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Abstract 

The principal aim of this paper is to critically assess the current situation of healthcare 

financing in the Western Balkan countries as it impacts the quality and performance of the 

system as a whole. This assessment shall be used to identify the current state of financing 

methods and quality of the healthcare sector in countries of Western Balkans. Specifically, by 

identifying the differences in financing healthcare sector among Western Balkan countries, this 

research paper measures the effect of financial means on the performance variables, as well as 

the relationship between the performance variables and the quality measurement variable i.e. 

life expectancy. These measurements were done using regression analysis through the Ordinary 

Least Squares (OLS) methodology. The number of physicians and the number of nurses are 

considered as performance measurement variables due to their crucial role in the performance 

of the healthcare sector as it was previously determined in other research studies. According to 

regression analysis, the effect of financial means that a country dedicates to healthcare sector 

resulted to be statistically significant over the number of physicians operating in healthcare. On 

the other hand, according to the results that can be drawn by the regression model, the impact of 

financial means on the number of nurses resulted to be statistically insignificant.  

 

Regression analysis was also used in determining the impact of performance variables on life 

expectancy, used as a quality measurement variable. The model which tested for the relationship 

between the number of physicians and the number of nurses shows that at a 10% level of 

significance, both variables resulted to be statistically significant, showing that these variables 

are important in measuring the quality of healthcare. But at a 95% level of confidence the model 

shows that only the number of physicians is significant, whereas the number of nurses turns to be 

insignificant. Therefore, it can be said that the number of physicians is a crucial factor in 

determining the quality of healthcare in a specific country. Furthermore, the effect of healthcare 

infrastructure, specifically, the effect of bed ratio is also measured over the quality of the 

healthcare sector of a country. Considering that at a 95% level of confidence, the bed ratio 

variable resulted to be statistically significant, it can be concluded that more attention needs to 

be paid at the bed ratio variable as it plays an important role in determining the healthcare 

quality of a country. 
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Introduction 

 

The methods that different countries use to finance their healthcare systems have proven to be a 

crucial factor in determining and shaping the healthcare performance and health quality of 

countries. Acknowledging the importance of healthcare in the development process of a country, 

the current state of healthcare in Western Balkan countries
1
 has encouraged many studies to 

research the effect that different factors pose in the performance and the quality of healthcare 

system in these countries (Bredenkamp & Gragnolati, 2007). However, this paper is concentrated 

only on the impact of healthcare financing methods in the quality and performance of the health 

system in the countries of Western Balkans. Thus, the aim of this paper is to identify the 

relationship between the means of financing healthcare, performance of the system, and quality 

of services. The analysis is divided in two main sections, namely, the statistical data and the state 

of healthcare financing in Western Balkan countries are presented in the first section, whereas in 

the second section, these statistical data are analyzed through regression models with the purpose 

of evaluating the relationship between financial means, performance, and quality variables. 

 

The first section of the project is composed of data from the healthcare situation in Western 

Balkan countries, as well as of data from the situation of healthcare in a more developed country, 

such as Slovenia. More specifically, this section contains information over healthcare financing 

methods in more general terms and the impact that these financing methods have on the quality 

of the healthcare system in a certain country. Further, the first part of the paper contains 

background information over the state of healthcare in Western Balkan countries, the financing 

methods that are currently used in those countries, and the size of the budget dedicated to 

healthcare. In order to see the difference among the region and the more developed countries, 

information about the same components were gathered for the Slovenian healthcare system
2
. On 

the other hand, the second part of the research paper deals with the analysis of the data from the 

initial part with the aim of determining whether the financial means affect the performance 

variables of healthcare and also to determine whether performance variables affect the quality of 

                                                           
1
 Western Balkan Countries: Albania, Bosnia-Herzegovina, Kosovo, Croatia, Macedonia, Montenegro and Serbia. 

However, Croatia is excluded from our research since it will soon be part of the European Union. 
2
 Slovenia is considered as an appropriate base as it has prospered well even though it is a country with many 

similarities and it has gone nearly the same phases with other countries of Western Balkans 
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the healthcare in Western Balkan countries. Thus, for heightened accuracy purposes, statistical 

software is used to identify and measure the relationship among these variables through OLS 

methodology. 

 

Problem Statement 

 

The healthcare sector in countries of Western Balkans is currently facing a number of issues 

regarding healthcare financing. Specifically, some of the main financial problems that have 

followed the healthcare sector in this region are the financing methods that have been used in 

financing healthcare activities and the attitude of authorities in these countries towards healthcare 

performance and quality. Regardless of the persons who are making the decisions, the ones who 

bear the cost from inabilities to run the healthcare sector effectively are the citizens of Western 

Balkan countries whose social welfare deteriorates as a result of the denied access to quality 

healthcare services. 

 

Taking into account that a large portion of healthcare activities is financed by private 

expenditures, specifically, out-of-pocket payments
3
, healthcare financing methods in Western 

Balkans are considered to be inappropriate for the region (Mendola, Gragnolati, & Bredenkamp, 

2007, p.2).  For the most part, due to the poverty rate in the region, which is higher as compared 

to other countries, it can be said that out-of-pocket payments as a healthcare financing method 

create barriers for the society to access healthcare services. Due to such payment methods, most 

of the people living in Western Balkans are not receiving the necessary medical treatments as 

they are constantly being faced with payment barriers that impede their full access to healthcare 

services.  

 

Considering the resources dedicated to the healthcare sector in Western Balkan countries, it can 

be said that authorities in these countries are not seeing the system of healthcare as an important 

pillar of state development since they are not dedicating enough financial means to ensure a 

proper operation of the overall healthcare system. Even though, these countries have experienced 

economic growth over the years, the budget dedicated to healthcare has not changed in 

                                                           
3
 An expense incurred and paid for by an individual for personal use of medical services 
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proportion with the economic growth; instead it has experienced very small increases in compare 

to economic growth (Bredenkamp, Gragnolati, Ramljak, 2008, p.26). This negligence to the 

healthcare sector has caused an inappropriate functionality of the overall system in most of the 

countries of Western Balkans. A consequence of such an action can be regarded the low 

performance of actors involved in the healthcare, specifically, due to the low budget, healthcare 

systems in Western Balkan countries have lost quite a number of human capital at public health 

institutions, or at least their performance has been negatively affected by not having enough 

incentives for them to be fully committed to the healthcare sector in general (Bredenkamp, 

Gragnolati, & Ramljak, 2008). Thus, this research is conducted to provide some 

recommendations that would improve the performance and the quality of the healthcare in 

Western Balkan countries through tackling the connection between financial issues, 

performance, and quality variables. 

 

Healthcare Financing Methods 
 

Throughout the world, there are four general methods of healthcare financing that are most 

widely used and which are used in Western Balkans as well. These four methods of healthcare 

financing are through direct contribution from the budget of a country, health contributions 

(HIF), direct payments from patients, and through donations. Besides these general healthcare 

financing methods, many of them are divided in sub-categories in order to specifically state the 

source of healthcare financing. For instance, contributions from the government budget can be 

gathered through different types of taxes, while the HIF contributions can be gathered as a fixed 

amount for every worker or as a percentage of the worker’s wage. It is important to mention that 

there is no state which is dependent solely in one healthcare financing method, rather in all 

countries there is a combination of different financing methods in order to ensure that there is 

enough budget for healthcare services and to (tentatively) ensure an efficient use of financing 

methods. The four general health financing methods, their subcategories, and the way they 

function are described in the following paragraphs in more detail. 

 

Taxation as a method of financing healthcare functions in a way that certain authorities of the 

government are responsible to collect different taxes through different means from citizens 
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operating in that country. Through these taxes, the budget of the country is created, which than 

dedicates a portion of the budget to different ministries for different purposes. In this case, MoH 

is responsible for receiving the portion of budget dedicated for health and they are the authorities 

who prioritize projects and decide how the money is going to be allocated within the sector. 

Another method of financing healthcare is through HIF contributions, which is similar to the 

taxation method. As in the previous methods, HIF contributions are paid by the contributors in 

two forms, in some places they are paid as a fixed amount by every worker, whereas in some 

others, they are paid as  percentages of wages, meaning that the higher the wage, the higher the 

contribution in the absolute value will be. Unlike the taxation method, HIF contributions from 

people who are operation in certain country are not classified in the category of the state budget, 

but rather they are directly categorized in the healthcare budget specifically. Then, the MoH 

decided over the allocation of these resources within the health sector. 

 

Another important financing method of healthcare is the category of direct payments from 

patients. This category is part of the private health expenditure since people pay directly for the 

healthcare services that they use, without the involvement of any third party in the transaction 

process. Direct payments known also as “out-of-pocket” payments refer to the process when 

patients visit the healthcare facilities and they directly pay for the services that they use within 

those facilities. This method is widely used especially in less developed countries and it is a 

common phenomenon in Western Balkans as well. Another financing method, which is 

categorized under the umbrella of private expenditures, is through private health insurance. 

