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FOREWORD

Foreword

'-.I.-}Ile OECD initiated the Health Project in 2001 to address some of the key challenges policy makers face
in improving the performance of their countries’ health systems. A desire for real progress and a recognition
of important gaps in the information needed to undertake change led to political commitment and support
across countries for a focused cross-national effort. The three-year initiative provided member countries
with multiple opportunities to participate in and learn from component studies focused on pressing health
policy issues. Countries also benefited from the information and exchanges that occurred, first at the kick-
off conference in Ottawa, Canada in November 2001, and at no fewer than 20 subsequent meetings of
officials and experts in venues ranging from Paris to The Hague to New York.

Performance improvement requires grappling with difficult questions. What can be done to ensure
that spending on health is affordable today and sustainable tomorrow? What is needed to improve the
quality and safety of health care, and to ensure that health systems are responsive to the needs of
patients and other stakeholders? How should equitable and timely access to necessary care be supported?
And perhaps the most challenging question of all: what can be done to increase value for money?

The Health Project offered a means for officials in member countries to learn from each others’
experiences in tackling these questions, to draw upon the best expertise available across OECD member
countries and within the OECD Secretariat, and to break new ground to support health-system
performance improvement in the future. It encompassed nearly a dozen studies addressing key policy
issues pertaining to human resources in health care, new and emerging health technologies, long-term
care, private health insurance, health-care cost control, equity of access across income groups, waiting
times for elective surgery, and other topics that are central to the policy concerns of OECD member
countries. It was not possible to address every issue important to Health Ministries in the course of the
project, but the issues that were chosen were ones considered to be of the most pressing importance.

The Health Project built on the foundation of the OECD’s work in health statistics and health policy
that has been carried out under the purview of various committees and working parties across the OECD.
An important contributor to the success of the Health Project was its horizontal approach. Work in
progress was discussed by experts and Delegate groups with a variety of important perspectives on health
policy issues. The Project benefited from the guidance and support of an Ad Hoc Group on Health, made
up of Delegates from member countries, and the specialised expertise of various OECD directorates was
employed in tackling issues. The Directorate for Employment, Labour and Social Affairs, took the lead in
coordinating the work conducted in horizontal co-operation with the Economics Department, the
Directorate for Science, Technology and Industry, and the Directorate for Financial and Enterprise Affairs.

From my own political experience, I know how significant the results of this project will be for policy
makers at the most senior levels of government. There are no governments within the OECD or beyond
which will not derive important benefits from this work as they all struggle to meet varying challenges in
the field of health care. It is apparent that there are few one-off solutions or quick fixes. But this project
has demonstrated that benchmarking within and across countries, and sharing information can bring
new ideas together and help policy makers meet those challenges.

Donald J. Johnston
Secretary-General of the OECD
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PREFACE

Preface

Towards High-Performing Health Systems, the final report on the OECD Health Project,
presents key findings from studies conducted as part of the Health Project and other
recent work on health at the OECD. The report synthesizes the studies’ findings using a
framework that corresponds to the main health policy goals shared by OECD countries:
health care that is accessible and of high quality, and health systems that are responsive,
affordable, and good value for money. The report offers lessons on the effects of various
policies intended to manage the adoption and diffusion of health-related technology,
address shortages of nurses and other health-care workers, increase the productivity of
hospitals and physicians, manage the demand for health services, reduce waiting times
for elective surgery, and foster the availability of affordable private health insurance
coverage. In addition, it sheds new light on problems policy makers face, such as judging
the appropriate level of health spending, assessing the appropriate role for private
financing in health and long-term care systems, and evaluating the implications for
health-system performance of waiting times for elective surgery.

The report draws upon analysis of health data and policy carried out in a number of
directorates across the OECD during the course of the three-year Health Project,
referencing many of the publications and working papers that were produced. Elizabeth
Docteur was the principal author of this report. Gaélle Balestat and Gabrielle Hodgson
provided statistical assistance, and Victoria Braithwaite and Marianne Scarborough
provided secretarial support. Contributions and comments were received from across the
OECD Secretariat. The report also benefited from input by participants at meetings of the
Ad Hoc Group on Health, where drafts of this report were discussed.
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EXECUTIVE SUMMARY

Executive summary

OECD countries have good reason to feel proud of their accomplishments in improving
health. A child born in an OECD country in 2000 can expect to live nine years longer, on
average, than someone born in 1960. Infant mortality is five times lower today than it was
then. In the past four decades, the level of premature death — as measured by years of life
lost before age 70 — has been cut by half.

Economic expansion and rising educational attainment have laid the foundation for
better population health, but improvements in health care also deserve some credit. The
recent past has seen major breakthroughs in prevention and treatment for conditions like
heart disease, cancer, stroke and premature birth, to name but a few. And with new drugs,
devices and procedures, we can treat conditions better than before. For example,
minimally invasive new surgical techniques result in quicker and less painful recovery for
patients, and some who were not formerly candidates for surgery can now be treated.

In most countries, universal health-care coverage — whether public or privately
financed - not only provides financial security against the costs of serious illness, but also
promotes access to up-to-date treatments and preventive services. By 2001, more than
two-thirds of OECD countries had achieved rates greater than 90% for childhood
immunisation against measles, compared with only a third of countries ten years earlier.
As a direct result of such improvements in health systems and health care, people are
living longer and healthier lives.

Naturally, these gains do not come cheap. The most recent data show health-related
spending to be more than 8% of GDP on average for the OECD area, and exceeding 10% in
the United States, Switzerland and Germany. Compare this with 1970, when health care
spending represented an average of just 5% of GDP in OECD countries. Much of this
increase can be attributed to progress in medicine and the concurrent rise in expectations
for health care. Simply put, advances in technology mean that we can do much more and
so we expect more, but we must pay more, too.

Spending more is not necessarily a problem, particularly if the added benefits exceed the
extra costs. But since three-quarters of OECD health spending comes from the public purse,
government budgets are feeling the pinch. Even in the United States, where the private sector
plays an unusually large role in financing, public expenditure on health represents 6% of GDP,
comparable to what the average OECD country spends publicly on health.

The trouble is that upward pressures on health spending are unrelenting, reflecting
continued advances in health care and increased demand from ageing populations. At the
same time, the share of the population in its working years will decrease, straining public
finances still further.

TOWARDS HIGH-PERFORMING HEALTH SYSTEMS - ISBN 92-64-01555-8 — © OECD 2004 11
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While richer countries tend to spend more on health, there is still great variation in
spending among countries with comparable incomes. Even more importantly, the highest
spending systems are not necessarily the ones that do best in meeting performance goals.

Cost and financing challenges aside, the public is increasingly aware that
opportunities abound to improve the performance of health systems still further. Policy
makers in OECD countries are faced with a large and growing demand to make health
systems more responsive to the consumers and patients they serve, to improve the quality
of care, and to address disparities in health and access to care. Is it possible to do better
without raising cost pressure?

Health systems differ in their design, in the amounts and types of resources they use,
and in the health outcomes and other results they attain. But health policy makers share
common goals and can learn from each other’s experiences as to what works — and what
does not - when making changes to health systems intended to improve performance. The
three-year OECD Health Project has sought to add to the evidence base and provide
guidance that policy makers can adapt to their own national circumstances for use in their
efforts to improve health-system performance.

High-quality health care and prevention

Big differences across countries in life expectancy and other indicators of health suggest
that for many countries, if not all, further gains are possible. The extent of variation raises
questions, together with expectations. For instance, why, in 1999, did Sweden and Japan
have infant mortality rates of just 3.4 per 1 000 live births, while New Zealand and the
United States reported rates over twice as high (7.2 and 7.7, respectively)? Why did 65 year-
old women living in Ireland or Poland have an average life expectancy of less than 18 years
in 2000, while women in Japan, Switzerland and France could expect to live three or more
years longer than that?

Large differences in health status also exist between population groups within
countries. These may be partly caused by barriers in access to needed services that affect
disadvantaged populations disproportionately.

It is important not to overlook opportunities to promote better health through policy
levers that fall outside the traditional purview of health policy makers. For instance, given the
health impact of injuries and illnesses that are influenced by environmental and risk factors,
improving health also means addressing factors such as violence, accident prevention and
worker safety, road traffic enforcement, and the use of drugs, alcohol and tobacco.

Moreover, systems focused on curing illnesses today can miss opportunities to prevent
illness and disability tomorrow. In fact, just 5 cents out of every health care dollar is spent
on initiatives designed to keep people healthy. Yet population health has improved thanks
to preventive measures like public awareness campaigns, regulation and taxation (in the
case of tobacco, for example). Notable is the dramatic reduction in rates of smoking that
has taken place in most OECD countries since the 1960s, leading to a decline in the
incidence of lung cancer. But new threats have emerged, with the recent dramatic rise in
obesity being a particular concern. Obesity raises the risk for chronic conditions ranging
from diabetes to dementia, so the rapid growth in the share of obese adults foretells health
problems in years to come. Stepped-up attention to prevention strategies is highly
desirable in light of the difficulty in treating obesity.
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One of the most important developments in health care over the past decade has been
a popular awakening to problems of quality. In fact, across OECD countries, there is a large
and expanding bank of evidence of very serious shortcomings in quality that result in
unnecessary deaths, disability, and poor health, and that add to costs. The problems are of
three types. First, some services are provided when, according to the standards of medical
evidence, they should not be. Studies of elective surgeries like coronary artery bypass grafts
show that a significant minority of certain procedures occur when the patient is not an
appropriate candidate. This leads to an unnecessary exposure to health risks as well as
wasted resources. A second type of quality problem is that patients who could benefit from
certain basic services do not always get them. For example, medicines to control
hypertension are often not prescribed when they should be, leading to inferior outcomes and
higher costs later on. Aspirin is not prescribed to heart-attack patients often enough, even
though it is a low-cost and effective way to reduce the risk of another heart attack. Yet a third
type of quality problem arises from care delivered in a technically poor or erroneous manner.
Examples here include wrong-site surgeries and mistakes in administering medicine.

Differences across countries in outcomes for conditions like stroke, heart attack and
breast cancer might be explained by the intensity of treatments, the technical quality of
care, the organisation and co-ordination of care, and influences outside the health system.
More data on potential explanatory factors, such as prevention and screening, are needed
to explore these possibilities.

Many OECD countries have started to monitor indicators of health-care quality, often
for benchmarking purposes as part of broader efforts to track and improve health-system
performance. In most countries, attention has first focused on the quality of hospital care,
but initiatives to evaluate other health and long-term care settings are also under way.
Such efforts can be strengthened by developing tools like clinical practice guidelines and
performance standards that promote the practice of evidence-based medicine.

Better systems for recording and tracking data on patients, health and health care are
essential for big leaps in quality improvement to be made. Paper medical records,
prescriptions, and test reports do not support accuracy, access or sharing of information.
Where they have been implemented, automated health information systems have had a
positive impact on both health-care quality and cost. For example, hospitals in Australia and
the United States that have adopted automated systems for placing medication orders in
hospitals have achieved marked reductions in the rate of medication errors and related
patient injuries, resulting in measurable improvements in quality and shorter lengths of stay.

Physicians and hospitals need to be given incentives to take on the cost of investing in
automated data systems and the other steps needed to improve health-care quality. The
economic and administrative incentives that are now in place sometimes actually
discourage providers from doing the best thing. For example, in some countries, many
unnecessary and inappropriate tests are prescribed because of the incentives set up by
medical malpractice liability systems. Correcting such inappropriate incentives - and
replacing them with ones that reward practice of evidence-based medicine - is essential to
foster high-quality care.
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Accessible health care

Concerns have been voiced in a number of OECD countries that a gap may be looming
between demand for and supply of the services of physicians and nurses. Indeed, shortages
have already appeared in a number of OECD countries. Despite increasing demand for
services, supply is projected to fall, or at best to grow slowly (in the absence of
countermeasures) as a result of societal trends to reduce work hours and retire early,
physician workforce ageing, and diminished interest in nursing, relative to other professions.

Some countries are already seeking to increase the number and the productivity of
physicians and nurses in their workforces. Strategies for training, retention, and
recruitment from abroad have been used with varying degrees of success to increase the
number of doctors. Increasing the nursing workforce has proved difficult, but there is room
for more experimentation with approaches such as increasing nurse pay, improving
working conditions and improving nurse education and training programmes.

Although ensuring comprehensive coverage of core services and minimising
financial and other barriers to access have proven effective in promoting equitable use of
health services, inequities in service use persist in some countries. These reflect factors
such as the impact of user fees on lower-income groups, differences in insurance
coverage across the population, and so on. The outcome can be poorer health, which
further fuels economic isolation and social exclusion. Other types of inequities, such as
disparities in the timeliness of service provision, can be the by-product of policies
intended to foster a high degree of consumer choice.

Health policy changes alone may be insufficient to close gaps in health status for some
disadvantaged groups, to the extent such disparities are symptoms of problems like poverty
and social exclusion. However, experience shows that policy interventions can mitigate
income-related inequities in access to care, where they exist, although this can be costly. In
France, for example, the introduction of publicly financed coverage of cost-sharing for the
poor has considerably reduced the pro-rich bias in the use of specialist services.

Medical advances offer chances to improve patient care and health outcomes, but they
can increase aggregate costs as well. Uncertainty regarding costs and benefits, which is
often the case, creates a dilemma for decision makers. Countries differ greatly in how
decisions to adopt and pay for new heath-related technology are made, and these in turn
affect diffusion. Some emerging technologies, such as gene therapies, pose ethical
challenges that can make decision-making even more difficult. The conditional approval of
promising technologies, pending further study; rigorous technology assessment practices;
and use of transparent processes for decision-making, can all help in coping with
uncertainty.

Responsive systems that satisfy health-care
patients and consumers

Health systems can do more to meet the expectations and preferences of patients and
consumers of health care. OECD work has identified policies that reduce waiting times
for elective surgery and improve long-term care, two major sources of dissatisfaction in
OECD countries. Also, offering choice in health coverage can result in a more responsive
health system.
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In at least a dozen countries, waiting times for elective surgery are viewed as excessive.
Moderate waiting times do not appear to have negative effects on health outcomes, but they
do affect quality of life; also, those waiting in discomfort remain less productive at work.

Countries wishing to reduce waiting times generally need to increase either the
capacity or the productivity of their health-care systems. Costs will probably increase,
though, since countries with long waiting times tend to have lower spending on health and
fewer acute-care hospital beds. They also tend not to use fee-for-service payments for
doctors and discharge-based payments for hospitals, which encourage productivity. And
waiting times tend to be longest in those countries with fewer doctors per head.
Nevertheless, if the supply of surgery is judged to be adequate, waiting times can also be
reduced by ensuring that patients are not added to waiting lists unless (or until) their need
exceeds a threshold level, while those with greatest need are assured of timely services.

A number of countries are experimenting with policies to provide consumers with
more choice in long-term care services and to help patients get care at home, rather than
in an institution, when feasible. Some countries provide funds to be spent upon such care,
rather than payment for covered services, and such funds may be used to support family
caregiving in most cases. This yields increased flexibility and control over services
received, and reduced feelings of dependency. However, consumer-directed spending
policies are likely to be more expensive than traditional approaches.

The availability of publicly or privately financed options for health coverage, in and of
itself, can create more consumer choice. Furthermore, a health system in which multiple
insurers are free to innovate can evolve in line with consumer preferences. But as with other
benefits, choice has a cost. Compared with systems that feature just a single payer for health
services or an integrated system of financing and delivery of care, multi-payer systems can
raise spending pressure and make it difficult to maintain equity in access and financing.

Sustainable costs and financing

Systems that rely on contributions by working people for their financing will come under
particular pressure as populations age and the share of the population participating in the
workforce drops. Using general taxation revenues to finance expansion of health-care
provision increases the burden on taxpayers or detracts from other publicly financed
services and programmes. In order to relieve future public-financing pressure, individuals
may be called upon to play a larger role in financing their own health care.

Cost-sharing requirements for users of health services can reduce the burden on
public financing systems. But major savings from user fees are unlikely, particularly as
vulnerable populations must be exempted to avoid restrictions on access that could be
costly in the long run. Such exemptions impose administrative costs. Apart from this,
consumers are likely to skimp on preventive care and appropriate treatments unless they
are given incentives to do otherwise. Complementary private health insurance can help to
ensure access to care where cost-sharing requirements are large. But it can drive up
consumer demand and overall costs at the same time.

Private health insurance can offset some of the costs that would otherwise be borne
publicly. However, subsidies are sometimes needed to encourage purchase of insurance
and other interventions may be needed to promote the use of privately financed services
by those with publicly financed coverage who are also privately insured. Even in countries
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where a sizeable share of the population is privately insured, private health insurance has
tended to represent a relatively low share of total health spending, as it often concentrates
on minor risks, rather than more costly cases and treatments.

Private health insurance premiums are a regressive source of financing compared with
income-based taxes or social insurance contributions. When premiums reflect health-status
factors, they may be as regressive as direct out-of-pocket payments, but they do nonetheless
provide individuals with a means of pooling health-care risks and avoiding catastrophic
expenditures. Government efforts to promote access to private health insurance through
restrictions on risk selection or targeted subsidies can improve the equity of private health
insurance markets, in terms of both financing and access to care, but at a cost.

Where private health insurance markets play a role in health financing, policy makers
should carefully craft regulations and/or fiscal incentives to ensure that policy goals are
met. Absent such interventions, private health insurance markets will fail to promote
access to coverage for people with chronic conditions and other high-risk persons - as well
as those with lower incomes. Additional interventions, such as standardisation of
insurance products or other steps to help consumers understand the costs and benefits of
insurance, can increase the potential of private insurance markets to make a positive
contribution to health-system performance.

People need protection against the risk of incurring large expenses for long-term care,
as for acute health-care and disability. Different approaches can work, such as mandatory
public insurance (as in Luxembourg, Netherlands and Japan), a mix of public and
mandatory private insurance (as in Germany), tax-funded care allowances (as in Austria)
and tax-funded in-kind services (as in Sweden and Norway). The market for private long-
term care insurance is small, but could increase with the right policy support.

Countries have slowed cost growth using a combination of budgetary and
administrative controls over payments, prices and supply of services. Although
sophisticated payment systems can be technically difficult to employ, there are numerous
examples of successful systems —such as discharge-based payment systems for
hospitals - that can promote productivity without harming outcomes. On the other hand,
systems that keep health-sector wages and prices artificially low are likely to run into
problems eventually, such as quality that has been bid down, difficulty with recruitment
and retention of health-care practitioners, or shortfalls in the supply of services and
innovative medical products.

Value for money in health systems

Ultimately, increasing efficiency may be the only way of reconciling rising demands for
health care with public financing constraints. Cross-country data suggest that there is
scope for improvement in the cost-effectiveness of health-care systems. This is because
the health sector is typically characterised by market failures and heavy public
intervention, both of which can generate excess or misallocated spending. The result is
wasted resources and missed opportunities to improve health. In other words, changing
how health fundingis spent, rather than mere cost-cutting, is key to achieving better value.

Across the OECD, payment methods for hospitals, physicians, and other providers
have moved away from cost-reimbursement, which encourages inefficiency, towards
activity-based payments that reward productivity. But these systems also introduce risks,
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such as that of promoting service volume that is too high in some areas, and of low
marginal benefit. They can under-value preventive services and treatments that reduce the
need for expensive interventions later on. Far better would be payment methods that
provide incentives to provide the right services at the right time, and that reward providers
or organisations that contribute to realising performance goals, such as improved health
outcomes. Some public and private payers are taking initial steps to improve payment
incentives by offering bonus payments to health-care providers who meet certain quality
standards, for example.

