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Table 1: Health care expenditure as a percentage of GDP in western European countries and the
United States, 1970-2004

1970 1980 1990 2000 2004
Austria 5.2 7.5 7.0 9.4 9.6
Belgium 3.0 6.3 7.2 8.6 =101
Denmark - 8.9 8.3 8.3 *8.9
Finland 5.6 6.3 7.8 6.7 7.5
France 5.3 7.0 8.4 Q.2 *10.5
Germany 6.2 8.7 8.5 10.3 10.6
Greece G.1 6.6 7.4 Q.9 “10.0
lceland 4.7 6.2 7.a Q.2 *10.2
Ireland 5.1 8.3 G.1 6.3 7.
[taly - - 7.7 8.1 8.7
Luxembxourg 3.1 5.2 5.4 5.8 *8.0
Metherlands - 7.2 .0 7.9 9.2
Morway 4.4 7.0 7.7 8.5 *a.7
Portugal 2.6 5.6 6.2 Q.4 101
Spain 3.5 b.3 6.5 7.2 *8.1
Sweden 6.8 Q.0 8.3 8.4 *a.1
Switzerland 5.5 7.4 8.3 10.4 *11.6
Linited Kingdom 4.5 5.6 G.0 7.3 8.1
Uinited States 7.0 8.8 11.9 13.3 15.3

Source: ODECD Health Data 2006
* estimate

** data for 2003

*** differences in methodalogy



Some Counter Thoughts

Growth in expenditure

recent re-interpretation of international
evidence on the relationship between health
spending and GDP per capita suggests that
the elasticity measure is close to unity,
indicating proportionate increases in health
spending (Gerdtham and Jonsson, 1999).



Aged population and medical
expense

A challenging study by Zweifel et a/(1999)
indicates that large health care expenditures are
concentrated in the last two years of a person’s
life and as such health care expenditure
depends primarily on remaining lifetime and not
calendar age, at least for those over 65 years of
age.

If correct, this finding raises rather different
policy questions to those associated with the
conventional assumption about the age-health
expenditure profile.



Table 2: Changes in health care expenditure as a percentage of GDP in Westem Europe and
the United States, 1970-2004

%% growth % growth % growth % growth % growth
1970-1980 1980-1990 1990-2000 2000-2004 earliest
to latest
available year
Austria 84.6
EBelgium 159.0
Denmark 0.0
Finland 33.9
France Q8.1
Germany 71.0
Greece 53.9
lceland 117.0
Ireland 39.2
Italy 13.0
Luxembaourg 1581
Metherlands 27.8
MNorway 120.5
Portugal 288.5
Spain 131.4
Sweden . 324 7.8 1.2 33.8
swizerland  [NNS4SINN 922 [ 263 110.9
United Kingdom [ 2404 7.1 217 80.0
United States | 25,7  [8s2H 11.8 118.6

Source: OBECD Health Data 200G

Rate of growth: [ highest [ second highest  third highest lowest



Plateau Effect

there has been a long term growth in the
share of GDP devoted to health care in OECD
countries

This share seems to have remained constant
or actually fallen in many countries for much
of the 1990s.



Public Spending Sustainable?

Can public spending meet the demands placed
upon it?

limited capacity to fund public spending and the
scope for generating additional private finance.

the burden placed upon the economy by
health spending (i.e. its opportunity cost)
Is independent of the particular public-
private mix.



Private Finance?

Admittedly, there may be incentive effects
associated with, for example, higher marginal
tax rates necessary to fund higher public
spending, but these are rarely investigated
rigorously.

In fact, the case for pursuing private

finance is primarily political rather than
economic.




health service financing,

international comparative analysis carried out
in recent years has made policy makers
increasingly aware of the prevailing models of
tax-funded (local and national), social
insurance and voluntary, private insurance
based systems - and the mix between them -
found in different countries.



Most industrialized countries have established hybrid systems in which
the public sector, which has the greater share of responsibility, works
alongside the private sector, both in the funding of health care ...

