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INTRODUCTION

In March 2001, the Chancellor of the Exchequer asked Derek Wanless to undertake areview
of the drivers of health care expenditure in the United Kingdom and their likely impact on the
resources required for the hedlth service over the next 20 years. In deliberating the appropriate
response to these pressures it is useful to see how countries outside the United Kingdom are
addressing these challenges. This report, commissioned by the Hedth Trends Review at HM
Treasury, ams to provide up-to-date information on the hedth care systems of seven
countries outsde the UK. It adso includes areport on the UK health care system as a point of
comparison.

The report has been compiled by the European Observatory on Hedth Care Systems. The
Observatory is a project that builds on the commitment of al its partnersto improving health
care sysems. The material used in compiling this report draws heavily on the Observatory's
Hedlth Care Systemsin Transition profiles for the relevant countries. More detailed reportson
the health care systems of al European countries can be found a www.observatory.dk.

The report includes a sdection of eight countries representing the diversity of international
experience of both funding and delivering health care. Denmark and Sweden represent the
decentraised systems of health care funding and delivery common to Scandinavia. Germany
and the Netherlands provide examples of social health insurance systems combined with
private health insurance for high-income earners. France illustrates a more centralised model
of social health insurance, offering universal coverage and with a mixture of public, private
non-profit and for-profit providers. Audralia and New Zedand have predominantly tax-
financed systems of health care with differing degrees of decentradisation and privatisation of
provision.

The country reports have al been written following a gandard template. This identified six
key questionsto be addressed:

»  Who benefits and what are the benefits?

*  Who pays and how much?

*  Who collectsthe money and where doesit go?

=  How much is spent and on what?

* How do patients access services?

»  What arethe major challenges facing the hedlth care system?

For each of these sections more detailed questions were provided to the authors of the country
case sudies.

Each country case sudy stands alone as a summary of the key features of the hedth care
system in that country. Due to the limitations of internationally available data, differences in
definitions, terminology and reporting practices, we have not presented extensive quantitative
information on the hedth care systems of different countries. A sdlection of summary data
can be found in the Appendix. Where possible, nationally available data has been included on
similar aspectsof the hedlth care system in each country case sudy.

These case sudies highlight that despite significant differences in how hedth systems are
financed, organised and provided, all countries face a number of similar challenges. These



include ensuring equity of access to hedth services; raising quality; improving health
outcomes, sudtainable financing; improving efficiency; grester responsveness, citizen
involvement in decision making; and reducing barriers between hedth and socia care.
However, the responses to these challenges differ as each country adoptsthe most appropriate
gpproach given its historical, political, social and culturd context. The reasons for these
different responses are outside the scope of this report. It is hoped though that this report by
contributing to an understanding of how different countries respond to contemporary health
care system challenges will inform the debate in the UK on the future of health care.

Anna Dixon
Elias Mossalos
April 2002
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AUSTRALIA

1 INTRODUCTION

There arethreetiers of government in Austraia: the national government or Commonwealth,
the six State and two Territory governments, and loca government (although the latter has no
independent condtitutional status). The critical division for the hedlth care system is that the
Commonwealth collects mog taxes but the States administer or deliver most public services;
in other words, fiscal and functional responsibilities are divided. Thus health policy-making in
the Audralian federal form of government is characterised by ongoing negotiations between
the Commonwealth and the States.

Austrdia has a complex hedlth care system with many types of services and providers and a
range of funding and regulatory mechanisms. The Commonwealth funds rather than provides
health services, funding the bulk of the hedth system, and subsidising pharmaceuticals and
aged residential care (nursing homes and hogels). The States, with Commonwealth financial
assistance, primarily are respongible for funding and administering public hospitals, mental
health services and community health services, as wdl as for regulating health workers.
Private practitioners provide most community-based medical and dental trestment and thereis
alarge private hospital sector.

2 WHO BENEFITS AND WHAT ARE THE BENEFITS?

21 Coverage

Augrdia offers universal access to hedth care regardiess of ability to pay, through the
government hedth insurance system, Medicare. Hedlth care is financed through generd
taxation and a compulsory health tax levy on income (an opt out clause was offered in the late
1980s for those who took out private health insurance but later rescinded). Additional private
health insurance is voluntary but strongly encouraged by the current government.

Benefits are available to people who reside in Australia, who hold Augtraian citizenship, have
been issued with a permanent visa, or hold New Zealand citizenship. The Commonwealth
Government has signed reciproca health care agreements with other countries (namely,
Finland, Italy, Malta, the Netherlands, New Zedland, Sweden, the United Kingdom and the
Republic of Irdand). Under these arrangements, residents of these countries have redtricted
access to hedlth cover while visiting Audtrdia.

The percentage of the population with additional private health insurance cover increased
from 30% in December 1998 to 45% in March 2001, following the implementation of
subsidies for purchasing, and tax penalties for not purchasing, private cover. The intentions of
the national government were to hdt the decline in private membership that had occurred
since Medicare was established in 1984, and to encourage younger and healthier individuals
to take out and maintain private health insurance in order to improve the overal risk profile of
members, which was expected to result in lower premiums. The private hedth insurance
funds, however, increased premiums in early 2002 citing rising cogs resulting from rising
claims.

There were three main policy changes to encourage the purchase of private health insurance.
First, commencing in July 1997, individuals with ataxable income of up to AUD 35 000 per
year (AUD 70 000 for families) received a subsidy for private hedth insurance. An additional
1% Medicare surcharge was levied upon individuals with a taxable income of over AUD
50000 (AUD 100000 for families) who did not have private insurance. Second, from
January 1999, a non-means tested 30% tax rebate was offered to those taking out private
health insurance (replacing the previous subsidies). The third policy change, from July 2000,
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had the mog impact on increasing membership. Under ‘lifetime health cover’, private health
funds charge higher premiums for individuals over 30 years of age who have not maintained
continuous membership of a private health fund. The premium increases by 2% each year of
age above 30 years until an individual has joined. Individuals with hospital cover a 15 July
2000, or who join in future before they turn 31 years of age, will qualify autometically for the
lowest premium as long as they retain membership. The tax pendty for the higher income
groups without private health insurance has been retained since its introduction in July 1997.

2.2 Bendfits

Medical service subsidies are limited to those items listed on the Medical Benefits Schedule.
These items include consultation fees for doctors and specialists, radiology and pathology
teds eye tets by optometrists, and surgical and therapeutic procedures performed by doctors.
The Medical Services Advisory Committee makes recommendations to the Minister of
Hedlth as to which new medical services and technologies should be included, usng an
evidence-based approach that includes cost-effectiveness criteria.

Individuals eligible for Medicare receive free ambulatory medical care (if the doctor bulk-bills
Medicare) and free accommodation and medical, nursing and other care as public patients in
Stae funded hospitals. Alternatively, they may choose treatment as private patients in public
or private hospitals, with some assistance from Medicare.

The Pharmaceutical Benefits Scheme (PBS) subsidises the purchase of pharmaceuticals on its
extensive approved list for two groups. genera beneficiaries, and concessionary beneficiaries
(holders of pensioner and other entitlement cards). Pharmaceuticals not listed on the PBS
schedule are excluded from subsidies.

The following services are excluded from Medicare: dental treatment, ambulance services,
home nursing, physiotherapy, occupational therapy, speech therapy, chiropractic and podiatry
services, treatment by psychologists, visual and hearing aids and prostheses, and medical
servicestha are not listed under Medicare as clinically necessary such as cosmetic surgery.

Since the introduction of Medicare in 1984, private insurance is precluded from covering
ambulatory care, including any gap between the actual fee charged and the rebate from the
Hedlth Insurance Commission. However, the cogt of some ancillary items not available under
Medicare are covered to some extent by private hedth insurance funds such as denta and
optical services (glasses and contact lenses), physiotherapy, chiropractic and appliances, and
prescribed medicines not covered by the Pharmaceutical Benefits Scheme,

Thereisno limit upon the amount of medical services that an individual may use. Hedlth care
benefits are not rationed and there is little public debate on whether or how to ration services.
Public hospital services, however, in effect are prioritised through waiting lists. The
Austrdian health care system thus is relatively equitable compared to other industrialised
countries, athough sgnificant problems remain. These include financial barriers to denta
treatment, shortages of health professionals in some areas, geographic and cultura barriersto
the use of hedth services, and notably, the continuing huge differentials in health status
between I ndigenous people and other Augtralians.

3  WHOPAYS AND HOW MUCH?

3.1 Taxation

Ausgtrdia has a predominantly publicly funded health care system with 71.2% of revenue in
2000 coming from public sources (Table 1.1). Commonweslth funds for hedth are raised
through generd taxes, supplemented by the Medicare levy, the latter being equal to about
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20% of tota Commonwealth health expenditure and about 8.5% of total national health
expenditure. Out-of-pocket payments account for 16.2% of total health expenditure, private
health insurance 7.1%, and other sources of finance account for 5.5%.

Table 1.1 Main sources of health care funding in Audralia, as a percentage of total expenditure,

1979/1980-1999/2000
Percentage of total (%)

Source of finance 1980 1985 1990 1995 2000
Public

Taxes (incl. statutory insurance) 60.6 72.0 68.3 66.7 71.2
Private

Out-of-pocket 17.0 15.5 16.5 18.0 16.2

Private insurance 185 9.5 11.6 115 7.1

Other 3.6 3.0 3.5 3.8 5.5

Note: Figuresare for recurrent expenditure only.
Sources: Ausdtrdian Ingtitute of Health and Welfare 2000; 2001a

The Commonwesalth sets the level of income tax and collects the bulk of revenue, being
empowered under the condtitution to collect income taxes. Income taxes are progressive and
pegged to income. The main form of taxation is income tax levied and collected nationally.
Income tax is levied on individuals not households (i.e. husband and wife make separate tax
claims). The rates in 2001 were below AUD 5400 no tax, AUD 5401-20 700 17%, AUD
20 701-50 000 30%, AUD 50 001-60 000 42%, and above AUD 60 001 47%.

There are dso indirect State taxes and local government rates and taxes. From 1 July 2000,
however, Audraia implemented a new tax system that abolished many of these taxes and
replaced them with a 10% goods and services tax (GST). The States and Territories now
receive al GST revenue to assist them in providing essential services including health care
but since indirect taxes are not progressive, the introduction of the GST was controversial.

3.2 Social health insurance contributions

Medicare, the public health insurance system, is basically a tax-funded system, which is
collected by the Audrdian Tax Department with the funds administered by the Hedth
Insurance Commission. The health levy upon individual taxpayers (the Medicare levy) is
equivalent to 1.5% of taxable income above certain income thresholds, or 2.5% for higher
income earners with no private hedth insurance. The Commonwealth government sets the
level of the Medicare levy, there is an income threshold but no income celling, and the
employer does not contribute: the full contribution comes from the employee.

3.3 Privatehealth insurance premia

Private hedth insurance premia differ congderably between funds and plans and until
recently were grictly community rated (flat rate premia for dl applicants for the same plan
offered by the same fund). From July 2000, under ‘lifetime health cover’, private hedlth funds
are dlowed to charge higher premia for individuals over 30 years of age who have not
maintained continuous membership of a private hedth fund. The rates for Medibank Private,
the largest fund, vary for an individual from AUD 257 per year to AUD 961, depending on
the level and scope of cover chosen. (The 30% tax rebate reduces this amount).
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34 User charges

Out of pocket payments by consumers account for 16% of total health care expenditure. The
main consumer payments are for pharmaceuticals not covered under the Pharmaceutical
Benefits Scheme, co-payments for pharmaceuticals, dental treatment, the gap between the
Medicare benefit and the schedule fee charged by physicians, and payments to other hedlth
care professionals, such as physiotherapists. Treatment in public hospitals is free to the user,
treatment by general practitioners and specidigtsis free (if the doctor is prepared to bulk-hill),
while essential pharmaceuticals are subsidised. Concessions are available to pensioners
through the Pensioner Medical Card, to low-income earners, and to those with high annual
use of health services.

Medical practitioners charge afee to patients who then claim a rebate from Medicare of 85%
of the schedule fee for out-of-hospital medical services. General practitioners may choose not
to charge above the schedule fee and bulk-bill Medicare, who then pays the benefit directly to
the doctor. Doctors are ertitled, however, to charge more than the schedule fee, in which case
their patients must pay the ‘gap’ between the schedule fee and the Medicare benefit. Mogt
consumers incur out-of-pocket cogts above the schedule fee for visits to private speciaidts.
Medicare has various cos safety nets Where a person or family’s gap payments to medical
practitioners (the difference between the Medicare rebate and the schedule fee) exceed AUD
302.30 ayear (indexed annually), dl further benefits in that year are paid up to 100% of the
schedule fee.

Treatment as a public patient in public hospitals is free to the user (both for inpatients and
outpaients). Treatment as a private patient in a public or private hospital alows a choice of
doctor. Medicare will only reimburse 75% of the schedule fee for medical services. Part or all
of the balance can be claimed from private hedlth insurers subject to the doctors having a
contract with the insurer. The cogs of hospital accommodation are not reimbursable by
Medicare when treated as a private patient, but may be claimed through private hedth
insurance (depending onthe level of cover). Approximately 63% of private hospital activity is
funded through private hedth insurance funds.

The Pharmaceutical Benefits Scheme setsthe cost of pharmaceuticals for consumers (indexed
to movements in the Cog Price Index). General consumers make a co-payment of the firgt
AUD 21.90 on each prescription and concessional consumers a co-payment of AUD 3.50 per
prescription (as a January 2000). Pharmecists dispense generic drugs under the
Pharmaceuticals Benefits Scheme (nearly three-quarters of prescriptions from community
pharmacies are subsdised) and consumers must pay more if they want patented or branded
drugs. The Pharmaceutical Benefits Scheme has a safety net to limit consumer annual
expenses on pharmaceuticals covered under the PBS. After reaching the threshold (currently
AUD 669.70 in a cdendar year for generd consumers, AUD 182 for concessiona
beneficiaries), genera consumers pay for further prescriptions at the concessional co-payment
rate, while concession cardholders receive all further prescriptions free.

Where ataxpayer’s net medical expenses in the year exceed AUD 1250, atax rebate a the
rate of 20% of the excess over AUD 1250 is alowed. From 1999, contributors to private
health insurance funds also qualify for a 30% tax rebate on the premium.

4  \WHO COLLECTS THE MONEY AND WHERE DOES IT GO?

4.1 Organisation of funding

Taxes used to fund hedlth care are collected naionally by the Austrdian Taxation
Department, including the Medicare levy as part of income tax collection from individuals,
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mainly deducted from income by employers. Sate government funding for health care comes
from two main sources. first, Commonwealth genera revenue and specific purpose grants,
and second, State generd revenue. The Commonwealth funds the States through block grants
for hedth, which increasingly are tied to certain conditions, and through untied GST
payments. The health portfolio in both the Commonwealth and the States must compete with
other portfolios to maintain or increase its budget share, generaly obtaining about 16% of the
Commonwealth recurrent budget, and about one-third of State recurrent budgets.

The population has a choice among private hedlth insurance funds. In June 1998 there were
44 regigered hedth benefits organisations of which 28 were open to the public and 16 had
regricted membership. The largest three funds cover nearly two-thirds of the market,
including Medibank Private (which separated from the Hedlth Insurance Commission in 1997
to become a government business enterprise). The current Commonwesalth policy, as already
noted, is to shore up private health insurance membership by offering financial incentives to
join and pendlties for not joining.

The private hedth insurance industry is heavily regulated, principally under the regulatory
framework set out in the National Health Act 1953 and the Health Insurance Act 1973, and is
administered by a gatutory authority, the Private Hedlth Insurance Administration Council. A
private insurance fund must be a Registered Hedlth Benefit Organisation and their activities
are tightly controlled; for example, insurers must accept dl applicants and must not
discriminate in setting premiums and paying benefits.

Resource all ocation

There is an annual budget cycle (athough some programmes have 3-5 year funding cycles)
and an annual conference between the Commonwealth and the States where revenue sharing
is negotiated. Some grants are subject to ‘fiscal equalisation’ adminisered by the
Commonwealth Grants Commission; that is, the poorer States are cross-subsidised by the
richer States Commonweslth grants to the States for health care are earmarked via four
avenues.

*» Medicare benefits (subsidies for ambulatory medical services paid directly by the
Hedlth Insurance Commission to the consumer or provider);

»  Pharmaceutical Benefits Scheme (subsidised drug prices);

» Audradian Hedth Care Agreements (paid to State governments as purchasers of
public hospital services);

* Resdentia care for the elderly (paid theoreticaly as per diem vouchers to consumers
but in practice to nursing homes).

The Audtralian Hedlth Care Agreements (funds for public hospitals) are negotiated every five
years between the Commonwealth and State governments, the current agreement running
from 1999 to 2003. The working assumption is that public hospitas are ‘a State
responsibility’. The Commonwealth provides capped prospective block grants to the States
based on a population formula plus components of performance measurement; thus the States
bear mog of the risk if demand and cods increase during the five-year period. The
renegotiation of these complex agreements involves a debate over the appropriate level of
Commonwealth funding, which the States generally regard as insufficient to cover rising
hospital cogs. The agreements sat out a number of conditions and performance indicators,
including service targets, but allow the States consderable flexibility over resource alocation
to hospitals. The key condition is a requirement for Sates to provide for trestment in public
hospitalsto al eligible persons without charge.
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4.2 Organisation of purchasng/contracting

Australia does not have a comprehensive system of separate funding and purchasing agents as
does the United Kingdom and as formerly in New Zedland. The type of payment methods
also varies: medical consultations are reimbursed retrospectively; drug prices are regulated;
hospitals are paid prospectively; and nursing homes fees are paid per diem.

Ambulatory/primary care

The Medicare Benefits Schedule sets out a schedule fee for medical services for which the
Commonwealth government will pay medical benefits. General practitioners charge a fee-for-
service (as explained in Section 3.4) and can bill patients directly, or ‘bulk-bill' the Hedlth
Insurance Commission provided that the physician accepts 85% of the schedule fee as fulll
payment for their service. Mog genera practitioners ‘bulk-bill’ on a regular basis; thus in
1999-2000, nearly 80% of services were effectively free to patients through bulk-billing.
Generd practitioners may also be paid a small amount (in terms of their overal income) to
deliver agreed public health services. Patients pay for medical and laboratory services and
then are reimbursed for 85% of the schedule fee by Medicare (or else receive free trestment if
the doctor bulk bills). There are no significant reimbursement delays.

The Commonwealth has some influence over private genera practitioners and speciaists
through the impostion of the Medicare Benefits Schedule. To prevent over utilisation of
sarvices, paterns of GP practice are scrutinised by the Hedth Insurance Commission.
Although the Medical Benefits Schedule acts as a break on medical fees (but aso provides
guaranteed payments), funding has not been used as alever to change clinical practice.

Pharmaceuticals

Pharmaceuticals go through an exhaustive assessment process before a drug is listed on the
Pharmaceutical Benefits Schedule. First, adrug must be registered for marketing in Austraia.
Second, the Pharmaceutical Benefits Advisory Committee, an independent Sautory
authority, must recommend thet the registered drug be listed. Third, the Minister of Hedth
must decide whether to accept the recommendation. Finally, the Commonwealth negotiates a
price with pharmaceutical wholesalers. Since 1993, in a pioneering innovation internationally,
the Pharmaceutical Benefits Advisory Committee has based its recommendation in large part
on the cog-€effectiveness of the proposed new product. Overal, the PBS scheme has been
relatively successful in regulating the qudity and codss of drugs compared to other
industrialised courtries.

Hospital care

Under the Audrdian Health Care Agreements, the Commonwealth provides prospective
block grantsfor public hospitals to the States, subject to various performance measures. Most
public hospitals (as autonomous organisations) are responsible for managing the funds they
receive from the State. Mog States now fund hospitals via a combination of global
prospective budgets and DRG payments.

Austrdia began to pilot the United States diagnosis related group (DRG) method of payment
in 1985 and s0 has over 15 years experience in the intricacies of DRG systems. Audrdia has
produced its own sandardised classification system, currently with 667 categories, known as
the Audralian National Diaghogic Related Groups (AN-DRGS). Under pressure from the
Commonwedlth, al States (except New South Wales) now use the DRG system to fund
public hospitals. New South Wales has retained a large element of population funding in
paying hospitals and uses case-mix information more as a management tool. The Staes
occasionally purchase hospita services from private providers under detailed purchase-of-
service contracts. Case-mix funding appears to achieve greater efficiency (targets have been
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achieved through efficiencies rather than through service cuts in the context of Stae
government budget congtraints), but there is little evidence of the impact of case-mix funding
upon effectiveness, that is, upon patient health outcomes and service quality.

The Workplace Relations Act 1996 shifted the industrial relations focus away from centrally
determined awards towards enterprise level bargaining on wages and employment conditions.
The contractua terms and conditions and rates of payment of doctors employed by public
hospitals vary across Sates. There are two main categories. Salaried medical officers are
engaged as employees of the hospital and are paid a sdary to work a the hospital full time,
Visiting medical officers are engaged as independent contractors of the hospital and can be
paid a fee-for-service for each procedure or on a sessona basis for a certain amount of time
per week.

5 HoOw MUCH IS SPENT AND ON WHAT?

5.1 Expenditure

Augtrdia spent 8.5% of its GDP on hedlth in 2000 (Table 1.2), which is about average
compared to other OECD countries. Expenditure has risen steadily over the past decade with
mean annual growth above 4%. Expenditure per capita in terms of purchasing power parity
was USD PPP 2085 in Audrdia in 1998 (compared to USD PPP 1510 in the United
Kingdom). Audrdia is in the mid-range among OECD countries and in line with the
predicted level given its per capitaincome,

The public sector proportion of total expenditure is somewhat lower in Augtraia (71%) than
in some OECD countries (due to the significant private sector primary care and aso hospita
care) (OECD 2001).

The Commonwealth contributed 48% of health expenditure in 1999-2000 and State and local
governments 23% (the latter a very minor amount), while the remaining 29% came from
private sources (Table 1.3).

Table1.2 Trendsin health care expenditurein Australia, 1970-2000

1970 1975 1980 1985 1990 1995 2000
Value in current prices (AUD million) 1992 5719 10224 18586 31270 41783 53657
Value in constant prices 1990 (AUD million) 9947 15119 16822 20638 31270 38432 NA
Annual growth per person, constant prices, % NA NA NA 43 0.7 38 19
Share of GDP (%) 438 7.2 7.0 74 7.9 8.2 85
Value in current prices, per capita (USD PPP) 207 438 663 998 1320 1778 2085
Public share of total health care expenditure (%) 56.7 72.8 62.9 717 67.7 67.7 71.2

Source: Audrdian Inditute of Hedlth and Wdfare 2000; 2001a
NA= not available

In 1997, inpatient care accounted for 43% of total expenditure, ambulatory care nearly 23%,
and pharmaceuticals 11.3%. Public health (disease prevention and population health
promotion) received less than 2% of the total health budget, and investment in the health
sector was 6.5%.
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Table 1.3 Government and non-gover nment expenditure as a percentage of total expenditure on health
services 1985/1986 to 1999/2000 (current prices)

1985/1986 1990/1991 1995/1996 1999/2000

Government 719 67.7 68.1 71.2
Commonwealth 46.0 42.2 45.6 48.0
State and local 25.9 255 225 23.2
Non-government 28.1 323 31.0 28.8

Source: Audrdian Inditute of Hedlth and Wefare 2000; 2001a
6 HOWw DO PATIENTS ACCESS SERVICES?

6.1 Access

Access, equity and quality issues are monitored by an array of government and private groups
using a range of drategies. In relation to consumer rights, Audtraia has active and voca
consumer groups, such asthe Audralian Consumers Association and the Consumers Hedlth
Forum, and a variety of advocate groups for particular health issues or conditions. The States
have been required since 1993, under the Hedlthcare Agreements, to develop Public Petients
Hospitd Charters. All States also have grievance procedures in place that cover the whole
health system, either through State ombudsmen or though Health Services Commissioners.
Private hospital patients can complain to the Private Health Insurance Ombudsman, a
gatutory body funded by the Commonwealth through a levy on private insurance funds.
Patients also can complain to the gautory registration boards for health professionals in each
Sae.

Freedom of Information legidation gives patients access to their medical records if they so
request. There is no single medical record athough the possbility of a centra eectronic
record is being discussed, and there is great variability across hedth professionals/
organisations on the scope and integration of medical records.

Patients can be treated in another country if there is a reciproca agreement or if they have
taken out private health insurance that covers such treatment.

6.2 Ambulatory care

Generd practitioners provide the bulk of primary medical care, are mostly self-employed and
run their practices as small businesses. Some genera practitioners aso enter into contractual
arrangements with companies, for example, to provide health checks for employees; and in a
relatively new trend, increasing numbers of GPs now work for private hedth care chains.
Group practices are the norm with solo practitioners now accounting for only 14.5% of total
practices. Mog generd practitioners are sdf-employed but a small number of them are
salaried employees of Commonwealth, State or loca governments. Specialists can work in
both private practice and in public and private hospitals.

The patient has a choice of generd practitioner with no redrictions and may consult more
than one generd practitioner since there is no requirement to enrol with a practice. Petients
usualy see a GP that day in an emergency or by appointments within a few days except in
poorly served areas

Austrdia had 2.4 physicians per 1000 population in 1998 a lower retio than in many OECD
countries, while GPs numbered 1.1 per 1000 population compared to 0.6 in the UK. Generd
practice, therefore, is the main form of medical practice, accounting for 43% of al employed
medical practitioners, with the growth of medical speciaisation slowing over the last two
decades.
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In 1998, Audraliahad 9.5 nurses per 1000 population. Nurse consultations are not reimbursed
through Medicare, athough nurse practitioners potentially could undertake more primary care
since they now work more independently and their roles and functions are expanding; for
example, they prescribe alimited range of drugs and order medical teds.

Primary health care is provided also by home nursing services and by nurses in public sector
mother and baby health clinics. Allied health professionals, such as physiotherapists and
dieticians, aso offer primary health care but mos are in private employment, with
conaultations covered through private insurance schemes but not Medicare. State-run services
provide dental care for school children and for people on low incomes, but otherwise, dental
care is financed and delivered mostly privately. Pharmecists provide a significant but
unmeasured amount of health advice. Complementary and aternative medicines are widely
used by the public: a recent South Augtralian survey reported that over 20% of respondents
had consulted an dternative health practitioner.

Conaultations with doctors (clinic visits) numbered 6.3 consultations per year head of
population in 1999 (arate that was fairly steady throughout the previous decade) and sSmilar
to other industrialised countries (OECD 2001), but the Audtralian consultation rate is much
lower in rura than in urban areas. There are no reliable time series statigtics on outpatient
conaultations in hospitals (free to public patients) given differences between the States and
across yearsin reporting categories.

Although the qudity of services and facilities in Audtrdia is regarded as relatively good much
more atention now is being paid to quality and outcome issues and to better integrated care
across the health care system. For example, since 1997, the Commonweslth has funded a
series of Coordinated Care trials, the current series running until 2003, to test the cog-
effectiveness of various grategies to improve the delivery of health services to people with
multiple and/or chronic health needs.

6.3 Secondary care

Patients have a choice of secondary care provider providing that the GP is willing to make a
referral, and Medicare insurance rebates for specialist consultations are only available with a
referra from a GP, who thus act as gatekeepersto the rest of the hedlth care system.

Inpatient care is provided by public hospitals (70% of the stock of acute care beds) and aso
private hospitals. Petients with private health insurance may chose to be admitted to either a
public or private hospital (usualy more quickly than a public patient) and may also chose
their specialist.

Waiting times for eective surgery in public hospitals remains a political issue. The National
Waiting Times Data Collection has helped to sandardise access criteria according to clinical
urgency in relation to waiting times. a category 1 patient should be admitted within 30 days,
category 2 within 90 days, and category 3 within 12 months. Of patientsin the clinically most
urgent group, 11% reported a wait for eective surgery of more than 30 days in 1997-98
compared to 20% in 1998-99.

Average waiting time for non-emergency surgery was reported as 1.6 months in Australia,
similar to New Zedland and Canada but shorter than in the United Kingdom (with 2.2
months), in a survey by The Commonwealth Fund (1998). The waiting time for public
hospitals in Augtrdia has lengthened because hospital budgets are squeezed even though the
number of patients using private acute care hospitals has increased throughout the 1990s. The
Staes complain that the Commonwealth should increase funds in response to the rising
demand for hospital treatment; the Commonwealth responds that the States should increase
their share of hospita funding.
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Austrdia had 4.0 acute hospital beds per 1000 population in 1997, just below the European
Union average, the ratio having fallen markedly since the 1970s (Table 1.4). Hospital patient
throughput has increased dramatically with rising admissions, shorter gays, and higher
occupancy rates. Overall admissions for acute care per 100 persons rose sharply in the 1990s
if same-day admissions are included in the count. The average length of stay (ALOS) in acute
care hospitals (excluding same-day admissions) has falen over the last few decades to 6.3
days in 1997, reflecting more active patient management, less invasive surgical techniques
and greater cog pressures. A different estimate gives 4.2 days in acute care hospitals in 1997
including same-day cases, since their inclusion substantially reduces the average say. Bed
occupancy rates have risen during the 1990s to 78% with new trestments and cog-
effectiveness pressures resulting in greater throughput. A large and increasing proportion of
patients are treated on a same-day basis: 46% in 1997-98. Some may represent new patients
who otherwise would not enter hospital (as suggested by rising admissions) rather than
patients diverted from longer inpatient says. The configuration of hospitals is changing in
response to new treatment methods with separate centres, particularly in the private sector,
being built for same-day treatment such as day surgery and renal dialysis. Thus the hospital
sector in Audtralia has undergone dramatic changes over a least the last decade in its
configuration, funding and management of patients.

Tablel.4 Inpatient utilisation and performancein Audralia, 1970-1997

1970 1975 1980 1985  1991* 1995 1997

All hospital beds per 1000 population 11.7 11.9 12.3 10.9 NA 8.7 8.3
Acute hospital beds per 1000 population 6.0 6.1 6.4 53 NA 42 4.0
Acute admissions per 100 population 174 18.0 19.8 17.9 NA 16.2 15.9
Acute admissions per 100 population 17.7 19.5 20.6 21.2 23.7 28.5 29.9
(incl. same-day)

ALOS acute beds in days (excl. same-day) 8.9 84 7.8 74 NA 6.5 6.3
ALOS acute beds in days (incl. same- day) NA NA NA NA 48 43 42
Acute bed occupancy rate (%) 76 74 68 69 73.8 77 77.9

Source (Audralian Inditute of Hedlth and Welfare 1998; Australian Bureau of Statistics 2000; OECD 2000)
Note: * 1990 figuresunavailable
NA= not available ALOS = averagelength of stay

6.4 Diagnostic services

Diagnostic and laboratory tess are requested by a GP or specialist and provided mainly by
private providers. These are subsidised by Medicare rebates (with cost and volume
agreements between the industry and the Commonwealth government), which act as a break
upon the fees charged. The diagnogtic services industry has expanded considerably during the
1990s

Austrdia has a two-gage system for the assessment of new medical technologies, as well as
pharmaceuticals, with separate gpprovals for use and for public subsidy. Firdt, the Therapeutic
Goods Adminigtration (in the Commonwealth Department of Health) examines the safety and
efficacy of diagnostic and trestment devices and pharmaceuticals, prior to approval being
given for their use. Second, the Medical Services Advisory Committee consders the cog-
effectiveness of medical interventions, and recommends whether the procedure will be
covered by medical insurance on the Medicare Benefits Schedule. State health departments
and individual hospitals decide whether to purchase new technology. ‘Big ticket’ items
inexorably become standard issue in acute care hospitals and specialist community clinics,
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such as magnetic resonance imaging units and computed tomography scanners. There is a
large supply of technology; for example, in 1998 there were 4.5 MRI units per million
population compared to 2.6 in the UK.

