on norm-based coordination, administrative approaches to enhancing coordination are not 
feasible. Funding-based coordination through contractual arrangements may offer the best 
chance of success, but it will have to be complemented by pooling of funding and author-
ity across municipalities. Resource pooling would mean putting federal, state, and municipal 
resources into a single pot to pay for all services and programs for a defi ned population-based 
network that comprises a number of municipalities. 

Coordination across providers will be impossible unless there is a command structure with 
real decision-making authority over a defi ned catchment area, as well as a network of SUS-funded 
primary care units, diagnostic centers, and hospitals, including nonprofi t facilities. To enable 
pooled fi nancing and oversight, a coordinating body would probably require a governance struc-
ture involving municipal consortia or state-affi liated but autonomous foundations. An executive 
arm would manage the network. Although governance and management arrangements can be 
highly context specifi c, coordinating bodies need suffi cient authority to allocate resources, includ-
ing human resources, within the network (e.g., to distribute pooled funds to providers within 
a specifi ed region that includes multiple municipalities); to make strategic decisions regarding 
capital investment, service confi guration, and technology acquisition; and to direct or provide 
incentives for hospital strategic development—but not to direct day-to-day activities.

Much more needs to done regarding the oversupply of small hospitals and the inequi-
table distribution of technological resources. The current MS strategy regarding small hos-
pitals does not go far enough toward reducing the unnecessary waste of scarce resources in 
these facilities. A more comprehensive policy is required—one that questions the need for 
any facility with fewer than 100 beds. Clearly, some small facilities are warranted in remote 
rural areas. Over the last 20 years, however, improvements in the road network have con-
siderably expanded people’s access to bigger and better facilities. All investments should be 
policy based and part of coordinated investment plans linked to service networks. Resource 
pooling could reduce the problems associated with too small hospitals. 

The cost of having the wrong hospitals in the wrong places is an expense Brazil cannot 
afford much longer, in terms of both costs and quality. Signifi cant gains can be made by guid-
ing the capacity of the hospital sector toward a better geographic distribution, more economical 
scale, and better confi guration of services across facilities. The best response to fragmented and 
politically driven investment is a policy-based investment strategy and funding mechanism. 
Either a sectorwide direct regulatory constraint via a certifi cate of need or an enforced master 
plan linked to public funding could work for Brazil. Both approaches have proved workable in 
pluralistic hospital systems elsewhere, with capital investments being undertaken by a wide 
range of actors, both governmental and nongovernmental. Policy-based (and enforced) alloca-
tion of investment funds precludes the construction of unneeded hospitals or hospital wings or 
the procurement of expensive equipment. The allocations can also be used to ensure that new 
capacity is located in places where the population is growing. In systems with pluralistic deliv-
ery a master plan is developed that contains medium-term plans for hospital capacity develop-
ment. Only facilities and departments whose capacities are included in this master plan are 
reimbursed with public funds. Hence, if a municipal government builds a facility not included 
in the master plan, there is no assurance that any services will be paid for with public funds.

Although the MS has been discussing mechanisms to foster vigorous technological 
assessment, these initiatives have been timid. To reduce duplication, waste, and ineffi ciency, 
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a strong national system for assessment and allocation of technology is needed. Such a sys-
tem requires not only the design and implementation of a technology assessment methodol-
ogy but also the training of suffi cient specialists to apply and interpret assessment results.
Above all, it requires mechanisms for enforcing the system’s recommendations or decisions. 
Enforcement can be achieved through funding mechanisms (by allocating public fund-
ing only to technologies proved cost-effective—the preferred approach in the SUS sector); 
through regulation (the feasible approach in the private, nonpublicly funded sector); or by 
both means. Internationally, many of the successful initiatives in this area have established 
strong national independent bodies with broad stakeholder participation.

Lack of Systematic and Continuous Programs to Enforce Standards 
and to Measure and Ensure Quality

“Quality” is an abstract notion, easy to describe but diffi cult to operationalize. “Good health 
care” is diffi cult to defi ne and often depends on country-specifi c standards set by regulatory 
agencies. Brazil does have some world-class facilities, but the evidence suggests that many 
hospitals are simply unsafe, with serious shortcomings in structure, process, and results. In 
addition to jeopardizing the health of individuals, low quality generates large, needless costs 
that undermine the affordability of the health system. Poor quality results in higher health 
spending due to overuse, underuse, errors, adverse events, lost information, repeated diag-
nostics and procedures, and readmissions. 