Health system’s main source of financing
Taxes Social Security Funds Private Insurance

Australia (1992) v

Canada (1990) v

Denmark (1993) v

France (1990) v

Germany (1989) v

Italy (1988) v

Japan (1991) v

Netherlands (1983) v

Norway v

Sweden v

Switzerland (1991) v
United Kingdom (1994) v

United States (1990) v

Source: Blanchette, Clands, “Public and Private Sector Invelvement i Health Care Systems: An International Comparizon,” Bulletm 438E,
Librzrv of Parliament, 1907



... and in the delivery of hospital care

Main Delivery Entity of Hospital Health Care
(as percentage of hospital beds)
Public Non-Profit Private

Australia (1992) 75 — 25
Canada (1990) 08 - 2

Denmark (1993) Most — —
France (1990) 65 16 19
Germany (1989) 51 35 14
Italy (1988) 20 20 0

Japan (1991)* 19 — a1
Netherlands (1983) 15 85 0

Norway Most -—- ---
Sweden Most —- —
Switzerland (1991)% 46 32 22
Umited Kingdom (1994)* 5 a0 5
United States (1990)%* 27 59 14

* As percentage of hospitals ** As percentage of acute-care hospital beds
Source: Blanchette, Clande, “Public and Private Sector Involvement in Health Care Systems: An
International Companson.” Bulletin 438E. Library of Parliament. 1997



With the exception of Germany and the United States, most of the

industrialized countries have gpjversgl publicly funded health care

systems

100

Percentage of Total Population with Public Insurance (1997)

100.0 100.0 100.0 100.0 100.0 100.0 100.0 095
' ' 022
450
Australa  Canada  Denmark Ttaly Japan Sweden  United France Gemmany  United
Fingdom States

Source: 2000 OECD Health Data



United States: private insurance &
patient choice

Health spending as part of GDP: 15.3%

System type: Employer-employee based (54%) and
government funding (46%). Government covers all
older adults and the disabled (Medicare), the poor
(Medicaid), veterans, government employees and
Native Americans.

Coverage: 82% of people under 65; 100% of
people 65 or over.



United States

Average annual per-person spending: Total:

$6,402.

Breakdown: $2,884 by government; $2,676 for
private insurance, with 52% paid by employers,

48% paid by employees; $842 by consumer out-of-
pocket™



USA

Financing: Larger companies self-insured. Employers
and employees share costs. Income taxes fund
Medicare, Medicaid and other public programs. Co-
payments and deductibles highly variable in the
private system.

Notable features: Leading-edge technology, drugs
and facilities. Most patients can choose doctors,
hospitals.



USA: Biggest challenges

Health access for working poor.
Discrepancies in care between rich and poor
Rising costs

Overuse of tests and procedures

Low international rankings on basic health measures,
including infant mortality and preventable deaths.



USA: System

Prescription drug coverage: Of those with insurance,
84% are covered. Most plans require co-payments.
No government controls on prices or availability.

Doctors: Payments regulated in government programs;
insurers set fees; no price controls for uninsured.

Hospitals: Payments regulated in government
programs; insurers set fees; no price controls for
uninsured.



Germany: Employment-based insurance

& comprehensive coverage
—

7 Health spending as part of GDP: 10.7%

1 System type: Universal coverage. Mostly employer-
employee based (88%).

1 Coverage: 99.8 % -- all citizens and legal residents



Germany: Spending

Average annual per-person spending: Total:

$3,673

Breakdown: $2,518 on mandatory employment-
based coverage, nonprofit insurance; $259 on for-
profit insurance; $349 by government;

$547 consumer out-of-pocket®.



Germany: Financing

Financing: Workers split premiums with employers,
with each paying about 8% of workers' gross
income to nonprofit "sickness funds."

Those earning over $75,000 may purchase
insurance from for-profit insurers.



Germany: Notable features

Comprehensive coverage including basic dental and
long-term care.

Short waits - usually less than a month - for elective
surgery.

New programs provide extra attention to diabetes
and other chronic illnesses.



Germany: Biggest challenges
N

11 Large and growing aged population, high costs,
high rate of specialist visits.



Germany: System

Prescription drug coverage: Full coverage with small
copayments. Federal panel controls prices and an
expert committee decides which new treatments
should be covered.

Doctors: Regional groups of office-based doctors
negotiate with insurers over annual budgets. Hospital-
based doctors, including most specialists, are salaried.

Hospitals: Insurers negotiate with hospitals over
annual budgets.