Through this method, patients purchase their health insurance packages prior to the need for 

medical services. Then, in case patients need any medical services, they are covered by the third 

party, being the insurance company that pays for the medical services for the patient who have 

already purchased health insurance. Yet, another form of healthcare financing is through 

donations. This method occurs when an organization, whether it is internal or external, offers 

financial support to the healthcare sector of a specific country. Donations are mostly dedicated 

for less developed countries as they lack the adequate financial means to properly finance the 

healthcare sector, and as a result, different organizations are continuously willing to help 

different countries to establish and maintain their healthcare systems. 
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Each of the healthcare financing methods that have been explained has its positive and negative 

effect in the health sector of a country. It cannot be said that a certain method produces a certain 

result in every country, mainly because what is best for one country does not mean that it would 

be good for another country since there are many other factors that influence the healthcare state 

of a country. Nevertheless, the effects of each healthcare financing method will be incorporated 

and explained further in more details throughout the rest of the paper. 

 

Background Information and Literature Review 

 

The quality of healthcare that people can get is highly affected by the method how societies 

choose to finance the healthcare system and how many resources they dedicate for the sake of 

public health. But, what do we consider public health and what do we mean by healthcare 

financing? Public health is defined as “organized community efforts aimed at the prevention of 

diseases and promotion of health” that focus “on society as a whole, the community, and the aim 

of optimal health statues” (Kovner & Knickman, 2011, p.103) whereas, the World Health 

Organization (WHO) defines healthcare financing as “functions of a health system concerned 

with the mobilization, accumulation and allocation of money to cover the health needs of the 

people, individually and collectively, in the health system.” (Islam, 2007, p.1) Moreover, 

according to Kovner and Knickman, the question of defining the financing of health care 

includes not only the payment method, but also persons who contribute to its payment, how users 

and providers are involved in transaction, and how much in total is spend on healthcare (Kovner 

& Knickman, 2011).  Consequently, the method of financing the healthcare sector is quite 

sensitive as it can be a determining factor for various implications in the whole healthcare 

system. 

 

Most goods and services are paid through a simple payment system, you pay for commodities 

and services directly as you use them and willingness to pay determinates whether you buy a 

certain good or service with its certain price. But, throughout different scholarly texts, healthcare 

is neither defined nor considered as a normal good/service and that is mainly because of two 

features: 1) individual’s needs vary from one to another and 2) the inability of people to pay with 

cash for medical services considering the high cost of healthcare (Kovner & Knickman, 2011).  
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As such, the decision on how to pay for the healthcare services is not only an individual issue, 

but also a matter of societies as a whole. The potential alternatives of financing the healthcare 

sector are through public and private expenditures. Public expenditure refers to general revenues 

from taxes gathered in different levels. Some countries can even introduce a specific tax only for 

funding the healthcare sector and other countries only distinguish a fund from the overall budget 

of the state (Glied, 2008). Public expenditures are mainly focused to benefit the poor by enabling 

them access to healthcare services (“Comparative Advantages...”, 2012). Whereas, businesses 

are suffering from large public expenditures as they are faced with double costs, once by paying 

for their own health treatments and once by paying higher taxes in order to ensure sufficient 

funds for public expenditures in health care (“Universal Health Care”, n.d.). Besides, public 

expenditures in health system decrease the efficiency level by reducing competition between 

public and private healthcare providers (“ Comparative Advantages...”, 2012). Competition is 

mainly reduced by the fact the through higher public expenditure; people are getting more 

services in public health institutions, in this case, the willingness of doctors to operate in private 

sector reduces. 

 

On the other hand, through private expenditures, main funds are gathered from the out-of-pocket 

payments and private health insurance funds (Glied, 2008). Private financing contributes to the 

augmentation of healthcare resources and avoids pressuring the public financing methods 

(Polton, 2011). Moreover, according to Polton out-of-pocket payments, as a private financing 

method, enables patients a greater choice and also increases the level of responsiveness from the 

side of healthcare providers. This occurs as people are flexible in choosing where to receive a 

medical service, this also increases the responsiveness level of the healthcare providers as they 

are directly dealing with the patients and there is no third party involved in the process (Polton, 

2011). But, Drechsler and Jütting argue that through out-of-pocket payments catastrophic health 

costs threaten many families that lack the adequate social protection which denies medical 

treatment to them. They continue that high cost of healthcare have also indirect effect related 

with illnesses as one household can experience loss of productive capital in order to receive the 

sufficient medical treatment (Drechsler & Jutting, 2005).  On the other hand, they argue that 
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private health insurance reduces risk-pooling
4
 for people who choose to make a pre-payment. 

Private health insurance can also reduce bureaucratic processes in health sectors and increase 

efficiency of the system as a whole (Drechsler & Jutting, 2005). Nevertheless, Polton states that 

private health insurance creates moral hazard problems as people tend to overuse the free or 

almost free services (Polton, 2011) 

 

It is important to efficiently decide on the financing method of healthcare sector in a country 

since according to Glied “an efficient system minimizes the deadweight losses associated with 

raising and disbursing revenue” (Glied, 2008, p.1). However, countries decide on individual 

levels which system is best fitted for the strategies of the country and for their citizens. For 

instance, United Kingdom has a “single-player” system in which the health care is directly 

funded by government. In Germany and France, part of the health sector is funded from the 

government by collecting taxes, and the other part is paid by the employers and individuals 

directly. Whereas, countries such as United States have a “market-based” system in financing the 

healthcare sector, meaning that it is paid by private entities such as companies and individuals, 

but it is also helped by government by providing healthcare services for vulnerable people 

(“Financing Health Care” n.d.). According to report published by WHO, United Kingdom’s 

healthcare system has a first-class health result with slight difference among its population and 

high marks for financial fairness, though, responsiveness from healthcare providers is relatively 

low compare to that of United States (Bolnick, 2002).Even though, some financing methods of 

healthcare system can be ranked higher in specific categories, still no evidence is found to prove 

that one financial system is the best and most the efficient one by being ranked high in the entire 

comparison categories, thus, each method has its advantages and disadvantages. 

 

Regardless of the type of financing the healthcare sector, according to the World Bank (“Helath 

System Financing”, 2010), all countries should adjust their financing alternative to attain three 

elementary principles; 1) “Raise enough revenues to provide individuals with the intended 

packages of health services that assure health and financial protection against catastrophic 

                                                           
4
 The World Health Organization: “the practice of bringing several risks together for insurance purposes in order to 

balance the consequences of the realization of each individual risk” (Smith & Witter, 2004) 
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medical expenses caused by illness and injury in an equitable, efficient and financially 

sustainable manner”, 2) “Manage these revenues to pool health risks equitably and efficiently”, 

and 3) “Ensure the payment for or purchase of health services is carried out in ways that are 

allocatively and technically efficient” (par.1). Basically, these are the main objectives of 

providing an efficient method of financing the healthcare sector, whether these objectives are 

achieved or not, it depends on the economic development and the sustainability of the health 

sector itself 

 

Considering the overall objectives of healthcare financing methods, can Western Balkan 

countries provide sufficient evidence to prove that their healthcare financing systems are 

adjusted towards these objectives? The healthcare sector across the Western Balkans is 

characterized by a lack of sufficient administrative resources, crucial legislation and regulation, 

and considerable limits in assuring necessary budget (“Assessing Human…”, 2010). Mendola et 

al. analysis has shown that in the sub-region, due to geographical locations and economic status, 

the rates of healthcare utilization are different at a significant level through different socio-

economic groups (Mendola, Gragnolati, & Bredenkamp, 2007). Nevertheless, Western Balkan 

countries are currently undergoing some reforms in health sector with the main objective of 

improving the state of health through increasing efficiency in expenditures, and offering 

protection in case of financial costs of illness (Bredenkamp, Gragnolati, & Ramljak, 2008).  

 

The financing system of the healthcare sector in Western Europe is namely a pure “Beveridge” 

system which is characterized by being funded from general revenues with a collective right to 

an unbiased range of services (Bredenkamp & Gragnolati, 2007,). Western Balkan countries are 

also considered as a Beveridge system, but not as pure Beveridge, rather with some significant 

changes in the overall financing methods (Bredenkamp & Gragnolati, 2007). Basically, three 

main financial sources are recognized in Western Balkans; social health insurance fund (i.e. 

mandatory contribution as payroll taxes), governmental revenues (i.e. from the overall budget), 

and out-of-pocket payments (i.e. paid directly by the user of the service). Yet, voluntary health 

insurance and donor funds are some other financial sources of the healthcare sector in the region, 

which can be explained as voluntary payments of individuals to avoid catastrophic healthcare 

costs and payments offered as donations from different organizations, respectively (Bredenkamp 
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& Gragnolati, 2007). The above mentioned systems are the financing methods used on the 

Western Balkans, however, the healthcare financing system in the countries where this paper is 

focused (i.e. Albania, Bosnia and Herzegovina Montenegro, Macedonia, Kosovo, and Serbia ) is 

slightly different from one another. 

