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The Community Health Fund in Tanzania

R. M. Shirima, Community Health Fund Consultant,
Ministry of Health, Tanzania

In collaboration with the World Bank and other donors, the government of Tanzania is pretesting a commu-
nity health fund pilot in Igunga district as part of its health sector reforms. The main aim of the reforms is to
explore various options for improving financial sustainability in the health sector, while at the same time
honoring its strong commitment to equity. The government intends to establish community health funds in
rural areas as one of the options for improving health care financing.

The government views community health funds as a way of ensuring greater security of access to health
care, empowering households and communities in health care decisionmaking, promoting cost sharing
with strong local participation, and providing a stimulus to local health care providers. It also views them as
a complement to employer-mandated insurance funds that may be established to cover formal sector work-
ers and civil servants.

From a household or client perspective, a community health fund will provide residents of a typical
rural district with the opportunity to buy a health card. The health card will be sold at a flat rate agreed
upon by the community. It will entitle card holders to a basic package of curative and preventive health
services and will provide security of access to a dispensary and health center throughout the year. House-
holds will prepay for the card at the time of year they are most able and willing to pay, probably at
harvest time, while households with more regular sources of income will have the option of making
installment payments.

Households will be fully informed about their entitlements and will preselect a public, private for-
profit, or private not-for-profit provider from a network of available dispensaries. While they will choose
their dispensary on joining the community health fund, normally the one closest to where they live, they
will have the opportunity to change their source of health care as and when their committee approves such
a change. Such changes are likely if households are not satisfied with the services they receive.

From the community health fund management perspective, funds will be pooled from many house-
holds in Igunga district, where 50,000 households live, thereby incorporating the fundamental insurance
principle of pooling risk. This will enable the fund to cover expensive hospital costs for catastrophic illness
or injury. Households unable to pay the membership fee will be classified as such by the ward committee
and given a community health fund card prepaid by the community. Households unwilling to join the fund
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will be required to pay predetermined user charges at health facilities. The community fund committee will
set the level of these charges, but the government may regulate such fees if the need arises.

Community management of the fund will induce people to participate. Consultations indicate that
village executive officers, among others, would be the preferred community health fund representatives.

While the community health fund will be subject to government regulation, it will be managed autono-
mously. The government is currently in the process of enacting legislation that will create district health
boards in a bid to decentralize and devolve central authority to district health systems. The authorities
envisage that the legislation will empower district health boards to provide management guidance for the
community health funds. In addition, the boards will be able to negotiate with health care providers to
honor the entitlements of health card holders, because the funds can attract many members, and given this
market power will be in a good position to act on their behalf to “get a good deal.”

From a health provider perspective, the community health funds represent a potentially reliable source
of income and clientele. Where applicable, health centers and dispensaries will receive an up-front capita-
tion grant to accommodate the health entitlements of households that have preselected the facility. The
community health fund committees will approve dispensaries’ purchase orders for drugs before district
medical officers authorize purchases and payments from the fund account. With good management, capita-
tion grants will empower providers to plan for their needs in advance, stock up on essentials such as drugs
before clients demand them, and restore efficiency to the referral process by inducing dispensaries to pro-
vide better preventive and simple curative care.

From a government or regulatory perspective, providers who operate in conjunction with community
health fund financing would contribute greatly to its goals of decentralization, particularly fiscal decentrali-
zation, and district-based care. This would, of course, require close monitoring and evaluation to ensure
that health care standards are maintained. District health management teams (DHMTs) would continue to
play this essential role by participating in hospital management boards, specifying standard treatment pro-
tocols, and ensuring that such protocols and other standards were maintained. In addition, the DHMTs are
expected to pay more attention to public health issues, to provide assistance to communities, and to support
the operation of their community health funds.

To capture the benefits of the community health fund approach, the suppliers of services must be able to
respond in an efficient and cost-effective manner. Experience in Tanzania shows, however, that many gaps
exist in performance and the quality of services. Thus some capacity building would be needed before
introducing the community health fund system, otherwise its financial advantages would diminish. Client
consultations reveal that people know full well that public providers often lack essential supplies, particu-
larly drugs; that publicly managed facilities tend to be run down, and that rural areas are the most likely to
lack good quality services. The aim of the community health fund pilot is to contribute to the government’s
health reform objectives by shedding light on how one particular financing mechanism can contribute to
efficiency, equity, sustainability, decentralization, and private sector development.

