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A. STRATEGIC CONTEXT AND RATIONALE

1. Country and sector issues

(a) Introduction

The Federal Republic of Yugoslavia (FRY) -- now Serbia and Montenegro (SAM) succeeded to the membership of the former Socialist Federal Republic of Yugoslavia in the World Bank in May 2001. Initial Bank Group support to SAM was provided in two stages: first, a pre-membership phase funded through a US$30 million Trust Fund for FRY. The second phase, outlined in a Transitional Support Strategy (TSS – Report 22090-YU, June 26, 2001), provided a three year program of support for the Economic Reconstruction and Transition Program (ERTP), to be financed with a US$540 million temporary and exceptional IDA envelope. A TSS Update (Report 24476-YU, July 18, 2002), described progress in the first year of implementation (FY02) and laid out plans for the FY03 program. A further TSS Update for FY04, due to be presented to the Board on March 16, 2004, describes progress during FY03, including FRY’s constitutional transition to Serbia and Montenegro, and provides the strategic framework for the final year (FY04) of the three year Bank Group assistance program. A full three year participatory CAS covering FY05-07 will be developed jointly with the IFC during the course of FY04 and presented to the Board for consideration in summer 2004. The SAM PRSP and Bank-Fund Joint Staff Assessment accompany the FY04 TSS Update under separate cover.

(b) Political and Socioeconomic Context
Political Outlook. The past fifteen months have seen the introduction of the new constitutional union State of Serbia and Montenegro in February 2003.  The new union is now fully established and functioning. Both Serbian and Montenegrin leaders have placed high priority on seeking early accession to the European Union. Montenegro’s ruling coalition garnered a strong majority in the 2002 elections, but differences within the coalition still resulted in delays in processing various important items of legislation in Parliament. The economic reform program has been somewhat hesitant, although positive progress continues to be made. 

Economic Developments. The effects of poor economic management, compounded by international sanctions and conflict (1992–1996 and 1998-2000) which severely inhibited trade and investment in the country, led to a sharp decline in economic conditions. By 2000, recorded per capita GDP had fallen to about one-half of its 1989 level. SAM had accumulated large domestic and external debts, with the latter reaching around 131 percent of GDP in 2000. SAM’s external debt remained a very high 76 percent of GDP at end-2002. Absolute poverty roughly doubled since 1990 and a deterioration in social protection and health services occurred, as available financing fell below existing entitlement levels. 

Since late 2000, the adjustment of fiscal deficits towards levels financeable from non-inflationary sources has been the key policy instrument for restoration of macroeconomic stability. In Montenegro, the adoption of the DM in 1999 along with substantial levels of donor support successfully insulated the Republic from some of the more severe impacts of economic mismanagement after 1998, such as high inflation and growing arrears on pensions and social benefits. The DM was replaced by the Euro as legal tender in Montenegro in 2002.

Progress in structural reform remained positive despite several domestic and external shocks. The Montenegrin government adopted an extensive ‘economic reform agenda’ which covers a wide range of sectors. Montenegro enacted a new law on pension and disability insurance, a new labor law to increase the flexibility of the labor market, and a number of reforms focused on creating a more favorable business environment. The Government successfully introduced a VAT in 2003. After concluding mass voucher privatization, the Government is now focused on the sale of banks, hotels and large enterprises to strategic investors. The strong implementation of stabilization and reform has brought visible progress while laying the foundations for a more sustained recovery.  In Montenegro, real GDP is estimated to have grown at low but positive rates of about 4 percent in 2000 and about 2 percent annually in the past 3 years. Recent growth has been driven by a recovery in the key tourism sector as well as in transport (primarily increased transit of goods to and from Kosovo), and construction. Montenegro’s consolidated fiscal deficit was cut from about 8 percent of republican GDP in 2000 to 4.3 percent in 2002. Foreign grants remained the main source of deficit financing, though domestic financing has been recently increased.

Poverty. Over the past 18 months, the Serbian and Montenegrin authorities and NGOs initiated a broad based data collection process and data analysis to support the Development and Poverty Reduction Strategy Paper. According to national poverty lines (€3.50 a day in Montenegro), around 10 percent of the population was living in absolute poverty in 2002. Growth is expected to reduce the incidence of poverty by a half. However, widening income inequality and growing regional disparities are likely to pose a challenge to poverty reduction. Moreover, vulnerability to even small shocks remains high. Poverty among refugees and IDPs is significantly higher than within the local populations. Unemployment is particularly high in Montenegro, reaching one of the highest levels in the region (above 20 percent of the labor force). Progress toward meeting the Millennium Development Goals is described in Annex 1, Box 1.  In general, Montenegro is on track to meet the MDGs, but the combination of currently low prevalence and growing risk factors is likely to make achievement of MDGs for HIV/AIDS difficult.

The just completed PRSP for Serbia and Montenegro represent an overall plan of activities aimed at reducing key types of poverty while supporting the present market-economy developmental orientation. In view of the main strategic directions of the PRSP, poverty reduction priorities to begin in 2004 will be in the areas of education, employment and SME development, health and social protection. The estimated need for the implementation of the Development and Poverty Reduction Strategy (DPRS) in Montenegro covering the same period equals 439.8 million Euros. It is envisaged that cost of the DPRS will be covered by a combination of reallocation of existing budgets, increased domestic resource mobilization, and new external financial support, including the proposed HSIP. DPRS costing and financing will require further refinement over the next year.

(c) Main Health Sector Issues

Montenegro’s health system faces problems that need urgent intervention both in finance and governance, and in the delivery of health services.  The major issues in the first of these areas are as follows (Issues highlighted in italics are proposed for intervention supported by the Project): (i) public and total health expenditures are high (see 2002 PEIR for SAM) and the current public health financing and delivery system is not financially sustainable due to problems of revenue (contributions waivers, difficulty collecting from informal sector, lack of budget transfers for uninsured including refugees and IDPs) and expenditure (through failure to adjust the generous benefits package and capacity to reduced economic circumstances); (ii) pharmaceutical expenditure is out of control, at almost 30% of HIF expenditure, plus widespread out-of-pocket payment and the 2002 CPAR for SAM found evidence that drug prices are significantly above international reference prices; (iii) capacity for policy-development, planning, forecasting, managing and monitoring the system is weak and fragmented, and information systems and data for these functions are deficient.  Major issues in the service delivery area include the following: (iv) primary health care (PHC) is not playing a large enough role in prevention or diagnosis and treatment, and staff are not optimally distributed, creating access problems in some places even though PHC employs a large share of health sector staff; organization of PHC is fragmented and overlaps with hospital care: reform of PHC based on a family-medicine model has been considered as an option to address some of these problems, but has become controversial; (v) health sector staff are poorly paid, poorly motivated, poorly managed, inadequately trained and often work to low standards. Unregulated private practice, financed by out-of-pocket payments, and informal payments in the public sector have emerged spontaneously in response to these problems, to the detriment of access to care, there is no framework for the HIF to contract with the private sector nor for private supplementary insurance, and there has been no privatization of public services;  (vi) health and social care services for the growing proportion of old people, and people with long term mental illness and disabilities are limited.  The interface with the responsibilities of the Ministry of Social Affairs and Labor (MSAL) needs to be clarified; (vii) the public hospitals network and the Institute of Public Health (responsible for surveillance and disease prevention),  are run-down and inefficient: standards need to be defined and improved.  

The proposed Project would help the Government of Montenegro (GOM) to support development of health reform strategy with the aim of supporting the Ministry of Health (MOH) and Health Insurance Fund (HIF) to develop priority areas of policy and regulation and build their capacity; improving quality, efficiency and access in primary health care; and taking measurable steps towards financial sustainability of the health care system. 

The Government is committed to this goal. The Government’s strategy for the health sector was presented to the Parliament and approved in November 2003. The Ministry of Health has prepared new draft framework laws on Health Protection, Health Insurance and Medicinal Products, to underpin their strategy for reform. These laws are planned to be adopted in 2004. There is a high degree of joint ownership by the Montenegro MOH and HIF of the health strategy, including the priorities proposed for support by the MHSIP, and the Government of Montenegro also supports the need to give priority to health reform at this time.  The health strategy is reflected in the Government's draft PRSP.  

2. Rationale for Bank involvement

The Bank has acquired cross-sectoral knowledge of the country (through a PEIR and CPAR in 2002, and a Poverty Assessment in 2003), and is in the process of deepening sectoral knowledge of the country through project preparation and through forthcoming studies: a Western Balkans HIV/AIDS study and a South East Europe Regional Study on Public Expenditure Policies, and so is well placed to build upon this knowledge base in the proposed operation, which is knowledge-intensive and requires a lot of know-how with which the Bank is well placed to assist, drawing on evidence and lessons learned in the region and sub-region.  The Bank has been involved in providing assistance to SAM in various sectors, including energy, environment, water supply and sanitation projects.  The proposed Project is consistent with the explicit goals of the TSS of June 2000, and subsequent draft TSS Update covering FY04. These goals include the alleviation of poverty and the development of human capital through improved health status by ensuring quality and cost-effective health services at all levels.  The Bank also has a comparative advantage at sectoral approaches as well as at supporting coordinated policy dialogue between health and other relevant government ministries, notably the Finance and Social Affairs and Labor Ministries.   A second Structural Adjustment Credit (SAC 2) proposed for FY04 will include health-related conditionalities, namely support for adoption of new framework health laws on health care, health insurance and pharmaceuticals and related implementation plans and milestones, which would provide the legal foundations for the Government's reform program, including the reform activities supported by the investment operation.  

Other donor support for policy, financial and institutional reform in the Montenegro health sector, current and planned is limited, by comparison with Serbia, so that at this point, the Bank is the main source of support for policy and system reforms in the Montenegro health sector.  UNICEF and CIDA have small programs, focusing on child and youth health, HIV/AIDS surveillance, and development of the public health profession.  EAR may consider providing assistance to the health sector from 2005, and this may cover the areas of pharmaceuticals regulation and hospital refurbishment and associated planning and financing changes, potentially in conjunction with EIB lending.  The Greek Government recently announced its intention to provide 5-10 million euros to upgrade the Institute of Public Health in Podgorica as part of the Hellenic Plan.  Hellenic Plan funds may also support mental health service development.  CIDA is exploring the scope to finance some primary health care activities in the proposed project, and if approved, CIDA has indicated a desire to coordinate and integrate this assistance into the design and implementation of the proposed Project.  USAID is providing support for NGO development, community-driven initiatives at municipal level that includes health sector initiatives, notably support for reproductive health and well-women's services at primary care level, and technical assistance in some areas that have potentially major implications for the health sector, including decentralization and policy for Treasury management and tax/contribution collection.

3. Higher level objectives to which the project contributes

The Bank's strategic program with SAM, outlined in the draft TSS Update for FY04, due to be presented to the Board on March 16, 2004, includes the proposed Montenegro Health System Improvement Project (HSIP) in the planned lending program for FY04. The draft TSS Update for FY04 explicitly notes the expected contribution of the health investment project to two of its four development objectives:  improving the social well-being of the most vulnerable, and building human capacity and improving governance and building effective institutions.  The Project also aims to contribute to a third development objective - to restore macroeconomic stability - through support for development of policies to improve the fiscal sustainability of the Montenegro health system. This latter aim will also be supported by the health conditionalities of the proposed Montenegro SAC-2.  

B. PROJECT DESCRIPTION

1. Lending instrument

The proposed Montenegro Health System Improvement Project (MHSIP) would be financed by a Specific Investment Loan, namely a Credit of US$7.0 million equivalent.  The Project would potentially be complemented by activities financed by CIDA. Parallel donor support is anticipated to finance US$0.5 million or more.  The Project would be implemented over a four year period and would finance goods, consultant services, training and incremental operating costs. The Government would finance most recurrent operating costs and estimated taxes and duties through a contribution estimated to cost US$2.3 million equivalent over four years. The reasons for this choice of lending instrument are: (i) an investment operation is needed to complement ongoing adjustment lending through needed financing of technical assistance and training, and (ii) some of the efficiency gains and quality improvements sought in primary health care require redesign and equipping of facilities, as well as extensive investment in training of staff.  

2. Project development objective and key indicators

The objective of the proposed Health System Improvement Project is to put in place the first phase of steps towards reform of the health system in the Republic of Montenegro, giving priority to increasing capacity for policy, planning and regulation; stabilizing health financing and improving primary health care service delivery.  Specifically, the Project would (i) support improvement in financial sustainability of the health care system by strengthening institutional capacity and information systems  for health policy, planning, regulation and management in the MOH, HIF and IPH; (ii) improve quality, efficiency and access to primary health care services, by investment in training of staff, facilities and equipment and reform of organization and financing of primary care beginning in Podgorica, and extending reform to areas outside Podgorica;  and (iii) support a project management network (PMN) of the Ministry of Health (MOH) and a central Technical Services Unit (TSU) that will provide procurement and financial management services for this and other future World Bank-financed projects.

The following key indicators would be used to assess project performance: 

(i)
drug prices are reduced  and agreed indicators of rational use of drugs are improved; 

(ii)
HIF annual deficit is reduced by end of the Project;

(iii)
waiting time (from arrival to consultation) in primary care is reduced;

(iv)
utilization rates and satisfaction for  primary health care in Podgorica by Roma and IDPs are increased;

(v)
gap between primary health care utilization of the poor and non-poor is reduced:

(vi)
immunization rates for DPT and measles are maintained or improved (rates are already high) following reform;

(vii) 
utilization of day care services by the elderly is increased.

3. Project components

It is proposed that the Project would have the following three components: 

1. Support for health reform program (estimated to cost US$2.2 million total, including contingencies)
This component would be directed at helping the Government to identify best practice in health policy, financing and selected areas of service delivery.  The intention is that policy development and adoption would be built into the Project and supported by it, rather than being fully determined ex-ante.  This component of the Project would therefore have an open design.  There would be two sub-components: (1.1) health policy development and capacity building for the MOH, HIF, and IPH focused on health finance, pharmaceuticals regulation and expenditure management, planning and strategy development, communications and public information to support reform, and monitoring and evaluation.  Priority would be given within these activities to aspects relevant to primary health care development, improved services for the elderly and people with disabilities, development of the benefits package and provider payment policies, and efficiency improvement and expenditure control. This sub-component would provide expert advice and train MOH, HIF and IPH staff  in health finance, planning, monitoring and evaluation; and (1.2) investments in health information systems to improve data collection, contracting, monitoring and management of primary health care, and related services.  These investments would be consistent with a longer term plan to development integrated health information systems, and would build upon HIS development already carried out in the HIF.  Priority would be given to the information needs of the MOH, HIF and IPH, and to development of information systems for primary health care.

2. Phased implementation of primary health care development, beginning in Podgorica, with scaling up of aspects of reform and development to other locations (estimated to cost around US$6.6 million total, including contingencies)
This component would support phased implementation of plans for the reform and development of  primary health-care (developed under Component 1).  The component would support early, practical improvements to help to engage key stakeholders.  This component is likely to be structured as four sub-components:

(2.1)  first phase of implementation in Podgorica which would be used to develop the reform model and learn lessons before scaling up reforms to other parts of Montenegro. Key elements of the reform model include (a) patient choice of and registration with a primary care doctor; reorganization of these “chosen doctors” into group practices, alongside (b) consolidation of specialized primary-care-based services into a Primary Care Support Center (including diagnostics, day services for the elderly and for people with chronic mental illness,  specialized primary care clinics  - including tuberculosis dispensary, youth health, mental health, obstetrics and gynecology -  and teaching facilities);  (c) implementation of a new contract with these doctors to improve staff motivation based on a re-defined benefits package and a new payments model; (d) streamlining of the organization of services to reduce waiting and crowding and give medical staff more effective time with patients.  These activities will be coordinated with  information systems development under Component 1 to support these changes, and with  training of staff in evidence-based protocols of care under sub-component 2.3, so as to improve the value-added by primary care and reduce inappropriate use of medicines and inappropriate referral to hospitals.  This sub-component would also finance civil works to carry out internal remodeling of existing primary care facilities, to rationalize facilities and improve the functional lay-out of building so as to support development of group practice and to consolidate of specialized primary care services from multiple sites into a single Primary Care Support Center.  One option for the site for this Center would be in an existing Military Clinic in central Podgorica.  SAM authorities are considering whether to transfer of this facility to the Montenegro MOH, for integration into the civilian health network over the coming period. Alternative sites are also under consideration.  In addition, this sub-component would finance purchase of medical or other equipment necessary to bring existing primary care equipment up to standard, and to enable a wider range of patients to be diagnosed and treated at the primary care level.

(2.2) Further development of primary health care policy, standards, and implementation capacity, through technical assistance and training.  This would cover support for management of change; development of measures to increase service quality through development of clinical standards and guidelines, development of licensing and accreditation, development of professional chambers and associations; development of policies and strategies to improve patient relations and protect patients rights; and development of human resources policies for primary health care (including identification of professional roles and skills requirements).
(2.3) Development of primary care specialization training and continuing professional development.  This would include development of a training center in the Podgorica Dom Zdravlje linked to the Medical Faculty; this is likely to develop a new professional specialization profile for primary health care doctors, and specialized training for nurses in primary health care, as well as upgrading of the skills of existing staff through continuing medical education.  

(2.4) Support for phased scaling-up of implementation of the reforms piloted in Podgorica to the rest of the country.  The key areas to be scaled up first throughout the rest of Montenegro include: implementation of patient choice of and registration with a primary care doctor; implementation of a new contract with these doctors based on a re-defined benefits package and a new payments model; and upgrading of medical equipment to support these changes.  Medical staff from outside Podgorica will also participate in training under sub-component 2.3.  Mobilization of additional resources from local and donor sources will be necessary to fully implement all aspects of the primary care development strategy, extending beyond the life of the Project. 

3. Project management  (estimated to cost US$1.0 million total, including contingencies) 

The Ministry of Health will be the lead implementation agency for the Project.   A Project Management Network (PMN) has been established in the health sector organizations involved in project activities, led by a Project Coordinator in the MOH.  A central Technical Services Unit (TSU) has been established under the Department of Prime Minister, responsible for providing core procurement and financial management services for all future Bank-financed projects.  At this stage, Pensions and Education Projects in preparation are also expected to use the TSU over the next four years. This component would have two sub-components: (3.1) the operation of the PMN in the MOH; and (3.2) the operation of the central TSU serving the health project and other projects.  Note that this relatively high level of project management costs reflects the assumption that the health project would meet all costs of the central TSU over the next four years, that is, this Credit would finance procurement, financial management and disbursement functions for all upcoming Bank-financed projects during its life.  

4. Lessons learned and reflected in the project design

Montenegro is fortunate to be able to benefit from more than ten years of experience of health project implementation in the ECA region by the World Bank and other donors.  OED has released an in depth study of four completed health projects in ECA and the ECA Region's Human Development Department is currently preparing its own assessment of all thirty health projects that have been completed or are under implementation.  Some of the main lessons are clear, including:  (i) health sector reform is a lengthy, politicized process and expectations for the reform process have been too optimistic for both the World Bank and the client countries; (ii) institutional aspects of reform are as important as technically proficient strategies; (iii) greater attention needs to be paid to the political economy of the reform through marketing reforms to lawmakers, the medical community and the public; (iv) projects have been too complex, particularly in smaller countries with low capacity; and (v) adequate resources need to be committed for supervision of projects.

Given this experience over the past ten years, the project design is very simple and flexible, and includes emphasis on capacity building (including training of staff and long term technical assistance) and institutional development in both of the substantive components.  In order to address the political economy issues, the project preparation process and the project design itself include resources for consultation and communications strategies.  The project design pays a lot of attention to transition path to reform – not only to the end point – in order to address concerns of stakeholders.  

In addition to these general lessons, the OED four-country review points to emerging lessons that can be gleaned from a number of other countries in ECA and in the states of former Yugoslavia about primary health care development and reform.  Successful reform of primary care has involved coordinated and consistent intervention across a number of dimensions: training and professional development, organization and ownership of service delivery, financing and related incentives for staff, and legislation and regulation governing standards and norms.  The project design works on all four of these dimensions.  As well, local professional ownership and leadership of the new primary health care model has been a critical factor in the most successful case study country in the OED review (Estonia) and among more successful instances of primary health care reform in neighboring countries (successful pilot sites in Bosnia). The Bank’s team includes a Bosnia PCU Director who is able to provide in-depth transfer of lessons from that experience.  The Montenegro Minister of Health has appointed a committed primary health care professional to lead the primary care component of the Project, and has a strategy of identifying “focal points” of change-oriented professionals to form working groups for Project preparation and implementation.
The ECA-wide review also provides some lessons that are relevant for the first component of the Project which supports health policy and health financing.  Reforms in health financing have been undertaken in the region often without a clear governance structure, skilled and committed health care management and administration, and support from health care professionals and the public for the goals of the reforms.  Even when carefully designed in sufficient detail, the implementation activities are often not sequenced correctly.  The Project is able to address this in part through its close ties to the adjustment program, and through coordination with parallel reform initiatives in public administration, tax and revenue administration and public expenditure management.  Close links to SAC-2 and potentially to future adjustment operations in the upcoming CAS are a key complement to this component of the project's design.  

5. Alternatives considered and reasons for rejection

The option of not doing a project at all could be considered as an alternative.  However, there are several strong justifications for investing in health, including:  (i) public sector health spending is a significant drain on scarce public resources and contributes to high payroll tax burden; reform is needed to tackle the causes; (ii) the roles and boundaries between public and private health sectors and the regulation of private sector involvement in the health sector are in need of reform, in line with the wider transition from a socialist to a mixed economy; (iii) the public health provider network needs to increase its efficiency and quality, and re-orient services to better match the needs of an aging population with a high burden of non-communicable disease, chronic illness and disability, and to target vulnerable and poor populations; and (iv) the Government of Montenegro has demonstrated strong demand for Bank support for the health sector over the past two years, and sees health reform as a high priority at this stage of transition. 

To date, the Bank has played an active role in policy dialogue on health with the Government and health-related conditionalities have been included as part of the second Structural Adjustment Credit.  However, it is clear that these policies will not succeed unless there are investments in institution and capacity building to accompany them.  A second alternative to be considered is then, should the project be a small technical assistance project to support the refinement and implementation of the strategies supported under the SAC 2 and potentially under future adjustment operations?  The disadvantage of this approach is that it would not yield immediate and visible benefits in the current delivery system,  which is run down after over a decade of low capital investment and limited investment in staff education and training, and could therefore undermine public support for the reform and for the current government.

One lesson learned over the past ten years of implementing health projects in ECA is that it takes much more time than expected to implement health sector reform.  And the most success has been found in countries where the Bank/Borrower relationship has been relatively stable over time.  Consequently, this makes the choice of an APL as a lending instrument an interesting option.  There would be advantages to committing to a ten year program, and the MOH certainly envisages its health strategy as requiring sustained effort over this time frame.  However, the reality is that the political context is probably too uncertain for an APL.  Uncertainties include possible consideration of independent status for Montenegro in two to three years’ time, and the possibility of EU accession with associated increase in access to EU sources of finance.  As well, the Bank’s longer term involvement in health can only be decided within the context of the upcoming CAS discussions.  

The selection of areas for investment and intervention in the Project: - health care policy and financing and associated capacity building, plus primary health care development  - were decided in discussion with the MOH about its strategy, alongside discussions of the PRSP.  The MOH expressed a desire for the Project also to finance investment in development of long term care services for the elderly and disabled.  However, during the process of review of the Project Concept Note (PCN), Bank management concluded that this would add excessive complexity to the Project, and so it was decided to concentrate the Project’s support for service development in primary health care.  It will be possible to build into this component interventions which will improve the primary care system’s services for the elderly.  Some important areas, such as “classical” public health services, are not included because they are proposed to be covered by other donors (the Greek Government’s Hellenic Plan funding and the GFATM), though the Project will provide policy, training and information systems support for public health functions.  The hospital sector also has need for improvement in efficiency and quality, but has been relatively better resourced than primary health care in recent years and so is seen as a less urgent priority.  There is some possibility that EAR and EIB may support restructuring and upgrading of hospitals in Montenegro from 2005, following on a similar project undertaken by EAR and EIB in Serbia.  