Quality improvement has been mentioned in nearly every government health policy 
statement over the last 15 years, but few strategies and actions have been put in place to 
address quality issues in public hospitals systematically. The situation is similar in the private 
sector. The press seems to do a better job of monitoring quality than do system stakeholders 
such as the SUS, insurers, or providers. The media is not, however, the best means of moni-
toring quality of care. Despite widespread recognition that data on quality are essential for 
assessing and improving hospital care, the surveys and literature reviewed in this volume 
suggest that measuring and comparing quality is not a priority topic for analysis. 

A commonly used measurement of structural quality involves the state of buildings and 
infrastructure within a hospital complex. Facility inspections by several state and national 
groups found disturbingly few facilities in compliance with licensing registration (table 4). 

TABLE 4
Physical Conditions in São Paulo Hospitals, by Ownership, 2003

(N = 743)

Public Private

Physical area All State Municipal All Nonprofi t For profi t Total

Adequate (%) 50.0 45.7 46.5 44.0 30.3 62.8 45.4

Inadequate (%) 47.6 51.4 50.5 53.9 68.8 33.3 52.5

No information (%) 2.4 2.9 33.0 2.1 0.9 3.9 2.2

Number (total) 164.0 35.0 101.0 579.0 337.0 231.0 743.0

Source: CREMESP 2004a.
Note: Qualifi cation standards are based on licensure legislation.
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In other countries these hospitals would be deemed unsafe and forced to meet standards or 
close their doors. Reviews of patients’ medical records showed that clinical management is 
also defi cient (table 5). 

Not enough is being done to pursue quality—although the actions that have been taken 
have been partially effective. Brazil has been a pioneer in the Latin American region in 
the development of hospital accreditation programs, but these standards are neither applied 
nor enforced in most hospitals. Only 55 of the more than 6,500 hospitals in Brazil were 
accredited in 2003; most of them earned the Level 1 accreditation of the National Accredita-
tion Organization (Organização Nacional de Acreditação, ONA), which is essentially basic 
licensure. Evidence is emerging that accredited or externally certifi ed hospitals surpass unac-
credited facilities in quality and effi ciency. In 2005 Control of Hospital Quality (Controle de 
Qualidade Hospitalar, CQH), a hospital certifi cation program based in São Paulo, conducted 
a comparative analysis of hospitals participating in its Seal of Quality program between 1999 
and 2003. Certifi ed facilities far outperformed their uncertifi ed counterparts on nearly all 
the effi ciency and quality indicators selected for the study. 

Hospitals that participate in accreditation programs have been found to develop and 
implement continuous quality improvement programs. Accreditation forces hospitals to 
examine their competencies, assessing and comparing the care they provide against the stan-
dards. Thus, compliance with the standards becomes the driver for a quality improvement 
process throughout the organization. Unfortunately, hospitals appear to have few external 
incentives to complete the requirements for accreditation. Accreditation is not yet on the 
policy agenda of the SUS, despite MS support for the founding of the ONA, nor do private 
purchasers place much emphasis on it. 

When it comes to professional competence and behavior, surprising degrees of attention 
and neglect coexist. For example, Brazil recently implemented mandatory physician recer-
tifi cation but has no system for certifying the competence of medical school graduates. As 
to physician malpractice, although Brazil has regulations and institutional mechanisms to 
protect its citizens, the mechanisms have no teeth. Partly because of physician self-interest, 
regional and federal boards rarely pull medical licenses and are more likely to issue a confi -
dential warning or censure (table 6). Lines of accountability in the Regional Medical Councils 
appear diffuse because neither the public nor the government is represented. 