In systems where both financing and delivery of care is a public responsibility, efforts to
distinguish the roles of health-care payers and providers, so as to allow markets to function
and generate efficiencies from competition, have proved generally effective. In systems of any
type, shifts in responsibility in health-care management or administration can also reduce
waste and increase productivity. For instance, certain qualified nurse practitioners might
undertake certain duties that are also performed by physicians, where safe and appropriate.

Nurses or general-practice physicians can serve as gatekeepers, assessing need for
treatment and directing patients to the most appropriate care provider. With the Internet,
patients can be informed about the costs, risks and expected outcomes for treatments.
However, better information could either temper or increase demand. To promote value,
patient cost-sharing requirements might be employed in a more discriminating manner,
letting patients benefit financially from making cost-effective treatment choices.

In theory, systems featuring competing insurers (whether private or social) should
promote a more efficient health system. In practice, it has proven difficult to establish
value-based competition among insurers, as there is a tendency for competitors to try to
attract healthier populations, who are less costly to insure. Policy measures such as
banning discrimination in enrolment and implementing an experience-based system of
risk compensation between insurers can counter this, but these same measures reduce
incentives for insurers to manage costs.

Blunt cost-containment instruments can focus on short-term cost effects, failing to
take into account possibilities to increase value over the longer-term through investment
in new health-related technologies. Value-oriented management of technology can mean
using technology assessment programmes and employing mechanisms like “value and
cost agreements” between purchasers and manufacturers that take into account the
effects of a new technology on patient outcomes and costs.

On track towards improved health-system
performance

Health policy makers in OECD countries now know quite a bit about which tools and
approaches can be used to accomplish many key policy objectives, such as controlling the
rate of public spending growth, ensuring equitable access to care, improving health and
preventing disease, and establishing equitable and sustainable financing for health and
long-term care services. These tools and approaches have been used, with varying degrees
of success, in reform efforts employed over the past several decades, providing a wealth of
experience in both successes and failures from which to draw. In moving ahead, it is
important to learn from past efforts to improve and to anticipate the many significant
obstacles to successful change.
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Health policy-making involves a careful balance of trade-offs, reflecting the weights
assigned to a range of important goals and a great deal of uncertainty. The ultimate goal,
certainly, is robust population health, but promoting health is not the only consideration.
Health policy decisions can have considerable economic consequences, since the health
sector is a strong and important component of the economies of OECD countries that
provides extensive employment and profitable industry. Even when the tough choices are
made, changing systems so as to improve performance is never easy, as the success of
making change can be affected by the willingness of various stakeholders to embrace the
proposed reforms. Given the speed of developments in medicine and evolution of health-
care goals, reform of health systems is necessarily an ongoing, iterative process; there are
few one-off solutions or quick fixes.

Recent work at the OECD has filled a number of knowledge gaps. But numerous
important policy questions remain unanswered. Among the most urgent ones are: How
can continued advances in medical technology be promoted and timely access be assured
while managing public resources responsibly? How can innovation be guided in directions
that best match health needs and priorities? What is the best way to ensure an adequate
future supply of health workers? How can the economic motives of health-care providers
be better aligned with goals for cost-effective health-care delivery? How can competitive
market forces be better employed to increase the efficiency of health systems? Which
approaches to medical professional liability can best deter negligence, compensate victims
and encourage appropriate use of services?

Value for money is a moving target. Increasing value requires experimentation and
conscientious performance measurement using actionable and specific indicators.
Benchmarking within and across countries, and sharing information can help. Mutual
observation is key to uncovering effective practices and the circumstance in which they
work. Further work at the international level will, by bringing experience, evidence and
new ideas together, help policy makers meet the challenges they face.
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Introduction

OECD countries can be proud of the progress that has been made over the past three
decades, a period of change and expansion for modern health systems. Most countries
have attained universal coverage for a core set of health services and have taken great
steps to ensure the accessibility of those services to the population. Population health
status has improved steadily, even dramatically, driven largely by economic and social
development, as well as concerted efforts to reduce the prevalence of risk factors and
promote healthy living. Advances in medical capability and improvements in health care
have had direct benefits in terms of both cure and prevention of disease.

Nevertheless, it is possible to improve the performance of health systems well beyond
what has already been achieved. Serious and significant shortcomings in the quality of health
care - at levels that would not be tolerated in other high-risk industries — have recently come
to light. Patients and health-care consumers are demanding more from their health-care
systems in terms of responsiveness to their expectations and preferences. In a number of
countries, there are barriers that make it difficult for disadvantaged groups to realize equitable
access to health-care services and the health improvements such access brings.

Furthermore, health systems are facing major cost and financing challenges. Health-
care costs are growing faster than economies as a whole in many countries, posing
problems for public budgets in particular, but also for some individuals in countries where
a significant share of costs is borne privately. All signs indicate that countries must expect
continued health cost-growth pressure, reflecting development of new treatments that
affect supply, demand, and prices. Population ageing will have implications for the
financing of health and long-term care services, and is likely to increase the demand for
both, raising questions as to the affordability and sustainability of health systems. Health
systems have great scope for improving efficiency by increasing productivity, reducing
waste or enhancing the cost-effectiveness of care, yet achieving efficiency improvements
has proven to be difficult.

This report presents work conducted by the OECD to assist policy makers in grappling
with these challenges and seizing opportunities to improve performance. For each of five
commonly held policy goals, it describes progress in improving performance, analyses current
problems and identifies alternative approaches and best practices for addressing them. It
begins by investigating the potential for further improvements in health through disease
prevention and health-care quality improvement. It next considers approaches for resolving
outstanding problems in fostering adequate access to care. The report then explores avenues
for increasing the responsiveness of health systems. The cost and financing dilemma is
examined in a following section. In the penultimate section, the prospects for increasing
efficiency are considered. The report ends with a discussion of the key conclusions and advice
for policy makers seeking to improve health-system performance.
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1. BETTER HEALTH THROUGH BETTER CARE: THE QUEST FOR QUALITY

In every nation, people are living longer and healthier lives, thanks in part to the
performance of their health systems. Access to health services is generally very good,
facilitated by widespread availability of health services and comprehensive coverage of
health-care costs in most countries. Nations are reaping the benefits from past public-
health efforts, such as those to reduce smoking. And new medicines, procedures and
technologies are continually being introduced to prevent and treat health conditions.

Yet chronic conditions - including ones, like obesity, that are related to behavioural
and risk factors and ones, like dementia, that reflect population ageing — are on the rise,
threatening population health. And there is growing evidence of very serious problems in
the quality of health care - problems that result in unnecessary deaths, disability, and poor
health, as well as wasted resources - and notable differences in the resulting outcomes,
both across and within countries. Across the OECD, countries are recognising opportunities
to further improve the health of their populations by improving the care furnished in their
health systems.

Dramatic improvements in population health status

By most available measures, population health status has been improving steadily
over time in OECD countries. For example, life expectancy at birth increased by an average
of 8.6 years between 1960 and 2000 across all OECD countries (Figure 1.1). Infant mortality
has declined dramatically, from an OECD average of 36.4 deaths per 1 000 live births
in 1960 to 7.0 in 2000, an average annual decline of 4.6% since 1970 (Figure 1.2). In the last
four decades, the level of premature death - as measured by years of life lost before
age 70 - has been cut in half (OECD, 2003c).

Such improvements are due to rising standards of living and better education as well
as advances in access to care and the capability of medicine.! Although improving health
can be considered the major raison d’étre of OECD health systems, measures of population
health-status tend to be only indirect measures of health-system effectiveness. Life
expectancy, infant mortality, and other such measures are highly influenced by social,
environmental, and behavioural risk factors that are outside the direct control of healthcare
providers and health policy makers.

The significant differences across countries in population health status that persist
suggest that further advances are possible for many, if not all, OECD countries. One avenue
for advancement is to assess the potential for changes in the context in which health
systems operate. Many OECD countries could take significant steps to improve health by
working outside of health-policy constructs, through changes to public policies that
address issues such as violence, accident prevention and worker safety, driving regulations
and traffic enforcement, and use of drugs, alcohol, and tobacco.

In addition, large differences in health status between population groups within
countries have become a significant policy concern in countries where such problems are
evident. For example, in the United States, there are marked differences in health status
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Figure 1.1. Gains in life expectancy at birth, total population, 1960-2000
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Note: Each country calculates its life expectancy according to methodologies that can vary somewhat. These
differences in methodology can affect the comparability of reported life expectancy estimates, as different methods
can change a country’s life expectancy estimates by a fraction of a year. Life expectancy at birth for the total
population is estimated by the OECD Secretariat for all countries, using the unweighted average of life expectancy of
men and women.

Source: OECD Health Data 2003.

measures across racial and ethnic groups. Such differences have also been observed between
indigenous and non-indigenous populations in Australia and Mexico. Health policy changes
alone may be insufficient to close gaps in health status for some disadvantaged groups, to
the extent such disparities are symptoms of problems like poverty and social exclusion.
Rather, doing so requires a co-ordinated policy response to address root causes.

Disease prevention and health promotion initiatives

Some of the recent (as well as anticipated future) improvement in population health
likely reflects major public-health improvement initiatives undertaken by OECD countries
designed to prevent some of the most deadly and costly diseases. For example, more than
two-thirds of OECD countries had achieved rates greater than 90% for childhood
immunisation against measles by 2001, compared with only a third of countries ten years
earlier, reflecting focused efforts to improve take-up rates in a number of countries (OECD,
2003c). Also, the proportion of daily smokers among the adult population has shown a
marked decline over recent decades across most OECD countries, dropping on average
from 36% in 1980 to 26% in 2000 (OECD, 2003d). Much of this decline can be attributed to
policies aimed at reducing tobacco consumption through public awareness campaigns,
advertising bans and increased taxation, in response to rising rates of tobacco-related
diseases (World Bank, 1999). In addition, most OECD countries have developed national
strategies for public health improvement that include immunisation, disease screening,
and other steps to reduce population risk of developing diabetes, cancer and cardiovascular
disease (Kalisch et al., 1998). Nevertheless, interventions to promote health can be
controversial and difficult to undertake. To the extent that ill-health arises from lifestyle
choices, substance abuse and environmental and socio-economic circumstances, there are
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Figure 1.2. Infant mortality, 2000 and average annual declines in infant mortality,
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invariably complex issues and tradeoffs involved in public interventions that complicate
policy making (Bennett, 2003).

Rising incidence of chronic health conditions

Across the OECD, general improvement in health status has been accompanied by a
rise in the incidence of some chronic diseases, including asthma and diabetes, and
expectations of significant increases in future prevalence. This can be attributed to several
causes. One is high and rapidly rising levels of obesity, a risk factor for numerous chronic
health conditions (see Box 1.1). Another is population ageing, given that older persons are
more likely to have a chronic condition and more likely to have multiple such conditions.
In addition, advances in medical technology are being used to treat acute illnesses and
maintain a level of health and functioning that results in increased numbers of people
living with chronic conditions (Partnership for Solutions, 2002). Finally, greater frequency
and successful screening of diagnosing chronic conditions has resulted in earlier detection.
As a result, more people are living with chronic conditions that used to grow to acute-care

stages before diagnosis.
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Box 1.1. Obesity: a public health threat

Obesity is a growing health concern in many countries. The rate of obesity has more
than doubled over the past twenty years in Australia and the United States, while it has
tripled in the United Kingdom (OECD, 2003d). More than 30% of the adult population in the
United States is now considered to be obese. In Australia, Mexico and the United Kingdom,
the rate has risen to more than 20%. In Continental European countries obesity rates are
lower, but have also increased substantially over the past decade.

Obesity is a known risk factor for diseases such as diabetes, hypertension, cardiovascular
diseases, respiratory problems (such as asthma), musculoskeletal diseases (including
arthritis), and even cognitive conditions, such as Alzheimer’s disease. The economic and
non-economic consequences of obesity are large. In the United States, a recent study
estimated that obesity is associated with higher average health cost increases per year
compared with the cost related to smoking (Sturm, 2002). In Canada, the total direct costs
of obesity have been estimated to be over CAD 1.8 billion, or 2.4% of total health-care
expenditure in 1997 (Birmingham et al., 1999). And in the United Kingdom, obesity is
estimated to result in 30 000 avoidable deaths per year (UK National Auditors Office, 2001).

Policies to prevent or treat obesity aim to address its root causes, including bad nutrition
and lack of physical activity. Governments in OECD countries are at various stages in
experimenting with a range of policies and programmes to try to achieve the objectives of
promoting better nutrition and physical activity. There is little doubt that the behavioural
and environmental barriers to achieving the desired changes will be difficult to overcome.

Impact of ageing populations on health and disability status

Whether longer life expectancy is accompanied by good health and functional status
for ageing populations has important implications for health-care systems. Fortunately,
the evidence in at least a few OECD countries indicates that growth in life expectancy has
not been accompanied by a growth in invalidity: severe disability rates in these countries
appear to be falling as their populations age (Jacobzone et al., 1998). Trends are not
homogeneous across countries, however, and analysis by age/sex groups reveals some
increases in disability rates over time. OECD countries are increasingly focusing their
research and policy attention on conditions that affect the elderly disproportionately,
including stroke, heart disease, and dementia.?

Variation in health outcomes across countries

Health outcomes, such as cancer survival rates and rates of disability among those
with chronic conditions, reflect the effectiveness of care received more directly than do
general measures of health status. In fact, high attainment in terms of population
health status is not necessarily associated with best performance of health systems
according to measures such as mortality amenable to health care (Nolte and McKee,
2003). As compared with population health status measures, measures of health
outcomes are a relatively new focus of policy attention. Some research suggests that
technological advances have been responsible for improvements in health outcomes
for a number of health conditions (Cutler and McClellan, 2001). Although comparable
data are limited at present, OECD studies making international comparisons of
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Figure 1.3. One-year case fatality rates for ischaemic stroke, 1998
Percentage of patients who died within the first year following admission
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Note: Canadian data are from Alberta and Ontario, United Kingdom data are from the Oxford region, and United States
data are from Medicare, which covers persons aged 65 years and older, as well as disabled persons under the age of 65.

Source: OECD (2003b).

Box 1.2. Does waiting for elective surgery result in worse health outcomes?

In general, people waiting for elective surgery are suffering from conditions which,
despite not requiring urgent treatment, are progressive, such as stable coronary artery
disease, arthritic hips and cataracts. Surgery candidates may be suffering from pain,
disability, anxiety and even risk of death while they wait. Associated reductions in quality
of life and any lost productivity due to inability to work must be taken into account when
assessing the social and economic impact of waiting.

Studies of patients in those countries where waiting times are moderate (3 or 6 months,
depending on the condition) have found little evidence to suggest that patients’ health or
surgical outcomes worsen as a result of waiting for elective surgery.! Longer waiting may
be more problematic. For example, a study of patients on the waiting list for total hip
replacement at one UK hospital found evidence of significant deterioration that increased
with longer waiting. The median wait, here, was about one year (Kili et al., 2003). Similarly,
a UK study of patients waiting for varicose vein surgery found “considerable deterioration”
in their condition while waiting for surgery (Sarin et al., 1993). In this case, the median wait
was 20 months. However, neither of these studies addressed the question of whether
(long) waiting affected the final outcome of treatment.

Countries can minimise the health risks associated with “excessive” waiting by raising
surgical capacity and productivity, and by supporting surgeons’ efforts to monitor and
reprioritise patients according to clinical need? (Hurst and Siciliani, 2003). For example,
Denmark raised its capacity to provide revascularisation procedures steeply in the mid-
1990s following the Danish “Heart Plan”. Waiting times fell sharply. Mortality within
28 days after admission for a heart attack fell by about 30% in the following six years
(although better drugs are likely to have played a part in this).

1. For example, see a Canadian study by Cox et al. (1996) and one from Sweden by Nilsdotter and Lohmander (2002).
2. A common policy is to impose maximum waiting times where there are queues for elective surgery, but
that may interfere with surgeons’ ability to prioritise patients on the basis of clinical need.
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outcomes found significant differences in outcomes for conditions such as acute
myocardial infarction (fatality rates and readmission rates), ischaemic stroke (fatality
rates) (see Figure 1.3) and breast cancer (survival rates and mortality rates) (Moise, 2003;
Moon, 2003a; Hughes, 2003). Other studies of post-surgical mortality and cancer
survival have also documented differences across countries (Roos et al., 1990; Roos
et al., 1992; US General Accounting Office, 1994). Differences in outcomes may relate to
differences across countries in the intensity of treatments for conditions, the technical
quality of care furnished, the organisation and co-ordination of care, or influences
outside the health system (see Box 1.2). Improved data - including more and better
information on outcomes across the full continuum of care, as well as more data
describing potential explanatory factors, such as preventive service use and screening —
are essential to explore these possibilities (Moon, 2003b).

Significant shortcomings in health-care quality

A large and growing body of evidence points to the existence of substantial problems
with the quality of medical care, indicating that services are overused, underused and
delivered in a technically poor manner (Chassin and Galvin, 1998; Newhouse, 2002).
Although uncertainty and lack of evidence in medicine play a role in observed variation in
practice,? the degree of arbitrariness and inconsistency in medical decisions and their
execution by far exceeds what could be expected because of these factors alone. Even
where valid and well-known standards for practice exist, very often these standards are
not met, as shown by examples below.

Inappropriate use of procedures

Research beginning in the 1980s has shown that a substantial part of surgical and
interventional procedures, like coronary artery bypass grafting (CABG) or coronary
angiography, is performed for indications for which the scientific evidence suggests that
the risks outweigh the expected benefit. For example, an early study in this vein of research
showed that 14% of all CABG procedures in three randomly chosen US hospitals could be
labelled inappropriate (Winslow et al., 1988).* Comparable results have been found in other
countries, even though their overall procedure rates tend to be much lower. In Sweden and
the United Kingdom, researchers classified 10% and 16%, respectively, of CABG surgeries as
inappropriate (Bernstein et al., 1999; Gray et al., 1990).

Under-use of accepted services

Universally accepted and widely known treatment standards are not routinely
followed in daily medical practice. For example, there is uncontroversial evidence that
patients benefit substantially from treatment with aspirin and beta-blockers after acute
myocardial infarction. But only 84% and 72%, respectively, of patients are prescribed these
drugs upon discharge from US hospitals (Jencks et al., 2000). A recent study found
significant differences across five European countries (England, Italy, Germany, Spain and
Sweden), the United States and Canada in the treatment and control of hypertension
(Wolf-Maier et al., 2004). At the 140/90 mm Hg cutpoint, for example, two-thirds to three-
quarters of the hypertensives in Canada and Europe were untreated, compared with
slightly less than half in the United States. The researchers note that low treatment and
control rates in Europe, combined with a higher prevalence of hypertension, could
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contribute to a higher burden of cardiovascular disease risk attributable to elevated blood
pressure compared with that in North America.

Medical errors

The discovery of an alarmingly high rate of errors during the delivery of medical care
has greatly increased the awareness of quality problems for policy makers, medical
professionals and the public. Adverse events, like wrong-site surgery or medication errors,
occur in 1-3% of all hospital admissions, according to studies from a variety of countries
(Leape, 1994; Institute of Medicine, 1999; Schigler et al., 2001). Estimates from the United
States suggest that more people die from medical errors than from traffic injuries or breast
cancer (Institute of Medicine, 1999). Such an error rate would be perceived as disastrous in
other high-risk industries, like aviation. Here, even a failure rate of 0.1% is viewed as
unacceptable, as it would translate, for example, into two unsafe plane landings each day
at the Chicago O’Hare Airport (Deming, 1987 quoted in Leape, 1994).