6.5 Pharmaceutical care

Virtually all pharmacies (except in public hospitals) are in the private sector. There
are no regulations regarding their location but their drug dispensing activities are
controlled. The Commonwealth has controlled the supply and costs of drugs through
the Pharmaceutical Benefits Scheme (PBS) since 1948, and as the sole purchaser of
goods that are listed on the PBS schedule (a monopsony purchaser), thus is in a strong
negotiating position with the pharmaceutical industry. Price controls over the
dispensing of pharmaceuticals have been instituted under an agreement with the
Pharmacy Guild. A pharmacist must be an approved supplier if consumers are to
obtain drug subsidies under the Commonwealth Pharmaceutical Benefits Scheme. A
dispensing pharmacist must be a member of the Pharmacy Guild in the relevant State.

6.6 Rehabilitation/intermediate care

State governments administer rehabilitation services, through a mix of public and
private providers, mainly in day hospitals or as domiciliary services (for example,
South Australia has an extensive scheme whereby allied health professionals visit
people at home). Short-term intermediate care also is provided in nursing homes. The
Commonwealth runs an extensive Rehabilitation Service intended to return people to
the workforce but now mainly contracts out for rehabilitation services from the public
or private sector.

6.7 Social care

Social care is funded by all levels of government and delivered by a mixed economy
of government, voluntary sector and private for-profit providers. The Commonwealth
has become increasingly involved in formulating social policies and funding social
programmes, but the States traditionally are responsible for social welfare. Many
services are delivered by voluntary sector agencies, while much social care relies upon
the family. The boundary between health and social care depends upon the area and
fluctuates over time; activities across the interface thus are subject to continuing
negotiations.

Aged care, for example, is strongly influenced by Commonwealth policies (the main
source of funding), and since 1986 residential aged care has been guided by regional
planning ratios, the intention being to reduce excessive institutionalisation and support
older people where possible in their own homes. A cap was set on residential care
places so that the supply was constrained as the older population increased. Australia
has 13 per cent of its population aged 65 years and over compared to 16 per cent in
the United Kingdom. However, between 1995 and 2020 (using medium variant
projections), the 80 plus age group is projected to grow by 34 per cent in the United
Kingdom and by 71 per cent in Australia. By 1997, Australia had 147 total beds
(nursing home and hostel) per 1000 population aged 75 plus, compared to 134 beds
per 1000 population aged 75 plus in the United Kingdom in 1996. Disability services
are funded under Commonwealth and State agreements; State level responsibility has
shifted back and forth between health and welfare portfolios, while the delivery
involves both public and private sectors.
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7 THE PATIENT JOURNEY

A pdient needing, for example, a hip replacement operation firs visits her GP private
practice, where she is likely to be a long-ganding patient. The patient pays for the GP
conaultation and claims the rebate, or no payment is required if the doctor bulk-bills
Medicare, but probably the patient has a Pensioner Medical Card and so pays no extra. If the
patient (or her husband) was a member of the defence forces (in World War 11), she may be
fast-tracked by Veterans Affairs (who now mainly purchase mainstream services rather than
run aparalel health care system) and any excess fees are covered. The GP refersthe petient to
agpecialist, who books her into ahospita where the specialist has operating rights (and works
as a public and/or private orthopaedic surgeon). The same fee arrangement as for the GP
applies to consultations with the specialist. As a public patient one may expect to wait a
month or more for an eective operation. All care in a public hospital is covered. If the patient
elects to be referred as a private patient (either to a public or a private hospital) in order to
receive faster access (and because she has private health insurance) the amount of rebate
depends upon the level of private cover. For private patients in public or private hospitals,
Medicare will meet 75% of the schedule fee for medical services, with pat or dl of the
balance claimed from private hedlth insurers and the cog of private hospital accommodation.
The Digtrict Nursing Service provides post-hospita care by (either a voluntary or a State-run
organisation depending upon the Sate) for an income-tesed fee. Home help or meals and
wheels may also be available from government or voluntary organisations for a short period.

8 WHAT ARE THE MAJOR CHALLENGES FACING THE HEALTH CARE SYSTEM?

Severd topics currently receive considerable play in the media: the perennial issue of hospital
waiting lists for elective surgery; shortages of trained nurses in hospitals with nurses on grike
in some States for better pay and working conditions; the huge cogsto the Commonweslth of
tax rebates to encourage people to take out private hedth insurance; the occasional cases of
alleged medical malpractice/incompetence before the courts; and the frustrations of the *buck
passing’ involved in a federa sysem of government illustraed by the annual
Commonwealth/State arguments over revenue sharing and block grants for hedlth at the State
Premiers conference.

The supply and quality of secondary care services in Audralia is relatively good, but
consumer dissatisfaction with some aspects of health care, such as consumer cods and
hospital waiting lists, has risen over the last decade. The survey of public opinion in five
nations in 1998 undertaken by The Commonwealth Fund showed that Audralians gave a
higher rating to the quality of care (than did respondents in Britain, Canada, New Zedland and
the United Staes), but that public dissatisfaction with the hedth care sysem overdl in
Austraia had risen compared to earlier surveys. In 1998 in Australia, 24% of above-average
income earners and 36% of below-average income earners believed that the hedlth system
needed to be redesigned (compared to lessthan 16% in Britain).

The maor chalenges facing the hedth care sysem are as follows. Improving cogt-
effectiveness is an ongoing concern given that per capita health expenditure (in red terms) in
Austrdia has increased on average by 2.7% each year between 1985 and 1997, with a raft of
cog-containment mechanisms in place, including exhortations to apply ‘new public
management’ methods. Improving quality and health outcomes now receives more atention
with better information systems being set up and requirements to measure and achieve better
health outcomes. Improving access and equity has bipartisan agreement, paticularly in
relation to Medicare: huge disparities in health status continue, however, between Indigenous
and other Augraians, and various programmes have been set up recently to improve access
and equity in rural areas.
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1 INTRODUCTION

The Danish hedth care system is predominantly financed through loca (county and
municipal) taxation with integrated funding and provision of health care a the local (county)
level. Mogt primary care is provided by privately practising GPs, who are paid on a combined
capitation and fee-for-service basis, but the number and location of GPs is controlled by the
counties and GPs fees and working conditions are negotiated centrally. Hospital care is
mainly provided by hospitals owned and run by the counties (or the Copenhagen Hospita
Corporation in the Copenhagen areq). Private hospital providers are limited, accounting for
less than one per cent of hospital beds.

2 WHO BENEFITS AND WHAT ARE THE BENEFITS?

21 Coverage

Access to GPs and hospita care is free a the point of use for al Danish resdents. It is not
possible for Danish residents to opt out of the datutory health care sysem. Individuals
choosing the Group 2 option (see Section 6.2) must pay part of the cog of visits to GPs and
speciaigs.

Additional voluntary hedlth insurance (VHI) has developed rapidly in the pagt five or sx
years due to the perceived shortcomings of the satutory hedlth care system (expected waiting
times etc). VHI is now included in many job contracts and sometimes in centrally negotiated
work agreements in particular sectors or firms. VHI policies mostly cover people of working
age. Since diseases are less prevaent in this group and al acute illnesses are treated
immediately in the public sector, these policies have so far been put to limited use. A major
barrier to usage is the limited capacity of the private sector. While alternaives are available or
being developed in northern Germany or Sweden, the experience to date suggeststhat patients
are reluctant to travel abroad for treatment. Overdl, the market for VHI appearsto be driven
by a degree of ‘hype about the poor quaity of the datutory health care system. As
individuals and employers become more aware of the limitations of VHI, and the government
increases public spending on hedlth care, it is possible that the demand for VHI will stagnate
or fall.

Precise levels of VHI coverage are not known asthere is no central source of data, voluntary
health insurers are reluctant to revea aggregate figures and there are no detailed studies of the
characterigtics of those covered by VHI. However, esimates suggest that about 28% of the
population have some sort of VHI coverage. Approximately a quarter of the population
purchase VHI from ‘Danmark’, a mutua association. 17.5% of the population have purely
complementary cover from Danmark, while 7.7% have combined complementary and
supplementary cover from Danmark. A further 2-3% of the population purchase purely
supplementary cover from commercial insurance companies.

2.2 Bendfits

There is no postive lisgt of the benefits provided by the satutory health care sysem in
Denmark. Certain types of trestment must be considered to be useful or necessary by a doctor
in order to qudify for public funding. For example, cosmetic surgery will only be performed
free of charge if a doctor finds it to be necessary on psychological grounds. These decisions
are taken by individual doctors on a case by case basis. Infertility treatment is unusualy
carefully regulated, with fixed redrictions for some procedures such as asssted or in vitro
fertilisation.
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The datutory health care system does not pay for treatment tha is conddered to be
‘aternative’ (for example, zone therapy, kinesiology, homeopathy and spa treatment) and
gpectacles (unless patients have very poor sight). The cogs of physiotherapy, dental care and
pharmaceuticals prescribed in a primary care setting are only partially covered by the
gatutory health care syssem. Statutory reimbursement of pharmaceuticals is based on a
positive list of drugs drawn up by the National Medicines Agency.

3  WHOPAYS AND HOW MUCH?

3.1 Taxation

In 1999 82.2% of tota expenditure on hedth care in Denmark was financed by a combination
of gate, county and municipal taxes.

Loca (county and municipal) taxes are levied proportionately on persond income and
property. Every year the centra government and the county and municipal councils agree
maximum rates of local taxation. In 2002 the average county and municipal tax rate is 32.6%.
In 1999 the average rate of county personal income tax was 11.5%. Hedlth care accounts for
about 70% of county expenditure.

State taxes used to finance health care include persona income tax, value-added tax (asingle
rate of 25%), energy and excise duties, a labour market contribution (8% on al persond
income) and corporate income tax. Personal income tax accounts for amogt half of the gate's
total tax revenue and is payable on wages and amost al other forms of income, including
profits from personally owned business. It is levied on a progressive basis, with a basic rate of
5.5%, amedium rate of 11.5% and atop rate of 20.5% levied on earned and capital income.

Income tax (whether collected a sae, county or municipa level) is only levied on 59% of
income. This ceiling significantly reducesthe progressivity of incometax in Denmark.

3.2 Social health insurance contributions
There are no social health insurance contributions by employers in Denmark.

3.3 Voluntary health insurance premiums

The premiums of VHI policies sold by the dominant mutual association (Danmark) are
usudly group-rated and vary according to the level of coverage chosen. Commercial
premiums are s& on the basis of age and employment gaus. The maximum age limit for
coverage is 60 and pre-existing conditions are excluded from coverage. Thereis no regulation
of premiums and no tax relief for policies purchased by individuals. Employers purchasing
policies on behalf of employees may deduct the cost of these premiums from tax. Almost al
policies sold by Danmark are purchased by individuals, while over 80% of commercia
policies are purchased by employers. Tax relief (for employers) for employer-paid policies is
likely to fuel demand for VHI in future. There are no cross-subsidies to the gatutory health
care system.

34 User charges

There are no user charges for non-clinical services in Denmark. User charges in the form of
co-payments (a percentage of the total cost) are applied to physiotherapy, denta care and
gpectacles. The size of dental co-payments varies according to the procedure undertaken, but
they are generdly large and have therefore caused some controversy, as many claim they are
inequitable. User charges for GP visits and hospital says have been discussed as a means of
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reducing unnecessary utilisation, but have aways been rejected for fear of reducing the
utilisation of people on low incomes (who may need health care the most).

Drugs prescribed in a primary care setting (thet is, outsde hospitals) are subject to varying
levels of co-payment a the following rates, on the basis of an individual’s drug expenditure
during a defined period:

*  below DKK 500 — patients pay 100%

» DKK 501to DKK 1200~ patients pay 50%

» DKK 1200to DKK 2800 — patients pay 25%

= above DKK 2800 — patients pay 15%

Chronically ill patients with a permanent and high utilisation of drugs can apply for full
exemption from co-payments once their expenditure on drugs has reached an annual ceiling
of DKK 3600. Specia rules for pensioners have been abolished, athough pensioners who
find it difficult to pay for pharmaceuticals can apply to their municipality for financial
assistance. Patients with very low incomes can receive partial exemption from drug co-
payments on a case by case basis.

Patientsin Group 2 (see Section 6.2) must pay for visitsto GPs and specialists.

Out-of-pocket payments are not exempt from tax. Many individuals purchase VHI to cover
the cogt of co-payments.

4  \WHO COLLECTS THE MONEY AND WHERE DOES IT GO?

4.1 Organisation of funding

Taxes used to fund health are collected nationaly (state taxes) and locally (county and
municipal taxes). Loca taxes are supplemented by state subsidies that are calculated annually
according to the size of local tax revenues. In addition, resources are transferred between
counties and municipalities on the basis of a formula that takes into account the following
factors: age digtribution, the number of children in single parent families, the number of
people living in rented accommodation, the rate of unemployment, the number of uneducated
people, the number of immigrants from non-EU countries, the number of people living in
socially-deprived areas and the proportion of elderly people living alone.

There are no hypothecated or earmarked taxes in Denmark, but some national taxes are partly
motivated by a concern for health, such as excise duty on motor vehicles, energy, spirits and
tobacco products. In the 1990s the central government introduced a green excise duty that is
levied on the consumption of polluting or scarce goods such as water, oil, petrol and
electricity.

The mog dgnificant resource alocation mechanism in Denmark is the national budget
negotiation that takes place once a year between the Ministry of Hedlth, the Ministry of
Finance and the county and municipal councils and agreesthe following alocations:

» therecommended maximum level for county and municipal taxes

» thelevel of gae subsdies to the counties and municipalities, in the form of block grants
that depend on the size of local tax revenues and needs (Table 2.1)

= thelevel of redigtribution between counties and municipalities in order to compensate for
variationsin loca tax revenues

» thedzeof extreordinary grants earmarked for specific areas needing additional resources
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Although the counties and municipalities are responsble for providing mos hedlth care in
Denmark, they must do so within the targets for hedlth care expenditure agreed a this annual
negotiation. Although these targets are not legally binding, in practice there are few examples
of dgnificant tax increases beyond the agreed level and the central government can, in
principle, sanction county and municipality behaviour by withholding the block and
extraordinary grants.

VHI is mainly provided by the mutual association ‘Danmark’ and a small number of for-
profit commercial insurers.

Table2.1 Main sour ces of funding for all county and municipal expenditure in Denmark, in billion DKK
and asa per centage of total, 2001

County Municipality

DKK billions % DKK billions %
Local taxes 68.6 71.3% 127.2 56.6%
Income from services and rent etc 16.1 16.8% 49.1 21.8%
Interest, loans etc 0.2 0.3% 24 1.1%
State reimbursement 0.6 0.6% 25.9 11.5%
State subsidies and redistribution  between 10.7 11.1% 20.1 8.9%
counties/municipalities

Source: Minigtry of Interior Affairsand Health (http:/www.im.dk/publikationer/lkommunal_udligning/kap02.htm#2.1)

4.2 Organisation of purchasng/contracting

Primary hedlth care in Denmark is purchased and provided by counties and municipalities.
Counties own pre-natd centres and purchase services from licensed GPs, specialists,
physiothergpists and dentists. Municipalities own most nursing homes and provide services
such as home nurses, health visitors, municipal dental care and school hedth services.
Funding for municipal services is alocated through global budgets and services are provided
by salaried professionals.

GPs remuneration is a mixture of capitation (on average athird of their remuneration) and
fees for service (per consultation, examination, operation ec), including special fees for out of
hours consultations, telephone consultations and home visits. These fees are based on a
schedule agreed by their professional organisation and the National Hedlth Security System
(NHSS).! This combined payment system is expected to create incentives for gregter GP
activity in specific areas. For example, afeeintroduced in 1995 for preventive consultations is
supposed to encourage GPs to offer longer consultations focusing on broader hedth and
preventive activities such as education regarding smoking or dietary habits, weight control
etc. Previoudly this type of activity was not paid for by the NHSS. About 23% of doctors
work as GPs

Physiotherapists, dentists and pharmacists are funded by the NHSS on a fee-for-service basis.

County-licensed specialists practising privately (that is, on a non-sdaried basis) are paid afee
for service. The fees charged to patients in Group 1 are negotiated with the Association of
County Councils, but specialists are free to charge patients in Group 2 any fee they like. Mogt
county-licensed privately practising specialists provide NHSS services on a full-time basis
and therefore derive mogt of their income from the NHSS. Some specialists provide part-time

! The use of theterm ‘nationd’ may be dightly mideading asthe NHSSisnot anationa system in the sense that
it is centrdly adminigtered, but only in the sense tha negotiations are centrdised. In practice, hedth care is
provided by the counties according to the rules negotiated by the Association of County Councils
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NHSS services and are dso employed on a full-time basis by a county hospital. A small
number of specialists working in county hospitals on a full-time basis are adlowed to provide
three hours of fee-for-service care per week a the hospital (paid for by the NHSS).
Previoudly, this type of contract was much more common, but the counties have tried to
regrict it in order to contain cogts and maximise hospital-based specialist services. There are
no regrictions on how much private work specialistss employed by county hospitas are
permitted to undertake in their spare time, probably because only a very small number of
specialists choose to engage in such activity. A handful of speciaists work without a county
licence on afully private basis. Hospita staff (including doctors) are paid asdary.

Counties own and run most hospitals in Denmark (with the exception of hospitas in the
Copenhagen area and for-profit hospitals). Hospita resources are alocated through
prospective global budgets based on pagt performance and modified at the margin to account
for new activities, changes in tasks and areas of specific need. Global budgets are st by
counties in negotiation with hospital administrators.

Since 1993 some counties have introduced contracts for hospitals, which supplement the
global budget and are intended to raise awareness of cods and increase activity (rather than
introducing competition between hospitals) by setting targets for activity, service and quality.
These contracts are not legally binding and do not include specific sanctions if targets are not
reached, but persistent failure to fulfil a contract may be sanctioned by salary cuts or changes
in managers employment conditions.

In 1999 it was decided to introduce full diagnogtic-related group (DRG) payments for patients
treated a hospitals outside their own county (under the ‘free choice’ scheme introduced in
1993 - see Section 6.3), a change that is expected to increase incentives to treat patients from
other counties. This change may also lead to greaster competition between hospitas
(depending on who is permitted to keep the extra revenue generated — the county, the hospital
or the hospital department providing the treatment), since in many cases DRG rates are higher
than the deliberately low ratesthat were initially applied to the free choice scheme.

The Copenhagen Hospital Corporation was set up in 1994 to take over the gate hospital in
Copenhagen and manage hospital services in Copenhagen and Frederiksberg. It is run by a
board of directors whose members are local politicians and centra government appointees.
The aims of this reform were to enlarge the hospital sector in the greater Copenhagen area, to
raionalise the services, and to create a higher degree of autonomy for managers in the
hospital sector.

5 HoOw MUCH IS SPENT AND ON WHAT?

5.1 Expenditure

In 1999 total expenditure on hedth care in Denmark accounted for 8.4% of GDP and USD
PPP 2275 per capita. Public expenditure on health care accounted for 6.9% of GDP and
private expenditure accounted for 1.5% of GDP (Table 2.2). Table 2.3 shows a breakdown of
health care expenditure by type of service.
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Table 2.2 Main sour ces of health care funding in Denmark, as per centage of total and per centage of GDP,

1999

% of total expenditure on health % of GDP
Public 82.2% 6.9%
Private 17.8% 1.5%
Out-of-pocket 16.2% 1.4%
VHI 1.4% 0.1%

Source: OECD Hedlth Database 2001
Table 2.3 Health care expenditure by type of service in Denmark, current prices in million DKK, 1980-

1999
1980 1985 1990 1995 1999
Public expenditure 23137 34084 43212 52744 64 530
Hospitals 17616 26 009 32072 38576 47072
Individual health services* 5192 7576 10390 13131 16 148
Administration® 173 280 577 771 982
Other 155 218 173 266 328
Private expenditure 4299 7915 12 114 14 477 18 247
Pharmaceuticals (including vitamins) 1065 1975 3451 3864 4831
Spectacles, hearing aids etc 751 1263 1894 2140 2495
Doctors and dentists 1226 2449 4358 5087 6082
Hospitals 565 1039 704 985 1389
Nursing homes 396 762 810 1425 1895
Voluntary health insurance 296 427 897 976 1555
Total expenditure on health care (national 27 436 41999 55 326 67 221 82777
definition)

Care of the elderly® 7733 13045 14298 15844 18671
Total expenditure on health care (OECD definition) 35169 55043 69 624 83065 101 448

Source: Data provided by the Minigry of Hedlth
Theseindude services financed by the NHSS and some dements of home nursing.

2Administration comprises county and municipal administrative bodies responsible for hedlth care, as well as the Ministry of Health and the
National Board of Health; hospital adminigrationisincluded in hospital budgets

3In Denmark, contrary to most other countries, nursing homes for sick or disabled dderly people and other disabled people are part of the sodidl
wedfare sysem rather than the hedlth care sector, which meansthet officid satitics regarding the number of bedsin health care inditutions and
hedth care cods have not been directly comparable to those of other countries However, more recent OECD datidtics account for this
discrepancy.

6 HOw DO PATIENTS ACCESS SERVICES?

6.1 Access

Waiting time guarantees do not form part of the legidation on patient rights (which provides
genera statements regarding the counties obligation to provide free hedlth care and
satements regarding patient access to information etc). However, in addition to severd
county-based initiatives and guarantees, two separate national waiting time guarantees have
been introduced/will be introduced shortly:

» awaiting time guarantee for critical illnesses (life-threstening conditions) was introduced
by the previous government in 2000. It covers al conditions/diagnosesthat are considered
to be ‘critical’ by the national health authorities (most cancers, heart conditions €c),
guaranteeing a maximum waiting time of two weeks for investigation plus two weeks for
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treatment plus two weeks for follow-up treatment. If counties are unable to provide
treatment within the maximum time allowed, they must find dternative options in other
counties or through the private sector. By 2001 counties had not had to resort to using
these dternative options as they have generally managed to provide trestment within the
given timeframe.

= ageneral waiting time guarantee of two months for dl types of non-acute trestment, with
effect from July 2002. If counties are unable to provide treatment within two months,
patients will have a right to seek trestment a private facilities or abroad a the counties

expense.

6.2 Ambulatory care

Ambulatory care is provided by GPs, specidigts, dentists and physiotherapists. About a third
of GPsoperate as0lo practice. The current trend is towards a decrease in solo practices. GPs
services are available 24 hours a day. Many hospitals provide open emergency services,
although some counties have restricted access to these services to cases referred by GPs or
brought in by special emergency services.

Since 1973 Danish residents over the age of 16 have been able to choose from two GP
options known as Group 1 and Group 2.

Individuals in Group 1 (and their children):

» regiger with a GP practising within 10 km of their home (5 km in the Copenhagen areq),
which gives them free access to general preventive, diagnostic and curative services

= can only gain free access to specialist and hospital treatment if they are referred by their
GP (athough anyone can consult an ear, nose and throat specialist or an ophthalmologist
without referrd)

= seeking specialist care without their GP sreferral must pay part of the specialist’s fee
= areentitled to change GP every six months.
Individuals in Group 2:

»  arefreeto visit any GP and any specialist without a GP sreferral, but must pay part of the
cog of all services except hospita treatment

= comprise only 1.7% of the population, partly due to the extra cogs involved and partly
dueto genera satisfaction with the referral system.

About 23% of doctors in Denmark work as GPs and about 4% are full-time specialists
practising privately. About 60% of doctors work as salaried employees in hospitals, of whom
about 7% practise privately on a part-time basis. A further 10% of doctors are involved in
non-clinical work such as administretion, teaching and research.

The majority of county-licensed privately practising specialists that provide NHSS services
on a full-time basis are locaed in Copenhagen and other urban centres. Mog of them
specialise in dermatology, ear, nose and throa diseases and eye diseases.

Because Denmark trains many doctors and the counties control the number of GP licences
(for NHSS reimbursement) issued in a particular area, GPs are distributed evenly across the
country, with very little variation between counties in the number of inhabitants per GP. In
1998 there were between 1507 and 1610 inhabitants per GP, with the exception of the small
island county of Bornholm, which had only 1317 inhabitants per GP. The Danish hedlth care
system has succeeded in achieving short distances to GPs and reasonable equity in access to
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GP services. However, the number of GP contacts per person (Sx per year) is ill closeto the
European average, in spite of increases in recent years and free and relatively easy access.

Every year there are about 800 hospital outpatient consultations per 1000 population.

The Danish Ministry of Finance publishes current analyses of citizens views of the public
sector, including satisfaction with health care. According to the latest analysis (2000), Danish
citizens are in general most satisfied with genera practitioners (4.2 on a scae from 1 = very
dissatisfied to 5 = very satisfied). Citizens express dightly less satisfaction with emergency
medical services (3.5).

In 2000 the Danish Ministry of Hedlth, together with the Association of County Councils in
Denmark, carried out the first national survey of patients views of Danish hospitals. Results
from this survey show that 89% of patients are satisfied with their stay in hospital, 92% are
satisfied with doctors and 94% are sdtisfied with nurses.

This is in accordance with the 1998 Eurobarometer survey prepared by the European
Commission in collaboration with the London School of Economics and Political Science,
which showed that 90% of Danes were satisfied with their hedlth care services, more than
resdents in any other EU member dstate. The 1999 Eurobarometer survey prepared by
Euroga showed that 76% of Danes were satisfied with their health care services, placing
Denmark fourth among EU member Sates

6.3 Secondary care

Access to specialigts varies condderably between speciaigts. Patients with acute conditions
do not have to wait for a specialist appointment. Other patients may have to wait between one
and two weeks.

Prior to 1993 patients were regtricted to the use of hospitals in the county in which they lived.
Since then patients have been free to chooseto be treated a any hospitd (at the same level of
specialisation). So far only a limited number of patients have taken advantage of this reform
(2.1% of al non-acute admissions), athough the number is increasing dightly. To date, the
reform’s strongest impact has been in the areaof planned surgery. The reform has reduced the
planning and prioritisation capacity of individual counties, since courties are obliged to pay
for the trestment of their residents a hospitals in other counties.

In 1999 there were 3.7 acute beds per 1000 population and 203 admissions” per 1000
population. The average length of stay was 5.6 days and the occupancy rate was 84%.

There are about 10 nurses per 1000 population (although not al these nurses work full-time).
See Section 6.2 for information on patient satisfaction with secondary care.

6.4 Diagnogtic services
Public hospitals provide most diagnogtic services. Some are provided by private clinics.

2 In Denmark an admisson is defined as the occupation of a bed in ahospital ward, which meansthat transferring
a patient from one department to ancther counts as a new admisson. A patient may therefore undergo several
‘admissions in the course of a year, leading to amuch higher number of admissions than admitted persons. The
difference between these two figures is increasing. In 1980 there were 43% more admissons than admitted
personsin soméatic wards, by 1996 there were 59% more admissions than admitted persons. Hedlthy new-born
babies are dso counted as separate admissons. Length of gay includes the day of admisson but nat the day on
which the patient leaves hospitd.
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6.5 Pharmaceutical care

Pharmaceutical products are distributed by privately-owned pharmacies in the primary care
sector and by hospital pharmeacies in the secondary care sector (with each county running
several hospital pharmacies). Private pharmacies are subject to drict regulation and ther
number and geographical location is decided by the Ministry of Health. Since October 2001,
other outlets have been authorised to sdll non-prescription drugs. Hospitals purchase
approximately 90% of their drugs from hospital pharmecies.

6.6 Rehabilitation/intermediate care

Rehabilitation is mainly provided by public hospitals. A few private clinics provide
physiotherapy etc.

6.7 Social care

Mog social care is provided by municipalities, including: social welfare allowances (sickness
allowances and disability pensions), care of elderly people, disabled people and people with
chronic diseases (including mentd disorders) outside hospitals, and community menta health
centres (in some areas). Municipalities are adso responsible for providing housing for the
mentally disabled and homeless people. Increasingly, geriatric departments for rehabilitation
of elderly people are being st up in county hospitals. If patients cannot be placed in
municipal care as soon as they are discharged, due to waiting lists, then municipalities are
liable for any extrahospital expenses incurred.

Municipal services are mainly provided by municipal health authorities and sdaried
professionals, athough in an atempt to provide more efficient services, contracting with
private non-profit agencies is becoming more common. Privately-contracted non-profit
sarvices include long-term inpatient care in nursing homes, day care centres and social
services for chronically ill and elderly people. Some additional services, such as catering and
cleaning, have been contracted out to private for-profit firms.

The courties provide some social services for special groups, such as the digtribution of
gpecial technical aids and care for seriousdy mentaly or physically disabled people and the
treatment of drug addicts. Since 1994 Danish legidation requires municipalities and counties
to undertake joint planning for health and social care in order to achieve better co-ordination
between the two levels.

Since 1987 nursing homes have been considered as ordinary housing. The rights and duties of
nursing home inhabitants therefore closaly resemble those of the res of the population.
Following this change in legidation no new nursing homes have been set up. Consequently,
the number of people in nursing homes has fallen from about 50 000 in 1987 to 36 500 in
1996. This has been accompanied by alarge increase in the number of home nurses and home
helps employed by municipalities. Many municipalities provide home care around the clock.

The increasing number of elderly people in Denmark is expected to pose a serious challenge
for municipalities in future. Health and social authorities are attempting to place more and
more emphasis on self care, increased support for people to remain in their homes for as long
as possible, and effective preventive and health-promoting activity. However, it seems likely
that contracting services to private non-profit agencies and patient co-payments will become
increasingly popular tools for reducing costs and raising revenue in the future,

7  THE PATIENT JOURNEY
A woman in need of a hip replacement dueto arthritis would take the following steps:
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during a free visit to the GP with whom she is registered, the GP refers her to a
hospital orthopaedic department

she has free access to any public hospital in Denmark and her GP advises her which
hospital to go to on the basis of information about waiting times (available on the
Ministry of Hedlth’ swebsite), quality, her special needs etc.

if she does not want to wait a al she can chooseto go to aprivate hospital (athough
the number of private beds in Denmark is limited); she must pay for trestment in a

private hospital either directly or through VHI; currently only a handful of patients
would choose this option

her GP prescribes any necessary medication

after referrd the patient may have to wait for three months or more for an outpatient
hospital appointment for examination by a specialist

after this she will have to wait for inpatient admission and surgery

following surgery and primary rehabilitation at the hospital the patient goes home,
where she might need home care (home nurse and/or home assistance); if this is

prescribed by the hospita or her GP it will be provided by the municipality free of
charge

the GP receives a discharge summary from the hospital and is responsible for further
follow-up such asreferral to a physiotherapist (to whom the patient will have to pay a
small co-payment)

afollow-up hospitd visit is likely to take place to check the trestment’ s outcome.