TABLE 5
Adequacy of Record Keeping in Hospitals in São Paulo State, by Ownership

(N = 743)

Public Private

State of record keeping All State Municipal All

Benefi cent 
and 

philanthropic For-profi t Total

Patient records appropriately 
fi lled out (%)

31.7 42.9 23.7 16.6 10.7 23.4 19.9

Records incomplete (%) 55.5 42.9 62.4 71.8 80.7 60.2 68.3

No information (%) 12.8 14.2 13.9 11.6 8.6 16.4 11.8

Number 164.0 35.0 101.0 579.0 337.0 231.0 743.0

Source: CREMESP 2004a.
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The countless isolated efforts to improve quality in Brazil have yet to coalesce into a 
national movement for quality improvement. Few systematic and continuous efforts have 
been made to measure and improve the quality of care in Brazilian hospitals. Generally 
absent are national policies, programs, and systems to support measurement and evaluation 
of quality, quality performance review and comparison, capacity building in quality improve-
ment, dissemination of evidence-based research, and public disclosure. Furthermore, there 
is no institutional infrastructure for developing, coordinating, and implementing such poli-
cies. A few promising MS and regional initiatives, as well as facility-based quality improve-
ment programs that are organizationwide and continuous, but their suitability for replication 
is unknown because they have not been evaluated. Without a concerted policy and an insti-
tutional effort to address quality concerns, any real progress will remain elusive.

What Can Be Done?

Raise Quality Standards in All Hospitals

• Develop and implement a three-pronged national strategy for quality assessment and 
improvement founded on three building blocks: system support, accountability mecha-
nisms, and organizational development (see fi gure 8.1 in chapter 8). 

• Institute a rigorous national licensing exam for medical school graduates.

No sick person entering a Brazilian hospital should face unnecessary treatment-associ-
ated risks. National leadership is sorely needed to establish policies and institutional arrange-
ments that support quality improvement systemwide, but particularly in hospitals. Broad 

TABLE 6
Disciplinary Actions against Physicians in Brazil and the United States, 2001–5

Country or state, and action 2001 2002 2003 2004 2005

Brazil

Cases (number) 141 184 239 231 344

License suspension, 30 days (%) 4 3 3 4 8

License revocation (%) 4 8 4 4 2

United States

Cases (total number) 4,758 4,946 5,342 6,261 6,213

License restriction (%) 25 25 25 21 22

License revocation (%) 35 36 34 34 32

California 

Cases (state number) 495 569 572 651 624

License restriction (%) 26 25 29 24 23

License revocation (%) 34 33 36 33 35

New York

Cases (state number) 503 461 508 534 534

License restriction (%) 19 21 28 38 29

License revocation (%) 51 49 46 42 39

Source: Brazil: Conselho Federal de Medicina 2006; United States: Federation of State Medical Boards 2006.
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stakeholder involvement is required to formulate a national quality strategy and establish the 
institutional infrastructure to measure and monitor quality, to conduct quality-based evalu-
ation research, and to provide technical support to facilities seeking to develop continuous 
quality improvement programs. 

Another priority is to rapidly raise all hospitals operating in Brazil to the minimum 
quality standards prescribed in the licensure requirements. All hospitals should be required 
to meet these standards immediately. In most countries minimum standards are usually 
achieved through regulation—for example, by withholding or revoking operating rights for 
noncompliant hospitals. In Brazil such regulatory provisions are in place, but they are not 
enforced. Many facilities do not comply with licensure legislation on minimal structural 
standards and would be forced to close if compliance were enforced.

In any case, because most licensing standards pertain to only to structural quality, com-
pliance with them is unlikely to have suffi cient impact on the quality of care. Therefore, at 
the same time Brazil needs to expand accreditation to motivate hospitals to monitor and 
improve care processes and outcomes. Here, too, Brazil possesses well-designed accreditation 
programs, but their uptake is mostly limited to a few hospitals of and for the elite. 

For both licensure and accreditation, an alternative strategy is necessary. The best imple-
mentation strategy is probably a gradual reduction of reimbursement rates (or maintenance of 
the rates at current levels) for unlicensed and unaccredited hospitals and the use of the savings 
to increase reimbursement for compliant hospitals. This measure should be part of a strategic 
purchasing framework in both the SUS and the private sector aimed at fostering compliance 
with licensing requirements and promoting accreditation. In several countries accreditation is 
broadly implemented via public funding criteria. For example, in the United States the Medi-
care program does not reimburse unaccredited hospitals. Accreditation is also required for 
hospitals to receive public funding in Spain (Catalonia) and Belgium. The funding reforms 
discussed above should incorporate fi nancial incentives for hospitals to achieve accreditation. 