Systemic causes of health-care quality problems

Health-care quality problems are believed to be primarily systemic in nature, with only a
minority resulting from malfeasance or negligence on the part of individuals, organisations or
institutions (Institute of Medicine, 2001). Medical science has advanced at an unprecedented
rate during the past half-century. Health care has grown increasingly complex, with more to
know, more to do, more to manage and monitor, and more people involved than ever before.
Faced with such rapid changes, health-care delivery systems have fallen far short in their ability
to translate knowledge into practice and to apply new technology safely and appropriately.

Today’s health-care delivery systems are not organised in ways that promote best
quality. Service delivery is largely uncoordinated, requiring steps and patient “hand-offs”
that slow down care and decrease rather than improve safety. These transitions in care
waste resources, lead to loss of information, and fail to build on the strengths of all health
professionals involved to ensure that care is appropriate, timely, and safe. Organisational
problems are particularly apparent regarding chronic conditions. The prevalence of
patients afflicted with multiple chronic conditions strongly suggests the potential value of
more sophisticated mechanisms to co-ordinate care. Yet health-care organisations,
hospitals, and physicians typically operate as separate “silos”, acting without the benefit of
complete information about the patient’s condition, medical history, services provided in
other settings, or medications prescribed by other clinicians.

A number of factors combine to thwart change. Payments to health-care providers by
and large reflect the volume of services delivered or the costs incurred in health-care
provision, rather than appropriateness of care or health outcomes. The economic incentives
of providers are not generally aligned with the goals of disease prevention and health
maintenance. In a few countries in particular, defensive medicine, motivated by professional
liability considerations, may encourage overuse of services such as diagnostic tests,
irrespective of need, and may also provide incentives to cover up medical errors, rather than
report them so that the experience can be used to avert similar future mistakes.

The health and economic impact of health-care quality problems

The health and economic toll of health-care quality problems is likely to be large, but
partly hidden. Among the cost drivers are unnecessary diagnostic tests and procedures
that add cost at little or no potential benefit. When the inappropriate care is an invasive
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procedure or surgery, patients are exposed unnecessarily to health risks in addition to the
cost. Errors often result in patient injuries that extend hospital stays or require further
treatment, adding to costs. For example, annual US hospital expenses to treat patients who
suffer adverse drug events during hospitalization are estimated at between USD 1.56 and
USD 5.6 billion annually (Agency for Healthcare Research and Quality, 2001). This estimate
does not include the costs associated with additional hospital admissions, malpractice and
litigation costs, or injuries to patients. Other costs incurred may also not be evident in
health system accounts, including reduced productivity and days of work lost.

On the other hand, improving quality will undoubtedly have its own cost, at least in
the short run. Increasing the rate at which patients get appropriate services when they
need them will require additional resources or improved productivity. And making the
system changes needed to improve quality requires up-front investments and resources to
operate organisations and programs focused on improvement. Returns to investment over
time are potentially large and should offset these up-front costs.

Tools and strategies for health-care quality improvement

The very fact that policy makers perceive a need to address the issue of quality of care
represents a paradigm shift, as it was formerly taken for granted that the institutions of
professional self-regulation would ensure adequate quality. However, both news-making
incidents and research-based evidence of problems have raised questions as to whether this
traditional societal arrangement is still viable in the face of the changing nature of medicine
and changed ideas about accountability (see Box 1.3). As a consequence, many countries
have begun to introduce new programmes, activities, and standards in the area of quality
monitoring and improvement with the goal of making health care safer and more effective.

Major initiatives, such as the development of indicator frameworks to benchmark
providers and the creation of new institutions to monitor and improve quality, have been
launched in OECD countries (see Box 1.4). While these developments have often resulted in
a greater role for the government as well as for purchasers and the public, the medical
profession and its institutions are usually key participants.

Many OECD countries have instituted national strategies to begin to collect indicators
of health-care quality, often for benchmarking purposes in a performance measurement
setting. Those efforts have brought about much progress in implementing indicators of the
quality of care furnished by specific types of providers, such as hospitals or physicians, and
on the national level. In most countries, quality measurement and improvement initiatives
have begun with a focus on the hospital sector, but approaches to monitor and improve
care at the physician level and in the post-acute and long-term care settings are also under
way (see Box 1.5). Such initiatives are strengthened by recent investments in tools that can
be used to facilitate improvement in the quality of care delivered, such as information
technology applications that will support physician decision making and provide large
databases for quality-oriented research. Notably, there is much work under way to
translate evidence from clinical research, health services research studies, and technology
assessment findings into clinical practice guidelines and performance standards that can
be used to promote practice of evidence-based medicine. Efforts have not been in existence
for long enough to generalize as to their impact, but there is hope that the dynamic nature
of this policy area will lead to innovative models and best practices in quality monitoring
and improvement.
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Box 1.3. Improving health-care quality: policy options

Scandals in several OECD countries have cast doubt on the institutions of professional
self-regulation. Although the medical profession had formerly argued that these were
caused by failures of individuals, rather than of professional institutions, there is growing
evidence that the problems are systemic in nature and need to be addressed as such. This
raises the question whether the best response can be found in reforms to the institutions
of professional self-regulation, in the introduction of expert intermediaries (e.g. regulators,
entities acting on behalf of purchasers) to safeguard quality, or in creating an environment
in which competition among providers occurs partly on the basis of quality. The first
option leaves responsibility for quality assurance with the medical profession, but would
replace the former trust in the profession with trust in particular institutional
arrangements that the profession puts in place. The second two options move away from
the traditional division of responsibilities, the first by introducing intermediaries to act on
behalf of patients or consumers and the second by empowering patients or consumers
themselves to incorporate quality into their decisions on medical providers.

Obviously, these three options are not mutually exclusive but may be combined into an
overall policy to improve quality of care and patient safety. The appropriate approach
depends on the context and the historical structure of each health system. In particular, it
needs to be consistent with societal values and attitudes, such as the relative weights
placed on efficiency and equity, and the prevailing view on how responsibility is allocated
to individuals or the state. Reforms will also raise difficult technical and political issues.
For example, crafting a quality monitoring system requires substantial technical skills
with respect to design of measures, adjustment for patient risk, and interpretation and
presentation of information, as well as investment in research, data collection,
information technology and human capital. Early experiments with consumer
empowerment have uncovered an array of challenges in communicating technical
information and making it salient to decision-making. Thus, the expected cost of, and
returns on, those investments need to be taken into consideration. And even the most
skilfully designed system is likely to encounter political resistance by stakeholders.

OECD countries offer examples of successful quality improvement from which some
common themes emerge (Mattke, 2004). Regardless of whether the profession, a government
agency or a private enterprise started the effort, successful efforts all share the features of an
interdisciplinary approach, heavy reliance on data and measurement and strong leadership.
Recent experiences are very encouraging, but applying such innovative models to the
practice of medicine on a broader scale remains difficult and the challenge of achieving the
necessary transformation should not be underestimated, as it will require fundamental
changes in the organisation and culture of the medical profession.

Better data and information systems are needed to drive and support improvement

Paper medical records, prescriptions, and test reports rely on an outdated form of
technology that does not support accuracy, access or sharing of information. Therefore, more
investment in the areas of health data systems and electronic medical records is essential for
quality improvement (Institute of Medicine, 1991). Barriers to progress include lack of
universally agreed-upon standards for data collection and transmission and minimal
financial incentives for physicians and other health-care providers to invest in electronic
recordkeeping. Privacy considerations remain an important issue, and the digitisation of
increasing amounts of genetic data raises some particularly difficult policy challenges.
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Box 1.4. Quality oversight mechanisms: examples from OECD countries

The US National Committee for Quality Assurance (NCQA) was founded as a self-
regulatory body of the managed-care industry, but has become an independent and
respected source of information on quality of care. Its best known product is the Health
Plan Employer Data and Information Set (HEDIS), measures for assessing health-plan
performance in quality of care, access to care and enrolee satisfaction. Under this system,
in which about 90% of health plans participate, plans collect performance data and submit
them to the NCQA, which then reports the measures back to the plan. Each plan may also
authorize NCQA to release its data publicly, for use by employers and individual
consumers in health-plan selection. Plans opting for public reporting perform better, on
average (NCQA, 2003). NCQA also offers a voluntary accreditation system, in which about
half of all plans participate, based partly on performance on the HEDIS measures and
partly on an on-site review of clinical and administrative processes. More recently, in
collaboration with medical specialty societies, NCQA has launched a recognition
programme for individual physicians and group practices. To receive recognition, providers
have to meet certain clinical performance criteria. So far, programmes exist for diabetes
and for cardiovascular disease and stroke.

Two major initiatives are being prepared by the German Federal Association of Statutory
Health Insurance Physicians, a self-regulatory body that has the legal mandate to ensure
quality of care for sickness fund enrolees. The first is the development of a voluntary
accreditation system for practices that focuses on quality of medical care. Each specialty
will have specific criteria that will encompass structural information, processes and
possibly outcomes. The second is the implementation of a real-time performance
measurement system based on billing data. The system will consist of a set of process and
outcomes indicators, which are constructed from the claims, along which each physician
is continuously compared to a benchmark.

The Commission for Health Improvement (CHI) monitors the UK National Health
Service (NHS), conducting reviews of NHS organisations to assess how well health care is
managed. Its publicly available reports are meant to provide decision support for
purchasers and regulators, as well as to show providers areas for improvement. In
addition, CHI investigates incidents, conducts or commissions studies in health services
research and fosters an exchange of best practices. In partnership with the Audit
Commission, CHI is responsible for reviewing content and implementation progress of the
National Service Frameworks, minimum standards of care for major diseases. CHI reports
on areas of excellence and of shortcomings, but does not recommend or implement action
plans. However, especially if substantial problems are detected, a follow-up survey will
assess the response of management.

Nevertheless, there are examples of successful experience with digitised information
systems in the health sector; for example, a US teaching hospital reported that it realised
about USD 8.6 million in annual savings by switching to electronic medical records for its
outpatient care (US General Accounting Office, 2003a). Other health-related applications of
information and communications technology hold promise for improving effectiveness and
cost-effectiveness of health-care delivery (see Box 1.6). For instance, hospitals in Australia
and the United States that have adopted automated systems for placing medication orders
in hospitals have achieved great reductions in the rate of medication errors as well as the
patient injuries these entail, resulting in shorter lengths of stay and other measurable
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Box 1.5. The drive to improve quality of long-term care services

The drive to raise standards in acute health care has been accompanied, in many
countries, by governments taking a more active role in regulating and inspecting long-term
care services. This has two aims: to reduce the risk of receiving poor-quality care, and to
raise average standards of service.

Regulatory response to poor quality of institutional care

Quality regulations for institutional care have been made more comprehensive in several
countries in recent years. From being minimum requirements for structure and process of
care, covering safety of buildings, staffing ratios, etc., they have been developed into
complex assessment and improvement instructions that include measures of outcomes,
elements of continuous quality improvement (such as a commitment to continuous staff
training), and new requirements for protecting patients’ rights and privacy. There is also a
trend away from a reliance on an initial inspection towards combining inspections with
more demanding self-assessment and continuing care documentation by providers, with
the aim of making quality assessment more reliable and quality improvement more
transparent. These new regulations can impose significant resource requirements on
providers in terms of capital investment, staff management and regulatory compliance.

Government initiatives to improve quality of long-term care include the re-accreditation
process for care institutions in Australia following 1997 reforms, new and higher standards in
Austria from 1994, the quality regulations put in place in Germany from 2002, and a new
national regulator and national care standards in the UK in 2001. The process of accreditation
of nursing homes under new regulations in a number of countries has revealed widespread
shortcomings when measured against these standards. Failure rates of 40% or more for the
initial assessment are not uncommon and few institutions seem able to report high ranking on
all dimensions. A recent report on nursing homes in the United States noted improvement but
found that one in five had serious deficiencies likely to place residents in danger or cause them
immediate harm (US General Accounting Office, 2003b).

Deviations from quality standards are not uncommon in a number of countries. They
include:

@ inappropriate use of physical and pharmaceutical restraints;
@ pressure ulcers (or bed sores);

® severe deficits in dementia care, such as inappropriate and/or insufficient support for
eating and drinking; and

® arange of problems with lack of privacy and basic patient rights.

When such examples are uncovered and publicised, it pushes policy development in the
direction of more detailed regulations covering more aspects of care. More experience is
needed to be sure that this is the most effective way of dealing with a minority of low-
quality providers. Most providers in most countries appear ready to act as partners in a
process of steadily improving care, although this carries very obvious cost implications for
users and for public budgets.

In a growing number of countries, the Internet now plays an important role in allowing
consumer groups to gather information on unacceptable quality deficits and to increase
the pressure on policy makers to implement strategies to prevent these. In a few cases,
governments themselves use this channel of communication. For example, in Australia,
summary reports of findings on individual providers are made available following each
inspection. In the United States, the government puts information about the quality of
nursing home care and home health care on the Internet for public use.
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Box 1.5. The drive to improve quality of long-term care services (cont.)

New focus on quality of home health-care services

Regulation and monitoring of quality in the home-care market is a relatively new
development. Policies for quality assessment and improvement in home care have
recently been introduced in a number of countries (Australia, Canada, Germany, United
Kingdom) and are being considered in others (Hungary, Japan). Surveys of both formal and
informal home-care recipients have shown that satisfaction is relatively high compared
with that of institutional care recipients and their families. On the other hand, quality
problems in home care have been documented in surveys of health status and living
conditions of dependent persons at home. The most frequent shortcomings are lack of
consumer information about services available (Austria, United Kingdom) and limited
access to services that support informal carers in their role as primary source of care. This
was found even in countries with a generous public supply of formal home-care services.
Evidence from these surveys indicates that access to a broad range of support services for
informal carers, including respite care, training and counselling, is essential to
maintaining quality of care at home and to prevent or mitigate adverse effects on the
health of informal carers.

Source: OECD (2004b).

improvements in quality (Doolan and Bates, 2002). However, economic incentives are not
aligned so as to ensure that hospitals and physicians benefit from these improvements and
the expense of the systems can serve as a disincentive to invest in them.

Aligning incentives for quality improvement

Quality measurement and reporting systems may be used in a variety of ways to
motivate performance improvements. Comparative information on the quality of care
furnished by providers or health-care organisations is beginning to be incorporated in
some accreditation programmes and regulatory oversight schemes, and is also being used
in benchmarking as part of quality improvement programmes. In the United States and
some other countries, such information is increasingly being made available to health-care
purchasers, including consumers, for use in making value-based choices, thereby reducing
information asymmetries that hamper markets for health services. However, to date there
is limited evidence that purchasers (public or private insurers and patients) have
incorporated such information into their purchasing decisions.

When private health insurance plays a primary role for a large majority of the
population, release of plan-specific information on quality may provide incentives for
insurers to compete based upon their contribution to the quality of the care they finance.
During the 1990s, spurring such quality-based competition was an important underlying
policy consideration in developing avenues for quality of care promotion in the United
States. Efforts by voluntary accreditation organisations and large employers in the United
States provide an example of such initiatives. A comprehensive review of the evidence on the
impact of certain recent insurer-driven initiatives in the United States - such as
performance-based and quality-based payments for providers — upon the quality of care
delivery is needed. Certainly, many successful examples of improvements can be found.
However, some evidence suggests that both employers and consumers failed to favour
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Box 1.6. Information and communications technology applications
in health care

Health systems are facing tremendous pressure to improve health quality, accessibility
and outcomes, and to do so in a cost-effective manner. Health applications of information
and communications technology (ICT) offer great potential to address these challenges.
Examples include applications that stand to improve directly the care that is obtained by
patients, such as electronic medical records that permit patients and doctors to have
access to pertinent health and medical data, together with information pertaining to
diagnosis and treatment, at the time care is provided. Other applications likely to be useful
in this regard include consumer-oriented health web sites, electronic exchanges between
patients and providers, patient monitoring and home care, remote consultation, medical
imaging and clinical transactions. Other applications can accelerate health-related
research and innovation via, for example, electronic biomedical databases, and improved
opportunities for research collaboration. Furthermore, ICT can help with practitioner
training and continuing medical education via distance learning.

There are significant impediments to effective ICT applications, mostly non-technical.
Policy issues include the need for security, confidentiality and trust, modernisation of
reimbursement rules to allow payment for electronically mediated services, and breaking
down vertical barriers between different health delivery specialisations and health and
administration services (OECD, 2004a). Nevertheless, many countries are making major
investments in applying ICT more systematically to health. Recent examples include the
UK multi-billion pound NHS electronic medical records initiative, and CAD 1.1 billion
investment in the Canada Health Infoway.

As investment in information technologies in health expands rapidly, policy makers
need a better understanding of the factors driving these developments and better
information to guide and evaluate investment. However, a recent peer-reviewed study of
more than 600 cost-related articles on telemedicine found that only 9% contained any
cost-benefit data (Whitten et al., 2002). Globally, there is an urgent need for the
development and application of consistent, rigorous, evidence-based methods to assess
the value of ICTs in improving health outcomes.

health plans that showed better performance in health-care quality improvement,
minimising insurers’ incentives to invest in initiatives geared towards value-improvement.®

A few public and private purchasers in OECD countries have started to use financial
incentives to encourage health-care providers (hospitals and physicians) to deliver high-
quality services, or to reward desired health outcomes, a promising development in that
such approaches usefully align economic incentives with desired outputs. For instance,
programmes have been implemented in Australia and the United Kingdom that link
financial rewards to the performance of general practitioners on a range of quality
indicators. Systems of merit pay that reward physicians whose productivity exceeds
expectations have been introduced in France, Germany, Sweden and the United Kingdom
(Simoens and Hurst, 2004). The US Medicare programme launched in July 2003 a three-year
pilot project that will provide higher reimbursement to hospitals that score well on 35 quality
measures. Although there is clearly interest from many public and private payers in many
countries, a number of technical obstacles and the potential to introduce undesired side-
effects make design and implementation of such programmes very challenging.
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Providers and others taking action to improve quality

Health-care providers and other stakeholders are responding to demand and
incentives’ to improve the quality of care in a great variety of ways. For instance, numerous
quality improvement initiatives now flourish in the public and private sectors of many
OECD countries. Some of these approaches rely on co-operation, sharing of data, and
successful improvement experiences across providers, while others appear driven by
value-based competition in which improvement tools or approaches may be considered
proprietary information. Disease-management programmes, in which individuals with
particular health conditions with high health or economic costs are given focused
attention, co-ordination and guidance assistance by a nurse practitioner or other manager
are increasingly used in some systems. Similarly, case-management approaches that
target persons with multiple chronic or acute conditions that require great co-ordination
across providers have been used. Efforts to integrate care on a vertical or horizontal basis
have been driven, in part, by quality considerations. And initiatives to steer provision of
high-risk services to hospitals that specialise in such (based on evidence linking volume
and outcomes) have been undertaken side-by-side with broad-based quality-improvement
programmes involving both high- and low-volume providers, reflecting the notion that
maintaining local access is essential. The effectiveness of most of these approaches is not
yet known, although highly successful examples of all of these approaches have been
documented. So that policy makers can adopt approaches that suit the issues they face,
both the effectiveness and the cost-effectiveness of these approaches need study.