8 WHAT ARE THE MAJOR CHALLENGES FACING THE HEALTH CARE SYSTEM?
Generd challenges and important political issues in the medium to long term include:

Denmark’ s relation to the European Union

immigration and integration of refugees and immigrants

the ageing of the population and pressure on health care expenditure and pensions
limited human resources in the productive age

future organisation of thewelfare sae

Severd of these issues have a direct impact on hedlth care and health policy was a magjor issue
during the recent national parliamentary eection in November 2001 (aong with
immigration).

The new liberal/conservative government has taken severd initiatives in health care:

an election promise to increase national health care expenditure by DKK 1.5 billion in
order to reduce waiting times to fewer than two months for dl treatment areas, the
additional resourceswill be distributed to the counties based on documented increases
in activity rather than through block grants which represents a change in power
relations and county autonomy

a general waiting time guarantee of two months, with effect from July 2002 (see
Section 6.1)

an expert commission to review the organisation of health care will investigate and
evaluate possible aternative organisational models, with a particular focus on rigidity
caused by labour relations, salary structures etc; it will also consider the future of the
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counties and the possbility for new types of public-private collaboration in health
care; afinal report isdue in April 2002.

The new government signals some structural changes, but its rhetoric (and the genera
political consensus) remain committed to welfare sate ideds of a tax-based and universal
health care system. However, we are likely to see ongoing experiments with new
management instruments and new types of public-private mix.

Table 2.4 lisgts the mogt important recent reforms, many of which continue under the new
government.

Table2.4 Summary of key reformsin Denmark, recent years

National initiatives

County or organisation initiatives

Supply side

National Quality Indicators initiative (2000)

Recommendations of restructuring into ‘functional units’
(2000)

Report from the Commission Regarding Specialist
Medical Services (2000)

90/10 activity-based financing (2000; not fully
implemented)

DRG classification (1999)
National IT strategy for health care (1999)

Evaluation and Health Technology Assessment Institute
established (1997)

Recommendations for service and quality targets in
counties

National database on waiting times (1996)
National productivity analysis (1996)

Health plans for the population to be developed through
co-operation between counties and municipalities every
fourth year based on themes decided by the national
authorities (1994)

Contracts or target-based management (soft/negotiated
contracts with specification of activity, service and quality
targets)

Quality assurance programmes
Accreditation (2000)

Activity-based financing in selected areas
Regional agreements and collaboration
Local waiting time initiatives and guarantees

Restructuring delivery on the basis of ‘functional units’
(usually a matrix structure connecting several physical
treatment units in one integrated delivery structure)

Demand
side

National Public Health Programme (1999)
Waiting time guarantees (1993, 1995, 1999)
Extended legislation on patient rights (1998)
Free choice of hospitals (1993)

Ongoing prevention and health promotion initiatives

Practice and patient counsellors (intermediaries between
the hospital system and GPs/patients)

Prevention and health promotion initiatives (many
traditional public health activities are run by the
municipalities)

Source: Vrangbak K. and Christiansen T. Research Paper for the European Health Care Systems Discussion Group Meeting (draft). London:
London School of Economicsand Pdlitical Science. February 2002.
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1 INTRODUCTION

The French health care system is predominantly funded through tax revenues and social
health insurance contributions from employers and employees. Hedlth care is purchased and
paid for by hedlth insurance schemes and the government and provided by private (sdlf-
employed) practitioners and public and private (non-profit and for-profit) hospitals. Mogt
genera practitioners and specialists in the ambulatory sector are paid on a fee-for-service
basis according to agreed fee schedules, while staff working in public hospitals are salaried.
French patients have free choice of doctor and hospital.

2 WHO BENEFITS AND WHAT ARE THE BENEFITS?

21 Coverage

All legal residents of France are covered by public hedth insurance. The population has no
choice to opt out.

Until recently the basis of entitlement was employment gatus. Since the Universal Hedlth
Coverage Act (CMU) came into force in January 2000, the small proportion of the population
without public hedlth insurance® is now ertitled to public coverage on the besis of legal
resdence in France,

Three main health insurance schemes cover 96% of the population (see Section 4.1), with the
National Fund for the Insurance of Employed Workers (CNAMTS) covering about 83% of
the population. The population has no choice of insurer. All residents are autometically
affiliated to a hedth insurance scheme on the basis of their professional status and place of
residence.

In 2000 86% of the population had additional (complementary) voluntary health insurance
(VHI) coverage. Since the introduction of CMU in 2000, which provides free complementary
VHI coverage for low income people, an additional 7.2% have gained VHI coverage
bringing the proportion of the population covered by complementary VHI to over 90%.

The qudity of VHI is highly varigble. For example, in mog contracts the level of
reimbursement for abasic dental prosthesis is 150% of the official rate. A quarter of contracts
reimburse less than 55%, while 10% reimburse more than 285%. People with higher incomes
tend to have better contracts.

There is no dgnificant difference in levels of coverage between men (85.3%) and women
(86.1%), dthough levels of coverage are lower for young people (81% between 20 and 30
yearsold) and elderly people (82%).

22 Bendits

In order to be covered by public health insurance, health services must be produced or
prescribed by a doctor, dentis or midwife and digtributed by health professionals or
ingtitutions registered with the hedth insurance system or figure on one of the following
postive ligs.

!t Somewere covered through socid assstance provided by local communities (0.5%) and a small percentage was
nat insured (lessthan 0.5%).

2 Snce 2001 thereis no variation in the benefits provided by the three main insurance schemes covering 96% of
population
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Table3.1 Leve of complementary VHI coveragein France, asa percentage of total, 2000

VHI CcMU
% of total % of total
Employment status
Employed 89.9 22
Unemployed 60.1 20.3
Retired / widowed 88.7 15
Housewife 80.1 9.1
Other non-employed 66.1 12.8
Students, children 84.6 6.9
Occupation
Farmers 89.3 15
Artisans, retailers 82.0 5.9
Executives and professionals 93.5 0.9
Intermediary professions 94.4 1.0
Office clerks 85.2 8.1
Customer-service clerks 69.2 124
Skilled workers 84.0 5.0
Unskilled workers 71.8 121
Total 85.7 *5.0

Source: Hedlth and Heslth | nsurance Survey (ESPS) 2000.
* Fguresin mid 2000; thisfigure has since about 7%.

= gpproved procedures: the lists are established jointly by the health insurance schemes and
the professions represented in the Permanent Committee on Official Schedules of
Professional Procedures, their proposals have to be approved by the Ministry of Hedlth

» drugs and medical devices. these lists are esablished and updaed by the Economic
Committee for Medical Products (only recently for medical devices); again, proposas
have to be approved by the Ministry of Health

These rules only apply to the fee-for-service sector (that is, ambulatory care in private practice
and care in private hospitals). All diagnogtic and curative procedures carried out in public
hospitals are covered by a global budget (even if they are not reimbursed in private practice,
such as ogeodensitometry). However, public hospitals are not entitled to perform certain
activities such as cosmetic surgery.

Procedures, drugs and medical devices are included in the postive lists on the basis of their
clinical effectiveness. The effectiveness of drugs (and medical devices since 2000) is assessed
by the Commission on Trangparency, which advises the Economic Committee for Medical
Products. Procedures performed by doctors and other professionals are evaluated by the
National Agency for Accreditation and Evaluation of Health Care (ANAES) creeted in 1997.
Recently, an exhaugtive review of 8000 drugs found 835 to have an insufficient level of
effectiveness; these drugs are currently in the process of being removed from the list of
reimbursable drugs. A smilar review is under way for medical procedures.
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3  WHOPAYS AND HOW MUCH?

3.1 Taxation
Earmarked taxes include:

» the ‘genera socia contribution’ (CSG): since 1998 this tax based on total income has
replaced most of the employee component of social health insurance contributions; the
CSG rae is 5.25% (3.95% on pensions, unemployment benefits and sickness benefits);
the CSG financed 6.2% of hedlth care in 1997 and 30.1% in 1998; it now accounts for a
third of the health insurance funds revenue

» taxespaid by pharmaceutical firms (based on sales and promotional expenditure)

= gpecific taxes on tobacco, acohol (and cars until 2001); these taxes are dlocated to the
main health insurance fund (the generd scheme covering 84% of the population) and
accountsfor 3.4% of its revenue

The CSG is proportiona to income, but the lower rate applied to benefits makes it
progressive.
3.2 Social health insurance contributions

Social health insurance contributions are regressive for saf-employed people and farmers, but
proportional for salaried workers (athough they could be considered to be regressive because
they only apply to earned income, which accounts for a larger proportion of total income
among the poor than among therich).

Social health insurance contributions rates are set by parliament through the annual Financing
of Social Security Act.

Non-contributing people are funded from the global pool of social health insurance revenues.

Table 3.2 Social health insur ance contributionsin France

Salaried workers in | Total contribution Employer’s contribution Employee’s contribution
industry and commerce 13.55% of gross earning 12.80% 0.75%

(no ceiling) (no ceiling) (no ceiling)
Self-employed people 6.50% of net earnings up to an annual ceiling of EUR 28 000

5.90% of net earnings between EUR 28 000 and EUR 141 000
the minimum contribution is 6.50% of EUR 11 000

Farmers 8.13% up to an income ceiling of EUR 164 000

Source Offidia rulesfound at http://vosdroitsservice-public.fr/ARBO/17011201-NX SAN115.html

3.3 Voluntary health insurance premiums

There is no genera rule for cdculating premiums. Rates depend on the type of insurer
(commercial insurers, non-profit mutual associations or non-profit provident institutions)® and
the type of policy (that is, group or individual). Salaried workers purchase VHI through their
employers (55% of policies, of which half are compulsory and half are voluntary) or they may
be purchased on an individual basis.

2 Themutual benefit movement wasa precursor (on avoluntary basis) to the hedth insurance system. It devel oped
rapidly during the nineteenth century and istill an important forcein French paliticd life.
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Premiums for individual policies sold by commercial insurers usudly vary according to age
and (sometimes) sdf-reported hedth satus Mutua associations usually community-rate
premiums. Until recently, provident institutions have mostly sold group policies.

Premiums for group policies are negotiated and based on some form of experience rating;
they are highly customised by commercial insurers and provident ingtitutions, and more
standardised for mutua associations policies.

Data on premiums are not publicly available. A proxy of the average premium can be
calculated on the basis of national health accounts. the average annual per capita amount
reimbursed by VHI is estimated & EUR 290; adminigtrative cogts and profits should be added
to edimate the average premium, but data are only available for mutual associations
adminigtrative cogts (20% of the amount reimbursed).

Onthe whole, group policies are cheaper than individual policies.

Thereis no tax relief for VHI premiums, athough there is an indirect gate subsidy to mutual
associations as their rate of insurance premium tax is lower than the rate applied to
commercial insurers.

The CMU gives those on low incomes access to free complementary VHI coverage.

34 User charges

There are severa types of user charges that are not eligible for reimbursement by the public
health insurance system:

= co-payments for ambulatory care and drugs: 30% (of EUR 18.50) for a GP visit, 30% (of
EUR 22.87) for a vist to a speciaig (dthough these amounts are often paid by
complementary VHI), usualy 35% for drugs (0% for some drugs and 65% for drugs
consdered of debatable therapeutic value — but these categories only account for a small
proportion of the total) and 40% for laboratory tests — with exemptions for patients with
serious illnesses (31 illnesses including diabetes, cancer, schizophrenia, severe
hypertension etc)

= co-payments for non-maternity-related hospital care: 20% of hospital cods for the first 31
daysin hospital up to a celling of EUR 200

» per diem charge for accommodation in hospital: EUR 10.67

» extrabilling for private practitionersin ‘ Sector 2' (38% of specialists and 15% of genera
practitioners)

» the difference between actual prices charged and official reimbursement tariffs
particularly for denta prostheses and spectacles

» sarvicesin hospitals aimed a improving patients comfort (such as single rooms)

» medical goods and services that are not on the postive reimbursement lists (such as some
blood tests, osteodensitometry etc) or that are purchased or used without prescription

In summary, there are two categories of co-payments.

= gautory co-payments resulting from a deliberate decision to leave some part of the cost
of careto be paid directly by the patient

= other co-payments that have emerged as a result of more implicit policy measures (such
as a decision not to add a new procedure to the positive reimbursement list or to let the
gap grow between the official reimbursement tariff and the actual charged price)

Private agents (households and complementary voluntary health insurers) finance about a
quarter of total expenditure on medical goods and services, but the level of co-payment varies
according to the type of care provided (from 10% for hospital cogts to 65% for dental care).
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Average household expenditure on health care was EUR 253 per capita per year in 2000, of
which average expenditure on co-payments for doctor visits was EUR 10.

All co-payments are eligible for reimbursement by complementary VHI policies. The level of
reimbursement varies according to the policy.

There is no annual out-of-pocket limit or tax relief on out-of-pocket payments. However,
there aretwo mechanismsthat can be used to avoid heavy charges:.

* co-payment exemptions (the ticket modérateur) for people with serious illnesses and
hospital procedures cogting over EUR 200

» free complementary VHI coverage for those with low incomes (CMU)

4  \WHO COLLECTS THE MONEY AND WHERE DOES IT GO?

4.1 Organisation of funding
Taxes

Taxes used to fund health care are collected nationally. There is no funding of health care by
local taxes (but local authorities finance non-medical services for elderly people and the
disabled). Tax ratesare set by parliament in the annual Financing of Social Security Act.

Taxes are earmarked (see Section 3.1).
Social health insurance contributions
The three main health insurance schemes cover 96% of the population:

» the generd scheme covers sdaried employees in commerce and industry and their
families (84% of the population) and CMU beneficiaries

» theagricultural scheme covers agricultural farmers and employees (7%)
= the scheme for non-agricultura self-employed people (5%)
» gmall schemes for certain categories (for example, miners, seamen)

The population has no choice of insurer. All residents are automatically affiliated to a hedth
insurance scheme on the basis of their professional status and place of residence.

Contributions are collected separately for each main scheme:

» the sdf-employed scheme and the agricultural scheme collect contributions and reimburse
their enrolees through their own network of local offices

= contributions to the general scheme are collected by a specific organisation with its own
regional offices (Agence centrale des organismes de securité sociale; ACOSS)

There aretwo systems of pooling risks.

= a sysem of hilateral risk-pooling between the general scheme and small schemes
compensates for differences in the demographic structure and incomes of their enrolees;
theoretical revenues and expenses are caculated for each small fund, as though their level
of contributions and level of benefits were the same as those of the generd scheme; if this
shows a loss there is a transfer from the general scheme to the small schemes and vice
versa
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Table3.3 Market share of the three types of insurer offering complementary VHI in France (CMU

excluded)
% of insured % of total Number of insurers
expenditure
Mutual associations 61% 75 *1300
Commercial insurers 22% 2.8 51
Provident institutions 17% 21 75

Source: Household Survey Santé et Protection Sociale, CREDES 2001 and National Heslth Accounts
* Some large mutualsand many small local associations
** 51 commercia insurersare equal to 95% of the commercial insurers market share

= agloba risk pooling between the three main schemes compensates for demographic
differences in the populations enrolled; the general scheme and the saf-employed scheme
pay for the agricultura scheme, whose population is much older

Complementary VHI coverage is provided by commercial insurers and non-profit mutual
associations and provident ingtitutions (Table 3.3). Some mutua associations own their own
health care facilities (optical or dental centres, ambulatory care centres and in some areas,
even small hospitals) but the insured have no obligation to use these networks.

4.2 Organisation of purchasng/contracting

Purchasing responsibility is shared by the health insurance schemes and the sate; payers and
purchasers are integrated.

As a generd rule, for outpatient care patients have to pay for services firs and then obtain
partial reimbursement (see Section 3.4), but there are increasingly frequent exceptions to this
rule

» two thirds of drugs are paid directly to pharmecists by the health insurance schemes
» CMU beneficiaries do not have to pay up front for trestment
» inpatient and outpatient hospital careis paid for directly by the health insurance schemes

These days it is common for the bill sent to the hedlth insurance scheme for reimbursement to
be directly transferred to the complementary voluntary health insurer of the patient, who only
has to fill in one claim form. On average patients have to wait 12 days to be reimbursed (7
daysif they have a‘smart card’).

Payment of providers
Ambulatory care

Ambulatory care is mainly provided by professionals practising privately, who are paid on a
fee-for-service basis, according to fee schedules set by the Ministry of Hedlth on the basis of
proposals by the Permanent Committee on Official Schedules of Professional Procedures.
Private practitioners in ‘Sector 2 (38% of specialists and 15% of generd practitioners) are
allowed to charge morethan the official tariffs.

An dement of capitation has been introduced for GPs who agreeto be ‘referring GPs' (that is,
akind of gate-keeper), but this affects only 10% of GPsand 1% of patients.

Pharmecigts are paid according to a mixed system combining fixed sum components and a
diding scale margin. Since 1999 they have had a financial incentive to provide generic drugs.
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Public (and most private non-profit) hospitals

Public (and most private non-profit) hospitals receive a prospective global budget defined by
the regional hospital agency” on the basis of:

* higtorical budgets

* relative cod per DRG

» regional strategic plan objectives

Staff (including doctors) working in public hospitals are salaried. Some hospital doctors are
allowed to treet private patientsin the hospital. This private activity is limited to two haf days
of conaultations or two to four beds to hospitdise patients, or a combination of visits and
hospitalisation. The fees are defined by the doctor, who gives back a percentage to the
hospital (for example, 15% for avisit to anon-university hospital; 60% for x-rays).

Private for-profit hospitals

Private for-profit hospitals have an itemised billing system (separate from the fees paid to
doctors working in these facilities) with:

» ape diem rate for accommodation and care by staff employed by the hospita (other than
doctors)

» ape diemratefor drugs
* asgparate payment for the use of operating rooms, prostheses etc

Prices vary between private hospitals and between regions. Staff other than doctors are
salaried, but doctors are paid on afee-for-service basis.

Contracting
Professonalsin private practice

For professionals in private practice a collective negotiation is conducted nationally by the
three health insurance schemes funds with dl the unions of a given profession, and the
agreement concluded applies automatically to al individual professionals. Thereis no latitude
for negotiation a the regional or loca level, except for marginal experiments of networks of
providers.

Public and private hospitals

A process of contracting between individual hospitals and the regional hospital agency started
a few years ago. The contract defines the commitments of the hospital (concerning the
development of defined activities, quality of care, economic efficiency etc) and the way they
will be funded by the regional hospital agency.

5 HoOw MUCH IS SPENT AND ON WHAT?

5.1 Expenditure

In 2000 tota expenditure on hedlth carein France was etimated at EUR 140.6 billion or 10%
of Gross Domestic Product (GDP). Hedlth care consumption (Table 3.5) accounted for EUR
122.2 hillion or 86.9% of total health care expenditure (EUR 2017 per capita on average).

4 The regiond hospita agendes (ARHs) were arested by the 1996 reform (the Juppé Plan). These are joint
ventures between the sarvices of the State and those of the hedlth insurance schemes, operating at the regional
leve, but with a pre-eminence of State influence (the directors of the agendies are appointed by the Coundil of
Minigers and are directly responsible to the Miniger of Health). The regiona hospita agencies now have both
planning and financia all ocation respongihilities for the hospital sector, both public and priveate.
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Public expenditure accounts for 7.7 % of GDP and private expenditure for 2.3%. Since 1996,
a maximum rete of increase in the hedth insurance schemes expenditure has been defined
(prospectively) every year. This target (the Objectif national des dépenses d assurance
maladie, ONDAM) is then split into four sub-budgets (public hospitas, private for-profit
hospitals, ambulatory care and ingtitutions/services for the elderly and the disabled). ONDAM
isatarget rather than a cash-limited budget. Actual expenditure may be higher than the targets
set and over-spending has taken place every year except the firgt that the ONDAM was s&t
(1997).

Table3.4Main sources of health carefunding in France, in million EUR and asa per centage of total, 2000

National current expenditure Health care consumption

Amount (million EUR) % of total] Amount (million EUR) % of total
Health insurance schemes 10 2428 72.8% 92290 75.5%
State and local authorities 6110 4.3% 1285 1.1%
Private 32083 22.8% 28623 23.4%
- Mutual associations 11004 7.8% 9110 7.5%
- Provident institutions 2569 1.8% 2569 2.1%
- Commercial insurers 3372 2.4% 3372 2.8%
- Households 13610 9.7%) 13571 11.1%
- Other private 1528 1.1% 0 0%
Total 140 628 100% 122197 100%

Source DREES. Nationd Health Accounts. Paris DREES, 2001.

Table 3.5 Health care expenditur e by type of service in France, million EUR and as a percentage of total,

2000

Million EUR % of total
Hospital care 56 821 40.4%
Ambulatory care 31861 22.7%
- of which doctors 15324 10.9%
- of which nurses, physiotherapists etc 6 465 4.6%
- of which dentists 6430 4.6%
- of which medical laboratories 2789 2.0%
- of which spas 853 0.6%
Transport 1873 1.3%
Medical goods 31642 22.5%
- of which drugs 25070 17.8%
Total health care consumption 122 197 86.8%
Sickness benefits 8109 5.8%
Subsidies to the health care system 1507 1.1%
Preventive care 3355 2.4%
Research and training 3042 2.2%
Administration costs 2418 1.7%
Total national current expenditure 140 628 100%

Source DREES. Nationd Health Accounts. Paris DREES, 2001.

39



FRANCE

6 HOw DO PATIENTS ACCESS SERVICES?

6.1 Access

Paients have free choice of provider. Petients can visit any GP or speciaigt practising
privately or working in hospital outpatient departments, without referra or any limit on the
number of consultations. Patients can be hospitalised in the public or private hospita of their
choice. In practice there are some limits to this legally-defined principle due to financial
barriers (co-payments) or problems with geographical accessibility in rural or suburban aress.

Patients can be given prior authorisation for trestment abroad if the treatment is considered to
be medically justified and not available in France. This does not apply to emergency care.

Patients do not have a single medical record (except in experiments with local networks).
Currently, patient smart cards contain adminigrative information (hedth insurance fund
affiliation and co-payment exemption status etc). Plans for smart cards to hold a patient’s
medical record for usein case of emergency are being formulated but implementation may be
delayed due to concerns about privacy and confidentiaity.

6.2 Ambulatory care

Mog outpatient care is delivered by doctors, dentists and medical auxiliaries working in their
own practices. Mog of them work aone. Only 38% of doctors are involved in group
practices.

Outpatient care is aso provided, to a lesser extent, in hospitals and, marginally, in health
centres (run by locd authorities or mutual associations).

The number of annual per capita contacts with doctors in private practice is 4.7 to 4.9 for GPs
and 3 to 3.5 for specialists (esimated figure). The number of contacts with doctors in hospital
outpatient departments (GP and specialists) is 15% of thetotal. The total number of per capita
contactsis 7.6 - 11.5 per year.

One per cent of paients has agreed to sgn up with a ‘referring GP, a gate-keeping
mechanism introduced in 1987. Patients are referred by their ‘referring GP' to a specialist (but
this referral system is not an enforced obligation). However, the incentive for petients is thet
they do not haveto pay for consultations up front.

In 2000 there were a total of 194 000 doctors in France, 51% are eciaists and 49% are
generd practitioners, asdefined in Table 3.6.

The number of doctors providing ambulatory care is estimated at 110 000 (186 per 100 000
inhabitants), of which 60% are GPs (50% are GPs without a specialised practice) and 40%
specialists (50% if we include GPs with a specialised practice). There are 114 GPs per
100 000 inhabitants. 62 000 nurseswork in the ambulatory sector.

To provide out-of-hours services, dl GPs in a given geographical area are on a duty rogter
(this isincreasingly difficult in rura areas). There are also specialised call centres, but people
increasingly turn to hospital emergency departments.

It is usually possible to oltain an appointment with aprimary care doctor on the same day. In
consumer surveys people generdly express ahigh level of satisfaction with their GP.
6.3 Secondary care

Patients have free choice and access Waiting times for an appointment are highly variable
(see examples below).
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Table 3.6 Health care per sonne France, 2000

Total Private practice
Numbers per 100 000 Numbers per 100 000
population population
Doctors 194 000 330 117041 199
-of which GPs* 95 000 161 67072 114
-of which specialists 99 000 169 49 969 85
Midwives 14 000 24 1938 3
Dentists 40500 69 37834 64
Pharmacists 58 000 99 52 603 90
Speech therapists 13 000 23 10675 18
Nurses 383 000 652 57023 97,
Physiotherapists 52 000 89 40 327 69
Orthoptists (eye disease) 2100 4 1686 3
Chiropodists 83800 15 0 0

* Here GPs are defined as doctors without a speciais diploma, but some of they may have ecific training in areassuch as gports medicine,
angeiology, homeopathy, emergency care ec; thisisthe case for 22 000 doctors, which leaves 72 000 doctors who actually practise as general
practitioners

Source: Audric et ., 2001 and Darrinéand Nigl, 2001
Hospital beds
= 4.2 acute beds per 1000 people (of which 29% are in private for-profit hospitals)

= condderable discrepancies between départements from 2.5 beds to 6, excluding Paris
(98

= recent policies have encouraged the merging of hospitals and the closure of beds
Saff
= 140 000 doctors (54 000 employed full-time)

= 234000 full-time-equivalent nurse (thet is, 397 FTE nurses per 100 000 population); the
shortage in nursing personnel is a major problem for hospitals, which has been
exacerbated by the implementation of the 35-hour week law®

Activity

»  20.4 admissions per 100 people in acute care services (1999)

» theaveragelength of say is5.5 days

» theoccupancy rateis 80.9%

In consumer surveys people generally express ahigh level of satisfaction with secondary care.
Doctors and hospitals complain about the lack of specialised equipment.

6.4 Diagnostic services

Outpatient diagnogtic and laboratory services are provided by speciaists in private practice
and hospital outpetient departments. There are 4000 private medical laboratories and 5000
private radiologists. There are 9.8 CT scanners and 2.6 MRI scanners per million population.

5 Thislaw passed in 1999 by the sociadist government reduces the legal working week from 39 hoursto 35 hours.
41



FRANCE

6.5 Pharmaceutical care

Pharmacies have a monopoly on the dispensing of medicines (even for OTC drugs).
Pharmacists cannot own more than one pharmacy. 1n 2000 there were approximately 22 700
retail pharmacies in France. The establishment of pharmacies is theoretically regulated by a
quota that takes into account both the size of the population to be served and the distance
involved in getting to the nearest pharmacy. Each hospita has its own pharmacy.

6.6 Rehabilitation/intermediate care

Rehabilitation and intermediate care is provided by public and private hospitals. Private for-
profit hospitals account for about a quarter of capacity and bed days in this field. The average
number of bedsis 1.5 per 1000 people.

Long-term care is also provided by hospitals (public hospitals account for more than 90% of
long-term care beds) and in 1999 there were 1.4 beds per 1000 people.

Psychiatric careis mainly provided by the public sector.

6.7 Social care

Residential care and home services for dependent elderly people and disabled adults falls
under the respongbility of local authorities a the département level. They are financed by
individuals themselves, with social benefits for disabled adults, alowances for dependant
elderly people and social assistance for the poor and elderly. However, health care for people
in residential care (care provided by health professionals, doctor visits, nursing care, drugs,
medical devices etc.) is financed by the health insurance system, usually on a per diem basis.®
The hedth insurance system also covers al cods of resdential care and trestment in
specialised ingtitutions for disabled children.

Social care is mainly provided by private non-profit organisations. In 2000 social care
capacity was asfollows:

» 8.6 beds and places per 1000 people aged 0-19 years for resdentia care and home
services for disabled children

= 1.7 beds per 1000 adultsin residential care for ‘heavily’ disabled adults and 3.36 placesin
work centres for disabled people able to work

= 1297 beds (of which 54.2 are ‘medical beds’) per 1000 senior citizens (75 and over) for
residential care and 14.2 places for home services

7 THE PATIENT JOURNEY

‘A’, aseven year old girl living in Paris, suffers from chronic otitis. Her mother decides to
take medical advice. She could chooseto visit a specialigt first but she goesto her preferred
GP (who treats al members of the family). She obtains an appointment very quickly and the
GP examines the young girl and advises her to consult an ear, nose and throat specialist. She
refers the patient to one of her colleagues, Dr P. As usud, A’s mother pays for the
conaultation (EUR 18.50) and then sends a claim to her hedth insurance scheme to be
reimbursed up to 70%. The remainder will be reimbursed by complementary VHI.

Dr P'soffice is located in the private for-profit hospital in which he hospitalises his patients
needing surgery. A’s mother obtains an appointment within the week. Dr P prescribes
antibioticsto treat an acute episode of otitis, gives some advice (to avoid swimming pools etc)
and indicates that atympanum transplant will have to be performed once the chronic infection

® Two recent laws concerning the funding of nursing homes and allowances for dependant ederly people am to
darify existing rulesfor funding health and persond care separately.

42



FRANCE

is eliminated (a specialised procedure that he does not perform himself). As heisa‘ Sector 2
doctor, he bills EUR 46 (instead of EUR 22.87) for the conaultation. A’s mother pays the
entire amount. Because he has a computer and a professional smart card, Dr P sends an
electronic claim to the hedlth insurance scheme, who transmits it to the complementary
voluntary health insurer. Dueto the high quality of this complementary VHI (obtained by the
mother’s employer), al expenses are subsequently reimbursed. The prescribed medicines are
bought in a pharmacy and A’s mother pays the full price, which is later reimbursed
(dternatively, she could paid the co-payment).

A second gppointment is made to carry out an audiogram. Then, to try to get rid of the chronic
infection, Dr P carries out an adenoidectomy in the private hospital (same day surgery). An
electronic claim is directly transmitted to the public and complementary health insurers by the
hospitals, so that A’s parents do not know the amount of the hill.

A keeps on suffering from chronic infection with regular acute episodes and visits Dr P
periodically over two years. Seeking additional advice, A’s parents hear about a famous
professor in a Paris university hospital. Due to his reputation and experience, Professor G,
who is employed by the hospita, is able to aso receive private patients. A’s mother chooses
this option in order to obtain an gppointment more quickly (two months). The consultation is
billed & EUR 92 (instead of EUR 46) and thistime, a small co-payment remainsto be paid by
A’s mother.

After a second visit Professor G decides to operate on A. The procedure is originally planned
for 19 January (two months after the second visit), but a few days before, the operation is
cancelled by the hospital because its nurses are on drike to negotiate better working
conditions and higher wages The procedure finally takes place on 3 March. A days in the
hospital for four days, sharing aroom with another girl. On leaving hospital, A’s mother pays
for telephone use and for her own meals; (the per diem rate of EUR 10.67 not covered by
public insurance is covered by her complementary VHI policy).