At the PCN stage of project preparation, consideration was given as to how best to use the limited resources and timescale of the Project to implement primary health care reform, including:  (i) supporting selected one or more pilot regions, including Podgorica; (ii) attempting nationwide implementation during the Project life; or  (iii) a phased process of introduction of reform, with evaluation during the early phases to inform subsequent scaling up of key elements of reforms nationwide.  A variant of the third option has now been selected.  Option (i) was rejected because of evidence of difficulty in scaling up or rolling out reform models where externally-financed projects have only supported reform in selected pilot areas, and because of the legal, equity, and incentive problems arising if reforms to benefits packages, standards and financing are only carried out in parts of the country.  Option (ii) was rejected because the Project funds are insufficient to meet all costs involved (in particular infrastructure and equipment costs) and because of the complexity and risks of implementation.  Option (iii) will involve beginning reform in Podgorica, which covers around one-third of the population, and which presents the most complex implementation issues. Podgorica also has the advantage of greater managerial resources, and close proximity to the other key agencies involved in the reform process.  Key elements of the reforms will be rolled out to other parts of Montenegro.  Organizational and financing changes, new standards and protocols, and staff training will be scaled up nationwide.  In addition, to the extent that resources permit, primary care medical equipment will be upgraded in other parts of Montenegro.  

Project and credit size:  The project preparation to date has worked within an envelope of $7 M credit size.  Given limited availability of IDA funds at the time of preparation, this resource envelope is realistic. However, it is clear that full implementation of primary health care reform throughout the Republic would require more funds and more time than the proposed Project is able to provide.  There is a need for the Montenegro authorities to seek to mobilize additional local and donor funds during the life of the Project. With such additional financing, it would be possible to scale up health information systems, and extend nationwide the upgrading of primary care facilities and equipment.  In addition, the available Credit funds and other donor funds are not sufficient to support all of the dimensions of the health reform strategy, nor all of the health-related priorities in the PRSP.  Annex  12 sets the proposed Project in the context of the health aspects of the PRSP and the broader, longer-term Montenegro health reform strategy, and provides indicative costings of other elements of the strategy.    

C. IMPLEMENTATION

1. Partnership arrangements (if applicable)

Discussions are ongoing between the Montenegro Ministry of Health and the Canadian International Development Association (CIDA), with input from the Bank, regarding the possibility that CIDA will support component 2 of the Project: development of primary health care.   CIDA is currently reviewing its Southeast Europe programs and will be deciding on its long term assistance strategy in the first half of 2004.   

2. Institutional and implementation arrangements

The Ministry of Health would be the lead implementation agency for the Project, responsible for project management, and has established a Project Management Network (PMN), consisting of a full-time Project Coordinator, and administrative assistant.  It is envisaged that the Project would support engagement of full-time project coordinators in the HIF and Podgorica Dom Zdravlja, to embed capacity developed under the Project in existing institutions, while ensuring adequate resources to coordinate the health technical content of project preparation and implementation, under the overall coordination of the Project Coordinator in the MOH.  In addition, it is anticipated that during Project implementation, coordinators will be appointed for health information systems activities and for development of primary care specialization training and continuing professional development.

To ensure smooth implementation of the Project, a Steering Group of the Minister of Health, the HIF Director, high-level representatives of other agencies involved in the Project and a representative of the TSU, is to be established by Government resolution and will responsible for strategic decisions on project coordination and monitoring.  

The GOM recently decided to establish a central Technical Services Unit (TSU), responsible for carrying out core procurement and financial management functions for all future Bank-financed projects, and potentially for other donor-supported projects.  This TSU is being established in the General Secretariat (Prime Minister's Department) with TORS that define clear boundaries of responsibility between the MOH and the TSU, giving the line Ministry clear overall responsibility and decision-making authority, and making the TSU accountable to line Ministries for providing prompt, professional services.  A memorandum of understanding has been agreed in draft and will be signed by Effectiveness Date, setting out the respective responsibilities and service standards for the PMN and TSU.  The MHSIP would be the first project to work with this new arrangement.  The TSU has employed a full time procurement officer and accountant.  The head of the TSU will be a part-time role for the first year, taken by a senior staff member of the Department of the Prime Minister.  Once other projects come on stream, consideration will be given to appointment of a full-time head of the TSU, as well as a full-time assistant.

3. Monitoring and evaluation of outcomes/results

The Ministry of Health’s PMN will take responsibility for coordination of monitoring and evaluation, but it is envisaged that monitoring will be integrated with PRSP monitoring by the MOH and IPH, and that evaluation will be carried out in conjunction with the MOH and IPH so as to build capacity.  Proposed monitoring indicators are listed in Annex 3 below.  The first component of the Project provides resources for monitoring and evaluation.  The Primary Health Care component (Component 2) of the Project provides resources for evaluation of the first phase of implementation of primary health care changes, in Podgorica prior to scaling up the reforms throughout Montenegro.

4. Sustainability

Sustainability of investment in information systems and in primary health care facilities and equipment are the key issues regarding financial sustainability of the Project.  The primary health care investments include a component of planning for rationalization of existing facilities and human resources, which is expected to realize some savings in existing operating costs which can be redeployed to sustain new investment in higher quality facilities with more efficient space utilization.  The Project also includes technical assistance to cost the package of services provided in primary health care, review the package to ensure that it is financially sustainable, and reform the payment method for primary care based on this exercise.  The health information systems investments in the Project are also intended to achieve some improvement in collection of contributions, and improvement in management of the supply and utilization of pharmaceuticals.  Successfully implemented health information systems in these areas are likely to improve financial sustainability.  Some aspects of the Project-financed investments are likely to involve some redistribution of resources to ensure sustainability.  Close involvement of the  Health Insurance Fund in the Project design and implementation is planned to ensure that these types of requirements for redistribution of resources are planned and implemented to achieve sustainable improvement.

5. Critical risks and possible controversial aspects

	Risk
	Risk Rating
	Risk Mitigation Measure

	Limited available IDA funds may not be sufficient to leverage health policy and system changes.
	M
	Coordinate with key potential donors (e.g. EAR, CIDA). Maintain linkage to SAC conditions.

	Project implementation risks and delays for a new borrower with very limited capacity
	M
	In part, a well-trained PMN under good management, and a central TSU, would mitigate this risk.  In addition, a Steering Group of decision-makers would be created and meet on a regular basis. 

	Coordination problems, delays and conflict between the central TSU on the one hand and line Ministry project management on the other.
	S
	Clear TORS and specification of boundaries in the roles and responsibilities for each Unit/Ministry agreed in a Memorandum of Understanding.  Professional TSU, with day-to-day autonomy to conduct business processes.

	Lack of budget provision for Credit expenditures (which must be reflected in the Budget of Montenegro) and counterpart funds
	N
	Explicit agreement on budget provision for the Credit and counterpart funds and timely transfers and payments, would be made with Government in negotiations. 

	Lack of professional and public support for some aspects of reforms
	M
	Incremental approach to reform, focusing on solving local problems, with piloting.  Public information efforts during project preparation and implementation.  Stakeholder and public opinion surveys and consultation. Project design to include quick initiatives in each component to produce early benefits, and motivate key stakeholders.

	Staff resistance to institutional reforms and to taking on wider responsibilities (including from health center managers)
	S
	Provision of education, training, information, stronger management and incentives, in coordination with development of policy on human resources.

	Changes of the leading decision makers in the MOH, HIF, or other health organizations and lack of coordination among health sector agencies might disrupt reform and implementation in components that require coordination, such as financing reform, health information systems 
	M
	High level steering group representing all key ministries and agencies participating in the Project, with responsibilities agreed by a Government resolution, responsible to oversee of project design, policy development and implementation – to build across-party and across-agency consensus.

	Organized interest-group opposition to measures to reduce health expenditure in some areas, including measures to reduce pharmaceuticals prices and reduce inappropriate use of medicines.
	H
	Consultation and communication with all coalition partners; coordination with other international agencies to support the need for change (e.g. EAR, WHO, IMF); well resourced communications capacity; support from pharmaceuticals expert adviser in Bank team.

	
	
	

	Overall Risk Rating
	M
	


6. Loan/credit conditions and covenants

Conditions of  Negotiation:

· Completion of a Project Operations Manual and a TSU Operations Manual, satisfactory to IDA;

· Agreement on a draft Memorandum of Understanding by the TSU and the MOH, setting out respective roles and responsibilities, satisfactory to IDA;

· Confirmation that the PMN and TSU are formally established and staffed and  that a Project Steering Committee has been established by a resolution of the Government of Montenegro;

· Adequate financial management arrangements for the project are in place, satisfactory to IDA.

Conditions of effectiveness:

· The Montenegrin Parliament has adopted a Law on Health Insurance and a Law on Health Protection, both laws satisfactory to IDA.
· The Government of Montenegro has adopted a health financing plan for 2005-2007, acceptable to IDA, consistent with the Government's medium term fiscal strategy and with the Laws on Health Insurance and Health Protection, that  achieves planned fiscal balance in the HIF in each of these three years, and plans for improvement in management of public expenditure on health, while protecting access to health services for the poor and vulnerable.
· The Borrower shall enter into a Sub-credit Agreement with the Republic of Montenegro, satisfactory to the Association, and provide legal opinion that the Sub-Credit Agreement has been authorized, ratified and is legally binding upon the parties.
Other:

Dated Covenant: 

· The Borrower shall, by December 31, 2004, agree on the location for establishing a Primary Care Support Center for Podgorica, and develop an implementable strategy for realization of the first phase of PHC reform in Podgorica, including plans for implementation of changes in the financing and organization of PHC and rationalizing PHC facilities, satisfactory to the Association.
Project Management:
· The Borrower shall ensure that the Republic of Montenegro maintains, during the term of the Project, the PMN and the TSU with staff and other resources required for Project implementation, and satisfactory to IDA;

· Signing of a draft Memorandum of Understanding by the TSU and the MOH, setting out respective roles and responsibilities, satisfactory to IDA.

Financial Covenants

· A commercial bank satisfactory to IDA will be selected for holding the Special Account for the Credit;
· The MOH is to maintain a satisfactory Project Financial Management System, including records and accounts, for ensuring that financial statements are prepared in accordance with accounting standards satisfactory to the Bank;

· The MOH is to ensure that annual project accounts and audit reports are provided to the Bank within five months of each fiscal year. with the audit to be carried out by independent auditors in accordance with International Standards on Auditing, and TORs satisfactory to the Bank;

· The MOH is responsible for ensuring that quarterly Financial Monitoring Reports (FMRs) are prepared, which will include, at a minimum:

· A statement of sources and uses of funds for the Project showing year to date and cumulative amounts and explains variances between the actual and planned uses of such funds;

· A description of physical progress in Project implementation, both cumulatively and for the period covered by said report, and explanation of variances between the actual and planned Project implementation; and

· A statement of the status of procurement under the Project.

The first FMR will be furnished to the Association not later than forty-five (45) days after the end of the first calendar quarter after the Effective Date.

D. APPRAISAL SUMMARY

1. Economic and financial analyses

The economic analysis and social assessment of the Project have been combined as an integrated analysis, and are attached in Annex 9.  The principal economic benefits of the primary health care reforms supported by the project arise from cost savings through rationalization of facilities and diagnostic and specialist support to primary health care, from improvements in the cost-effectiveness of health care through treating a wider range of conditions in primary health care so as to reduce referrals or self-referral to hospital for minor conditions, and from increases in productivity of primary care staff through improved financial incentives to attract patients.  

2. Technical

Component 1: Support for Health Reform Program: The development of capacity in the MOH, HIF and IPH of the Republic of Montenegro are high priority activities in view of the very limited numbers of staff in these institutions with the skills and experience required to lead, plan, regulate and finance a modern health system in a mixed economy.  The shift to a more incentive-based and pro-active financing function and to evidence and data-based planning and policy-making, are recognized internationally as effective strategies for ensuring cost-effective use of resources in an environment of increased decentralization and private sector development.  The specific financing tools to be supported under the Project are accepted tools for achieving this objective, namely: review of the benefits package based on evidence of cost-effectiveness and quality, analysis of resource allocation, review of provider payment mechanisms to create incentives for cost control, efficiency and quality.  Health information systems development is a critical element of the infrastructure needed to support development of strategy and planning, financing, improvement of management of health services provision and system monitoring, and evaluation to feed back into the policy cycle.

Component 2: Phased Implementation of Primary Health Care Development:  The overall strategy for development of primary health care is in line with best practice in Europe.  The strategy is directed at creating conditions for shifting a larger share of patient care to lower cost, local settings, so as to increase efficiency and access to care.  The strategy seeks to pursue best practice by incorporating complementary elements of primary health care development, covering: increasing the skills of staff; increasing the quality and efficiency of facilities and equipment; improving the management of services; putting in place financial incentives and increased provider autonomy so as to promote productivity, efficiency, quality and responsiveness to patients; informing staff and patients of changes through improved communications and public information; using evidence to improve the quality and cost-effectiveness of medical practice; and using tools of quality assurance such as licensing of professionals and modernization of norms and standards. 

3. Fiduciary

Procurement:  An experienced procurement specialist has been engaged to work in the central TSU.  A procurement capacity assessment has been completed and action plan agreed for developing adequate procurement capacity in the central TSU.  A procurement plan for the first 18 months of implementation has been prepared and agreed.

Financial management:  A financial management review was undertaken in January 2004 and updated in February and March 2004, to determine whether the financial management arrangements for the Project are acceptable to the Bank. 

It has been concluded that the Project satisfies the Bank’s financial management requirements.    
The SAM CFAA report notes that there are a number of risks on the management of public funds in SAM. The risks to the public funds include: (a) poor public sector financial management in the past, (b) unfinished reforms - the new governments that were elected have commenced a process of major reform, which looks good as designed, but it is still too early to say if the reforms will be totally successful, (c) capacity constraints in both the Federal and Republic governments, (d) weak banking sectors, (e) weak audit capacity, (f) poor implementation capacity in line ministries, and (g) the lack of recent Bank implementation experiences within SAM.  Since re-joining the membership of the World Bank, SAM has been using individual implementation units for each investment project (traditional PIU model), located within the relevant line ministries or project beneficiaries, to mitigate some of these risks.

During the period since the CFAA was published, the number of commercial banks in SAM assessed as acceptable to hold Special Accounts has increased from three to five and the number of firms assessed as acceptable to audit Bank-financed projects has increased from two to four, indicating an improvement in the fiduciary environment.  Experience in implementing Bank-financed projects is increasing but the lending portfolio is still too young to be able to conclude that the Borrower has a thorough understanding of Bank operations.
Disbursements from the IDA credit will initially follow the transaction-based method, i.e., direct payment, reimbursement  and special commitments using SOEs and full documentation as appropriate.  It is anticipated that the project will migrate to report-based disbursement during 2005, following demonstration for at least two quarters of satisfactory preparation of reports.

4. Social Assessment

The Social Assessment (attached as Annex 9) draws upon household survey data used for the Bank’s Poverty Assessment and the Government of Montenegro’s PRSP.  The general household survey has been supplemented by a more detailed survey of Roma.  In addition, the Assessment documents the processes of stakeholder consultation and participation in the development of the PRSP, and the MOH’s health strategy.  The Project preparation process has involved stakeholder workshops at which proposals for primary health care reform have been presented and discussed with representatives of primary health care facilities all over Montenegro, together with representatives of other stakeholder organizations, including unions, Associations of Doctor and of Nurses, the Medical Chamber, the Chamber of Pharmacists, NGOs and news media. The MOH has consulted with these same groups over the framework laws on health care and health insurance which will underpin its wider reform strategy.  The health strategy is also embedded in the PRSP, and has been the subject of expert input and stakeholder consultation as part of the PRSP process. 

5. Environmental Assessment

The Podgorica primary health care development sub-component for rehabilitation and remodeling of an existing primary care facility into a Primary Health Care Support Center, and other primary care facilities into suites for group practices will  require specific environmental safeguards provisions. These are for proper handling of construction debris and safe management of sharps (syringes, blades), chemical packages, and used sanitary materials from the primary health care practices.   

Consultants engaged during project preparation under PHRD funds by the Borrower to advise on the design of the primary care pilot will advise on internal remodeling of an existing primary health care clinic into a Primary Health Care Support Center, to optimize efficiency and functionality of this facility as a centralized diagnostic and consultation center for Podgorica Dom Zdravlja.  The consultants’ TOR (supplemented by advice from the Bank team) will include advice on management of environmental risks, including risks arising form handling of medical waste within and beyond the clinic, and management of risks arising from reconstructions works (including appropriate disposal of construction waste, and mitigating effects of noise and dust).

6. Safeguard policies

	Safeguard Policies Triggered by the Project
	Yes
	No

	Environmental Assessment (OP/BP/GP 4.01)
	[X ]
	[ ]

	Natural Habitats (OP/BP 4.04)
	[ ]
	[ X]

	Pest Management (OP 4.09)
	[ ]
	[ X]

	Cultural Property (OPN 11.03, being revised as OP 4.11)
	[ ]
	[ X]

	Involuntary Resettlement (OP/BP 4.12)
	[ ]
	[ X]

	Indigenous Peoples (OD 4.20, being revised as OP 4.10)
	[ ]
	[ X]

	Forests (OP/BP 4.36)
	[ ]
	[ X]

	Safety of Dams (OP/BP 4.37)
	[ ]
	[ X]

	Projects in Disputed Areas (OP/BP/GP 7.60)
	[ ]
	[ X]

	Projects on International Waterways (OP/BP/GP 7.50)
	[ ]
	[ X]


Environmental Assessment Category
:   

[ ] A   [ ] B   [X] C   [ ] FI   [ ] TBD (to be determined)

It has been agreed that the project is "C" environmental safeguards category as it does not raise concerns of major health or environmental impacts. Environmental assessment is not required, but certain environmental issues need to be taken into account during project preparation and implementation (discussed in section 5 above and in Annex 10). Other safeguards policies are not applicable.

7. Policy Exceptions and Readiness

No exceptions are required from applicable business policies, namely:

Financing of recurrent costs (OMS 10.02)

Cost sharing above country 3-yr average (OP 6.30,  BP 6.30, GP  6.30)

Retroactive financing above normal limit (OP 12.10, BP 12.10, GP 12.10)

Financial management (OP 10.02, BP 10.02)

Involvement of NGOs  (GP 14.70)

Readiness:  Exceptional delay in approval of the PHRD grant for project preparation by the Japanese government has delayed some technical and planning studies for project preparation.  It is anticipated that there will be a need to extend the project preparation grant until project effectiveness and to complete some aspects of detailed project preparation (including preparation of some of the bidding documents for first year of project implementation) between the proposed World Bank Board date for the Project and Credit and project effectiveness.  However, the MOH and HIF have mobilized other resources and used own resources to maintain momentum in planning the foundations for their strategy and reform program.

Annex 1:  Country and Sector or Program Background

SERBIA AND MONTENEGRO: Montenegro Health System Improvement Project

(a) Introduction 

1.
The Federal Republic of Yugoslavia (FRY -- now Serbia and Montenegro (SAM)) succeeded to the membership of the former Socialist Federal Republic of Yugoslavia in the World Bank in May 2001. Initial Bank Group support to SAM was provided in two stages: first, a pre-membership phase funded through a US$30 million Trust Fund for FRY. The second phase, outlined in a Transitional Support Strategy (TSS – Report 22090-YU, June 26, 2001), provided a three year program of support for the Economic Reconstruction and Transition Program (ERTP), to be financed with a US$540 million temporary and exceptional IDA envelope. A TSS Update (Report 24476-YU, July 18, 2002), described progress in the first year of implementation (FY02) and laid out plans for the FY03 program. A further TSS Update for FY04, due to be presented to the Board on March 16, 2004, describes progress during FY03, including FRY’s constitutional transition to Serbia and Montenegro, and provides the strategic framework for the final year (FY04) of the three year Bank Group assistance program. A full three year participatory CAS covering FY05-07 will be developed jointly with the IFC during the course of FY04 and presented to the Board for consideration in summer 2004. The SAM PRSP and Bank-Fund Joint Staff Assessment accompany the FY04 TSS Update under separate cover.

(b) Political and Socioeconomic Context

2. Political Outlook. The past fifteen months have been highly eventful in Serbia and Montenegro with two dominant events: the introduction of the new constitutional union State of Serbia and Montenegro in February 2003, and the assassination of Serbian Prime Minister Zoran Djindjic in March 2003. The enormous challenges of creating the new union and internal harmonization of policies commanded the full attention of federal and republican leaders for the better part of a year. The new union is now fully established and functioning, although some legal and procedural issues related to state functions are still being handled on an ad-hoc basis. Both Serbian and Montenegrin leaders have placed high priority on seeking early accession to the European Union. Following protracted discussions, the republics finalized an Internal Market and Trade Action Plan for Serbia and Montenegro in July 2003 which was seen by the EU as a precondition for starting the feasibility study on whether further progress could be made towards a Stabilization and Association Agreement.

3. Montenegro’s ruling coalition garnered a strong majority in the 2002 elections, but differences within the coalition still resulted in delays in processing various important items of legislation in Parliament. The authorities have been preoccupied with defining Montenegro’s future role in Europe and harmonization policies and have not maximized the opportunity to accelerate the domestic reform agenda significantly. At times internal law and order and governance issues have dominated the political agenda and diverted attention from the economic reforms underway. As a result, implementation of the economic reform program has been somewhat hesitant, although positive progress continues to be made.

4. Economic Developments. SAM’s leadership is still grappling with the legacy of a decade of negative external and internal factors. The centralization of political power at the federal level during the 1990s weakened economic institutions, exacerbated poor public accountability and led to more government intervention in markets (e.g., with price and exchange controls). The effects of poor economic management were compounded by international sanctions (1992–96 and 1998-2000) which severely inhibited trade and investment in the country. By 2000, recorded per capita GDP had fallen to about one half of its 1989 level. Foreign trade volumes also declined sharply while inflation (including hyperinflation in 1993) was chronic. SAM had accumulated large domestic and external debts, with the latter reaching around 131% of GDP in 2000
. Although cash deficits of the consolidated government were kept low, this was achieved largely through unsustainable expenditure compression, the accumulation of budgetary arrears, non-servicing of public debt, and the toleration of quasi-fiscal deficits. The real sector became largely inefficient due to the lack of market oriented ownership structures, the loss of markets, lack of access to working capital, delayed investment and maintenance, and repressive and complicated taxation and regulation. This resulted in a decrease in real earnings, with absolute poverty roughly doubling since 1990 and a deterioration in social protection and health services, as available financing fell below existing entitlement levels.

5. Since late-2000, the adjustment of fiscal deficits towards levels financeable from non-inflationary sources has been the key policy instrument for restoration of macroeconomic stability. In Montenegro, this focus was motivated by the adoption of the German Mark (DM) (which precludes monetary financing), and by a decline in foreign financing from the very high amounts received in 2000 towards more sustainable levels. The adoption of the DM in 1999 along with substantial levels of donor support successfully insulated Montenegro from some of the more severe impacts of economic mismanagement after 1998, such as high inflation and growing arrears on pensions and social benefits. The DM was replaced by the Euro as legal tender in Montenegro in 2002.

6. These tighter macroeconomic policies have been supported by three successive arrangements with the IMF, most recently by a three-year long Extended Arrangement (EA) of SDR 650 million spanning the period through end-March 2005. A highly concessional November 2001 debt restructuring agreement with the Paris Club enhanced medium term fiscal sustainability, but a similar agreement with the London Club remains to be completed.  SAM’s external debt remained a very high 76 percent of GDP at end-2002.

7. Progress in structural reform remained positive despite several domestic and external shocks. The Montenegrin government adopted an extensive ‘economic reform agenda’ which covers a wide range of sectors.  Montenegro enacted a law on pension disability insurance which adjusts key parameters of the PAYGO pension system to better align entitlements to available resources.  The recently adopted labor law significantly increased the flexibility of the labor market.  A number of reforms have focused on creating a more favorable business environment, including the enactment of new enterprise, bankruptcy, and secured transaction laws. Important reforms have been introduced in the energy sector, including the enactment of a new energy law which establishes a new energy regulator and provides for the restructuring and liberalization of the energy sector. The government successfully introduced a VAT in 2003. After concluding mass voucher privatization, the government is now focused on the sale of banks, hotels and large enterprises to strategic investors. The largest Montenegrin bank was successfully sold to a reputable foreign investor. A law on anti-money laundering was adopted in 2003 and the authorities have revoked the licenses of all off-shore banks and have made a concerted effort to ensure that the activities of these banks indeed come to an end.