Increasing information on cross-country differences in health-care quality

Datasets such as OECD Health Data that provide comparable information on health
system characteristics and performance currently lack information on the technical
quality of care furnished under those systems. This is a critical gap, as it limits the ability
to undertake international benchmarking to inform design of evidence-based policies.
Cross-country data on quality are essential to enhance international research on health-
system performance and, in particular, to improve the ability to evaluate the cost-
effectiveness of various institutional arrangements, resources and activities in the health
sector.® Thus, at a time when national measurement systems are being implemented,
there is an urgent need for international co-ordination. National activities do not lead to
internationally comparable quality indicators, except by accident, as there is a lack of
international agreement on the most promising indicators, and many alternative
definitions, all scientifically sound, of each potential indicator could be adopted.

To fill this gap, the OECD instigated work to build on the efforts of several member
countries and two smaller international collaborations to develop or identify indicators of
health-care quality for use at the health-systems level. The first phase of the work is a
developmental exercise that is testing the feasibility of collecting internationally
comparable measures of the technical quality of care and of reporting those data to
national and international policymakers and researchers. If successful, the long-term
vision is to incorporate the quality indicators into OECD Health Data so as to enhance the
scope of annually reported statistics and complement the currently available information
on health-care systems in member countries.

Based on prior work and expert advice, the OECD adopted three criteria for selection
of quality indicators: importance, scientific soundness, and feasibility. These criteria were
used to select a set of quality indicators, drawing from those that had been selected by
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Box 1.7. Challenges and value of making cross-country comparisons of quality

Comparing quality of care across countries is challenging because the methods by which
data are collected, the extent to which the sample is representative of the underlying
population, the definition of the population, the prevalence of disease, and the ways in
which diseases are diagnosed and treated vary across countries. Valid and reliable data on
intervention rates and health outcomes represent only the minimal level of information
needed to make cross-country comparisons; in addition, information about data
comparability, confounding variables and country-specific disease prevalence must be
considered. Two examples below serve as illustrations.

Acute myocardial infarction mortality rates

In-hospital mortality for acute myocardial infarction (AMI) is an example of a quality
indicator that has high policy relevance, a solid scientific background, wide data
availability and the potential to be used as a tool for improving the quality of health care.
AMI is a leading cause of death and one of the most frequent reasons for hospital
admission in OECD countries. In recent years, AMI mortality has fallen dramatically, due in
part to improvements in medical capability and care, including more rapid administration
of thrombolytic agents, increased use of primary angioplasty, and more frequent
administration of aspirin, beta blockers, and ACE inhibitors, and risk-factor reduction
(Heidenreich and McClellan, 2001). Nevertheless, there is considerable evidence that
clinical practice has fallen short of following clinical guidelines.*

In the first round of data reporting of OECD countries, 12 countries reported 30-day
AMI mortality rates, ranging between 9% and 14%. Among higher-risk patients (those
aged 75-89) this difference was larger (17% to 28%). Further work is required to resolve
discordances in the age groups and years of the data reported. In addition, the question of
the impact on comparability of limiting the measure to in-hospital deaths must be
investigated further.

Asthma mortality rates

Asthma affected 5% of people and was responsible for about 3.4 deaths per 100 000 people
in WHO Euro A countries in 2000. Deaths from asthma should be preventable if the condition
is managed appropriately, making asthma mortality a potentially important quality
indicator that is currently tracked by a number of OECD countries.

In the first round of data reporting, 16 OECD countries reported asthma mortality rates per
100 000 persons aged 5-39. The reported rates varied from less than 0.1 per 100 000 to 0.9
per 100 000. Differences in the coding of death certificates between countries could affect
these mortality rates. A study of the accuracy of death-certificate coding for asthma found a
low sensitivity (42%), but high specificity (99%), indicating that death certificates tend to
underreport the true asthma mortality rate, although almost all deaths listed as caused by
asthma are attributed correctly (Hunt et al., 1993).

Despite comparability issues, however, international release of quality data still arguably
can prove useful in drawing attention to areas for potential for improvement that could
benefit from closer investigation. For example, New Zealand, which had a high asthma
mortality rate relative to other countries, responded to earlier cross-country comparisons
with a closer look at its asthma detection and treatment practices. Investigators
discovered that the higher asthma mortality rate could be attributed in part to the use of
high-dose fenoterol, a beta-agonist linked to asthma deaths (Beasley et al., 1997). Following
practice changes, New Zealand’s asthma mortality rates have declined markedly in the
past decade, approaching rates in other countries (Lanes et al., 1997).

1. See, for example, EuroAspire I and II Group (2001), Bowker et al. (1996), and Jencks et al. (2003).
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previous international collaborations. In response to perceived gaps in the
comprehensiveness of the initial list, the OECD also convened panels of experts who
recommended promising indicators in five clinical areas for further evaluation and
possible future data collection.

Preliminary data were collected from 21 participating countries for the original
indicators. The outcome of the initial data collection was encouraging in that, for every
indicator, at least some of the responding countries could provide data. Not unexpectedly,
availability was better for those indicators, such as cancer survival rates, for which data are
commonly collected by national registries. But even for demanding measures, like
“Diabetic Patients with Elevated HbAlc levels”, which requires conducting blood tests in a
population-based sample, data sources could be identified in three countries. Work is
under way to assess comparability of the preliminary results and to identify avenues for
improving comparability (see Box 1.7).

Approaches for improving health and health-care quality:
summary of findings

Although health improvement is a fundamental goal of health systems, the most
important determinants of population health status lie outside the immediate purview of
health-care providers and health policy makers. In particular, the socio-economic and
social context in which health systems operate deserves examination, as changes in
behavioural or social factors might do more to improve health than could ever result from
changes to health care or the health system made in isolation.

Attention to the quality of care is a relatively new policy concern, and the net effects of
activity in this area on mortality, morbidity and quality of life are not yet known. Nevertheless,
innovation in this area appears promising, and many changes, such as those designed to
reduce medical injuries and decrease the provision of unnecessary care, stand to improve the
cost-effectiveness of health-care delivery. Many countries have taken steps toward quality
improvement, but more is needed in some countries, particularly in the area of long-term care.

The fact that such innovation relies upon development of systems for performance
measurement and monitoring, including better systems for management of health data, is
a positive development, in that these systems are likely to contribute to improvement in
performance along an array of policy goals. Health applications of information and
communication technology may facilitate needed progress in improving the systemic
processes and organisation of health-care delivery. A key outstanding challenge for many
health systems is to ensure that the economic and administrative incentives faced by
providers and patients are aligned with policy objectives for improvement.

Notes

1. Other factors, such as better nutrition, sanitation and housing also play a role, particularly in
countries with developing economies.

2. See A Disease-based Comparison of Health Systems (OECD, 2003b) for information on how OECD
countries are coping with stroke, heart disease, and breast cancer. A forthcoming working paper
(Moise et al., 2004) considers health and long-term care issues for patients with dementia and
Alzheimer’s disease.

3. Evidence on appropriate clinical indications for undertaking procedures such as caesarean
sections, tonsillectomy, and other common procedures is lacking, contributing to widespread
variation in practice.
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4. More recent US studies also document overuse of certain procedures. For example, a study
drawing on data from the late 1990s found that 10.6% of carotid endarterectomy procedures
performed in six US hospitals were inappropriate (Halm et al., 2003).

5. The OECD held a workshop in Tokyo in February 2004 on issues of privacy and security with
respect to human genetic research databases.

6. In the United States, efforts to provide consumers with information on quality and other dimensions
of health-plan performance have had limited impact on consumer decision-making to date, partly
because consumers do not find such information salient, questioning the insurer’s role in ensuring
quality, and find quality information technical and difficult to understand (Reilly et al., 2002).

7. For example, high-profile media coverage of adverse events and malpractice litigation raised
public demand for reform of hospital accreditation standards in Japan (Hirose et al., 2003).

8. Absent data on the quality of health care, cross-country comparisons of relative efficiency are
limited to productivity considerations, but no judgments as to whether productivity is optimised are
possible. Quality information is necessary to assess the cost-effectiveness of health-care delivery.
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Chapter 2

Access to care:
the quest to improve and maintain
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A goal at the heart of health policy-making in OECD countries is achievement of adequate
access to essential health-care services by all people on the basis of need. Many OECD
countries endorse equity of service use as a metric of that adequacy, adopting a standard
articulated as “equal care for equal need”. Other countries accept variation in access to
certain services, particularly those perceived as luxuries or not strictly medically necessary.

OECD countries have made tremendous progress in increasing access to health
services over the past several decades. Such progress was driven first by initiatives to
extend coverage for health-care costs across the full population and has continued with
efforts to ensure timely, local availability of affordable services and to eliminate barriers to
access. Nevertheless, disparities across population groups persist in many countries, a
concern because of the implications for health and economic status of these groups. For
those countries where access to services is considered adequate and equitable,
maintaining this status tends to be an important policy consideration.

The situation with long-term care services is somewhat different. Informal care provided
at home is still the most important source of long-term care. Localised problems in access to
institutional care exist in some countries due to a shortage of long-term care providers, leading
to long waits before entry to a nursing home, or the use of more costly hospital care as a fall-
back. Reflecting patient preferences and other policy considerations, many countries are
seeking to address this problem by further increasing the capacity to furnish care in the
community setting, rather than expanding the supply of institutional care. To ensure that
those who have a need for intensive care in an institution can obtain it, some countries have
enhanced coverage of such needs while restricting subsidies for those with mild disabilities.

Given the importance of new medical technologies for preventing and treating health
conditions, policy makers want to ensure appropriate access to new drugs, devices, and
treatments. The important cost considerations associated with technological change make
prudent decision-making critical. Prudent decision-making should take into account the
effectiveness and efficiency of available options, as well as other considerations. This can
be particularly challenging where necessary information is lacking. In the case of new and
emerging health technologies, particularly the sophisticated and complex technologies
that are in the pipeline today, the challenge will be even greater as ethical dimensions
come to the forefront and both costs and benefits become increasingly hard to quantify.

Public coverage or private insurance is important to promote access to care
and financial protection

In most countries, universal health-care coverage provides financial security against
the costs of serious illness and promotes access to treatments and preventive services.

Most individuals have public coverage or private insurance for health care

Most OECD countries have long achieved close to universal coverage of their
population for at least a core set of health services (Table 2.1). All but five OECD countries
have publicly financed systems that provide universal or near-universal coverage®
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Box 2.1. Increasing access to health care: recent initiatives in OECD countries

Some OECD countries have taken recent steps to increase access to care for
disadvantaged groups through enhancing their coverage under publicly financed schemes.
One notable example is the introduction in France in 2000 of the universal health coverage
law, known as the Couverture Maladie Universelle (CMU). The CMU is a means-tested
programme designed to promote access to care for low-income persons who do not have
other complementary coverage. The CMU covers all co-payments for doctor consultations,
hospital per diems, and glasses and dental prostheses, meaning that care is essentially
free for CMU beneficiaries. About 8% of the French population was entitled to CMU benefits
in 2002. The first assessments of the impact of the CMU on health-care utilisation indicate
that the volume of services used by CMU beneficiaries increased, compared both to their
pre-CMU level of consumption and to individuals whose income is too high to be entitled
to CMU, but who do not have any complementary insurance. The rise in consumption was
especially strong for specialist consultations, dental care and eye care. The health
spending of CMU beneficiaries was estimated to be about 20% higher compared with
people with no complementary insurance (DREES, 2003). The overall cost of the CMU was
1 200 million euros in 2002 (Fonds de Financement de la CMU, 2003).

In Mexico, only about half of the population had health insurance in 2000; the remainder
of the population relied mainly on publicly provided services of uneven quality and
availability, especially in rural areas. As part of the National Health Program 2001-2006, the
government proposed a reform of the General Health Law to provide publicly financed
health coverage to the almost 45 million people in Mexico who do not have coverage. The
National Health Program also aims to address the issue of poor-quality services and long
waiting times in the public sector.

In the United States, where private health insurance is the dominant form of coverage,
more than one in seven people is uninsured. The options for increasing coverage are to
expand existing public programmes or to facilitate additional purchase of private
insurance. Initiatives of both types have been taken recently, representing efforts to target
different segments of the uninsured population. For instance, the State Children’s Health
Insurance Program was created in 1997 to expand coverage for uninsured children ineligible
for the existing Medicaid programme for the poor, and has reduced the share of children
who are uninsured. The Trade Act of August 2002 provides a tax credit to subsidise private
health insurance purchase by individuals who have been displaced by trade and retirees
aged 55-64 who have lost retirement benefit due to employer bankruptcy. The current
administration has also proposed broader tax credits for this purpose.

spanning at least doctor consultations and inpatient care. In two of the remaining
countries (Germany and the Netherlands), private health insurance? serves as primary
coverage for a share of the population, bringing the level of coverage up to near-universal
levels, leaving three countries — Mexico, Turkey and the United States — with significant
uninsured groups. In light of the role coverage plays in promoting access and financial
protection, expansion of coverage has been put forward as a policy priority in all three
countries and other countries have taken steps to improve the coverage provided to
vulnerable populations (see Box 2.1).

Private health insurance plays different roles in OECD countries, ranging from primary
to duplicate, complementary and supplementary coverage (Table 2.1). It represents the sole
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form of health coverage for significant population segments in Germany, the Netherlands,
and the United States. In Australia, Ireland, Spain, and the United Kingdom, among others,
private health insurance provides a private alternative to public coverage, furnishing
privately insured persons with access to privately financed providers that may or may not
be separate from public delivery systems. In France, the main function of private health
insurance is to complement and top-up partial reimbursement by the social security
system.? Most OECD countries also have private health insurance policies available to
cover services that are not covered by public programmes.

A few countries have seen a notable rise in populations purchasing private health
insurance in recent years.* In some cases, this has been triggered by economic growth and
employer participation (e.g. Ireland); in others it may be attributed to government
interventions (e.g. Australia). In several OECD countries, employers are taking on an
increasing role in the offering of private health insurance and this may augment market
size and the contribution of private health insurance to total financing. Markets with
significant employer-sponsored insurance may experience better risk pooling.”

The prospect of introducing or expanding private health insurance coverage may raise
concerns about whether affordable coverage will be available to all population groups, a
particular issue where private health insurance plays a primary financing role for certain
population groups (see Box 2.2). Policy interventions, such as regulation and subsidisation
of private health insurance, can be used to address such problems.

Comprehensiveness of coverage varies

The range of health-care benefits furnished by publicly financed schemes varies
across countries (Table 2.2). All cover doctor consultations and inpatient care. Most, with
exceptions such as Canada® and the US Medicare programme,’
Fewer include dental care. The extent of cost sharing for services covered by public

cover prescription drugs.

schemes also varies across countries. It ranges from zero or very low levels of cost sharing
for doctor consultations and hospitalisation in many countries up to about 50% in Korea. In
most countries, cost-sharing is higher for prescription drugs. In part reflecting such
variation, the share of total household consumption represented by out-of-pocket
spending on health care ranges widely across OECD countries, from 1% or less in the Czech
Republic and the United Kingdom, to more than 4% in Korea, Mexico and Switzerland.
However, the implications for access depend largely on how out-of-pocket costs are
distributed across the population.

Coverage for long-term care services

There are considerable differences across countries in the means used to meet the
cost of long-term care (Table 2.3). In many countries, long-term care has been defined as a
part of the social-care sector rather than the health-care system. There is also a distinction
between those providing access to long-term care based on need and at low cost to the
user, in a similar way to health care (as in Norway and Sweden) and those in which long-
term care is similar to social assistance, in that it is provided at public cost only where the
user cannot pay for themselves (as in New Zealand, Spain, the United Kingdom and the
United States). Some countries that traditionally have provided long-term care as a safety-
net service to those unable to pay for their own care have modified the tests of income and
assets to make the financial call on private assets more affordable (e.g. New Zealand,
United Kingdom).
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Box 2.2. Policies to foster availability and affordability of private
health insurance

OECD countries with private health insurance (PHI) markets face challenges arising from
certain characteristics of competitive, voluntary markets, including segregation by risk?
and information asymmetries between insurance purchasers and sellers. Therefore,
absent government interventions, some PHI markets offer limited or no policies for high-
risk populations and coverage may not be affordable for some lower- and middle-income
groups. These considerations apply broadly, but are of particular importance when PHI is
the sole source of coverage for certain population groups, as in the United States, or when
it is considered an important pillar of the health system, with significant levels of
population coverage, as in the Netherlands.

In light of these concerns, governments in some countries have intervened to promote
access to insurance. Financial incentives for the purchase of PHI may promote product
affordability, but are often less targeted to address affordability for sicker populations. The
impact of such incentives on levels of PHI purchase has varied. For example, there is
debate in Australia around the extent to which a PHI premium rebate contributed to
increased coverage, as opposed to other government policies. Furthermore, subsidies need
to be significant in their amount to affect take-up. At the same time, the presence or
absence of financial incentives has shaped PHI markets. Tax breaks have encouraged the
employer market in the United States and, conversely, the fringe benefit tax has hindered
development of the employer market in Australia.

Among the regulatory practices used to promote access to insurance is to require
insurers to offer at least one product to high-risk persons and to accompany this
requirement with restrictions on premiums, as is done in Germany and the Netherlands.
While this does not promote risk pooling across insurer offerings, it does ensure access as
well as participation by all insurers in promoting this access. Other practices include
prohibitions on selective acceptance of enrolees by risk for all products, or separate
coverage pools for those of high risk. Cross-subsidisation or risk equalisation mechanisms
within or across insurers or insured populations may help assure the fair and equitable
application of these standards across insurers or insured populations.

Independent bodies to adjudicate consumer concerns, combined with complaint
response mechanisms operated or overseen by government, can help assure that
consumer concerns are addressed and provide policy makers with feedback concerning
possible areas for policy intervention. Such mechanisms exist in Ireland, Australia and
many US states, where they provide assistance to consumers without requiring expensive
legal action. They also help build confidence in the private insurance system.

The decision to impose standards to foster access to PHI markets - and the tools
selected - depends upon the role of PHI in the health system and policy maker and cultural
priorities — notably the level of tolerance for risk- and income-based differentials in access
to PHI. Regulation carries a price, as it may limit the scope for insurers to innovate and
respond to individual preferences in the development of their products and may restrict
access to insurance if the regulation raises premiums above the value of such coverage to
the healthier population (OECD, 2004c).

1. Risk-selection activities include insurers’ restricted acceptance of applicants or exclusions on the coverage
of high-risk persons that can result in reduced coverage of persons with significant health-care needs.
Insurers or insurance products experience adverse selection when purchasers only buy coverage when they
anticipate a need, or when they attract a disproportionate share of high-risk individuals. Both risk selection

and adverse selection minimise the risk-sharing effect of insurance and may result in problems with
available or affordable insurance for some people.
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Some barriers to access persist

50

Table 2.3. Main source of public funding for long-term care services

in selected OECD countries, 2003

Service!

Main source of funding?