Improving quality involves changing the behavior of frontline teams and cultivating 
within the organization an enabling environment to facilitate their work. A minority of 
hospitals have implemented continuous quality improvement (CQI) programs that target 
changes in the process or the environment in which quality problems arise. Basic tenets of 
the CQI approach in health consist of leadership, systematic assessment of performance, 
effective teamwork, proactive change, use of information technologies, a focus on improving 
all care processes, incorporation of evidence into practice, and coordination of care across 
different provider settings. CQI needs to be expanded to all hospitals. 

These critical actions must take place at the hospital level under the leadership of hospital 
management. A range of policies is required to promote such changes. Managers need to be 
highly motivated to improve quality. Such motivation can be enhanced in Brazil via manage-
ment hiring practices, incentives in hospital funding arrangements, and clarity concerning 
management responsibility and performance expectations in contracting arrangements. Even 
if such policies lead managers to be highly motivated, it is also necessary to give public hospital 
managers latitude to take action, as outlined in the discussion of governance reforms, above. 

Hospital managers will need signifi cant technical and capacity-building support from 
national structures to acquire the know-how to develop, introduce, and maintain quality 
improvement programs. Continuous quality improvement requires a systematic approach with 
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a robust national support infrastructure. Major elements include formation of national poli-
cies or strategies to enhance quality; establishment of institutions (public or private) to mea-
sure and monitor quality, provide guidance to health care organizations, and strengthen their 
capacity; and provision of support for systematic research on patient satisfaction and evalua-
tion of clinical practices. Recent policy initiatives in Australia, the United Kingdom, and the 
United States put quality on each country’s policy agenda and precipitated an array of activities 
that, together, can be viewed as the foundation for national structures and institutions special-
izing in quality performance evaluation, monitoring, and capacity building. Such experiences 
can provide important lessons and guidance for developing similar initiatives in Brazil.

The quality of education in a number of medical schools is weak. Voluntary assessments 
of recent graduates suggest that some medical schools do not adequately train their students 
for medical practice. Although an exam will not directly improve quality, it may put pressure 
on medical schools to improve the quality of instruction. Publishing each medical school’s 
results will enable future students to better select a school and thereby exert pressure on the 
low performers.

Lack of Information for Decision Making
The absence of useful information about the quality, effi ciency, and cost of hospital services 
underlies all issues. At every level, critical information on which to base decisions is absent 
or incomplete. For example, hospital quality in Brazil is often based on subjective assertions 
and marketing strategies claiming “prestige,” “trust,” or possession of the “latest technology.” 
Without data on processes and outcomes, such claims are diffi cult to evaluate. Perhaps the 
most worrisome fi nding in this volume is that the quality of care provided in most hospitals 
is unknown and is nearly impossible to measure because information is lacking. Worse, 
almost nothing is being done to measure and assess quality performance systematically.

Shortcomings of Hospital Information Systems

The absence of systematic and reliable information on costs, volume, outcomes, and patient 
characteristics impedes the design of robust hospital payment mechanisms. Payers such as 
the SUS and private plans constantly clash with hospitals over funding levels, but the debate 
lacks substance because of the absence or unreliability of cost information on treatments and 
procedures (fi gure 5).

Without systematic data collection, progress on quality, outcomes, effi ciency, and costs 
cannot be monitored, analyzed, or compared. Any data available are often unreliable or not 
comparable because of variations in the defi nition and measurement of variables. The limited 
availability of sound data and the high cost of collecting primary data at the facility level compel 
Brazilian researchers to undertake small-scale, affordable, but often ungeneralizable studies. This 
situation limits the volume and usefulness of policy-relevant research on hospital performance.

Federal, state, and municipal policy makers are forced to make key decisions about 
resource allocation without having even minimal information about the quality, cost, or 
value of services. Nor do hospital managers have the information they need to spot pressing 
quality problems or to reconfi gure staff and other resources to raise quality and productivity. 
Decision makers are fl ying blind as they seek to take steps to improve Brazil’s hospitals. 
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What Can Be Done? 

Strengthen the Institutional Environment for Resource Use 
and Performance Management

• Promote the effective use of information technologies to support performance and outcome 
measurement, cost collection and analysis, access to clinical information, clinical decision 
making, and coordination across medical care organizations and teams.

• Support modernization of management structures and practices in public and SUS-
fi nanced private hospitals.

• Develop nationwide benchmarking and a public report card system focused on efficiency 
and quality.