8 WHAT ARE THE MAJOR CHALLENGES FACING THE HEALTH CARE SYSTEM?
Health care supply

The dissatidaction of doctors and other professonals and the increasing difficulty of
concluding agreementswith health care professionals

Relations with doctors have deteriorated since 1996, when a major reform that put a celling
on doctors fees was passed. Since then the main doctors union has never signed an
agreement with the hedlth insurance schemes, and currently there is no agreement, either for
GPs or for specialigs. At the present time, GPs are on drike over out-of-hours care; they are
pushing for alarge increase in their fees and in some départements they have increased their
tariffs without authorisation.

The demography of the medical profession and other health professionals

The number of doctors will decline as a result of past decisions to impose quotas in medical
schools. Many fear a shortage of doctors, and this fear also raises the question of geographical
digribution - it is already difficult to find doctorsto practise in some rural or suburban areas.
Doctors (geographical) freedom of choice in setting up their practice and the optimal sKill
mix required are among the issues debated.

Evolving needs and demands
Patients rights and the use of ‘ patients voice' in the system

A bill on patients' rights and the quality of the hedlth care system is currently being debated in
parliament. The bill contains measures to increase and enforce patients rights and more
generaly to enhance the ability for health care consumersto use have their views heard within
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the system, in order to improve responsiveness and accountability. This represents a major
challenge for the hedlth care system.

The ageing of the population and its impact on health care needs and cods is dso a subject of
concern.

Regulation and cogt containment
The general management of the health care system

The 1996 reform has changed the ingitutional equilibrium of the hedth care system in
France, shifting power from the hedth insurance schemes to the sae (government and
parliament) and from the national to the regional level. The current *mixed organisation’ isthe
source of much debate, and faces a crisis with the departure of the main employer union from
the hedth insurance schemes boards in September 2001" Should the process of
regionalisation be pursued, and if so with which ingtitutions?

Costs and sugtainability of public finances

This issue undoubtedly will remain amajor problem in the future given trends in demand and
the availability of new technologies. This has led to debate on what should be publicly
financed.

The emphass on public health issues

Public health approaches are developing as the result of evidence that the performance of the
French health care sysem is mixed, with very good results in some areas but some
weaknesses as far as premature deeths and avoidable deaths are concerned. There are
increasingly greater numbers of health programmes organised a the national and regional
levels. There is also a growing demand for safety in the health care field, with no less than
three agencies created to cope with questions of safety (for drugs, food and the environment).

7 This union now advocates competition between hedlth insurance schemes and private health insurersto manage
the health care system.
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1 INTRODUCTION

The German political system is characterised by federalism (sharing of power between
Lander and the federd government) and corporatism. The responsibilities for health reflect
this. They are shared between the federd government, the Lander and corporatist bodies
(representative bodies of the professionals, providers and the insurers). The hedlth care system
is predominantly funded through social health insurance contributions. Ambulatory care and
hospital care have traditionally been distinct domains with almost no outpatient care ddlivered
in hospitals. Ambulatory care is delivered by private office-based physicians (generdist and
specialists) who are paid fee-for-service. Hospital inpatient careis provided by a mix of public
and private providers (only a small proportion of total beds are in for-profit hospitals).

2 WHO BENEFITS AND WHAT ARE THE BENEFITS?

21 Coverage

88% of the population are covered by statutory health insurance (SHI); 74% are mandatory
members and their dependants while 14% are voluntary members and their dependants. 9%
of the population are covered by private hedth insurance, 2% by free governmenta health
care (i.e. police officers, soldiers and those doing the civil aternaive to military service, and
people on ocial welfare) while less than 0.2% are not insured.

In principle, the Social Code Book (SGB) requiresthat al people in gainful employment —as
well as other defined groups such as unemployed, pensoners, farmers, sudents, artigts, the
disabled — must be insured againgt sickness under the SHI scheme. However, employees
whose income reaches a certain level (which is adjusted annualy in accordance with
movements in average earnings by the Federa Labour Ministry: EUR 3375 monthly income
in 2002), permanent civil servants (“Beamte” and judges) and soldiers, as well as afew others
(e.g. those covered by the EU) are explicitly exempted from this requirement. Non working
spouses and children of SHI members are covered without any surcharge.

Those with incomes in excess of the celling may chose whether or not to remain within the
SHI scheme. As a reault, there are 7.4 million (1999) with comprehensive private hedth
insurance.

Everybody else is eligible to purchase complementary/ supplementary VHI products. But,
“Inot even the member companies can accurately determine the number of people with
private supplementary insurance, as they also count those insured who hold private
comprehensive medical insurance with a different company or as part of a group insurance
scheme. Consequently, many of the insured are counted twice. In total, the member
companies counted 13 775 million people on 31.12.1999” (PKV 2001). Based on micro-
census data, the number of people with supplementary insurance is around 7.5 million (9% of
the population; excluding VHI during trave). It increased from 5.3% in 1991 to 7.0% in 1997
and 7.6% in 1998. This figure has risen considerably from 1996 due to the introduction of
new insurance productsto cover crowns and dentures, which were excluded from the benefits
package of people born after 1978.

Around 4.4 million VHI policies (equivalent to 6% of people with SHI) are issued for
optional hospital benefits (“supplementary” VHI). About the same number of supplementary
outpaient insurance policies (“complementary” VHI) ae issued. The number of
complementary VHI policies peaked in 1997/98 when denta care was redtricted/ excluded
from the benefits package. The number of complementarily insured children dropped from
2.2 million to 1.4 million between 1998 and 1999 &fter the reintroduction of the benefits.
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2.2 Bendfits

Benefitsto be covered by SHI are defined, usualy in generic terms, in Chapter 3 of the Socia
Code Book V (SGB V). The following benefits are currently legally included: prevention of
disease, screening for disease, treatment of disease (ambulatory medical care, dentd care,
drugs, non-physician care, medical devices, inpatient/hospital care, nursing care a home, and
certain areas of rehabilitative care), and trangportation. In addition to these benefits in kind,
sickness funds have to give cash benefits to members who are unable to work due to illness
after the first six weeks (for which employers are responsible). While employers have to pay
100% of income, sickness funds pay 80% for up to 78 weeks per period of illness.

The Social Code Book regulates preventive services and screening in considerable detall (e.g.
concerning diseases to be screened for and intervals between screening), leaving residual
regulations to the Federal Committee of Physicians and Sickness Funds. This committee has
congderable latitude in defining the benefits catalogue for curative, diagnostic and therapeutic
procedures. The range of procedures that are covered is wide, ranging from basic physical
examinations in the doctor’s surgery to home visits, antenata care, care for terminally ill
patients, surgical procedures and laboratory tess to imaging procedures including MRI.
Benefits for ambulatory care are legally defined in generic terms only. However, denta care,
especially proghetic benefits, are described in more detail in the Social Code Book V. Thisis
partly due to the dysfunction of the Federa Committee of Dentists and Sickness Funds which
would otherwise be responsible for the definition of benefitsin this area

The non-physician care sector comprises the personal medical services of professionals other
than physicians, such as physiotherapists, speech therapists, and occupationa therapists.
These services are covered under SHI unless explicitly excluded by the Federa Ministry of
Hedlth (currently none are). However, non-physician services may only be delivered to the in-
sured if they are approved by the Federd Committee of Physicians and Sickness Funds as
being effective and of sufficient quality.

The range of services provided in the hospital sector is determined through two factors: the
hospital plan of the gate government, and the negotiations between the sickness funds and
each individual hospital (a result of the fact tha the hospitals do not have a collective
corporatist body). A Hospital Committee with similar competencies asthe Federd Committee
in ambulatory care has just been set up, i.e. a higher degree of benefit gandardisation may be
expected in the future,

3  WHOPAYS AND HOW MUCH?

3.1 Taxation

At 8.4% of total expenditure on health, taxes play only a minor role in German hedlth care
(Table 4.1) and therefore are not discussed in detall.

3.2 Social health insurance contributions

SHI contributions account for the majority of health care funding in Germany. Contributions
are levied as a proportion of income and are not risk-rated. Contributions are based on income
only (i.e. not on savings or wedlth). Income above the income ceiling of EUR 3375 (2002) is
not liable to contributions (this is the same threshold which determines the right to opt out or
become a voluntary member). Contributions are shared equally between the employee and the
employer. Funds are free to sat their own contribution rates. Their decision is, however,
subject to gpprova (in the case of regionally operating funds, through the respective Sae
government, and in the case of countrywide funds, through the Federal I nsurance Office).
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The average contribution rate in 2002 was 14% (of which the insured person would pay 7%
out of their pre-tax income below the threshold and the employer would pay the same amount
in addition to wages). For people with earnings below a threshold of EUR 325, only
employers have to pay contributions (at arate of 10% for al funds). In the case of retired and
unemployed people, the retirement and unemployment funds respectively take over the
financing role of the employer. Only the farmers funds receive a tax-subsidy to compensate
for the gap between old-age farmers' contributions and actua expenditure.

3.3 Voluntary health insurance premia

Premiums vary with age, sex and medical history at the time of underwriting. Unlike in SHI,
separate premiums have to be paid for spouses and children — making private health insurance
more dtractive to single people or double-income couples. Policies and premiums vary
greetly — even within subgtitutive VHI.

As the subgtitutive insurance segment has DEM 25bn (gpprox. EUR 13 hillion) in premiums
and 7.4 million insured (1999), an average premium can be estimated a DEM 3500 (EUR
1790) annualy or DEM 300 (EUR 153) monthly. This figure should be trested with caution
as it includes civil servants, children etc. who pay reduced premiums. Compared to the
average maximum contribution to SHI in 1999, which was DEM 10 000 (EUR 5113), it does,
indicate that VHI is worthwhile for single people. Group insurance is not significant in the
German VHI market. Hedlth insurance premiums are deductible from taxable income in the
same way as expenditure for other types of insurance, whether gatutory or private, and within
certain specified limits. They do not conditute a rea incentive to purchase VHI products,
either because the limits are quite low for the average person with subgtitutive VHI (as the
limit for tax-deductible expenses decreases with rising income) or people interesed in
purchasing complementary/ supplemental products will have aready exceeded the limit
through their gatutory contributions.

In principle, the State is no longer obliged to approve insurance conditions and tariffs under
the Third Non-Life Directive. However, the generd policy conditions for subgtitutive health
insurance must be submitted to the Federa Supervisory Office for the Insurance Sector (under
the authority of the Federd Finance Ministry) before they are first implemented and every
time there is an amendment. The supervisory authority checks that the conditions comply
with the minimum standard laid down in the Law on the Supervison of Insurance
Undertakings and other regulations. The obligation to submit insurance conditions applies
equally to insurance undertakings registered in Germany and foreign undertakings.

I nsurance undertakings registered in Germany must also submit their premium calculationsto
the Federd Supervisory Office for the Insurance Sector which checks that the calculation
complies with the legal provisions on calculations designed to ensure that the interests of the
insured are protected and that obligations arising under contracts taken out for life can be
fulfilled. In addition, any modificationsin policy conditions and premiums must be agreed by
an independent trustee.

One of the mog drictly regulated areas concerns the financial reserves for elderly VHI clients.
The problem was that those insured under VHI (compared to SHI) faced considerable
premium increases with age. Therefore, part of the current premia are now used to build up
financial reserves which are used to maintain premia equilibrium over a person’s life-time.
Since 2000, a surcharge of 10% has been added to subgtitutive health insurance premia. This
is used to subsidise premium increases after the insured person turns 65.
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34 User charges

Cogt-sharing has existed in the pharmaceutical sector for some time. In 2002, the rete of co-
payment per pack of drugs (i.e. not per prescription) varies between EUR 4 and EUR 5,
depending on pack size. In addition, patients are required to pay the difference between the
actua price and the reference price. Mogtly pharmaceutical companies, however, set prices a
the reference price. The following user charges apply to other benefits:

» thefirg 14 daysin hospital or rehabilitation care per caendar year (EUR 9/ day)
= ambulance trangportation (EUR 13/ trip)
* non-physician care (15%)
= crown and dentures treatment (35-50% depending on the frequency of dental check-
ups).
Ambulatory care and preventive denta care do not require any co-payments.
Patient cogt-sharing is limited by arange of measures:.

* People with very low incomes (monthly EUR 938 for singles, EUR 1289.50 for two
people and EUR 234.50 for each additional person), and those on unemployment
benefits or on social welfare are exempt from most cogt-sharing requirements — with
the notable exception of co-payments for hospital trestment.

* People up to the age of 18 years are exempt from cost-sharing except for co-insurance
payments for crowns/dentures and co-payments for transportetion.

= Anannual out of pocket limit, equal to 2% of gross income for single people, goplies
to dl other sickness fund members for pharmaceuticals, non-physician care and
trangportation (but not for hospitals and rehabilitation). If two or more people are
dependant on this income the threshold is lowered by EUR 4221 for one person and
EUR 2814 for each additional person per year. Co-insurance payments for crowns/-
dentures are dso lower for these people.

» Chronically ill patients who have pad a least 1% of their gross income for
pharmaceuticals, non-physician care and transportetion are exempted from these
payments for the duration of that illness. This exemption only applies to the
individual.

In a few exceptional cases, where out-of-pocket expenditure is very high, health care
expenditures can be deducted from taxable income. No insurers offer policies aimed at
covering cog-sharing expenses (though such policies probably would not be illegal).

4  \WHO COLLECTS THE MONEY AND WHERE DOES IT GO?

4.1 Organisation of funding
(Dueto itslow share of total expenditure, taxes are not discussed here.)

The contributions from both employers and employees are directly collected by the funds. In
most cases the employer directly transfers both parts (i.e. the employees contribution is
automatically deducted from their paydlip).

In 2000, the SHI system consisted of 420 gatutory sickness funds, legally differentiated into
seven different groups. 17 generd regional funds (Allgemeine Ortskrankenkassen, AOK); 12
substitute funds (Ersatzkassen) which are further subdivided into seven “white-collar” (EAN)
and five “blue-collar” (EAR) funds, 337 company-based funds (Betriebskrankenkassen,
BKK); 32 guild funds (Innungskrankenkassen, IKK), 20 farmers funds (Landwirtschaftliche
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Krankenkassen, LKK); 1 miners fund (Bundesknappschaft); and 1 sailors fund (See-
Krankenkasse).

Traditionally, the majority of insured people had no choice over their sickness fund and were
assigned to the gppropriate fund based on geographica and/or job characteristics. This man-
datory digtribution of fund members led to greetly varying contribution rates due to different
income and risk profiles. Only voluntary white collar members — and since 1989 voluntary
blue-collar members— had the right to choose among severa funds and to cancd their
membership with two months notice. Other white-collar workers (and certain blue collar
workers) were able to choose when becoming a member or when changing jobs. Since this
group grew subgtantially over the decades, around 50% of the population hed &t least a partial
choiceinthe early 1990s.

The Hedth Care Structure Act gave amost every insured person the right to choose a
sickness fund freely (from 1996) and to change between funds on a yearly basis with three
months notice (from 30 September 1996 to 1 January 1997). All general regional funds and
al subgtitute funds were legally opened up to everyone and have to contract with all
gpplicants. The company-based funds and the guild funds may choose to remain closed but if
they open up, they too have the obligation to contract with all applicants. Only the farmers
funds, the miners fund and the sailors fund Hill retain the system of assigned membership.

In order for al competing sickness funds to be operating on a level playing field, a
compensation scheme operates to equalise differences in contributory income (due to
differences in the average income of members) and expenditure (due to age and sex). Therisk
sructure compensation scheme requires dl sickness funds to transfer money in or out
depending on the differences in their contributory incomes and in averaged expenditures

Those who have exercised choice of fund are mainly young and healthy, thereby necessitating
high transfer sums (8.1% of total expenditure in 1996 increasing to 9.6% in 2000). They have
moved to funds with lower contribution rates, usually company-based funds with a service
infrastructure relying on a hotline and a website. In 2001, severa changes to the scheme were
passed:
» theonce-ayear dae for changing fund was abolished in favour of a continuous right
but thereis an obligation to then remain in the new fund for & least 18 months;

» the introduction of a high risk pool across funds which would cover 60% of an
individual’ s expenditure in excess of EUR 20 000

= the provision of extra compensation for those enrolled in disease management
programmes

* amoveto amorbidity-based compensation mechanism from 2007.

Germany has the largest VHI market in Europe. It is offered by 52 private hedth insurers
which are united in the Association of Private Health Insurance Companies (in 1999); of these
46 offer subgtitutive insurance. 18 insurers each had more than 100 000 fully insured people
and thus atotal of 91.3% of the tota insured. Three of these insure more than 500 000 each.
Ten insurers had more than EUR 500 million in premium income and thus 72.8% of thetotal.
Of the 52 major private insurers, 22 were mutua insurance societies while 25 had the legal
form of a joint sock company. Both groups were about equa in size: 48.6% vs. 51.4% in
terms of premium income and 52.8% vs. 47.2% in terms of fully insured people. (Eight of the
stock companies with amarket share of 3.6% [people] or 4.0% [premiums] are subsidiaries of
mutual insurance societies.) All insurers are specialist hedlth insurers; policies are not sold in
conjunction with other insurance policies.
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4.2 Organisation of purchasng/contracting

For SHI, sickness funds are the purchasers of hedth care. When negotiating contracts and
conditions with providers, sickness funds have traditionally acted in groups or even jointly.
Only recently, selective purchasing has become an issue (after the introduction of competition
among the funds). Asagenera rule, sickness fund members receive all services as benefitsin
kind, i.e. the sickness funds are also the payers of care. People voluntarily insured under SHI
may opt for cogt-reimbursement.

Ambulatory care

The payment of office-based SHI-affiliated ambulatory physicians follows a two-sep
process. Firdly, the sickness funds allocate a global budget to the physicians associations.
This budget is usualy negotiated as a capitation per member or per insured person. The
capitation — which varies between subgtitute and other funds within a Land and between
Lander — covers dl services by al SHI-affiliated physicians of all speciaties. Secondly, the
physicians associations then pay their members according to a Uniform Vaue Scae (EBM)
and additional regulations. Each medical procedure is allocated a point value (hence the name
“value scale’) and ligts certain preconditions for claiming reimbursement, e.g. particular
indications for use or exclusions of other services during the same visit. A separde joint
committee a the federd level, the Vauation Committee, sets the point vaue. At the end of
each quarter, every office-based physician invoices hisg’her physicians association for the
total number of service points delivered. The total budget negotiated with the sickness funds
is divided by the total humber of delivered and reimbursable points for al services within a -
regional physicians association. The monetary value is then used to calculate the physicians
quarterly remuneration.

The reimbursement is subject to control mechanisms to prevent over-utilisation or false
claims. Physicians may be subject to utilisation reviews a random or if their levels of service
provision or hospital referras per cgpita are higher than those of colleagues in the same
specialty and under comparable circumstances. To escape financial penalties, the physician
has to justify the higher ratesof utilisation and referrd.

Unlike SHI, privately insured people generally have to pay ambulatory providers directly and
then arereimbursed by their insurer. While a price ligt for privately delivered medical services
exigs as an ordinance issued by the Federd Ministry for Hedlth, physicians usualy charge
more — by a factor of 1.7 or 2.3 (which are the maximum levels for reimbursement by the
government and by mog private hedth insurers for technical and persond services
respectively) or even more. The red fee-for-service reimbursement for privately insured
people has led to cogt increases which were on average 40% higher than for SHI-covered
people over the 1989-1999 period — with cogts doubling for dental care, pharmaceuticals and
ambulatory care.

Hospital care

Hospitals receive their money from two main sources. investment cods through the Lander
and running cogs (including personnel cogs) through the sickness funds (plus private
patients). In order to be eligible for investment costs, hospitals have to be listed in the hospital
plans which are set by the Lander.

A target budget is set for running costs The budget is established during the negotiations
between the sickness funds and the hospital. The target budget establishes service numbers
(for casesto be reimbursed by case and procedure fees as well as for cases reimbursed by per
diems) as well as the per diems. If the hospital meets its target, then no financial adjustment
has to be made. If actua activity exceeds the target, then it hasto pay back a certain part of the
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extra income — 50% of case fees for transplantation, 75% of other case- and procedure-fees
and 85-90% of per diems. If actua activity is lower than the target, then it receives 40% of
the difference.

Hospitals are reimbursed through a combination of prospective case-fees and procedure-fees
as well as per-diems. The Reform Act of SHI 2000 mandates the introduction of a new
payment system for hospitals based on case-fees (DRGs) for al patients (except psychiatry).
It will be introduced on a voluntary basis from 2003 and will be mandatory from 2004.

All hospital staff are sdaried. The heads of medical departments usually have the right to
charge private patients a fee-for-service on top of their salary; how much of that income they
may keep depends on their contracts with the hospitd.

5 HoOw MUCH IS SPENT AND ON WHAT?

Since unification, health care expenditure has been around 11% of GDP according to nationa
accounting figures and ca 10.5% according to international figures (Table 4.1). The
introduction of long-term care insurance in the mid-90s led to a decrease in tax funding and
an increase in social insurance funding (Table 4.2). Due to the well-developed ambulatory
care sector, expenditure on hospitalsisrelatively low in international comparison (Table 4.3).

Tabled.1 Trendsin health care expenditurein Ger many, 1992—1998

Total expenditure on health care 1992 1994 1996 1998
Value in current prices (billion DEM) 320.6 352.9 405.8 412.7
Value in current prices, per capita (DEM) 3980 4330 4960 5030
Share of GDP (%)* 10.4 10.6 11.3 10.9

Source: Federal Statigtical Office 2001
Note: Data are based on new health accounting methods
* OECD putsfigureabout 0.5% lower.

Tabled4.2 Main sourcesof health carefunding in Germany, asa per centage of total, 1992 and 1998

Source of finance 1992 1998
‘Public’

- Public budgets 13.1 84
- Statutory health insurance 60.3 56.1
- Statutory retirement insurance 24 16
- Statutory accident insurance 17 17
- Statutory long-term care insurance - 7.0
‘Private’

- Out-of-pocket 9.0 11.0
- Private health insurance 7.2 7.7
- Employers 43 41
- Private organisations 2.1 24

Source Federal Statigtical Office 2001; Note: Data are based on new heglth accounting method.

Table4.3 Health care expenditure by type of service and provider in Germany, as a percentage of total,
1992 and 1998
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Expenditure by type of service 1992 1998
Prevention and health protection 45 42
Services by physicians 28.9 25.9
Services by nurses and other health professionals 18.5 214
Sickness-related consequences (= non-medical rehabilitation) 24 32
Accommodation and food 8.3 7.0
Goods (pharmaceuticals, devices etc.) 27.0 26.1
Transport 12 15
Administration 7.2 52
Education and Research 2.1 1.9
Expenditure by type of provider 1992 1998
Public health offices/ health protection institutions 25 24
Ambulatory sector 459 45.2
- Physicians’ practices 134 134
- Dentists’ practices 8.7 6.1
- Practices of other health professionals 2.6 2.7
- Pharmacies 14.3 12.7
- Health sector trade handicraft 5.6 7.8
- Institutions for ambulatory nursing care 11 23
In-patient sector 425 38.2
- Hospitals 325 28.8
- Preventive and rehabilitative institutions 35 30
- Nursing homes 6.5 6.5
Transportation providers 0.7 12
Administration 59 53
Others 2.5 3.7

Source Federal Statistical Office 2001; Note: Data are based on new heelth accounting method.
6 HoOw DO PATIENTS ACCESS SERVICES?

6.1 Access

The Social Code Book is the principle legidation setting out the rights of members of social
protection schemes. Social courts, which exigt a the locd, regional, and federa level, are
devoted erntirely to issues of socia insurance. They rule in cases of dispute between
individuals and socia insurance ingtitutions or between social insurance ingtitutions.
Decisions taken by sickness funds, provider (associations), joint decision committees as well
as governmenta regulations may be challenged before the social courts.

The Social Code Book limits care to German territory, except under EC Regulation
1408/71, which enables migrant workers and their dependants to obtain health care in the
country in which they are living for work purposes. Sickness funds are pushing for the
option to contract providers across borders, enabling their members to access them
directly.

While German SHI-insured people have a ‘smart card’ which, in principle, would dlow the
storage of medical information, it de facto contains only administrative data. Also, asthereis
not really one physician responsible for each patient, the issue of medical records is
problematic — i.e. there is no single record and obtaining information on previous (and
sometimes even current) thergpies, operations, x-rays etc. is difficult. Hospitals usualy report
back to the referring physician who might not cortinue the trestment after discharge. The
issue of goring additional information on the smart card was back on the agenda in 2001
following publicity about drug interactions.
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6.2 Ambulatory care(=primary and secondary care)

All ambulatory care, including both primary care and outpatient secondary care, has been and
is organised amogt exclusively on the basis of office-based physicians (who have a legal
monopoly for providing ambulatory care). The majority of physicians have a single practice —
only around 30% share a practice. Their premises, equipment and personnel are financed by
the physicians associations. Ambulatory physicians offer amost al specialties with all
technical equipment up to MRI scanners. Besides GPs, the mogt frequent specialties are
internists (c. 16 per 100000 population), gynaecologists (c. 9), paediatricians (c. 6),
ophthamologigts (c. 5), orthopaedists, neurologists (both . 4), ENT physicians, surgeons and
dermatologigts (each c. 3), urologists, and radiologists (both c. 2). All treat both SHI and
private patients; in addition there is a very small minority (< 3%) who treat only priveate
patients.

Germany has no gate-kegping system; instead patients are free to sdlect a doctor of their
choice. According to the Social Code Book, sickness fund members select a family
practitioner which cannot be changed within 3 months (the usual period of reimbursement).
Since there is no mechanism to control or reinforce this self-selected gate-keeping, patients
frequently choose to access office-based speciaists directly. Family practitioners (c. 47 per
100 000) consigt of both GPs and physicians without specialisation. Genera internists and
paediatricians may choose whether to be registered as either family practitioners or specialists
(different reimbursement schemes apply). Despite efforts by the federal government to
improve the gaus of family practice in the ambulatory care sector, the number of office-
based specialists has increased more rapidly than the number of family practitioners over the
past few decades. GPs, as a share of al office-based physicians, dropped to less than 40%.
Waiting times are not reported; mog physicians (except for the highly specialised ones) have
divided their office hours into times for appointed patients and walk-in patients. The
physicians associations are legally required to provide around-the-clock services. While in
rural areas, every physician will take the cals of hig her own patients, physicians usualy
rotate with out-of-hours services in small towns. In cities, the physicians associations often
provide an emergency service a a central location. In spite of these services, quite a number
of patients do access hospitals directly. As hospitals are not redlly geared for such purposes
this causes unnecessary coss.

6.3 Secondary care (= inpatient care):

“Secondary” careis inpatient carein Germany; Table 4.4 provides the main dataon Sructures
and processes in the 1990s. As can be seen, there has been a process of rgpid convergence
between the eastern and the western parts of Germany. In the east, the poor physical condition
of many fecilities enabled the closure of an above-average number of beds, while the
downsizing process in the west was ‘only’ as fagt as the EU average, i.e. numbers have
remained 50% above the EU average.

Except in emergency conditions (especialy if trangport is by ambulance), access to hospitals
requires a referral from an ambulatory physician (GP or specialist). All hospitals are legally
required to accept urgent cases (these are broadly defined, i.e. including cases which in other
countries would be consdered elective) at al times, even if the occupancy rate exceeds 100%.
Patients can choose the hospital, dthough in redity the referring physician will have an
important say. Therefore, admissions are usualy carried out the same day as the referra note
is issued (except for certain university departments). In urban areas with more than one
hospital, an individual hospital may indicate to the emergency call centre (where al the
emergency calls are handled and ambulance services co-ordinated a the county level) that
they do not have further vacancies.
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Table4.4 Structureand utilisation data on general and psychiatric hospitalsin wesern and eastern parts
of Germany, 1991-1998

beds/ 1000 cases/ 1000 length of stay (days) occupancy rate (%)

West East E/W| West East E/W| West East E/W| West East E/W

ratio ratio ratio ratio

1991 8.19 8.89 1.09 179.3 151.1 0.84 143 16.1 1.09 86.0 749 0.87
1992 8.02 8.08 101 180.4 159.4 0.88 139 142 1.02 85.3 76.0 0.89
1993 7.80 7.50 0.96 180.3 162.9 0.90 132 130 0.98 83.9 774 0.92
1994 7.68 7.16 0.93 181.9 169.0 0.93 12.7 12.2 0.96 82.7 79.0 0.95
1995 7.55 7.03 0.93 185.4 175.9 0.95 12.2 11.7 0.96 82.0 80.1 0.98
1996 7.30 6.98 0.96 186.8 181.9 0.97 115 11.2 0.97 80.3 79.6 0.99
1997 7.12 6.87 0.96 189.4 187.5 0.99 111 108 0.97 80.7 80.5 1.00
1998 7.01 6.78 0.97 194.4 194.9 1.00 10.8 105 0.97 81.8 82.3 101

Source based on data from Federal Statitical Office 1999 and preliminary datafor 1998

The overall bed reductions occurred entirely as a result of bed reductions in public hospitals
while private non-profit hospitals kept their numbers stable and private for-profit hospitals
even increased their number of beds by two thirds (Table 4.5) — mainly through take-overs.
Take-overs of previoudy public hospitals by private investors were more frequent in the East
(where the share of privately owned beds in the acute sector is now above 10%, i.e. twice as
high asin the West). In other cases, only management is contracted to private companies.

Table4.5 Ownership of German gener al hospitals, 1990-1999

Public Private non-profit Private for-profit Total

Beds % share Beds % share beds % share Beds
1990 387 207 62.8 206 936 335 22779 37 616 922
1999 287127 54.3 204 059 38.6 37760 7.1 528 946
Change -26% -1% +66% -14%

Source: own cal culations based on Federal Satidtical Office data

The private for-profit segment has, as in other countries, two very different sub-segments —
those hospitals which are contracted by the sickness funds to provide publicly financed health
care services and those which déliver services for private payers only. Private hospitas that do
not have a contractua relationship with health authorities or sickness funds are exempt from
most regulations regarding equal distribution, access and financial sustainability. In Germany,
the vast mgjority of private for-profit hospitals (and al private non-profit ones) fall into the
contracted group. Therefore, the impact of privatisation on access, financing and utilisation is
marginal. From the perspective of the insured patient, the gatus of a hospital does not matter —
and usually is not even known.

Reliable and comparable data on patients views are rare; according to a recent survey taken
with the same quegtionnaire in five countries, German patients were generaly reporting the
second lowest rates of problems after Switzerland (Table 4.6). The problem most often
mentioned was “continuity and transition”, perhaps unsurprisingly given the gtrict separation
between sectors.
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Table4.6 Proportion of patients reporting problemswith hospital care, in Germany, Sweden, Switzerland,
UK and US, 1998-2000

Germany Sweden Switzerland UK us

Problems with ...