 

Albania 

 

Albania is country of Western Balkans whose health sector is financed by a combination of 

general tax, payroll tax to the mandatory health Insurance Institute (HII), and voluntary 

expenditures to the Voluntary Health Insurance, out-of-pocket payments, and from various 

international and domestic donors. Among them, the Ministry of Health (MoH) and Health 

Insurance Institute (HII) play the most crucial financial role (Makru, 2010).  Çopani et al. have 

shown that Albania has managed an increase in its economic development, but still the 

healthcare sector remains significantly underdeveloped (Çopani, Lipe, Hobdari, & Schneider, 

2010). According to a report published by the World Bank, many indicators have shown that 

Albanian healthcare have prospered during the last decades, but many other sources have shown 

that its health sector is not in a favorable place in comparison to the countries of South Eastern 

Europe (Huppi, 2006). Based on the World Health Statistics published by the World Health 

Organization, in 2009, Albania’s total health expenditure were 6.9% of the overall GDP and 

health expenditures per capita were US$260, one of the lowest in the region.  Due to low public 

expenditures on the health care, out-of-pocket expenditures are high, they consist 59% of the 

total health expenditure and 99.8% of the total private expenditures
5
. The high levels of out-of-

pocket payments cause serious “equity, poverty and health sector stewardship implications” 

(Hajdini & Genard, 2009), (Huppi, 2006). Moreover, a World Bank publication classifies the 

quality of healthcare in Albania as low, mainly because human capital remains isolated and 

unable to receive trainings to upgrade their skills (Huppi, 2006). 

 

 

 

                                                           
5 ,4, World Health Statistics 2012. (2012). .: World Health Organization. 
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Bosnia and Herzegovina 

 

Bosnia and Herzegovina is funded by a compulsory national health insurance, governmental 

budget, private contribution, and donations. (Ivankovic, Ravlija, Ckobic, & Vasilj, n.d.), 

(“Health and Development”, 2010). According to a study done by Kutzin, Cashin, and Jakab, 

healthcare system in Bosnia and Herzegovina is suffering from an inefficient administrative 

management as the system is facing high numbers of unnecessary staff due to multiple small 

pools and also different socioeconomic situations among the entities and cantons (Kutzin, 

Cashin, & Jakab, 2010). Moreover, a report published by WHO shows that the overall economy 

of Bosnia and Herzegovina burdens the effects of an unsustainable financial system in the 

healthcare sector (“Health and Development”, 2010). WHO statistics show the financial state of 

healthcare system in Bosnia and Herzegovina in 2009, where total spending on healthcare was 

around 10.9% of the GDP whereas per capita expenditures on the same year were US$ 495. 

Besides, the statistics show that private expenditures on healthcare compose 38.7% of the total 

spending, and the concerning fact that 100% of the private expenditure are funded by out-of-

pocket payments
6
. 

 

Macedonia 

 

In Macedonia healthcare is financed by a combination of public and private expenditures. Public 

is considered the Health Insurance Fund (HIF) which is funded by a payroll tax, pension fund, 

unemployment fund, and from general governmental budget. While, out-of-pocket payments 

consist most of the private expenditures (Kjosev, n.d.) (Apostolska & Tozija, 2010) (Karol, 

2007). According to a report published by the Ministry of Health, because of the lack of training 

of necessary individuals, financial management in the healthcare sector is quite poor, basically, 

this report noticed an absence of incentives to control the financial sector in the healthcare, this is 

supported by both patients and doctors, who do not report mismanagements (“Health 

Strategy…”, n.d.). As a result of poor financial management in the health system, Apostolska 

and Tozija argue that the already high out-of-pocket payments will continue to increase, thus 
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adding up to social inequities between classes of people in regards to health services they receive 

(Apostolska & Tozija, 2010). Observing for WHO statistics, can be seen that total expenditures 

in health sector in Macedonia in 2009 were 6.9% of the GDP and the expenditures per capita in 

the healthcare were US$ 311. It is also important to mention that out-of-pocket expenditures 

compose 33% of the overall expenditures and 99.1% of the private expenditures
7
. 

 

Montenegro 

 

Montenegro is a country in which the healthcare sector is financed through mandatory health 

contributions, general governmental funds, out-of-pocket payments, and donors (“Health and 

Development”, 2011) (“Development of Healthcare…”, 2012) (Stonelake, 2011). According to a 

development plan published by the Ministry of Health in Montenegro, the country has 

experienced positive steps, but due to weak socio-economic conditions in the country, 

Montenegro’s health lags behind when comparing it with EU countries (Stonelake, 2011) 

(“Montenegro 2011…”, 2011). Further, a report issued by WHO on World Health Statistics 

shows that the total health expenditures in Montenegro in 2009 were 9.4% of the total GDP, 

whereas health expenditures per capita are US$ 621. The same report continues to explain that 

public expenditures are only 71.3 % of the total expenditures, and 28.3 % are private 

expenditures. The out-of-pocket payments entail 26% of the overall health expenditure and 91% 

of the private expenditure
8
. High levels of out-of-pocket payments are some negative signals that 

healthcare system is not functioning in a proper manner. 

 

Kosovo 

 

Kosovo has a healthcare system financed by the overall budget of the state, private payments, 

and donors. The government collects different taxes to create the budget, then allocates a small 

part to the healthcare sector, whereas since there is no mandatory health insurance
9
, most of the 

private expenditure is paid directly from users of healthcare services (Katsu, 2008) (Percival & 

Sondorp, 2010) (“Health Support…”, 2010) (Basha, Cahanaj, & Mustafa, 2011). Based on a 

                                                           
7
 World Health Statistics 2012. (2012). .: World Health Organization. 

8  
World Health Statistics 2012. (2012). .: World Health Organization.  

9
 Draft law exist but it needs to be ratified and implemented 
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report written by Buwa and Vuori, published by the Oxford University Press, due to 

mismanagement and low levels of healthcare funds, salaries of healthcare providers are low; 

therefore, their incentives and motivation toward serving in the public hospital are declining 

(Buwa & Vuori, 2006). To continue, Bislimi et al. on their analysis about the health insurance 

sustainability presented the fact that healthcare providers are using their position as an 

opportunity to depart patients from public to their private clinics. Since there is lack of 

governmental control, citizens are mainly confronted with different prices as the price is 

negotiated on individual basis. As such, direct private expenditures compose a high proportion of 

total expenditure (B. Bislimi, Muhaxheri, Demukaj, & F. Bislimi, 2006). According to a report 

published by the World Bank, total health expenditures in Kosovo in 2006 were 6.7% of the 

GDP  and only 57.1 Euro per capita expenditures in health services is (US$ 79.94, exchange rate 

Euro1=1.40 US$). Additionally, the public spending consists of 47.55 % of the overall spending, 

48.21% of private expenditures, and the remaining 4.24% consisting of donations (Katsu, 2008). 

The publication also presented data that shows that private expenditures are mainly consisted of 

out-of-pocket payments (Katsu, 2008). 

 

Serbia 

 

Furthermore, the healthcare system in Serbia is funded by a mixture of public and private 

contributions. The Republic Health Insurance Fund (HIF) is financed through compulsory 

contributions and is one of the crucial sources in funding the health sector. Health in Serbia is 

also financed by governmental budget and out-of-pocket payments, which consist of nearly the 

entire private expenditures and donations as well (Stevanovic, Dimitrijevic, Vuksa, & Jovanović, 

n.d.) (Sulovic, 2011). Stevanovic et al. on their report about health system in Serbia found out 

that the current financial system in Serbia is insufficiently regulated. They argued that due to the 

absence of private health insurance, the marked system becomes unstable and the prices are 

negotiated by individuals rather than by an influential institution. This gives power to healthcare 

providers and the system as a whole gets out of balance or market equilibrium (Stevanovic, et al. 

n.d.) (Cutler, 2002). To continue, Djurovic disagrees with the notion of the WHO that the health 

sector in Serbia is progressing. She argues that many studies have shown that the Serbian health 

system is one of the most corrupted in the country. As a consequence, along with a lack of 
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integrated healthcare and corruption, the performance of the healthcare actors becomes very poor 

(Sulovic, 2011). Apart from the mentioned issues, the quality of healthcare in Serbia is ranked as 

the lowest in the European Region based on the 2012 European Health Consumer Index (EHCI) 

(Björnberg, 2012). WHO statistics presents that the overall health spending in Serbia in 2009 

consisted of 10.5% of the GDP while per capita expenditures were US$ 576.  The same statistics 

also have shown the high level of out-of-pocket payment, namely 35% of the overall health 

expenditure and 92.2% of the private expenditure, which consist 38.1% of the total 

expenditures
10

.  According to a study made by Rezayatmand et al., out-of-pocket payments can 

easily create financial blockades and decline the use of health preventive services due to high 

cost of healthcare services (Rezayatmand, Pavlova, & Groot, 2012). 