8. The strong implementation of stabilization and reform has brought visible progress while laying the foundations for a more sustained recovery. SAM’s GDP has rebounded from a steep decline of about 16 percent in 1999 (influenced by the Kosovo conflict). Annual real GDP growth has averaged more than 4 percent in the past 3 years (despite the effects of stagnation of industrial production). SAM’s consolidated fiscal deficit increased from 1 percent of GDP in 2000 to 5 percent in 2002. Starting in 2003, these fiscal deficits are being scaled back gradually, as structural reforms begin to support a phased reduction of overall expenditure commitments as a share of GDP. 

9. In Montenegro, real GDP  is estimated to have grown at low but positive rates of about 4 percent in 2000 and about 2 percent annually in the past 3 years. Recent growth has been driven by a recovery in the key tourism sector as well as in transport (primarily increased transit of goods to and from Kosovo), and construction. Montenegro’s consolidated fiscal deficit was cut from about 8 percent of republican GDP in 2000 to 4.3 percent in 2002. The renewal of transfers to cover federal/union expenditures has placed new pressure on fiscal accounts in 2003. Excluding this transfer, the underlying fiscal deficit for 2003 is expected to decrease further to about 3 percent of GDP. Foreign grants remained the main source of deficit financing, though domestic financing has been recently increased.
10. Poverty. Instability, international isolation and economic turmoil adversely affected living standards of a vast majority of the population in Yugoslavia. However, the paucity of data on poverty has been a critical impediment to linking poverty analysis to policy making. Over the past 18 months, the Serbian and Montenegrin authorities and NGOs initiated a broad based data collection process through large-scale donor supported household surveys and crucial initial steps in data analysis have been made. PRSP Working Groups in both republics have taken significant steps in institutionalizing poverty monitoring by engaging the Statistical Offices of both Republics in the dialogue, and reaching consensus on the need to improve data quality. Building on those efforts, the Bank's Poverty Assessment Report employed a participatory process to generate and analyze representative data on living standards in both Republics, so as to arrive at a shared diagnosis of poverty and to establish an adequate baseline to support the PRSP processes.

11. Given the high level of vulnerability of SAM’s living standards to even minor economic fluctuations, a broad growth-based strategy that ensures that the benefits accrue at least proportionately to the poor is central for accelerated poverty reduction. Despite GDP growth by some 4 percent per year in 2000-2003, there was no employment response, and the Labor Force Survey unemployment rate even increased from 14 to 15 percent. Unemployment is particularly high in Montenegro, reaching one of the highest levels in the region (above 20 percent of the labor force). Not only is open unemployment a problem (households without working members make up one-quarter of all poor), but a large share of the working age population are also inactive or occupying themselves with low productivity and/or occasional work. For the economy-wide perspective this represents output foregone and income lost. Moreover, the important goal of sharing the benefits of growth more equitably among groups and regions proves increasingly elusive when many citizens are trapped in long-term unemployment. Based on the experience of other transition economies, the main impulse for employment generation will likely come from the sector of new, small and medium enterprises, whose development critically depends on a positive business environment and restructuring of formerly state owned enterprises. There is also a need for special programs to address the concentration of the poor in rural areas and in economically depressed regions. Progress toward meeting the Millennium Development Goals is described in Box 1. 

	Box 1  SaM – Progress Toward the Health-Related Millennium Development Goals

Although there are varied sources of data, there is broad consistency across sources suggesting that Serbia and Montenegro are more or less on track for meeting the MDGs. However, strong regional disparities within both republics means that meeting the MDGs could be a challenge in the more deprived areas.

Income Poverty: New surveys have made it possible to examine absolute poverty on a rigorous basis. According to national poverty lines (€3.50 a day in Montenegro) around 10 percent of the population was living in absolute poverty in 2002. In general, growth is expected to reduce the incidence of poverty by a half. However, widening income inequality and growing regional disparities are likely to pose a challenge to poverty reduction. Moreover, vulnerability to even small shocks remains high. Poverty among refugees and IDPs is significantly higher than within the local populations.

Education and Gender: Serbia and Montenegro are very near full primary enrollment for both boys and girls. This is indicated by administrative records in Montenegro. Although Roma are a very small share of the population, significant primary enrollment problems continue to exist in that group. Beyond primary education. the access of the poor to secondary and higher education (particularly relevant general secondary education) is limited. While there are no significant gender disparities in access to education in the two republics, there may be an issue with the excessive concentration of boys in poor quality vocational education. 

Health: The latest available figures suggest that under-5 mortality is around 16 per 1,000 live births and Montenegro is on track to meet the under-5 mortality MDG. While the trends in child mortality over recent decades are positive, there are some risks arising from signs of a recent slowing in improvement. Montenegro has a low rate of maternal mortality, as almost 100 percent of births are attended by skilled health professionals. As a result, although further reductions in overall maternal mortality rates may well occur, the associated MDG target is too low to be relevant unless disaggregated to focus on vulnerable groups. On HIV/AIDS, the currently low levels of testing mean that current measures of incidence and prevalence (practically zero) are likely to understate the true extent of the problem. An increase in intervention is likely to increase observed incidence -- raising the risk that Serbia and Montenegro will not be able to demonstrate measurable impact from efforts to meet the MDG target (which calls for a reduction in prevalence). Prevalence of TB is also low (less than 39 per 100,000) , but as in the case of HIV/AIDS, progress with reducing prevalence may well be slow. Montenegro has applied to the Global Fund for Aids, TB and Malaria for resources for its HIV/AIDS strategy, to improve monitoring and surveillance, as well as to strengthen disease prevention, treatment and support services and capacity for sustaining prevention strategies. The application has not yet been approved. Montenegro also has received support from UNICEF and CIDA for HIV/AIDS assessment and prevention activities. Montenegro has not yet prepared a bid for GFATM resources for TB control.  
Water and Sanitation. MICS statistics MICS 2000 = Multiple Indicator Cluster Survey II - The Report of for the Federal Republic of Yugoslavia, UNICEF, Belgrade, 2000 (excludes Kosovo and Metohija) indicate that in 2000 98.4% of the SAM population had access to safe drinking water, however this figure does not take into account low quality and breaks in service due to deterioration of infrastructure. Some rural areas experience serious shortages of drinking water, and urban slums with no or very limited access to clean water at all is the norm. Similarly, although 99.6% of the SAM population is reported to have “access to improved sanitation”, most rural households have only septic tanks, many of which have been found to be improperly designed and situated close to drinking water wells. Roma settlements are particularly affected by lack of sanitation services.


12. The PRSP.  The just completed Development and Poverty Reduction Strategy Paper for Montenegro represents an overall plan of activities aimed at reducing key types of poverty while supporting the present market-economy developmental orientation. The SAM PRSP and the Joint Bank–IMF Staff Assessment (JSA) are expected to be submitted for Board discussion on March 16, 2003.  The main strategic directions recognized in the PRSPs involve: (i) a dynamic economic growth and development, with an emphasis on job creation and protection of most vulnerable groups; (ii) the prevention of new poverty and reduction in the existing poverty rates; (iii) an efficient implementation of the existing, as well as defining new programs, measures and activities directly targeting the poorest and the most vulnerable groups; iv) the development of an integrated system of monitoring and evaluation. The sectors illustrated in both  PRSPs include education, health,  labor market and employment, social protection, agriculture, energy, and environment. The documents also address different aspects of poverty (regional, rural, urban, housing, gender) and provide strategic directions for overcoming the poverty of particularly vulnerable groups (refugees and internally displaced persons, Roma, and persons with disabilities).

13. In view of the main strategic directions of the PRSP, poverty reduction priorities to begin in 2004 will be in the areas of education, employment and SME development, health and social protection. The estimated need for the implementation of the Development and Poverty Reduction Strategy in Montenegro covering the same period equals 439.8 million Euros. This does not include all the proposed projects directed at poverty reduction, but only those which represent high priority areas, including education, agriculture and rural development, social protection, employment and health.  It is envisaged that cost of the PRSP will be covered by a combination of reallocation of existing budgets, increased domestic resource mobilization, and new external financial support.  DPRS costing and financing will require further refinement over the next year.

(c) Main Sector Issues

14. Financing. Like other countries of former Yugoslavia, Montenegro spends a higher share of GDP on health than the average for lower middle income countries. The 2002 estimated public expenditure to be in the range of 6.7-7.6 and total health expenditure to be around 9.8-9.9 percent of GDP in 2000-2001 – one of the highest ratios in the region. The level of expenditure per capita at around US$150 in 2002 is, however, close to the middle income country and ECA average, though it is higher than in Serbia, Bosnia, or Macedonia.  Montenegro does not appear to have excessive numbers of doctors or hospital beds by EU or CEE standards.  High expenditure to GDP has arisen principally because of the very substantial reduction in GDP associated with the transition reduced health revenues markedly.  The health system did not adjust to the real loss of revenue: no serious restructuring was done to the network of services, the public health system continued to offer a more generous package of services than the country could afford, and public resources were used inefficiently. Ad hoc adjustment in spending resulted in drastic reductions in capital expenditures and maintenance, and reduction in real wages of health personnel.  In response to shortages of public funds, private expenditure has grown – both for informal payments in the public sector, payment for drugs and supplies that are unavailable in the public system, and payment for an unregulated emergent private healthcare sector.  Given the epidemiological transition form communicable to non-communicable diseases, the ageing of the population, and likely rising consumer expectations/demand, health care costs are likely to increase over the next 10 years. However, given the competing claims on the national budget by other economic and social sectors, the overall level of health financing from public sources is not expected to increase, and needs to decrease as a share of GDP.  The single most serious problem in public expenditure on health appear to be in the area of pharmaceuticals and medical supplies, which has doubled in the past three years and in 2002 accounted for almost 30% of HIF expenditure.  A part of this growth may be attributable to the withdrawal of donated supplies, but prices paid for drugs are very high (see the 2002 CPAR).  Public procurement and wholesale and retail distribution of pharmaceuticals are managed by a state-owned monopoly (Montepharm), autonomous from the MOH or HIF.  

15. Health Care Financing is organized along Bismarckian lines, as in other countries of former Yugoslavia (except Kosovo).  The Health Insurance Fund (HIF) is financed principally through payroll contributions of 15% of gross wages (about 67-77 percent of revenue) with most of the rest coming from the Pension Funds as well small amounts from farmers, private sector and in some years, from the Employment Fund and general revenue transferred by the Ministry of Finance.  The HIF is responsible for the allocation of over 90 percent of public health expenditures. Over recent years, it has faced persistent cash deficits, amounting to 9-10% of expenditure in 2002, though reductions in the deficit have been reported for the first six months of 2003.  The HIF, together with health care institutions, accumulated debts to suppliers and commercial creditors, amounting to some 15 million Euros at the end of 2001. On the revenue side, the HIF has room for improvement of revenue collection both from the formal sector (where a number of companies are evading the payroll tax or have special exemptions from the government), farmers, self-employed and the informal sector where no efficient legal or administrative arrangements for collection exist.  Current issues to be addressed on the revenue side of the HIF include:  elimination of contribution waivers for formal sector firms; prompt and complete contributions payment by pensions and employment funds; adequate budget transfers to cover uninsured “vulnerable groups” such as IDPs, refugees and social assistance recipients; clarification of law and improvement of collection from informal workers; resolution of policy and implementation plans on whether to integrate some or all aspects of contributions collection for HIF, employment and pensions funds with tax collection.

16. Private expenditure on health, based on 2000 survey data, accounts for around 25 percent of total health expenditure, a lower share than in Serbia, Bosnia or Macedonia.  Only about 6 percent of this comes from official copayments.  The HBS indicates that 6% of household expenditure goes forhealth and hygiene.  For the poor, this level of private expenditure is likely to create barriers of access.  The co-payment system needs improvement as informal payments are often charged unofficially by health providers at the point of service: patients often have to “pay or wait”.  Patients often also pay for pharmaceuticals and supplies that are theoretically covered by the HIF but in practice are unavailable.  In addition, patients also go to registered or unregistered private clinics for doctor consultations or dentistry and pay out of pocket.  Private clinics are perceived to offer a higher quality of services than public facilities. 

17. Institutional arrangements for policy, strategy, regulation and governance.  Montenegro faces unique challenges in establishing institutional capacity for policy, planning, strategy, regulation and governance.  Firstly, because it has only recently achieved a much higher degree of constitutional independence, it faces the need to adopt a new legal and institutional framework to replace functions formerly carried out by the Federal Republic of Yugoslavia.  Secondly, as a Republic of only 660,000 people, it has limited human and financial capacity to develop and maintain these core functions in a sector such as health, which has some very specialized technical requirements for regulation, monitoring and control.  In addition, the general status of public sector administration in Montenegro is in need of development. There are significant weaknesses in management, internal control, and external accountability at all levels in the public health system. Legal reform and institutional development in the MOH, HIF, and IPH are needed to create stronger governance and management for the HIF and the network of public health service institutions.  Much improvement is needed in the development of health information systems, to underpin planning, contracting, and monitoring.  Coordination is needed with parallel reforms to budget law and processes, development of the Treasury and future public administration reform.  The current vacuum in regulation of pharmaceuticals and medicinal products in Montenegro is an issue of concern not only because of the risk of low quality or counterfeit products trading in Montenegro and the risk of barriers to market entry for lower cost or higher quality drugs and medical supplies, but also because of the spillover effects on Serbia, and on other neighbors. 

18. The HIF is a separate entity from the Ministry of Health (MOH), an institutional arrangement that is rather standard in European countries with social health insurance.  The Institute of Public Health also plays an important central role, with responsibility for key health data collection, planning, and provision of analytical services (through its epidemiology and social medicine departments).  In principle, the MOH is in charge of the stewardship of the system, including law, regulation, strategy and oversight of the public network of providers.  It is financed through general budget revenue.  However, as in most former Yugoslavia countries, the MOH is very small and senior personnel tend to be replaced when the Minister changes.  A number of the functions and human resources typically found in Ministries are located in the IPH or HIF, rather than the Ministry, creating challenges for coordination in the central functions of the health sector.  

19. Provider payment arrangements.  Historically, the HIF has financed health institutions through a points-based payment system (similar to the payment system used in Germany), but actual payments have often fallen short of invoices for services, and so payment to public providers has tended to default to a system of budget allocations for inputs, prioritized to ration limited cash (salaries, utilities, drugs, etc).  The price list used for invoicing is not based on accurate cost estimates.  The HIF does not pay private providers for provision of services to insurees, but it does make payments to providers outside of Montenegro (principally in Serbia) and to military facilities for Montenegro insurees.  Employees and managers in public facilities are salaried, salaries are low, and there is no system of rewards for quality or higher productivity.  A number of public sector health professionals also have private practice.  There is a need for a clearer definition and regulation of the public/private boundary in health financing and health service delivery, as current vagueness creates incentives for corruption and other “grey” or illegal activity.

20. Health Service Delivery System. The public sector healthcare network covers the whole territory of Montenegro.  In aggregate, capacity of the network does not appear to be excessive for the population size by EU and CEE standards, though distribution of capacity across different areas of service and across the country is not optimal, and hospital bed utilization is rather low (77%) while average length of stay is high (almost 11 days), and the number of patients per doctor in hospital is low (135 per doctor per year).  

21. In aggregate, Montenegro does not have an excess of doctors, though the distribution of doctors across different specialties and areas of the country is not optimal.  There were 1.8 doctors per 1000 population in 2001 (or 1.6 if IDPs and refugees are included in the denominator), a lower ratio than in Serbia and most countries in Europe, except Albania, Bosnia, and the UK.  In 2001 28% of staff in health care institutions were non-medical staff, 20.6% were doctors, 4.8% were dentists, and 1.74% were pharmacists.  Over 77% of doctors are specialists, 22.6% are undergoing specialization, while only 10.6% are general practitioners.  Nursing training in Montenegro is predominantly offered through vocational high schools.  Montenegro recently established its own medical school, and the first cohort of students will graduate next year.  Many Montenegrin students train in Serbia, and specialization training is currently provided predominantly in Serbia.   

22. Montenegro has 2611  general and acute hospital beds, a ratio of 4 per 1000 population, in line with its own planning criteria and middle income country averages.  In addition, however, there is a very large rehabilitation institute at Igalo with 1617 beds, which accounts for nearly 40% of total bed capacity.
  There are seven general hospitals, one clinical center providing secondary and tertiary healthcare (in Podgorica), and three specialist hospitals (a psychiatric hospital in Kotor, an orthopedics/trauma/neurosurgery hospital, and a hospital for tuberculosis and lung diseases in Brezovik).  The Ministry of Labor and Social Policy operates an institution for frail older people in Risan, with some financial input from the health sector.  There appears to be a shortage of care beds and of community-based support for older people and people with disabilities.  There is a military hospital and military health clinic in Montenegro providing services for Federal military personnel, but also used by civilians whose care is the financial obligation of the HIF. 

23. There has been spontaneous emergence of private medical and dental practice and pharmacy since transition, and development of private diagnostic services.  117 private practices were registered in 2000, mostly dentists.  This number is believed to have grown since, and there are in addition unregistered private practices.

24. Primary care and public health services appear to be relatively well staffed, as a share of the health system, but these fields have lower status and profile within the health sector and the population than specialized medical care, and could play a much greater role than they do now with development of staff and diagnostic and treatment facilities.  Primary health care has distinctive organization in Montenegro, as in other countries of former Yugoslavia.  Primary care is organized as a network of Dom Zdravlje (health centers), one per municipality, with satellite clinics (ambulanta) and health stations.  Medical staffing and internal organization are specialized in the fields of:  pediatrics for children aged 0-6 years, pediatrics for school age children, gynecology, general practice, labor medicine (providing curative services in work places or for workers, pre-work checks, sick leave certificates), and dentistry.  In some Dom Zdravlje, home visiting services are separately staffed.  There is also a network of separately-staffed emergency medicine clinics in primary care, which manage the ambulance service.  Some Dom Zdravlje also include a tuberculosis dispensary, some public health staff (social medicine or epidemiology), and some other specialist services (e.g. internal medicine, ophthalmology, mental health counseling).  Dom Zdravlje typically have some diagnostic facilities, but the current state of equipment in many Dom Zdravlje is poor and often incomplete.  The patronage nursing service (for visiting mothers and young babies) has an important primary care and prevention role.  This mode of organization creates some problems of duplication (e.g., between hospital and primary care emergency medicine services) and fragmentation of care for individuals and their families.  Current regulations and administrative practices make primary care access very bureaucratic, with much waiting for patients, and many short, low-value-added contacts with doctors.  But the primary care system has some notable strengths: it has provided a proactive service for mothers and children that achieves high immunization rates, and strong performance on key Millennium Development Goals.     

25. Utilization of Health Services.  The number of outpatient doctor visits per capita in Montenegro is reportedly 5, compared to the ECA average of 6 and middle income average of 4.  However, this figure excludes private consultations and includes dental consultations.  Hospital utilization rates in Montenegro are low, at 9.8 inpatient admissions per 100 population per year, compared to EU and CEE averages of 18 admissions per 100 population per year.  There may be some understatement due to unreported cross-border flows of Montenegro patients to hospitals in Serbia.  However the low reported hospital utilization rate is consistent with the pattern seen in Serbia.  There is some evidence in Serbia that low hospital utilization is due to high out-of-pocket payments and perceived poor quality. In Montenegro, however, out of pocket payment appears to be lower.  But hospitals in smaller centers may lack diagnostic and other equipment needed to offer a full range of secondary care services.

26. There is evidence that Roma have very low utilization of vital health services.  Nearly a third of Roma women in a recent survey reported that they do not visit the doctor at all; 50 percent go to the doctor rarely, and only 10 percent have visited a gynecologist, though 85 percent have five or more children.

27. Population and Health Status.  Life expectancy at birth is 75.16 years (71.55 for men; 78.78 for women).
 Live birth rates have fallen from over 30 per 1000 in 1950 to 13 per 1000 currently. The population is aging.  The main causes of mortality as of 2000 are cardiovascular disease; cancer; undiagnosed signs and symptoms; injuries, poisoning and external causes, and respiratory disease.  However, there are grounds for concern about the reliability of disease classification in mortality data.  Infant mortality was 12.9 per 1000 live births in 2001, compared to 101.9 in 1950.  But note that this represents an increase compared to the 10.9 per 1000 rate in 2000. Most infant deaths (73%) occur in the neonatal period.  Reportedly, 99% of births take place with expert health professional assistance.  Maternal mortality is not separately registered; two such deaths were recorded in 2001.  Immunization rates of 95% are reported against TB, and 89% against diphtheria, tetanus, pertussis, polio, small pox, measles, mumps and rubella.  However, in some areas of the country, immunization rates are as low as 70%.  However, there is survey evidence that most Roma women and children are not registered.  Given that almost 10% of Montenegro’s population are IDPs or refugees (and this number includes many Roma) who may be unregistered, the official statistics may understate key indicators for infant and maternal mortality, immunization rates and infectious disease prevalence.

28. Montenegro has moderate prevalence of tuberculosis at 15.25 per 100,000 population in 2001.  Five cases of drug resistant tuberculosis are reported currently.  But there is concern about steady rates of new case identification among IDPs from Kosovo, which is likely to have increased TB prevalence since 2001.  The positive list for drugs does not cover drugs for drug resistant tuberculosis.  According to 2002 data, there are 12 registered AIDS patients and 13 HIV positive patients, though the latter figure is almost certainly substantially underestimates actual prevalence.  Among reported cases, 45% of transmission is among heterosexuals, 26% among bisexuals and homosexuals, 7% among IV drug users, and 5% from mother to child transmission.  There is currently no systematic monitoring of HIV/AIDS infection, except for voluntary blood donation.  Two children have been orphaned by AIDS.  A donor-supported program is working on improving surveillance, educating youth in reproductive health, and developing voluntary counseling and testing services.  

29. The proposed Project would help the Government of Montenegro (GOM) to support development of a health reform strategy with the aim of supporting the Ministry of Health (MOH) and Health Insurance Fund (HIF) to develop priority areas of policy and regulation and build their capacity; improving quality, efficiency and access in primary health care; and taking measurable steps towards financial sustainability of the health care system. The Government is committed to this goal and the Bank has included the proposed Project in the SAM Transition Support Strategy Update for FY04, scheduled to be presented to the Board in November, 2003.  There is a high degree of joint ownership by the Montenegro MOH and HIF of the health strategy, including the priorities proposed for support by the MHSIP, and the Prime Minister’s Department and Ministry of Finance also support the need to give priority to health reform at this time.  The health strategy is reflected in the Government's draft PRSP.  