Coverage®

Australia

Austria

Canada*

Germany

Ireland

Japan

Korea

Luxembourg

Netherlands

New Zealand

Norway

Spain

Sweden

United Kingdom

United States

Nursing home care
Personal care at home
Nursing home care
Personal care at home
Nursing home care
Personal care at home
Nursing home care
Personal care at home

Nursing home care
Personal care at home

Nursing home care
Personal care at home

Nursing home care
Personal care at home

Nursing home care
Personal care at home

Nursing home care
Personal care at home

Nursing home care
Personal care at home

Nursing home care
Personal care at home
Nursing home care
Personal care at home
Nursing home care
Personal care at home
Nursing home care
Personal care at home
Nursing home care
Personal care at home

General taxation

General taxation

General taxation

General taxation

General taxation

General taxation

Contributions

Contributions

General taxation

General taxation

Contributions and general taxation
Contributions and general taxation
General taxation

General taxation

Contributions and general taxation
Contributions and general taxation
Contributions

Contributions

General taxation

General taxation

General taxation
General taxation

General taxation
General taxation
General taxation
General taxation
General taxation
General taxation
General taxation
General taxation

Means-tested

Means-tested

Universal

Universal

Means-tested in most provinces
Means-tested in most provinces
Universal

Universal

Means-tested

Means-tested

Universal

Universal

Means-tested

Means-tested

Universal

Universal

Universal

Universal

Means-tested

Means-tested

Universal
Universal

Means-tested

Means-tested

Universal

Universal

Means-tested®
Means-tested in most areas
Means-tested

Means-tested

1. Services covered are nursing and personal care in a nursing home, and personal care in one’s own home. It does
not include “hotel” charges in nursing homes. Nursing care furnished in one’s own home is normally covered by

the acute health system in all countries.

2. General taxation may be national, regional or local. Contributions are those made to a social insurance scheme.

3. If coverage is not subject to a test of income or assets, it is shown as “universal”, although there may be other
restricting criteria. If coverage is subject to a test of income or assets it is shown as “means-tested”.

4. Long-term care is devolved to the provinces. The table shows the situation in the majority of provinces.

5. Exceptin Scotland.

Source: OECD (2004b).

Universal health coverage, combined with low cost sharing, has proven effective in
promoting equitable use of health services. Yet inequities in service use persist in some
countries. These reflect factors such as the impact of user fees on lower-income groups and

differences in insurance coverage across the population. The outcome can be poorer

health, which further fuels economic isolation and social exclusion.
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Figure 2.1. Equity of access to physician care, 2000

Horizontal inequity (HI) indices for probability of a doctor visit with 95% confidence intervals.

-0.01 |

HH
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-0.02

Note: The plotted points are horizontal inequity (HI) indices which summarize the inequality in the probability of at
least one doctor visit (per annum) across income quintiles after need differences (variations in self reported health)
have been standardised. Positive values of HI indicate inequity favouring the rich. Negative values indicate inequity
favouring the poor. The “whiskers” show 95% confidence intervals. A zero or non significant value of HI indicates that
the probability of a doctor visit is distributed equitably across income groups.

Source: Van Doorslaer et al. (2004).

New evidence on income-related equity in service use

In most OECD countries, doctor visits are distributed equitably across income groups
when adjusted for need, according to an analysis of data from household surveys carried
out around 2000 (Van Doorslaer et al., 2004).2 Significant inequity in doctor visits (primary
and specialty care aggregated) emerged in five of 21 countries studied: Finland, Mexico,
Portugal, Sweden and the United States (Figure 2.1). Such inequities are likely to spring
from different root causes. For example, the pro-rich inequity found in the United States
would be reduced by 30% if the insurance coverage gap were eliminated.

Like doctor visits overall, primary-care visits are equitably distributed across income
groups in the majority of countries with available data. Where significant inequity appears,
it is often negative, indicating a pro-poor distribution. The pattern is very different with
respect to medical specialist consultations, however. In every country studied, after
controlling for need differences, the rich are significantly more likely to see a specialist
than are the poor, and in most countries also more frequently. This pro-rich inequity has
been found to be especially large in Portugal, due to large out-of-pocket costs and unequal
distribution of specialist services; in Ireland, where there are income-based differences in
sources of coverage (public/private); and in Finland, because of high co-payments and
privately financed delivery options.

Within several countries, differences in health care between richer and poorer regions
contribute to overall income-related inequalities in secondary care. Besides Portugal, pro-
rich regional differences in specialist visits are also evident in Spain, Hungary, Greece and
Italy. Very often, this appears to reflect discrepancies between better-endowed regions
(often the national capital area) and peripheral regions.

No clear pattern for either pro-rich or pro-poor inequity in inpatient care emerges
across countries. Significant pro-poor inequity in the probability of hospital admission is
found for several countries, including Australia, Canada, Switzerland and the United
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States. In the United States, evidence of a pro-poor distribution of hospital admissions
together with a pro-rich distribution of doctor consultations is consistent with findings
that uninsured people, most of whom have low incomes, obtain fewer preventive services
and less care for chronic conditions (Hadley, 2002). Shortfalls in primary care can result in
higher rates of hospitalization, particularly use of emergency room services.

Although the evidence is limited, research findings suggest that some inequities in
service use do, in fact, contribute to inequities in health outcomes. For example, one study
(Alter et al., 1999) looked at differences in access to invasive cardiac procedures after acute
myocardial infarction by neighbourhood income in the Canadian province of Ontario.
Whereas the rates of coronary angiography and revascularization were found to be
significantly positively related to income, waiting times and one-year mortality rates were
significantly negatively related to income. Each USD 10 000 increase in the neighbourhood
median income was associated with a 10% reduction in the risk of death within one year.’
Similar evidence on socio-economic inequities in coronary operations has been reported
for other countries, e.g. Finland (Hetemaa et al., 2003; Keskimaki, 2003). This suggests that
differences in diagnostic and therapeutic utilization across income groups play a role in
differential outcomes by income, even in a country like Canada that seems to achieve a
fairly equitable distribution of care.

Mitigating the impact of patient cost-sharing on access to needed care

As part of efforts to reduce public spending or increase consumer cost-sensitivity,
some OECD countries have, in recent years, introduced or increased patient cost-sharing
on different types of health services.!® New cost-sharing policies for ambulatory care or
some hospital services have been introduced recently in several European countries
(e.g. Belgium, Finland, France, Ireland, Luxembourg and Sweden) as well as in Japan.
However, greater cost-sharing has mainly affected pharmaceuticals. The number of drugs
not reimbursed has increased, especially so-called “lifestyle” drugs or those of uncertain
therapeutic value. The degree of cost-sharing has been increased for many others.

Co-payments can have undesirable effects on access to care in some cases. In order to
avoid creating financial barriers to access, the introduction of these new cost-sharing
policies has generally been accompanied by measures to exempt the most vulnerable
groups. Exemption can be income-based,'! as in Italy, or tied to particular health
conditions (those likely to incur high health-care costs). Under some public and private
insurance arrangements, certain services (such as preventive care) are exempted from
cost-sharing requirements to encourage use of such services. Some coverage also includes
caps on total out-of-pocket spending to protect access to care and individual finances.
Depending on design, some of these mechanisms to promote access can impose
significant administrative costs on systems.

Differentiation of insurance coverage often contributes to access inequities

Private health insurance can create or exacerbate differences in access to care
between populations with and without such coverage. This may reflect a country’s decision
to ration certain services by willingness to pay, or occur inadvertently, as a by-product of
efforts to use private health insurance to meet other policy goals. In countries where
waiting for certain publicly financed services is common, persons with duplicate insurance
policies can obtain more timely access to these services than those with public cover
alone.'? In some of these cases, certain hospitals cater exclusively to privately insured
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patients and physicians may face incentives to give preferential treatment to privately
financed patients. In cases where supply is tight, this can exacerbate perceived shortages of
services for patients with only public cover. Those with supplemental private insurance may
also obtain better access to certain goods or services not covered in public health
programmes, usually luxury (e.g. private hospital rooms) or ancillary services, but in some
cases also prescription medicines and other care of clinical importance. In the US Medicare
programme for the elderly, where cost sharing is significant and prescription drugs and other
services are not covered, those with additional coverage (private or public, through Medicaid)
to supplement and complement Medicare have better access to care, according to measures
such as cost-related delays in seeking care (Medicare Payment Advisory Commission, 2002).

Private health insurance, particularly where it is primary for some populations or
supplements relatively generous public cover, need not necessarily create differential
access between those with and without such coverage, however. In Germany, the United
Kingdom, and Switzerland, for example, the existence of some voluntary private schemes,
mainly covering additional comfort and luxury, has had only a small pro-rich contribution
to otherwise fairly equitable distributions of care (Van Doorslaer et al., 2004).

Policy interventions have sometimes mitigated inequities posed by differential
coverage, where these were not desired. In France, voluntary purchase of private
supplementary cover for co-payments had a substantial pro-rich contribution to use of
specialist care services (Van Doorslaer et al., 2004). But the introduction of similar public
cover for the poor through the Couverture Maladie Universelle in 2000 brought about a
significant pro-poor shift that largely compensates for this. In the Netherlands, where
private health insurance is the primary source of coverage for those with high incomes, all
providers treat both publicly and privately insured individuals equally, with no differential
access to care by insurance status. Equity of access is facilitated by provider reimbursement
limits that are applicable to both social and private insurers. Patients also have the same
level of choice over the timing of care and are included on the same waiting lists.

Where differential access by insurance status is not desired, countries with private
health insurance can minimise the likelihood of this through practices such as: assuring
adequate coverage for the poor; establishing explicit rules to assure equity of access to
care; minimising provider discretion by assigning management of waiting lists to a
disinterested party; specifying and monitoring obligations of providers towards publicly
insured patients; and allocating elective care on the basis of a single waiting list for both
publicly and privately insured patients (OECD, 2004c).

Identifying and overcoming non-financial barriers to health care

Access to necessary health care may still vary across population groups in countries
with health systems that have universal coverage and low or zero cost sharing. For
example, there is often poor take-up of preventive programmes by disadvantaged groups in
these countries, despite their higher risk. In Canada, for instance, the use of preventive
perinatal care has been reported to be lower among mothers with lower levels of education,
despite a greater risk of having low birth weight babies and a greater risk of their infants
having to be hospitalised at least once during their first year. This suggests the persistence
of important non-financial barriers to access, given that access to these pre-natal and post-
natal services is universal and free-of-charge in Canada (Wolfson and Alvarez, 2002).

Education is an important contributor to a pro-poor distribution of doctor and dentist
consultations in several countries (Van Doorslaer et al., 2004). Controlling for factors such
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as income and health status, those with higher educations are more inclined to consult
doctors and dentists in Hungary, the United States and other countries.

In the United States, evidence of inequity in the use of health services by race and
ethnicity has spurred concern among policy makers. A recent study of Medicare enrolees
provided strong evidence that blacks are less likely to receive recommended clinical care
for a number of conditions, controlling for other factors known to be important in
determining service use (Schneider et al., 2002). The reasons underlying these differences
in care are not yet well understood.

The United States is not alone in having such concerns. Australia, Canada and New
Zealand, for instance, have concerns about equity of access for indigenous populations.
The specific barriers to access might vary across countries and population groups.

Ensuring an adequate supply of health-care providers

Ensuring accessible health care requires maintaining a health workforce that is able to
meet the population’s need for safe, high-quality medical services. This implies an
adequate number of health-care practitioners with the right qualifications, and in the right
place when patients need them. However, adequacy is hard to assess, particularly if one
considers that the volume of services demanded by a well-insured population may exceed
the level indicated on the basis of need alone, and that some discretion is possible in the
mix of skill levels used in furnishing services.

Concerns have been voiced in a number of OECD countries that a gap may be looming
between demand for and supply of the services of physicians and nurses. Indeed shortages
have already appeared in a number of OECD countries. Despite increasing demand for
services, supply is projected to fall, or at best to grow slowly (in the absence of
countermeasures) as a result of a societal trend towards reduced hours of work, physician
workforce ageing, and trends towards early and partial retirement. In response to this,
many countries are seeking to increase the number and the productivity of physicians and
nurses in their workforces.

How many physicians are needed to ensure adequate supply of services?

The size of the physician workforce and the rate of its growth vary quite significantly
across countries (Figures 2.2 and 2.3). Physician density, for example, ranges from fewer
than two practising physicians per 1 000 population to double that in a number of OECD
countries. Even more variation is observed in nurse density. The size, distribution and
composition of practicing physicians is influenced by a number of factors, including
restrictions imposed on entry into the medical profession, choice of specialty, demographic
characteristics of doctors (e.g. age and sex), remuneration, working conditions, location of
practice and migration.

There is no single answer to the question of the necessary number of physicians per
capita required to ensure adequate access to care, as productivity and other factors must
be taken into account. Because high physician density may give rise to unnecessary
increases in service provision (so-called “supplier-induced demand”), particularly where
physicians are paid on a fee-for-service basis, countries may wish to avoid oversupply so as
to minimize costs.!® On the other hand, there are signs of an inverse relationship between
physician density and waiting times for elective surgery (among those countries in which
waiting times are reported to be a policy concern), indicating that density levels that are
too low may have a cost in terms of responsiveness or even access to care (Figure 2.4).
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Source: OECD Health Data 2003.

Demographic and social trends influencing the supply and productivity of the
physician workforces suggest the future possibility of shortages of physician services in
some countries, unless steps are taken to increase productivity!* or increase the number of
physicians per head. For example, women — who represented as few as 14.3% of practising
physicians in Japan up to 48.2% in the Slovak Republic in 2000 - are an increasing share of
the physician workforce in most countries. If the current tendency for women to disrupt
their careers during childbearing years and to work fewer hours than their male
counterparts persists, average workforce productivity may drop as the share of female
physicians increases. Ageing is also likely to affect future supply, potentially reducing the
number of physicians in the workforce by more than 30% by 2021 in a number of countries
(Simoens and Hurst, 2004). On the other hand, other countries project an increase in the
number of physicians over that period.

Other factors may influence the extent and scope of physician practice in ways that
may have implications for service availability. For example, policy makers in a few OECD
countries — Australia, France, and the United States - are concerned that the medical
professional liability system put in place to deter malpractice and compensate victims may
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Figure 2.4. Physician density and waiting times for elective surgery, 2000
Hip replacement
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Source: OECD Health Data 2003 and country responses to the OECD Waiting Times Project Data Questionnaire.

be threatening access to care, particularly in high-risk specialties such as obstetrics,
because of the high cost of insurance premiums.

Training, recruitment, and retention policies used to influence physician workforce size

Most OECD countries control medical school intake so as to increase or decrease
enrolment in response to changing demand, although there are differences across
countries in how tightly control is maintained. For most countries, recent graduates
represented 2-3% of practising physicians in 2000 (Figure 2.5). However, Austria, Ireland
and Korea had a notably larger flow of physicians joining the physician workforce in 2000,
with estimates ranging from 4.5% to 9.6%.

Although countries generally favour long-term policies of national self-sufficiency to
sustain their physician workforce, such policies may co-exist with short- or medium-term
policies to attract physicians from abroad (see Box 2.3). Temporary migration may produce
benefits in the home country through remittances and an upgrading of skills, and increase
the stock of physicians in the host country. However, such considerations need to be
balanced by concerns about permanent brain-drain in the home country and the quality
and safety of health-care provision by migrants in the host country.'

Retention policies are relatively under-developed as compared with measures that
aim to increase flows into the physician workforce. This may indicate that retention is not
viewed as an important problem in most countries, although it may become an increasing
issue as workforces age. Policies used by some countries include those to create more
flexible working conditions to reduce the number of physicians that change careers and to
incite physicians to defer retirement.

Responding to regional or local shortages of health-care practitioners

Many OECD countries are facing shortages of health-care practitioners in specific
geographic areas. These shortages typically occur in rural areas, deprived urban areas or
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Figure 2.5. Recently graduated physicians as a percentage
of practising physicians, 2000
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Note: Data from OECD HRHC project are based on physicians graduated who started practising during the reference
year. Data from WHO Regional Office for Europe Health for All database are based on physicians graduated eligible to
practise. French, Irish and Spanish data refer to 1999.

Source: Data for Australia, Canada, France, Korea, Mexico and the United States from the OECD HRHC project; data
for the other countries from the WHO Regional Office for Europe Health for All database.

areas with significant indigenous populations. In response to such problems, countries
have implemented policies that aim to match local supply of practitioners with population
needs. Financial policies have dominated the policy landscape in Canada, although
educational and regulatory policies have also been utilized to varying degrees. Regulatory
policies have been predominant in Norway. New Zealand and the United Kingdom have
used a combination of both policies. Policies relating to the education of physicians have
been used relatively less, except in Australia, Japan, and the United States.

Financial incentives have been used to compensate for the additional demands
associated with practising in rural areas and the limited economic viability of practising in
such areas due to the sparse population base. Regionally differentiated remuneration to
physicians for patients from rural or deprived areas increases payments relative to those
for patients from other areas. Other policies that offer practice establishment grants, travel
grants, relocation grants and financial support of locums seem to have had some success
in increasing the number of physicians practising in targeted areas. However, it is unclear
whether such policies are more or less costly than educational or regulatory approaches.

Educational initiatives that attract medical students who came from a rural
background and prioritise training programmes that emphasise the rural component of the
curriculum have had some success. The Physician Shortage Area Program in the United
States, for instance, consists of a selective admission policy for students of rural origin,
financial aid, a family medicine programme and selection of rural practice sites. Such
multi-faceted programmes have been successful in recruiting physicians to rural areas as
well as retaining them. On the other hand, policies that provide scholarships to medical
students in return for a commitment to practice in rural areas for a number of years can be
less effective because students sometimes bought their way out of their service

TOWARDS HIGH-PERFORMING HEALTH SYSTEMS - ISBN 92-64-01555-8 — © OECD 2004 57



2. ACCESS TO CARE: THE QUEST TO IMPROVE AND MAINTAIN

Box 2.3. The UK experience with policies stimulating immigration
of physicians

Strategies adopted by the British government to attract physicians from abroad include
global and targeted recruitment campaigns and special arrangements that foster
international co-operation and shared learning between health systems.

The Department of Health launched a global recruitment campaign in September 2001.
It created an international recruitment team to identify consultant and general
practitioner vacancies that could be appropriately filled by recruiting physicians from
outside the United Kingdom. A database was created which holds information of sufficient
detail and robustness to allow National Health Service (NHS) Trusts to be confident that
the applicant would be suitable to interview.

UK recruitment programmes target certain countries with physician surpluses. This
process usually entails the establishment of an inter-governmental agreement or an
agreement with the appropriate professional bodies in the country. For example, in
November 2000 the United Kingdom and Spain made such an agreement. Although it
initially applied to the migration of nurses, the agreement has now been extended to cover
the recruitment of specialists and general practitioners. As part of the recruitment
package, each Spanish recruit is offered individual language courses and participation in
an induction programme covering information about their chosen speciality, the National
Health Service, the roles and responsibilities of their profession, and general information
about living in the United Kingdom and British culture. The international recruitment
team is working with other countries with perceived surpluses such as Switzerland,
Austria, Italy, Greece, Bulgaria and India.

Special arrangements foster international co-operation and promote the NHS abroad by
shared learning between health systems. An International Fellowship Programme was
launched in 2002 to attract experienced specialists from abroad to selected posts in the
NHS for periods of one to two years. It targets specialties that need to grow in order to fulfil
the NHS plan and those with perceived shortages.

commitment and few students opt to remain in rural areas after their required period of
service. In Canada, northern medical schools have recently been established to enhance
educational opportunities for individuals from northern, and typically rural, areas.

Regulatory policies that restrict practice location have also had some success. For
instance, an English policy of considering all general practitioner applications to practise in
light of existing physician density, rurality, and deprivation seems to have resulted in a
reasonably equitable distribution of services (Maynard and Walker, 1997). Some OECD
countries have also considered policies that make immigration or remuneration
conditional on practice location. More work needs to be done to determine the feasibility
and cost-effectiveness of other regulatory policies, such as the substitution of nurse
practitioners and registered nurses for general practitioners, and the use of new
technologies such as telemedicine in rural and deprived urban areas.

