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Ladies and gentlemen,

Let me share with you a couple of thoughts on health care, namely:

· Why do we need a health care reform at all?

· Why do we see substantial health care reform efforts in the countries of Central Europe? 

· What are those reforms actually about?

Why do we need a health care reform?

While medicine is changing rapidly, in terms of financing and organizations we are to a large extent stuck with century old systems, be it the Bismarck inspired social insurance or national health service.

At the time our systems were designed, health care was about saving lives and alleviating suffering. There was virtually no choice whether, where and which health care to consume. In other words, health care consumption was defined by need. Add to it very limited savings on the side of most individuals and families and a good-looking demographic situation and you have all the reasons for introducing a third party financing, i.e. having the state or mutual health insurance funds to pay for health care. 

The current situation, however, is completely different. Health care is of course still about saving lives and alleviating suffering but increasingly also about prolonging life and increasing its quality. There is a growing choice of provider and treatment methods. The financial situation of most people, especially if supported by widely available financial tools, enables an average citizen to pay not for all, but for a substantial range of health services. In other words, consumption of health care is more and more about choice.

How do the outdated financing and delivery arrangements work in the modern world?

Pretty badly. They decrease the motivation of people to stay healthy, motivate them to overconsumption of health services while often denying real choice, slow down innovations and decrease efficiency of the whole health services provision systems. Growing dissatisfaction of citizens, repeated deficits and new expensive technologies looming on the horizon are not only a nightmare but more often a daily routine of people responsible for health systems in European countries. All these problems will be aggravated by ageing of the population.

What can we do about it? There are only two sustainable ways: increase efficiency of current health systems and engage people in decisions on health services consumption including also some economical consequences of these decisions. All of this has to be accompanied by funding mechanism less sensitive to population ageing than the current pay-as-you-go systems and by preserving general access to necessary health care. 

In real terms, what does this mean? It takes two things: 

· Reform of institutions, i.e. turning health services provision into a real market with payors acting as competing purchasers of care and

· Reform of financing to encourage reasonable consumption of care

Properly executed, these changes would turn current unsustainable provider-dominated systems into sustainable patient-centered ones without harming access to necessary care. However, governments seem scared by such reforms and prefer to defend the status quo.

Why Central Europe?

Before I share with you some facts from the Central Europe, let me stay briefly with one question: What is the main reason behind the fact that some new member states of the European Union implement necessary reforms earlier than their Western more developed and experienced counterparts?

First of all I do not want to underestimate the personal contributions of all the bright and brave people who stood up for not only health reforms in Estonia, Slovakia and elsewhere. But such people do not appear only in those countries. How come they have succeeded there?

We could have a long debate whether citizens in former communist countries are more or less used to extensive welfare systems, whether they take change as part of everyday life since 1989 or are actually tired of it. 

What is a fact is that in most cases countries of Eastern Europe have copied the generous welfare systems from the West but do not have the deep pockets to feed them. The individual irresponsibility these systems evoke, in combination with less efficient public institutions than in the West are bringing our welfare systems including the health services close to bankruptcy even before population ageing strikes with full strength. The bad financial situation is of course accompanied by real problems regarding access to care and its quality and consequently by greater willingness to reform.

What is happening there?

The new EU member states from Central Europe (Czech Republic, Hungary, Poland and Slovakia) look like a rather compact group measured by history and GDP per capita. They have a rich experience with the communist type of highly centralized and rationed national health systems. All of them also initiated a rather substantial health care reform in the last decade of the 20th century which to a large extent copied statutory insurance systems in Western Europe. However, a closer look reveals significant differences in funding, organization and recent developments of their respective health care systems. 

On the funding side, the Czech Republic and Hungary spend per capita almost 60% more than Poland or Slovakia measured by purchasing parity power. These relatively high levels of spending are nevertheless significantly lower than in all “old” EU member states. Share of public expenditure on health ranges from 70% in Hungary to over 90% in the Czech Republic. Despite these differences all of the new member states currently face a significant deficit in health care financing. Size of the deficit differs from 42% of annual turnover of the system in Slovakia before the current reform to ca. 10% in the Czech Republic and Hungary.

The Czechs and Slovaks rely on multiple competing payers while the Poles and Hungarians finance their providers through a single albeit regionally organized payers. On the delivery side the patterns range from highly centralized government dominated systems in Poland and Hungary to a rather decentralized Czech system with significant number of privately run hospitals. 