Regarding financial sustainability and the government’s cost-sharing policy, the community health fund
concept is expected to offer the following advantages:

• Involving households and communities in ‘“demand-side financing,” whereby they share part of
the cost of the health services entitlements they receive

• Promoting cost containment and cost savings associated with more efficient management and re-
duced waste among health care providers

• Exploring the option of including district-based civil servants and rural cooperatives in the commu-
nity heath fund, thereby increasing the number of members with regular incomes

• Increasing the understanding of the costs associated with providing different combinations of basic
health services and of what people are willing and able to pay for a basic package of quality services
through implementation and evaluation of the community health fund.
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Initially the community health fund pilot will be subsidized by matching funds from the government,
the World Bank’s International Development Association, and other donors. Members’ contributions will
increase gradually until they can cover most of the costs.

Objectives

The main objectives of the community health fund approach are to close the financial gap in health care in
rural areas. This will be achieved by ensuring the availability of good quality health care, in adequate quan-
tities, accessible to all in a sustainable way year in and year out. This includes empowering the community
to determine their own destiny on issues concerning their health in line with the principles of primary
health care. However, the government should be ready to bail communities out in the case of failures in the
health care delivery system.

The community health fund provides a financing mechanism for health care in rural areas based on
secure access to health care at a time of critical need through prepaid health services and on risk sharing.
Patients do not have to pay over the counter at the time of illness provided they have paid their community
health fund contributions.

Risk sharing means that those who get sick will benefit from a fund where patients’ contributions are
greater than the outflow of funds. For such a pool of funds to function as it is meant to, decisionmaking
powers and the authority to use funds must be put in the hands of community leaders. This will also enable
negotiations with providers so that the patients can select the facility of their choice. Allowing patients to
choose their providers will encourage providers to compete, thereby boosting efficiency in service provi-
sion, decreasing waste, and improving consumers’ satisfaction. Providers who cannot compete might go
out of business, which would help eliminate poor performers.

Finally, the concept includes creating and maintaining financial planning and management skills at the
community level to perfect a resource allocation process that targets the worse off.

Design

On examining alternative financing options to support health sector reform, the government of Tanzania
and the World Bank agreed to pilot the community health fund concept in Igunga district. Of particular
interest to the designers of the pilot was willingness and ability to pay and communities’ ability to set
priorities for the use of the fund. The design work is now complete. After the Igunga district pilot, the fund
will be introduced in nine other districts.

The design of the project is based on the assumption that the essence of strong community involvement
is for the community to take on the responsibility for generating, using, and controlling financial resources to
run an efficient health service. The central authorities have identified and costed a minimum essential health
intervention package based on World Bank (1994) principles. This package covers prenatal, natal, and post-
natal services; family planning; and the management of common conditions and chronic infectious illness.

The designers of the community health fund pilot took the following issues into consideration:

• Broad population coverage. To derive the benefits of risk pooling, the fund has to cover a large area,
such as a district. An average district in Tanzania has about 50,000 households. However, during
pretesting in Igunga, the communities preferred initial pooling at the ward level, although they will
maintain one account for the whole district and one district health board to ensure easy fund man-
agement. The communities’ decision was based on lack of certainty as to whether the funds would
be used properly. Therefore initially, they want to be able to control their own funds and decide on
their use until the fund’s management is clearly defined and communities are assured that local
governments and the central authorities will recognize the sole autonomy of the district health board
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in controlling the funds. The next step will be pooling the funds at the district level to spread the
risks further.

• Attractive service entitlement. Because of a shortage of funds, Tanzanian dispensaries are provided
with an essential drugs kit paid for by the central government on a monthly basis, which has the
effect of rationing essential drugs. In some areas this kit is insufficient to cover the whole month.
Thus communities need to be assured that the community health fund will solve this problem and
that the quality of health care provided is good.