There is some evidence that the effectiveness of policies focusing on the physician or
nurse can be further enhanced by supporting occupational opportunities for spouses and
partners, education of children and accommodation (Kamien, 1998; Rabinowitz et al., 1999).
To address the problem fully, however, such policies may need to be accompanied by
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initiatives that enhance the economic and social viability of local communities in rural and
deprived urban areas.

Addressing the nurse shortage

There are increasing concerns about nurse shortages in many OECD countries,
particularly in Canada, Norway, the United Kingdom and the United States. Demand for
nursing services has been increasing due to ageing populations, greater consumer activism
and increasing reliance on medical technologies. At the same time, supply has failed to
keep pace because of a variety of factors, including fewer younger people entering the
workforce, a greater range of professional opportunities, a perception that nursing is
undervalued, and negative perceptions of nurse working conditions. Nursing shortages are
an important policy concern in part because numerous studies have found an association
between higher nurse staffing ratios and reduced patient mortality, lower risk of medical
complications, and other desired outcomes. Nursing shortages are expected to worsen as
the current workforce ages.

To address nurse shortages, policy makers have supported enrolments into nursing
school, stimulated immigration of foreign(-trained) nurses. Other prospective policies
include increasing nurse pay, improving working conditions and improving nurse
education and training programmes. Information on the effectiveness of each of these
strategies in alleviating nurse shortages is limited, and there is none on their effectiveness
in comparison with each other, nor on their costs.

Efforts to increase nursing school intake have been inhibited by a variety of factors: the
costs of funding additional capacity in public nursing schools; the perceived decline in the
appeal of the nursing profession and size of cohorts of young people in the population; the
lead time in producing fully-trained nurses; faculty shortages; and reform of training
programmes to account for trends such as nurses treating more patients, making more use
of technology, and being accountable for higher levels of quality of care. On the other hand,
advertising and recruitment campaigns in Australia, Ireland, the United Kingdom and the
United States designed to attract the interest of young people into nursing and show them
what it is like to work as a nurse seem to have increased enrolments in nursing schools in
these countries.

OECD countries have tried to increase the stock of practising nurses through
international nurse recruitment; for example, by improving regulatory and certification
processes to assist nurses in obtaining registration more easily. However, this may create a
tension with the need to maintain standards, with concerns being raised in Greece, for
example, about the qualifications and linguistic skills of foreign nurses and the quality of
health care they provide. Alternatively, countries such as Australia have fast-tracked visa
or work permit applications of foreign nurses. Some countries have adopted policies of
active and targeted international recruitment of nurses. Norway, for instance, has
regulated international recruitment through government-to-government agreements and
has assigned responsibility for attracting a limited number of foreign nurses to a single
government agency. This approach allows the government to control migration flows and
balance concerns about permanent brain-drain in the home country with the need to cut
nursing shortages in the host country.

Pay raises can be used to influence the extent to which trained nurses participate in the
workforce. However, supply elasticities for nurses have been found to be low in the United
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Kingdom and the United States, largely due to the high share of registered nurses who are
already participating in the workforce. This implies that large wage increases would be
required to have a noticeable impact on supply (Antonazzo et al., 2003; Shields, 2003).

Evidence of nurse dissatisfaction with working conditions contributing to low morale,
burn-out, turnover, work-related injuries and absenteeism suggests that countries may be
able to raise nurse productivity by improving working conditions. Evidence on which
workplace strategies create and maintain a work environment that attracts, retains and
maximises productivity of nurses is only emerging. One interesting approach is the
“Magnet Nursing Services Recognition Program”, which was set up in the United States in
the early 1990s to recognize hospitals with features shown to promote and sustain
professional nursing practice.

Recent evidence that hospitals with a higher proportion of registered nurses exhibit
improved nurse retention and lower patient mortality (Aiken et al., 2003) suggests that
there may be a trade-off between the number of nurses and the education of nurses in
addressing nurse shortages, i.e. nurse shortages may be resolved by employing fewer
nurses, but raising the proportion of nurses who are registered.

Recognizing that adequate staffing levels are often a prerequisite for creating attractive
working conditions, some countries have implemented minimum ratios of nurses to
patients. California proposed legislated nurse-patient ratios in January 2002 to take effect
in 2003 and 2004, as has the state of Victoria, Australia. Since implementing its minimum
staffing legislation, the Victoria government claims that 2 650 nurses who had not been
working in nursing have re-entered the workforce and that demand for places in nursing
schools has increased by 25.5%. In the United States, the experience of individual hospitals
suggests that minimum staffing ratios are successful in reducing nurse turnover, although
that sometimes came at the expense of other hospitals in the area (Lafer et al., 2003).
However, more evidence is needed about whether savings arising from reduced nurse
turnover and shorter patient stays compensate increased costs of higher staffing levels. The
implications of higher staffing levels on nurse productivity also need to be considered.

Assuring the availability of an appropriate mix of long-term care services

Inadequate institutional care capacity is seen as problematic in some countries.
Australia, the United Kingdom, the United States, and some other countries face localised
shortages of nursing home-beds, reflecting local housing and labour cost issues. In the case
of Australia, the shortage may reflect a transition period following policy decisions that
favour development of home care. Other countries, including Japan and Spain, have more
widespread shortages which, in the case of Japan, may be addressed by current rapid
growth in supply. In Germany, Japan, and elsewhere, there has been an increase over the
past decade in the number of long-term care beds per 1 000 population aged 65 and over,
which can be attributed at least partly to enhanced coverage by publicly funded
programmes of long-term care in institutions.

Nevertheless, most OECD countries now have an adequate capacity to meet demand
for long-term care furnished in institutions. It is no longer seen as adequate, however, that
institutionalisation should be only choice available to meet long-term care needs,
particularly given survey evidence showing that most people prefer to receive care at home
whenever possible. Therefore, a policy goal in many OECD countries has been to shift the
provision of long-term care from institutions towards community-based care. A number of
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OECD countries (e.g. Luxembourg, the Netherlands and Norway) have seen a decline in the
number of long-term care beds relative to the size of the older population, while in a
number of others (e.g. Austria, New Zealand and the United Kingdom), this ratio has
remained broadly stable even though the number of very old people within the 65+ age
group continues to rise (OECD, 2004b).

In many countries, home-based care is the predominant form of long-term care
received by elderly persons, who represent the majority of all long-term care recipients in
OECD countries?® (Figure 2.6). The objective is to allow the elderly to live independently for
a longer time either in their own homes or in special housing arrangements adapted to
their needs. Countries are focusing on the extension of services to the home setting and
support for family caregivers who provide such services in the informal sector.
Nevertheless, ensuring adequate supply of caregivers in the formal sector is an important
current policy priority, which will grow as populations (and family caregivers) age.

Figure 2.6. Long-term care service use among the elderly in selected
OECD countries, 2000
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Source: OECD Long-Term Care Study.

Extending long-term care services to the home setting

Many countries have attempted to multiply the number of home-based options for
long-term care that are available. For example, local government is mandated in the United
Kingdom to increase the supply of intensive home care packages. It is also policy to
consider home-based options first in many other countries. Interest in extending supply
reflects both choice and cost considerations, in that institutional care can be relatively
expensive. A number of schemes employ a cap on the cost per individual using home-
based care that is related to the cost of a nursing home place, in effect putting a limit on
the preference for home-based care.

Australia, the United Kingdom and a number of other countries have shown that it is
possible to extend the boundaries of what was previously thought possible in maintaining
disabled elderly people at home. Some counties have found that appropriately-targeted
home care can be provided at lower cost than institutional care and can play a part in
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restraining acute hospital costs.!” However, as supplying such care to all those who may be
at some risk of institutionalisation would be very expensive, Sweden, the United Kingdom
and the United States, among other countries, have developed a more targeted approach to
home care that focuses on the more disabled elderly (OECD, 2004b).

In Australia, Germany and elsewhere the expansion of public programmes covering
long-term care services has resulted in a strong growth of supply in the home-care sector,
in particular. In some cases, both the public and private sector has contributed to this
growth. In at least one case (Germany) the policy of increasing public funding for home
care was coupled with an explicit policy to enable growth of an internally competing
private provider segment rather than increasing the number of additional public providers.
Countries with a traditionally high investment in institutional, public long-term care
(e.g. the Netherlands, Norway, Sweden) have also greatly increased home-based
alternatives for more disabled elderly people.

Increasing the provision of long-term care services at home requires inputs from
several service sectors and good co-ordination of the different elements necessary to
maintain older people at home, including housing, social services, visiting acute care, and
other services such as shopping or household maintenance. Improvements will be needed
to housing stock to accommodate an ageing population, including those needing care
(OECD, 2003a). There is also considerable scope for application of assistive technologies to
support people at home (Tinker, 2003). New forms of housing have also been developed to
provide an intermediate step between unadapted normal housing and institutional care,
e.g. the strong growth of assisted living facilities in the United States (Hawes et al., 2003),
although more may need to be done to ensure that elderly people can remain in place as
they grow more frail and in need of care.

Supporting family caregivers: the informal sector

Absent a full-time, live-in nurse, it is often extremely difficult to maintain a disabled
or sick elderly person in their own home without the continuing input of a family caregiver.
The family caregiver provides continuous oversight and help that enables periodic home-
care services to be effective in maintaining the elderly person at home. Providing an
adequate choice of care setting has thus come to be seen to require support of the family
caregiver. Many new services, such as call-out services or respite care, have been developed
specifically with family caregivers in mind.

In some countries it is no longer considered appropriate to regard family care as a “free
good” and there is recognition that the caregiver needs support. These countries have
adapted social protection and employment mechanisms to enable potential family
caregivers of working age, where they wish and are able to do so, to combine work and
caring responsibilities. This entails some mix of income support to help replace current
earnings, pension credits to maintain future income prospects in retirement, and flexibility
in employment terms. For example, Australia and the United Kingdom pay a caregiver
pension similar to benefits for other people unable to work, in cases where the caregiver is
of working age. Austria has an extensive system of care allowances, under which the
recipient can use the cash benefit to compensate family caregivers. Germany’s long-term
care insurance has an option whereby the recipient can choose to take all or part of the
benefit in cash to compensate a family caregiver. In some countries, a family caregiver may
be employed as social services staff where this is considered to be the best way to provide
care (e.g. in remote areas in Nordic countries).
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Whether such policies are more efficient than subsidising more formal assistance is
unclear, particularly given that women, who have long served as most informal caregivers, are
increasingly educated and trained for the paid workforce. Most countries do not now pay
family caregivers for services which traditionally have been provided with no charge on public
funds, leaving any compensation to be decided within the family. Given that projections of
informal care suggest that in the future, fewer caregivers will be of working age, policy makers’
focus will likely continue to be on provision of services to support caregivers over retirement
age, rather than on reimbursement of absences from the labour market.

Growing the long-term care workforce: the formal sector

Attracting and retaining a sufficient number of adequately trained and qualified staff
to provide paid long-term care in home-based settings and institutions is the most
frequently quoted concern in member countries with respect to long-term care services
(OECD, 2004b). This concern is not new, but it has become of increasing importance in
many countries. The long-term care sector is notorious for high turnover of staff and all
countries have reported shortages in qualified nursing staff. In competition with other
parts of health care, long-term care might find it even more difficult to attract sufficient
numbers of adequately trained staff.

Most OECD countries project need for a larger long-term care workforce to supply
services in the future. Long-term care staff are generally lower paid and receive less
training than other health-care staff, and are overwhelmingly female. As the ratio of
working-age to older people diminishes, lower-paid long-term care work may have greater
difficulty in recruitment and retention. Strategies to attract and retain sufficient workforce
in this field include offering better training and working conditions, and higher salaries (a
strategy followed in some countries, e.g. Sweden), which ultimately could add to the
increasing cost pressure of long-term care services.

Possibilities to substitute technology for personnel in care institutions — by keeping
watch electronically on dementia patients to make sure they do not wander off, for
example — seem limited, although there may be greater opportunities to use technology to
enable less-dependent older people to be cared for at a distance in their own homes
(Cowan and Turner-Smith, 1998).

Access to new health-related technologies

Health policy makers aim to foster timely access to new pharmaceuticals, medical
devices, and other innovations, and to ensure that such innovations are safe, effective
and efficient. Timely decision-making by public and private providers, payers and
coverage schemes can be a difficult prospect, given the rapid pace of technological
change in health care.'®

Explaining cross-country differences in technology adoption and diffusion

Given different decision outcomes, economic incentives, and other factors, health-
related technologies are adopted and diffused according to quite different patterns across
the OECD (see Box 2.4). Cross-country differences in technology adoption, diffusion and
use stem from a variety of factors, including explicit public decisions regarding coverage,
payment, or pricing, as well as different economic incentives and administrative controls
faced by practitioners, hospitals, technology manufacturers, and patients. OECD research
on the diffusion of certain health technologies used in the treatment of ageing-related
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Box 2.4. Cross-country differences in the rate of adoption and diffusion
of health technologies

Studies have documented significant differences across countries in the rate of adoption
and patterns of diffusion of health-related technologies. For example, a study comparing
care for heart attack patients in 17 countries over the past decade (TECH Research
Network, 2001) showed that, while treatment in all countries has become more intensive
in the use of medications and cardiac procedures, the United States had a pattern of early
adoption of new technologies and fast diffusion. Based on more limited evidence, Japan
and possibly France also shared this pattern of technology use for heart attack care. By
contrast, other countries showed either a late start/fast growth pattern of technological
diffusion (Australia, Belgium and most Canadian provinces) or a late start/slow growth
pattern (the United Kingdom, Scandinavian countries and Ontario). The patterns of
diffusion for new, very high-cost drugs were similar to those for intensive procedures, but
no such patterns were observed for low-cost, easy-to-use medications.

Diffusion of imaging technology provides another illustration of significant cross-
country differences. On average across countries, the number of MRI (magnetic resonance
imaging) scanners per capita more than tripled during the 1990s, rising from 1.7 per
million population in 1990 to 6.5 in 2000 (the median was 4.7 MRI per million population
in 2000). The number of CT (computed tomography) scanners also increased, albeit more
moderately, from an average of 10.1 per million population in 1990 to 17.7 in 2000 (with a
median of 12.1 per million in 2000). In 2000, Japan had, by far, the highest number of CT
and MRI scanners per capita,’ with 84 CT scanners per million population and 23 MRI
units. The rapid increase in the number of MRI scanners in Japan has been attributed at
least partly to the lack of any formal assessment of efficiency or effectiveness before
making decisions to purchase MRI units (Hisashige, 1992). European countries like
Switzerland, Finland, Austria and Iceland also have a relatively high number of MRI and CT
scanners. At the other end of the scale, Mexico and Poland report the lowest number of CT
(2 and 0.4, respectively) and MRI (0.3 and 0.4, respectively) scanners per capita.

The number of scanners provides an indication of the overall availability of such
equipment, but does not indicate to what extent the equipment is used. A study
comparing the use of diagnostic tests in hospitals in Canada and the United States found
that American patients received many more CT and MRI tests than Canadians, a result
that held even for hospitals with similar availability of machines. Much of the difference in
test use was explained by the more intensive use of available machines for the elderly in
the United States than in Canada (Katz et al., 1996).

1. It should be noted that the figures for the United States underestimate considerably the real number of CT
and MRI units in that country, because they refer to the number of hospitals reporting that they have at least
one scanner rather than the total number of scanners in hospitals and in other locations (e.g. specialised
clinics).

diseases found that demand-side constraints, such as out-of-pocket payments, had little
impact on utilisation of certain treatments for heart disease, breast cancer, and stroke. On
the other hand, supply-side constraints - in particular, technology regulation and payment
methods for hospitals and physicians —appear to have had a noticeable effect on treatment
patterns for these conditions (Moise, 2003).
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Making technology adoption and diffusion decisions under uncertainty

Those making decisions about the uptake and diffusion of new technologies often
must act in the face of considerable uncertainty. The evidence that is needed to make
informed decisions may not be available, especially when a technology is at a very early
stage of development. Although there are no easy answers, there are ways to improve
decision-making under these circumstances.

Decision makers in a growing number of countries are authorised to approve a technology
on a conditional basis, limiting technology diffusion based on geography, time and/or patient
groups.'? This allows for limited access to a technology on a trial basis to enable the gathering
of information about the technology. At the same time, it minimises many of the risks
associated with widespread diffusion of a technology of uncertain value. However, successful
use of conditional approval depends on the capacity for decision-makers to withdraw support
for a technology if it is found to be relatively ineffective or inefficient.

Early identification programmes, also known as horizon scanning, may also be helpful
to improve decision-making with respect to technologies. Horizon scanning can provide
important information for decision makers on the emergence of new technologies and
identification of available evidence and gaps. Such programmes have been successfully
launched in several countries, including Canada, the Netherlands, and the United
Kingdom, as well as internationally, through the EuroScan Network.?°

Conditional approval and early identification programmes may not suffice to address
the challenges presented by some of the most important emerging, health-related
technologies, however (see Box 2.5). Both the processes and the type of information sought
for decision-making will need to be modified to take into account the special challenges
these technologies present.

Approaches for assuring adequate and equitable access: summary of findings

Ensuring comprehensive coverage of core services and minimising financial and other
barriers to access has proven effective in promoting equitable use of health services. Yet
inequities persist in some countries and there is evidence that these contribute to inferior health
status, feeding thereby into continued economic isolation and social exclusion. Other inequities,
such as differences in timeliness of service or other differences resulting from differential
insurance coverage across the population may or may not be considered inappropriate.

Given extensive government intervention and failures in markets for health-care services,
there is much yet to learn as to which approaches are most effective in ensuring an adequate
supply of health-care providers and services. What is considered adequate will vary across
systems, reflecting factors such as need, demand and productivity. A range of approaches has
proven more or less effective in redressing shortages of health-care providers, where these
arise, but averting shortages and surpluses is a preferable solution, though elusive.

Deficits are widespread in the availability of support services for informal care giving
at home, even though it is widely recognised that outcomes and satisfaction are superior
in a home-based setting. Efforts to support home-based care and informal caregivers have
shown that these have helped enable a greater number of older persons to stay in their own
homes and to live an independent life.

Policy makers face challenges in ensuring prompt and adequate access to new and
emerging health technologies while managing communal resources appropriately.
Countries differ greatly in how decisions regarding adoption of new heath-related
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Box 2.5. Decision-making challenges posed by tomorrow’s technologies

Emerging technologies, such as biomedicines, are likely to present particularly difficult
challenges for decision-makers. It has been estimated that by 2015 the market share of
genome-based drugs, which are likely to have a fundamental impact on the very way in which
disease is understood and treated, will grow to 40% of the total pharmaceutical market
(Tollman et al., 2001).! Hence, decisions on the adoption and application of these technologies
can be expected to have far-reaching economic, clinical and social consequences.

Many of the potential new technologies, such as the use of stem cells and gene therapy,
present formidable challenges to decision makers. The technologies tend to be more
personalised to individual situations, making generalisations difficult. They also touch on
human values such as privacy and confidentiality, as well as complex ethical questions
relating to the start and end of life and the use of information. Further, public and media
attention to medical biotechnologies is sometimes intense.

Biomedicine may challenge current methodologies for evaluating the benefits of new
technologies. For example, analysing the cost-effectiveness of genetic testing has been
problematic, in part because of the difficulty in assessing the value of the information
provided through such tests. Furthermore, conditional approval may not be appropriate for
value-laden technologies because of the widespread implications that the first decision
has for subsequent decisions, including research and development.

