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In Health, the Private Sector Plays a Dominant Role
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When measured on a usage basis:
* Private sector providers likely comprise larger share of market due to
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under-reporting of non-profit and informal segments
¢ Social enterprises, non-profit and informal segments comprise larger
share of private sector due to smaller user fees and under-reporting

*52% of expenditure is on private providers when extrapolated for SSA (excluding South Africa) from most recent year available
between 1995-2002 from NHA reports for Ethiopia, Kenya, Malawi, Namibia, Nigeria, Rwanda, Tanzania, Uganda, Zambia,
Zimbabwe; 41% when other sources for an additional 13 countries are included (at average exchange rate)

Source: NHA, MoH, WHR 2006, team analysis



Health Expenditure is Expected to Grow

THE
Total Health Expenditure (THE), Private Health Expenditure (PHE) .
and Govemment Health Expenditure (GHE), Sub-Saharan Africa: e
actual figures for 1996 - 2005, projections for 2005 - onward
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Mote: Refer to Annex B for a detailed review of methodology for estimating future health expenditure
Source: WHO. Global Insights; Mekinsey analysis
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Significant Investment will be Required to Meet this
Increased Demand

I:' Capacity refreshment

Projected cumulative 2007-2016 investment demand in Sub-Saharan African health B vew capacity
sector (public and private)
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* Pharmaceuticals and medical products includes South Afnca. All other areas exclude South Afnica
Source: McKinzey analysis
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Although Most Investment Opportunities are
Expected to be Small (<$3m)

Percent, $ million

11,300 - 20,300 11,300 - 20,300 11,300 - 20,300
Medica_l 11
education
>$3M 23
Risk pooling 14
Life Sciences* 14 For profit 60
Distribution $250K 43
. 16 —3M
and retalil
Social _ 23
enterprise
Provision 45
<$250K 34
NGO/
Non-profit 17
By sector By financial objective By individual deal size

* Pharmaceuticals and medical products includes South Africa. All other areas exclude South Africa
Source: team analysis
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IFC’s Strategy Aims to Address the Key Barriers to the
Further Development of the Private Health Sector

A variety of actions are essential to supporting the
development of a strong private health sector

Increase access to

capital

Improve the
regulatory
environment

Promote risk
pooling vehicles

Increase revenue
flows from

Alleviate the

human resource
shortage

alternative sources

¢ Limited access to capital, including both
debt and equity, is a significant constraint
to growth and a driver of sector
fragmentation

* The regulatory environment often impedes
growth of the private healthcare sector in
many SSA nations

* Risk-pooling vehicles are superior financing
mechanisms to out-of-pocket payments and
can help mobilize revenue for providers,
supporting the growth of a formal, organized
private sector

¢ Though the private sector receives most of
its revenue from the general population, the
public sector, international donors, and
employers are alternative sources of funds

¢ Short supply of skilled health workers and
healthcare managers has an adverse
impact on the potential for healthy,
sustained private sector growth
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Guiding principles for
IFC strategy

* Center strategy and
specific activities around
IFC’s core capabilities

¢ Concentrate on issues with
potential for significant
impact on private sector
businesses

* Target niche areas not
addressed by the efforts of
the World Bank Group or
other stakeholders — avoid
duplication but collaborate
with the efforts of others
where IFC can add value

¢ |[FC's investment

strategy addresses
the need to increase
capital for private
sector entrepreneurs

This strategy is
consistent with
and
complementary
to the Bank’s
HNP and Africa
strategies

IFC’s non-investment
strategy proposes
advocacy and
technical assistance
mechanisms to
address the other
major challenges
faced by the private
health sector in sub-
Saharan Africa
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IFC’s Proposed Investment Strategy

Q The current healthcare investment landscape demonstrates a financing gap for small (requiring <$5
million), but profitable enterprises

IFC will focus its investment strategy through an equity vehicle and risk participation facilities with local
banks, investing in a prioritized set of countries

The equity vehicle will be characterized by:
e Estimated need of $250 - $300 million over next 5 years, with $100 - $150 million to begin

« A focus on building sustainable companies, identifying market opportunities, consolidation of
fragmented markets - not purely on returns

» External management and configured as an investment company/fund outside of IFC
e Multiple tiers of investors
« Utilization of equity and quasi-equity instruments according to exit options

« Significant Advisory Services, with an estimated budget of 5-10% of investment size to provide
technical assistance to companies

° IFC will develop risk participation facilities with local banks:
e Estimated need of $400 - $500 million over next 5 years
= May require first loss or subordinated funds to accelerate rollout
« Similar to equity vehicle, technical assistance to be provided

IFC
Y

International 7

Finance Corporation
World Bank Group




A

IFC’s Proposed Operating Climate Strategy

IFC’s operating climate strategy should enable private sector development and leverage World Bank
and IFC core capabilities

This component of the strategy will involve three areas of activity:

The conduct of in-depth assessments of the environment facing private sector health
businesses as a means of informing government-facing TA efforts and overall investment

strategy

e Provision of technical assistance to governments for both reforming the overall regulatory
environment and expanding formal public-private interactions (e.g., PPPs, PFIs)

e Developing public report highlighting aspects of the healthcare investment climate across
sub-Saharan Africa and successful or innovative models of private sector activity and

engagement

Implementation of this element of the strategy will be done in close consultation and
cooperation with the World Bank. Other development partners will be welcomed to the

process as appropriate whenever practical.
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IFC’s Proposed Medical Education and Risk Pooling Strategies

Medical Education

Advisory Services assistance to private education institutions;

Risk sharing student loan programs for students undertaking health worker education;
Investments in increasing capacity of training institutions and/or new institutions; and

Facilitation of Public-Private Partnerships with governments aimed at leveraging the capacities of the
private sector to improve the volume of medical professionals trained e.g. could include interventions to
create sufficient volumes for domestic and “export” purposes as in Philippines and Thailand.

Risk Pooling
Potential Advisory Services opportunities include:

= Supporting governments in developing the often complex regulatory frameworks required for effective
operation of private sector risk pooling arrangements;

= Working with donors in designing aid approaches that help overcome cultural barriers to saving and
insurance, and encourage individual participation in risk pooling arrangements.

In addition, IFC will seek to realize catalytic investments in SSA through, for example, smaller scale
financing of innovative risk pooling businesses in SSA through the equity vehile.
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