Performance Criteria

The body of international evidence is now
sufficiently well-founded to make some broad
observations about the performance of these
systems



Performance key criteria

macro efficiency (aggregate cost control)
micro efficiency

Equity

Transparency,

accountability,

user choice and

responsiveness



Trade Off

tax-based systems generally exert the
strongest aggregate cost control

voluntary private insurance usually
embodies greater user choice

there are trade-offs between these
objectives although the precise size of
these trade-offs is difficult to establish.



National Priority

The precise choice of a funding system in
any particular country will depend not
only on its perceived performance but the
relative importance, or weights, that are
applied to the criteria of efficiency, equity,
choice etc.

These are matters of social and political values
and will vary between countries.



Role of incentives and link to
performance.

Evidence on the effects of various attempts to
increase competition in health care is more
ambiguous.

The numerous health reforms of the 1990s
that were ostensibly aimed at improving
performance through competition seem to
have had limited impact (EHMA, 2000).




Partial implementation

To some extent this was the result of only
partial implementation of competition-based
reforms in the light of countervailing political
pressures (e.g. UK, Netherlands).

Elsewhere reform proposals were introduced
without the institutional infrastructure necessary
to cope with them (e.g. Eastern Europe).



Allocation to primary care

A primary care-based agent acting on a
patient’s behalf can improve the
coordination, or integration, of care
particularly at the interfaces between
primary, secondary and social care.

In addition, incentive structures based on
devolved budgets seem to act as a
powerful lever for change, particularly
when clinical and financial decision-

making are combined (Robinson and Steiner,
1998).



T'he payment of user fees is a common practice in most OECD
countries, but this practice is less widespread in Canada

Public Health Care User Fees
1993 (SCDN)

Physician/ Drugs Hospital X-Ray/
specialist labordtory

Australia $5-$8 $11 - ---
Canada —- D/C* - -
Denmark 0%-50% - -
France 25% 30%-100%  20%<30days+$6/day 35%
Germany $1.25 $3<14days ---
Italy $0/57-38 $3+50% or $0 --- 30%
Japan 10%-30% 10%-30% 10%-30% 10%-30%
Netherlands --- fixed-price - —-
Norway $11/%16 25% (max $43) —- $11
Sweden $6-39/80 D 515 and $1/drugs $8 ---
Switzerland 10% 37 $7 10%
United Kingdom ——- $4-$5/drug or $65/annual = --- —-
United States 20%>%$100D 100% $676<60days 20%>$100D

D Deductible, T Co-inswanece *Depanding on proviness

Source: Blanchette, Clande, “Public and Private Sector Involvement in Health Cara Svstems: An Internationzl Compartzen,

Parliamnent, 1997

" Bulletin 438E, Library of




PATIENT FINANCIAL RESPONSIBILITY
(Cox 2004)

Moral hazard and price sensitivity

Economic theory suggests that individuals shielded
from the full cost of health care through insurance will
use health services beyond the point at which the
marginal benefits of use outweigh the marginal costs

(Pauly 1968).

This behaviour, known as moral hazard, may be
apparent in public or private health insurance systems,
and lowers societal welfare because scarce resources
might be better spent on other goods and services.



Cost sharing to control moral hazard

Economists and others usually assume if some
form of cost sharing is introduced to mitigate the
effect of moral hazard, rational consumers will
forego the health services of least benefit to
them (‘'unnecessary' use);

reductions in use attributable to cost sharing will
contain health care expenditure.



Dilemma for policy makers

To balance the need for health insurance, which
provides valuable financial protection from the
costs of ill health, and the need to control patients'
use of health care through user charges.

From an economic perspective, health insurance
covering catastrophic risks that do not occur very
often but involve large financial outlays is efficient

Health insurance covering high-frequency but low-
cost care, which may be more predictable, is
generally considered to be less efficient (assuming
no major market failures) (Barr 2004).



Insurance + pre-payment

Most health systems provide both 'insurance'’
covering catastrophic risks and 'pre-payment’
covering smaller risks and predictable expenses (for
example, for those who are already ill)

Both elements play a central role in ensuring
financial protection, particularly for poorer people
and people in ill health.