- Information and education 204 234 16.7 28.7 252
- Co-ordination of care 17.2 NA 131 21.9 21.7
- Physical comfort 6.7 40 26 8.3 10.1
- Emotional support 21.9 26.0 14.7 27.1 26.8
- Respect for patients’ preferences 17.9 21.2 15.6 30.7 19.9
- Involvement of family and friends 16.6 14.6 115 275 19.3
- Continuity and transition 40.6 40.2 30.0 45.1 284
Overall care NOT GOOD 6.6 74 3.7 85 8.1
}/r\lleorllj(lj(i /?;tn r"?commend this hospital to 50 28 36 78 48
Source Coulter & Cleary 2001

6.4 Diagnogtic services

All diagnogtic services are offered in the ambulatory sector. The joint planning of certain
high-technologies across sectors was abandoned in 1997, i.e. there are currently no special
regulations governing them. The usua planning mechanisms apply to radiologists and
laboratory speciaidts.

6.5 Pharmaceutical care

“Public” pharmacies — which are actualy all privately-owned and which have a monopoly
over drug dispensing except to hospitals — sold drugs worth DEM 52.0 hillion (EUR 26.6
billion). Hospitals purchased drugs with an ex-factory volume worth DEM 4.8 hillion (EUR
2.5 hillion) (in 1998). There is no public planning of pharmacy locations but a regtriction that
each pharmacist may only own and operate one pharmecy, i.e. chains (and internet)
pharmacies are illegal. Also, the surcharges on ex-factory prices are legally defined. As most
products considered to be pharmaceuticals may be marketed as ‘ pharmacy-only’, they need to
be purchased in pharmacies. The second threshold is‘ prescription-only’.

6.6 Rehabilitation/ intermediate care

Approximately 1400 ingtitutions with 190 000 beds (2.32 beds per 1000) are dedicated to
preventive and rehabilitative care. Compared with generd hospitals, ownership is very
different with 15%, 16% and 69% of beds being public, private non-profit and private for-
profit respectively. There are dso other differences: 1. Capacities of these ingtitutions are not
publicly planned. 2. Investments cogs are not covered publicly. 3. Sickness funds (and
especialy pension funds) own some of these ingtitutions (included in the non-profit ones). 4.
Sickness funds contract these ingitutions selectively, i.e. not collectively. The latter two
mechanisms limit patient choice for rehabilitative measures.

6.7 Social care

In the mid-1990s, the boundary of the hedlth care sector was redefined when statutory long-
term care insurance was founded. All members of datutory sickness funds (including
pensioners and unemployed) as well as al people with full-cover private hedlth insurance
were declared mandatory members — making it the first social insurance with universal
membership. Unlike in SHI, a uniform contribution rate of 1.7% is applied (split in half
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between employers and employees [except in the Land of Saxony]). The long-term care
insurance is administered by the sickness funds (as an entity separate from the hedth
insurance part but without any separate associations) and by the private health insurers.
Professional care in the ambulatory sector is paid on a feefor-service basis while
ingtitutionalised care is financed by per-diem charges. The prices are negotiated between care
funds and provider associations at Lander level. The duty to guarantee accessto professional
ambulatory care has been legally handed over to gatutory long-term care funds while the
Lander remain obliged to guarantee access to ingtitutionalised care. The principle of ‘dua
financing’ (asfor hospitals, see above) means in the case of nursing carethat the Lander have
to cover investment cogs for ingtitutions and partly for ambulatory suppliers. The Lander are
also responsible for planning but they are legally not alowed to limit the number of providers
in the ambulatory sector in order to enhance competition. The Social Code Book X ended the
legal priority of welfare organisations over private for-profit providers explicitly in order to
introduce competition for prices and quality. Thus, for-profit providers take part in the annual
negotiations with care funds. No reliable per capita figures are available. Beneficiaries may
choose whether or not to receive in-kind or cash benefits for long-term care.

7 THE PATIENT JOURNEY

A typical patient journey may start anywhere in the ambulatory care sector, either in a GP
practice or in a speciaigt’s practice. Patients receive an appointment with a physician of their
choice quickly or smply go to the practice and wait for one or two hoursto get ‘ squeezed' in.
If necessary, patients are then referred to another ambulatory physician for further diagnogtic
work or they may go to another ambulatory physician without referrd. If a hospital admission
were considered necessary, the patient would probably be admitted the same day (or a day
later). A referrd note would accompany the patient, sating the reason for admission and
possibly the lategt test results. In the hospital, diagnostic checks may very well be repeated.
The letter from the hospita to the referring physician usualy consists of two parts. a hand-
written note upon discharge (focusing on diagnosis and further treatment as the hospital will
not give pharmaceuticals to the patient for the period after discharge), and a lengthy more
detailed document which often arrives weeks later.

8 WHAT ARE THE MAJOR CHALLENGES FACING THE HEALTH CARE SYSTEM?

The current discussion has focused on various points. One is the morbidity-orientation of the
rsk gructure compensation mechanism to lower opportunities for cream-skimming by
sickness funds by advertising themselves on the internet etc. As a short-term measure,
sickness funds will receive extra compensation for insurees enrolled in disease management
programmes which, in turn, leads to the question: who decides which indications qudify for
disease management programmes, which quality measures do programmes need to fulfil, who
should “accredit” programmes and on what basis, and who decides which patients may be
enrolled. It is envisaged that some of these decisions will be taken jointly between sickness
funds. To enable sickness funds to redly develop a disease management programme, they
would require the right to selectively contract providers — another major discussion point.
Other topics of current importance relate to the planned introduction of DRGs from
2003/2004 and other unsolved quegtions, in particular, how can the sysem simultaneoudy be
‘budget-neutra’ (as promised to the sickness funds) and ‘open-ended’ (as promised to the
hospitals, as well as to the pharmaceutical sector, eg. ownership of pharmacies, uniform
prices for pharmaceuticals). In addition, renewed growth in health care expenditure in 2001 —
mainly due to the abolition of the regional spending caps for pharmaceuticals — has brought
cog-containment back onto the agendain early 2002.
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1

INTRODUCTION

Dutch hedth care comprises three main elements. public universal insurance for so-called
“exceptional medical expenses’ which includes long-gay care, mental hedlth, €c;
compulsory social health insurance for the low income and voluntary private health insurance
for the high income; and voluntary supplementary insurance open to al. Ambulatory care is
provided by independent GP practitioners paid on a capitation basis. The majority of hospitals
are private non-profit ingtitutions.

2

WHO BENEFITS AND WHAT ARE THE BENEFITS?

21 Coverage
There are three components of health insurance in the Netherlands:
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1. Long-term care and high-cost treatments are covered by the Exceptional Medical
Expenses Act (AWBZ).

With a few exceptions, the Act covers everyone resdent in the Netherlands and all
non-residents who are employed in the Netherlands and subject to Dutch income tax.

2. Normal, necessary medical care is covered by a variety of insurance arrangements.

a) People whose annual salary is below a gatutory ceiling (EUR 30 700 in 2002) and dl
recipients of social security benefits are compulsorily insured under the Sickness
Funds Act (ZFW) up to the age of 65. Since 1998, people aged 65 or over who were
insured under the act before they turned 65, will continue to be insured by the ZFW
after they reach the age of 65, regardless of income. In 2001 almost 65% of the Dutch
population were covered by the ZFW.

b) Other health insurance schemes cover various categories of civil servants, accounting
for around 5% of the total population.

¢) Those who are not covered by the ZFW or the schemes for civil servants can obtain
cover from a private health insurer on a voluntary basis. Approximately 29% of the
population take up this type of subgtitutive voluntary health insurance (VHI). If the
annual taxable income of a voluntarily insured individual aged 65 and over (and
hig’her partner) falls below EUR 19 550, they can register with a sickness fund in the
ZFW (‘opting in"). Fourteen percent of those with subgtitutive VHI (4% of the total
population) have sandard cover under the Hedlth Insurance Access Act (WTZ) (see
Section 3.3).

Only 1.6 per cent of the population has neither gatutory nor voluntary health insurance;
according to the Ministry of Health, Welfare and Sport, mogt of these uninsured people
were homeless, while afew refused to insure themselves for reasons of principle.

3. Care regarded as being ‘less necessary’ is covered by sickness funds and private
health insurersin the form of complementary or supplementary VHI.

Data on levels of complementary VHI coverage are only available for subscribers who
are insured by the ZFW. In 1999/2000 93% of those insured by the ZFW purchased
complementary VHI or a combination of complementary and supplementary VHI
(adthough the latter is marginal). However, the quality of coverage varies widely. Some
subgtitutive VHI subscribers may also purchase additional complementary and/or
supplementary benefits.
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2.2 Bendfits

The main areas of health care to which those covered by the AWBZ are entitled include:
admission to and gay in hospital after the first year; care in nursing homes or homes for
disabled people; psychiatric care; menta health care; care of mentally and physically disabled
people; some pre- and pogt-nata care; child immunisation etc.

The main areas of hedlth care to which those covered by the ZFW are entitled include:
medical and surgical treatment (by generd practitioners, specialists, physiotherapists and
gpeech therapists); obgeric care; dental care (limited to dental care for children and
preventive and speciaist surgical care for adults); pharmaceuticals; admission to and say in a
general hospital up to 365 days, medical aids and appliances; transport; maternity care;
rehabilitation etc

The sandard policy of the WTZ provides similar benefits to the ZFW. The benefits offered
by subgtitutive VHI policies vary.

The benefits offered by complementary and supplementary VHI policies and the conditions
under which they are offered are determined by the insurers themselves and may include:
dental care, spectacles, better accommodation in hospital or dternative treatment. Private
insurersand almogt all sickness funds offer complementary VHI to their existing subscribers.

3  WHOPAYS AND HOW MUCH?

3.1 Taxation

Taxes are levied nationally (by the Kingdom) and localy (by the provinces and
municipalities). There are four rates of national income tax: 32.35%, 37.60%, 42% and 52%.
The firgt two rates include both tax and national insurance contributions (see Section 3.2); the
last two rates are for tax done. The level of persona alowances varies. At 5.3% of totd
expenditure taxes appear to play aminor role in health care funding (Table 5.3) however there
are sgnificant tax-financed grantsto both the AWBZ and ZFW (Section 5).

3.2 Social health insurance contributions

Under the provisions of the National Insurance Financing Act, insured persons are ligble to
pay contributions. Nationa insurance contributions, which include AWBZ contributions, are
levied on taxable income together with income tax. In 2001 the uniform contribution rate was
10.25% of taxable income up to EUR 27 009. Employed peopl€e's contributions are deducted
from their earnings and paid to the tax authorities by their employer. People who do not
receive wages or asadary but who areliable for tax and social security contributions are issued
with an assessment of how much they should contribute.

ZFW contributions payable up to the age of 65 are related to the insured person's income
(earned or in the form of social security benefits). In 2002 employers (or the ingtitutions
providing social security benefits) contribute 6.25% of the insured person’s income, while
employed people contribute 1.7% of their income up to a ceiling of EUR 28 1838 (only wages)
for employees, EUR 19 650 (taxable income) for self-employed people and EUR 19 550 for
pensioners.

Those insured by the ZFW pay an additional non-income-related premium (which varies
between sickness funds). 1n 2002 monthly/yearly flat-rate contributions vary between EUR
9.50/114 and EUR 19.90/238.80 per person (that is per insured person and their spouse, but
not ther children). On average, the flat-rate contribution conditutes about 10% of totd
contributions paid to the sickness funds.
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Hedlth insurance contribution rates are set by the Ministry of Health on the recommendation
of the Hedlth Insurance Board (CV2).

3.3 Voluntary health insurance premiums

Premiums for individual VHI subscribers are rated according to individua risk. Applicants
must complete a medical questionnaire that includes questions about family disease history.
Group rating is applied to premiums for groups. Premiums tend to rise with age. The average
annual subgtitutive VHI premium per insured in 1999 was NLG 1538 (EUR 698), athough
premiums vary subgtantially.

Applicants who are refused subgtitutive VHI cover by a private insurer can obtain a ‘ sandard
policy’ through the WTZ. The WTZ Act enables the government to determine the level of
benefits and the price of a fixed premium for a gandard policy. In 1999 this premium was
fixed a NLG 2500 (EUR 1135) per year for those aged under 65 and NLG 2809 (EUR 1275)
for those aged 65 and over (Vektis, 2000). Unlike statutory cover, however, a gandard policy
does not cover the insured individual’ s dependants, who must be separately insured. Children
under the age of 18 and children between the ages of 18 and 27 who are sudying and who are
included in the policy of the principal policyholder pay only half the amount paid by the main
policyholder.

Premiums for subgtitutive VHI are subject to two satutory surcharges:

*  The MOOZ surcharge financesthe transfer of funds from substitutive VHI to the sickness
funds to make up for the higher proportion of older people covered by the ZFW. In 2002
insured people under the age of 20 pay EUR 40.80, those between 20 and 64 pay EUR
81.60 and those 65 and older pay EUR 65.28 per year; students are exempted.

= The WTZ surcharge covers the difference between WTZ expenditure and premium
income; in 2002 dl those with subgtitutive VHI under 20 pay EUR 117.12; those aged
between 20 and 64 pay EUR 234.24 per year; sudents and the elderly are exempted.

Expenditure on health care, including premiums, can be deducted from taxable income once it
exceeds a catain percentage of income, but the percentage is set relatively high, so that in
practice, thetax incentive is not significant.

34 User charges

The government estimates that up to 9% of tota health care cogs is covered by households
out-of-pocket spending; 4% is covered by co-payments under the AWBZ, 2% by co-
payments/deductibles under the ZFW and 3% by direct payments/private complementary or
supplementary VHI.

Co-payments under the AWBZ apply to care in nursing homes. In determining cost-sharing
regarding admission to an AWBZ ingtitution, account is taken of individuals circumstances,
notably whether they are married or co-habiting or live aone; the latter face higher charges
since their household expenses are reduced to a greater extent by an admission than those of
someone living with a spouse or partner. In 2001 the maximum co-payment amount was
fixed a NLG 3595 (EUR 1631) per month.

All those insured by the ZFW faced a co-insurance of 20% of medical costs up to a maximum
of NLG 200 in 1997/98. There is no co-insurance for genera practitioner visits, basic denta
care and the inpatient cogs of pregnancy. Other hospitalisations are subject to a fixed co-
payment of NLG 8 per day (EUR 4). The following deductibles apply: EUR 180 for atificial
breasts EUR 51 or EUR 102 for orthopaedic shoes (per year up to age 16 and over 16,
respectively), EUR 454 for hearing aids and EUR 252 for wigs.
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Many voluntarily-insured persons are subject to paying a deductible on their health care cods.
Through complementary VHI or direct payment citizens can receive treatments that are no
longer covered by the ZFW such as physical therapy, dentd care, progthesis, hearing aids,
alternative trestment and cogts incurred abroad.

4 WHO COLLECTS THE MONEY AND WHERE DOES IT GO?

4.1 Organisation of funding

National insurance contributions (including contributions to the AWBZ) and income tax are
deducted from the payroll by employers or social security ingtitutions. With the exception of
the flat-rate contribution (which is collected by individual sickness funds), al health insurance
contributions (ZFW) are channelled into a Centra Fund, which is managed by the Hedlth
Insurance Board (CV 2).

Since 1998 the adminigration of the ZFW has been entrugted to a regiona single payer,
usualy the largest sickness fund in each of 31 areas. There are currently 24 sickness funds.
Citizens have a choice of sickness fund and may change fund once a yesr.

A system of budgetsintroduced in 1991 has aimed a encouraging sickness funds to purchase
and provide care as flexibly and effectively as possble and to increase ther financial
responsibility. Sickness funds must consult with care providers to determine the quartity,
quaity and (to a certain extent) the price of health services provided. Budgets only apply to
those cogts over which the funds may have some control (such as drugs, GP care, specialist
care). Fixed cogts such as capita expenditure of hospitals are not budgeted.

Under subgtitutive VHI each insurer has to cover expenditure out of its premium income
(with the exception of thoseinsured by the WT2Z).

Tranders and subsidies between the different dements of the Dutch health insurance system

The introduction of the AWBZ and the switch to an insurance-based system led to
congderable savings for the government, so the government uses some of these savings to
make gructural grantsto the AWBZ Fund.

The government aso makes an annual tax-financed grant to the ZFW. In 2000 this grant
amounted to about 24% of ZFW expenditure.

Sickness funds receive risk-adjusted capitation payments from the Central Fund. Their flat-
rate contributions must cover the shortfall between income from the Centra Fund and
expenditure (after two retrogpective corrective measures caled equalisation and recalculation
have been applied — see below). Capitation payments to sickness funds are adjusted for age
and gender, region of residence and disability status The share of prospective payment in
their tota reimbursement has risen from 3% in 1995 to 35% 1999 (Table 5.1). Two
retrospective adjustment mechanisms limit the financial risk borne by sickness funds:

= fird, any difference between the budget dlocated and the actuad cods for each sickness
fund is partly shared between the sickness funds up to a specific percentage (the
equalisation percentage); resources are shifted from sickness funds that were alocated
too much money (tha is, those with low expenditure) to those that were alocated too
little.

» second, an adjusment is made for any difference between the total budget alocated to
sickness funds and actud expenditure arising from sickness funds' inability to influence
all cogs, the difference is financed by the Central Fund up to a specific percentage (the
recal culation percentage).
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Since 1997 sickness funds have been allowed to reclaim 90% of the expenditure of an insured
individual from a pool (financed by a percentage deduction of the budget for non-fixed coss)
if the expenditure exceeds a specified limit.

Table5.1 Thechanging mix of paymentsto scknessfundsin the Netherlands, 1992-1999

Year Share of prospective Risk adjusters High-risk pool
payment in total sickness
fund expenditure (%)
-1992 0
1993-95 3 Age, gender

1996 15  Age, gender, region, disability status

1997 27  Age, gender, region, disability status 90% of annual expenditure above
NLG 4500 (EUR 2042)

1998 29  Age, gender, region, disability status 90% of annual expenditure above
NLG 4500 (EUR 2042)

1999 35  Age, gender, region, 90% of annual expenditure above

employment/social security status NLG 7500 (EUR 3403)
Source: Schut & van Doordaer 1999

4.2 Organisation of purchasng/contracting

The AWBZ and the ZFW provide benefits in kind (although the AWBZ provides some cash
benefits) by contracting with ingtitutional providers (hospitals) and individual providers (GPs
and specialigts). Sickness funds must contract all accredited ingtitutional providers, but since
1992 they are no longer obliged to contract dl individual providers. Voluntary health insurers
and sickness funds involved in the AWBZ are prohibited from employing personnel to
provide health services, except in special cases and with the approval of the Hedth Care
Board (CV2).

Contracts are Signed following a national consultation between hedth insurers and providers
representative organisations. If the parties cannot come to an agreement, the CVZ drawsup a
‘model contract’.

Fees are subject to approvd by the Board for Tariffs in Health Care (CTG). As of 1 January
1992, independent medical practitioners or groups of practitioners working together are
subject to a system of maximum fees under which it is possible to charge fees lower than
those set or approved by the CTG.

GPs are paid on a capitation basis for patients insured under the ZFW and on a fee-for-service
basis for voluntarily-insured petients.

Hospital budgets are calculated onthe basis of afixed rate:

" per personinthe service area

= per licensed hospital bed

= per licensed specialist unit

* per negotiated volume of production units (for example, hospita admissions, inpatient

days, first outpatient contacts, day surgery and specia treatments such as renal dialysis,
open-heart surgery, IVF, neuro-surgery etc)

These fixed rates vary according to hospital size, with larger hospitals receiving higher rates
on the assumption that they perform more complicated procedures.
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Hospital budgets are financed by the rates charged to insurers or patients, which may not
be the same as the rates used to set budgets. Rates charged to insurers fall into two
categories:

» national ancillary rates covering about 1600 procedures based on real average costs

= daily nursing rates derived from individual hospital budgets and calculated as follows:
income from ancillary procedures (laboratory teds, x-rays, surgical procedures ec) are
deducted from the hospital budget and the remaining amourt is divided by the esimated
number of inpatient days; insurers are therefore charged the same rete for all patientsin a
given hospital, athough daily nursing rates vary between hospitals

Hospitals receive additional funds for capital expenditure. Maor renovations and the
congruction of new hospitals are entirely covered by increasing the daily nursing rae, so
hospitals do not bear any financial risk for capital expenditure,

Since 2000, hospita payment has been performance-related, so hospitals producing fewer
inpatient days than agreed with hedlth insurers are paid less. Performance-related payment
aimsto gimulate activity in order to combat waiting lists.

Doctors training to become specialists are sdaried but specialists working in hospitals are
formally self-employed. They were originally paid fees for service but since 1995 expenditure
caps have been put in place. Insurers sign contracts with specialists concerning the volume of
careto be provided and any overrun of expenditure caps must be compensated by a cut in fees
in the following year(s). These ex post cuts generdly give rise to conflict between the
government and specialists organisations. Increasingly, medical staff negotiate lump-sum
payments. The future DRG-type hospital payment system will include specialigts’ fees.

5 HOW MUCH IS SPENT AND ON WHAT?

Taxation is mainly used to fund research in health and, to a lesser extent, public health. Data
on tax expenditure on health does not include government subsidies to the ZFW, nor to the
AWBZ. Tota tax expenditure, including these subsidies, is estimated to be around 13-14% of
total expenditure on hedth.

Table5.2 Trendsin health car e expenditurein the Netherlands, 1980-2000

Total expenditure on health care 1980 1985 1990 1995 1996 1997 1998 1999 2000

Total expenditure in USDPPP per capita 714 958 1403 1891 1928 2009 2150 2259 2245
Share of GDP (%) 8.3 8.1 8.8 8.9 8.8 8.7 8.7 8.7 8.1

Public share of total expenditure on health 69.2 71.0 67.7 72.0 67.3 68.9 68.6 68.5 73.2
care (%)

Source: WHO Regional Office for Europe, hedlth for all database
6 How DO PATIENTS ACCESS SERVICES?

6.1 Access

As mentioned in section 2.2, benefits under the various insurance schemes are legally
defined and are enforceable through court action. In recent cases, courts have stressed the
insurance
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Table5.3 Main sourcesof health care funding in the Netherlands as a per centage of total expenditure on

health, 1980-1999

Source of Finance 1980 1990 1995 1996 1997 1998 1999
Public

- Taxes 9 11 10 9.7 4.3 5 53
- Statutory Insurance (AWB2Z) 37 33 43 31 36.8 36.6 36.5
- Statutory Insurance (ZFW) 23 31 27 35.7 35.6 359 36
Private

- Private insurance 24 16 12 155 14.7 14 145
- Out-of-pocket 7 10 8 7.8 8.2 7.8 6.9
Other - - - 0.3 0.4 0.6 0.8

Source: MoH various years

Table5.4 Health care expenditure by type of service in the Netherlands, in 1000 million NLG and as a
per centage of total, 1990-2000

Expenditure category 1990 1995 1997 1998 1999 2000
Inpatient care (‘intramural’) 23.0 30.0 28.9 30.6 32.2 34.0
(53.2%) (53.3%) (47.4%) (47.1%) (47.1%) (46.7%)
- hospitals 133 17.2 18.7 19.6 20.6 NA
(30.8%) (30.6%) (30.7%) (30.2%) (30.1%)
- psychiatric hospitals 2.6 34 * * * *
(6.0%) (6.0%)
- institutions for the mentally weak 25 33 37 40 41 NA|
(5.8%) (5.9%) (6.1%) (6.2%) (6.0%)
- nursing homes 4.2 5.6 6.2 6.6 7.0 NA|
(9.7%) (9.9%) (10.2%) (10.2%) (10.2%)
Ambulatory care (‘extramural’) 17.9 23.6 24.6 26.4 28.0 30.0
(41.4%) (41.9%) (40.3%) (40.7%) (40.9%) (41.2%)
- general practitioners 16 20 2.2 2.2 23 NA|
(3.7%) (3.6%) (3.6%) (3.4%) (3.4%)
- specialists * 25 2.8 2.8 3.0 32 NA|
(5.8%) (5.0%) (4.6%) (4.6%) (4.7%)
- dental care 2.0 22 25 2.6 2.7 NA|
(4.6%) (3.9%) (4.1%) (4.0%) (3.9%)
- midwives and paramedics 13 15 15 16 17 NA|
(3.0%) (2.7%) (2.5%) (2.5%) (2.5%)
- pharmacies, suppliers of 5.2 7.8 84 9.3 100 NA|
dressings etc. (12.0%) (13.9%) (13.8%) (14.3%) (14.6%)
- institutions for public health care* 44 6.1 5.9 6.3 6.6 NA|
(10.2%) (10.8%) (9.7%) (9.7%) (9.6%)
Mental health care * * 4.7 5.0 53 5.7
(7.7%) (7.7%) (7.7%) (7.8%)
Food and water inspection 0.1 0.2 0.2 0.2 0.2 NA
(0.2%) (0.3%) (0.3%) (0.3%) (0.3%)
Palicy, administration and 21 25 26 26 28 NA
management (4.9%) (4.4%) (4.3%) (4.0%) (4.1%)
Total expenditure 43.2 56.3 61.0 64.9 68.4 72.8

Source SatigicsNetherlands 2001 NA = not available

* Since 1997, al expenditure for mental health care forms one category while it previoudy was categorised as expenditure for psychiatric
hospitalsand parts of spedidist care aswel aspublic hedlth care.
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aspect (that the insured has an entitlement to the services listed if hisher condition
necessitates them) over other aspects such as cost containment policies. Waiting lists are
therefore seen not only as a burden, but a violation of patients' rights as they impede legally
guaranteed access.

6.2 Ambulatory care

Primary care is well developed and is provided largely by GPs. GPs maintain independent
and mostly solo practices in each community and have an average of 2300 patients on their
list. Insured persons are free to register with the GP of their choice. The number of group
practices and health centres (saffed by GPs, social workers, physiotherapists, and sometimes
midwives) is increasing rapidly. GPs are also typically members of so-cdled locum groups
conggting of 8 to 10 members which provide out-of-hours services as well as substituting for
each other in the case of holiday or illness.

GPs are the central gatekeepers in the hedlth care system. Patients covered by sickness funds
require a referral card for access to specialists or hospita care, while the voluntarily-insured
must have areferrd letter. These name the specialty but not the individual specialist; choice of
specialig is up to the patient.

GPs 'specialise’ in common and minor diseases, in care for patients with chronic illnesses and
in addressing the psychosocial problems related to these complaints. The impact of gate-
keeping is illustrated by the low referra rate: the vas majority of medical problems are
treated by GPs. Patients are referred to specialists in only 6% of contacts. Referrd rates to
aurgical specidlists are relatively high. Referrals for common conditions, such as
hypertension, low back pain, and upper respiratory tract infections are very low; nearly all
cases are treated by family doctors who have developed an internationally acclaimed system
of guidelines and quality care. On the other hand, diseases such as myocardial infarction, low
back pain with radicular symptoms and chronic tonsillitis account for a relatively high
percentage of referrals. Specidigts are therefore responsible for a select and limited segment
of thetotal spectrum of morbidity.

Physician-patient contacts, including specialist care, have been around 5.7 per capita per year
in the 1990s (about 0.5 higher than in the 1980s), and primary care congitutes about two
thirds of all contacts in ambulatory care. The average number of annual patient contacts is
higher for sickness fund patients then for privately insured patients. (According to the
European Community Household Panel Survey, the figures for 1996 were 2.9 contacts with
genera practitioners and 1.8 with specialists.) To compare internationally, the overdl figure
of 5.9 contacts per capitain 2000 is dightly less than the EU average. A griking aspect is the
low prescription rate; a prescription is given in only two-thirds of contacts. Moreover, drugs
are prescribed for dightly more than half of all diagnoses only — compared to 75% to 95% in
other European countries. GPs do not have hospital privileges: they cannot admit ther
patients to, nor treat them, in a hospital. However, they may use hospitals for diagnostic
procedures, e.g., blood tests, X-rays, endoscopies, and lung-tests.

6.3 Secondary care

Secondary and tertiary care is predominantly provided by medical specialists in hospitals.
Nearly all hospitals have outpatient as well as inpatient facilities. Outpatient services are
provided primarily by specialists who carry out pre-admission diagnostic examinations as
well as outpatient treatment. Except in cases of emergency, patients are not dlowed to go

directly to an outpatient department or policlinic of an acute hospita. About 40% of the
population contact a medical specialist per year; those who do have around 4.8 contacts per
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capita per year with them. As mentioned above, specidists are accessible via referral only
(and the Dutch do not seem to try to bypassthis system).

There is a well developed hospita system in the Netherlands consisting of 136 hospitals in
1999 (excluding psychiatric hospitals). More than 90% of the hospitals are private and non-
profit; the res are public (university) hospitals. Hospitals may be classified as teaching,
general and specialist hospitals. The eight university hospitals are atached to faculties of
medicine and fulfil general specialist, advanced clinical and final referral functions.

Hospitals have increased their capacity through mergers or expansion despite the required
decrease in beds within each region, which has lowered the number of acute care beds by
over athird since 1980 to 3.3 beds per 1000 population (Table 5.5). Admissions to acute care
hospitals are equaly low by international comparison, while the occupancy rete is extremely
low (around 20 percent lower than in other EU countries).

Table5.5. Inpatient utilisation and perfor mancein the Netherlands, 1980-1998

1980 1985 1990 1995 1996 1997 1998 1999 2000
Beds per 1000 population, all hospitals - 6.4 5.8 53 5.2 5.2 51 5.0 48
Beds per 1000 population, acute care 5.2 47 40 35 35 35 34 34 33
Beds per 1000 population, psychiatric 17 17 18 17 16 17 17 16 16
Admissions per 100 population, all hospitals 11.7 11.4 10.9 11.1 11.1 NA NA NA NA
Admissions per 100 population, acute care 11.2 10.9 10.3 10.3 10.2 10.3 NA NA NA
Average length of stay (days), all hospitals NA NA 16.0 14.3 14.2 13.8 13.6 13.1 12.9
Average length of stay (days), acute care 14.0 12.5 10.0 8.8 8.6 84 8.3 79 7.7
Occupancy rate (%), acute care 83.5 79.1 66.1 65.5 65.1 63.1 62.9 59.7 58.4

Source: WHO Regional Office for Europe, hedlth for all database

NA =not available

In the late 1990s waiting lists emerged as the major problem of the Dutch hedlth care system
(at least from the public’s point of view). Waiting times and lists are counted twice, for the
diagnogtic process and for treatment itsdlf. In March 2000 around 150 000 petients were
waiting for trestment in general hospitals, with more than 92 000 of them waiting longer than
one month. By October 2001 the number — excluding psychiatry and paediatrics — had
increased to 185 000. The specidities of orthopaedics (35 000), generd surgery (35 000),
ophthamology (34 000) and plagtic surgery (24 000) had the largest waiting ligs, plastic
surgery had the longest waiting time: 12 weeks for diagnosis and 23 weeks for treatment
(both figures are about twice as high asthe average).

At the end of 2001 areport put the total social cogs of waiting lists a NLG 6.96 hillion (EUR
3.16 hillion) per year. These included NLG 4.1 billion due to loss of welfare, NLG 1.3 hillion
dueto loss of income and productivity, NLG 1.5 billion due to long term disability and NLG
18 million due to bureaucracy (SEO 2001).