 

Methodology 

 

Data gathered for this paper are of the type Descriptive-Qualitative, meaning that available data 

and reports published about the healthcare financing in the Western Balkans have been collected 

for further analysis. The data are taken from reliable and credible sources such as World Bank, 

International Monetary Fund, World Health Organization, UNDP reports, Ministries of Health, 

Ministries of Finance, and Statistical Offices of all countries in the analysis. After classifying the 

data, some categories have been created to identify the differences and similarities between the 

financing methods used in the region, as well as to compare them with a reference point such as 

Slovenia. Slovenia
11

 is considered as an appropriate base as it has prospered well even though it 

is a country that has many similarities with the other countries of Western Balkans, and it has 

gone nearly through the same phase of transition. The analysis is done through measuring the 

effect of health care financing on the performance measurement variables, being the number of 

physicians and number of nurses and how the performance variables affect the quality of the 

healthcare system, being the life expectancy in a specific country. To be as accurate as possible 

in measuring the relationship and the effects among identified variables, statistical software has 

been used in running regression analysis with gathered data. Since it was impossible to capture 

                                                           
10

 World Health Statistics 2012. (2012). .: World Health Organization. 
11

 Slovenia, as other Western Balkans, was part of ex-Yugoslavia and after the separation of Yugoslavia; Slovenia 
managed to gain its independence.  Thus, Slovenia is a proper base point due to the similarities that Slovenia and 
other Western Countries have gone through. 

http://eurpub.oxfordjournals.org/search?author1=Reza+Rezayatmand&sortspec=date&submit=Submit
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and measure the relationship among variables in one model of regression analysis, the paper uses 

several regression functions in order to accurately establish the results of the relationships. The 

variables that are proven to be important for financial comparisons among countries are as 

follows: 

 

Total Health Expenditure - Total expenditures spent in healthcare services and institution as a 

percentage of GDP of each country in Western Balkans. 

 

Public Expenditure - The percentage of total expenditures composed by spending classified as 

public expenditures in each country such as; spending on health care from state budget. 

 

Private Expenditure - The percentage of total expenditures composed by spending classified as 

private expenditures in each country such as; private insurance and out-of-pocket payments. 

 

Out-of-pocket Payments - The percentage of private expenditure composed of out-of-pocket 

payments or direct pay for health care services by citizens of each country. 

 

Private Health Insurance - Whether focused countries have mandatory or not mandatory health 

insurance, as well as the percentage of total population of each country with private health 

insurance.  

 

Health Expenditure per Capita – Total expenditures per capita of each country in the region 

for one specific year in terms of monetary value such as US Dollars
12

. 

 

While identifying the differences and the similarities among the health care financing system in 

Western Balkan countries, the research tries to find out whether health care financing methods 

do affect the quality and the performance of the health care providers. Thus, a set of criteria is 

established to measure the effect of financial methods on the quality and the performance of the 

                                                           
12

 Even though US Dollars currency is not an official currency in the region, still by many reports data are only 
available in this currency.  
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health care system. As such, the performance of the health care system in the Western Balkan 

countries is measured based on the following variables: 

 

Life Expectancy - The average number of years that a person is expected to live from the 

reference point, which in this case it is from the birth. 

 

Mortality Rate - Number of deaths per 1,000 population that occur during a certain year in a 

specific country. 

 

Physicians Ratio - The number of physicians/doctors per 100,000 population in each of the 

Western Balkan countries 

 

Nurses Ratio - The number of nurses per 100,000 population in each of the Western Balkan 

countries 

 

Hospitals Capacity - The capacity of hospitals is measured by the number of beds per 10,000 

population in each of the Western Balkan countries 

 

Salaries of Health care providers - The average salary of healthcare providers in public 

institutions in each of the Western Balkan countries. 

 

Infant Mortality Rate - Number of deaths in infants up to 1 year per 1,000 live births in a 

certain year. 

 

To continue, the paper also considers the option of applying different financing methods from 

one country to another and to see whether that might have any positive impact on the overall 

health care system of a country.  These are done through by using different numbers in the data 

set and see whether this affects the result of the regression. 
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Stakeholders 
 

The table below refers to the main stakeholders as they have been identified to impact or be 

impacted by the financing methods of healthcare system in a certain country. The table shows the 

duties of stakeholders and the requirements in performing their activities in order for the 

healthcare system to operate as efficient as possible. 

 

 

Table 1: Information Requirements for Stakeholders in Healthcare System 

Stakeholder Examples of needs Data Requirements 

Government Monitoring the health of the nation Information on performance at national level 

  Setting Health Policy information on access and equity if care 

  Ensuring that regulatory procedures are 
working properly 

Information on utilization of service 

  Ensuring that government finances are used 
as intended 

Population health data 

  Ensuring that appropriate information and 
research functions are undertaken 

  

  Monitoring regulatory effectiveness and 
efficiency 

  

Regulators Protecting patient's safety and welfare Timely, reliable and continuous information 
on  patient safety and welfare 

  Ensuring broader consumer protection Information in probity and efficiency of 
financial flow 

  Ensuring the market is functioning efficiently   

Payers (taxpayers 
and members of 
insurance funds) 

Ensuring money it being spend effectively, 
efficiently, and in line with expectations 

Aggregate, comparative performance 
measures 

    Information on productivity and cost-
effectiveness 

    Information on access to (and equality of) 
care 

Purcheser 
Organizations 

Ensuring that contracts offered to their 
pateints are in line with the objectives the 
patients expect 

Information on patient experience and 
patient satisfaction 

    Information in provider performance 

    Information on cost-effectiveness of 
treatments 
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Provider 
Organizations 

Monitoring and improving existing services Aggregate clinical performance data 

  Assessing local needs Information on patient experience and 
patient satisfaction 

    Information on access and equity of care 

    Information on utilization of services and 
waiting times 

Physicians Staying up to date with current practice Information in current practice and best 
practice 

  Being able to improve performance Performance information benchmarks 

Patients Being able to make choice of provider when in 
need 

Information on location and quality of nearby 
emergency health services 

  Information on alternative treatments Information on quality of options for elective 
care 

The public Being reassured that appropriate services will 
be available if needed in the future 

Broad trends in and comparisons of system 
performance at national and local levels 

  Holding government and other elected 
officials to account 

Efficiency information 

    Safety information 

 

 

Analysis 
 

Apart from the variables mentioned above in the methodology section, that will be evaluated 

further in the paper, there are many other important factors such as; income levels and poverty, 

education, nutrition and sanitation, culture and social factors, and health-related policies that 

affect the health care system and the performance of the health care providers (Cichon, 1999, 

p.17). However, not all these factors will be analyzed, but rather they will be incorporated within 

the variables mentioned in the methodology section as they are proven to be of less importance 

in impacting the overall performance and the quality of healthcare sector. 

 

To begin with, the differences and the similarities of financial variables are analyzed. One of the 

most important financial variables is the total health expenditure as a percentage of GDP in each 

country. Figure 2 presents the total health expenditure as a percentage of GDP for each country. 
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Figure 1: Total Health Expenditure as a percentage of GDP 

 
Source: WHO- World Health Organization 

 

As it can be inferred by the Figure authorities in Bosnia-Herzegovina, Serbia, and Montenegro 

consider the healthcare system quite important as they have allocated relatively a large portion of 

their GDP to provide for the health system of their countries. In 2009, the healthcare systems of 

Bosnia-Herzegovina, Serbia, and Montenegro accounted for 10.9%, 10.5%, and 9.40% 

respectively, of their total GDP. Knowing this, it can be argued that in percentage terms these 

countries stand in the same level with many more prosperities countries, and they even have 

larger proportions of health expenditures than some countries such as Slovenia. On the other 

hand, we have countries with lower total expenditures such as Albania, Kosovo, and Macedonia, 

which are categorized with a similar level of expenditures, namely between 6.70% and 6.90 %. 