Annex 2:  Major Related Projects Financed by the Bank and/or other Agencies

SERBIA AND MONTENEGRO:  Montenegro Health System Improvement Project

	Sector Issue
	Project 
	Latest Supervision

(PSR) Ratings

(Bank-financed projects only)

	Bank-financed
	
	Implementation Progress (IP)
	Development

Objective (DO)

	Legislative and regulatory framework for health insurance, healthcare delivery, and pharmaceuticals; pharmaceuticals expenditure control; public administration reform; unification and strengthening of contributions collection systems 
	Montenegro SAC 2 (FY 04)
	In preparation
	

	Health project preparation
	PHRD grant for MHSIP
	
	

	Primary health care pilot of organizational and financing reform in Serbia
	Post-Conflict DGF Basic health services pilot project, Kraljevo (Serbia)
	S
	S

	Health reform-related technical assistance and training, including: health financing, human resources, hospital restructuring, communications, information systems, reform implementation capacity-building
	SPEAG (and Canadian cofinancing) (Serbia)
	S
	S

	Health financing; pharmaceuticals market safety, efficacy and efficiency; master planning; health information systems planning
	SOSAC (Serbia)
	S
	S

	Strengthening and unification of contributions collection systems
	Montenegro Pensions Project
	In preparation
	

	Feasibility study for development of services for older people and disabled
	Icelandic CTF
	To commence 2004
	

	Other development agencies
	
	Status at December 2003
	Value

	EAR: 

Pharmaceuticals regulation;

Hospital restructuring and upgrading 

EIB:

Hospital rehabilitation and restructuring

Greek Government (Hellenic Plan):

Reconstruction of IPH

Mental health services development

GFATM:

HIV/AIDS prevention strategy

Tuberculosis control strategy

UNICEF:

Child and youth health programs (including EPI, breastfeeding promotion, HIV/AIDS and substance abuse prevention);

USAID:

Community Revitalization through Democratic Action (through 5 US NGOs); includes development of well womens’ health services in primary care settings

CIDA (Canadian Government):

· EPI, MCH Services and youth health, AIDs prevention and children's rights

· Support to public health association

Potential future support to PHC development, in parallel to MHSIP

Government of Japan

· Hospital equipment and development


	From 2005, EAR may provide donor assistance to the Montenegro health sector

EIB may lend for hospitals sector


	Preliminary discussion only

Preliminary discussion only

Approved in principle, but proposals yet to be approved

First round HIV/AIDs bid rejected; reapplication invited

Ongoing

Funds earmarked for 2004

Ongoing

Under discussion
	€5-10 million

€2.6 million

US$800,000




Annex 3:  Results Framework and Monitoring

SERBIA AND MONTENEGRO: Montenegro Health System Improvement Project  

Results Framework

	PDO
	Outcome Indicators
	Use of Outcome Information

	To support the MOH and HIF to:

(i) begin improvement in financial sustainability of the health care system by strengthening institutional capacity and information systems  for health policy, planning, regulation and management in the MOH and HIF;

(ii) improve quality, efficiency and access to primary health care services, including prescription drugs; and 

(iii) improve services for the elderly and people with long term mental illness and disabilities in primary care
	(i) a. Reduced drug prices paid by HIF  (for agreed list of high cost and high volume indicator drugs); 

b. HIF annual deficit reduced;

(ii) a. Reduce waiting time (from arrival to consultation) in primary care;

b. Increase utilization rates and satisfaction for  primary health care in Podgorica by Roma and IDPs (target to be agreed)

c. Reduce gap between primary health care utilization of the poor and non-poor

d. Maintain or improve immunization rates for DPT and measles (already high) following reform

(iii) Increase utilization of day care services by the elderly 
	(i) Used by MOH, MOF, HIF and Government in budget planning and review of public expenditure performance

(ii) Used to provide performance feedback for primary healthcare providers, and to set targets and agree strategies for performance improvement

(iii) Used to provide performance feedback for primary health care providers, and input into evaluation of new day care services

	Intermediate Results

One per Component
	Results Indicators for Each Component
	Use of Results Monitoring

	Component One:
(i) progress in development and implementation of policies to implement priority elements of the Government's health strategy and capacity building for the MOH and HIF, including health financing, pharmaceuticals, policy and planning, monitoring and evaluation of provider performance and policies and programs

(ii) development of information system to improve data for contracting, monitoring, public health surveillance, and for management of primary health care, and related services.  


	Component One:
 (i) a. adoption of bylaws and administrative documents under new laws currently under development covering health insurance, health care, and pharmaceuticals;

b. annual analysis of growth of pharmaceutical expenditure by price, volume and mix by HIF

c. awareness and understanding of health reforms in opinion survey

(ii) operational health information systems in HIF, primary health care providers and pharmaceutical supply chain, to provide timely, accurate data on key elements of performance (expenditure, service utilization, referral, health status indicators, service quality indicators).
	Component One:
(i) a. Milestone in implementation of  health strategy

b. Analysis of information used in MOH/HIF budget planning processes as a basis for reallocation of resources if successful, and as a basis for identifying priorities for  pharmaceutical policy intervention, and priorities for expenditure control and revenue enhancement
(ii) Milestone in implementation of functional health information systems



	Component Two:
(i) reorganization of primary health care services in Podgorica into a new service model, based on patient choice of primary care doctor, group practices, and separation of specialized community-based services into a primary care reference center 

(ii) development of primary health care policy, standards and capacity for quality assurance

(iii) establishment of professional specialization training program in primary health care and continuing professional development for primary healthcare medical staff 

(iv) scaling up of primary health care reforms to the rest of Montenegro


	Component Two :
(i) a. Increase duration of PHC consultation;

b. Increase share of PHC patients with prior appointments; 

c. Increase percentage of Podgorica patients registered with chosen primary care doctor or group practice;

d. Increase satisfaction with PHC consultation;

e. Increase share of primary care contacts among all health service contacts;

f. Reduce proportion of laboratory results not picked-up by the patient 

(ii) a. Reduce proportion of patients receiving injectable drugs in primary care;

b. Begin issuing renewable practice certificates for PHC doctors

(iii) number of trainees (PHC doctors, nurses) enrolled in specialization program for PHC

(iv) percentage of patients in Montenegro (outside of Podgorica) registered with chose primary care doctor or group practice
	Component Two:
(i) Indicators of implementation progress and effectiveness in primary health care reform

(ii) Indicator of effectiveness of introduction of evidence-based protocols for improving PHC practice

(iii) Indicator of implementation progress for training activities, and a pre-condition for improvement in quality and impact of primary healthcare

(iv) As for (i) above

	Component Three:
(i) Timely, efficient, accountable, result-oriented implementation of project activities by the MOH PMN and implementing agencies;

(ii) Timely, efficient, transparent, accountable procurement, financial management and disbursement by the TSU

(i) and (ii) Regular, effective coordination and communication between the Project Steering Committee, the MOH PMN and the central TSU
	Component Three:
(i) a. Project outputs produced on time and on budget; PMN shows proactivity in solving problems and seeking to achieve outcomes

b. Project progress monitoring reports produced six monthly

c. Minimize average number of days delay between planned and actual dates for preparation of TORS and technical specifications in the procurement plan 

d.  Nil breaches of agreed business standards in the MOU for responding to the TSU 

(ii) a. Minimize average number of days delay between planned and actual dates for milestones in the procurement plan;

b.  Minimize variance between projected and actual disbursements in each quarter

c. Minimize time between request for invoice payment, and payment execution.

d. FMRs produced within 15 working days after each quarter

e.  Nil breaches of agreed business standards in the MOU for responding to the MOH 

Weekly meetings of project management committee; monthly meetings (with minutes) of project steering committee with full participation of agencies represented
	Component Three:
(i) and (ii) Project reports used for revising project plans, procurement plans and budget in a consistent way; monitoring data used to motive improvement in project impact on results 

Lapses in meetings or in attendance by any key agency will a trigger investigation and resolving any problems in communication and cooperation


Arrangements for Results Monitoring

(Note that baseline values are to be supplied by the responsible agencies by the date of Project Effectiveness)

	
	
	Data Collection and Reporting

	Outcome Indicators 
	Baseline

2003/04
	2005
	2006
	2007
	2008
	Frequency and Reports
	Data Collection Instruments
	Responsibility for Data Collection

	1. Reduce drug prices paid by HIF  (for agreed list of high cost and high volume indicator drugs); 

2. HIF annual deficit reduced;

3. Reduce waiting time (from arrival to consultation) in primary care reduced;

4. Increase in utilization rates and satisfaction for  primary health care in Podgorica by Roma and IDPs (target to be agreed)

5. Reduce gap between primary health care utilization of the poor and non-poor

6. Maintain or improve immunization rates for DPT and measles following reform (already high, should not fall)

7. Increase utilization of day care services by the elderly 
	9M euro

(2003)

Nil (new service)
	
	
	
	Nil


	1. Annual

2. Annual

3. Annual

4. Annual

5. Annual

6. Annual

7. Six monthly


	1. HIF pharmaceuticals information system

2. HIF annual financial report

3. household survey, clinic focused survey

4. focus groups

5. household survey

6. annual public health statistics

7. Podgorica Dom Zdravlja patient admissions system
	1. HIF data and analysis

2. HIF

3. ISSP (MOH contract)

4. MOH contract

5. ISSP; MOH analysis

6. IPH

7. Podgorica Dom Zdravlja Primary Care Support Center

	Results Indicators for Each Component
	
	
	
	
	
	
	
	

	Component One :
Component 1.1:

1. adoption of bylaws and administrative documents under new laws currently under development covering health insurance, health care, and pharmaceuticals;

2. annual analysis of growth of pharmaceutical expenditure by price, volume and mix 

3. awareness and understanding of health reforms in opinion survey

Component 1.2 

4. operational health information systems in HIF, primary health care providers and pharmaceutical supply chain, to provide timely, accurate data on key elements of performance (expenditure, service utilization, referral, health status indicators, service quality indicators).
	Nil

Nil

HIF pharma and insuree register systems operational
	Complete


	
	
	
	1. One-time

2. Annual

3. Annual
	1. Official gazette

2. HIF pharmaceuticals information system

3. public opinion survey

4. project progress reports
	1. MOH

2. HIF

3. MOH

4. MOH PMN

	Component Two :
Component 2.1:

1. Increase duration of PHC consultation;

2. Increase share of PHC patients with prior appointments; 

3. Increase percentage of Podgorica patients registered with chosen primary care doctor or group practice;

4. Increase satisfaction with PHC consultation;

5. Increase share of primary care contacts among all health service contacts;

6. Reduce proportion of laboratory results not picked-up by the patient 

Component 2.2:

7. Reduce proportion of patients receiving injectable drugs in primary care;

8. Begin issuing renewable practice certificates for PHC doctors

Component 2.3:

9. number of trainees (PHC doctors, nurses) enrolled in specialization program for PHC

Component 2.4

10. percentage of patients in Montenegro (outside of Podgorica) registered with chose primary care doctor or group practice
	
	
	
	
	
	1. Annual

2. Annual

3. Annual

4. Annual

5. Annual

6. Annual

7. Annual 

8. One-time (2007/08)

9. Annual from 2006

10. Annual from 2006
	1. household survey,

clinic focused survey

2. household survey,

clinic focused survey

3. Podgorica Dom Zdravlja and HIF administrative data

4. household survey,

clinic focused survey

5. household survey,

HIF invoicing data

6. Podgorica Dom Zdravlja and Clinical Center administrative data

7. Podgorica Dom Zdravlja administrative data

8. Chamber of doctors administrative data

9. Medical faculty administrative data

10. Dom Zdravlje and HIF  administrative data


	1. ISSP

2. ISSP

3. Podgorica Dom Zdravlja, HIF

4. ISSP

5. ISSP, HIF

6. Podgorica Dom Zdravlja

7. Podgorica Dom Zdravlja

8. MOH

9. MOH

10. Dom Zdravlje participating in Project, HIF

	Component Three:
Component 3.1:

1. Project outputs produced on time and on budget; PMN shows proactivity in solving problems and seeking to achieve outcomes

2. Project progress monitoring reports produced on time

3. Minimize average number of days delay between planned and actual dates for preparation of TORS and technical specifications in the procurement plan 

4.  Nil breaches of agreed business standards in the MOU for responding to the TSU 

5. Weekly meetings of project management committee; monthly meetings (with minutes) of project steering committee with full participation of agencies represented

Component 3.2:

6. Minimize average number of days delay between planned and actual dates for milestones in the procurement plan

7.  Minimize variance between projected and actual disbursements in each quarter

8. Minimize time between request for invoice payment, and payment execution.

9. FMRs produced within 15 working days after each quarter

10.  Nil breaches of agreed business standards in the MOU for responding to the MOH 
	
	
	
	
	
	1. Six monthly

2. Six monthly

3. Continuous

4. Continuous

5. Weekly and monthly

6. Continuous

7. Quarterly

8. Continuous

9. Quarterly

10. Continuous
	1. Project progress monitoring reports

2. Project progress monitoring reports

3. Procurement plan monitoring

4. Procurement plan and FMR monitoring

5. Project files of minutes of meetings

6. Procurement plan monitoring

7. Financial monitoring reports

8. Sample of transactions 

9. Financial monitoring reports

10. Sample of project files, triggered by delay in procurement or disbursement
	1. PMN

2. PMN

3. TSU

4. TSU

5. PMN

6. TSU

7. TSU

8. TSU

9. TSU

10. TSU and PMN


Annex 4:  Detailed Project Description
SERBIA AND MONTENEGRO: Montenegro Health System Improvement Project  

It is proposed that the Project would have the following three components: 

1. Support for health reform program of Ministry of Health (MOH) and Health Insurance Fund (HIF)
This component would be directed at helping the government to identify best practice in health policy, financing and selected areas of service delivery.  The intention is that policy development and adoption would be built into the Project and supported by it, rather than being fully determined ex-ante.  This component of the Project would therefore have an open design.  There would be two sub-components: 

(1.1)
policy development and capacity building for the MOH, HIF and IPH, focused on issues which the Government has decided are highest priority for Bank support, including primary health care, improved services for the elderly and people with disabilities, development of the benefits package and provider payment policies, pharmaceutical regulation and expenditure control. This sub-component would:

(a) train MOH, HIF and IPH staff  and provide expert advice on key areas of policy of health finance, including provider reimbursement, development of norms and standards for contracted providers, contracting and monitoring and review of healthcare providers (linked to Component 2).

The Project will provide international and regional technical assistance in health finance over the next four years in the following areas: 

i. review of the benefits package for secondary and tertiary health care and for services for elderly, disabled and mental illness (primary health care benefits package will be reviewed with the support of project preparation funds);

ii. evaluation and refinement of the primary health care payment model (developed initially with the support of project preparation grant funds), prior to full implementation;

iii. budget planning, expenditure and revenue forecasting and analysis and resource allocation;

iv. advice on options for payment for secondary and tertiary healthcare;

v. review of norms and standards for primary and secondary health care;

vi. development of contracts for pharmacy, and pharmaceuticals reimbursement policy; 

vii. development of evidence-based protocols/guidelines for common conditions and high cost conditions.

The Project will also provide funds for around 10 HIF staff to receive training overseas through a mix of short courses, distance learning programs, or through small scholarships for Masters’ programs (combined with own and other Government sources of funds).  In addition, a local training course in health finance will be organized each year for four years, to provide short courses of training to all HIF staff and to key staff in MOH, IPH and healthcare institutions about health finance and health finance reforms.

(b) In the area of pharmaceuticals policy and regulation, the Project will support the development of bylaws/regulations and other administrative acts required to implement the proposed new Law on Medicinal Products, and support the establishment of a small Medicines Agency through expert advice and staff training, including assist the new Agency to establish its international network and to contract with quality control laboratories.  The Project will also support development of a National Pharmaceuticals Policy, in consultation with relevant stakeholder.  A National Pharmaceuticals Policy covers all elements that are required to achieve the objectives of ensuring affordable access to safe, quality, effective drugs for all of the people of Montenegro.  The National Pharmaceuticals Policy would include advice on the reimbursement of medicines (linked to sub-component (i)(a)), and on rational use of drugs for hospitals (linked to development of primary care, under sub-component 2).

(c) In the area of health policy and planning, the Project will provide international and regional technical assistance for planning health services, planning human resources, and planning the network of healthcare institutions.  It will support the MOH and IPH in the development of policy and strategy in priority areas, covering disease prevention and health promotion as well as curative health services.  The Project will provide funds for around 10 MOH and IPH staff to receive training overseas, and for two short courses of local training.  In addition, resources are provided under this component for monitoring and evaluation of the reform program and the Project.

(d) support the MOH, HIF and IPH to develop their public information and communications capacity, covering the reforms supported by new laws on Health Care, Health Insurance and Medicinal Products, reforms of primary health care and public health (e.g., HIV/AIDS awareness). 

(1.2)
investments in health information systems to improve data contracting, monitoring and management of primary health care, and related services.  

An “Integrated Health Information Systems” (HIS) plan has been developed by the various stakeholders of the health system in Montenegro, and endorsed by a HIS Project Council, already established by order of the Minister of Health, which will provide strategic oversight to the development of health information systems in Montenegro.  It includes representatives from all major stakeholders to ensure that the systems that are developed are integrated and meet stakeholder needs.  

It is beyond the scope and resources of this Project to support implementation of the full Integrated HIS, so a prioritized list of investments has been selected for support by the Project, from the more comprehensive list of elements of the wide-ranging information systems strategy.  The Project will focus on HIS investments that are necessary to support the development objectives of the project, including introduction of primary health care, and the creation of an efficient, effective and integrated information system for the entire health system.  Working groups will be established for specific HIS activities supported by the Project, based on nominations of the management in the participating organizations. 
The major elements of the package of investments for support by the Project include:

(a) Identification of Information Flows and Needs – this technical assistance related activity will examine information flows (both within and between institutions), as well as the information needs for management decision-making for the Ministry of Health, and the Health Insurance Fund, and within and between these institutions and other health service providers.

(b) Information Systems Plan for the Institute of Public Health – this technical assistance related activity will define the parameters to be monitored by the IPH, examine the best method of reporting and monitoring these indicators, define data sources, method of inclusion and processing; report users, method and schedule of distribution, and develop an implementation strategy to achieve these objectives.

(c) MOH Systems Integration and Analytical Capacity Building – this activity will be a mixture of technical assistance, software acquisition and customization of information linkages between the MOH, service providers and the HIF.

(d) Primary Health Care Information Systems (costs included in Component B 2.1) – this comprehensive activity will support the further development of primary health care in Montenegro, with technical assistance, hardware and software to address:

i. The development of basic electronic patient records and automatic recording of diagnoses and updating these records

ii. Computerized prescription recording using data from the health card and diagnosis, linkage to pharmacy system

iii. Communications with relevant HIF applications

iv. Automatic forwarding of data and reports to relevant institutions (Fund, MoH, Institute, etc.), and monitoring service providers’ activities and their effectiveness

v. Sub-system for managing costs – debiting, standards, and spending control

The Project will support initial implementation in Podgorica, which will be evaluated as part of the Project.  It will be high priority to identify additional resources to finance subsequent scaling up in primary health care clinics outside of Podgorica.

b) Data communications, integrity, security and standards – this activity will utilize a combination of technical assistance and selected hardware and software interventions to: 

i. Identify input/output information flows between the health system and all other surrounding systems

ii. Develop methods for electronic transfers, automatic data transfer, standards, and required infrastructure

iii. Define levels of protection of the integral health information system of Montenegro

The Project’s investments focus on primary health care and central HIS functions.  However, there are some key hospital linkages which need to be established to the HIF and MOH systems, which would have high benefit.  If resources can be identified during the life of the Project (either from Counterpart funds, or from savings and reallocations in other activities), high priority should be given to addressing  two critical areas to link hospitals with other parts of the health system:

i. Monitoring service beneficiaries and eligibility

ii. Hardware and software required to support hospitals to carry out computerized management and monitoring of use of pharmaceuticals in the hospital (extending the number of hospitals that have systems similar to the system already in use in the Clinical Center and similar to the prescription recording software already developed by the HIF for use in primary care.  The software will use data from the health card and diagnosis, and linkage to the HIF’s pharmacy system. 

The rationale for suggesting the activities noted above is as follows:

a) Identification of Information Flows and Needs – these activities are critical to fully developing the parameters for a comprehensive information systems strategy, and can help identify future interventions.

b) Information Systems Plan for the Institute of Public Health – the information systems of the IPH are outdated and need to be replaced.  Although there has been some donor interest, the lack of an overall strategy may deter potential donors.  Further, the importance of the IPH for monitoring and surveillance will be increased once PHC becomes established and automated.

c) MOH Systems Integration and Analytical Capacity Building – the changing nature of the MOH will require increased emphasis on monitoring, analysis and overall policy development.  These activities support this need. 

d) Primary Health Care Information Systems – this activity supports the overall development of PHC, which is a central objective of the project, and will contribute to high quality, effective and efficient PHC services. 

i. Key Hospital Linkages to HIF and MOH systems – this activity completes the pharmacy system already being implemented by capturing the remaining, albeit substantial part of the current pharmaceutical activity.  It also ensures that eligibility checking is available in all health facilities, which is very important since those individuals without insurance coverage may be tempted to utilize hospital services if they are shown (through PHC information systems) to be ineligible for PHC services. 

ii. Data communications, integrity, security and standards – this activity is essential to the development of an integrated information system, which is necessary to allow PHC to function appropriately and efficiently.

2.
Phased implementation of primary health care development, beginning in Podgorica and additional locations in the rest of Montenegro 
This component would support phased implementation of policy and plans to develop primary health-care.  The aims of the Government's primary health care reforms are to increase quality, efficiency and access in primary healthcare, and to increase the 'value-added' of  primary care  in the health care system; to promote effective diagnosis and treatment of a larger number of patients and broader scope of conditions at the primary care level; and to strengthen the role of primary care in disease prevention.  The reform strategy will involve complementary and coordinated changes in several dimensions: organization of service delivery, financing and incentives for staff, training and professional development, information systems to support management and clinical care, and evidence-based processes and protocols for care – with a particular focus on non-communicable diseases and services for the elderly.  Improvements to access will be targeted toward vulnerable groups, including Roma, and IDPs and refugees, in accordance with the PRSP.  The component would support early, practical improvements to engage key stakeholders, given the history of controversy in the region about the “family medicine model” of primary care reforms. 

This component is likely to be structured as four sub-components: namely, a first phase of development and testing of the reform model in Podgorica; technical support for planning and policy for implementation of primary health care reform; support for development of specialization training of primary health care professionals; and support for phased scaling-up through implementation of key elements of the reform in the rest of Montenegro.  The proposals for primary care development include the following elements: 

(2.1)
 First phase implementation and evaluation of primary care reform in Podgorica Dom Zdravlja:  

This would involve the following activities:

· Reorganization of primary care services into two categories: group practices of chosen doctors (with whom patients would register, to provide the first level of health care except for emergency care and dental care),  and a primary care support center, or “PCSC” (providing diagnostic services, specialist consultative services, , specialized community-based clinics including tuberculosis dispensary, mental health services, youth counseling, obgyn and reproductive health, some preventive services, , services to meet the special needs of the elderly, and other services defined during project implementation).  The primary care service center will also include training rooms for the future primary care specialization program and for continuing professional development, and primary care practice management.  The PCSC will act as a site to coordinate activities leading to optimal primary care practice standards and guidelines and play a key role on the development of quality services.

· Financing changes including changes in incentives for staff: The package of services to be provided by chosen doctors would be defined and costed. It is intended to adjust the value of the capitation fee based on age, geography and other measures of high risk, to the extent feasible with available data.  Podgorica would serve as the first site to pilot implementation of patient registration and selection of primary care doctor, together with a defined primary care service package, and new payment models for primary health care based on a mix of per capita payments and fee for service for high-priority interventions (e.g., preventive interventions).  Incentives would be incorporated to reduce inappropriate prescribing, referral and use of diagnostic services.  (The financing reforms are not envisaged to entail budget-holding for pharmaceuticals or hospital services.)  Particular attention would be paid to the impact of registration requirements on all vulnerable groups, including Roma, IDPs and refugees to ensure protection and improvement of access for all vulnerable groups.

· Initial training of staff (supported by Component 2.3) through short continuing professional development courses would build clinical and management skills until full primary care specialization training is established.  Incentives for participation would be built in to the payment system.  Similar training programs would be established for nurses, particularly those intending to work in the new primary care setting.

· Evidence based protocols of care for management of common conditions in primary care to be developed and built into training.  Protocols would also be directed at reducing wasteful prescribing and diagnostic testing and inappropriate hospital admission.  

· Review of administrative processes and systems to streamline patient care (taking out unnecessary steps, e.g., by introduction of appointments systems and systems for sending samples for laboratory tests to a central laboratory and reporting test results and specialist consultation reports electronically to the chosen doctors), reducing waiting times, increase length of doctor consultations, and reduce unnecessary paperwork.  Continuity of care with the same chosen doctor is expected to improve the impact of health services provided whilst at the same time reducing waste through unnecessary, uncoordinated and unintended replicated activities. 

· Communication and consultation about the reforms (supported by Component 1.2), to explain and build support for change from staff, patients and other stakeholders (e.g., Chambers of doctors, dentists and pharmacists; medical and nursing associations; civil society groups, labor unions etc.).  The communication strategy would also seek to encourage desirable changes in patient behavior (e.g. less self-referral to hospital, and less expectation of intravenous infusions and injectable forms of drugs which can more safely be administered orally).  Allowances have been made (in Component 1.1) for expert advice on public relations and effective reform communication and for the implementation of a multi-pronged media strategy (including print and broadcast media coverage) to support the reform process. 