Partly related to waiting lists is an increased pressure from patients to access services across
borders. Sickness funds have contracted hospitals across borders (eg. in Belgium) to ease
pressure but there is additional demand for unauthorised, non-contracted care as recernt the
European Court of Jugtice cases have demonstrated.

6.4 Diagnogtic services

Diagnostic services are provided as part of ambulatory and secondary care; dl providers are
private.
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6.5 Pharmaceutical care

Pharmaceuticals are mainly available through community pharmacies (while hospitals may
have their own pharmecies). While these used to be solo operations, each owned by a
pharmacy, recent years have seen an increase in groups of pharmacies owned by groups of
pharmacists (co-operatives). Chain pharmacies are dlowed but do not play arole; in fact, a
large UK chain entered the market but withdrew (as did the largest Dutch department sore).
The location of (new) pharmaciesis not regulated.

6.6 Rehabilitation/intermediate care

Rehabilitation is a medical specialty of its own and often is based in acute hospitas athough
there is some care of ambulatory patients. Rehabilitation benefits include examinations,
treatment and counsdlling by medical specialists, paramedical staff and behavioural or
rehabilitation therapists aswell as accommodation, if necessary.

6.7 Social care

The mog important social services consist of nursng homes and homes for the ederly
(residential homes). Compared to other European countries, the Netherlands has almost the
highest rate of residential care for the ederly in nursery homes and psychiatric and medical
hospitals. The ingtitutions are usudly private, i.e. ether privately owned or operated as
foundations under private law.

Menta health care encompasses a whole range of organisations and practising professionals,
all pursuing the common aim of treating menta health problems. The 90 regional ingtitutes
for ambulatory mental health care (Regionale Ingeling voor Ambulante Geestelijke
Gezondheidszorg, RIAGG) as well as the 76 psychiatric hospitals (all figures for 1999) and
sheltered housing schemes have a regional character. They are responsible for the psychiatric
and psycho-social care of the population for a specified catchment area. In principle, menta
health care is only accessible to those who have been referred by their GP. Waiting times
have become very long and reached 29 weeks for psychiatric trestment in 2001. However, in
both acute and crisis situations, a direct apped is made to the mentd health care services for
assistance.

7 THE PATIENT JOURNEY

A patient will firgt visit higher permanent GP. Except in certain areas of large cities where
there is a shortage of GPs, access is not a problem. Mog patients do not require further
referra (see above). If further diagnosisis required, the family practitioner will issue a referra
card/note, indicating the speciaty. She will mogt likely also recommend a particular
specialist (but the patient is not required to follow that suggestion). The waiting time for the
specialist gppointment will be, on average, 6 weeks (3 in surgery, 4 in internal medicine). The
specialist might then initiate an ambulatory or inpatient trestment; the average waiting time
for thiswill be 11 weeks (2 in internal medicine, 9 in surgery). Upon discharge, the patient
will be referred back to his’her GP and/ or the specialist. Many projects on continuity of care
(“transmural car€’) try to smooth out this process. Transmural care projects utilise specialised
nurses, guidelines, home care technology, discharge planning and other methods. Transmural
care often is geared towards specific groups of patients, e.g., chronic patients with intermittent
acute care needs, such as those with cancer, chronic obstructive pulmonary disease, diabetes
or rheumatoid arthritis. At no point is the patient required to pay a co-payment.
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8 WHAT ARE THE MAJOR CHALLENGES FACING THE HEALTH CARE SYSTEM?

Waiting timeg/lists are by far the mogt visible public issue. But they also cause concern from a
legal perspective as they indicate that the system cannot provide services to which insurees
are entitled. Waiting lists are not related to hospital capacity per se as the extremely low
occupancy rates demongrate. From the government’s point of view, a restructuring of the
three hedlth insurance components is (again) on top of the agenda in order to ensure higher
equity in contributions/premiums (currently one Euro more or less income on either side of
the threshold can more than double the contribution). The plan, published as “Vrag aan bod”
in July 2001, proposes firg to unify the various schemes in the second component and then
merge it with the first component to have one national insurance scheme which would be
managed by the sickness funds as well as private hedth insurers. Extengon into the firgt
component raises the quegion of which benefits need to be exempted from such a
competitive environment.
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1 INTRODUCTION

New Zedand's health system is financed predominantly from genera taxation and covers dl
residents in the country. Public hospital outpatient and inpatient services are free; however
most people meet some codts of primary health care (although some groups are exempt or
have hedlth concession cards), and make a co-payment for pharmaceuticals. New Zealand
targets subsidies for primary care and prescriptions on low-income patients (using concession
cards), children and high users of services. Hedlth services are delivered by a mix of public
and private providers. The New Zedand health care system has undergone several phases of
resructuring. The Labour/Alliance codition government (1999- ) has ended the drict
purchaser/provider split, returned to regional funding and delivery of health services, and is
moving toward more comprehensive access to primary health care through capitation funding
to generd practice groups.

2  WHO BENEFITS AND WHAT ARE THE BENEFITS?

21 Coverage

Entitlement for dae hedth care is based on resdency or citizenship staus. There is no
universal social insurance; the exception being the Accident Compensation Corporation that
provides comprehensive no-fault insurance for hedth and social care cogs and income
replacement in all cases of accidental injury or occupational illness.

Public hospita outpatient and inpatient services are free, with public hospitals accounting for
just over haf the tota bed stock including the large tertiary care hospitals. The cods of
primary health care are met or subsidised for certain groups. Over 40% of the New Zealand
population hold concession cards, but perhaps another one-quarter of digible people do not,
while people whose incomes are just above the digibility threshold (another 5-10% of the
population) face financial barriers in accessing primary care. In 1999, concession cardholders
were estimated as 43% of European New Zealanders (Pakeha), 64% of Maori and 68% of
Pecific people.

Consumers make a maximum co-payment of NZD 15 for items on the Pharmaceutical
Benefits Schedule and co-payments are waived or reduced for young children and concession
cardholders.

Private insurance is voluntary and the funds insure people againg ‘gap’ and ‘ supplementary’
cogts but do not offer comprehensive health cover. About 33-37% of the population have
private health insurance, down from an estimated 51% in 1990. While those in low-income
households are relatively intensive users of hedlth care, uptake of health insurance is strongly
skewed towards higher income earners. For example, only 13% of households in the bottom
income quintile report buying health insurance compared to 59% in the highest quintile.

2.2 Bendfits

The Nationa Health Committee in the early 1990s was charged with defining what hedlth
services should be publicly funded. Although ultimately the Committee decided it was
inappropriate to define either a positive list of covered services or anegative list of exclusions
from public funding, the Committee did succeed in defining criteria for service priorities
based on identifying the mogt effective treatments for particular conditions according to
clinical practice guidelines from “evidence-based” medicine.

All servicesreceived as a hospita inpatient, outpatient or day patient are fully subsidised. The
state subsidises consultations with general practitioners by health concession cardholders and
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children; pregnancy services are fully subsidised; laboratory and x-rays tests ordered by a
doctor are subsidised while inpatient and outpatient tess are free. Menta health and drug and
alcohol services are free. Public health screening (such as breast cancer screening for women
aged 50-64 years) and immunisation services for children generdly are free to the user.
Denta care is free for children but the government pays only for urgent dental services on a
means-tested basis for adults so that mogt adults pay for their own denta care. A co-payment
is required for ambulance transport except in accident cases. Adults pay part of the cost of
medical equipment and prostheses (except in cases of financial hardship), and eye tests and
glasses/contact lenses are not covered.

A government organisation, the Pharmaceuticd Management Agency (PHARMAC),
decides what drugs should be listed on the Pharmaceutical Schedule based on an independent
advisory committee's evauation of the evidence of clinical and cog effectiveness.
PHARMAC aso decides the price that government is prepared to pay the supplier within a
reference-pricing scheme. The Pharmaceuticals Schedule lists almost 3000 drugs and services
that are subsidised by government.

In New Zedland, social services for older people, children and adults with disabilities, and
people with long-term menta illness are a national responsibility financed by the hedth
system. However, long-term nursing home or residential care home services for the elderly
are subject to an income and means test (as in the UK), and some home care services attract
income-tested charges.

3  WHOPAYS AND HOW MUCH?

3.1 Taxation

The New Zedland hedlth care system is financed predominantly through genera taxation,
with total public funding amounting to nearly 78% in 1999 and private funding of 22% (Table
6.1). The public sector component of total expenditure on health in New Zedand thus was
higher than Augrdia with 70% in 1998 but lower than the United Kingdom with 83%
(OECD 2001). Over the last two decades in New Zedland, public funding has decreased
while out-of-pocket payments by consumers and private insurance has increased.

In 1998/99, 77.5% of hedlth sector finance came from taxation and socia insurance
contributions, 15.9% from consumer out-of-pocket payments, 6.2% from private insurance,
and 0.4% from non-profit organisations. The New Zealand government remains committed to
a predominantly tax-funded health care system but is reviewing its financing arrangements for
health and disability services.

Taxation is national (in the unitary sysem of government) plus there are minor loca
government rates and taxes. Government revenue comes mainly from Pay as You Earn
(PAYE) income tax and a Goods and Services Tax (a form of value-added tax a 12.5%).
PAYE income tax is progressive with the rates for persona income tax as follows. income
earners below NZD 38000 are taxed 19.5 cents in the dollar, income earners between NZD
38 001-60 000 pay 33 cents in every dollar, those earning above NZD 60 000 are taxed 39
cents in every dollar. Direct taxes account for 60% of central government revenue. A part of
genera taxation is alocated to the government health system budget each year.

3.2 Social health insurance contributions

The second compulsory contribution from tax-payers to hedlth system revenue is through the
Accident Insurance scheme (4.7% of totd health expenditure in 1998/99). The Accident
Compensation scheme is the only form of social health insurance fund. The previous
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government s&t up a compulsory competitive insurance market for work-related injuries in
1998 but the Labour-led codlition government renationalised from July 2000.

Table6.1. Main sour ces of health carefundingin New Zealand as a per centage of total, 1980- 1999

Source of Finance 1979/80 1984/85 1989/90 1994/95 1998/99
Public
Vote: Health 80.5 78.9 72.7 65.0 68.9
ACC 0.7 28 44 54 47
Other Govt agencies 6.6 5.0 4.8 29 29
Local Authority’s 0.3 0.3 0.5 0.6 0.7
CHE/HSP deficit financing - - - 32 0.3
Total Public Funding 88.1 87.0 824 772 715
Private
out-of-pocket 104 10.8 145 16.2 159
private insurance 11 18 2.8 6.4 6.2
non-profit organisations 04 04 0.3 0.3 04
Total Private funding 119 13.0 17.6 228 225

Source: Minigry of Health 1999
3.3 Voluntary health insurance premia

Private hedlth insurance finances some 6.2% of health expenditure. Private health insurance
funds insure people againg ‘gap’ and ‘supplementary’ costs but do not offer comprehensive
health cover. The population can choose among 15 private health insurance funds but one of
them - Southern Cross - has an esimated 75% market share. There is no regulation of the
private health insurance industry apart from the regulation applying to genera insurance, and
there are no tax rebates on an insurance premium. Given the large and complicated range of
insurance plans it is not meaningful to present an average premium. However premia are
risng with increasing cods resulting from, for example, the ageing population, new
technology such as imaging, and more eective surgery. Premia may be based upon ‘risk
rating’ and thus rise with age but in the alosence of regulation there are few ‘ community rated’
schemes.

34 User charges
Out-of-pocket expenditures account for nearly 16% of total health expenditures

Primary care is charged on a fee-for-service basis (with subsidies for low-income earners,
children and high users of services), with children under six receiving free services. Average
GP consultation fees for upper income adults are around NZD 32-35.

Generd practitioners claim subsidies from the government for consultations with Community
Services or High Use Hedlth Cardholders, which reduce the co-payment made by a patient.
Since government subsidies to patients for GP consultations are flat rate (and thus not cod-
indexed) the red value has eroded. Government subsidies in 2001 were as follows. NZD
32.50 per visit for dl children under six years, NZD 15 per visit for children aged 6-18 years
(families without a card); NZD 20 per visit for children aged 6-18 years (family with a card);
NZD 15 per visit for adults (over 18 years) with a card.

The Community Services Card was introduced in February 1992 to provide hedlth care
subsidies to people on low to middle incomes. This includes people on income-tested welfare
benefits, and families who earn below a certain threshold. In 2001 the income limits start from
NZD 18586 for a single person sharing accommodation and increase depending on the size
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of the family. For example, the limit for afamily of four is NZD 39 089. At 1 July 2001 there
were 1 127 517 current cardsin circulation.

The High Use Health Card offers the same subsidies as the Community Services Card, for
people with greater health needs for GP services. In 2001 the criteria were that the individual
must have visited their GP more then 12 times in the previous 12 months for an ongoing
condition(s). This is irrespective of an individual’s income. Unlike the Community Services
Card, which is issued to families, the High Use Hedlth Card is specific to one person. At 30
October 2001, 35 280 people held High Use Hedth Cards, 55% of these in the over 60 age
group.

The Free Child Health Scheme, introduced in 1996, subsidises general practitioner
conaultations for children under six. The subsidy of NZD 32.50 was intended to cover most of
the conaultation fee, but the amount has not changed since its introduction, so that GPs are
finding it difficult to maintain the service without co-payment. Children between six and
eighteen years also have their GP visits subsidised, and children whose parents have a
concession card atract ahigher level of subsidy.

Pharmaceuticals are free for public hospital inpatients and outpatients. People pay a
maximum co-payment of NZD 15 per item on the Pharmaceutica Schedule from
community-based pharmacies with children under six being exempt. Pharmaceutical co-
payments are reduced for people with Community Services or High Use Hedth Cards to
NZD 3. These cogs apply to pharmaceuticals on the Pharmaceutical Schedule (administered
by PHARMAC), but any prescription written for a non-schedule or partialy subsidised item®
will incur an additional charge, regardless of the patient’s card-holding status. Prescribing of
generics is encouraged by the reference-pricing scheme. The Pharmaceutical Subsidy Card
entitles the holder and their family to prescription charges of only NZD 2 per item for the rest
of the year after the first 20 pharmaceutical items. If the holder of a Pharmaceutical Subsidy
Card aso holds a Community Services Card then they pay no prescription fee a al after the
first 20 prescriptions.

Maternity services are free (athough some services such as extra ultrasounds are charged)
and women can choose their provider (medical practitioner or midwife) and location for birth
(hospital or home delivery). The government pays a set fee for each birth. Women register
with their chosen professional (lead maternity carer), who undertakes awoman’s care through
pregnancy, birth and after, and is able to atend the patient for delivery in the public hospita
of their choice. The government aso paysthe hospital with no cog to the patient.

Medical aids and prostheses are free for children under 16 years. For adultsover 16 years, the
government fully subsidises medical items required for employment or educational training
purposes, a small co-payment is required for some other items, for example, NZD 37 for an
artificial limb.

4  \WHO COLLECTS THE MONEY AND WHERE DOES IT GO?

4.1 Organisation of funding

The government of New Zedland (a unitary government) has overal responsbility for
ensuring the provision of health care services, which are funded mainly through nationally

! Under the reference pricing scheme, at least one drug (the reference priced drug) in each therapeutic dassis
available without any additional charge (apart from the co-payment). Other drugs in the same thergpeutic dass
are ubsidized at the “reference price’, but pharmaceuticd manufacturers are free to charge an additiond price,
and many —not dl —do so.
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collected taxation revenue (athough some minor environmental health and health protection
functions are funded by loca government).

The hedth budget is determined in the government annual budgetary process, from 1997/98
taking into account ‘a sustainable long-term path’ formula that adjusts for various pressures
on hedlth expenditure including predicted price increases and the net effect of technological
changes. Hedth care funding, based upon increases from the previous round plus the above
formula, achieved annual real growth of about 2% in the health budget, though typically there
were additional annual ‘top-ups’ to the health budget amounting to another 1% in some years.
In December 2001, the Minigter of Health announced a move to athree-year funding package
so that District Hedlth Boards could plan ahead with more certainty (and aso theoretically
manage within their budgets).

The Minigry of Health negotiates the hedth budget with the Treasury, with the final
appropriation determined in the health budget line (named ‘Vote: Health'). The appropriation
is divided into depatmental (the Ministry of Hedlth's own budget) and non-depatmental
blocks (allocated to Didtrict Hedlth Boards on the basis of a needs-weighted population
formulato finance health and social care expenditure). ‘ Ring fencing’ within the allocationsto
Digrict Hedth Boards and other programmes is used to protect several categories of
expenditure, such as public health, mental health and disability support services.

4.2 Organisation of purchasng/contracting

The New Zedand health care sector has undergone major sructural changes over the last two
decades. From 1993-1999, a purchaser-provider split was put in place and purchasing was
undertaken, first by four regional health authorities and then by one central Health Funding
Authority. Public hospitals and community services during this period were organised as 23
autonomous Crown-owned enterprises, analogous to NHS Truds. In 1999, the
Labour/Alliance government mostly eliminated the purchaser/provider plit and decentralised
many aspects of health resource dlocation. The New Zealand Health and Disability Act 2000
disestablished the Health Funding Authority and created 21 District Health Boards, returning
responsibility for health care funding and delivery to these Boards. The District Health Boards
cover geographically defined populations, own and manage public hospitals and community
health services and public health programmes (that take the majority of the DHB budget), and
also purchase services from private providers of primary and community services within their
regions. They are crown entities (atutory corporations) and are responsible to the Minister of
Hedlth for setting their grategic direction, for appointing their chief executive, and for their
own performance. A mgjority of members of the Boards are locally elected, with the balance
of members appointed by the Minister of Hedlth.

The Minigtry of Hedlth allocates resources to the 21 Digtrict Health Boards, from 2002 in a
three-year funding package, and is gradually moving from historic expenditure alocations to
formula allocation, based on population-based funding (which has been operating in New
Zealand since 1983). This is based upon the number of people living in each region, the
ethnicity and age ructure, and population characteristics that affect the need for hedth and
disability services.

The New Zealand Public Hedlth and Disability Act 2000 requires the District Health Boards
to develop and make public the following accountability documents. a 5-10 year strategic
plan developed in consultation with the community and endorsed by the Minister of Hedlth,
an annual plan and funding agreement to be agreed with the Minister, and regular monthly
and quarterly reports againgt the annual plan. A Digtrict Hedlth Board is not supposed to
unduly favour its own hospital and other services above those of other providers (such as
general practitioners, Maori health services, and disability services). Crown funding
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agreements are drawn up between the Crown, District Health Boards and other providers of
sarvices. Detailed purchase of service contracts are drawn up between the District Hedth
Board and gate and private providers. Providers must be given notice on the terms and
conditions under which payments will be made. The Act requires these notices to be
nationally consistent where possible in order to keep down transaction costs and maintain a
degree of national consistency and equity of access.

Ambulatory care

Generd practitioners are predominantly private practitioners with two-thirds working in
group practices. Mog practices receive their income from government subsidies for
conaultations with concession cardholders and children (received retrospectively as fee-for-
service subsidies by 85% of GPs) and via capitation-based contracts (15% of GPs mogtly in
lower income areas). The other main sources of GP income are patient fees and payments
from the Accident Compensation scheme, which reimburses GPs for patient consultetions
and aso for arange of diagnogtic and treatment services for accidental injury. GPs s&t ther
own fees but these are influenced by the flat rate government subsidies. Dating from the 1993
Hedlth and Disability Services Act, GPs were encouraged to form Independent Practitioner
Associations (described later), which took responsbility for managing the budget for awider
range of primary care expenditure, the incentive being tha practices could retain part of any
savings. Subsidies to GPs (and also pharmaceutical prescriptions) are monitored, audited and
paid by Hedlth Benefits Ltd, a gand aone business unit in the Ministry of Hedlth, which
handles about NZ1.2 billion annually.

Hospital care

A hogpital is given a prospective fixed operating budget for the year, currently by its Digtrict
Hedth Board, which is intended to cover al operating expenses gpart from magjor capital
expenditure. Hospitals are paid for each patient on the basis of case weights (diagnosis related
groups), which set a price/volume schedule for the year, dthough a hospita can trade
volumes between specialities to fill areas of needs. Hospitals now have more financial
incentives to manage within their budgets given prospective funding and DRG case-mix
payments, which payment methods both encourage cog-effective care.

Digrict Health Boards enjoy a high degree of financial autonomy. They are able to retain and
carry forward cash surpluses, can operate bank accounts with any private sector bank, and can
access overdraft facilities on normal commercial terms. They are free to borrow from private
capital markets without explicit government guarantee to finance major capita investment,
although major capital projects are subject to government approval.

The majority of specialigtsin the public sector are paid a salary. Mogt hospital specialists also
supplement their incomes with private practice. In the private sector, doctors providing
services to hospitals are paid primarily on a fee-for-service basis. After a period of individual
bargaining during the 1990s between employers and employees, the new Employment
Relations Act 2000 encourages collective agreements. Hospital specialists  employment
contracts and all other saff employment contracts are negotiated localy, directly with their
employers, the District Health Boards.

The Accident Compensation scheme pays for patients to receive hospital and specialist carein
the hospital of the choice, from the speciaist of their choice, whether in the public or private
sectors. In practice, emergency hospital care is only available in public hospitals, so this
choice is exercised for non-urgent care. The Accident Compensation scheme contracts with
public hospitals on a progpective basis but pays private hospitals and specialists on a fee-for-
service basis.
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5 HoOw MUCH IS SPENT AND ON WHAT?

5.1 Expenditure

Tota expenditure on hedth care in New Zealand in constant prices (1998/1999 prices)
increased steadily in the 1980s and 1990s, with a 2.8% annual rise from a relatively low level
(Table 6.2). New Zedand'stota health care expenditure as a percentage of Gross Domestic
Product (GDP) was only 5.2% in 1987, reflecting the depressed economy of the time, then
rose geadily to 8.2% of GDP by 1997/98. New Zedand spends a smilar amount on health
care to OECD courtries with similar levels of GDP. In 1998, New Zedland was 16th for
health expenditure in the OECD as a percentage of GDP and 19th for per capita hedth
expenditure. Tota per capita expenditure (controlling for purchasing power parity PPP) in
1998 was USD 1440 compared to USD 1510 in the United Kingdom. Per capita expenditure
in 1997 was lower than the European Union average of USD 1771 and ranked about 18" in
the OECD.

Table6.2 Health care expenditure, Consumer Price Index (CPI) deflated trends

Total expenditure
(NZD million 1998/99)

Public Private Total
1979/80 4369 596 4965
1984/85 404 629 4833
1989/90 473 1061 6033
1994/95 589 1624 7112
1995/96 5534 1683 7218
1996/97 5843 1717 7560
1997/98 6208 1851 8059
1998/99* 6490 1886 8376
RAAGR** 2.1% 6.2% 2.8%

Source: Minigry of Hedlth

Note: Totalsmay not aways add up dueto rounding. 1997/98 expenditure has been revised.
*Estimated

**Real annual average growth rate between 1979/80 and 1998/99 for total funding.

New Zedand reduced the role of government as the dominant provider of health care services
in its quas market environment during the 1990s, and the share of government spending on
health that went to private and non-profit providers increased from 31% in 1992/93 to 3%% in
1996/97. The public share of total expenditure on health care has decreased since 1979/80 (as
shown earlier in Table 6.1) mainly because out-of-pocket payments by patients have
increased such as co-payments for prescriptions, while subsidies for GP consultations are not
adjused for inflation. In addition, waiting times in public hospitals for outpatient
conaultations and elective surgery increased, with the result that patients who could afford to
‘go private increasingly did so. Over 60% of private insurance finance goes to private
hospitals, then payments to genera practitioners and then on pharmaceuticals. Moreover,
more private non-profit provision was encouraged in community health services, Maori
health services and long-term care.

Little comparative information is available in relation to areas of expenditure. The shift in
responsibility during the 1990s for funding and purchasing, from the Ministry of Hedlth to
regional and then to the central purchasing authority and from 2000 to the Digtrict Health
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Boards, means that trends within the health budget are difficult to trace. About 60% of total
health expenditure went on inpatient care in the early 1990s (Table 6.3), which in OECD
terms is a relatively high proportion, but in New Zedand, public hospitals provide a wide
range of community health services and social care services.

Table6.3 Health care expenditure by type of service, as percentage of total expenditure on health, 1990-97

1990 1991 1992 1993 1994 1995 1996 1997
Inpatient care (%) 60.4 59.1 56.5 59.1 NA NA NA NA
Psychiatric care (%) 0.1 0.1 0.1 NA NA 3.2% 43 4.1*
Outpatient care (%) 74 73 71 NA NA NA NA NA
Pharmaceuticals (%) NA NA NA NA 1238 133 125 122
Investment (%) 238 36 35 39 NA NA NA NA

Source: Minigry of Health 1999
NA = not available

6 HOw DO PATIENTS ACCESS SERVICES?

6.1 Access

Paients rights are st out under various pieces of legidation. The Hedth and Disability
Commissioner (under the Health and Disability Commissioner Act 1994) is responsible for
protecting the rights of hedlth and disability consumers, set out under a Code of Rights. The
recent New Zealand Health Strategy identifies individual rights and consumer consultetion as
key issues (Minigtry of Health 2000).

The many service providers, such as generd practitioner and hospitals, keep their own patient
information and there is no single medical record.

6.2 Ambulatory care

Generd practitioners (GPs) provide most primary medical care from their private practices.
About 27% of GPs work in sole private practices, two-thirds in group practices and the
remainder (about 6%) in other organisations such as community health centres. Patients have
a choice of genera practitioners and are free to see more than one GP, athough in practice
continuity of care is high. GPs perform a gate-keeping role since an individual cannot access
public secondary and tertiary services unlessthey are referred by their GP (except for accident
and emergency services) and mogt private specialists only see patients referred by a GP. Al
GPs are required to provide an after-hours service and many have developed GP co-
operaives for after-hours care. The waiting time to see a GP is not regarded as a major
problem and most patients atend on an appointment basis. The quality of GP services
generdly is perceived to be good with no major problems emerging in small surveys of
patient satisfaction. The Commonwealth Fund 1998 survey aso reported higher levels of
satisfaction with visits to doctorsin New Zedland, Audralia and Canada (over 87% rated care
as good) than in Britain and the United States.

Dating from the 1993 Hedth and Disability Services Act, GPs were encouraged to form
larger organisations, often caled Independent Practitioner Associations (IPAS), which took
responsibility for managing the budget for a wider range of primary and ambulatory care
expenditure, such as prescriptions, diagnostic tests and a range of other community services.
The incentive was that practices could retain part of any savings and by 1999 over 80% of
GPs were members of 1PAs. These organisations aso aimed to improve clinical quality and
cog effectiveness of service ddivery within primary care and initiated arange of pilot projects
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to improve the integration of primary care, social care and secondary care services,
particularly in relation to management of chronic conditions.

The Primary Hedlth Care Strategy 2001 announced the cregtion of Primary Health
Organisations. These non-profit bodies, formed in large part by groups of GPs thus building
upon the IPAs, will manage capitation funds for enrolled patients with funds allocated by the
local Digtrict Hedlth Board. People will be encouraged to join a Primary Hedlth Organisation,
usualy by enrolling with a‘ provider of first-contact’ (a GP) who will become responsible for
managing their care. The practice would be paid a capitation fee per enrolled patient. As well
as improving the quality of primary health care, these organisations are expected to improve
access for low-income patients.

National data collection on the number of GP visits per person per year is based on a
household survey, since adminigtrative data are collected only on subsidised visits. According
to the 1996/97 Hedth Survey over 80% of the population visited a GP & least once in the
preceding year. Access to primary health care remains an issue, however, since surveys have
shown that people living in disadvantaged areas make less use of primary health care services.
A 1998 survey of five countries by The Commonwealth Fund reported that 25% of below
average income respondents in New Zedland reported difficulty in getting health care
(compared to 20% in Austrdia, 17% in Britain, 25% in Canada and 48% in the United
Staes). The New Zedand Primary Hedlth Care Strategy is intended to address this inequity.

About 37% of practising physicians are genera practitioners. There were 2.25 medical
practitioners per 1000 population in 2000 (Table 6.4), fewer than many OECD countries, and
8.5 per 1000 registered nurses (plus another 1.1 lesser-trained nurses), a higher proportion
than many OECD countries.

Table6.4 Health care personnel in New Zealand, per 1000 population, 1990, 1995 and 2000

Professionals per 1000 population 1990 1995 2000
Medical practitioners 1.88 211 2.25
Registered nurses & Midwives 7.3 8.3 85
Enrolled Nurses 19 18 11
Dentists 0.36 NA 0.42
Pharmacists 1.03 NA 0.99
Physiotherapists 0.53 NA 0.65
Occupational Therapists 0.23 NA 0.36
Optometrists 0.08 NA 0.13

Source New Zedland Health Information Service 2001
NA = not available

The ‘third sector’ of non-profit, non-government organisations has expanded rapidly,
particularly with the contracting out of services during the 1990s. These organisations include
disability services, community trusts including Maori health care providers, and other primary
care services. During the 1990s Hedth Authorities were charged with fodering the
development of Maori health services oriented to meeting the specific health needs of Maori
in culturally acceptable ways and with Maori leadership/participation. The 1990s saw a ten-
fold growth in the number of independent Maori providers, typically non-profit primary and
community health services under contract to health authorities.
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6.3 Secondary care

Patients access secondary care via a GP referral and generdly the referral would be limited to
the geographic boundary of the Digtrict Health Board (21 across NEW ZEALAND), except
for tertiary health services. Specialigt physicians and surgeons provide ambulatory care in
community-based public or private clinics or in hospital outpatient departments. Mogt
specialists are employed by public sector hospitals but many also maintain their own private
practices. Although no comparative data are available, hospital outpatient departments play a
larger role in the health system since treatment is free while consultations with community-
based practitioners are charged, compared to, for example, Australia where ambulatory careis
subsidised by Medicare.

Publicly owned hospitals provide mos secondary and tertiary care, while the growing private
sector specialises mainly in elective surgery and long term care. Public hospitals are not
permitted to treat private patients (there are no ‘private pay beds in NEW ZEALAND public
hospitals).

The waiting times for specialist assessment and trestment have long been regarded as a public
policy priority with a new booking system introduced in 1996 that has improved the selection,
management and scheduling of patients for surgery (partly by eliminating double booking).
This initiative has attracted condderable international attention. Waiting lists are managed
using ‘clinical priority assessment criteria based on point sysem by urgency and type of
condition that is standardised across New Zedand. Patients follow three possible paths after
initial assessment: @) certainty of trestment for al within 6 months; b) active review every 6
months; or ¢) back to their GP for management. The government policy isthat patients should
be trested within 6 months, and offered a booked gppointment. This initiative has been
successful in reducing numbers waiting and average waiting times. Of patients waiting for
elective trestment in the first half of 2000/2001, 59% received specialist assessment within
two months and over 83% of patients received a specialist assessment within 6 months. This
represented a 40% drop in those waiting more than 6 months compared to the previous year.
The Health Funding Authority (now abolished) aso tied a minimum level of hospital funds to
elective services since, otherwise, surgery schedules concentrated upon acute cases. Finally,
the government set up a special fund to clear the public hospital backlog by contracting out
some elective surgery to the private sector or out-of-area public hospitals.