In comparison with other countries, this low percentage of total expenditures might serve as a 

key factor in determining the health care quality and performance. As such, focusing only on this 

variable and holding everything else constant (ceteries paribus), it can be implied that Bosnia-

Herzegovina, Serbia, and Montenegro should have their health systems competitive with 

developed countries because they are in the same level with Slovenia in terms of total health 

expenditure as a percentage of GDP, whereas other countries with lower health expenditure 
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should have a less developed healthcare system since they are quite behind compare to other 

countries in terms of this variable. 

 

Despite the differences in the expenditures, all countries at issue have a similar status in terms of 

quality and performance of health care sector (see page 29). Thus, there is e tendency to believe 

that increased health expenditure in a country do not necessary lead to an improved health 

quality and performance. In their book on the topic of whether more money translates into better 

health, Irvine and Ginsberg purport that the issue whether higher expenditures lead to a better 

health quality and performance is far more complex than it appears as the relationship of health 

expenditures and health quality is very complex to be measured (Irvine, Ginsberg, Woods, 2004, 

p.2). They continued further in analyzing this relationship and came to a conclusion that financial 

resources are quite important in affecting many factors that determine the health quality of a 

country, however, they argue that more money does not always result in a better health quality 

due to mismanagement or misallocation of resources (Irvine, Ginsberg, Woods, 2004, p.5). 

Having said this, some other important questions must be raised; such as where does this money 

go? How is this money allocated? These questions are of great importance as they are linked to 

the actors of management of health sector in a certain country, and which are crucial in 

determining and shaping healthcare policies. For instance, authorities that are responsible for 

healthcare activities might intentionally or unintentionally misallocate resources towards project 

that result not to be the best alternative option.   Therefore, identifying the effect of management 

in the overall health system of the country raises a separate issue within itself and poses great 

interest in understanding the implication of situation where such management was not carried out 

successfully.  

 

While looking at the total healthcare expenditures as a percentage of GDP of the countries at 

focus in relation to Slovenia, quite a portion of similarities were noticed. However, if the variable 

of health expenditure per capita is added, the gap among countries starts to widen. As seen in 

Figure 2, in percentage terms, three countries of Western Balkans, Bosnia-Herzegovina, 

Montenegro, and Serbia are in the same level as some more developed countries such as 

Slovenia. But if analyzed according to health expenditures per capita, it is noticeable that the 

difference between countries in the region and more developed countries is quite significant, as 
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presented in Figure 2 below. The reason why there is a difference in financial terms between the 

variable of total health expenditure and health expenditure per capita is because in the first 

variable only the overall health expenditure as a percentage of GDP is considered, whereas in the 

second variable, the total health expenditure is presented in monetary terms rather than as a 

percentage of GDP while taking into consideration the number of population as well. 

Specifically, the health expenditure per capita is calculated with the following formula: 

             (1.0)                Xi = Yi / Zi   

X: Health expenditure per capita of country i 

Y: Total health expenditure of country i 

Z: Total Number of population of country i 

 

Based on this formula, a conclusion can be made that in terms of percentage of GDP, countries 

tend to have similar health expenditures, but when the calculation is done in real monetary 

values, countries tend to differ because GDP is significantly different between countries of our 

focus and the more developed countries such as the country of reference, Slovenia. Moreover, 

the population number is also important in calculating the health expenditure per capita. 

Principally, looking at formula 1.0, it can be said that holding total health expenditure constant, 

the higher the total number of population, the lower will be the health expenditure per capita, 

whereas holding the number of population constant, it results that the higher the total health 

expenditure, the higher will be the portion of health expenditure for each individual. 
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Figure 2: Health Expenditure per Capita  

 
   Source: WHO- World Health Organization 

 
 

Referring to Figure 2, even at first glance it can be noted that Slovenia, which is considered a 

more developed country than the others, dominates the variable of health expenditure per capita. 

This difference of Slovenia’s health expenditure per capita is more than 4 times higher than 

Montenegro’s health expenditure per capita, which is considered to be the highest in the region, 

and more than 25 times higher than Kosovo’s health spending per capita, which is considered to 

be the lowest in Western Balkans. Among the Western Balkan countries, the ones with the 

higher health expenditures per capita are Montenegro with an annual average $ 621 per person 

spent on health care, followed by Serbia with an average of $ 576 per person spent on health 

care, and Bosnia- Herzegovina, with an average of $ 495 spent on health care per person. On the 

other hand, the remaining countries, Albania, Macedonia, and Kosovo have even lower health 

care expenditures per capita, $ 260, $ 311, and $ 80 respectively. Currently, Kosovo not only has 

the lowest average health expenditure per person in the region, but it has the lowest health 

expenditure per capita in entire Europe. Even though, it was mentioned that more financial 

resources do not mean better health quality and performance, still for many scholars and experts, 

if the system is managed properly, financial resources are of great importance in the function of 

health care system. In a study done regarding health care financing, Cichon, Yamabana, and 
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Normard stated that “financing is a critical element determining the quantity, and quality of 

health services” (Cichon, 1999, p.34). Having said this and aware of the financial situation that is 

prevalent in the health sector in Western Balkans, it can be inferred that the overall healthcare 

systems in the region is in severe conditions since most of the countries stand low in terms of 

health budged dedicated to healthcare system. Nevertheless, the situation becomes more soften 

with the fact that the amount of total health expenditures in Western Balkans countries has been 

increasing over the years, but with the lower rate compare to that of economic growth 

(Bredenkamp, Gragnolati, Ramljak, 2008, p.26). As such, it can be said that for governments of 

countries at issue, the health sector is not considered one of the most important factors in the 

development of the country, and these countries over the years allocate smaller percentages of 

their GDP to the healthcare system, particularly as the growth in GDP is more rapid than that on 

total health expenditure (see Appendix 2). 

 

Until now, the discussion was done on how much a country spends on health expenditure in 

terms of percentage of GDP, and the expenditures in health on individual basis. But, after adding 

the variable of composition of health expenditures, things tend to be more complex, as now not 

only the amount spent on health is considered, but also how these expenditures are composed 

and their effect on the quality and performance of the health care. This variable shows the 

composition of total health expenditures, meaning that how much of total health expenditure is 

financed by public expenditures, how much is financed by private expenditures, and how much 

is financed by donations. The formula for calculating the composition of health expenditure is as 

follows: 

 (2.0)  Y = A + B + C,  100% = A + B + C 

 Y: Total Health Expenditures 

A: Public expenditures 

 B: Private expenditures 

 C: Donations  

 

In this case, total health expenditures must always equal to 100 because A, B, and C are 

presented in percentage terms which show the total composition of Y. Knowing that by adding 
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A, B, and C the result will always be 100, the independent variables are mutually exclusive when 

presented as percentages, thus, one’s percentage can be increased only if there is a decrease in 

one of the other independent variables. 

  

Figure 3 below shows the composition of health expenditure in countries of Western Balkans and 

that of the reference point, being Slovenia. The graph is created by using formula 2.0 for each 

country individually. 

Figure 3: Composition of health expenditure in percentage terms 

 
Source: WHO- World Health Organization 

Based on the above graph, it is noticeable that in some countries of Western Balkan, public 

expenditures compose a higher portion of the total health expenditure. Total health expenditures 

in countries such as Montenegro and Macedonia are mostly financed by public expenditures, 

specifically 71.3% and 66.5% of the total health expenditure is composed by public financing. 

Even though these two countries are nearly similar with Slovenia (73.4%) in terms of 

composition of health care, still in other countries, public expenditures compose a lower portion 

of the total health spending. In this regards, Albania’s and Kosovo’s health financing went 

towards private expenditure rather than public expenditure. Albania’s health expenditure is 
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composed of 56.1% by private expenditures, whereas Kosovo’s health expenditure is composed 

of 48.2% by private expenditures. In these countries more than half of the health expenditures 

are made up of private expenditures. Besides public and private financing, in Western Balkans, 

health care is also financed by external sources; however, donations tend to be of less 

significance in most countries since they only comprise 1-2% of total health expenditure. It is 

worth mentioning that compared to other countries; donations have a higher impact on Kosovo’s 

health system as they make up more than 4% of total health expenditure, which might be 

considered as a significant amount especially in relation to the other countries who are part of the 

study. 

 

Both, public and private expenditures have their positive and negative impact on the health care 

system of a country. For instance, public expenditures are used with the main purpose of 

providing health care services to poor households and ensuring equal access to healthcare 

services for all population of a country (“Comparative Advantages...”, 2012). Besides this 

positive impact, public expenditure is also known as a difficult financing form to manage due to 

self-interest goals involved in it. But this problem is of different importance level depending on 

the country (“Comparative Advantages...”, 2012). Even though, sources of public expenditure 

are not regarded as the best financing method of health care sector, still knowing the poverty 

state of the region,  public spending is a proper way to finance health system as it provides 

medical treatments to people who cannot afford to finance themselves. The universal access to 

health care is also in compliance with the MDG which clearly point out that the state must ensure 

the access to essential health care to every citizen (Ataullahjan, Sardinha, Turyahikayo, 2011, 

p.3). 