• Affordable membership contributions. The project designers suggested a rate based on the cost of the
minimum package, or US$2.57 per person per year. The pretest established that communities in
Igunga are only prepared to contribute US$1.79 per person per year. By adding a matching World
Bank contribution, actual community health fund contributions will amount to US$3.58 per person
per year. The government will have to continue to contribute funds at the present level and be re-
sponsible for epidemics and public health activities so that it can devote more attention to preven-
tive measures. The funds that will be available are less than the US$12 per capita recommended by
the World Bank (1993).

• Exemption policy for the poor. Poor people unable to afford to buy a community health fund card will
be given one so that they have access to the same benefits as contributors. The community will
decide who should be exempted. At Igunga the poor will be categorized into two groups. The first
group will include the disabled and those who cannot work. The second group will consist of the
poor who could work if they had a job. These people will be given the card after performing work
equivalent to their contributions on such activities as maintaining roads or building dispensaries or
houses for health providers.

• Flexibility in choice of facilities and/or providers. Where more than one health care facility exists, the
design gives communities a choice of facility. The fund’s management will agree on the fees for
different treatments with the management of facilities to avoid overcharging.

• Efficiency and cost containment. The community health fund is designed to stimulate competition among
providers, through such means as capitation payments and fees for services.

• Intercommunity equity. The design encourages pooling at a higher level than individual communities
to reduce inequalities between communities through risk sharing. Every household member will be
entitled to the same package of care so long as they are community health fund members. Otherwise,
they have access to the same services but will have to pay user fees.

• Financial sustainability. At present, the government and donors are financing all health activities at
the community level, but the budget is insufficient to cover all expressed needs. Initially, communi-
ties will contribute a small amount and the government will contribute much more. Eventually com-
munities will be expected to contribute more and the level of matching funds will be gradually
eliminated. At this juncture the community health fund and government subsidies should be able to
cover a more than adequate set of health services for communities. Thus the financing gap will have
been closed by community financing and funding levels will be sustainable.

• Compatibility with autonomy and fiscal decentralization goals. The district health board will supervise
the fund and help committees at the ward level to make informed decisions on the use of the funds
to improve health care at the community level. The board will answer to the local council.

• Contribution to health system reform. The design is based on approved reforms. It helps to raise funds
for the reforms and encourage decentralization to the facility level. The reforms encourage private
providers’ participation, and the design involves using all the actors in health provision (public,
private for-profit, and private not-for-profit). Therefore, instead of the government covering all the
costs of health care provision, community health funds will encourage private practitioners to move
from towns to rural areas where they can be gainfully employed.
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Costing

As mentioned earlier, a costing exercise was done in Igunga district during the pretest. The figure arrived at
of US$2.57 per person per year covers dispensaries and rural health center services only. This figure has yet
to be corrected for inefficiencies in delivery costs of up to 30 percent, an upsurge in the use of services as
drugs become available, and the cost of other services that were not captured in the costing exercise. The
corrected figure will be US$10.58 per person per year.

Thus community health fund contributions and matching funds are insufficient. The balance will come
from the government, donors, and other contributions. As public health activities become effective, the
anticipated increase in utilization will slow down while contributions will increase until a sustainable pack-
age is achieved.

Implementation

Each community health fund will have an autonomous status with a simple structure, large pooling of
funds, and minimum administrative costs. As a long-term strategy, project designers envisage that autono-
mous district-level entities will be created to manage the funds. An act of parliament is required to establish
the entities and put in place regulations and procedures for establishing the community health fund, guided
by the results of the pilot.

In line with Tanzania’s health reform strategies, the role of the government (which currently has a mo-
nopoly in the ownership and management of health facilities) will be shifted to setting standards, having a
regulatory role, training, and monitoring and evaluating the health services. The management of the facili-
ties will be passed to facility management committees or boards composed of community representatives.
These management committees will be responsible for managing public health staff and coordinating with
the DHMT on facility performance. The community health funds have been designed in such a way as to
provide information on facility-based management, training requirements, and evaluation processes; to
create accountability and transparency; and to reduce pilfering.

Community-based management will raise expectations on the demand side. Thus the supply side will
need improvement to meet these demands. The government and interested donors must come together to
strengthen district-based services. Providers will compete on a fee-for-service basis.