The population ratio of al hospital beds (acute and long term) was 6.2 per 1000 population in
1998, when New Zedand had fewer overal beds for its population, than for example,
Austrdia, but more than the United Kingdom. Acute hospital beds have been reduced but as
there is no clear distinction made as yet in New Zedland between acute and long term care
beds, OECD time series gatigtics are not available. The number of public hospitals beds
dropped by 22% between 1993 and 2001 (with the closure of many small public hospitals),
but private hospital beds increased by nearly 60% (private beds now make up 48% of the bed
stock).

Admissions per 100 population to all New Zealand hospitals have decreased dightly over the
last decade, but urgent medicine discharges from acute care hospitals have risen, which isin
line with upward trends in most OECD courntries. The average length of stay in acute care
hospitals in 1998 was 4.9 days, smilar to the United Kingdom and Austrdia. Day patients
accounted for 25% of hospital discharges in 1997/98, a lower proportion than in Augtraia. A
1998 government report promised to improve the cod-effectiveness of New Zealand
hospitals, however recent data have not been published athough reports in the early 1990s
showed some decline in unit costs when more ' market-like' practices were introduced.
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6.4 Diagnogtic services

Diagnostic and laboratory services are provided mainly by the private sector upon referral
from a physician. Service providers (currently the Digtrict Hedlth Boards) make decisions on
the purchase of new technology. Given the many structural changes, decentralised purchasing
and dso funding congraints, there has been little overal planning or regulation of new
technologies. New Zealand seems to have a plentiful supply of high tech equipment. In 1998
there were 4.5 MRIs per million population and 8.9 CT scanners, a much higher proportion
thaninthe UK.

6.5 Pharmaceutical care

Mog pharmacies are community-based and in the private sector. Two government agencies
regulate the use of pharmaceuticals. Medsafe is responsible for the licensing of medicines for
digtribution in the New Zedland market and is charged with ensuring that medicines are safe
and effective; PHARMAC is the price regulator, and decides on subsidy levels after Medsafe
has approved drugs for use. The Pharmaceutical Schedule lists amost 3000 drugs and
services that are subsidised by government. This schedule, updated monthly and reprinted
threetimes a year, dso setsout prescription guidelines and records the price of each drug and
the subsidy. About 50 new products are added to the Schedule each year. A wide range of
subsidised medicines, approved appliances and related products are listed on the
Pharmaceutical Schedule, and can be prescribed by medical practitioners, midwives, nurses
and dentigts. Consumers make a small co-payment, (a dispensing charge) while concession
mechanisms ensure that people can afford drugs

As a monopoly purchaser with consgderable bargaining power, PHARMAC has applied
supply-side controls with some success. For example, the application of reference pricing
means that all pharmaceuticals in a given sub-group are subsidised a the level of the lowest
priced pharmaceutical. The Hedlth Funding Authority (now abolished) contracted with GPsto
manage pharmaceutical budgets, dightly more efficient contracts were negotiated with
pharmacies, and more efficient and effective prescribing by GPs and specidists was
encouraged, including more use of generic drugs. Consumer co-payments for pharmaceuticals
were dso intended to manage consumer demand and contain expenditure. Demand side
controls have been less successful.

6.6 Social care

Social care services are predominantly publicly funded and are offered by a mix of public and
private providers, depending upon the area, with responsibility for social care mogly being
integrated into the hedth system. Mog mental health specialist services are provided by
Digrict Hedlth Boards, and most community-based residential and day services are provided
by around 250 non-governmental organisations. Typically, a person with a psychiatric
disability living in the community is treated by a public sector community mental health team
but receives day-to-day support from non-governmental organisations.

Funds and responsibilities for disability services and long term care for older people were
transferred from the Department of Social Welfare to the Ministry of Health between 1993-
1997. This move was also associated with introduction of a global cash-limit for open-ended
social care subsidies for resdential care. During this period, independent needs assessment
and service co-ordination was edablished to make access more equitable and to facilitate
better co-ordination for the patient/client among health and social care partners. Independent
needs assessment was also seen as a form of consumer protection from excessive rationing
within the newly cash-limited social care system. Historically, most community-based
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services for people with disabilities under the age of 65 years have been provided by non-
profit agencies.

Aged residential care is provided mostly by private for-profit and voluntary sector agencies.
The Minigtry of Health monitors nursing homes for older people, who are means-tested for
their ability to pay for their own care. The care of older people will become a more important
public policy issue in New Zeadland, since the proportion of people aged 60 years and over is
projected to increase from 15.6% of the population of the population in 2000 to 29.3% in
2050.

7 THE PATIENT JOURNEY

A patient needing, for example, a hip replacement operation firgt visits her GP private practice
where she is likely to be along-ganding patient. The patient pays a reduced fee (about hdlf),
since as a low-income pensioner she holds a Community Services Card or may hold a High
Use Hedlth Card. She may have taken out private hedth insurance to cover the gap. The GP
refersthe patient to a specialist at the hospital outpatient clinic where the specialist worksas a
public orthopaedic surgeon. If she is a high priority she should get an operation within 2
months, otherwise she should wait no more than 6 months (for public hospital treatment). All
care in a public hospital is covered. If the patient electsto be referred by her GP as a private
patient (to a private specialist’s rooms or a private hospital) in order to receive faster access
(and because she has private health insurance) the amourt of rebate depends upon the level of
private cover. She will get rehabilitation and some post-discharge home nursing care free in
the short-term (funded by the Digtrict Hedlth Board), if the care is needed for a longer period
it is subject to means tegting. If she needed hip surgery as aresult of afall, however, her care
at al points would be paid for by the Accident Compensation scheme. In this case, al of her
care would be free of charge and free of means testing. She would have choice of referrd to a
public outpatient clinic or a private consultant and to a public or private hospital. In this case,
she would encounter no waits a any point in the patient journey.

8 WHAT ARE THE MAJOR CHALLENGES FACING THE HEALTH CARE SYSTEM?

The main issues being debated include the ongoing restructuring of the New Zealand health
care system which has undergone major structural changes over the last two decades, more so
than in mogt OECD countries, such tha providers are ‘weary and wary of change'. It has
moved from a nationally-financed but loca-government based system of hedlth service
ddivery in the pos-war years, through regionalised services in the 1980s, to a sronger focus
on national standards and accountability in the late 1980s, through variations on a quas-
market modd in the 1990s, to the current model where regional governance is again a major
feature but within a gronger framework of national regulation and oversight. The view of the
new Government that came into power a the end of the 1990s was that the ‘internal market’
had not delivered significant improvements in efficiency, the quality of care had not
improved, and the public had lost confidence. Prior to the gpparent rejection of the quasi-
market modd of health care by voters, a five-nation survey by The Commonwesalth Fund
conducted in 1998 showed that nearly 90% of New Zedanders (and particularly those on
lower incomes) thought that the health care system needed fundamenta change compared
with nearly 80% in Austrdia, Canada and the United States, and 72% in the United Kingdom.

Equity of access remains a key issue since the hedlth care system relies on significant user co-
payments for primary health care. Out-of-pocket expenditures have risen with an increasing
array of charges and patient co-payments. The proposed Primary Health Organisations funded
through patient capitation are intended to extend access and improve the quality of care for
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such patients. There is also a perception thet the hedlth care system is under-funded since
many Digtrict Hedlth Boards are in deficit.

Citizen participation in decision-making has been reinforced with the establishment of elected
Digrict Hedlth Boards. While these will be more democratic than a purely appointment based
system, there is the danger they may be captured by special interest groups. The challenge
will be to balance the needs of special interest groups againgt the population needs identified
in assessment exercises. The expansion and development of Maori health care is a policy
priority as is making mainstream providers more culturally sensitive. Maori claims for more
say over their own health care are linked to the political goals of indigenous people for greeter
power in their own land. Despite the continued disparities in health, there have been
significant gains for Maori health over the last decade.

Quality of care is a current policy priority with initiatives planned to promote clinical
excellence. There is little evidence as to whether quality of care improved or faltered during
the 1990s and there are few outcome measures in place to evaluate hospital or physician
performance.
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1 INTRODUCTION

Hedlth and social care in Sweden are mainly a devolved responsibility to the county councils,
while long-term care is devolved further to the municipalities. The majority of funding comes
from county council taxes, supplemented by grantsfrom the national government. The county
councils are responsible for the purchasing of health services and either act as purchasers
themselves or devolve this responsibility to other purchasing agents. Ambulatory care is
provided by a mix of public (sdaried) doctors private doctors and hospital outpatient
departments. Hospitals are publicly owned but have independent datus the extent of
privatisation varies between courties.

2 WHO BENEFITS AND WHAT ARE THE BENEFITS?

21 Coverage

The Swedish national health service (NHS) provides coverage for al residents irrespective of
their nationality. In addition, it guarantees emergency care for al EU/EEA citizens and for
nine other countries with which Sweden has signed bilateral agreements. As the NHS
provides care services to dl residents, no subgtitutive private coverage is available. Thereisa
negligible percentage of the population that has taken out supplementary voluntary insurance.
It is generally thought that voluntary hedlth insurance is taken out by the better off and
predominantly in urban areas (athough there is no specific information available on this
factor).

2.2 Bendfits

No basic or essential hedlth care package has been defined. Instead, there are three mgjor,
nationally-stipulated, ranked principles which should be used for priority-setting in the hedth
care sector (human rights, need or solidarity, and cogt-€effectiveness). The only benefit for
which partial coverage regtrictions apply to particular age groups is dental care, athough this
is fully provided free-of-charge urtil the age of 19. The Nationa Social Insurance Board
(NSIB) is responsible for deciding which new drugs should be included in the Drug Benefit
Scheme (which ligts publicly subsidised pharmaceuticals), based on applications from
pharmaceutical companies. Negotiations are confidential and are based on information
supplied by the individual company, asthe NSIB does not accept independent research.

3  WHOPAYS AND HOW MUCH?

3.1 Taxation

Hedth and socia care in Sweden are mogtly financed by local taxation. Loca taxes are
composed of three elements. municipal, county and parish taxes. The county councils and
municipalities have the right to levy income tax on their resdents and to decide the rates of
taxation. Local taxes are proportional to income. In 1998 the average combined rate of local
income taxation was 31.65%.

Hedlth care is governed and managed a the county level and represents 85% of total county
expenditure. It is mogly financed by county taxes, which represent 66% of tota hedlth care
expenditure. Central taxes, through gate grants to councils, account for an additional 7-11%
of expenditure. In tota, therefore, taxes represent some 73-77% of public expenditure on
health. Petient fees and social insurance contributions congtitute the two main additional
sources of funding (see below). Total health care expenditure was SEK 127 hillion in 1998
(8.4% of GNP), and the sector employed some 300 000 people.
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Social care is mainly financed by municipal taxes, and it represents some 27% of tota
municipal expenditure. Total expenditure on care for the elderly represented SEK 60 hillion in
1998, some 3.4% of the GNP. The sector employed 180 000 people in 1999.

Centra date grants to the county councils are financed through national income taxes and
indirect taxes. Even though centra taxes are srongly progressive, overdl the financing
system is dightly regressive. This is mainly due to local taxes being proportional, to the high
level of co-payments (which are markedly regressive) and to high, regressive indirect taxes
(which were 24% of the total tax revenue in 1998).

3.2 Social health insurance contributions

The nationdl social insurance system financed 21-25% of tota hedlth care expenditure in
1999. Socia insurance contributions are compulsory for al those in employment. However,
all Swedish residents are entitled to the benefits. 1n 2000, public and private employers paid a
contribution to the socia insurance system of 8.5% of employees salaries, while the sdlf-
employed paid 8.23% of their wages in 1999. There is no income ceiling, and as a result
contributions are dightly progressive.

3.3 Voluntary health insurance premiums

In Sweden the voluntary health insurance market is extremely marginal. Voluntary health
insurance is usually issued by employers on behalf of their employees, and it is often taken
out in order to have faster access to trestment. There is no tax bregk for private insurance
premiums. The Swedish insurance company Skandia currently is the largest company in the
private hedlth insurance market with about 30 000 people (approximeately 0.13% of the
population) insured. In addition to Skandia, most for-profit insurance companies offer private
health insurance, and it is estimated that gpproximately 120 000 people are insured, mostly
through employer-purchased insurance plans.

34 User charges

User charges represent 2% of total public funding. There are direct patient fees for most
medical servicesin the form of flat rate payments. Each county council determines its own fee
schedule athough the national parliament has set ceilings on the tota that any one citizen can
pay in any 12-month period (annual out-of-pocket maximum currently set & EUR 99) not
including inpatient care. After the ceiling is reached, the patient pays no further charges for
the remainder of the 12-month period.

The following basic fees apply (amounts show variation between county councils):
= Conaultation with a public physician in primary hedth care EUR 11 — EUR 15
(2000)
» Conaultation with a speciaist in ahospital: EUR 16 — EUR 27 (1999)
* |npatient Say daily charge: EUR 8.6 per day (reductions are possible for pensioners
and low income groups)

» Transportation to hedth care facilities EUR 5.5 — EUR 6.5 (the elderly and the
disabled are normally entitled to subsidies)

A patient will have to meet the additional cogt of a consultation with a private, contracted
ambulatory doctor out-of-pocket (the public sector often subsidises less than 50% of the tota
cog). Vaccinations, health examinations and consultations, as well as other types of trestment
provided at primary care clinics, are free-of-chargeto al children of school age.
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The celling for individual co-payments for prescribed drugs is separated from other hedth
care services and is administered by the National Corporation of Swedish Pharmacies. The
celling is uniform throughout the country and determined by the central government. The
Drug Benefit Scheme establishes a ceiling on co-payments for technical devices of about
EUR 225 for each twelve-month period. For the same period, the ceiling for co-payments for
outpatient prescribed drugs is EUR 198. The patient has to pay the full cogt for prescribed
drugs up to EUR 99 (SEK 900), after which the coinsurance rate gradualy decreases in
accordance with the cogt of drugs, up to a maximum level of EUR 472 (SEK 4301) after
which the drugs are free to the consumer (Table 7.1).

Table7.1. Cogt of prescribed drugsand associated coinsur anceratesin Sweden

Cost of pharmaceuticals in SEK Coinsurance rates
0-900 100%

901-1700 50%

1701-3300 25%

3301-4300 10%

4301 and upwards 0%

4  \WHO COLLECTS THE MONEY AND WHERE DOES IT GO?

4.1 Organisation of funding

The Nationd Tax Board (RSV) and its regional (21) and loca administration offices collect
both social insurance contributions and central taxes. The regional socia insurance offices
also offer a public service and handle matters relating to the social insurance and other
benefits system at regional and local level, the only exception being unemployment insurance.
The social insurance system subsidises prices for al pharmaceuticals, dentd care for citizens
over 20 years of age, the cost of private contracted-out care and cross-county flows.

Municipalities and county councils levy and collect their own taxes. In 1999, 66% of county
councils tota income was generated through county taxes. In 2000, 56% of the
municipalities’ total income was generated through municipality taxes. Mogt of the remainder
is met through grants from the central government and the social health insurance board. The
allocation formula that determines state grants to county councils for health care is based on
weighted capitation, according to sex, age, whether living alone, occupation, income, housing
tenure and other indicators of health needs.

Taxes are not earmarked. However, because county taxes are the main source of financing
and health care is almost the only public programme managed by counties (more specifically,
it represents 85% of total counties expenditure) there is the appearance of earmarking. In
addition, most central gtate transfers to counties (both through the gate and the national
insurance board) are earmarked.

There is no information on the premiums collected by voluntary insurance companies, or on
thelevel of competition within the private insurance health market.

4.2 Organisation of purchasng/contracting

Since the beginning of the 1990s, county councils have progressively introduced a purchaser-
provider split, following the launch of the internal market reforms in 1989. By 1999, three
quarters of county councils had established this model. The purchasing organisations vary
across (and, in some cases, within) the county councils. Some of them introduced one large
central county council purchasing organisation, while others introduced purchasing
organisations at digtrict level. Two county councils, Dadarna and Bohus, introduced local
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purchasing so that each local municipal boundary congtitutes one purchasing organisation. As
providers are mostly public, purchasers and providers belong to the same public organisation.
Adminigretive staff, rather than political appointees, carry out the actua negotiations with
providers.

The purchaser-provider split has been tempered during the second part of the 1990s and early
2000s This has been interpreted as part of agenerd move to promote co-operation rather than
competition among the main actors operating in the health care field, motivated partly by an
awareness that competition and incentives were driving both cogts and activity upwards.

Since 1995 the atempt to promote competition among public providers was progressively
dowed down partly due to a change in government (with the Social Democrats regaining
office at the central government level), and partly due to public discontent. In fact, between
1996 and 1998 public satisfaction with the public system decreased from 68 to 58% of the
population, one of the biggest decreases experienced within the EU. But this has to be
examined againgt the background of the sustained effort a cost-containment during the 1990s.

Digrict purchasing agencies were integrated into unified county agencies, and in several
counties, the management of many county hospitals was transferred to a single managerial
team during the period 1997-1998 as aresult of broader political and financial factors Some
counties even promoted mergers and agreements  the regional level in order to expand the
scale of operation of both purchasers and providers.

The 1998 dections brought liberal codlitions to power in severd county councils, and this
resulted in a renewed emphasis on introducing private-like arrangements within public
provision, aswell as expanding therole of private providers within the public sysem. Among
the former, the mog important measures are the contracting out of technical and hotel
sarvices, and the reorganisation of hospitals as publicly owned companies. The latter
development has involved on the one hand a small but sustained increase in private contracted
ambulatory doctors.

On the other hand, in 1999 a general hospital in Stockholm was sold to a private company
(Capio BA) by the county council. Capio operates in several Scandinavian countries,
Switzerland, Poland and the UK. The company maintains that its contract with the
government is 7%-12% cheaper than those of other comparable public hospitals. The initial 3-
year contract was extended for another 4 years by the county council, up to 2006. However,
the measure was fiercely opposed by the central government, which since January 2001 has
banned the transfer of public hospitals to the private sector. The Stockholm County Council
subsequently announced plans to promote further competitive tendering of hospitals by 2004.
In addition Stockholm County Council has promoted the creation of new private-like
organisational forms (mainly co-operaives) out of former public health centres, mainly in the
fields of primary care, geriatrics and psychiatry.

The purchaser-provider split required new contractua arrangements and reformed payment
schemes. The genera underlying principle is that ‘money follows the patient’. The contracts
are usudly based on prospective per-case payments complemented with price or volume
regrictions and qudity guarantees. In short-term somatic care, DRGs (diagnogtic-related
groups) are the most common per-case payment scheme. With respect to hospital outpatient
care, weighted vigits are acommon per-case payment scheme. In addition, per diem payments
may complement per-case payments in the case of complex patients who exceed the average
cod per case Per-case payment systems vary subgtantially among county councils and
hospitals. Psychiatric care, geriatric care and emergency services are usualy reimbursed
through global contracts. Highly specialised and resource demanding regional (tertiary) health
care services are often reimbursed through capitation or globa budgets. The prevailing
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systems of payment are based, without exception, on fully absorbed cods, without a profit
margin.

Primary health care providers a public facilities are employed by, and receive a monthly
salary from, the county councils. They also receive extra payment for non-regular working
hours. Capitation payments for ambulatory physicians were introduced by some courties in
order to compensate for the expanded patient choice, as well as to create incentives to dtract
new paients and improve services. Mog recently, target payments for some preventive
services have been introduced. Some ambulatory doctors operate privately under contract
with the county councils. Private practitioners are rembursed by the county council on afee-
for-service basis (for only part of the cogt of the consultation). They are also permitted to treat
privately insured patients.

5 HoOw MUCH IS SPENT AND ON WHAT?

5.1 Expenditure

Tota expenditure on hedlth as a percentage of GDP in Sweden amounted to 8.4% in 1998,
dightly less than the EU average of 8.6%. The public share of tota health expenditure
decreased from 89.9% in 1990 to 83.8% in 1998, which is mainly explained by increased
patient co-payments. In 1998, Sweden's health care expenditure in USD PPP per capita was
1746, dightly lower than the EU average. This reflects a susained effort a cost-containment,
which was trandated into expenditure levels that remained relatively constant during most of
the 1990s. In addition, the latter also partly reflects the transfer of long-term care for the sick
elderly to the municipal social care sector. In 1999, secondary and tertiary health care
accounted for 62.3% of county councils' total health care expenditure; 22.4% was spent on
primary health care; 9.5% in psychiatric care and the remainder (5.8%) was spent on geriatric
cae.

Table7.2: Trendsin health care expenditurein Sweden, 1980-1998

1980 1985 1990 1995 1996 1997 1998
 Total expenditure on health care (billion ECU/EUR) 85 12.0 15.9 14.9 17.3 17.1 16.9
Thousands SEK per capita (1995 prices) 14.7 15.6 17.3 15.8 16.8 17.1 17.5
Share of GDP (%) 94 9 8.8 8.4 8.7 85 8.4
Public share of total exp. on health (%) 92.5 9204 89.9 85.2 84.8 84.3 83.8]

Source: Hjortsherg and Ghatnekar, 2001, based on OECD Hedlth Data 2000
6 How DO PATIENTS ACCESS SERVICES?

6.1 Access

Residents in Sweden have access to a comprehensive package of hedlth care services. Equity
of accessin primary and hospital care was high in Sweden according to a recently published
comparative European sudy (van Doordaer 2000). However, in general, access to secondary
outpaient care services was better for the well-off. Particularly problematic is private
specialist ambulatory care which is subsidised at a different rate than publicly provided care
(see Section 3.4).

During the 1990s, severa reform measures were passed in Sweden which expanded and
regulated patients rights. These were implemented through negotiations between the central
government and the federation of county councils. Mogt notably, they include:
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* |n 1989 the Patient Choice and Care Guarantee reforms were passed. These require
that hospital appointments should be given within a three-month period, and provide
the possibility for patients to choose their hospital. These guarantees were removed
again in 1996.

» |n 1997, these provisions were introduced to the ambulatory sector. Care guarantees
were regulated as follows: patients should receive care from a nurse practitioner a the
health centre the same day; an appointment to see a GP must be offered within eight
days, referrals to specialist care should be made within three months, and when the
diagnosisis uncertain it must be offered within a month.

* |n 1999, some additional paragraphs were added to the 1982 Health Care Act,
incorporating these and other measures which expanded patients  rights. Among the
new provisions weretheright to individually tailored information about one's medical
condition, examinations, and care and trestment; patient choice of treatment when
severa alternatives are available; and the right to asecond opinion.

Swedish citizens, as in other EU Member States, have the right to hedlth careif they fal ill in
another Member Stae.

The 1998 Medical Registers Act regulates the content and protection guarantees which should
apply to al patient records in Sweden, and incorporates, together with other pieces of
regulation, EU Directive 95/46/EC into Swedish legidation. In addition, the Swedish Hedlth
Care Standards Ingtitution for IT development is currently in charge of achieving uniformity
in patient records as well as adlowing joint utilisation of patient information across health care
providers.

6.2 Ambulatory care

Patients have the freedom to choose among first-contact care providers. Firgt, they can choose
between primary care centres or hospital outpatient departments. In fact, around 50% of all
outpaient visits in Sweden are made a hospitals instead of health centres. One way in which
county councils influence the decisions of patients is by charging patients higher fees for
services in hospital outpatient departments than for visitsto primary care centres.

Second, patients can adso choose to use a private physician or clinic as firs-contact care.
However, as visits are only partially subsidised by the public sector, and private providers
concentrate in urban areas, this alternative is not equally available to all social groups. Certain
specia rules apply when patients choose health care facilities outsde their own county
council and it is up to each county council to set such rules.

Around the mid-1990s, 90% of Swedish GPs had undertaken some sort of specific vocational
training in family medicine, afigure clearly above the EU average. In 1995, a corresponding
EU Directive was adopted, according to which all GPs must be specialists in generd practice.
Others directly employed at this level are nurses, midwives, physiotherapists and
gyneecologists, who aso form pat of hedth centre daff. There ae very few private
physicians who receive direct remuneration from their patients for consultation and treatment.
In 1997, of dl the GPs working in primary hedlth care 7% were independent private
practitioners and 12% worked in private health centres
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Table 7.3. Length of wait for consultation and length of consultation in primary care in Spain, Finland,
Portugal and Sweden, 1997

N = 6495 Spain Finland  Portugal  Sweden Average
Days waiting for consultation (%)

0-1 day 92 39 50 37 57
2-4 days 8 22 10 9 13
5-8 days 0 33 15 27 18
> 8 days 0 6 25 27 13
Patients/week per doctor (average) 154 94 89 90 103
Duration of consultation (%)

<5 minutes 52 29 30 36 37
5-9 minutes 35 27 25 27 29
10-14 minutes 10 29 29 17 22
15 minutes 3 15 16 20 13

Source Pagtor et d. (1997).

Sweden has relatively few physician contacts per person. In 1997 it had 2.8 outpatient
contacts per person while the EU average was 6.2. In 1993 there were 2800 inhabitants per
genera practitioner; and in 1997 there were 0.56 GPs per 1000 population. These are among
the lowes rates of primary care professonals per population within the EU. A related
problem is the comparatively high waiting times for primary care, which since 1997 have
been the target of severa reform initiatives. In 1997, 37% of patients had to wait between O
and 1 day for consultation; 9% between 2-4 days, 27% between 5-8 days and 27% more than
8 days.

By the mid-1990s, 87% of GPs in Sweden provided out-of-hours care; one of the highest
levels within the EU. This service is provided by participation in a rota sysem. In 1997, the
length of consultations a the primary level was higher than in other countries with similar
organisational features a this level. Qudity of services and fecilities, in genera, are
congdered to be good and since the mid-1990s a new sat of regulations on quality issues has
comeinto force.

The internal market reforms opened possibilities for primary care professionals to be involved
in local purchasing boards, therefore expanding the powers of primary care over other levels
of care. Currently, some counties are piloting the decentralisation of budgets for other services
to the primary level and more recently, GPs have been gppointed by hospitals and local
boards asthe co-ordinators of other levels of care

6.3 Secondary care

Patients can access secondary care directly through a hospital outpatient department. Since the
early 1990s, patient choice of provider has been guaranteed (including private doctors on
contract with county councils). In many county councils patients can also select which
hospital to be treated a, and in some cases, without referral. Mogt hospitals are publicly
owned. There is currently a debate as to whether a law should be gipulated that prohibits
private for-profit hospitals.

In 1999, the number of acute beds per 1000 population was 2.5, well below the European
average. The number of tota hospitd beds sharply dropped from 12.4 beds per 1000
populationin 1990to 5.2 in 1997. Hospital productivity is over the EU averagelevel. In 1996,
the average length of gay, in days, for inpatient care was 7.5 days, while in the acute care
sector it was 5.1 days. There were 15.6 acute care admissions per 100 population in 1998. The
occupancy rate for acute hospital care was 77.5% in 1996.
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The evolution of inpatient care partly reflects the introduction of new and more effective
trestments, such as day-surgery. It aso reflects the 1992 Add reforms, which transferred to
municipalities economic respongbility for elderly patients whose clinical treatment a
hospitals has been completed (the so-caled bed-blockers). The reforms resulted in a pardlel
expansion of nursing homes and long-term care for the elderly at the municipal level, partly
subsidised by the central state (see section 6.6.).

6.4 Diagnogtic servicesand rehabilitation

Basic diagnogtic and laboratory services are provided within primary health centres; and more
gpecialised services in public hospitals. Rehabilitation falls under the respongbility of primary
care centres, which either have salaried physiotherapists on board or contract out these
servicesto private professionals.

6.5 Pharmaceutical care

The dae has the exclusive right to conduct retall trade in drugs through the Nationa
Corporation of Swedish Pharmacies (NCSP), which maintains countrywide distribution,
decides on the number and location of sde outlets (pharmacies) and runs al hospita
pharmacies under a one-year contract with the county councils. Hospital pharmacies are only
allowed to dispense drugs to public health care units. When buying pharmaceuticals only to
be used a the hospital, hospitals may negotiate directly with suppliers. However, the process
is regulated under the Law on Public Purchase. Within the county councils health digtricts
pharmaceutical committees draw up drug formularies of which pharmaceuticals are to be
used. This ligt is primarily intended for pharmaceuticals used in outpatient care. The latest
pharmaceutical reform (1998) aimed at gradudly giving county councils full responsibility
(financia and other) for pharmaceuticals, after a transition period during which the social
insurance system would continue to subsidise pharmaceuticals.

6.6 Social care

Social welfare services, integrated long-term care of the ederly and the disabled, and
psychiatric patients are the responsibility of the municipalities. In 1992, the Add reforms
transferred nurang homes to municipalities and made them financially and satutorily
responsible for geriatric patients admitted to hospitals and who had completed their trestment
there. This means that from the moment a patient is ready to be discharged, the municipality
is responsible for the daily hospital bill. As the cogs of hospitd care to these patients are
higher than the cods of residential care, the transfer of financial risk generaes incentives for
municipalities to seek early discharge of patients.

In addition, in 1999 about 50% of the municipalities had received transfers from county
councilsin the field of home care. During the 1990s, emphasis on internal markets, aswell as
the need for rapid capacity development resulting from the Add reforms, has led to the
progressive contracting-out of municipal services. Some 10% of publicly funded social care
was provided by for-profit private providersin 1999.

7 THEPATIENT'S JOURNEY

Patients have free choice of firg-contact care provider. If they attend a hedth centre they
should be able to see a nurse the same day, or obtain an appointment with a GP within 8 days.
Patients have to pay a charge of between EUR 11 — EUR 15 for the consultation. If a patient
optsto go to a hospital outpatient department he or she will have to pay higher fees, as would
be the case if a private practitioner were to be chosen (contracted by the county council). If
necessary areferra is madeto specialist care. If an inpatient say is required patients will have
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to pay something towards their transport costs and aso a daily charge for every night in
hospital. If apatient is discharged early and gill needs care the municipality will mange his or
her transfer to a nurang home or to special housing. However, patients will have to pay
higher out-of-pocket payments for community care than for hospital care.

8 MAJOR CHALLENGES FACING THE HEALTH CARE SYSTEM

Problems of access to hedlth care resulting from long waiting times remain one of the most
persgently problematic features of the Swedish health care sysem. In spite of the
congderable efforts made during the 1990s to reduce waiting lists, currently they cortinue to
be a problem at the core of the health care debate. Recent evidence points to waiting times for
hospital care resuming the relatively high levels reached during the early 1990s, prior to the
implementation of care guarantees for inpatient care.

Long waiting times might be associated with the relative shortage of hedlth care professionals
in Sweden. There is a general shortage of nurses with speciaist skills across the country, as
well as a shortage of physiciansin isolated rura areas.

Another major issue is the capacity and quality of municipal community care. It is perceived
to be too weak (in terms of under-capacity as well as quality) to absorb the increase in
demand promoted by the Addl reforms. In 1995, SEK 50 million were earmarked to support
local initiativesto expand the long-term care network and raise quality standards. The reforms
also have been criticised from the point of view of equity, based on the fact that patients who
are discharged early have to face out-of-pocket payments in long-term health care that are not
gpplicable in hospitals, as well as with reference to the substantial differences in the fee
schemes set by counties (for primary care) and municipalities (for home care).