 

On the other hand, private expenditure consists of out-of-pocket payments and private insurance. 

Since in Western Balkan countries there is no policy that would make private health insurance 

mandatory
13

, a very small percentage of people purchase health insurance packages voluntarily. 

Health insurance is one of the best ways to finance health care because it is risk averse, meaning 

that the risk for financial catastrophes is reduced and many other indirect negative effects are 

                                                           
13

 Kosovo, unlike other countries, has a draft law about the mandatory health insurance but it is not functional 
since it needs to be approved and ratified by the Assembly of Kosovo. 
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avoided (Drechsler & Jutting, 2005, p.5). But in Western Balkan countries, this positive impact 

of health insurance is not felt as a very small percentage of people purchase health insurance 

packages. Moreover, in this region, private expenditure usually refers to out-of-pocket money, 

since it consists of more than 90% of the private spending (“World Health Statistics”, 2012). 

According to Polton, one of the benefits of out-of-pocket payment method on the health care 

system is that it enables patients a greater choice and also it increases the level of responsiveness 

from health care providers as patients are directly dealing with the provider and not through a 

third party. Thus, the provider is responsible to the patient as he/she pays him, rather to any other 

authority that would pay him (Polton, 2011, p.10). Regardless this positive impact, Drechsler and 

Jütting argue that out-of-pocket payments denies access to medical treatments to poor household, 

which do not have the adequate social protection (Drechsler & Jutting, 2005, p.1).  Poverty rate 

in the region is quite high, 6.6% in Montenegro to 34.5% in Kosovo
14

, excluding Montenegro, 

other countries of Western Balkans have higher rates of poverty as compared to Slovenia. Thus, 

it can be said that out-of-pocket payment is not a proper financing method of the health care 

sector as it limits access to healthcare to the households which are living on poverty and which 

do not have the means to finance their medical treatments. 

 

Further, the analysis shifts towards the question on how the aforementioned financial methods 

affect the quality and the performance of healthcare sector. The financing methods of healthcare 

system are linked with the quality and the performance of the health sector through the 

characteristics identified in Table 2. According to the research organization Brookings; “there is 

no system in place to efficiently evaluate the quality, effectiveness, and safety of the care that is 

delivered” (“Overview - Engelberg Center for Health Care Reform”, n.d., par.1). Although, it is 

very complex to measure the quality and the performance of healthcare systems, still some 

assumptions can be drawn from theory. The impact of health care budget and financing methods 

on the variables can be identified in Table 2, while the effect of these variables on the quality and 

performance of the system can be determined based on theoretical assumptions. This relationship 

among variables is also presented through regression analysis. 

 

                                                           
14

 According to World Bank Database 
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For instance, Irvine, Ginsberg, and Woods (2004) believe that money dedicated to health care 

does not have any effects on the mortality rate of a country, but the studies show otherwise. On 

their study whether mortality is affected by money, Gardner and Oswald emphasize that “income 

has no immediate effect on mortality risk, though it may operate with a long lag through an 

effect on health” (Gardner & Oswald, 2004, p.10). In other words, a country cannot immediately 

affect the mortality rate by deciding to increase spending on healthcare, but through more 

expenditure, it can provide better health services and protect the health of its citizens over the 

years, which results in a lower mortality rates. 

 

Yet, there many other factors that do affect the health and mortality rate directly and indirectly, 

among is the environmental–related factor. For example, factories which are not environmental 

friendly cause health damages to people living nearby the “contaminated” areas. A report 

published by the World Bank illustrates that Kosovo’s Energy Cooperation (KEK) is one of the 

biggest air pollutants in Kosovo and in the region, as a consequence of which many people get 

health implications (“Kosovo: Country Environmental Analysis”, 2011, p.21). Such implications 

are encountered quite often in Western Balkan countries due to a high level of environmental 

pollution. Nevertheless, how to positively influence the impacts of this harsh reality and abandon 

these kinds of problems is a topic that needs to be researched, however the focus of this paper is 

how do governments of Western Balkan countries influence and shape the healthcare financial 

policies to take care and protect their citizens from such implication through affecting 

performance variables and quality variables. 
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Table 2: Health workforce and infrastructure 
  Mortality 

Rate per 
1,000 
people 

Hospital 
Beds per 
10,000 
People 

Life 
Expectancy 
(years) 

Physicians 
per 
10,000 
people 

Nurses 
per 
10,000 
people 

Infant 
mortality 
rate per 
1,000 
people 

Overall 
Ranking 

Albania 6 28 73 11.5 39.0 16 56
th

 

Bosnia & 
Herzegovina 

10 34 76 16.4 50.4 8 55
th

 

Kosovo 7 14 69 9.4 26.1 40 N/A 

Macedonia 9 45 74 26.3 6.1 10 51
th

 

Montenegro 10 39 75 21.0 55.8 7 53
th

  

Serbia 14 54 74 21.1 45.5 6 61
th

  

Slovenia 11 46 79 25.1 83.9 2 39
th

 

Source: WHO- World Health Organization 

 

To illustrate the point on how the health of people is influenced by healthcare financing policies; 

a relationship is measured between money and the variables in Table 2. For instance, the model 

determined the ways in which financial policies influence the number of physicians and the 

number of nurses in the healthcare sector of a country and how these variables impact the quality 

and the performance of the services they provide. Financing is used as a compensating incentive 

for health care providers, meaning that through financial means the management of healthcare 

can attract human resources to be involved in the health sector. According to an article written by 

Mark Haglan, money is one of the most efficient incentives in attracting nurses and physicians to 

serve in the healthcare system of a country (Hagland, n.d., par.1). This implies that a higher 

financial allocation to the healthcare sector serves as an attraction for people to dedicate their 

careers to healthcare. To measure the relationship between financial means and the number of 

physicians and nurses in the health care sector, a regression analysis is used with the available 

data on Western Balkan countries. It is important to mention that due to the non-linear 

relationship between these variables, natural logarithmic (ln) function is used to convert this 

relation in a linear function. Moreover, to be more realistic and accurate, the health expenditure 

per capita is considered as a financial mean since it captures more factors, such as number of 

population and total health expenditure and presents real monetary expenditures. The effect of 

health expenditure per capita on the number of physicians and nurses is considered individually 

as it is almost impossible to measure its effect on both variables at the same time.  
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When consulting theory and previous studies over the effect of money on the number of 

physicians, it turns out that money is one of the most important motivators that push people to be 

involved in healthcare. Specifically, according to a study published in Medical Education, 

“money is a major factor in the shrinking number of general practitioners (family doctors or 

primary care physicians)” (“For Young Doctors, Money…”, 2010, par.2).  Moreover, physicians, 

just like other individuals, are driven by self-interests, and as self-maximizing agents they strive 

to create a better life and secure future. Even though, many doctors claimed that there are several 

other indicators that motivate them to be part of healthcare system, still money plays a crucial 

role in determining the number of physicians in a healthcare sector of a country. In this regard 

Amundson et al (2003) conducted a study where a bonus was promised to physicians who would 

manage to positively affect a certain patient’s behavior, which in the case at point was to make 

patents quit smoking.  This study found out that the physicians, to whom the bonus was 

promised, have managed to make a larger number of patients quit smoking (qtd in. Christianson, 

Leatherman, Sutherland, 2007, p.27). Therefore, more money dedicated to healthcare sector 

motivates physicians to be committed to healthcare. Having said this, and based on the 

theoretical assumptions, the relationship between healthcare spending per capita and the number 

of physicians is expected to be as follows: 

 

                   

 

Phy: Number of physicians per 10,000 populations in healthcare sector of a country 

Cap: Healthcare expenditures per capita in a specific year 
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Model 1: Number of physicians versus health expenditure per capita 

 

Based on the OLS output, which is in accordance with the expected results drawn from previous 

studies, it is noticeable that the model that measures the effect of health expenditure per capita on 

the number of physicians is statistically significant at a 5% level of significance
15

, meaning that 

at least one variable included in the model has a significant effect on the dependent variable. As 

expected based on theory, the effect of health expenditure per capita is positive in the number of 

physicians. This effect of the independent variables is statistically significant as well at a 5% 

level of significance. Besides the significance level, the model has an adjusted R-square (R
2
)
 
of 

49.5%, meaning that nearly 50% of the variation in the number of physicians is explained by the 

rate of health spending per capita. As such, based on the regression output, while holding 

everything else constant, for every percentage increase in the health expenditure per capita, the 

number of physicians will on average increase by 0.29%. On the other hand, according to theory, 

the number of nurses in healthcare system of a country is affected from financial incentives as it 

happened in the New York City hospitals, where the number of nurses was increased by offering 

to them financial awards (“Attracting and Retaining…”, n.d., par.2). However, according to a 

study financed by Robert Wood Johnson Foundation, the biggest motivator for nurses is “the 

reality of the actual work environment that determines whether a nurse stays or goes” 

                                                           
15

 α=0.05 is considered as our significance level throughout the paper as it is the most widely 

used in the academic literature 
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(“Attracting and Retaining…”, n.d., par.1). Having said this, it is expected that the effect of 

financial means over the number of nurses to be positive but of less significance when compared 

to other motivators. The expected regression equation for testing the effect of health expenditure 

per capita on the number of nurses is as follows: 

 

                   

 
Nur: Number of nurses per 10,000 populations in healthcare sector of a country 

Cap: Healthcare expenditures per capita in a specific year 

Model 2: Number of nurses versus health expenditure per capita 

 

As expected according to the theory and previous studies, the effect of money on the number of 

nurses in healthcare sector resulted to be statistically insignificant at a 5% level of significance. 