There are also great differences in waiting times and access to modern technologies. Waiting lists are often unofficial and unmanaged which favors under-the-table payments. The extent of grey economy is of course hard to quantify but indirect measures point to its significance and negative correlation with level of funding and competition in the system.

Efficiency

But – cannot we just increase efficiency of current systems by some clever payment methods, planned allocation of resources or other management tools? I would actually argue that increasing efficiency and providing patients with more choice and efficiency is closely intertwined. 

It is good to have a look at the recent developments in the United States. While that country is probably not an example of a rational approach to health care funding, in terms of payer-provider arrangements it is well ahead of Europe. The last two decades have seen so-called managed care revolution which increased efficiency of health provision and so moderated cost growth in the short term but failed to do so in the long term. It also became hated by many patients and physicians alike because of restrictions put on their choice.

Population ageing

In this situation we expect to feel the first impact of population ageing very soon as the post-war generation starts to retire. In the long run we expect the share of people over 65 years of age to increase from 17% of the population today to 43% in 2050. We have modeled impact of these changes on health care costs and the mandatory health insurance contributions. Should we have the demographic structure of 2050 already today the costs would jump up by 30%. If you combine this with the diminishing tax base the rate of health insurance contributions would have to more than double from current already high 13,5% of gross salary. 

Health reform is a hot political issue in all of these countries. However, so far only Slovakia has started with real remedies. The Slovak parliament adopted brand new health legislation at the end of 2004. The extent and depth of changes made Slovakia a frontrunner in market oriented health reforms not only among new member states but in the whole of Europe. In the Czech Republic, Hungary and Poland reform has been put on hold until the next election planed in 2006.

As I am a founding member of a think tank working on a health reform proposal for the Czech Republic I will tell you more about the implemented reforms in Slovakia and the reform plans in the Czech Republic.

Slovakia

The implemented changes include introduction of user charges, explicit definition of the basic benefit package covered by statutory health insurance, for profit status of health insurers and providers and selective purchasing of care by insurers. The reform already led to a sharp reduction in the system annual deficit.

Czech Republic

The Czech situation is far from reform, as the current centre-left government has no intention of changing the system which is highly centralized and offers no participation to patients, whether in decision-making or financing.

But efforts are under way to present reform proposals in the first half of 2006. And I’d like to present briefly one of the proposals that we are working on at present. These are not very different from those already implemented in Slovakia. We are trying to change the incentives of all parties involved in health care. We would like the providers, instead of vying for more subsidies, provide more and better care to patients. Health insurance companies should evolve from cash-machines for the providers into purchasers of care for their clients. Finally, citizens and patients in the Czech Republic should gain the power to make more informed decisions on health care.

Reform of institutions (supply side):

· Change legal status of health insurers and health care providers with the aim to set clear roles and motivation and to improve transparency. To achieve this it is necessary to turn most of them into standard for-profit institutions while there might stay a complementary share of not-for-profit ones.

· Turn health insurers into real purchasers of care

Reform of financing (demand side):

· Reduce scope of mandatory insurance and define the range of services covered by the latter. The current system covers everything. But if a patient needs elective surgery and finds that waiting times can be up to 2 years, nobody is in charge of telling her when she may expect treatment and under what conditions. A patient with a myocardic condition might be treated with the latest technology or hospitalised without benefitting from necessary technology, depending on which part of the country she lives in.

· Introduce individual health accounts on which public and private contributions would be combined to buy supplementary insurance or to pay directly for care not covered by mandatory insurance

· Gradually turn the individual health accounts into savings tools

But whereas we want comprehensive reform, we also want to give people a soft landing. Those who do not wish any changes, should not notice much in the first years of reform. But those who want to make their own choices, should be allowed to do so.

Let me now return to the question asked in the title of my speech. If we achieve this what could be the value for the West? 

First of all, practical experiences with reform. Obviously not all will work as planned. For all the specifics the challenges and principal solutions are very similar for all European countries. Second – we would break some of the myths which are today widespread in health care, e.g. profits and provision of good patient care cannot go together and there is no space for markets in health care. Last but not least, we would deliver a proof that substantial reforms can be done even in health care, which has been long treated as a sacred cow.

Debate:

Alain Mouton (Chair):

Since you ended by talking about sacred cows : we are all aware that change is difficult. This goes also for pension reform, but health care seems even harder.

Pavel Hroboň:

If you are talking of ageing, I think most people in Europe are aware that this will have a devastating impact on pensions, but very few people realize that the same process will also impact our health care systems which are financed according to the same principles as the pay-as-you go system. 