More often, however, especially with value-laden, controversial or innovative medical
techniques, decisions about research, adoption and uptake are required at increasingly
earlier stages. But often such decisions are delayed because decision makers do not have
the appropriate processes in place and information available to enable sound policy
making. More work at the international level could provide policy makers with useful tools
for addressing these challenges.

1. Tissue engineering, for example, is expected to grow from a market volume of USD 232 million in 2000 to
more than USD 1 billion by 2007 (Frost and Sullivan, 2001).

technology are made, and these in turn reflect diffusion. Some technologies pose particular
challenges that can make decision-making particularly difficult; however, approaches such
as conditional approval and early identification programmes can help decision makers
make appropriate decisions when faced with uncertainty.

Notes

1. Public financing for coverage comes mainly through taxation or income-related payroll taxes,
including social security contributions.

2. Private health insurance is coverage financed mainly through private non-income related payments
(premiums) made to an insuring entity. This coverage guarantee is usually set forth in a contract
between a private party and the insurer that spells out the terms and conditions for payment or
reimbursement of services. The insurer assumes much or all of the risk for paying for the
contractually specified services.

3. So-called Medigap insurance, which supplements and complements public Medicare coverage for
the elderly and disabled, plays a similar role in the United States.

4. In Australia, the population covered declined steadily since the mid-1980s and throughout
the 1990s due to the establishment of universal public insurance in 1984 and a process of adverse
selection in the market. Government policies to support private cover beginning in 2000 have
increased levels of coverage to over 40%. In Ireland, a booming economy and the increasing
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provision of private health insurance as a work-related benefit are responsible for uninterrupted
growth in coverage from 22% in 1979 to 48% in 2002, despite an expansion in the generosity of
public cover. In other OECD countries, such as the Netherlands, France and the United States,
private coverage has remained fairly stable.

5. Segmentation of private health insurance markets reduces the extent to which health-care costs are
shared across persons of different risks and can cause problems of affordability for high-risk persons.

6. All provinces in Canada provide prescription drug coverage to seniors and social assistance
recipients (Canadian Institute for Health Information, 2003). Some Canadian provinces provide
coverage for certain other populations (e.g. those persons prescribed certain high-cost drugs).

7. Recently enacted US legislation added a new prescription drug coverage benefit for Medicare
beneficiaries. Until this benefit takes effect, a discount drug programme is intended to help reduce
the costs of prescription drugs for beneficiaries without supplemental insurance coverage.

8. All of the findings pertaining to equity of service use discussed in this section are drawn from
Van Doorslaer et al. (2004), unless otherwise attributed.

9. More recently, the same research team (Alter et al., 2004) found that socioeconomic status was not
significantly associated with mortality at one year following hospitalization for myocardial
infarction, despite the fact that more affluent or better educated patients were morelikely to
undergo coronary angiography,receive cardiac rehabilitation,or be followed up by a cardiologist.

10. Cost sharing takes the form of co-payments, or fixed amounts required of patients using care (also
known as user fees); co-insurance, a fixed percentage of costs to be borne by patients; and
deductibles, set amounts patients must pay out of pocket before insurance coverage kicks in.

11. This is consistent with research findings reviewed in the context of an assessment of the recent
health-system reform experience in OECD countries, which show that the impact of cost sharing
on demand is higher for low-income households (Docteur and Oxley, 2003).

12. This is the case, for example, in Australia, Ireland, Spain and the United Kingdom.

13. Although there is no conclusive evidence regarding the incidence and extent of supplier-induced
demand, physicians do have considerable discretion over practice patterns, which are influenced
by, amongst other things, ethical constraints, practice protocols, amount of available time and
views on their appropriate level of income.

14. See discussion of prospects for increasing physician productivity in Chapter 5.

15. For discussion of mobility of highly skilled health professionals in the case of South Africa, see
OECD (2003f).

16. Across OECD countries for which estimates are available, elderly people represent about 80% of
home-care recipients and about 90% of the institutional-care recipients (OECD, 2004b).

17. This has been the case in Canada (see Hollander and Chappell, 2002) and in the United Kingdom
(see Davies and Fernandez, 2003).

18. For example, in the year 2002, the US Food and Drug Administration (FDA) approved some 78 new
drug applications and 152 expanded indications. The FDA also approved 34 major new biological
agents and 34 biotech agents that were substantially equivalent to existing products, and
4 949 new or modified devices (including 41 major new devices). This is in addition to many
advances in clinical procedures, such as lung volume reduction surgery, which were not related to
new products and, therefore, not reflected in the activities of the FDA (Gelijns et al., 2004).

19. In Switzerland, for example, tests for infectious diseases such as hepatitis C were recently granted
a five-year approval. During this time, Swiss regulators will seek additional data to resolve key
uncertainties. Statistical standards have been agreed and will provide information to the
regulators and also provide important R&D information to manufacturers of the tests.

20. The Euroscan network is comprised of twelve members, primarily technology assessment agencies,
in ten countries, including two outside of Europe (Canada and Israel). It aims to establish a network
to evaluate and exchange information on new and changing technologies, develop the sources of
information used to identify new and emerging technologies, develop applied methods for early
assessment, and disseminate information on early identification and assessment activities.

TOWARDS HIGH-PERFORMING HEALTH SYSTEMS - ISBN 92-64-01555-8 — © OECD 2004 67



ISBN 92-64-01555-8
Towards High-Performing Health Systems
© OECD 2004

Chapter 3

Satisfied patients and consumers:
the quest for greater responsiveness
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Assuring that patients are satisfied with their care and with the system in which they obtain
it is an increasingly important policy objective in OECD countries (Kalisch et al., 1998). This is
likely to reflect evidence of significant dissatisfaction with health systems and specific aspects
of the systems. For example, in the European Union, the share of persons who report they are
“very dissatisfied” with their health-care system was recently found to range between 2 and
34%, with a cross-country average of 13% (European Commission, 2001). A 2001 survey of five
countries — Australia, Canada, New Zealand, the United Kingdom, and the United States -
found that the vast majority of those surveyed agreed with the statement that “fundamental
changes” to their health system were required or the system needed to be “rebuilt
completely”(Blendon et al., 2002). In the same study, however, as in others, the findings on
satisfaction with overall health-system performance contrast with those revealing that the
majority of individuals in each country did not report problems with their own personal
experience with health care according to most measures.

Satisfaction with care and with health and long-term care systems is a function of
the experiences and perceptions of individual patients and consumers. Individual
judgements, in turn, are influenced by many of the same factors as policy makers use to
assess system performance: perceived quality of care! and quality of interaction with
health-care professionals and caregivers; extent of choice among providers, insurers, and
treatments; affordability; fair and equitable treatment; and perceived accessibility of
care, implying the timely local availability of basic services and opportunity to benefit
from the latest medical advances.

Health systems have a great frontier for improvement in meeting the expectations and
preferences of patients and consumers of health and long-term care. OECD work has identified
policies that reduce waiting times for elective surgery and that better meet the desires of long-
term care recipients, two major sources of dissatisfaction in OECD countries, and has considered
how offering choice of health coverage can result in a more responsive health system.

Policies to address excessive waiting times for elective surgery

Waiting times for elective surgery (see Box 3.1) are considered problematic where they
are associated with consumer dissatisfaction and a sense that the health-care system is not
responsive. In such cases, waiting times can be reduced through supply-side or demand-side
policies (Hurst and Siciliani, 2003). They may also be reduced by policies aimed directly at
waiting times, which can affect both demand and supply at the same time.

Supply-side policies have been used in all countries with waiting-times problems on
various occasions; these include expanding capacity by increasing the number of surgical
staff and beds in public surgical units or by contracting for additional capacity in the
private units, in line with expenditure on surgery. Doing so will raise costs pro rata to
volume. Alternatively, productivity can be increased by linking the remuneration of doctors
and hospitals with the activity performed. It may be possible to combine such policies with
only modest increases in capacity and expenditure if budgetary and fee-setting discipline
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Box 3.1. Why are there excessive waiting times for elective surgery
in some OECD countries?

In at least a dozen OECD countries,! elective surgery candidates generally wait for some
weeks or months before obtaining surgery. On the other hand, in at least eight OECD
countries,? waiting times appear to be negligible.

Compared with the group of countries with documented waiting times, those without
have higher average per capita health spending in total, in the public sector, and in the
private sector. The lowest-spending countries have the longest waiting times and the
highest-spending countries have no waiting times. However, one high-spending country
(Norway) also reports relatively long waiting times and one low-spending country has no
waiting times (Japan). Of the mid-level spending countries, four report waiting times and
three do not. Low availability of acute-care beds is significantly associated with the
presence of waiting times. Fee-for-service remuneration for specialists, as opposed to
salaried remuneration, is negatively associated with the presence of waiting times, as is
activity-based funding for hospitals.

Among the group of countries with waiting times, physician density has the most
significant negative association with waiting times. Econometric estimates suggest that a
marginal increase of 0.1 practising physicians and specialists per 1 000 population is
associated, respectively, with a marginal reduction of mean waiting times of 8.3 and 6.4 days
(at the sample mean) and a marginal reduction of median waiting times of 7.6 and 8.9 days.

1. Australia, Canada, Denmark, Finland, Ireland, Italy, Netherlands, New Zealand, Norway, Spain, Sweden and
United Kingdom.
2. Austria, Belgium, France, Germany, Japan, Luxembourg, Switzerland and the United States.

Source: Siciliani and Hurst (2003).

is maintained; in other words, if some of the productivity gains are passed on in the form
of lower prices per procedure. Productivity may also be enhanced by fostering day-surgery.

Demand-side policies, such as raising the clinical threshold for admitting patients to
waiting lists, may be warranted if publicly funded surgeries are being provided in cases
where costs exceed benefits. Such policies could increase the value of public spending on
surgery. To the extent that demand-side policies prevent inappropriate additions to waiting
lists and give patients certainty of eligibility for treatment, they can raise welfare. Yet
dissatisfaction among prospective patients may be an issue unless privately financed
surgery can be readily obtained by those individuals for who want it. Otherwise, there is a
risk of merely disguising existing demand for surgery by replacing visible waiting on the
waiting list with less visible “waiting to join the waiting list”.

Alternatively, policies may be adopted to encourage private health insurance
purchase, with the aim of diverting demand from public care to private care. However,
when there is generous coverage through publicly financed schemes — more specifically,
the offer of free or almost free elective surgery after a wait — the take-up for private health
insurance (or out-of-pocket payment for surgery) is, with some exceptions (e.g. Australia
and Ireland), modest.? This is consistent with evidence suggesting that the willingness to
pay for reductions in public queuing for elective surgery is quite low.? Perhaps in part
because of low take-up, private health insurance has not significantly reduced waiting
times in OECD countries where these are considered a problem, although it has helped to
finance increases in service capacity and supply in Australia.
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Policies aimed directly at waiting times include imposing maximum waiting time
targets (as has been done in Denmark, Italy, the Netherlands, Norway, Spain, Sweden and
the United Kingdom) and providing financial incentives to surgeons or hospitals for
reducing waiting times (as has been done in Spain). Maximum waiting time targets have
been used successfully to eliminate very long waiting in England but appear to have had no
effect on the average waiting time of all those treated. Moreover, accelerating the
treatment of patients waiting longest clashes with clinical prioritisation, as those waiting
longest are not necessarily those whose condition is the most severe.

Despite a number of successful initiatives to reduce waiting times, solving this
problem is not simple. A common experience in addressing waiting times is to take
measures aimed at increasing activity, only to find that after a brief period, demand has
increased and waiting times have reverted to levels similar to those before the introduction
of the measures. For example, during the 1990s, England succeeded only in stabilising the
average waiting time of those admitted for 11 major elective procedures, despite a 64% rise
in rates of such procedures over the course of the decade. In England as elsewhere, demand
for surgery has been rising rapidly because of technological change. Moreover, demand
responds positively to reductions in waiting times, as it would to reductions in price.

Long-term care that better meets the preferences and expectations of patients
and caregivers

Long-term care has long been a source of dissatisfaction for both patients and
caregivers. The past decade has seen much activity designed to improve the
responsiveness of long-term care systems across the OECD.

Improving the institutional care experience

Assisted living facilities are a model of care provision which is increasingly used by
relatively wealthy older persons to build a bridge between living independently at one’s
own home and living in a residential or long-term care facility. There are, however,
important differences across countries in the degree of public financing available for
receiving care services in such a setting as well as in government involvement to overview
quality of services delivered. Considerable private saving or insurance coverage is often
required to make this care choice financially feasible for the individual.

The so-called “group-living” initiative for dementia patients is an example of ways in
which the long-term care market has evolved to reflect preferences of patients and their
families (Moise et al., 2004). Across the OECD, nursing homes are increasingly setting aside
units focused exclusively on care for dementia patients. The idea is to allow staff to better
handle difficult behavioural problems, thus achieving better care for dementia patients
without compromising care of other residents. Group-living exists in significant numbers
in OECD countries such as France, Japan, Spain, Sweden, and the United States and is
becoming increasingly popular. However, as is the case with so many organisational
innovations in health care, evidence on the relative benefits and costs of group-living is
lacking (Doody et al., 2001).
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Greater control by individual consumers over long-term care spending

A number of countries have reformed their policies to allow more consumer choice.
Two approaches that have been adopted are:

® Personal budgets and consumer-directed employment of care assistants
(e.g. Netherlands, Norway, some US states; direct payments are being expanded in the
United Kingdom).

e Payment to the person needing care to spend as they wish to achieve sufficient care
(e.g. Austria, France, Germany).

As rated by the older person needing care and their main care-giver, the experience
with these initiatives has been positive, reflecting increased flexibility and control over
services received, and reduced feelings of dependency (Lundsgaard, 2004).

Unless limited by a cap on budget or benefits, consumer-directed spending policies are
likely to be more expensive than traditional approaches for covering services. While
experience suggests that consumer-directed spending will not necessarily be a low-cost
option, there are also grounds for suggesting it does not necessarily have to be more costly.
Most people, given the choice, will choose to remain in their own home to receive care. A
number of studies have shown that there are many disabled older people, particularly
those who have support from an informal caregiver, for whom the home-based option can
be less expensive than entry to an institution.* Additionally, in Germany, where
since 1996 disabled older people have been given a choice of receiving either a package of
services or a (less costly) care allowance, two-thirds of beneficiaries have opted for the
lower-cost care allowance to spend as they wish. Independence has a value to older people
that can outweigh the offer of more expensive forms of care.

Health insurance options can increase the responsiveness of health systems

One of the main policy goals in many of the OECD health systems that have a role for
private health insurance is increased consumer satisfaction and increased responsiveness
of health systems to consumer preferences. By offering an array of differentiated products,
private health insurance markets can increase consumers’ choice of benefits and financial
protection schemes - especially when choice is accompanied by accessible and usable
information to compare options. Those who choose to purchase private health insurance
often have a greater array of providers, treatments, or options in terms of timeliness of care
from which to choose. In addition, and perhaps more importantly, health systems as a
whole may become more responsive to consumer preferences to the extent that persons
are able to select and to change their health coverage and providers.

The availability of private health insurance enhances consumer choice in many of the
countries where it serves as optional duplicate coverage for patients eligible for publicly
financed care. In Australia, for example, patients who have private insurance can use
private hospitals and choose their own doctors in both public and private hospitals. And in
Ireland, those with private insurance have access to private hospitals that are not
reimbursed under the public system. In the US Medicare program, most beneficiaries have
the option to enrol in a privately administered health insurance plan that usually offers
less choice of provider but more benefits and lower cost-sharing.®

The availability of private supplemental insurance policies enhances choice of covered
benefits, as does complementary insurance with respect to cost-sharing arrangements and
the degree of risk pooling. For example, US Medicare beneficiaries have a choice of up to
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ten different packages designed to cover patient cost-sharing and offer different benefits
not covered in the publicly financed programme.® A small market of supplemental long-
term care insurance is developing in a few OECD countries where public programmes of
coverage have expanded (e.g. France, Germany), reflecting differences in consumers’
willingness to risk the large cost-sharing requirements associated with these schemes.

The greatest scope for improved choice and responsiveness arguably occurs where
there are multiple insurers that serve as the primary source of coverage for some portions
of the population. This depends greatly on the regulatory requirements established to set
ground rules, however. For example, in many markets in the United States, there is
significant variation across private insurance products in size and inclusiveness of
provider network, benefits covered, cost-sharing arrangements, the financial incentives
under which providers operate, and demand management rules. Limited regulatory
constraints on insurance arrangements, combined with a relatively high level of choice,”
can encourage innovation in approaches to health-care financing and delivery. Reflecting
these factors, US markets are quick to respond to purchaser (individual and employer)
preferences (Docteur et al., 2003).8 In Switzerland, on the other hand, there is much less
variation in both mandatory health insurance and supplementary insurance products,
partly due to regulation designed to ensure equity of access and financing. Here, health
insurance products differ primarily in terms of premium cost.

Lack of accessible information limits the ability of insured persons to take meaningful
advantage of choice in private health insurance products, as it is often difficult to compare
insurer offerings by price and benefits. This is one plausible explanation for limited
consumer switching of insurers for basic, compulsory social insurance coverage in
Switzerland (Colombo, 2001). Information deficiencies have also been found to be an issue
in social health insurance systems that have attempted to introduce competition across
social insurers, as in the Netherlands and Germany (Gress et al., 2002). Australia and some
US states® have developed comparative information for consumers to use in making
choices and have provided guidelines for industry-produced information.

Permitting insurers to differentiate their products through benefits and provider
differences is necessary to reveal consumer preferences. However, extensive product
differentiation carries risk of increasing consumer confusion and undermining risk pooling
in insurance markets. Disclosure requirements can be used to promote consumers’
understanding of their complex product options and help promote meaningful choice
within the private health insurance market. Steps to promote availability and affordability
of insurance for high-risk persons (such as those described in Box 2.2) may be needed if
policy makers are concerned about differences in equity that can arise.

Approaches for increasing system responsiveness: summary of findings

Moderate waiting times do not appear to have negative effects on health outcomes,
but they do affect quality of life and are likely to entail some costs borne outside the health
system, such as in terms of worker productivity. Countries will weight these costs
differently when deciding whether or what action to redress waiting times problems is
appropriate. Countries’ decisions may vary also, depending on how they view equity
considerations with respect to elective care, and whether they believe that it is appropriate
to ration certain services according to willingness to pay. Those countries that wish to
reduce waiting times judged to be excessive will need to either increase surgical capacity
or increase productivity, recognising that the former will result in cost increases, as may
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the latter. However, if the supply of surgery is judged to be adequate, waiting times can be
reduced by changing the propensity to generate waiting through, for example,
management of demand or provision of financial incentives for doctors to reduce lists.

The question of how private health insurance can be employed so as to increase
health-system responsiveness is a difficult one.'? The availability of coverage options in
and of itself creates more consumer choice, although the extent to which that choice is
meaningful depends largely on the extent of variation across products. It is clear that a
system of multiple private or social insurers that are free to innovate is likely to evolve in
line with consumer preferences in a way that is difficult for single-payer systems to do. But
the financial cost (assessed later in this report) and cost to equity can be considerable, and
difficult to overcome.

Notes

1. Because most patients lack the information needed to evaluate the quality of care furnished on the
basis of their experiences, patient satisfaction may be more highly influenced by other factors.
Efforts by policy makers and other stakeholders to increase the availability and usability of
information on technical quality of care and other aspects of performance that benefit from more
informed or systematic assessment may change matters in the future.