Hospitals need information systems that allow quality to be assessed, problems to be 
identifi ed, and remedial actions to be taken. These systems need to generate both quality-
related information and cost- and effi ciency-related information. To be useful for policy 
makers, the systems must be standardized across all SUS-funded hospitals. Standardized 
reporting, analysis, and presentation of information will enable insurers and patients to 
make knowledgeable decisions about where to seek care, and their choices can, in turn, 
put pressure on hospitals to make improvements. The federal government should develop 
standards to allow cross-hospital and cross-state benchmarking. Conditionality for receiv-
ing SUS-funding or bonuses should be used to motivate hospitals to use these standardized 
information systems.

Global budgeting systems were recommended above as a mechanism for funding public 
hospitals. These systems, however, do not always generate critically needed information about 
service costs; they must be tailored to support the establishment of a meaningful information 
base. Eventually, it will be possible to base hospital payment on realistic service costs.

For any of the initiatives described here to work, Brazil’s hospital managers need modern 
hospital management skills—and few have them. Hospital directors, lacking these skills, 
function as passive administrators. A signifi cant effort must be made to build the capacity of 
new and current managers to function as proactive, strategic leaders. 

FIGURE 5
Financial Information Available at Health Facilities, 2003
(N = 49)
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Policy Summary  xli

Three additional and desirable features of these information systems should be 
considered:

• Selectivity. The systems should collect and generate essential information useful for decision 
making. Considerable amounts of data are routinely collected in the SUS, but they are 
often irrelevant and are not used for decision making. 

• Utility. Information systems should be designed with the needs of local managers in 
mind, so that they can actually use the information to monitor and evaluate the services 
managed. 

• Standardization. Cost information systems should be designed for pricing specifi c treat-
ment procedures, cases, and diagnoses. The data generated will provide input for a DRG-
like databank and payment system.

Notes
 1. SIA stands for Sistema de Informação Ambulatorial, the Ambulatory Information System. 
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Acronyms and Abbreviations

ABC activity-based costing
ACERP Associação de Communicação Educativa Riquette Pinto 

[Riquette Pinto Education Communication Association]
ACSC ambulatory care–sensitive condition
AIH Autorização de Internação Hospitalar [Authorization for Hospitalization]
ALOS average length of stay
AMB Associação Médica Brasileira [Brazilian Medical Association]
AMS  Assistência Médico-Sanitária [national survey of health facilities]
ANS Agência Nacional de Saúde Suplementar [National Agency for 

Health Insurance]
ANVISA Agência Nacional de Vigilância Sanitária [National Agency for 

Sanitary Surveillance]
BTR bed turnover rate 
CBA Consórcio Brasileiro de Acreditação [Brazilian Accreditation Corsortium]
CLT Consolidação das Leis do Trabalho [private labor regime]
CMI case-mix index 
CNES Cadastro Nacional de Estabelecimentos de Saúde, Health Facility Registry, 

Ministry of Health
CONASEMS Conselho Nacional de Secretários Municipais de Saúde, Board of 

Municipal Health Secretaries
CONASS Conselho Nacional de Secretáríos de Saúde [National Council of 

Secretaries of Health]
CQH Controle de Qualidade Hospitalar [Control of Hospital Quality 

(hospital certifi cation program based in São Paulo)]
CQI continuous quality improvement
CR centro de regulação [screening and appointment center)]
CREMESP Conselho Regional de Medicina do Estado de São Paulo 

[Regional Medical Council of São Paulo State]
CREMERJ Conselho Regional de Medicina do Estado de Rio de Janeiro 

[Regional Medical Board of Rio de Janeiro State]
CRS constant returns to scale
CT computed tomography
CV coeffi cient of variation 
DALYs disability-adjusted life years
DEA data envelopment analysis
DRG diagnosis-related group
EP empresa pública, public enterprise
EPNL entidade privada não lucrativa [nonprofi t private organization]
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ESE empresas sociales del estado [state social enterprises, Colombia]
FA fundaçãõ de apoio, private support foundation
FBH Federação Brasileira de Hospitais, Brazilian Federation of Hospitals
FIDEPS Fator Incentivo ao Desenvolvimento de Ensino e Pesquisa em Saúde 