Efficiency and Effectiveness

The community health fund pilot took about two years to design. This gave its designers an opportunity to
think about the anticipated economic efficiency in comparison with similar schemes in effect in other coun-
tries, including Burundi, Ghana, Guinea Bissau, Korea, and Thailand. These countries have indicated that
improvements in the quality of health care will reduce the financial burden on households during illness
and increase production by reducing mortality and mobility. To test these ideas in Tanzania, the govern-
ment intends to improve health care by ensuring drug availability, improving services, and emphasizing
public health interventions to reduce the burden of disease.

To improve efficiency two interventions will be introduced, one to improve management at the district
level and below, and the other to include public health activities, which will introduce the most cost-effec-
tive measures that have a direct impact on reducing the burden of disease. This will also involve careful
coordination of all vertical programs in the district, such as immunization, tuberculosis and leprosy pro-
grams, and AIDS control.

The community health fund’s main function will be to control costs through well-established district
health boards with managerial capacity. The boards could use a variety of tactics to influence providers to
extend services in the most efficient way, above all to avoid overprescribing and overcharging.
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As concerns service costs, the system needs to ensure that providers spend their time catering to the
sick rather than carrying out supplementary activities to increase their incomes. Also in relation to ability
to pay, government measures to address poverty should take into account marketing systems, especially
the sale of cash crops. The practice of borrowing cash crops from farmers instead of paying for them at the
time farmers deliver the crops prevents farmers from planning how to use their money. If farmers are to
pay their community health fund contributions at harvest time, this arrangement will have to be changed.

The health boards will have to work hand in hand with the other authorities in the community, such
as primary cooperatives, education boards, other organizations, and nongovernmental organizations. The
coordination of the activities of these boards at the community level is of crucial importance. The facility
management committees will liaise closely with health management systems.

To improve public health services at the community level, project designers have suggested a rebate
of 10 percent per year from the community health fund to the community based on the community devot-
ing the proper attention to public health.

Experience in Igunga

The authorities selected Igunga district from among Tanzania’s 113 administrative districts for pretesting
for the following reasons:

• It is one of the 10 poor districts selected for a health and nutrition project.
• The DHMT demonstrated its responsiveness to innovations during the implementation of the health

and nutrition project.
• The health and nutrition project has rehabilitated a number of dispensaries.
• The district team and leadership is strong and was willing to implement the pilot.
• The necessary political will was present.
• District communities showed interest in participation during the rehabilitation of the dispensaries.
• A plan to rehabilitate the district hospital, which will handle referral cases, is available.
• The Nkinga mission hospital is ready to participate as a private hospital.
• The district is one of the 10 pilot districts supported by the International Development Association,

and thus using some of the money from the existing project to initiate the pilot is straightforward.
• The district’s health problems are huge and deserve special attention.

The exercise commenced in December 1995 by way of meetings with regional leaders, district leaders,
and technical teams that discussed pretesting the community health fund in Igunga district, with a view to
preparing a pilot project. A comprehensive action plan for the pretest was prepared during the next six
months. The action plan had two objectives, namely, to establish a community health fund at the district
level through household contributions and to establish health boards. These objectives were to be attained
by training the DHMT, district and ward authorities, and fund collectors and by mobilizing households.

The training activities informed participants about the concept of a community health fund and cost
sharing and provided training in the relevant skills. The training for regional and district authorities
provided information on the national health policy and proposals for health sector reforms. The DHMT
training refined the proposals for implementing the community health fund pretesting and prepared the
team to act as trainers for lower levels of management. The DHMT also decided on the composition of the
community health fund board and developed criteria for selecting premium collectors, community
mobilizers, and committee members at the ward level. Ward authorities reached consensus on how to
select community health fund collectors, on terms of reference, on collectors’ remuneration, on how to
promote the community health fund, on exemptions, and on fund management.