· Civil works, in the form of internal remodeling of the building selected to host the PSCS
, and other major primary care premises in Podgorica, in order to support the organizational change and also to rationalize inefficient use of space.  The civil works will support a consolidation and upgrading of diagnostic and specialist facilities which currently function from multiple separate locations into a larger and more centrally-located diagnostic center in Podgorica.  Internal remodeling will also be used to facilitate the function of group practices, in place of the current configuration which is based on fragmented division of staff into specialty departments within the Dom Zdravlje.  The norms and standards for PHC clinics will be reviewed before the civil works are completed, to use space more efficiently and improve the functionality of PHC clinics.

· Primary care medical and other equipment to bring primary care group practices up to standard, and to provide diagnostic equipment in the primary care reference center needed to support primary care diagnosis and procedures,  and avoid inappropriate referral to hospital.  The norms and standards for medical equipment for chosen doctors’ practices will be reviewed and standards for the PCRC’s equipment will be developed before equipment is purchased, to ensure that equipment investment is cost-effective and provides consistent quality of care.

· Development of information systems and practices of monitoring provider performance for internal financial and quality management and external reporting (to MOH and HIF), supported by integrated information systems development, in coordination with Component 1.2.  Podgorica would be the first site to implement revised data requirements for monitoring and evaluation, including data from patient surveys and household surveys to strengthen monitoring of access and satisfaction.   This would be coordinated with the health information systems development undertaken by the HIF, and should also be linked with provision of data for public health monitoring and surveillance (in coordination with the Institute of Public Health); 

· Developing (separate) day care services for elderly people and for people with chronic mental illness in the primary care system, with coordination with social welfare services; 

· Given the wide range of coincident reforms and the importance of appropriately sequencing reform activities, the Project also includes an allowance for expert technical assistance in change management and planning to support and build capacity within the implementing agencies to manage and monitor the reform process.
· Evaluation of first phase primary care reform activities, to modify and refine the reform model and process before it is extended to the rest of the country.

(2.2)
Further development of primary health care policy, standards, and implementation capacity, through technical assistance and training.  This would cover support for management of change; development of measures to increase service quality through development of clinical standards and guidelines, development of licensing and accreditation, development of professional chambers and associations; development of policies and strategies to improve patient relations and protect patients rights; and development of human resources policies for primary health care (including identification of professional roles and skills requirements.
(2.3)
Development of primary care specialization training and continuing professional development for doctors and nurses:-  This would include development of a new department for Primary Health Care in the Medical Faculty, and establishment of a training center in the Podgorica Dom Zdravlje linked to the Medical Faculty, and to a wide range of activities (twinning arrangements, overseas training, etc.) designed to develop a specialist primary health care curriculum (most likely adapted from existing materials available in the region) and to build the capacity of Faculty members and clinical tutors (likely to include tutors drawn from the Dom Zdravlja and from relevant specialties in hospitals) involved in teaching primary care. The purpose of these activities would be to develop a new professional specialization profile for primary health care doctors, as well as to upgrade the skills of existing staff through continuing medical education and links to licensing and accreditation reforms also supported by the Project.   The Project would also support efforts to develop a professional profile for primary care nurses and contribute to the development of faculty and teaching materials for the professional development of nurses in general and to explore the benefits of licensing and accreditation.

(2.4)
Support for phased scaling-up of implementation of priority elements of the reforms developed in Podgorica to the rest of the country:-  Priority elements to be scaled-up would include patient registration and selection of doctor, new benefits package and financing models, participation in training, and streamlining of business processes.  Reimbursement differentials to encourage doctors and nurses to work in rural practice will be built into financing formulas during the scaling-up process.  The MOH with World Bank support will cost Montenegro-wide implementation of other elements of primary care development and reform and seek to identify other sources of finance for this implementation process.  This component would itself finance only equipment and limited technical assistance for the scaling-up process: other activities would be financed under items (ii) and (iii) above.

3.
Project management, monitoring and evaluation 
 

The Ministry of Health would be the lead implementation agency for the Project, and has established a Project Management Network (PMN).  The central Technical Services Unit (TSU), responsible for carrying out core procurement and financial management functions for all future Bank-financed projects, has been established under the General Secretariat in the Department of Prime Minister.  This component would have two sub-components:

(3.1)
the PMN in the MOH:  Instead of implementing the Project via a stand-alone unit, the Ministry of Health has created a network of staff with responsibility for project coordination and implementation, integrated into the organizations that will participate in and benefit from project activities.  The PMN consists of a full time Project Coordinator and full-time administrative assistant in the MOH, financed from this Component.  In addition, the PMN includes coordinating component coordinators in the HIF and DZP (financed from Components 1 and 2), and it is envisaged that during implementation, there will be additional Coordinators appointed for HIS activities and for Professional Specialization and Training.  In addition, other staff of the participating institutions have been identified as focal points and working group members for various project activities; and

(3.2)
the central TSU, providing procurement, financial management and disbursement services for the health project and other projects (including the proposed Pensions and Educations Projects planned to be prepared during 2004-2005).  The TSU will be staffed by a Procurement Officer and Accountant initially, but is envisaged to expand to include a full time assistant during 2005 as other projects come into full implementation.  A senior staff member of the General Secretariat of the Department of the Prime Minister will be appointed as the Head of the TSU.  This is not envisaged to be a full-time responsibility, but rather to provide supervision and accountability of the work of the TSU and to provide high-level support and decision making in relation to the work of the TSU.  A Memorandum of Understanding will be signed by the Head of the TSU and the Minister of Health, setting out the agreed roles and responsibilities of the MOH and the TSU in project implementation.  (Other Line Ministries will sign a similar MOU with the TSU in relation to future projects.)

Annex 5:  Project Costs

SERBIA AND MONTENEGRO: Montenegro Health System Improvement Project  
Table 1: Project Costs by Subcomponent – Baseline Costs, Excluding Contingencies

	Project Cost By Component and/or Activity
	Local

US $million
	Foreign

US $million
	Total

US $million

	1. Support for health reform program
	
	
	

	1.2 Policy development and capacity building
	1.222
	0.404
	1.361

	1.2 Health information Systems 
	0.176
	0.470
	1.096

	2. Primary health care development
	
	
	

	2.1 Podgorica phase 1 implementation 
	1.668
	1.645
	3.313

	2.2 PHC policy and standards 
	0.403
	0.767
	1.179

	2.3 PHC professional training
	0.517
	0.471
	0.988

	2.4 Scaling up reform outside Podgorica
	0.116
	0.328
	0.444

	3. Project management
	
	
	

	3.1 PMN in MOH
	0.407
	0.053
	0.460

	3.2 Central TSU
	0.310
	0.221
	0.531

	Total Baseline Cost
	4.819
	4.182
	9.001

	Physical Contingencies
	0.301
	0.304
	0.605

	Price Contingencies
	0.044
	0.244
	0.288

	Total Project Costs1
	5.164
	4.730
	9.894

	Interest during construction
	N/A
	
	

	Front-end Fee
	N/A
	
	

	Total Financing Required
	5.164
	4.730
	9.894


1Identifiable taxes and duties are US$1.532 M,  and the total project cost, net of taxes, is US$8.362 M.  Therefore, the share of project cost net of taxes proposed to be financed is 83.7%.

Table 2:  Expenditure Accounts by Components, Including Contingencies
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Table 3:  Financing of Investment/Recurrent Costs by Year 
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Overall surplus/deficit

..

..

-0.6

-4.7

TRADE

1982

1992

2001

2002

(US$ millions)

Total exports (fob)

..

..

2,003

2,054

   n.a.

..

..

..

..

   n.a.

..

..

..

..

   Manufactures

..

..

..

..

Total imports (cif)

..

..

4,838

5,471

   Food

..

..

..

..

   Fuel and energy

..

..

..

..

   Capital goods

..

..

..

..

Export price index 

(1995=100)

..

..

..

..

Import price index 

(1995=100)

..

..

..

..

Terms of trade 

(1995=100)

..

..

..

..

BALANCE of PAYMENTS

1982

1992

2001

2002

(US$ millions)

Exports of goods and services

..

..

2,762

2,854

Imports of goods and services

..

..

5,160

5,724

Resource balance

..

..

-2,398

-2,870

Net income

..

..

-26

-260

Net current transfers

..

..

1,828

2,046

Current account balance

..

..

-596

..

Financing items (net)

..

..

991

..

Changes in net reserves

..

..

-395

-556

Memo:

Reserves including gold 

(US$ millions)

..

..

1,169

2,037

Conversion rate 

(DEC, local/US$)

..

..

66.7

64.7

EXTERNAL DEBT and RESOURCE FLOWS

1982

1992

2001

2002

(US$ millions)

Total debt outstanding and disbursed

19,900

16,483

11,740

9,713

    IBRD

1,684

1,978

1,085

1,017

    IDA

0

0

0

0

Total debt service

4,077

1,899

109

346

    IBRD

245

224

5

76

    IDA

0

0

0

0

Composition of net resource flows

    Official grants

3

1,103

1,542

..

    Official creditors

69

-231

84

-65

    Private creditors

23

-153

10

-145

    Foreign direct investment

0

64

0

..

    Portfolio equity

0

0

0

..

World Bank program

    Commitments

136

0

0

0

    Disbursements

330

51

0

0

    Principal repayments

129

155

0

68

-10

-8

-6

-4

-2

0

96

97

98

99

00

01

02

Current account balance to GDP (%)

0

2,500

5,000

7,500

96

97

98

99

00

01

02

Exports

Imports

Export and import levels (US$ mill.)

0

25

50

75

100

97

98

99

00

01

02

GDP deflator

CPI

Inflation (%)

G: 4,839

A: 1,017

D: 143

C: 273

F: 798

E: 2,643

Composition of 2002 debt (US$ mill.)

A - IBRD

B - IDA    

C - IMF



D - Other multilateral

E - Bilateral

F - Private

G - Short-term


Annex 6:  Implementation Arrangements

SERBIA AND MONTENEGRO: Montenegro Health System Improvement Project  

The Ministry of Health would be the lead implementing agency for the Project, responsible for project management.  The GOM recently decided to establish a central Technical Services Unit (TSU) in the General Secretariat (Prime Minister’s Department), responsible for carrying out core procurement and financial management functions for all future Bank-financed projects, and potentially for other donor-supported projects.  This TSU has been established with TORS that define clear boundaries of responsibility between the MOH and the TSU, giving the line Ministry clear overall responsibility and decision-making authority, and making the TSU accountable to line Ministries for providing prompt, professional services.  The TSU is to have day-to-day autonomy within the General Secretariat to carry out its business functions, as described in a TSU Operations Manual.  The MHSIP would be the first project to work with this new arrangement.  A full-time Project Coordinator with a full time administrative assistant have been selected by the MOH to coordinate project implementation.  Together with coordinators for project activities in the HIF and Podgorica Dom Zdravlje, this group would form the PMN.  During Project implementation, it is envisaged that additional coordinators would be engaged for health information systems and PHC professional training sub-components. The PMN would operate in a decentralized fashion to embed capacity developed under the Project in existing institutions, while ensuring adequate resources to coordinate the health technical content of project preparation and implementation, under the overall coordination of the MOH.  The Ministry would also take responsibility for monitoring and evaluation.  To ensure smooth implementation of the Project, a Steering Group of the MOH, the HIF Director, the Head of the TSU, along with other agencies involved in the Project, would be established by Government Resolution and made responsible for strategic decisions on project coordination and monitoring.  

The Project Coordinator in the MOH has prepared a Project Operational Manual, satisfactory to IDA.  The TSU has prepared an operational manual for the TSU, covering financial management and procurement arrangements, and relationships with line Ministries.  The respective responsibilities of line Ministry (MOH in the case of this project) and the TSU have been agreed in a Memorandum of Understanding, to be signed by both parties prior to Effectiveness Date.  The Operations Manual for the TSU is generic, covering core arrangements for all future Bank-financed projects which will be served by the TSU in addition to the MHSIP.  Project-specific annexes will be added as required.  The draft MOU would be a standard template for use by implementing agencies for future Bank-supported projects in Montenegro.

Annex 7:  Financial Management and Disbursement Arrangements

SERBIA AND MONTENEGRO: Montenegro Health System Improvement Project  

Country Issues

The SAM CFAA report notes that there are a number of risks on the management of public funds in SAM. The risks to the public funds include: (a) poor public sector financial management in the past, (b) unfinished reforms - the new governments that were elected have commenced a process of major reform, which looks good as designed, but it is still too early to say if the reforms will be totally successful, (c) capacity constraints in both the Federal and Republic governments, (d) weak banking sectors, (e) weak audit capacity, (f) poor implementation capacity in line ministries, and (g) the lack of recent Bank implementation experiences within SAM.  Since re-joining the membership of the World Bank, SAM has been using individual implementation units for each investment project (traditional PIU model), located within the relevant line ministries or project beneficiaries, to mitigate some of these risks.
During the period since the CFAA was published, the number of commercial banks assessed as acceptable to hold Special Accounts has increased from 3 to 5 and the number of firms assessed as acceptable to audit Bank-financed projects has increased from 2 to 4, indicating an improvement in the fiduciary environment.  Experience in implementing Bank-financed projects is increasing but the lending portfolio is still too young to be able to conclude that the Borrower has a thorough understanding of Bank operations.
Strengths and Weaknesses

Neither the staff of the MOH PMN nor the staff  of the TSU have prior experience of WB procedures, however the staff of the TSU, who will maintain the FM system, do have experience of working with other donors and are technically competent.  The division of tasks between the TSU and the PMN, discussed in the preceding section, has the potential to cause implementation delays.  However, this risk is mitigated by the use of a Memorandum of Understanding between the two units which stipulates respective duties and sets minimum service standards e.g. payment requests received by the TSU should be processed within five working days.
Implementing Entity

The Ministry of Health would be the lead implementation agency for the project, responsible for project management, and has established a Project Management Network (PMN), consisting of a full time Project Coordinator, and administrative assistant.  It is envisaged that the Project would support engagement of full time project coordinators in the HIF and Podgorica Dom Zdravlja, to embed capacity developed under the Project in existing institutions, while ensuring adequate resources to coordinate the health technical content of project preparation and implementation, under the overall coordination of the Project Coordinator in the MOH.  

To ensure smooth implementation of the Project, a Steering Group of the Minister of Health, the HIF Director, high-level representatives of other agencies involved in the Project and a representative of the TSU, would be established and made responsible for strategic decisions on project coordination and monitoring.  

The Prime Minister’s Department is establishing a central Donor Coordination/Portfolio Liaison Unit to oversee the portfolio of Bank operations in Montenegro and potentially other international projects.  This Unit could also be represented on the Project Steering Group.

The GOM recently established a central Technical Services Unit (TSU), responsible for carrying out core procurement and financial management functions for all future Bank-financed projects, and potentially for other donor-supported projects.  This TSU has been established with TORS that define clear boundaries of responsibility between the MOH and the TSU, giving the line Ministry clear overall responsibility and decision-making authority, and making the TSU accountable to line Ministries for providing prompt, professional services.  A memorandum of understanding, setting out the respective responsibilities and service standards for the PMN and TSU, has been agreed during negotiations.  The MHSIP would be the first project to work with this new arrangement.  The TSU has employed a full time procurement officer and accountant.  The head of the TSU will be a part time role for the first year, taken by a senior staff member of the Department of the  Deputy Prime Minister.  Once other projects come on stream, a full time person may be appointed to head the TSU.

Funds Flow

The International Development Association (IDA) would make funds available to the Government of Serbia and Montenegro (SAM) under a Credit Agreement, governing the terms and conditions of the IDA credit and specifying the project.  The Government of SAM would on-lend the funds on IDA terms to the Republic of Montenegro based on a Subsidiary Credit Agreement with terms and conditions satisfactory to IDA.  

The following legal agreements will confirm the flow of funds and the respective parties' roles and

responsibilities:

· The Development Credit Agreement, between IDA and Serbia and Montenegro (SAM);

· The Sub-credit Agreement, between SAM and GoM;

The Sub-credit Agreement between SAM and GoM will be a condition of effectiveness of the

Development Credit Agreement. 

A special account (SA) will be opened by the MOF,  for the IDA Credit for the Montenegro Healthcare System Improvement Project,  in a bank acceptable to the Association (the MOF has already established a Special Account for the PHRD grant supporting the preparation of the project).  Project expenditures have not been fully budgeted by the MOH for the first year of operations and therefore funds cannot be disbursed directly through the Treasury system.  Hence, the MOF will also open a project account in the same commercial bank as the Special Account, into which counterpart funds will be transferred in full.  When a supplier payment falls due, the requisite amount of funds will be transferred from the Special Account to the project account, and a single payment will be made to the supplier.  Bank funds will be mingled with counterpart funds for not more than one business day.

In subsequent periods, the full cost of the Project will be budgeted by the MOH and all payments will be made through the Treasury system.  When a supplier payment falls due, the requisite amount of Bank funds, sitting in the Special Account, will be deposited in to an account of the Treasury, and a single payment will be made to the supplier.  Bank funds will be mingled with counterpart funds for not more than one business day.

Both the TSU and the PMN will maintain petty cash balances, replenished on the imprest system. The balance on the petty cash accounts shall be not more than 2 weeks worth of projected expenditures, and should usually not exceed 500 Euros. Petty cash will be replenished up to this limit after every petty cash report, prepared in accordance with Instructions for Treasury Operations. No item costing more than 50 Euro shall be paid out of petty cash, except that per diems for travel authorized by the Project Coordinator or the Head of the TSU, related to the Project, may be paid from petty cash, and these may in some circumstances exceed 50 Euro.  The TSU and PMN should use own (MOH) funds to establish the petty cash balance and then seek reimbursement from the Special Account.

Staffing of the Accounting/Finance Function

The TSU has an accountant/disbursement officer with several years of experience as a financial manager in both the commercial and non-profit sectors.  The TSU will initially service only the Health Project and, until such time as the TSU has further projects to administer, the staffing level is adequate.  As more projects become effective, resources are available to increase the capacity of the TSU.

Accounting Policies and Procedures

An operations manual has been prepared for both the PMN and the TSU.  The TSU operations manual contains specific accounting policies and procedures.

The TSU will prepare project financial reports on the cash basis.  

Reporting and Monitoring

The TSU will prepare financial monitoring reports (FMRs) on a quarterly basis. The FMRs will initially include:

· Project Sources and Uses of Funds

· Uses of Funds by Project Activity

· Special Account Statement 

· Procurement report 

The first Financial Monitoring Report will be furnished to the IDA not later than 45 days after the end of the first calendar quarter after the Effective Date, and will cover the period from the Effective Date to the end of the first calendar quarter.  FMR formats have been agreed with the TSU and were confirmed during negotiations (included in operations manual).  

Information Systems

The TSU has installed an off-the-shelf accounting package, designed for small business users.  This package runs under MS Windows XP, contains adequate user access controls and is capable of automatically generating FMRs
.  The same software is currently being used to manage another Bank-financed project in SAM, and a number of other agencies will be adopting it to manage forthcoming Bank-financed projects.

With assistance from USAID and EAR, the Treasury department of the MOF of Montenegro has installed and is operating SAP.  Two user departments are currently running programme budgeting  pilots and the MOH is expected to introduce programme budgeting from 2005.  SAP is a powerful piece of software and initial discussions indicate that it would be possible to incorporate the Health Project into SAP and for the system to generate all reports required by the Bank.  The Bank and the TSU will work with Treasury and its IT group to develop the Project reporting system, with a target implementation date of January 1, 2005.  Until such time as the Bank and the Borrower are satisfied that the Treasury system is capable of producing reliable FMRs, the TSU will continue to maintain records in its existing system i.e. there will be a period of parallel operation.  If, in the final analysis, it is not feasible to use the Treasury system to produce Project reports, the TSU will continue, throughout the life of the Project, to maintain accounts on its existing system.

The Ministry of Finance of Montenegro would be responsible for initiating the move to report-based disbursements.  This would be done via a written request to the Association  when the following criteria have been met:
· The Republic of Montenegro has established that report-based disbursement would be a more efficient mode of disbursement;

· The Republic of Montenegro has for at least two quarters provided the Association with accurate forecasts (plus/minus 10 percent) of quarterly disbursements, prior to moving to report-based disbursement;

· The Republic of Montenegro has provided timely and accurate quarterly financial monitoring reports for project expenditures in a format similar to that agreed in the Technical Services Unit Operations Manual for at least two quarters, prior to moving to report-based disbursement. 

Supervision Plan

The project implementation progress reports will be monitored in detail during regular supervision missions.  FMRs will be reviewed on a regular basis by the Belgrade-based FMS and any issues arising will be followed up promptly.  The frequency of on-site FM supervision missions will be determined based on the Project’s FM risk rating, which will be generated using ECA’s financial management risk model.  Audited financial reports of the Project will be reviewed and identified issues followed up. 

Internal Audit

The Ministry of Finance has recently established an internal audit unit.  This unit will build up its capacity to audit MOH and HIF financial management over time. Already, however, all transactions are subject to extensive ex-ante controls and all project reports are subject to ex-post review by both the Borrower and the Bank.  Therefore the potential risks arising from the current limits in the capacity of the internal audit unit are sufficiently mitigated.  

External Audit

The Director of the TSU will be responsible for ensuring that the project financial statements are audited by an independent auditor acceptable to the IDA, in accordance with standards on auditing that are acceptable to the IDA.  It was agreed during negotiations that auditing standards acceptable to the IDA are International Standards on Auditing promulgated by the International Federation of Accountants (IFAC). It was agreed during negotiations that auditors acceptable to the IDA are those auditors that have been unconditionally pre-qualified to audit IDA funded projects in SAM.  The cost of the audit will be financed from the proceeds of the credit.

The following chart identifies the audit reports that will be required to be submitted by the Borrower together with the due date for submission.

	Audit Report
	Due Date

	Project, SOE* and Special Account
	Within five months of the end of each fiscal year and also at the closing of the project


*or FMRs, if used as the basis for disbursement

TORs for the audit of the project financial statements were confirmed during negotiations.


Disbursement Arrangements

The project is expected to be implemented over a period of four years,  which includes six months for the completion of accounts and the submission of withdrawal applications. 

Disbursements from the IDA credit will initially follow the transaction-based method, i.e., direct payment, reimbursement and special commitments, using SOEs and full documentation, as appropriate.  It is anticipated that the project will migrate to report based disbursement during 2005.

Allocation of Credit Proceeds (Table A)

The disbursement profile has been based on experience gained during current Bank operations within the sector in neighboring countries as well as in the Region as a whole.  The Project has been designed within the capacity of the MOH to execute over a four year period, and Credit funds are expected to be fully disbursed within four and a half years of Credit Effectiveness.  The disbursement categories and amounts and percentages to be financed under each category are presented in Table A below.

Table A:  Allocation of Credit Proceeds

	
	Disbursement Category
	Amount of Credit Allocated

(USD ‘000)
	% of Expenditures to be Financed

	1.
	Goods
	1,440
	80% of foreign expenditures; 83% of local expenditures

	2.
	Works
	1,550
	83%

	3.
	Consultant Services, including auditing
	2,290
	75% for foreign individuals; 68% for local individuals; 81% for firms

	4.
	Training/workshops/study tours
	960
	100%

	5.
	Incremental Operating Costs
	60
	80%

	6.
	Unallocated
	700
	

	
	TOTAL
	7,000
	


Use of Statements of Expenditure (SOEs)

Prior to migration to report-based disbursement, some of the proceeds of the Credit are expected to be disbursed on the basis of Statements of Expenditure (SOEs), as follows:  (a) services contracts for (i) individuals costing less than US$25,000 equivalent each (except for the first 2 contracts); (ii) firms costing less than US$50,000 equivalent each (except for the first 2 contracts); (b) works and goods contracts (except for the first 2 contracts) costing less than US$100,000, or less than US$50,000 in the case of goods procured through National Shopping; and (c) all operating costs.  Disbursements against works, goods and services exceeding the above limits will be made against full documentation and respective procurement guidelines.  SOEs will be prepared by the TSU.  SOEs and related documentation in support of SOEs will not be submitted to the Bank, but will be retained by the TSU for at least one year after receipt by the Association of the audit report covering the last withdrawal from the Credit.  This document will be made available for review by the auditors and supervision missions.  If ineligible expenditures, including those not justified by evidence furnished, are financed from the Special Account (SA), the Bank will have  the right to withhold further deposits in the SA.  The Bank may exercise this right until the Recipient has: (a) refunded the amount involved, or (b) (if the Bank agrees) submitted evidence of other eligible expenditures that can be used to offset t he ineligible amounts. It is anticipated that there will also be a small petty cash provision operated by the PMN in the MOH for small sundry expenses, under the financial management/supervision of the TSU.  The TSU and PMN should use own (MOH) funds to establish the petty cash balance and then seek reimbursement from the Special Account.