Thus, Model 2 shows that the adjusted R-Sq is 14.2%, meaning that 14.2% of the variation in the 

number of nurses is explained by the amount of money spent on healthcare. 

 

After identifying the relationship and the effect of financial means on the number of physicians 

and number of nurses in the countries of our interest, a regression is run with the independent 

variables being the number of physicians and number of nurses, whereas, the dependent variable 

being the life expectancy. Through this regression, the impact of the number of physicians and 
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the number of nurses will be measured over the life expectancy, which is considered as a quality 

measurement variable by this study, as well as by many other studies since it captures the overall 

health performance over the years, within a specific country. (Example: a study done by Egidi 

and Spizzichino (2008) over health quality measurement variables uses Life Expectancy as a 

quality measurement variable). Moreover, based on the study done by Richard Cooper, it was 

assessed that the number of human capital that serves in the healthcare sector is linked with the 

quality and the performance of the system. Cooper purports that “the reality is that states with 

more physicians per capita, both specialists and family physicians, have better-quality health 

care.” (Cooper, 2009, p.92). Thus, it can be concluded that holding everything else constant, a 

country that dedicates more financial resources to the health system has a higher potential 

number of healthcare providers, which result in a better quality and performance of the system. 

Therefore, one way how money impacts the quality of health care is through attracting more 

human resources to be involved in the health system. 

 

The question is, “Is this theory relevant for Western Balkan countries?” Looking at Table 2, it 

can be said that except Macedonia, other countries lack behind Slovenia in terms of the number 

of physicians who serve in the healthcare sector. Besides, in terms of the rate of nurses, Western 

Balkan countries have a significant lower rate compared to that of Slovenia. If we combine these 

variables with the purpose of seeing their effect on the life expectancy variable, which is used as 

quality measurement, it can be noted that these variables are positively correlated with the life 

expectancy variable, meaning that the higher the ratio of physicians and nurses, the better the 

quality of healthcare, or the longer a person lives. For instance, Slovenia has a higher ratio of 

physicians and nurses as compared to other countries, and effectively it has higher life 

expectancy in relation to others.  Whereas, the country that has the lowest number of healthcare 

providers in the region as well as the shortest life expectancy among all countries is Kosovo. 

  

The regression function in the Model 3, reflects the OLS output, which measures the effect of the 

number of staff in the healthcare system, as it is divided into the number of physicians and 

number of nurses in the quality of healthcare, specifically in life expectancy.  The regression 

equation is expected to be as follows: 
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Phy: Number of physicians per 10,000 populations in healthcare sector 

Nur: Number of nurses per 10,000 populations in healthcare sector of a country 

LE: The average number of years that a person is expected to live from the reference point, which in this case it is     

from the birth 

Model 3: Life expectancy versus Nr. of physicians and nurses 

 

As in the previous models, in Model 3 the natural logarithmic function is used due to the non-

linear function among the depended and the independent variables. Being that the dependent 

variable in Model 3 is Life Expectancy, measured as the average expected age of living in a 

specific country, is a finite variable, there is a limit in the age of life expectancy. Therefore, 

logarithmic functions make it possible for the model to capture the effect of independent 

variables in a non-continues depended variable. After running the regression with the 

multiplicative function that involves converting variables into natural logarithmic functions, the 

model resulted to be statistically significant at a 5% level of significance since the P-value of the 

model is 0.034, thus, it is understood that at least one of the independent variables in the model 

has a significant effect on the life expectancy variable. Besides the significance level, the model 

has an adjusted R-Sq of 72.2%, which means that 72.2% of the variation on the life expectancy is 
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explained by the independent variables in the model, being the number of physicians and number 

of nurses. However, according to the model, not both independent variables are statistically 

significance at 5% level of significance. Specifically, the p-value of the number of physicians’ 

variable is 0.022, which make this variable significant at an Alfa (α) level of 5%, whereas, P-

value of the number of nurses is 0.083, which result to be insignificant at the same Alfa level. 

Based on the model, it can be said that for every percent increase on the number of physicians, 

the age of life expectancy increases, on average by 0.0827% as the relationship appears to be 

positive. Taking into account that the Life Expectancy variable is a variable that does not 

continuously increase, at a certain point, the increase of the number of physicians may not result 

in an increase in life expectancy. On the other hand, since the number of nurses’ variable is not 

significant, it can be interpreted that at a 5% level of significance, the number of nurses has no 

effect on life expectancy. 

 

Another important variable is the infrastructure of healthcare sector. The overall infrastructure of 

healthcare sector is significant, but this paper considers the infrastructural capacity of healthcare 

providers as a crucial factor in determining the quality of healthcare and as it relates to the extent 

of access that people have to it. In this regard, the effect of financial means on the ratio of beds 

of a country is evaluated along with the effect that the specific ratio might have on the quality of 

health. It is logical that with higher financial investments a country can secure a better ratio of 

beds (more beds per 1,000 population) in healthcare system, but how does the increase of this 

ratio influence the quality of healthcare services is something that we ought to consider at greater 

length. According to Green, beds in a hospital must be in accordance with the number of 

healthcare providers since a larger number of beds may result in an inefficient duty for the 

providers as they will not be able to take care of all patients. She continued that, on the other 

hand, a lower number of beds may deny access to healthcare for many citizens as there are cases 

where hospitals are full (Green, 2002, p.8). Green’s theory stands also in the overall country’s 

bed ratio, meaning that the bed ratio within a country must be in accordance with the ratio of 

providers that operate in the same area. Otherwise, if the ratio is lower than it ought to be as 

supported by the scholars, it probably creates boundaries to access healthcare for many patients. 

Similarly, just as a lower bed ratio (beds to patient ratio), a greater bed ratio may lead to an 

inefficient healthcare system as well, as the amount of the resources that was used to obtain the 
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excess beds could have been used for different purposes that could pose a significant role in 

potentially improving the quality of the patients’ health. 

 

Nevertheless, referring to Table 2, the results have shown that the difference in bed ratio among 

all countries is not of great mportance, except that of Albania which has a sensitive difference in 

the regards of bed ratio. Based on the Table 2, the variable of bed ratio is not directly linked with 

that of life expectancy because there are countries that have higher bed ratios such as Serbia with 

a total ratio of 54 beds per 10,000 people, but its life expectancy is only 74 years, whereas the 

bed ratio of Slovenia is 46 and its life expectancy is 79. Nevertheless, the effect of bed ratio in 

the life expectancy is measured through a regression function which is expected to result like the 

following: 

 

                   

 

LE: The average number of years that a person is expected to live from the reference point, which in this case it is 

from the birth 

Beds: Number of beds per 10,000 populations in a country 

 

Model 4: Life expectancy versus bed ratio 
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Like in the previous models, Model 4 also considers variables in natural logarithmic function due 

to the non-linear relation among variables, as well as the non-continues dependent variable. 

Model 4 shows the result of the regression function of life expectance versus bed ratio with a P-

value = 0.043 that appears to be statistically significant at a 5% level of significance. The relation 

among variables shows that for every percent increase in the bed ratio, the life expectancy will 

increase, on average by 0.0701%. The adjusted R-sq of the model is 51.1%, which means that 

51.1% of the variation on the dependent variable is explained by the model. 

 

Finally, after providing information regarding healthcare financing methods in general, and after 

offering data over financing sources of healthcare in Western Balkans and the  state of healthcare 

secotr as a whole in each country of the focus, some important variables have been created in 

order to further analyze them. With identified variables that are proven to be important in the 

healthcare sector of a country, a number of analyses have been made to see the relationship 

between the variables and their effect on one another. Specifically, regression analyses have been 

used to recognize and measure the direct and indirect effect of financing variable, being the 

health expenditure per capita, in the performance variables, presented as the number of 

healthcare providers (i.e. number of physicians and number of nurses) to continue with the 

impact of the performance variables on the quality variable, being the life expectancy. 