[payment to university hospitals for teaching and research]
FIOCRUZ Fundação Osvaldo Cruz, Osvaldo Cruz Foundation
FTE full-time equivalent
FUNASA Fundação Nacional de Saúde [National Health Foundation]
FUNDACOR Fundação Pró Coração [Pro-Heart Foundation]
GDP gross domestic product
HI hospital infection
HMO health maintenance organization
HU hospital universitário [federal university hospital]
IBGE Instituto Brasileiro de Geografi a e Estatística [Brazilian Census Bureau]
ICU intensive care unit
IDSM Instituto de Desenvolvimento Sustentável Mamirauá 

[Mamirauá Sustainable Development Institute]
IMPA Instituto Nacional de Matemática Pura e Aplicada [National Basic 

and Applied Mathematics Institute]
INAMPS Instituto Nacional de Assistência Médica da Previdência Social 

[Social Security Medical Institute]
INCL National Cardiology Institute of Laranjeiras
INSS Instituto Nacional de Seguridade Social [Social Security Institute]
IOM Institute of Medicine (United States)
IVH Indice de Valorização Hospitalar [Hospital Incentive Index]
JCAHO Joint Commission on Accreditation of Healthcare Organizations 

(United States)
LOS length of stay 
MAC medium- and high-complexity (payment mechanism)
MDC major diagnostic category
MF Ministério da Fazenda [Ministry of Finance]
MPAS Ministério de Assistência e Previdência Social [Ministry of Social 

Welfare and Social Assistance]
MRI magnetic resonance imaging
MS Ministério da Saúde [Ministry of Health]
NCD noncommunicable disease
NICE National Institute for Health and Clinical Excellence (United Kingdom)
NOAS Normas Operacionais de Assistência à Saúde [Health Care 

Operational Norms]
NOBs Normas Operacionais Básicas [Basic Operational Directives]
OECD Organisation for Economic Co-operation and Development
ONA Organização Nacional de Acreditação [National Accreditation Organization]
OR occupancy rate

xliv  Acronyms and Abbreviations
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OS Organizaçõ Social [social organization as defi ned by federal law]
OSCIP organização de sociedade civil de interese público [public interest 

social organization]
OSSs organizações sociais de saúde [health social organizations (São Paulo state)]
PAB Piso de Atenção Básica [Basic Care Grant
PAS Plano de Atendimento à Saúde [Health Care Plan (São Paulo municipality)]
PCO philanthropic or charitable organization 
PLANISA Planejamento e Organização de Instituições de Saúde [Planning and 

Organization for Health Care Institutions, consulting fi rm]
PNAD Pesquisa Nacional por Amostra de Domicílios [National Household Survey]
PNASH Programa Nacional de Avaliação dos Serviços Hospitalres 

[National Hospital Services Assessment Program]
PNASS Programa Nacional de Avaliação de Serviços de Saúde [National Health 

Service Assessment Program]
PPI Programação Pactuada e Integrada [Integrated and Negotiated Programming]
PPM provider payment mechanism
PPP public-private partnership 
PROAHSA Programa de Estudos Avançados em Administração Hospitalar e de 

Sistemas de Saúde (a teaching and research program)
PROHOSP  Programa de Fortalecimento e Melhoria da Qualidade dos Hospitais 

[Program to Improve Quality of Hospital Care]
PSF Programa de Saúde da Família [Family Health Program]
RTS returns to scale
SAMPHS Sistema de Assistência Médico Hospitalar da Previdência Social 

[Social Welfare Hospital Assistance System]
SIA Sistema de Informação Ambulatorial [Ambulatory Care Information System]
SIH Sistema de Informação Hospitalar [Hospital Inpatient Information System]
SIOPS Sistema de Informações sobre Orçamentos Públicos em Saúde 

[Information System for Public Budgets in Health]
SIPAC Sistema de Informações para Procedimentos de Alta Complexidade 

[Information System for High-Complexity Procedures]
SSA serviços sociais autônomos [autonomous social services]
SUS Sistema Único de Saúde [Unifi ed Health System]
SVS Secretaria de Vigilância em Saúde [Health Surveillance Secretariat, MS]
TCU Tribunal de Contas [Federal Comptroller General] 
TTE total technical effi ciency 
UNIDAS União Nacional das Instituições de Autogestão em Saúde 

[National Association of Self-Insured Health Plans]
UNIMED-BH (cooperative health plan, Belo Horizonte, Minas Gerais) 
USP Universidade de São Paulo [São Paulo State University]
VRS variable returns to scale
WHO World Health Organization

Acronyms and Abbreviations  xlv
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