Special Account

To facilitate timely project implementation, the MOF will establish, maintain and operate, under conditions acceptable to the Bank, a Special Account in Euro, in a bank that has been assessed by IDA as acceptable for these purposes. A sub-account of the Treasury account (the “Project Account”) will be opened in the same Bank to hold counterpart funds.  Payments from these accounts will be authorized by the Minister of Health, and executed by the Treasury, based on payment orders prepared by the TSU. The Treasury is committed to executing payments within five working days of receiving the authorized payment order, and to executing payments within one working day of making the corresponding transfer from the Special Account to the Treasury account.  

An initial authorized Special Account allocation of €170,000 will be established. The authorized allocation of the Special Account will be €340,000, once the aggregate disbursements of the Credit total SDR 1.050 million or more. Replenishment applications should be submitted by the TSU monthly or when one third of the funds of the SA have been used, whichever occurs first, and must include reconciled bank statements as well as other appropriate supporting documents.  

Initially, the Special Account will be replenished on the basis of traditional disbursement procedures.  Should the Project migrate to report based disbursement, the maximum balance that may be maintained on the Special Account will no longer be limited to the authorized allocation.  Transfers from the Credit Account to the Special Account will be made on a quarterly basis, in accordance with the Borrower’s (TSU’s) forecast of expenditures to be made via the Special Account during the subsequent two quarters.  Requests for replenishment will be supported by “Expanded FMRs” (regular FMRs plus a number of additional schedules) and copies of Special Account bank statements.  The project will not migrate to report based disbursement until such time as the Bank is satisfied that the Borrower is able to produce Expanded FMRs and to accurately forecast expenditures.
Co-financiers

If and when other donors are found willing to co-finance the project, efforts will be made to harmonize the donors' project financial management requirements with those of the project with a view to both mitigating the cost of compliance with the various donors' fiduciary requirements and also in order that the project finances as a whole will be consistent with those agreed for the project.  Particular focus will be on ensuring that donor financing is included in the project's financial reports (FMRs), that the implementing entity is made aware of direct expenditures financed by these donors, and that the expenditures financed by the donors are subject to the auditing arrangements agreed and documented.
Annex 8:  Procurement

SERBIA AND MONTENEGRO: Montenegro Health System Improvement Project  
General 

Procurement for the proposed project would be carried out in accordance with the World Bank’s “Guidelines: Procurement Under IBRD Loans and IDA Credits” dated May 2004; and “Guidelines: Selection and Employment of Consultants by World Bank Borrowers” dated May 2004, and the provisions stipulated in the Legal Agreement. The general description of of the Procurement Arrangement involving international competition are summarized in Table A   For each contract to be financed by the Credit, the different procurement methods or consultant selection methods, the need for prequalification, prior review requirements, and time frame are agreed between the Borrower and the Bank project team in the Procurement Plan in Table B. The Procurement Plan will be updated at least annually or as required to reflect the actual project implementation needs and improvements in institutional capacity. Other procurement information, including the IDA's review process is presented in Table B1 and Table B2.  
1.
Procurement of Goods and Technical Services

Goods and related technical services consisting of medical equipment, information systems/technologies, computer hard-wares, office equipment and furniture, and printing of materials would be grouped to the extent possible and considering project objectives, in package sizes that would encourage competitive bidding.  The following methods of procurement would be followed:

(i) International Competitive Bidding (ICB) procedures would be used for contracts above US$100,000 equivalent for the procurement of medical equipment, computers, information systems/technologies and technical services.

(ii) Shopping This procedure would be used for off-the-shelf goods and standard commodities, such as office equipment, estimated to cost less than US$100,000 per contract. Shopping, which requires to obtain three quotations, is used here because more competitive methods are not justified on the basis of cost or efficiency.  The ECA Regional sample format for shopping "Invitation to Quote" available on the ECA Procurement Web Site will be applied.

(iii)
Direct Contracting (DC): would be used, subject to the Bank's prior approval, to procure spare parts of a proprietary nature for the existing medical equipment.

2.
Procurement of  Works

Works contracts under the project shall encompass minor civil works to health facilities at regional levels. Works shall be packaged to the extent possible bearing in mind the Project Implementation Plan, in order to increase competition and to limit the number of small works contracts. 

(i) International Competitive Bidding (ICB) For IDA-financed contracts more than US$100,000 equivalent, International Competitive Bidding (ICB) procedures will be used. The IDA Standard Bidding Documents (SBD) for ICB Smaller Works will be used. 

(ii) National Competitive Bidding (NCB) For IDA-financed contracts less than US$100,000 equivalent, National Competitive Bidding (NCB) procedures will be used. The ECA regional Standard Bidding Documents (SBD) for NCB will be used and the conditions applicable for conducting NCB procurement attached to the Credit Agreement will be followed.

(iii) Shopping (Minor Works) For IDA-financed contracts of less than US$50,000 equivalent, shopping procedures will be used. Such procedures will be based on sample documents developed by the ECA Region.
3.
Selection  of Consulting Services

Contracts shall  be packaged for consulting services from firms and individuals required for health reform policy, health information system. training and project management etc. Short lists of consultants for services estimated to cost less than $100,000 equivalent per contract may be composed entirely of national consultants in accordance with the provisions of paragraph 2.7 of the Consultant Guidelines.  The following methods of procurement would be followed: 

(i)
Quality and Cost-based Selection (QCBS) procedures would be used for contracting consultant services relating to health reform policy, health information system and training for specialists on medicine and nursing.

(ii)
Fixed Budget Selection (FBS) procedures may be used for contracting consultant services relating to health reform policy, health information systems and training for specialists in medicine and nursing, estimated to cost less than US$200,000 equivalent per contract.

(iii)

Consultant Qualification procedures would be used for contracting most qualified firms with contracts under US$100,000 for design and supervision, public information campaign, training (workshop) .

(iv)
Least Cost Selection procedures would be used for the financial audit services and other routine services. The shortlist for audit shall consist of firms acceptable for the Bank financed projects.

.

(v)
Individual Consultants would be hired in accordance with Section V of the Guidelines.  Individual consultants would be hired for small assignments of short-term duration for consulting services related to project management, health reform policy, and health finance.  

(vi)
Single Source/Sole Source procedures would be used for the contracting of PMN/TSU consultants, who have been competitively selected under PHRD grant, and other very specialized, low value contracts.  Single source procedures would be used for up-skilling existing doctors and nurses under the contracts with University of  Montenegro, estimated to cost an aggregate of US$0.3 million,.

(vii)
Expenses for the study tours under the project related to the project will be covered under training category and disbursed based on SOE.

4.
Incremental Operating Costs

The operating costs, which would be financed by the project, would be procured using the implementation agency’s administrative procedures which were reviewed and found acceptable by the IDA.
5.
Notification of Business Opportunities

A General Procurement Notice (GPN) would be published in the UN "Development Business" on -line (UNDBonline) and in the Development Gateway's dgMarket  around the period of Credit Negotiation.  For ICB goods contracts and large-value consultants contracts (more than US$200,000), Specific Procurement Notice would be advertised in the Development Business on -line (UNDBonline) and in the Development Gateway's dgMarket  and national press, and in the case of NCB, in a major local newspaper (in the national language).

6.
Review by the IDA of Procurement Decisions

The Borrower, at appraisal, developed a Procurement Plan for project implementation which provides the basis for the  procurement methods. This plan has been agreed between the Borrower and the Project Team as shown in Table B.    It will also be available in the Project’s database and in the Bank’s external website. The Procurement Plan will be updated in agreement with the Project Team annually or as required to reflect the actual project implementation needs and improvements in institutional capacity.

Procurement of goods and services for the project would be carried out in accordance with the agreed procurement plan. 

7.
Prior Review

(i)
Goods, Works and Technical Services: Prior review of bidding documents, including review of evaluation, recommendation of award and contract would be conducted for all ICB and DC.  

(ii)
Consulting Services: Requests for Proposal (RFP), short lists, terms of condition of contracts as well as evaluation reports and recommendation for award would be prior reviewed by the IDA for contracts for individual consultants above US$25,000 and firms above US$50,000.  All documents and recommendations involving single source for firms and sole source individual contracting would be subject to IDA prior review.  Terms of reference for consulting assignments may be reviewed  by the Project Team.  

After award of contracts, should any material modifications or waiver of terms and conditions of a contract resulting in an increase or decrease above 15 percent of the original amount, the IDA would undertake a prior review of such modifications (including modifications to contracts for consulting services).

8.
Custom Duties and Taxes

All custom duties and taxes for goods specifically imported for the project and for all technical assistance would be financed by the Borrower.

9.
Assessment of the agency’s capacity to implement procurement
Overall responsibility for Project management and co-ordination would rest with the PMN Coordinator under the Ministry of Health. The PMN Coordinator would be supported by the central Technical Service Unit (TSU) consisting of: Head, Procurement Specialist and Accountant.  An assessment of the capacity of the TSU and MOH was carried out by Yingwei Wu in December 2003.  The assessment reviewed the organizational structure for implementing the project and the interaction between the TSU and the line ministries.  This report indicates "High" risk based on the fact that TSU has little experience with World Bank procurement, and the procurement staff hired in TSU is untrained and unfamiliar with World Bank procurement practices.  The capacity of the TSU without outside support and immediate training would be inadequate to handle the procurement activities workload under the project.  Therefore, procurement training plan and hiring of an international procurement advisor would assist to build procurement capacity for the project. 

Most of the issues/ risks concerning the procurement for implementation of the project have been identified during the appraisal.  RFPs and bidding documents for the first year of project implementation are being prepared with the technical assistance financed by the PHRD grant.
Based on assessment of the capacity for procurement administration of the MOH and TSU, the following Action Plan to strengthen the procurement administration capacity of the MOH and the TSU has been agreed:

(i)
An international procurement advisor would be hired by the end of January, 2004 under the funding of PHRD, to assist the PMN and TSU to undertake tasks of logistical planning, development of procurement plans, training plan, and preparation of operating procedures and standard bidding documents for procurement activity.

(ii)
The PMN coordinator and TSU procurement specialist would be given the opportunity to receive on-job training on Bank procurement by the international procurement advisor.  The TSU procurement specialist shall be given the opportunity to attend the training at the regional workshops run by the World Bank or at ILO in Turin to be financed under the credit.

(iii)
Initiating a Project Launch Workshop in June 2004 before the credit effectiveness, as part of the project implementation/capacity building initiatives, especially in procurement.

(iv)
The project would be subject to the intensified supervision by the Bank.  During the first year of project implementation, there would be at least two supervisions.

(v)
Periodic ex-post review by the Bank of 1 in 5 contracts during the supervision missions.

Overall Procurement Risk Assessment: High

Table A. Procurement arrangement involving International competitive bidding

1. Goods.

(a) List of contract Packages which will be procured following ICB :

	1
	2
	3
	4
	5
	6
	7
	8
	9

	Ref. No.
	Contract 

(Description)
	Estimated

Cost

(US$ million)
	Procurement

Method
	P-Q
	Domestic Preference

(yes/no)
	Review

by Bank

(Prior / Post)
	Expected

Bid-Opening

Date 
	Comments

	MHP B (1) -4
	PCRC Réhabilitation
	0,27
	ICB
	N.A.
	No.
	Prior
	Nov-05
	

	MHP B (1) -6
	Primary care medical equipment
	0,21
	ICB
	N.A.
	No.
	Prior
	May-05
	

	MHP B (1) -9
	Hardware for group practice
	0,18
	ICB
	N.A.
	No.
	Prior
	May-05
	

	MHP B (1) -10
	Hardware for LAN server for PCRC
	0,11
	ICB
	N.A.
	No.
	Prior
	May-06
	


2. Consulting Services.

(a) List of  Consulting Assignments with short-list of international firms.  

	1
	2
	3
	4
	5
	6
	7

	Ref. No.


	Description of Assignment


	Estimated 

Cost (US$ million)
	Selection 

Method
	Review

by Bank

(Prior / Post)
	Expected 

Proposals Submission 

Date 
	Comments

	MHP A (1) -7
	Technical assistance for pharmaceutical policy
	0.27
	QCBS
	Prior
	Jan-05
	

	MHP A (1) -21
	Central health information service
	0.30
	QCBS
	Prior
	Mar-05
	

	MHP B (1) -15
	Training for specialists on medicine and nursing
	0.41
	QCBS
	Prior
	May-05
	


Table B:  Procurement Plan
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Table B1:  Thresholds for Procurement Methods and Prior Review

	Expenditure Category
	Procurement Method Threshold

(US$)
	Prior-Review Threshold

(US$)
	Contracts Subject to Prior Review

(US$ millions)

	1. Goods
	ICB over 100,000

Shopping below 100,000


	Over 100,000


	0.80 

	2. Works
	ICB over 100,000

NCB below 100,000

Shopping below 50,000


	Over 100,000
	0.50



	3. Services 


	
	Over 50,000

	1.50




Total value of contracts subject to prior review: USD 2.80 million
Table B2:  Procurement and Technical Assistance Requirements

	Ex-post Review
	Ex-post review mechanism:  Review carried out in accordance with Para. 4 of Appendix 1 of the Bank's Guidelines and reviews during supervision missions.  Frequency of procurement supervision missions proposed:  One every six months (includes special procurement supervision for post-review/audits)



	
	

	
	

	
	

	
	Section 2:  Training, Information and Development on Procurement

	
	Estimated date of Project Launch Workshop:    September 2004

Estimated date of publication of General Procurement Notice: May 2004

Indicate if there is procurement subject to mandatory SPN in Development Business:  Yes 

Domestic Preference for Goods:  No.  

Domestic Preference for Works, if applicable: No   

Retroactive financing: No  
Advance procurement: No.   


	
	Explain briefly the Procurement Monitoring System:

All procurement related documentation that requires IDA’s prior review would be cleared by Procurement Accredited Staff (PAS) and relevant technical staff.  Packages above mandatory review thresholds would be reviewed by the RPA.  The PMN of the Borrower would maintain complete procurement files, especially for the contracts subject to Post-review, which would be reviewed by IDA’s supervision missions.  The Procurement Plan would be updated annually.  Procurement information would be recorded by the PMN and submitted to the IDA as part of the quarterly and annual progress reports.  This information would include: revised cost estimates for the different contracts; revised timing of procurement actions, including advertising, bidding, contract award, and completion time for individual contracts.  A Management Information System (MIS), with a procurement module would help the PMN monitor all procurement information.

Co-financing:   No (Parallel donor financing only)

	
	Section 3:  Procurement Staffing

	
	Indicate name of Procurement Staff or Bank’s staff part of Task Team responsible for the procurement in the Project:

Name: Yingwei Wu                Ext: 35291

Explain briefly the expected role of the Field Office in Procurement: N.A.  


Annex 9:  Economic Analysis and Social Context

SERBIA AND MONTENEGRO: Montenegro Health System Improvement Project  

1.
Macroeconomic Context

The Montenegrin economy experienced a significant shock after the collapse of Yugoslavia:  the GDP per capita declined from US$3,000 in 1989 to about US$1,000 in 1993.  Having said that, the recovery started relatively early with GDP per capita reaching US$1,500 in 1996.  The economic outlook has been stable since then, with the exception of a 9 percent contraction in GDP in 1999 reflecting the Kosovo conflict.  The GDP growth rate was 4 percent in 2000 and 2 percent in 2001 and also in 2002.  The start of major reforms in economy coincides with the 1999 elections, including measures to stabilize prices, to reduce fiscal deficits and to eliminate trade distortions.  Inflation rate declined rapidly right after that time, from over 100 percent in 1999 to 24 percent in 2001. 

Despite economic improvements of recent years, unemployment rates remain high at around 20 percent.  The 2003 Serbia and Montenegro Poverty Assessment estimates 9.4 percent of the Montenegro population to be poor, with no measurable extreme poverty (with the caveat that the household survey sample does not include Roma population and the population of IDPs from Kosovo).

The public health care expenditures are on the rise, increasing from 4.6 percent of GDP in 2001 to 5.2 and 5.3 percent in 2002 and 2003 respectively.  Sustainability of increased expenditures is a concern, which can be addressed by moving to a more efficient system of health service provision.

2.
Social Context

2.1.  Key trends

Three statistics aimed to capture the distribution of consumption and income complement each other to describe the prevalence of inequalities in Montenegro (as reported by the 2003 Serbia and Montenegro Poverty Assessment).  The Gini coefficient based on household consumption patterns is 0.29 — which is on the low side, comparable to those reported by neighboring countries.  The Gini coefficient based on household income is 0.37 (note that the level of income inequality is typically higher than the level of consumption inequality in all countries).  These two measures do not reveal inequality as a particularly pressing problem in Montenegro, although a third measure identifies an unusually large gap between the richest and poorest households.  In Montenegro, the average consumption of the richest 10 percent of the population divided by the average consumption of the bottom 10 percent is 5.8 — which is among the highest in the region (for comparison, this statistic is less than 4 in Bosnia and Herzegovina, Albania, Hungary, Slovenia and Croatia and it is 6.7 in Serbia).  

In order to talk about the possible effects of the project on the poor and excluded, a first step would be to describe selected health behavior patterns and health outcomes by poverty status.  Since no previous study focused on the health sector in a way that explicitly distinguishes between the poor and the non-poor individuals, the project team relied on 2002 ISSP Household Survey data files to produce the statistics that are presented below.  

Table 1 reports the percentage of individuals who experienced illness or injury during the past 30 days, by age group, gender, birth place and poverty status.  About 8.3 percent of the sample reported sickness.  Females are more likely to report sickness (9.5 percent versus 7.2 percent for males), which is a standard finding in the literature.  Possible explanations include genetic differences as well as different interpretation of “what constitutes a sickness”. Those who were born outside of Montenegro are more likely to report sickness (12.2 percent versus 9.8 percent) and the poor are slightly less likely to report sickness (7.3 percent versus 8.4 percent for the non-poor).  This last trend is also quite often observed in other countries, believed to be due to differences in the interpretation of what counts as sickness.  

Table 1.  Percentage of individuals who reported suffering from illness or injury during the past 30 days.  By age group, gender, place of birth and poverty status.  

	Grouping


	Percentage of individuals who suffered from illness or injury during the past 30 days.
	Sample size

	All sample
	8.32
	4,977

	By age group

Ages 0-4
	7.18
	209

	Ages 5-14
	3.81
	578

	Ages 15-39
	4.22
	2,086

	Ages 40-59
	9.02
	1,408

	Ages 60 or more
	23.12
	692

	By gender

Males
	7.20
	2,486

	Females
	9.47
	2,481

	By birth place*
Born in Montenegro
	9.79
	2,881

	Born outside Montenegro
	12.22
	221

	By poverty status

Poor
	7.25
	469

	Non-poor
	8.43
	4,508


* Place of birth question existed only in the wave 6 survey, and as a result the information exists for only 3,102 individuals.  In some cases the summation of individuals that fell into sub-categories (e.g., different age groups) may not add up to 4,977.   The reason for that is the missing values in the variable of interest.
When we turn to a less ambiguous survey question, on health utilization, the disadvantage of the poor becomes visible (Table 2).  Of those who reported a sickness in the last 30 days, 70.1 percent sought health care.  Among the poor individuals the utilization rate is 63.6 percent and among the non-poor individuals it is 70.7 percent.  

Table 2.  Percentage of individuals who consulted health practitioners or visited a health center during the past 30 days (among those who reported suffering from illness or injury during the past 30 days).  By age group, gender, place of birth and poverty status.  

	Grouping


	Percentage of individuals who consulted health practitioners or visited a health center during the past 30 days
	Sample size

	All sample
	70.15
	402

	By age group

Ages 0-4
	85.71
	14

	Ages 5-14
	57.89
	19

	Ages 15-39
	56.47
	85

	Ages 40-59
	74.40
	125

	Ages 60 or more
	74.52
	157

	By gender

Males
	68.97
	174

	Females
	71.05
	228

	By birth place*
Born in Montenegro
	67.39
	276

	Born outside Montenegro
	72.00
	25

	By poverty status

Poor
	63.64
	33

	Non-poor
	70.73
	369


* Place of birth question existed only in the wave 6 survey, and as a result the information exists for only 301 individuals.  In some cases the summation of individuals that fell into sub-categories (e.g., different age groups) may not add up to 402.   The reason for that is the missing values in the variable of interest.

While likelihood of reporting sickness and seeking health care are important, another key issue is whether or not the reported sickness interferes with usual activities (Table 3).  More than 50 percent of those who reported sickness revealed that they had to stop usual activities because of their condition.  One can expect the poor to be more likely to report interference with daily activities if the poor are more likely to work in physically demanding occupations or if they wait longer to seek healthcare etc.  Conversely, the poor might be less likely to report interference with daily activities if they are more likely to be unemployed.  Maybe because of forces working in opposite directions, there is little difference between the poor and non-poor when it comes to this indicator.  Males, however, are more likely to report stopping usual activities because of sickness (54.4 percent compared with 47.5 percent of females that reported sickness).  

Table 3.  Percentage of individuals who stopped usual activities because of illness or injury during the past 30 days (among those who reported suffering from illness or injury during the past 30 days).  By age group, gender, place of birth and poverty status.  

	Grouping


	Percentage of individuals who stopped usual activities because of illness or injury during the past 30 days
	Sample size

	All sample
	50.43
	347

	By age group

Ages 0-4
	33.33
	9

	Ages 5-14
	37.50
	16

	Ages 15-39
	40.85
	71

	Ages 40-59
	58.33
	108

	Ages 60 or more
	51.06
	141

	By gender

Males
	54.36
	149

	Females
	47.47
	198

	By birth place*
Born in Montenegro
	45.08
	244

	Born outside Montenegro
	41.67
	24

	By poverty status

Poor
	47.83
	23

	Non-poor
	50.62
	324


* Place of birth question existed only in the wave 6 survey, and as a result the information exists for only 268 individuals.  In some cases the summation of individuals that fell into sub-categories (e.g., different age groups) may not add up to 347.   The reason for that is the missing values in the variable of interest.

A large majority (83 percent) of those who did not seek consultation did not see the need to do so (Figure 1).  In fact, only 6 percent mentioned “could not afford it” as a reason.  Because of the small sample size, it is not meaningful to present these statistics for the poor separately. 

Figure 1.  Reasons for no consultation (among those who reported illness or injury during the last 30 days).  Sample size is 99. 
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Table 4 presents consultations by type of provider, which shows that 31.1 percent of those who sought consultation visited hospitals.  Females, the poor, and younger individuals are less likely to visit hospitals for outpatient consultation.  In other words, conditional on health service utilization, they are more likely to visit health houses.  As can be expected, the visits to private doctors are also more likely for the non-poor.  For children aged 0 to 4, health house is the most popular alternative (61 percent), followed by private doctor visits (27.8 percent).

Table 4.  Type of provider visited (among those who sought consultation during the past 30 days).  By age group, gender, place of birth and poverty status.  

	Grouping


	Type of provider visited (percent)
	Sample size

	
	Hospital
	Health house
	Ambulant
	Midwife
	Doctor
	Other
	

	All sample
	31.14
	47.43
	4.29
	0.29
	16.00
	0.86
	350

	By age group

Ages 0-4
	5.56
	61.11
	5.56
	0
	27.78
	0
	18

	Ages 5-14
	26.67
	53.33
	0
	0
	20.00
	0
	15

	Ages 15-39
	20.90
	41.79
	5.97
	1.49
	26.87
	2.99
	67

	Ages 40-59
	34.29
	48.57
	3.81
	0
	13.33
	0
	105

	Ages 60 or more
	36.81
	47.22
	4.17
	0
	11.11
	0.69
	144

	By gender

Males
	35.33
	41.33
	6.00
	0
	16.67
	0.67
	150

	Females
	28.00
	52.00
	3.00
	0.50
	15.50
	1.00
	200

	By birth place*
Born in Montenegro
	31.98
	51.35
	4.05
	0
	11.71
	0.90
	222

	Born outside Montenegro
	30.77
	50.00
	0
	0
	19.23
	0
	26

	By poverty status

Poor
	28.57
	53.57
	3.57
	0
	10.71
	3.57
	28

	Non-poor
	31.37
	46.89
	4.35
	0.31
	16.46
	0.62
	322


* Place of birth question existed only in the wave 6 survey, and as a result the information exists for only 248 individuals.  In some cases the summation of individuals that fell into sub-categories (e.g., different age groups) may not add up to 350.   The reason for that is the missing values in the variable of interest.