A very important challenge facing the health care system is a rapidly ageing (and
congderably aged) population, which currently puts particular pressure on municipalities,
which since the 1992 Add reforms have full responsibility for long-term care for the elderly
and the disabled. Current problems with under-capacity as well as lagging quality levels will
probably continue to require sustained action by policy-makers.

Another important policy debate focuses on the issue of private provision. Liberal coditions,
in power in several county councils since the late 1990s, have favoured an expanded role for
the private sector. The increased use of private contracted-out providers for first-contact
specialist care, whilst expanding freedom of choice does, however, push expenditure
upwards. It dso mainly favours the well-off, therefore increasing inequality across social
groups. In addition, recent moves towards the privatisation of public providers, such as the
recent privatisation of the management of a general hospital in Stockholm, will probably be at
the centre of policy debates in the foreseeable future. This might exacerbate differences in the
availability of providers between urban and rurd aress, differences which have tended to
increase during the 1990s following the expanded role of private physicians who are mainly
concentrated in affluent urban arees.

Finally, the issue of cost-containment has remained high on the political agenda at the central
government level, irrespective of the political party in office. This suggedts that the old
consensus that legitimised welfare expansion seems to be weaker than in the pagt. Since the
mid 1990s, economic recovery has increased pressure from the Left and Green opposition
parties to raise public expenditure in areas such as education and health. In addition, public
dissatisfaction with augerity policies and expenditure cuts in social policies seems to have
increased recently. This, together with the change in government, may be behind the
evolution of expenditure during the late 1990s, which shows an increase of per capita hedth
care expenditure. However, the relatively high GDP growth rates during these years accounts
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for acongantly declining percentage of GDP spent on health care (which dropped from 9% in
1990 to 8.4% in 1998). The good results achieved for this specific indicator therefore look

increasingly asiif they are based on the favourable evolution of the economy, rather than cos-
containment in health care.
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1 INTRODUCTION

The respongbility for hedth care is devolved to the condituent countries of the United
Kingdom: England, Wales, Scotland and Northern Ireland. In al countries, health care is
predominantly funded through national taxation. Within each county, the responsibility for
purchasing health services is being devolved to local bodies (Primary Care Trugsin England,
Hedlth Boards in Scotland, locd health groups in Wales and Primary Care Partnerships in
Northern Ireland). Primary care services are mainly provided by GPs and multi-professional
teams in health centres (under a capitated budget). Hospitals are mainly publicly owned with
independent trugt status. Private hospitals mainly provide servicesto privately insured patients
or those who are willing to pay directly.

2 WHO BENEFITS AND WHAT ARE THE BENEFITS?

21 Coverage

All legal residents of the United Kingdom are ertitled to cover under the UK National Health
Service (NHS). In addition residents of the European Economic Area (EEA) are entitled to
care, as are resdents and citizens of other countries with which the UK has reciprocal
agreements (http://www.doh.gov.uk/overseasvisitorg/patientguide.htm).

Inthe UK, 11.5% of the population have supplementary private medical insurance (Laing and
Buisson 2001). Those mog likely to have private medical insurance are in the higher income
groups (40% of adults with PMI arein the highest income decile compared to less than 5% in
the lowest) (Emmerson & a 2000). According to data from the Generd Household Survey
1995 12% of those between 45-64 years old had PMI compared to only 5% of those over 65
years old. PMI is also concentrated amongst those in the professional and managerial
occupations (of whom around 22% have PMI compared to only 2% of those in semi-skilled
manual and personal services). PMI policy holders are concentrated in London and the South
East of England where around 20% of the population have PMI. In Scotland and the North
thefigureis aslow as 5% of the population (Laing and Buisson 2001).

2.2 Bendfits

NHS benefits are not explicitly defined. The Nationad Heath Service Act 1977 places a
genera respongbility on the Secretary of State to provide services “to such extent as he
congders necessary to meet al reasonable requirements’.

More recently with the establishment of the Nationd Ingtitute for Clinical Excellence (NICE)
recommendations are being made to the Secretary of State as to whether the NHS should
cover certain services for al of the population or for certain indications or defined subgroups
of the population. NICE is a special hedlth authority and is accountable to the Secretary of
Sae for Hedth and to the National Assembly for Wales. Its decisions are based on andysis
of the cogs and benefits of a particular technology by the Appraisal Committee
(http://www.nice.org.uk). NICE's guidance is not yet mandatory though recent government
announcements suggedt this is likely to change. The equivalent body in Scotland is the
Soottish Intercollegiate Guidelines Network (SIGN).

Hedlth authorities, with some discretionary powers, have generaly made rationing decisions.
With the further shift towards loca purchasers (eg. PCTS9) it is likely that some rationing
decisions will be further devolved.

The British National Formulary lists al drugs licensed for sale in the UK. It is not a positive
list of drugs, however it does indicate which drugs are not available on NHS prescription.
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Some products are excluded from NHS cover dueto poor thergpeltic value or excessive cogs
(Section 8a of the drug tariff). Other drugs are only available on NHS prescription in
particular circumstances. There are hospital formularies and loca formularies e.g. for Primary
Care Trugs (PCTs9) but no national formulary in the UK.

3  WHOPAYS AND HOW MUCH?

3.1 Taxation

Direct taxes are levied a the following rates 10% (on first GBP 1880 of taxable income),
22% (GBP 18381-GBP 29 400) and 40% (over GBP 29400) (http://www.inlandrevenue.
gov.uk/rated/it.ntm). The sandard rate of value added tax (VAT) is 17.5%. Certain goods and
services are zero rated or reduced rate (5%).

Rates of locd taxation (council tax) vary between loca authorities and are banded according
to the value of the property within authorities. Some exemptions apply depending on the
satus of the occupiers (e.g. Sudents, single occupants, second home). These revenues are not
used to fund health care but do fund social services including home care and residential care
for the elderly.

The progressivity of the taxes used for hedth care — as measured by the Kakwani Index
(1977) — indicates that direct taxes in the UK were progressive (+0.28) and indirect taxes
regressive (-0.15). Overdl taxes were mildly progressive (+0.05) (Wagstaff et d 1999). Daa
on the digtribution of the tax burden between income groups shows thet direct taxes account
for 24% of gross income of top quintile compared to 12% of the bottom quintile. Indirect
taxes account for 12% of gross income of the top quintile and 28% of the bottom quintile.
Overall the bottom income group pays 40% of income on taxation compared to 36% in the
top income group. This measure of progressivity suggests that overall taxation in the UK
might be regressive (Commission on Taxation and Citizenship 2000).

3.2 Social health insurance contributions

The equivalent to social insurance in the UK is National Insurance. The employee
contribution is 10% of earned income between GBP 87 and GBP 575 per week and the
employer contribution is 11.9% on earnings above GBP 87 with no upper celing
(http://mwww.inlandrevenue.gov.uk/rateg/nic.htm). A lower rate of GBP 2 per week applies to
the saf-employed plus a percentage of profits. These revenues go into the National Insurance
Fund (which is managed by the Treasury). When funds are insufficient to pay out the required
benefits (e.g. during periodsof high unemployment) transfers are made from general taxation.
However, any surplus is accumulated in the Fund. The raes are set every year by the
government in the budget. Some groups such as the unemployed and carers are credited with
contributions for purposes of benefit entitlement. Others may make voluntary contributions to
retain entitlement. National Insurance contributions are less progressive than direct taxes
according to the Kakwani Index (+0.19) (Wagdaff et a 1999).

3.3 Voluntary health insurance premia

Premia for private medical insurance (PMI) are risk rated for individual polices and group
rated for group insurance. There is no regulation of premia. Income tax relief on policies for
over 60s was introduced in 1991 but subsequently abolished in 1997. Employers may
purchase PMI for employees out of pretax income. However employers must pay National
I nsurance contributions on the value of the PMI benefit and employees must pay income tax
on the value of the in-kind benefit. Recently, insurance companies have been required to pay
an Insurance Premium Tax levied a 5% on the vaue of the premia.

105



UNITED KINGDOM

The majority of PMI policies are group insurance policies purchased by the employer (8%
compared to 3.5% of the population with individual/ employee purchased PMI). The
proportion has been rising in recent years s that currently over two-thirds of policies are
employer-purchased. Premia vary significantly depending on the product on offer. The
average premiums in the individual subscriber market have increased throughout the 1990s
and sharply in 2000. The average premium rise in the group insurance market was much less.
Individual subscribers premiaon average are higher than group premia

34 User charges
Charges are levied on prescription drugs, ophthalmic services and dental services.

The prescription charge is flat rate (GBP 6.20 in England and GBP 6.00 in Wales from April
2002). However, there are exemptions for the following groups

= children under 16 and young people under 19 in full time education (England) or all
young people aged under 25 (Wales) people over 60;

* people on certain social security benefits including income support, Working
Families Tax Credit, income-based Jobseeker's Allowance, Disabled Person's Tax
Credit;

= war pensioners, for prescriptions relating to their war disability;
* pregnant women and women who have had a child in the past year;

» people who are housebound, who have a continuing physical disability which means
they cannot go out without help from another person;

» peoplewith alisted medical condition;
= NHSin-patients or those people attending an STD clinic.

Approximately 85% of prescriptions are exempt from the charge. In addition people who
frequently need prescriptions may apply for a prepayment certificate which cogs GBP 31.90
for four months or GBP 87.60 ayear.

Charges arelevied for eye tests except for pensioners and children under 16 and young people
under 19 in full time education, adults on low income and people who have or ae
predisposed to certain eye diseases. The cogt of an eye test can range from approximeately
GBP 10-GBP 20. The cog of spectacles is usualy met by the individual, athough NHS
vouchers are available to help certain groups.

Under the NHS, patients must pay 80% of the cost of dental care up to a ceiling of GBP 354.
Thereisacharge of GBP 4.76 for adental check up. The following groups receive denta care
free (or largdly free): children and young people under 18 years old or under 19 and in full
time education; pregnant women and women who have had a child in the pagt year; people in
receipt of Income Support, Working Families Tax Credit, income-based Job-Seekers
Allowance or Disabled Person's Tax Credit (or your partner is); an NHS in- or out-patient (if
the trestment is carried out a the hospital). Approximately 1 in 4 patients pay privately for
denta care (80% out of pocket and only 20% through some form of prepayment scheme).
There is a growing market for private denta insurance: about 9 million people had some
private cover in 1998.

There are no charges for GP consultations or inpatient says. Patients may chose to pay for a
bed in private room (where these are available) in NHS hospitals (so called amenity beds).
There is no tax relief on out of pocket medical expenses. No specific VHI polices exist to
cover co-payments in the NHS.
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In the social care sector, a new policy recently introduced by the government entitles the
population of England and Wales to free residential nursing care, but costs of accommodation
and persond care are subject to means testing. In Scotland both persona care and nursing
carearefree.

4 \WHO COLLECTS THE MONEY AND WHERE DOES IT GO?

4.1 Organisation of funding

National taxation is the main source of revenue for hedth care. Budgets are currently set
every three years as part of the genera public expenditure planning process, Budgets for
spending departments are set through negotiation between the Chancellor of the Exchequer
and the relevant Depatmental Mingter. There is no drict earmarking of revenue or
expenditure; budgets can be adjusted during the three-year cycle. In addition Nationd
I nsurance contributions account for 12% of NHS funding.

Private hedth insurance is provided by for-profit and non-profit companies. The main
providers of PMI by subscription income are BUPA, PPP, Norwich Union and Standard Life
Hedlthcare. These have a 40%, 27%, 8% and 5% share of the market respectively (Laing and
Buisson 2001). Only BUPA retains its provident geaus, the other three are commercia
companies.

4.2 Organisation of purchasng/contracting

The system is in trandtion. Purchasing responsbilities are being passed from health
authorities (HAS) to primary care trugts (PCTs) in England and to local health groups (LHGS)
in Wales. By 2004 primary care trusts and loca health groups will be the main purchasers of
health care services. Mog PCTs cover populations of between 50 000-250 000 people,
although some larger ones are being formed. In Scotland, NHS Trugts and Hedlth Boards are
being unified thus creating integrated purchasing and provider units.

Since the 1970s, a weighted capitation formula has been used to alocate resources from
central government to health authorities (England and Wales) and hedlth boards (Scotland).
Hedlth authorities then alocate resources to PCTY LHGs From 2003/2004 (subject to
legidation) dlocations will be made directly to PCTSLHGs following recommendations of
the Advisory Committee on Resource Allocation (http://www.doh.gov.uk/pub/docs
doh/nhsadvisory.pdf).

PCTs directly provide primary care and community health services (under an integrated
model) and commission services from hospital trusts and other secondary and tertiary care
providers. PCTs may also commission other primary care services eg. physiotherapy,
aternative therapies, counsdlling, etc.

Over the period 1991-2000, the NHS developed a contracting system. Many eements have
been retained but is it now operated through a system of Service and Financial Frameworks
(SaFFs). These are designed to be longer term and based upon more collaborative
arrangements between purchasers and providers. A syssem of DRGs known as Health Related
Groups is being developed for recording activity and payment.

Hospitd gaff are sdaried. NHS consultants (senior speciaists) on full-time contracts are
permitted to earn up to 10% of their gross income from private practice. Those consultants
working on maximum part-time contracts are permitted to engage in private practice without
regriction on their earnings by giving up payment for one NHS session per week. The
consultant contract is currently under review.

107



UNITED KINGDOM

GPs remuneration is a mix of fixed alowances, capitation fees and fees for a number of
specific services. The current GP contract is also under review. It is currently the subject of
negotiation between the Generad Medical Services Committee of the BMA and the National
Association of Hedlth Authorities and Trusts on behalf of the Department of Health.

Services that are provided to privately insured patients are normally charged on a fee-for-
service basis. Both the consultant and the hospital will normally issue separate itemised bills.
These fees are not fixed.

Dispensing contractors, such as pharmecists, are reimbursed for the tota price of the
medicine, less a deduction from the discount received by the wholesalers, plus a professional
fee for each item dispensed, plus an alowance for containers and measuring devices. The
pharmacist is reimbursed by the NHS for the tota price of the medicine according to the
brand dispensed or if the doctor prescribes generically, the pharmacist is paid the Drug Tariff
price.

The Drug Tariff sets a maximum reimbursement price for an unbranded generic medicine.
Pharmecists can retain the margin between the Drug Tariff and the wholesale or
manufacturers price. Manufacturers are permitted to offer discounts to purchasers (i.e.
wholesalers, dispensing physicians, pharmacists, hospital pharmacies) in contract
negotiations, as long as al discounts are visible to the Pharmaceutical Services Negotiating
Committee.

The rules tha govern purchasing arrangements by community pharmacists and NHS
hospitals are centraly set and uniform across the NHS. However, both of these latter groups
have autonomy to make purchasing decisions. Community pharmacists negotiate and
purchase from wholesalers. There are anumber of pharmacy chains, the larger of which have
more power in price negotiations.

All unbranded generics are purchased by tender collectively for hospitals at the regional level.

Origina brands are generdly purchased through different procurement arrangements.
Hospita pharmacies have to pay 17.5 per cent VAT while community pharmacies do not.

5 HoOw MUCH IS SPENT AND ON WHAT?

5.1 Expenditure

Tota expenditure on hedth in 1999 was 6.9% of GDP according to OECD data (OECD
average = 7.8%). This is equivalent to USD 1569 per capita (in purchasing power parities).
Expenditure from public sources was 5.8% and expenditure from private sources 1.2% of
GDP (Table 8.2).

NHS revenues are comprised 80% taxation, 12% NIC contributions, 4% charges and
miscellaneous 3% from Trug interet receipts and 1% from capital receipts
(http://www.doh.gov. uk/dohreport/report2001/drchap3.pdf).

Comparaive dataon total UK health care expenditure by source of revenue show that in 1998
73.5% of tota health expenditure on health was from taxation, 9.8% from national insurance
contributions, 11.1% out of pocket spending, 3.5% private medical insurance and 2.1% from
other sources. (Table 8.2)
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Table8.1 Trendsin health careexpenditurein the United Kingdom, 1980-1999

Total expenditure on health care 1980 1985 1990 1995 1996 1997 1998 1999
Share of GDP (%) 5.6 5.9 6 6.9 7 6.7 6.8 6.9

Total expenditure in USD PPP per capita 444 669 968 1301 1410 1407 1510 1569

Public share of total expenditure on health 89.4 85.8 84.3 84.9 83.7 83.7 83.3 83.3
care (%)

Within the NHS, the largest component of expenditure was current expenditure on hospital
and community health services and family health services discretionary spending (81% of
total NHS expenditure). The remainder was divided between capital spending (3%), family
health services non discretionary spending (including GP remuneration, dental services,
ophthamic services and charges for dispensing and pharmaceutical services) (10%), centra
health and miscellaneous services (including public health functions) (1%) and departmental
adminigtration (1%0).

Table 8.2 Main sour ces of health care funding in the United Kingdom, as per centage of total expenditure,

1980-1999
1980 1990 1995 1996 1997 1998 1999
Public 89.4 84.3 84.9 83.7 83.7 83.3 83.3
Private* 10.6 15.7 15.1 16.3 16.3 16.7 16.7
Out-of-pocket 13 33 32 33 35 35 34
VHI 8.6 10.6 11 111 10.9 111 11.2
Source: OECD Hedlth Database 2001

*QOther sources of private funding are not shown thus out-of-pocket and VHI do not sumto private.
6 How DO PATIENTS ACCESS SERVICES?

6.1 Access

Paient rights and respongbilities ae st out in Your Guide to the NHS
http://mww.nhs.uk/nhsguide/home.htm. All NHS trugs, hedth authorities, GPs, dentists,
opticians and pharmacists have a complaints procedure. If a patient is not happy with the local
resolution they may ask for an independent review. If the patient is till not satisfied with the
recommendations of the independent review panel they may refer their complaint to the
health service commissioner, or ombudsman. Under new legidation Patient Advocacy and
Liaison Services will be set up in every Trug and locally based Independent Complaints
Advocacy Service.

UK residents have the right to emergency treatment abroad in the EEA countries if they carry
an E111 form and in about 40 other countries under reciprocal agreements. Until recently
elective treatment abroad was subject to prior authorisation under the E112 and was granted
in exceptional cases. Following the decision of the European Court of Justice concerning the
treatment of patients within the EU who were subject to “undue delay”, the Secretary of State
announced that NHS patients could be trested abroad. Further guidance on this issue is
expected following an assessment of three pilots

Currently a patient’s medical record is held by the GP practice a which they are registered.
The implementation of the NHS information Strategy by 2005 (http://www.doh.gov.uk/
ipu/strategy/full/contents.htm) will create an integrated electronic health record, ensure the
secure transfer of datawithin the NHS and link PCTs and hospital trusts through a unified IT

109




UNITED KINGDOM

system. Currently medical records may be electronically held by GP practices or hospitals or
paper records.

6.2 Ambulatory care

Mog ambulatory care is provided by general practitioners in group practices. The mean
practice size is 3 GPs. However, the mgjority of practices consist of 4 or more GPs. Patients
may choose to register with any GP, if they are resident within the designated practice area
GPs are not obliged to accept everyone who asksto be registered. The average GP ligt size is
about 1800 patients.

Private general practiceisvery small. There are only about 200 exclusively private GPs in the
United Kingdom mostly concentrated in London. GPs are not alowed under their contract to
see patientsregistered on their NHS list privately.

There are currently 36 NHS walk-in clinics and severa similar facilities run by the private
sector. There are no specialists currently working directly in primary care, athough speciaist
outreach clinics are becoming more common (whereby a hospital specialist holds aclinic in a
primary care setting). In addition to GPs, practice nurses, community nurses (i.e. district
nurses, midwives, health visitors) and other hedth care professionals (eg. chiropodists,
physiotherapists, occupational thergpists, speech and language therapists) are common in
primary care.

Paients must have a referral from a GP to access specialist care gpart from access through
accident and emergency departments or minor injury units. Out of hours services are arranged
by GP practices usualy using locums or agencies. NHS Direct provides a 24 hour telephone
helpline.

Accessto primary care is generally good. Normally an appointment can be arranged the same
day for urgent cases and within a week for routine appointments. Amongst patients
interviewed about ther last visit to a GP, 81% thought they were seen as soon as was
necessary, 15% thought they should have been seen a bit sooner and 4% thought they should
have been seen a lot sooner (http://www.doh.gov.uk/public/gpnhsurvey.htm). Where access
to primary care is more limited e.g. inner city areas, ingppropriate presentetions a accident
and emergency departments are a problem.

According to WHO datathere were 60 GPsin primary care per 100 000 population in the UK
in 1998 (WHO 2001). According to UK workforce data there were 261 340 full-time
equivalent (FTE) nursesin 1999 (including midwifes and health visitors). It is not possible to
identify how many of these were working exclusively in primary care. There are currently
about 36 000 GPs in the NHS. The NHS Plan sets targets for an extra 2000 GPs, 20 000
nurses and 6500 therapigts in the NHS by 2004. On average a person in the UK will have 5.4
outpatient contacts per year.

GPs are able to borrow money for investment in premises from the Genera Practice Finance
Corporation. In 1989 this corporation was privatised and between 1990 and 1998 loans
offered rose from GBP 158.8 million to GBP 983.3 million. Ministerial emphasis on private
finance initiatives in primary care were reaffirmed through a GBP 10 million investment
programme announced in 2001. This programme - based on Loca Improvement Finance
Trugs (LIFT) - involves public-private partnerships.

6.3 Secondary care

Secondary care in the NHS is provided in general acute NHS trugts (about 200), small-scale
community hospitals (about 400), and highly specialised tertiary level hospitals. In the private
sector, there are about 230 private hospitals, dominated by 5 for-profit chains. Independent
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hospitals or wings are sometimes built on NHS hospita sites as an integrated part of the NHS
hospital. Intotal less than 5% of thetotal bed sock is in private hospitas.

NHS patients must have a referral from a GP to access secondary care. Most GP
referrals are made to local hospitals and follow contractual arrangements between the
HA/HB or PCT/LHG and the hospital. Under the Concordat signed between the
Secretary of State for Heath and the Independent Healthcare Association
(http://www.doh.gov.uk/commissioning/guidance. htm#concordat) HASHBs or
PCTYLHGs are free to commission services from the private and voluntary sector. At
present this activity is small scale and mainly used to meet winter pressure and other
peaks in demand. Three pilots have been established to allow patients to be sent
abroad for elective care. Waiting times for specialist appointments vary between
specialties.

Data on human resources show that there were 1.5 practising specialists per 1000 in
1999 (OECD 2001) and 505 FTE nurses per 100 000 population in 1998 (WHO
2001). According to UK workforce data there were 261340 FTE nurses in 1999
(including midwifes and health visitors). Approximately 87% of nurses work in
hospitals and the majority of specialists. Over 68 000 hospital medical staff (FTE) are
employed in the NHS in Great Britain amongst whom there are 25000 hospital
consultants. The NHS Plan set targets for an extra 7500 specialists and 20 000 nurses
in the NHS by 2004.

Data on hospital capacity show there were 3 general and acute beds (includes geriatric
and maternity) per 1000 in 1998 (http://www.doh.gov.uk/nationalbedsl.htm).
Utilisation rates for the general and acute sector show that average length of stay
(ALOS) was around 7 days and the admission rate 150 per 1000 population in 1998.
National data for England (2000-2001) show there were 186 091 beds in the NHS and
the occupancy rate was 84.0%. The number of beds was deemed to be too few
following the NHS Bed Review. Occupancy rates are extremely high but this prevents
NHS hospitals from coping with seasonal fluctuations in demand. Use of the private
sector to manage demand might enable NHS hospitals to continue operating at high
occupancy rates without needing to cancel elective treatment. Length of stay for
elderly patients could be further reduced with the expansion of intermediate care
facilities and if better co-ordination between the NHS and local authorities to find
residential places for the elderly in long term care.

Anincreasing proportion of hospita capital expenditure is funded through the private finance
initiative. By the end of 2000, 23 major PFI contracts had been signed. These had a combined
value of GBP 2.2 hillion. In addition, another estimated GBP 2 hillion was in the pipeline.
The PH currently funds about 85% of magjor NHS investment projects. By 2003/2004 it is
expected to account for around 22 per cent of al NHS capital expenditure.

In the 2" quarter of 2001/2002, 22% of patients waited more than 13 weeks for first
outpatient appointment. 27% of patients waited six months of more for an inpatient
admission (http://www.doh.gov.uk/waitingtimes/booklist.ntm). Analysis of patient
satisfaction of acute care is reflected in the findings of the NHS survey of coronary
heart disease patients 1999. One-third of patients (34%) on the waiting list considered
that they should have been admitted to hospital sooner than they were.
Understandably the proportion holding this view varied according to the length of
time on the waiting list. Nearly all (93%) of those who had been on the waiting list for
3 months or less considered that they were admitted as soon as necessary. Those who
had been on the waiting list longer than this were more critical. Of those who had
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been on the waiting list for 12 months or more, three-quarters considered that they
should have been admitted sooner (http:/Mwww.doh.gov.uk/nhspatients'chdsurvey2b.pdf).

6.4 Diagnogtic services.

Mog diagnogic and laboraory services are located within the NHS. Although some
diagnogtic procedures take place in primary care, most diagnogtic procedures are carried out
at community and acute genera hospitals. GPs may now refer patients directly to hospitals to
obtain some tess (open access). Some services (e.g. pahology) are increasingly contracted to
the private sector.

Therewere 6.1 CT scans per million and 4.5 MRI units per million inthe UK in 1999.

6.5 Pharmaceutical care

Pharmaceutical services are provided mainly by community pharmacists, who supply drugs
and appliances prescribed by GPs. In 2001 there were 10 482 community pharmeacies in the
UK. In 2001 apilot scheme for local pharmaceutical services was established. Some GPs aso
dispense medicines.

The OTC pharmaceutical market can be broken down into two categories. pharmacy-only (P)
medicines and general sales list (GSL) medicines. P saus medicines may only be sold in
registered pharmacies by, or in the presence of a qudified pharmacist. In some cases, these
medicines are identical to prescription medications. By contrast, GSL medicines may be sold
in retall outlets such as drug gores and supermarkets, as well as a pharmacies. These
medicines may be of less potent formulation or a smaller quantity per pack than P datus
medicines.

6.6 Rehabilitation/ intermediatecare

The provision of an increased number of intermediate care beds is currently a government
policy priority designed to reduce unnecessary acute hospita admissions and to avoid
unnecessarily long hospital in-patient lengths of say. Intermediate care is essentially a short-
gay facility - covering up to six weeks - designed to prepare a patient for areturn to home or
community settings. The NHS Plan makes a commitment for the provision of 5000 additional
intermediate care beds by 2003/2004. In 2001/2002, the government has earmarked GBP 188
million for intermediate care and the provision of community equipment. The concordat
between the NHS and the private sector indicates tha a large portion of additional
intermediate care beds will be provided by the private sector, dthough publicly funded. A
national evaluation programme was launched in 2001 by the NHS policy research division in
order to esablish the mos cog-effective forms of intermediate care.

6.7 Social care

Social care in Britain is usually defined as long-term domiciliary and residential care for
elderly people, people with menta illness, and people with learning difficulties.
Responsibility for making sure that these services are provided is shared between loca
government social services departments and the NHS. Local government has the major
responsibility for social care. Funding mainly comes from local government and persond
payments whilst services are mainly provided by the private and voluntary sector.

The role of the independent sector in social care provision expanded rapidly during the 1980s.
Beds in the private sector (for-profit) rose from 31 218 in 1980 to nearly 140 000 in 1994.
However between 1994 and 2001 the trend has reversed and there has been a dight decline in
private bed numbers of 4%. The voluntary sector (non-profit) provision has cortinued to
expand and in 2001 provided 31 639 beds The number of places in locd authority residential
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homes has fallen dramatically from 100 343 in 1980 to under 39 185 in 2001. Between 1993
and 2000 the proportion of home-care contact hours provided by independent contractors rose
from 5% to 56%.

Due to the low level of fees paid by local authorities, private nursing and residential homes
are closing. In some areas the demand for places outstrips supply leading to bed blocking in
the NHS,

7 THE PATIENT JOURNEY

A typical patient in need of non-emergency medical care will seek a consultation with a GP.
No payment is made for this consultation. The GP will treat the patient in the surgery and if
necessary prescribe medicines for which charges may be levied (see above). In around 5 per
cent of cases, usudly after more than one primary care consultation, the patient may be
referred for a hospital outpatient appointment with a speciaist. This will usualy involve a
wait of around two and a half months depending on the specialism and severity of the case.
No payment is made for this consultation. After the conaultation, if deemed necessary, the
consultant may recommend hospital in-patient trestment. Again a wait of up to about three
months is likely, depending on circumstances. In an increasing number of cases this will be
offered on a day-case basis involving no or only one overnight say. Following hospita
trestment the patient may be discharged home, to an intermediate care facility or to anursing
home. NHS services are not subject to charges, but accommodation and persond care (the
latter in England but not in Scotland where it is freg) in a nurang home is subject to means
tested charges, asis domiciliary social care delivered to the patient at home.

8 WHAT ARE THE MAJOR CHALLENGES FACING THE HEALTH CARE SYSTEM?

Hedlth policy is currently the mogt high profile item on the political agenda. Debate and
public policy is focusing on both the finance and provision of health care. On the finance side,
there is currently a recognition that hedth care in the UK has been underfunded in
comparison with mogt other Western European countries for at least the last two decades.
Long waiting lists for hospital appointments and often poor quality hospital buildings are two
manifestations of this situation. The government is committed to rectifying this situation.
Increased public spending on the NHS of around 6 per cent per year inreal terms (i.e. deflated
by the GDP deflator) over the next 4 years has been announced by the Chancellor of the
Exchequer. In fact, increased spending on the NHS in England this year will probably reach
around 9 per cent in red terms. If achieved, these will represent unprecedented, sustained
rates of increased spending.

At the same time a review of expenditure needs on hedlth and social care over the next 20
years has been carried out for the Chancellor by Derek Wanless, the former Group Chief
Executive of Nat West Bank. This aimed to clarify what the UK hedlth system is likely to
need in terms of future expenditure. An interim report was published in November 2001.

On the supply side, the NHS Plan has set out a set of ambitious targets for increasing NHS
workforce numbers (consultants, GPs and nurses) aswell as targets for service improvements
(e.g. reduced waiting times). A Modernisation Board has been set up to drive these changes
through. A Commission for Hedth Improvement has been set up to monitor and improve
performance. Despite these initiatives, many people remain concerned about whether
improvements are achievable in the timescale the government has st (Timmins 2001).
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GLOSSARY

Useful glossaries of terms used in this report can be found on line.

» Glossary of Healthcare Related Terms produced by the Academy for Health Services
Research and Hedlth Policy available at
http://www.academyhealth.org/publications/glossary.htm last updated February 2002

»  Observatory s health systems glossary produced by the European Observatory on
Hedlth Care Sysems available at
http://www.euro.who.int/observatory/Glossary/TopPage last updated February 2002