To me, health care reform will only be feasible in a situation of real crisis when access to and quality of care are affected. I hope we will have an answer in the next two or three years.

The insurance companies have had mixed reactions: on one hand, they were pleased to become purchasers of care; on the other, they were scared by the changes. As a result, out of the five insurance companies active in Slovakia, four of them went through a substantial change of management.

Tim Evans, Centre for the New Europe:

In my previous job, I was director of public affairs for the UK Private Health Care Association, and wherever I looked in the world, health care seemed to be unique.

There was a lot of debate about markets, but it seems that the entire health care debate is predicated along nationalised lines, simply because the medical profession itself is universally in bed with government. To be a doctor in the UK is ultimately defined by legislative favour, decided through government agents; this is true in the United States, in Africa and elsewhere as well.

I was wondering if there is a debate in the Czech Republic and Slovakia on the monopoly status of doctors and medical professions?

Pavel Hroboň:

There are two extremely sensitive topics in any health care reform. One is asking people to actually pay something themselves; the second is submitting providers to normal market pressure. This may be facilitated as dissatisfaction among physicians with the current system grows to reach a critical level.

The health care sector is definitely overregulated; on the other hand, there are good reasons for government regulations which are more narrow and targeted. There should be few rules which the government implements. In the Czech Republic, we have so-called Medical Chambers with statutory membership. Because of the compulsory membership, it has become one of the most powerful players in the health care arena.

Patrick Vankrunkelsven:

I used to be a family doctor, now I am a senator. I was once involved in the health care reform in Lithuania where the University of Leuven had contacts. One of the problems was that Lithuanian health care was based on the Russian system, i.e. very specialised. We used to say that there was one specialist for the left lung, and another for the right one! Too few doctors were taking care of family care.

Are you, in the Czech Republic, trying to get away from this and moving towards more family medicine?

Pavel Hroboň:

I don’t think our situation is very different: the share of primary care physicians is not optimal of course. But elaborating on this, what is the purpose of reform? We try to refrain from solving particular problems as far as possible, our primary goal is to create an environment where providers, payers and government have a common interest in furthering an innovative system. Within that type of framework, solutions will emerge naturally for the various technical problems. But this will take time.

Question:

What kind of role do you see for government in terms of preventing market dominance by insurers, for instance? How do you consider the issue of adverse selection?

Pavel Hroboň:

To address your second question: adverse selection is the easiest way for health insurers to make money. It means selecting younger, richer and healthier clients to create a sound financial balance sheet. The solution is called risk adjustment, and I have been personally involved in proposing such a system in the Czech Republic (it was adopted by Parliament a year ago and is now being implemented). This implies a redistribution of collected premiums based on different average health care costs for different age groups. It is complemented by an ex-post mechanism of compensation for very high-cost care. The insurance companies then report on how many patients they have spent more money than x (where x equals 20 times the average cost per client in the system). They get reimbursed for part of the cost which is above this limit.

On market dominance: I believe health care should be subject to the economic competition as other areas of human activity. But we would like to see a regulator for health insurance and we are looking for ideas in the energy and financial sectors on how to implement this.

Question:

I’m from AFP: how can competition help improve efficiency? In most Western countries, there is a monopoly on health care, financed by mandatory contributions. An EU directive of 1992 eliminated the mandatory systems, although this is not being enforced. What I find striking is that insurance companies should be the first to be interested in this, taking for instance the French government to court.

Are the new member states talking to the Commission about this, and is opening the health care market and the pension system to competition the answer?

Pavel Hroboň:

In terms of providers, competition is necessary to promote new methods of providing health care, and this forces providers to become more effective. In the current system, it is enough for hospital to exist to give it financing; there is no incentive to cut costs or devise new services. Regarding the insurance market, this is more tricky. If we had one payer in the Czech Republic which was then outsourced, we would probably see in a couple of years great gains in productivity, efficiency etc. But in the long term, there would be no motivation to increase efficiency. We need competition among payers, because it protects the consumer.

Working as a consultant for a leading health insurer, I can tell you that if there were no competition from other health funds, nothing would oblige us to take good care of our clients.

Question:

I grew up with the UK National Health Service, but most people would probably argue that this system is provision of care at a disinterested level by the professional whereas consumers mostly don’t have the necessary skills to determine the quality of care. What is your reaction?

Pavel Hroboň:

First, this is one of the reasons that we need providers who are purchasers of health care services. The information is then balanced between the medical profession and the patients. Second, I don’t believe that the medical profession as a whole is impartial. Physicians, like other people, are influenced by incentives. The problem is that there is no counterpart, except insurance companies.