Only 14.3 percent of those who reported consultations made out-of-pocket payments (Table 5).  While this is a small percentage, it is important to note that poor individuals are more likely to make out of pocket payments (17.2 percent versus 14.0 percent for the non-poor).  As reasons for making out-of-pocket payments, 80 percent of the respondents mentioned better service in the private sector.  The remainder responses were divided equally between the service not being covered by health insurance and not having health insurance.  It would have been useful to tabulate these reasons separately by poverty status, but it is not feasible because out-of-pocket payments were reported by a small portion of the sample (60 individuals).

Table 5.  Type of payment (among those who sought consultation during the past 30 days).  By gender, place of birth and poverty status.  

	Grouping


	Percentage of individuals who made out-of-pocket payments (the remainder revealed that the expenses are covered by health insurance)
	Sample size

	All sample
	14.29
	350

	By age group

Ages 0-4
	27.78
	18

	Ages 5-14
	6.25
	16

	Ages 15-39
	28.36
	67

	Ages 40-59
	11.93
	109

	Ages 60 or more
	8.63
	139

	By gender

Males
	17.12
	146

	Females
	12.25
	204

	By birth place*
Born in Montenegro
	14.29
	217

	Born outside Montenegro
	18.75
	32

	By poverty status

Poor
	17.24
	29

	Non-poor
	14.02
	321


* Place of birth question existed only in the wave 6 survey, and as a result the information exists for only 249 individuals.  In some cases the summation of individuals that fell into sub-categories (e.g., different age groups) may not add up to 350.   The reason for that is the missing values in the variable of interest.

Figure 2.  Reasons for making out-of-pocket payments (for those who revealed making out-of-pocket payments).  Sample size is 60.
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2.2.  Implications for the project

The health care utilization rates are quite high, and most of those who did not seek health care did not see the need to do so.  This is consistent with the observation that while the health care system delivers basic services, sustainability and inefficiencies are major concerns.  As a result, the project is not expected to lead to large increases in health utilization rates in this context.  But rather, the project is expected to lead to better quality service (to be measured as part of project activities) with less public spending.  Also, it should be noted that there is room for improvement when one considers the health care utilization gap (of about 7 percent) between the poor and non-poor individuals. The health status and health care utilization rates of Roma and IDPs are believed to be significantly worse than the remainder of the population, although comparable data do not exist for these vulnerable groups (the only survey based on Roma and IDP population inquires about health visits in the last year, which is not a meaningful question because of the long recall period and the possibility of multiple visits which are not captured).  

The share of individuals who stopped usual activities because of illness or injury during the past 30 days is high at 50 percent of those who reported illness or injury.  In the Montenegro case, there are at least two major reasons to explain this trend.  One is the lack of a functioning/widespread appointment system at the primary level, related to the prevalence of long waiting time to receive health care once a patient enters a health facility (waiting times are to be tracked as part of project monitoring and evaluation activities).  The other reason is the lack of evidence based protocols of care:  redundant referrals to higher level institutions or to specialist doctors seems to be common (this is another indicator to be tracked as part of project monitoring and evaluation activities, although over 30 percent of sick individuals visiting hospitals to seek outpatient care is supportive evidence).  The project is expected to lead to improvements through interventions on both issues described above. 

Although in general out-of-pocket payments are not widespread, the percentage of poor individuals that make out-of-pocket payments is higher than the rest of population (despite the fact that the poor are less likely to visit private doctors, as shown by the previous section).  It is very important to track the payment statistics by poverty status once the reforms are in place, especially during the transition period where the poor may be disadvantaged due to lack of timely access to information about the new system and the services available to them. 

3.
Cost-Benefit Analysis

This section provides rough estimates of returns to the investments outlined by the three project components.  Since certain project components are not fully determined ex-ante (e.g., support for health reform program of Ministry of Health and Health Insurance Fund), the cost-benefit analysis aims to make the case that even when selected few benefits (that we can quantify) are considered, the returns to project activities are likely to be high.  Through sensitivity analysis and calculation of switching values, the benefits 

that are most important for the success of the project are identified.

Project costs for the cost-benefit analysis include recurrent costs and exclude taxes. A 10 year period is considered for the analysis, and for the years that follow project completion, equipment maintenance and operation costs are projected beyond project completion.
  The project benefits are limited to those that can be quantified using available data — and thus real benefits are underestimated.  The benefits that are quantified are

(i) Increase in the share of consultations in health house and ambulant (from 52 percent  of total outpatient visits to 57 percent --- a corresponding decrease in hospital outpatient visits is assumed, from 31 percent of total outpatient visits to 26 percent).
  

(ii)
      Space and fuel/energy savings (through consolidation of specialized primary-

care-based services into a Primary Care Reference Center).  The base scenario 

assumes a 30 percent reduction in space.

(ii) Reductions in days-of-work-missed because of decreases in unnecessary (or unnecessarily long) interruptions with daily activities.  To be achieved by the implementation of evidence-based protocols of care and reduced waiting time.

(iii) Reductions in medicine expenditures through pharmaceutical regulation and expenditure control.

Using a discount rate of 5 percent, the cost-benefit analysis produces a Net Present Value of US$ 4.1 million.
  The internal rate of return is 27 percent.  As usual, due to data constraints a number of plausible benefits are not taken into account (e.g., better quality health care leading to improved population health status, probably with a disproportionately positive impact on the health and capabilities of the poor etc).

Since most project benefits are assumed to realize starting from year 3 (with the exception of benefits from savings on the drug side, which start at year 2), it is informative to ask the question:  what level of yearly deduction in benefits between years 3 and 10 would make the NPV of the project (at 5%) zero.
  This figure is $667,000.  The implications are that 

(i) If there were no change in the pattern of outpatient health care utilization (i.e., if there was no shift from hospital visits to health center visits) the NPV would still be positive. 

(ii)  The NPV remains positive as long as the space/fuel/energy savings do not fall below 40 percent of the estimated savings in the base scenario (this corresponds to a12 percent rationalization in space/fuel/energy as opposed to 30 percent in the base scenario).

(iii)  Neither the elimination of drugs savings nor the elimination of savings from less “interruptions with daily activities due to sickness” alone switch the NPV from positive to negative.

Annex 10:  Safeguard Policy Issues
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It has been agreed that the project is "C" environmental safeguards category as it does not raise concerns of major health or environmental impacts. Environmental assessment is not required, but certain environmental issues need to be taken into account during project preparation and implementation. Other safeguards policies are not applicable.

The Podgorica Phase 1 PHC reform implementation sub-component will include rehabilitation and remodeling of an existing primary care clinic into a Primary Care Support Center, and other primary care facilities into suites for group practices will  require specific environmental safeguards provisions. These are for proper handling of construction debris and safe management of sharps (syringes, blades), chemical packages, used sanitary materials from the primary health care practices.

Waste from civil works:  Rehabilitation of the buildings ( remodeling and refurbishing) does not include major structural changes and therefore minor quantities of debris will be generated.  The project implementation documents will guide the implementing agency  on  workers safety, dust and noise pollution, proper handling, transportation and disposal of construction waste materials.\

Health care waste: The project implementation documents will have provisions for and guidance on the safeguards for preventing health impacts from direct and indirect exposure of humans to health care waste during implementation. The team will monitor that such provisions are in place in the bidding documents and follow up contracts. In addition training on medical waste management, protection of staff from occupational injury and safety, and health hazards will be provided to workers in the primary health care facility through the project training sub-component.  

Consultants engaged during project preparation under PHRD funds by the Borrower to advise on the design of the primary care pilot will advise on internal remodeling of the existing Military Clinic into a Primary Care Support Center, to optimize efficiency and functionality of this facility as a centralized diagnostic and consultation center for Podgorica Dom Zdravlja.  The consultants’ TOR (supplemented by advice from the Bank team) will include advice on management of environmental risks including risks arising form handling of medical waste within and beyond the clinic, and management of risks arising from reconstructions works (including appropriate disposal of construction waste, and mitigating effects of noise, dust).
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	Planned
	Actual

	PCN review
	September 22, 2004
	September 22, 2004

	Initial PID to PIC
	
	October 14, 2003

	Initial ISDS to PIC
	
	October 14, 2003

	Appraisal
	February 2
	February 2-13, 2004

	Negotiations
	March 16, 2004
	March 17, 2004

	Board/RVP approval
	May 25, 2004
	

	Planned date of effectiveness
	October 1, 2004
	

	Planned date of mid-term review
	October 1, 2006
	

	Planned closing date
	September 30, 2008
	


Key institutions responsible for preparation of the project:

Ministry of Health of the Republic of Montenegro

Health Insurance Fund of the Republic of Montenegro

Podgorica Dom Zdravlja, Republic of Montenegro

Institute of Health of the Republic of Montenegro

General Secretariat (Prime Minister’s Department) of the Republic of Montenegro

Bank staff and consultants who worked on the project included:

	Name
	Title
	Unit

	Loraine Hawkins
	Senior Health Specialist (Task Team Leader)
	ECSHD

	Joseph Formoso
	Senior Finance Officer
	LOAG3

	Gabriel Francis
	Team Assistant (until October 2003)
	ECSHD

	Michael Gascoyne
	Financial Management Accredited Specialist
	ECSPS

	Dominic Haazen
	Senior Health Specialist (Information Systems)
	ECSHD

	Sava Jeremic
	Information Specialist
	ECCYU

	Peyvand Khaleghian
	Health Specialist 
	ECSHD

	Vesna Kostic
	External Relations Officer
	ECCYU

	Carmen Laurente
	Team Assistant (from February 2004)
	ECSHD

	Imelda Mueller
	Team Assistant (October 2003- January 2004)
	ECSHD

	Jonathon Pavluk
	Senior Counsel
	LEGEC

	Marina Petrovic
	Operations Officer
	ECSHD

	Jovana Stojanovic
	Team Assistant
	ECCYU

	Yingwei Wu
	Procurement Accredited Specialist
	ECSPS

	Virginia Jackson
	Consultant, Operations and Implementation
	

	Richard James
	Consultant, Project Management
	

	Gordan Jelic
	Consultant, Project Management
	

	Lindsay Sales
	Consultant, Health Services Management
	

	Ola Westbye
	Consultant, Pharmaceuticals Regulation
	


Bank funds expended to date on project preparation:

1. Bank resources: US$230,000

2. Trust funds: US$56,800 expended; US31, 570 committed

3. Total: US$286,000

In addition, the Montenegro authorities received a PHRD grant for project preparation of US$450,000 from the Government of Japan, which is administered by the MOH.

Estimated Approval and Supervision costs:

1. Remaining costs to approval: US$30,000

2. Estimated annual supervision cost: US$65,000

Annex 12:  The Project in the Context of the PRSP and the 

Montenegro Health Reform Strategy
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The proposed Montenegro Health System Improvement Project supports priority aspects of the implementation of the Montenegro Health Reform Strategy over the next four years.  The Health Reform Strategy is a long term Strategy that will require a period of 10 years or more for full implementation. The first phase of this Strategy is embedded in the PRSP, adopted by the Government of Montenegro in 2003.  The costed elements of the PRSP cover the next three to four years.  The Table below summarizes all of the component activities of the Montenegro Health Reform Strategy, and includes estimated costs and timeframes for the first phase of activities, included in the PRSP.  The PRSP Performance Indicators are given in the table.  The Table illustrates the place of the MHSIP within this broader context.  Activities and indicators in bold are supported by the MHSIP.  The Project performance indicators are aligned with (and are a subset of) the PRSP monitoring indicators.  Where there are plans or proposals for local financing or other donor support for other elements of the PRSP and broader Health Reform Strategy, these are indicated in the table below.  

	I.  STRENGTHENING INSTITUTIONAL AND LEGAL FRAMEWORK FOR HEALTH POLICY, PLANNING, REGULATION AND MORE EFFICIENT MANAGEMENT OF HEALTH CARE SYSTEM

	ACTIVITIES
	INDICATORS
	TIMEFRAME
	ESTIMATED COST 
(euros, millions)
	SOURCE OF FINANCE

	BUILDING CAPACITY OF MOH, HIF AND IPH TO DEVELOP LAWS/BY-LAWS/REGULATIONS:
	

	Law on Health Care
	Laws adopted and priority elements of the Government’s strategy implemented
	2003-2004
	0.1
	MOH, WB, WHO

	Law on Health Insurance
	
	2003-2004
	0.1
	MOH, HIF, WB

	Law on Medicinal Products/Development of National Pharmaceutical Policy and establishment of Drug Agency
	Better access to drugs; Drug prices reduced and agreed indicators of rational use of drugs improved.
	2003-2004
	0.4
	MOH, WB, MHSIP


	Law on Mandatory Records in the Health Sector
	Timely comprehensive collection of data for selected indicators.
	2003-2004
	0.2
	MOH, WHO

	Development of new planning methodology; review of standards, protocols and guidelines
	Standards, protocols, and guidelines adopted and implemented.
	2004-2006
	0.15
	MOH, MHSIP

	STRENGTHENING HEALTH INFORMATION SYSTEMS  (PHASE 1: HIF, MOH, IPH, PHC)
	Operational health information systems in HIF, primary health care providers and pharmaceutical supply chain, which provide timely, accurate data on key elements of performance (expenditure, service utilization, referral, health status indicators, service quality indicators).
	2004-2006
	1.4
	MHSIP ($1.02M), HIF, additional financial support needed 

	BUILDING PUBLIC INFORMATION AND COMMUNICATIONS CAPACITY AT MOH, HIF AND IPH. DEVELOPMENT OF COMMUNICATIONS STRATEGY
	Better understanding and awareness of the health care reforms.
	2004-2008
	0.38
	MOH, PHRD, MHSIP

	ESTABLISHMENT OF HEALTH COUNCIL
	
	2004-2005
	0.01
	MOH, HIF,  IPH, Medical Faculty, other stakeholders

	MONITORING AND EVALUATION
	Regular, timely provision of PRSP and Project monitoring indicators; evaluation of first phases of reforms
	2004-2008
	0.1
	MOH, HIF, IPH, MHSP

	II.  IMPROVING QUALITY, EFFICIENCY AND ACCESS TO HEALTH SERVICES, INCLUDING PRESCRIPTION DRUGS; BUILDING SUSTAINABLE HEALTH CARE FINANCING

	ACTIVITIES
	INDICATORS
	TIMEFRAME
	COST
	SOURCE OF FINANCE

	FINANCING
	

	Development of benefits package, payment models, resource allocation, expenditure management.
	HIF annual deficit reduced; Reduced drug prices paid by HIF  (for agreed list of high cost and high volume indicator drugs). 
	2004-2008
	0.6
	MOH, HIF, PHRD
,MHSIP

	HEALTH SERVICE DELIVERY
	

	Reorganization of primary health care services into a new service model based on patient choice of primary care doctor and group practices
	Waiting time (from arrival to consultation) in primary care reduced; Increase in utilization rates and satisfaction for  primary health care; Reduced gap between primary health care utilization of the poor and non-poor; Increased duration of PHC consultation; Increased share of PHC patients with prior appointments; Increase percentage of patients registered with chosen primary care doctor or group practice.


	2004-2008
	5.0
	MOH, PHRD, MNHSIP, CIDA

	Improve services for the elderly and people with long term mental illness and disabilities in primary health care
	Increase in number of patient contacts with day care services for elderly and mentally ill.
	2004-2008
	1.0
	MOH, MOLE, WB, PHRD, MHSIP; additional resources need to be identified

	Hospital restructuring
	Share of total health expenditures; hospital utilization rates; Average stay in hospitals; 
	2005-2010
	14.0
	MOH, Japanese Government (potential support in equipment); potential EAR/EIB financing

	Development of licensing and accreditation
	Begin issuing renewable practice certificates for PHC doctors; Overall satisfaction with health care reforms.
	2004-2007
	0.1
	MOH, MHSIP

	Establishment of Commission for Accreditation and Quality Control
	
	2004-2007
	0.15
	MOH

	HR DEVELOPMENT/TRAINING
	

	Development of Human Resources Master Plan
	Master Plan adopted.

Number of trainees (PHC doctors, nurses) enrolled in specialization program for PHC
	2004-2006
	0.2 
	MOH,IPH,  MHSIP

	Establishment of professional specialization training program in primary health care and continuing professional development for primary health care medical staff
	
	2004-2008
	1.01
	MOH, MHSIP, Faculty of Medicine, University of Podgorica, CIDA

	III STRENGTHENING PUBLIC HEALTH

	ACTIVITIES
	INDICATORS
	TIMEFRAME
	COST
	SOURCE OF FINANCE

	Development of “New Public Health Strategy” 
	Incidence and prevalence rates; Life expectancy rates; Morbidity and mortality rates; Particular attention to most vulnerable groups (children, mothers, IDPs/refugees, Roma, HIV/AIDS positive, TB cases, disabled, mentally ill); Improved immunization rates; Adequate health/social network support; Raised public awareness.
	2004-2006
	0.35
	MOH

	IPH development
	
	2004-2010
	5.0
	MOH, Hellenic Plan (feasibility study to be completed), MHSIP

	Improvement in health status of marginalized groups
	
	2004-2010
	1.0
	GOM, MOH, IPH, UNICEF, CHF

	Improvement in health status of disabled
	
	2004-2010
	0.15
	MOH, UNICEF, SCF


	Violence prevention project
	Reduction in number of cases; Adequate health and social measures in place.
	2004-2010
	1.5
	GOM, MOH, IPH, MOE, MLSW

	Development of Law on Drug Abuse
	Decrease in drug abuse; Prevention of accessibility.
	2003-2005
	0.02
	MOH, ORT (USAID)

	HIV/AIDS/TB prevention strategies
	Incidence and prevalence rates; Particular attention paid to the most affected groups; Better surveillance system in place; Improved public information availability. 
	2004-2006
	3.0
	MOH, IPH, GFATM, UNAIDS

	Reproductive health activities (strategy; centers for reproductive health; counseling services)
	Strategy developed and adopted; Child and maternal mortality rates; Increased number of counseling services provided; Proportion of youth educated in reproductive health.
	2004-2006
	1.75
	MOH, IPH, CHF, IRD (USAID)

	Development of Law on Tobacco Control and research on tobacco consumption
	Incidence and prevalence rates; Reduction in related morbidity and mortality rates.
	2003-2005
	0.15
	MOH, MOA, CIDA

	Development of Law on Infectious Diseases
	
	2003-2005
	0.01
	MOH, WHO, Stability Pact

	Development of Law on Food Safety
	Consumption of unsafe food decreased; Decrease in number of related diseases.
	2003-2005
	0.1
	MOH, WHO, USAID, Stability Pact

	Development of Law on Protection From Noise
	Smaller proportion of population exposed to noise above standard levels; Reduction in number of related diseases.
	2003-2005
	0.05
	MOH, MOT

	Development of strategy on mental health care; Development of Law on Mental Health; Establishment of the Institute for Mental Health
	Improved protection of rights of mentally ill.
	2004-2010
	2.7
	MOH, potential support from the Hellenic Plan

	Research on environmental factors impact on health; NEHAP development; prevention programs
	Incidence and prevalence rates of infectious diseases caused by inadequate water supply systems and disposal of dangerous waste; reduced mortality rates.
	2005-2010
	4.0
	Potential support by the Gov. of Japan (application submitted)
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Poverty Assessment for Serbia and Montenegro

Poverty Reduction Strategy Paper for Montenegro

Primary Health Care Analysis for Montenegro

Public Expenditure and Institution Review for Serbia and Montenegro, background paper on health expenditure

Health Strategy for Republic of Montenegro, November 2003

Institute for Strategic Surveys and Prognoses Reports (six monthly reports from 2002-2003 and 2003 report on additional survey of Roma)

Health Statistical Yearbook of Montenegro 2001 of Montenegro (Montenegro Institute of Public Health, Podgorica, 2002)

Development and Poverty Reduction Strategy of the Republic of Montenegro, November 2003
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	Original Amount in US$ Millions
	
	
	Difference between expected and actual disbursements

	Project ID
	FY
	Purpose
	IBRD
	IDA
	SF
	GEF
	Cancel.
	Undisb.
	Orig.
	Frm. Rev’d

	P079116
	2004
	ENVIRONMENT (MONTENEGRO)
	0.00
	7.00
	0.00
	0.00
	0.00
	7.18
	0.00
	0.00

	P077473
	2003
	EMG POWER LIC (MONTENEGRO)
	0.00
	5.00
	0.00
	0.00
	0.00
	5.33
	1.32
	0.00

	P074484
	2003
	EXP FIN FAC
	0.00
	11.50
	0.00
	0.00
	0.00
	12.51
	14.53
	0.00

	P076764
	2003
	SAC (MONTENEGRO)
	0.00
	15.00
	0.00
	0.00
	0.00
	8.41
	10.83
	0.00

	P074868
	2003
	PFSAC 2
	0.00
	80.00
	0.00
	0.00
	0.00
	40.96
	15.77
	0.00

	P077675
	2003
	HEALTH
	0.00
	20.00
	0.00
	0.00
	0.00
	21.04
	2.14
	0.00

	P077732
	2003
	PRIV & REST OF BANKS/ENTPRS TA
	0.00
	11.00
	0.00
	0.00
	0.00
	11.59
	1.29
	0.00

	P078390
	2003
	SOSAC
	0.00
	80.00
	0.00
	0.00
	0.00
	42.15
	-2.57
	0.00

	P069374
	2003
	LABOR LIC
	0.00
	2.75
	0.00
	0.00
	0.00
	2.88
	0.49
	0.00

	P075189
	2002
	EDUC IMPRVMT
	0.00
	10.00
	0.00
	0.00
	0.00
	9.28
	0.83
	0.00

	P074090
	2002
	TRADE & TRANSPORT FACILITATION IN SEE
	0.00
	6.76
	0.00
	0.00
	0.00
	7.10
	0.83
	0.00

	P074124
	2002
	SOC ASST
	0.00
	0.00
	10.00
	0.00
	0.00
	0.41
	0.41
	0.14

	P074136
	2002
	EMG ELEC POWER RECN
	0.00
	0.00
	6.00
	0.00
	0.00
	1.70
	1.70
	0.24

	P074618
	2002
	MONTENEGRO ENV INFRA
	0.00
	0.00
	2.00
	0.00
	0.00
	1.11
	-0.89
	0.00

	P074127
	2001
	FIN SEC DEVT TA GRANT
	0.00
	0.00
	6.00
	0.00
	0.00
	1.78
	1.71
	0.00

	P074145
	2001
	PRIV SECT DEVT TA
	0.00
	0.00
	6.00
	0.00
	0.00
	1.80
	1.80
	0.00

	
	
	Total:
	   0.00
	 249.01
	  30.00
	   0.00
	   0.00
	 175.23
	  50.19
	   0.38


Serbia And Montenegro
STATEMENT OF IFC’s

Held and Disbursed Portfolio

In Millions of US Dollars

	
	
	Committed
	Disbursed

	
	
	IFC
	
	IFC
	

	FY Approval
	Company
	Loan
	Equity
	Quasi
	Partic.
	Loan
	Equity
	Quasi
	Partic.

	2002
	Fresh&Co
	8.84
	0.00
	0.00
	0.00
	8.84
	0.00
	0.00
	0.00

	1982/87
	Igalo
	3.17
	0.00
	0.00
	0.00
	3.17
	0.00
	0.00
	0.00

	1985
	Jugobanka
	0.00
	0.00
	0.00
	1.07
	0.00
	0.00
	0.00
	1.07

	2002
	MEB Kosovo
	0.00
	1.11
	0.00
	0.00
	0.00
	1.11
	0.00
	0.00

	                                                                                             2002/03
	MFB Yugoslavia
	0.00
	1.00
	0.00
	0.00
	0.00
	1.00
	0.00
	0.00

	1980
	Monte Hotels
	2.00
	0.00
	0.00
	0.00
	2.00
	0.00
	0.00
	0.00

	1980
	Radoje
	1.17
	0.00
	0.00
	0.00
	1.17
	0.00
	0.00
	0.00

	                                                                                                2002
	Raiffeisen Yug
	0.00
	0.94
	0.00
	0.00
	0.00
	0.94
	0.00
	0.00

	1980
	SMSIE Yugo
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	2002
	Tigar Tyre
	18.36
	0.00
	4.11
	0.00
	13.77
	0.00
	4.11
	0.00

	1987/89
	Vojvodjanska
	25.58
	0.00
	0.00
	7.25
	25.58
	0.00
	0.00
	7.25

	
	Total portfilio:
	  59.12
	   3.05
	   4.11
	   8.32
	  54.53
	   3.05
	   4.11
	   8.32


	
	
	Approvals Pending Commitment

	FY Approval
	Company
	Loan
	Equity
	Quasi
	Partic.