United States

Most research in this area confirms economic
theory, providing strong evidence that patient
cost sharing leads to significant reductions in the
use of health care in North America

Those with insurance coverage are more likely to
use health services, while the generosity of
insurance coverage influences the volume of
consumption



Europe Union

European studies of the impact of cost sharing show
mixed results in terms of reductions in the use of
health care, which does not seem, on the whole, to
have a significant impact on the use of primary care,
outpatient specialist services or acute care

This may be due to the relatively low levels of user
charges applied in most countries



EU: voluntary health insurance

Studies assessing the impact of additional voluntary
health insurance coverage on utilization also show
mixed results, with some finding that voluntary
coverage does not have much impact on use but
others finding that it does

People with low incomes are most sensitive to price

Demand for prescription drugs falls when cost sharing
is introduced



No sustained cost control

no evidence to suggest that cost sharing leads to
sustained cost control over time.

Few studies have been of sufficient duration to
allow assessment of long-term expenditure control.

Some find lower expenditure in the short term
(generally the first one or two years) with little
effect beyond this period.



Substitution

reductions in expenditure on the services subject to
user charges may cause expenditure to rise in
other parts of the health system, particularly if
patients substitute more expensive forms of free
care for non-free care

for example, use of accident and emergency
departments rather than primary care providers or
prescription drugs

leading at best to minimal net savings and at worst
to higher overall spending on health care.



Type of Co-payments

Co-payments (for example, a fixed fee per
prescription or visit to a doctor) are a poor instrument
in this respect because the price to the patient does
not vary based on the actual value of the care being

provided.

Co-payments that vary according to type of care or
co-insurance rates create stronger incentives, but
having a separate rule of reimbursement for each
type of care might not be cost-effective or
transparent.



Equity

A simpler solution may be to introduce an
appropriate level of deductible below which there
is a high co-insurance rate (for example, 100% in
Switzerland). A lower co-insurance rate could be
applied between the deductible, with an out of
pocket ceiling above which all expenses would be
fully reimbursed by the health system.

In order to address concerns about equity, the level
of co-insurance, deductible and out of pocket
ceiling could be linked to income.



Advantages

The advantage of this system is that it requires

patients to pay for small and regular health care
expenses

At the same time protecting them against
catastrophic expenditure.

Insurers would benefit from lower administrative
costs as minor expenses would not involve billing



Methods of paying providers:
Prospective Payment

play a key role in determining efficiency and
quality in health systems.

Recognising that retrospective forms of
reimbursement fail to control costs, many European
countries are moving towards prospective payment.

Prospective payment systems present purchasers
with considerable challenges due to information
problems that make it difficult for purchasers to
assess provider cost and quality



Competitive Tools — CB & DRGs

Competitive tools can be used to overcome
information asymmetry - for example, competitive
bidding for hospital contracts or case-based
payment linked to diagnosis (DRGs).



Cost Saving but quality??

Both tools provide powerful incentives for providers
to control costs, although concerns about quality
and access to health care remain unresolved.

European health systems increasingly use DRGs to
pay for health care, for a range of reasons, usually
in combination with other financial and non-
financial mechanisms.

Their experience requires careful monitoring and
evaluation to ensure that cost savings can be
achieved without lowering quality and access.



US experience: managed care

Incentives created by organisational structures such
as vertical integration or gatekeeping, and payer
and purchaser influence over provider behaviour
(for example, through selective contracting,
utilisation review and clinical guidelines) can
contribute to cost savings

benefit patients through the delivery of co-
ordinated and integrated services.

However, mechanisms need to be in place to ensure
quality and access, and restricting patient choice
may be difficult in some contexts.



EU: competition among insurers

to create incentives to strengthen purchasing and
enhance equity (by encouraging convergence in
contribution rates, as in Germany).

However, their impact on efficiency has been
limited due to the difficulty of designing risk
adjustment mechanisms that are effective in
removing incentives to select risks

the absence of tools permitting purchasers to exert
control over providers and the high costs to
patients of changing from one insurer to another.



Institutional arrangement

Any consideration of options for reform should bear
in mind institutional contexts.

Institutional arrangements vary considerably, even
among western European health systems, and are
likely to have substantial influence on policy goals
and outcomes due to political differences as well as
differences in payer, purchaser, provider and patient
motives and behaviour.



Market mechanisms: Cost saving in
short term

Market mechanisms may be effective in lowering
health care costs, but there is some evidence to
suggest that cost savings may not be sustained in
the long-term.



Careful regulation and management

the strong incentives they create present
opportunities for 'gaming’

policy makers require tools and resources for
careful regulation, management, monitoring and
evaluation.

The development and use of regulatory and
management tools may incur heavy transaction
costs, but these costs may be worthwhile if they
bring visible benefits to patients.
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