Jacob Arfwedson:

Could you specify how private choice will be phased in? Is this a draft legislation or is it your proposal? Second, one argument which is often lost in terms of insurance, medical or other, is that the poor stand to gain the most from opening up this market. Low and middle-income earners are paying a lot more into mandatory health insurance than do the wealthy.

Pavel Hroboň:

We are struggling to strike the right balance between acceptance of economic rules and the current situation. In terms of choice, you can already choose your insurer. We want to take this further, as the various offers today are essentially identical. We propose that each of the health plans would contain the benefit package for which all citizens are insured by law. The companies would be allowed to compete on price, but not on the composition of the basic benefits for transparency reasons. Beyond these basic benefits, companies would be free to offer additional insurance on the market. 

We are considering two temporary regulations: one is to ask insurance companies to offer a product covering the current range of services, with some minor user charges and restricted access to other providers on a voluntary basis. Second, we would make it compulsory for any company to propose a minimum health plan, consisting of the basic compulsory package. The difference would then remain on the individual’s account to be used for additional services. But realistically, we don’t expect many people to choose this option in the first years, but their number will grow eventually.

Question:

It seems to me that you are proposing a two-speed system, and I’m concerned that you may be moving fast towards an American-style system. This is dangerous, because poor people will not have access to the best care.

Pavel Hroboň:

The technical answer lies in the definition of what I have called the basic benefit package, which probably means 70-75% of the current coverage. The main guiding principle in deciding what should be mandatory and what should be left to private choice, is the average person’s ability to finance the latter from a personal account. I believe that any sensible person will insure her house against fire and theft, but not necessarily against a broken window. The extent of compulsory insurance today really amounts to insuring your lawn against somebody stepping on it.

Tim Evans:

If I look at US health care, I don’t see anything resembling a free market or a liberal system, but a deeply socialistic one. Since 1965, Americans have spent more on their state-funded health care programs (Medicare and Medicaid) on average than the British have on the NHS in the same period. The average for the US state health care sector in any given year is 7.1% of GDP. This has become so large that the national health care program for the elderly will be bankrupt in 20 years.

My question: why is it that so many Western Europeans are so illiterate when it comes to understanding the similarities between our system and the American one?

Pavel Hroboň:

Let me illustrate it by another example: the split between public and private financing of health care expenditure. To me, what is more important is how much is paid by a third party and what is paid by the individual out of his pocket. In this respect, the US and Western Europe are certainly similar.

A two-tier system is certainly what we want to avoid. And we believe that our proposal is the only way to do so. What we see in Poland for instance is lack of access in some cases, and lack of quality. There was no serious attempt to solve it, but the unregulated market will do it. Educated and wealthy individuals are leaving the public system for private solutions where they have to pay more. This is a sure way to reach a two-level system.

We will avoid this through the basic package, and the temporary system of public subsidies of personal health accounts. During this transition period, everyone will receive public money to spend on health care above the basic package. And these accounts are an excellent tool for identifying the really vulnerable members of the population, and how to help them in a targeted way.

Question:

I’m from the British Medical Association. During the current election campaign, the Tories have proposed something similar to the health accounts, a type of vouchers to be used in the private sector. This hasn’t gone down to well with the public, as it is seen as a way to subsidise the private sector with public money. 

You said earlier that insurers would compete on price but not on the range of services offered. Yet if you deregulate the medical profession, the temptation for insurers would be to pay for underqualified or cheaper services.

Pavel Hroboň:

I have no problem with “individualisation” of public money if this is done in a transparent way, and I don’t understand why people have problems with “public” money going to private providers. If you look at roads and railways (which are a lot more “public goods” than health care) nobody is complaining that they are being built by private constructors. 

Second, in the long term people will demand quality. The way to prevent a race to the bottom is to have transparent contracts between providers and insurers. I don’t mean that the government should set a minimum level of quality, but let me explain what has already been implemented in Slovakia. Any provider entering a tender must fulfill a certain number of quality criteria which are made public. Once they have done so, they are allowed to compete on price, but only those who qualify may enter the competition.

Alain Mouton:

Is there any discussion in the new member states on regulating prices on medicine, such as we are having in Belgium on reference pricing, using the New Zealand model?

Pavel Hroboň:

There is obviously a temptation to find relief for the state-run health care systems by reducing drug prices. I believe there has to be some regulation, at least short to mid term. On the other, we need transparent rules which promote price competition between suppliers, and specifically deciding which share of the price is to be carried by private and public spending.
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