	
	
	
	
	
	

	
	
	
	
	
	

	
	Total pending commitment:
	   0.00
	   0.00
	   0.00
	   0.00


Annex 15:  Country at a Glance
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� GDP figures exclude Kosovo. 


� Although this Institute is in public ownership, only a small proportion of its beds are publicly financed by the HIF.  Most of its services and revenue are private.


� Data drawn from Health Statistical Yearbook 2001 of Montenegro,  Institute of Public Health of Montenegro, Podgorica, 2002.


� One option to host the PCSC would be the Military Clinic located in central Podgorica.  Alternative options are being explored, and will be activated if there is no final decision on the transfer of the Military Clinic during 2004.


� Note that under this component there are relatively high levels of management costs as a share of project costs, because it has been decided that the health project would meet the costs over the next four years of a central Technical Services Unit established by the Government to carry out procurement, disbursement and accounting functions for all future Bank projects.


� Procurement planning reports are not integrated – these will be maintained on a spreadsheet.


� For the first six years, recurrent costs are those that are used for the remainder of the project document.  For years 7 to 10, recurrent costs are estimated considering only equipment operation and maintenance (US$ 38.1 thousand).  In other words, incremental staff salaries are assumed to be self-financing after year 6.


� The total number of consultations is assumed to remain constant.  Detailed utilization rates by socioeconomic characteristics have been presented by the previous section.  The shift in utilization patterns is assumed to realize starting from year 3 of the project.  The cost of outpatient visits vary significantly depending on which particular primary health center unit or hospital is utilized.  For the base scenario, based on a number of alternative figures provided by Ministry of Health officials, the cost at the primary care level is assumed to be US$6.2 at the primary level and twice that amount at the secondary level facilities.


� Total area occupied by the primary care points is 5903 m2 (includes Health center Nova Varos, Health center Stara Varos, Health center Konik, Health center Golubovci, Health center Tuzi, Point Blok V, Point Blok V administration, Point of Student polyclinic, Point of Urgent health care and home treatment in FHI building).  The standard lease per month in the neighbourhood varies between $6.3 and $25.1, mean value is used for the analysis.  Data on current fuel, electrical power, oil expenses come from the 2002 budget tables of the Primary Health Centre in Podgorica.  The savings are assumed to realize starting from year 3 of the project.


� The calculation relies on the statistics provided by the previous section.  In particular, the estimates are based on the percentage of individuals reporting sickness, among these the percentage that reported interruptions with daily activities, among these we only consider those who are between ages 15 and 19.  Furthermore, among this group, assume that in 10 percent of the cases it is possible to prevent unnecessary interruptions with daily activities.  For this group — using the value of time as average wage as reported by the 2003 Montenegro Economic Trends published by the ISSP — an average decline of 0.5 day reduction in interruption is considered for the base scenario.


� The estimated savings are likely to be at the very low end, which are based on savings from a small set of drugs that are available in Montenegro.  In particular, we considered 11 drugs in the top 30 list by volume and/or value in Montenegro, which account for 10.3 percent of total drugs by value to exit Montepharm between January 1 and October 7, 2003.  Price comparisons of these 11 drugs found them to be 30 percent to 700 percent higher than international prices.  It is assumed that the prices of these 11 drugs can be reduced by 50 percent over a 3 year period and then maintained at these levels (20 percent in year 2, 20 percent in year 3, and 10 percent in year 4).  Although volume levels are likely to change, it is difficult to anticipate or to suggest volume changes without an in-depth analysis.  Therefore, current volume levels have been assumed as maintained with prices changing as indicated above.


� If one uses a discount rate of 10 percent instead, the Net Present Value becomes US$ 2.4 million. 


� Note that this is an extreme case.  If the benefits were to be fully accounted for, the relevant comparison is not the “zero returns” case but the ongoing market rate of interest.


�Montenegro Health System Improvement Project - World Bank credit to the Government of Montenegro in the amount of $7.0 million


� World Bank administered Policy and Human Resource Development Grant (support by the Government of Japan) totaling $450,000.





�PAGE \# "'Page: '#'�'"  ��The EA category (as required by OP/BP 4.01) is imported from the SAP. If there are subsequent changes to the EA category, they must be made directly through SAP. See guidance on EA categorization in OP/BP 4.01 and in the EA Sourcebook Updates – accessible at the “safeguards” Intranet site – as well as with regional safeguards colleagues.
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								Figure X.  Reasons for no consultation (among those who reported illness or injury during the last 30 days).  Sample size is 99.		Reasons for making out-of-pocket payments (for those who revealed making out-of-pocket payments).  Sample size is 60.
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								Figure X.  Reasons for no consultation (among those who reported illness or injury during the last 30 days).  Sample size is 99.
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				Technical notes

		1		Serbia and Montenegro at a glance																										8/20/03

														Serbia		Europe &		Lower-

				POVERTY and SOCIAL										and		Central		middle-

														Montenegro		Asia		income

				2002

														10.7		476		2,411

														1,400		2,160		1,390

														14.9		1,030		3,352

				Average annual growth, 1996-02

														0.1		0.1		1.0

														0.4		0.4		1.2

				Most recent estimate (latest year available, 1996-02)

														..		..		..

														52		63		49

														73		69		69

														12		25		30

														2		..		11

														98		91		81

														..		3		13

														69		102		111

				Male										69		103		111

				Female										70		101		110

				KEY ECONOMIC RATIOS and LONG-TERM TRENDS

												1982		1992		2001		2002

												..		..		11.6		15.6

				Gross domestic investment/GDP								..		..		12.7		15.3

				Exports of goods and services/GDP								..		..		23.9		18.3

				Gross domestic savings/GDP								..		..		-8.1		-3.1

				Gross national savings/GDP								..		..		7.5		9.3

				Current account balance/GDP								..		..		-5.1		..

				Interest payments/GDP								..		..		0.1		0.5

				Total debt/GDP								..		..		101.4		62.4

				Total debt service/exports								..		..		2.6		11.9

				Present value of debt/GDP								..		..		101.2		..

				Present value of debt/exports								..		..		278.4		..

										1982-92		1992-02		2001		2002		2002-06

				(average annual growth)

				GDP						..		..		5.5		4.0		4.0

				GDP per capita						..		..		5.4		3.9		3.9

				Exports of goods and services						..		..		9.4		2.3		10.0

				STRUCTURE of the ECONOMY

												1982		1992		2001		2002

				(% of GDP)

				Agriculture								..		..		..		..

				Industry								..		..		..		..

				Manufacturing								..		..		..		..

				Services								..		..		..		..

				Private consumption								..		..		99.5		96.5

				General government consumption								..		..		8.6		6.6

				Imports of goods and services								..		..		44.6		36.8

												1982-92		1992-02		2001		2002

				(average annual growth)

				Agriculture								..		..		..		..

				Industry								..		..		..		..

				Manufacturing								..		..		..		..

				Services								..		..		..		..

				Private consumption								..		..		16.1		3.2

				General government consumption								..		..		5.2		6.7

				Gross domestic investment								..		..		0.3		24.9

				Imports of goods and services								..		..		30.0		9.4

				Gross national product								..		..		5.3		2.3

				Note: 2002 data are preliminary estimates.

				* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will be incomplete.

				* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

				be incomplete.
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Economic ratios*
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Macros

		

																																Serbia and Montenegro

				PRICES and GOVERNMENT FINANCE

												1982		1992		2001		2002

				Domestic prices

				(% change)

				Consumer prices								..		..		91.1		20.2

				Implicit GDP deflator								..		..		91.7		25.5

				Government finance

				(% of GDP, includes current grants)

				Current revenue								..		..		39.6		42.2

				Current budget balance								..		..		1.9		-0.6

				Overall surplus/deficit								..		..		-0.6		-4.7

				TRADE

												1982		1992		2001		2002

				(US$ millions)

				Total exports (fob)								..		..		2,003		2,054

				n.a.								..		..		..		..

				n.a.								..		..		..		..

				Manufactures								..		..		..		..

				Total imports (cif)								..		..		4,838		5,471

				Food								..		..		..		..

				Fuel and energy								..		..		..		..

				Capital goods								..		..		..		..

												..		..		..		..

												..		..		..		..

												..		..		..		..

				BALANCE of PAYMENTS

												1982		1992		2001		2002

				(US$ millions)

				Exports of goods and services								..		..		2,762		2,854

				Imports of goods and services								..		..		5,160		5,724

				Resource balance								..		..		-2,398		-2,870

				Net income								..		..		-26		-260

				Net current transfers								..		..		1,828		2,046

				Current account balance								..		..		-596		..

				Financing items (net)								..		..		991		..

				Changes in net reserves								..		..		-395		-556

				Memo:

												..		..		1,169		2,037

												..		..		66.7		64.7

				EXTERNAL DEBT and RESOURCE FLOWS

												1982		1992		2001		2002

				(US$ millions)

				Total debt outstanding and disbursed								19,900		16,483		11,740		9,713

				IBRD								1,684		1,978		1,085		1,017

				IDA								0		0		0		0

				Total debt service								4,077		1,899		109		346

				IBRD								245		224		5		76

				IDA								0		0		0		0

				Composition of net resource flows

				Official grants								3		1,103		1,542		..

				Official creditors								69		-231		84		-65

				Private creditors								23		-153		10		-145

				Foreign direct investment								0		64		0		..

				Portfolio equity								0		0		0		..

				World Bank program

				Commitments								136		0		0		0

				Disbursements								330		51		0		0

				Principal repayments								129		155		0		68

				Net flows								201		-103		0		-68

				Interest payments								116		69		5		9

				Net transfers								86		-172		-5		-76

				Note: This table was produced from the Development Economics central database.																										8/20/03
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Inflation (%)

GDP deflator

CPI

18.5

29.8

42.4

88.4611717109

71.8000000018

91.6810551533

91.0999999986

25.4503262217

20.1605333395



				DATA FOR GRAPHS

								Gross		Access		GNP

						Life		primary		to safe		per

						expectancy		enrollment		water		capita

				Lower-middle-income group		1		1		1		1				Group normalized to 1

				Serbia and Montenegro		1.05		0.63		1.21		1.01				Country / income group

				Country data		73		69		98		1400

				Income group data		69		111		81		1,390

						Trade		GDI		PV/EXP		GDS

				Lower-middle-income group		1		1		1		1				Group normalized to 1

				Serbia and Montenegro		1.04		0.62		2.48		-0.12				Country / income group

				Country data		55.1		15.3		278.4		-3.1

				Income group data		52.9		24.6		112.1		26.5

						92		93		94		95		96		97		98		99		00		01		02

						GDI, GDP growth

						92		93		94		95				97		98		99		00		01		02

		NE.GDI.TOTL.KN		GDI																		22.7		0.3		24.9

		NY.GDP.MKTP.KN		GDP																		5.0		5.5		4.0

						Export, Import growth

						92		93		94		95				97		98		99		00		01		02

		NE.EXP.GNFS.KN		Exports																		34.8		9.4		2.3

		NE.IMP.GNFS.KN		Imports																		28.6		30.0		9.4

						% change

						92		93		94		95				97		98		99		00		01		02

		NY.GDP.MKTP.CN / NY.GDP.MKTP.KN		GDP deflator																		88.5		91.7		25.5

		FP.CPI.TOTL		CPI								74.1		93.1		18.5		29.8		42.4		71.8		91.1		20.2

						Trade

						92		93		94		95		96		97		98		99		00		01		02

		TX.VAL.MRCH.CD.WB		Exports										2,042		2,447		3,033		1,677		1,923		2,003		2,054

		TM.VAL.MRCH.CD.WB		Imports										4,102		4,799		4,849		3,296		3,772		4,838		5,471

						92		93		94		95		96		97		98		99		00		01		02

		BN.CAB.XOKA.CD		CAB/GDP																-7.8		-4.6		-5.1

						Chart year:				Chart labels:

				Composition of total debt		2002				Composition of 2002 debt (US$ mill.)

		DT.DOD.MIBR.CD		IBRD		1,017				A: 1,017

		DT.DOD.MIDA.CD		IDA		0

		DT.DOD.DIMF.CD		IMF		273				C: 273

		DT.DOD.DECT.CD - other sources		Other multilateral		143				D: 143

		DT.DOD.BLAT.CD		Bilateral		2,643				E: 2,643

		DT.DOD.PRVT+DPNG.CD		Private		798				F: 798

		DT.DOD.DSTC.CD		Short-term		4,839				G: 4,839
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		Yes



A - IBRD
B - IDA    
C - IMF

D - Other multilateral

E - Bilateral
F - Private
G - Short-term

&A

Page &P

Composition of 2002 debt (US$ mill.)

A - IBRD
B - IDA    
C - IMF

D - Other multilateral

E - Bilateral
F - Private
G - Short-term

A: 1,017

C: 273

D: 143

E: 2,643

F: 798

G: 4,839

1017

0

273

143

2643

798

4839

&A

Page &P



		expectancy		1

		enrollment		1

		water		1

		capita		1



&F

Page &P

Development diamond*

Life expectancy

Access to safe water

GNP
per
capita

Gross
primary
enrollment

Serbia and Montenegro

Lower-middle-income group

1.0481948339

0.6268625917

1.2051956599

1.0071942446



		1.0429658641		1

		0.6226762891		1

		2.4841249457		1

		-0.1180644263		1



&A

Page &P

Economic ratios*

Trade

Domestic
Savings

Investment

Indebtedness

Serbia and Montenegro

Lower-middle-income group



		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



&F

Page &P

Growth rates of output and investment (%)

GDI

GDP



		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



&A

Page &P

Growth rates of exports and imports (%)

Exports

Imports



		0

		0

		0

		0

		0

		0

		0



&F

Page &P

Current account balance to GDP ratio (%)

CAB/GDP



		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



&F

Page &P

Export and import levels (US$ millions)

Exports

Imports



		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



&F

Page &P

Inflation (%)

GDP deflator

CPI



		0

		0

		0

		0

		0

		0

		0



&A

Page &P

Composition of 2002 debt (US$ mill.)



A - IBRD
B - IDA    
C - IMF

D - Other multilateral

E - Bilateral
F - Private
G - Short-term

&A

Page &P

&A

Page &P

&A

Page &P


_1129365014.xls
page 1

		

				Technical notes

		1		Serbia and Montenegro at a glance																										8/20/03

														Serbia		Europe &		Lower-

				POVERTY and SOCIAL										and		Central		middle-

														Montenegro		Asia		income

				2002

														10.7		476		2,411

														1,400		2,160		1,390

														14.9		1,030		3,352

				Average annual growth, 1996-02

														0.1		0.1		1.0

														0.4		0.4		1.2

				Most recent estimate (latest year available, 1996-02)

														..		..		..

														52		63		49

														73		69		69

														12		25		30

														2		..		11

														98		91		81

														..		3		13

														69		102		111

				Male										69		103		111

				Female										70		101		110

				KEY ECONOMIC RATIOS and LONG-TERM TRENDS

												1982		1992		2001		2002

												..		..		11.6		15.6

				Gross domestic investment/GDP								..		..		12.7		15.3

				Exports of goods and services/GDP								..		..		23.9		18.3

				Gross domestic savings/GDP								..		..		-8.1		-3.1

				Gross national savings/GDP								..		..		7.5		9.3

				Current account balance/GDP								..		..		-5.1		..

				Interest payments/GDP								..		..		0.1		0.5

				Total debt/GDP								..		..		101.4		62.4

				Total debt service/exports								..		..		2.6		11.9

				Present value of debt/GDP								..		..		101.2		..

				Present value of debt/exports								..		..		278.4		..

										1982-92		1992-02		2001		2002		2002-06

				(average annual growth)

				GDP						..		..		5.5		4.0		4.0

				GDP per capita						..		..		5.4		3.9		3.9

				Exports of goods and services						..		..		9.4		2.3		10.0

				STRUCTURE of the ECONOMY

												1982		1992		2001		2002

				(% of GDP)

				Agriculture								..		..		..		..

				Industry								..		..		..		..

				Manufacturing								..		..		..		..

				Services								..		..		..		..

				Private consumption								..		..		99.5		96.5

				General government consumption								..		..		8.6		6.6

				Imports of goods and services								..		..		44.6		36.8

												1982-92		1992-02		2001		2002

				(average annual growth)

				Agriculture								..		..		..		..

				Industry								..		..		..		..

				Manufacturing								..		..		..		..

				Services								..		..		..		..

				Private consumption								..		..		16.1		3.2

				General government consumption								..		..		5.2		6.7

				Gross domestic investment								..		..		0.3		24.9

				Imports of goods and services								..		..		30.0		9.4

				Gross national product								..		..		5.3		2.3

				Note: 2002 data are preliminary estimates.

				* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will be incomplete.

				* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

				be incomplete.
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Macros

		

																																Serbia and Montenegro

				PRICES and GOVERNMENT FINANCE

												1982		1992		2001		2002

				Domestic prices

				(% change)

				Consumer prices								..		..		91.1		20.2

				Implicit GDP deflator								..		..		91.7		25.5

				Government finance

				(% of GDP, includes current grants)

				Current revenue								..		..		39.6		42.2

				Current budget balance								..		..		1.9		-0.6

				Overall surplus/deficit								..		..		-0.6		-4.7

				TRADE

												1982		1992		2001		2002

				(US$ millions)

				Total exports (fob)								..		..		2,003		2,054

				n.a.								..		..		..		..

				n.a.								..		..		..		..

				Manufactures								..		..		..		..

				Total imports (cif)								..		..		4,838		5,471

				Food								..		..		..		..

				Fuel and energy								..		..		..		..

				Capital goods								..		..		..		..

												..		..		..		..

												..		..		..		..

												..		..		..		..

				BALANCE of PAYMENTS

												1982		1992		2001		2002

				(US$ millions)

				Exports of goods and services								..		..		2,762		2,854

				Imports of goods and services								..		..		5,160		5,724

				Resource balance								..		..		-2,398		-2,870

				Net income								..		..		-26		-260

				Net current transfers								..		..		1,828		2,046

				Current account balance								..		..		-596		..

				Financing items (net)								..		..		991		..

				Changes in net reserves								..		..		-395		-556

				Memo:

												..		..		1,169		2,037

												..		..		66.7		64.7

				EXTERNAL DEBT and RESOURCE FLOWS

												1982		1992		2001		2002

				(US$ millions)

				Total debt outstanding and disbursed								19,900		16,483		11,740		9,713

				IBRD								1,684		1,978		1,085		1,017

				IDA								0		0		0		0

				Total debt service								4,077		1,899		109		346

				IBRD								245		224		5		76

				IDA								0		0		0		0

				Composition of net resource flows

				Official grants								3		1,103		1,542		..

				Official creditors								69		-231		84		-65

				Private creditors								23		-153		10		-145

				Foreign direct investment								0		64		0		..

				Portfolio equity								0		0		0		..

				World Bank program

				Commitments								136		0		0		0

				Disbursements								330		51		0		0

				Principal repayments								129		155		0		68

				Net flows								201		-103		0		-68

				Interest payments								116		69		5		9

				Net transfers								86		-172		-5		-76

				Note: This table was produced from the Development Economics central database.																										8/20/03
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Inflation (%)
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18.5
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				DATA FOR GRAPHS

								Gross		Access		GNP

						Life		primary		to safe		per

						expectancy		enrollment		water		capita

				Lower-middle-income group		1		1		1		1				Group normalized to 1

				Serbia and Montenegro		1.05		0.63		1.21		1.01				Country / income group

				Country data		73		69		98		1400

				Income group data		69		111		81		1,390

						Trade		GDI		PV/EXP		GDS

				Lower-middle-income group		1		1		1		1				Group normalized to 1

				Serbia and Montenegro		1.04		0.62		2.48		-0.12				Country / income group

				Country data		55.1		15.3		278.4		-3.1

				Income group data		52.9		24.6		112.1		26.5

						92		93		94		95		96		97		98		99		00		01		02

						GDI, GDP growth

						92		93		94		95				97		98		99		00		01		02

		NE.GDI.TOTL.KN		GDI																		22.7		0.3		24.9

		NY.GDP.MKTP.KN		GDP																		5.0		5.5		4.0

						Export, Import growth

						92		93		94		95				97		98		99		00		01		02

		NE.EXP.GNFS.KN		Exports																		34.8		9.4		2.3

		NE.IMP.GNFS.KN		Imports																		28.6		30.0		9.4

						% change

						92		93		94		95				97		98		99		00		01		02

		NY.GDP.MKTP.CN / NY.GDP.MKTP.KN		GDP deflator																		88.5		91.7		25.5

		FP.CPI.TOTL		CPI								74.1		93.1		18.5		29.8		42.4		71.8		91.1		20.2

						Trade

						92		93		94		95		96		97		98		99		00		01		02

		TX.VAL.MRCH.CD.WB		Exports										2,042		2,447		3,033		1,677		1,923		2,003		2,054

		TM.VAL.MRCH.CD.WB		Imports										4,102		4,799		4,849		3,296		3,772		4,838		5,471

						92		93		94		95		96		97		98		99		00		01		02

		BN.CAB.XOKA.CD		CAB/GDP																-7.8		-4.6		-5.1

						Chart year:				Chart labels:

				Composition of total debt		2002				Composition of 2002 debt (US$ mill.)

		DT.DOD.MIBR.CD		IBRD		1,017				A: 1,017

		DT.DOD.MIDA.CD		IDA		0

		DT.DOD.DIMF.CD		IMF		273				C: 273

		DT.DOD.DECT.CD - other sources		Other multilateral		143				D: 143

		DT.DOD.BLAT.CD		Bilateral		2,643				E: 2,643

		DT.DOD.PRVT+DPNG.CD		Private		798				F: 798

		DT.DOD.DSTC.CD		Short-term		4,839				G: 4,839
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		Yes



A - IBRD
B - IDA    
C - IMF

D - Other multilateral

E - Bilateral
F - Private
G - Short-term

&A

Page &P

Composition of 2002 debt (US$ mill.)

A - IBRD
B - IDA    
C - IMF

D - Other multilateral

E - Bilateral
F - Private
G - Short-term

A: 1,017

C: 273

D: 143

E: 2,643

F: 798

G: 4,839

1017

0

273

143

2643

798

4839

&A

Page &P



		expectancy		1

		enrollment		1

		water		1

		capita		1



&F

Page &P

Development diamond*

Life expectancy

Access to safe water

GNP
per
capita

Gross
primary
enrollment

Serbia and Montenegro

Lower-middle-income group

1.0481948339

0.6268625917

1.2051956599

1.0071942446



		1.0429658641		1

		0.6226762891		1

		2.4841249457		1

		-0.1180644263		1



&A

Page &P

Economic ratios*

Trade

Domestic
Savings

Investment

Indebtedness

Serbia and Montenegro

Lower-middle-income group



		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



&F

Page &P

Growth rates of output and investment (%)

GDI

GDP



		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



&A

Page &P

Growth rates of exports and imports (%)

Exports

Imports



		0

		0

		0

		0

		0

		0

		0



&F

Page &P

Current account balance to GDP ratio (%)

CAB/GDP



		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



&F

Page &P

Export and import levels (US$ millions)

Exports

Imports



		0		0

		0		0

		0		0

		0		0

		0		0

		0		0

		0		0



&F

Page &P

Inflation (%)

GDP deflator

CPI



		0

		0

		0

		0

		0

		0

		0



&A

Page &P

Composition of 2002 debt (US$ mill.)



A - IBRD
B - IDA    
C - IMF

D - Other multilateral

E - Bilateral
F - Private
G - Short-term

&A

Page &P

&A

Page &P

&A

Page &P