Health providers and premium collectors raised many issues that required elaboration and clarifica-
tion, including the difference between paying user fees and the community health fund. Table 10.1 com-
pares the differences between the two methods of payment for health services.
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Table 10.1. A Comparison of the Community Health Fund and User Fees

In Igunga district households’ main sources of income derive from livestock and farming. Investiga-
tions of their willingness to contribute to the community health fund clearly indicated that they were
prepared to pay T Sh 5,000 to T Sh 10,000 (US$9 to US$17) per family. Initially the government will match
the fund by using International Development Association credits to encourage contributions. However,
the need for government payments will change depending on the changed attitude of providers and
more providers coming in to create competition. The government will continue to increase its present
level of health sector financing, especially for disease prevention services, to reduce the number of cases
requiring treatment.

Although the communities of Igunga district have shown a willingness and ability to pay, a number
of risks had to be considered before pretesting. The main risk was the possibility that community mem-
bers would misunderstand the concept, thereby creating social and political problems. A second risk was
that the government and donors might not be willing to contribute to the fund. A third risk was that the
district might not be able to handle the extra work, and that like other funds it might face misappropria-
tion or misuse that would discourage contributions.

The pretest of the Igunga pilot ended in June 1996, and the entire district was piloted as of July 1996.
The authorities expect to include nine more districts in the pilot within the next two years. Depending on

Community health fund User fees

Patient pays before illness Patient pays at the time of illness

Risks are shared Risk is borne by individuals

Patient pays in small amounts Patient pays in large amounts and may need to foot the
whole bill

The decision to pay is under the patient’s control The patient has no choice once illness occurs and may not
have the cash to pay

The household is empowered to make decisions All the power and decisions are in the hands of providers
about health care delivery

Those who cannot pay (poor households) are Exemption of the sick poor is tedious and done
exempted by the community by bureaucrats

Management and administration costs are low; most Management and administration costs are high because of a
of the work is done by community committee members heavy input load (e.g., cash boxes, receipts, many employees,

high overhead costs)

No fee is assessed when the patient is ill, and the Patient pays for every visit and service
patient has full access to care

As CHF members increase, user fees will decrease User fees die a natural death when all households join a CHF

Contributions are by personal choice Fee is mandatory so long as the patient is not exempted

Non-CHF members will pay the cost of access to The user fee will be determined by CHF members at the
health care community level

The CHF demonstrates the social principle of Cash and carry; user fees constitute market-oriented costs and
sympathizing with the sick; social values benefits; no social benefits
are observed

When a CHF member is sick, the CHF spends Under user fees, once you are sick you are a good client paying
revenue; it therefore encourages the community for services, which discourages preventive intervention,
to take preventive action (public health measures) especially among private providers

Without patients, the CHF will survive as the risks Without patients, user fees will vanish, to the detriment
are always there of private providers

CHF Community health fund.
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the results, a new project will be developed to start community health funds nationwide in the coming
years, and donors will be invited to provide matching funds.

Conclusion

Unlike in Ghana, where it is already established, the concept of a community health fund is new in Tanza-
nia. However, African countries differ from each other in their cultural and customary systems, thus gov-
ernments need to be cautious when introducing new dimensions into health financing. Starting with a pilot
provides an opportunity to assess risks and find out about the assumptions people will make, and to take
these into account before implementation. Assuming that the experiences of Ghana, Guinea Bissau, and
Thailand, for example, could be copied in Tanzania without modification would be naïve.

Introducing a new concept in any field of development starts with doubts. A community health fund is
especially subject to doubts, because it changes the concept of “free” medical services to a service that costs.
In addition, other sectors, such as education and sanitation services, are all looking at cost sharing. This
change is also occurring at a time of political change from a one-party to a multiparty system, which places
an additional strain on the economy and on social systems. Thus some argue that this is not an opportune
time to bring in so many changes. However, the question is whether Tanzania can postpone health reform.
The answer is that it could if a better alternative were available for addressing the disease burden and the
problem of worsening health services. As it is, donors are becoming increasingly reluctant to grant requests
for assistance. In addition, they are not prepared to continue to provide help unless a country demonstrates
its serious intent to develop self-reliance and prove that it can sustain the developments envisaged.

Tanzania has no alternative but to implement social sector reforms, especially those concerned with
different financing options. A community health fund is therefore essential as one vehicle that will contrib-
ute to the health care system and allow the sharing of responsibilities with communities. It is a self-reliant
approach that will be sustainable.
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