 

Recommendations 
 

 After finding the importance of variables in the quality and performance of healthcare sector and 

also becoming aware of the situation of Western Balkan countries in regards to these variables, 

this paper offers some recommendations which might tackle issues and policies that are 

negatively affecting the overall healthcare system in the Western Balkans. Some of the 

recommendations that are assumed to be crucial in tackling healthcare problems and also vital in 

determining the quality and the performance of the healthcare sector in Western Balkans are to 

introduce a mandatory health insurance policy, to lower the amount of out-of-pocket payments, 

and to attract more human capital. 
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Private Health Insurance 
 

As mentioned above in the paper, none of the countries of Western Balkans have formulated and 

implemented a policy that would make private health insurance mandatory (except Kosovo, 

which already has a draft law, although it is yet to be approved, ratified, and implemented). 

Therefore, the number of people who purchase private health insurance in Western Balkan 

countries is very small and insignificant. Having said this, governments of the focus countries 

(Albania, Bosnia-Herzegovina, Macedonia, Montenegro, Kosovo, Serbia) should look forward 

towards formulating and implementing policies that would make private health insurance 

compulsory. Even though, due to several constraints the law on health insurance has been proven 

to be quite complex in its formulation and implementation, still it is considered as one of the best 

ways to finance healthcare system of a country and its implementation in the Western Balkans 

countries is necessary for the following reasons: 

 While implementing such policies, Western Balkan countries would eliminate risk of 

catastrophic financial crises. Health insurance packages would financially ensure people 

that have previously bought health insurance packages in case of any unforeseen event 

that might endanger their health. Through purchasing health insurance plans, people are 

more financially secure in case any of medical treatment is needed as they are not directly 

paying for the medical expenses, rather a third party pays the largest portion of the bill.  

 The poverty rate in Western Balkan counties is tremendously high and being that in 

general nearly half of the healthcare services are financed through out-of-pocket 

payments, it can be understood that the access to healthcare services is denied for a large 

number of households due to financial constraints. Thus, implementing a law that would 

make private health insurance mandatory would eliminate the problem of inability to 

access healthcare services. One might argue that poor households would not be able to 

pay for health insurance anyway, however, the health insurance law with the support of 

government has resulted to be quite successful in many countries in overcoming the 

problem of denied access into healthcare services for relatively poor household (e.g. 

Switzerland) 

 The law on compulsory private health insurance would also contribute to the performance 

and the quality of healthcare providers by promoting greater competition among 
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healthcare providers. Since the largest portion of their bill is paid by a third party, people 

in need would want to visit the best doctors no matter the price as and in this case costs of 

medical services are covered by the insurance company. Health care practitioners being 

cognizant that people would want to purchase the best available services, all providers, 

acting rationally, would try to maximize the number of patients by being fully committed 

to their profession and offering better and more quality healthcare services.   

 

Out-of-pocket payments 
 

The out-of-pocket method of healthcare financing is considered to be one of the most inefficient 

and inappropriate ways of financing healthcare. This financing method has some benefits such as 

making healthcare providers more responsible to the patient as they are dealing directly with 

each other and the patient being the person who pays for the services rather than a third party. 

However, in most cases the negative impact of out-of-pocket payments results in inappropriate 

healthcare services, thus raising the need to shift to other sources of financing with the aim of 

diminishing the negative effects that this phenomenon entails. The benefits that the healthcare 

sector would receive by lowering or eliminating out-of-pocket payments are as follows: 

 In a relatively poor region, out-of-pocket payments as a financing method compose a 

barrier to healthcare services for many households. Due to high poverty rates that are 

prevalent in Western Balkans, the option of out-of-pocket payments denies access to 

healthcare services to a large portion of the population. Consequently, lowering the 

quality of the overall healthcare of the country as people cannot afford to receive the 

adequate medical treatment. Therefore, eliminating this barrier would positively affect 

the overall health quality of the population and people would be able to receive medical 

treatment in cases of need. 

 Through out-of-pocket payments, patients negotiate directly with the providers of 

healthcare services, thus, the income of households’ matters as they are paying directly 

for the services. Since the region is composed mostly of low-income households, people 

would try to find cheap services having in mind they cannot afford to pay for more 

expensive ones. Therefore, doctors in order to target a large portion of population are 

willing to offer low quality services for a lower price, in such cases, the overall 
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healthcare quality of a country would be worse off as both doctors and patients are 

willing to offer and receive low quality services due to price constraints. 

 

Human capital 
 

The recommendation that involves attracting more human capital refers to the number of people 

operating in the healthcare sector, specifically, attracting higher numbers of nurses and of 

physicians into the workforce, since these groups are the ones that mostly impact the healthcare 

system of a country. As seen in the regression model, the number of physicians resulted to be 

significant at al α-level of 5% and the number of nurses is significant only at a level of α of 10% 

in relation to life expectancy variable, used as quality measurement variable. Therefore, tackling 

these variables would positively impact the healthcare quality of country. The ways in which 

these variables should be scrutinized in order to affect the quality of healthcare are as follows: 

 Studies have shown that the number of healthcare providers should be in accordance with 

the number of population of a country, otherwise, if the number of healthcare service 

providers is not in accordance with the population number, then it can be said that the 

healthcare sector of a country is not operating under the principles of efficiency. More 

specifically, if there is shortage of providers, then the quality of healthcare is negatively 

affected since with a low number of providers, a healthcare system would not be able to 

response to all demands of the patients. On the other hand, if there is excess of healthcare 

providers, then most probably, the system would be cost inefficient, thus increasing the 

opportunity cost since those money could have been used for more efficient purposes. 

Thus, a proper ratio of physicians and nurses to patients should be identified while 

analyzing countries which have already have developed their healthcare sector and are 

operating more efficiently. Even though studies have shown that there is no certain ratio 

that would guarantee efficiency, still it is believed that by offering an approximate ratio 

would drastically impact the efficiency and quality of the healthcare sector on more 

positive terms. 

 Authorities that are responsible for healthcare should also be more focused in attracting 

human capital as well as train the current providers in order to be adapted to the constant 

new technological advancements and new discoveries. As previously mentioned, one way 
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through which human capital can be attracted is through money incentives because in 

capitalist states money has proven to be one of the most efficient incentives in tracking 

human capital in any filed, including the healthcare sector.  The governments of the 

Western Balkans should dedicate more financial means towards the healthcare sector in 

order to positively affect the performance variables by attracting human capital and 

organizing trainings for current providers. In doing this, the overall quality of the 

healthcare sector would is anticipated to manifest heightened levels of improvement. 

 

Limitations 
 

Even though the project was carefully researched, prepared, and analyzed, still some limitations 

and shortcomings were encountered, which increased the level of difficulty in the process of 

developing this paper as complete as possible. 

 

One of the limitations that this project encountered is the fact that it considered snapshot data, 

meaning that data for a particular year were considered without checking their past and how 

those data evolved over the years. This limitation prevented us from seeing whether the effect of 

the variables mentioned above has been changing over the years and whether that effect 

undergoes positive or negative changes. The reason why snapshot data were considered is that 

the data from the previous years could not be found for each variable and for each country, thus, 

obliging us to continue using data only for a particular year. 

 

Another limitation is that this project focuses only in the ways in which financial means affect 

the performance variables as they affect the quality variables without taking into its focus the 

other factors that do affect the performance and the quality of a healthcare system in a country. 

However, in order to see only the effect of money, only the financial means were considered. 

 

Further, another limitation is the unavailability of having data through which variables that 

would best capture performance and quality of healthcare would be created. Instead, the life 

expectancy variable is used in measuring the quality of the healthcare system, which actually 

does not always capture the quality of healthcare system as a whole, but in the absence of exact 
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data which would measure quality, the study was obliged to use life expectancy as a quality 

measurement variable, which is in compliance with other studies as well. Moreover, the number 

of physicians, the number of nurses, and the bed ratio are considered as the performance 

measurement variables, which actually do not capture the entire process of performance in 

healthcare system since there are many other factors that do affect the performance of the 

healthcare sector. Nevertheless, according to many other studies, among available data, these 

variables are the ones which do capture most accurately the quality and the performance 

measurement variables. In line with other studies, a decision was made to use these variables 

with the purpose of being as accurate as possible in measuring the relationship among these 

variables. 
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Appendices 
 

Appendix 1:  Overall healthcare data used in the project 

 
 

Appendix 2: GDP Growth over the years 

 
Source: The World Bank 
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Appendix 3: Map of Western Balkan Countries 

 

                                                               Source: Institute for the Study of Civil Society 
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