2. For example, take-up of duplicate private health insurance is less than 15% in Portugal, Spain, and
the United Kingdom, even though speedier access to care is a main motivation for private
insurance purchase in these countries.

3. For example, Propper (1990 and 1995) found that respondents in England were willing to pay only
around USD 100 in 2001 prices to reduce waiting for surgery for stable elective conditions by one
month. Bishai and Lang (2000) came up with a range of estimates of willingness to pay for
reducing waiting for cataract surgery of between USD 30 and USD 130 per month in Canada,
Denmark and Spain.

4. See, for example, for the United Kingdom, Tinker et al. (1999).

5. Because such insurance is paid mostly through public financing (Medicare beneficiaries generally
pay only a small premium), this coverage is technically not considered private health insurance by
the OECD’s definition.

6. Not all packages are available for sale in all markets, partly reflecting premium escalation caused
by adverse selection against plans that offer the most comprehensive benefits.

7. The extent of choice varies. Many employers offer more than one insurance plan from which
employees can choose, although some offer only one or none. Those purchasing products on the
individual market may have less choice or even no access to coverage, particularly if they fall into
higher-risk groups.

8. This is evidenced, for example, by the quick changes in coverage arrangements following the so-
called backlash against managed care, which resulted in a proliferation of more loosely managed
insurance products.

9. The federal government and the states also jointly prepare and distribute comparative coverage
information on Medicare supplemental insurance policies.

10. In making policy decisions as to the appropriate role of private health insurance in a health
system, it is important to recognise that many, if not most of the policy-relevant characteristics are
design characteristics, rather than intrinsic ones. Whether such coverage is voluntary or
mandatory; whether coverage substitutes for, duplicates, supplements or complements public
coverage; whether insurers compete and on what grounds; and what government interventions
(e.g. market regulations, subsidies) are employed are all critical factors in determining the impact
of private health insurance on a health system.
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Rising costs and their impact

Rising health costs

4. HEALTH-CARE SPENDING: THE QUEST FOR AFFORDABLE COSTS AND SUSTAINABLE FINANCING

Rising health costs continue to be a pressing policy issue in most OECD countries, although the

nature of the concerns has changed somewhat over time. Most OECD countries have employed,

with some success, tools to contain the rate of increase in spending. However, these initiatives
invariably failed to address the root causes of spending growth and, in some cases, had
unwanted side-effects, such as creation or exacerbation of waiting times for certain services.
Furthermore, some countries have found their cost-containment efforts to be too successful and
are now considering whether systems are funded adequately to meet performance objectives.

Health represents an important share of OECD member country economies, constituting
more than 8% of GDP, on average, and more than 10% of the economy in three OECD countries

in 2001 (Figure 4.1). Health-care costs have risen steadily over the past decade in all
Figure 4.1. Health expenditure
as a percentage of GDP, 2001
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Figure 4.2. Change in total health

expenditure as a percentage of GDP,

1990-2001

Note: The average change in total health expenditure excludes the Slovak Republic and Turkey. It includes 2000 data,
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Figure 4.3. Share of the population aged 80 and over, 2000
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OECD countries and, in most countries, health expenditure increased at a faster rate than their
economies as a whole (Figure 4.2).

Advances in the capability of medicine to treat and prevent health conditions are widely
agreed to be a major factor driving health cost growth, responsible for as much as half of total
increases in costs over the past half-century (Newhouse, 1992). New technologies — the conquest
of infectious diseases by new vaccines, the development of therapies for many previously
untreatable conditions such as AIDS, and now the emergence of genome-based approaches —
transformed the practice of medicine during this period. Recent developments in imaging,
biotechnology, and pharmacology suggest that this trend is likely to continue (Aaron, 2003).

The implications of population ageing for health-care costs are an important consideration.
OECD populations are ageing rapidly. Across OECD countries, life expectancy has grown over the
past four decades at an average rate of 2.3 months each year, and a low birth rate means that
younger cohorts are falling in size. These two tendencies mean that, in particular, the share of
the population aged 80 and over now exceeds 3% and is growing in most OECD countries
(Figure 4.3).

It is not clear whether population ageing itself will place greater strains on the acute-care
system. There is evidence that care costs for any individual are concentrated in the last two years
of life, and that the total cost of care for the elderly is the same for different life expectancies. If
this continues to be the case as populations age, care costs also will be deferred. On the other
hand, the number of older people in the population is certain to increase rapidly and, as these
people have a higher mortality rate, the share of individuals in their last years of life will increase.
OECD projections based on average public spending by age group® suggest that health costs will
increase by approximately 2 percentage points of GDP over the period 2000-2050 (Bains and
Oxley, 2004). As this does not take into account the effects of delayed mortality, it probably
represents an upward bound of the impact of ageing.

Rising long-term care costs

Public and private expenditures on long-term care services for older persons are rising in
OECD countries. There has been strong growth in the number of very elderly people, the age group
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Figure 4.4. Public expenditure on long-term care as a share of GDP
in selected OECD countries, 2000
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in which need for long-term care is most pronounced. In many countries (e.g. Australia, Germany,
Japan and Luxembourg), recent public expenditure growth has been driven by expansions of
public programmes to assist dependent persons in need of care. More generally, expenditures on
long-term care are rising in many countries in response to growing expectations of an ageing
population, changes in family structure and living conditions of older persons (OECD, 2004b).2

Long-term care costs currently represent a relatively small proportion of GDP, by
comparison with health,? in part reflecting the prevalence of unpaid caregiving at home
(Figure 4.4). However, the high projected growth rate of older age groups means that public
spending on long-term care services is likely to at least double, on average, as a share of GDP
by 2050, according to OECD projections (Bains and Oxley, 2004). This increase could be higher
if other factors, such as higher unit-cost increases or reduced family care, create higher
demand than currently from these age groups. This projected increase could also be lower if
very elderly people in the future enjoy better health and lower levels of disability. Given the
uncertainty about trends in these factors, it is important for policies to be sufficiently flexible
to adapt to future circumstances.

Costs put pressure on public budgets

In most OECD countries, concern about continued growth in health costs reflects the
pressure such growth places on public budgets. Given the predominance of publicly financed
coverage or direct public financing of care in most OECD countries, the public sector accounts for
the greatest part of health spending (72% on average) in all countries except Korea, Mexico, and
the United States (Figure 4.5). And even in the United States, where the private sector plays an
unusually large role in financing, public expenditure on health represents 6% of GDP, comparable
to the OECD average percentage represented by public spending (OECD, 2003d).

There are wide differences across countries in the share of long-term care spending borne
publicly (e.g. about 60% in the United States, more than 90% in the Netherlands) (Figure 4.6).
Several countries have increased spending on home care services, but not all of these countries
are similarly increasing the resources spent on care provided in institutions. Where new public
programs have eased access to both home care and institutional care, both components may in
fact be on therise, as, for example, has occurred in Germany over the past ten years (OECD, 2004b).
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Figure 4.5. Per capita expenditure on health, 2001
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Figure 4.6. Long-term care expenditure by source of financing
in selected OECD countries, 2000
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The experience with health-care cost containment

Although countries have had some short-term success in containing costs, coping
with cost pressure continues to be a pressing problem in many OECD countries.

Approaches used in cost-containment efforts

Faced with a rising trend in health spending, most OECD countries have sought to rein
in this growth over the past two decades. Typically, the approaches used to slow the growth
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in spending have relied on cost-containment policies, such as i) regulation of prices, input
resources and (to a lesser extent) health-care service volumes; ii) caps on health spending,
either overall or by sector; and iii) shifts of costs onto private sources of financing
(individual patients or private health insurance).

Regulation of prices and supply

Most countries regulate health-sector prices and/or service volumes in some fashion,
often in ways intended to influence both public and private spending levels. Wage controls
are prevalent in systems where most of the health-care workers are public-sector
employees, as they are in the Nordic countries, Greece, Italy, and Portugal. In other
systems, payments for medical services, supplies, and institutional care are usually set
administratively, or governments provide oversight on prices agreed between health-care
purchasers and providers. In the United Kingdom, the government regulates the domestic
profits of pharmaceutical companies. Most countries take steps to influence service
volumes, ranging from controls over medical school admissions and other workforce
policies to more direct efforts to control hospital sector capacity.

The impact of price controls on health expenditure can be limited by provider
responses in some cases, as experience has shown that health-care providers respond to
the economic incentives established in payment systems. For example, to compensate for
price limits, practitioners may increase the volume of services provided or change the mix
of services to include more of those paid at a higher rate,* as occurred in Korea until fees
were increased in the mid-1990s (OECD, 2003e). Sometimes services are shifted into sectors
or systems where there are no price controls, something that has occurred in some
countries where public and private programs operate side-by-side, as in Greece and
Ireland.”> And patients may be up-coded to higher level payment classifications, where
such differentiation is built into payment systems.

Other factors influencing the success of price controls as a cost-containment tool
include the administrative costs associated with their use and whether prices are set at
levels that correspond to the costs of health-care delivery by an efficient provider. A more
important limitation over the longer term is that long periods of wage or price restraint can
seriously limit the ability of the health-care sector to attract qualified personnel and
maintain health-care capacity. Nevertheless, sophisticated payment systems have been
used successfully, where they are accompanied by careful monitoring of impact. Notably,
the US Medicare programme has implemented complex prospective payment systems for
most types of health-care services that are credited with slowing the rate of cost growth as
well as improving the cost-effectiveness of health-care delivery. These systems have been
adopted for use by private payers.

Caps on health spending

Budgetary caps or controls have been widely used as an instrument for containing
expenditure. Initially, these were directed at the hospital sector, the most costly element of
the system. They were subsequently extended to other providers and suppliers so as to
improve ability to control overall expenditure, particularly given the potential for
substitution across sectors. Spending controls now often include global budgets spanning
all components of public spending on health and supplementary spending caps on
ambulatory care and pharmaceuticals.
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In general, use of budgetary caps to control spending appears to have been most
successful in countries where health-care delivery is a public-sector responsibility — as in
Denmark, Ireland, and New Zealand - and in single-payer countries, like Canada. Where
budget limits are firm and enforceable, they can serve as a powerful tool to limit spending.
However, top-down spending constraints in the form of budget caps can also have
undesirable incentive effects in that they can provide little incentive for providers to make
efficiency gains or increase productivity. For example, fixed budget ceilings encourage
providers and suppliers to spend up to the ceiling. Setting budgets based on historical costs
may favour inefficient providers and penalize efficient ones. As a consequence, OECD
countries have been moving increasingly to combine budget caps with measures that take
account of levels of output and relative efficiency across hospitals.

Shifting spending to the private sector

Some OECD countries have taken steps to reduce the burden of health costs on public
financing systems. Patterns are different across the OECD. In some countries, patient cost
sharing has increased as a result of policy changes. And in some of these countries, this
has been accompanied by growth in private health insurance. Although in some cases
these efforts have succeeded in reducing the public finance burden, the impact of such
initiatives on total spending has been minimal.

Impact of cost-sharing increases on public and total spending. Cost-sharing measures
appear to have had an impact on the share of public spending in total spending. Following
large increases relating to the expansion of publicly financed coverage schemes for health-
care services in the 1970s, the increase in the public share of total health spending slowed
markedly in the 1980s. Between 1990 and 2000, the average share of total health spending
represented by the public sector was stable at about 72%.°

The impact of cost-shifting policies on overall household demand and consumption of
health-care has been limited, however, given that cost-sharing requirements remain
minimal in most OECD countries and where they are larger, protections for high-cost users
and low-income persons are generally used. Available empirical evidence suggests that the
elasticity of demand for health care is generally small, with the weakest response at the
level of hospital care.” Nevertheless, large co-payments can have a real impact on demand
for services (see Box 4.1).

Role of private health insurance in public and total cost containment. Some countries
have promoted the development of private health insurance markets as a means to reduce
demand and cost pressures on public health systems. They have done so by allowing
private insurance to duplicate the coverage provided in the public programme
(e.g. Australia, Ireland, United Kingdom), by having entire groups within the population rely
on private, rather than public coverage (e.g. Germany, Netherlands, United States), or by
excluding services from public coverage (e.g. dental care in the Netherlands).

While private health insurance accounts for an average of only 6.4% of total health
expenditure in OECD countries and only 23% of all private health expenditure, there is
great heterogeneity across countries.® Few countries have seen notable changes in the
share of total health expenditure covered by private health insurance over the past
decade,’ although some countries have seen expansions in the share of population covered
(OECD, 2004c).
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Box 4.1. Effect of cost-sharing on health cost containment in Korea

In Korea, out-of-pocket payments represent 41% of total health expenditure, the second-
highest share in OECD countries (OECD, 2003c). This is due to large co-payments and
exclusion of certain types of services from coverage by the National Health Insurance (NHI)
system. Coverage exclusions and high out-of-pocket costs are among the likely factors
explaining why Korea’s per capita health expenditure lies below what could be expected
for a country with its standard of living.

Large co-payments have not been sufficient to contain growth in health spending nor to
maintain fiscal balance within the NHI system, however. In fact, the annual rate of growth in
real per capita health expenditure has since 1985 remained well above the annual growth of
real GDP per capita, with the exception of a few years. The trend for public spending alone
has been similar. The financial position of the NHI has been deteriorating since the
beginning of the 1990s, mainly led by growth in volumes of health services. Structural
factors, such as population ageing and rising expectations by the population for more and
better care, as well as the incentives created by fee-for-service reimbursement within a
profit-oriented environment, are behind such growth. The NHI system started to operate in
deficit since 1995. After the introduction of two major reforms in 2000, expenditure in the
NHI system skyrocketed, turning pre-existing deficits into a dramatic financial crisis.

Source: OECD (2003e).

Private insurance that duplicates public coverage has taken on some costs that
would otherwise have been borne publicly. For example, private health insurance has
helped to finance increases in private hospital capacity in Australia and may have helped
to relieve financial pressures on public hospitals that also treat privately insured
patients, as in Australia and Ireland. However, the extent to which health costs have been
shifted to private insurance has been limited. Often, private health insurers concentrate
on treating minor risks, while the cost of more costly cases and services rest with the
public system, as in the United Kingdom and Ireland.'® In Australia, many privately
insured patients continue to use publicly financed health-care services. In the United
States, Medicare beneficiaries who have chosen to enrol in privately administered
insurance plans can disenrol and return to the traditional, publicly administered
programme when they have serious illnesses so as to increase their choice of providers
and treatments.!! This benefits the private insurers at the expense of public financing.

Although public spending may be lower than it would otherwise be in countries that
restrict access to public coverage for certain population groups, it is notable that public
spending represents a relatively high share of GDP in those countries. This may be largely
explained by the fact that private markets tend to cover relatively healthier and lower-
risk persons, while higher risks and/or older cohorts, representing the large majority of
total health spending, are enrolled in public programmes. Similarly, excluding services
from coverage surely relieves public systems of some costs, but the type of services that
are excluded (e.g. optical and dental care) do not normally represent a significant source
of costs. The extent to which such costs are picked up by private insurers, as opposed to
out-of-pocket spending by patients, varies across countries.
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There is also the risk that private health insurance can have an increasing effect on
public expenditure. For example, private health insurance coverage of co-payments on
publicly financed health services, as in France, erodes price signals and incentives for
patients to consume care parsimoniously, tending to increase demand for services.
Coverage may be important to ensure access, however, where patient cost sharing is
relatively high, as in the US Medicare programme. Also, private health insurance may
increase burdens on the public sector if the cost of any subsidy directed to private cover
more than compensates for savings derived from cost shifting. Furthermore, particularly
where supply is tight, private insurers may bid up prices paid by public payers.

Countries that have multiple sources of primary insurance coverage (private and social)
are among the ones with the highest total health expenditure,'? suggesting that such
institutional arrangements are more costly. Cost control is more problematic to achieve in
multiple-payer systems because the purchasers have less power in bargaining with providers
over prices and quantities, unless universal reimbursement limits or cost controls are
established, as they are in Switzerland. Absent public intervention, the prices paid by private
insurers are likely to be higher than the administered prices set or negotiated by public
payers, as private insurers in most countries do not have extensive market share (although
here Ireland serves as an exception). Countries tend to apply cost-containment measures to
the public system only, although there are exceptions, as in the Netherlands. In addition,
systems based on private health insurance also tend to have higher administrative costs, as
compared with single-payer social insurance!® or public-integrated systems.* This may
reflect higher costs incurred by insurers in a competitive environment.'® Dealing with
multiple insurers may also increase the administrative costs of providers.

If private health insurance is to be used to reduce the public financing burden, a
number of practices may be usefully employed (OECD, 2004c). First, in systems where
private coverage duplicates public, policies should encourage privately insured patients to
use privately financed care, recognising that private insurance premiums will rise
accordingly. Second, public financing savings arising from a transfer of health costs to
private health insurance need to be weighted against the cost of any subsidy towards
private insurance markets. Third, prohibiting private health insurance coverage of modest
co-payments may be helpful to counteract moral hazard, although some form of such
coverage may be needed to safeguard access for vulnerable populations or for others where
co-payments are large. Fourth, policy-makers should consider applying cost-containment
measures (such as administered-pricing schemes) to both public and private financing to
have the greatest impact on both public and total spending.

Success in containing the rate of health-cost growth

Cost-containment efforts such as those described above coincided with a decline in
the rate of spending growth across many OECD countries. On average, the annual growth
rate in real health expenditures during the 1980s (3.2%) and 1990s (3.0%), when many cost-
containment initiatives were undertaken, was considerably slower than it was in the 1970s
(6.0%). Despite some apparent short-run success in slowing the rate of health cost
increases, however, cost-containment measures have generally not addressed the
underlying source of cost growth pressures, and health cost increases (total and public, in
most cases) still exceeded average economic growth in most OECD countries during
the 1990s. Spending has picked up again in the early part of this decade.
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Judging the appropriateness of health spending levels

A rising health spending to GDP ratio is not necessarily problematic from a policy
perspective. Indeed, social welfare may well be improved by increased spending,
particularly if demand for health-care services tends to rise more rapidly than income and
if the cost of technological change is more than compensated by improvements in the
quality of care and resulting health outcomes.

Adding to this is the fact that the trade-offs and consequences (intended and
unintended) of cost-containment initiatives are well-recognized. For example, capped
budgets create incentives to adopt cost-saving technologies, but create disincentives to
take up technologies that may be cost-effective but cost-increasing, or that may reduce
costs on a per-unit base but drive up overall costs because of resulting growth in volume.
Similarly, administered pricing systems may not result in payment levels that reflect the
value of the product and the cost of production, resulting in market distortions. For
example, Halm and Gelijns (1991) cite an example of administered prices for cochlear
implants in the US Medicare program being set at a level that covered only a fraction of the
cost of the device. This led to under-diffusion and had a negative impact on subsequent
investment in research and development.

Nevertheless, policy makers must make decisions regarding the value of spending in
the health sector versus competing priorities for scarce resources. Indeed, an emerging
dilemma facing governments is judging the “appropriate” level of health spending.

In general, OECD countries with higher per capita GDP tend to spend more per capita
on health (Figure 4.7). The effect of income on health spending appears to reflect income’s
impact on both volume and price of services, in that both the amount of health-care
consumption and the relatively labour-intensive prices of health services tend to be greater
at higher income levels. There is significant variation across countries, however, which
may partly reflect policy decisions regarding appropriate spending levels and the perceived
value of additional spending on health relative to other goods and services. This variation,
combined with evidence that the income-spending relationship is weaker for the richest
OECD countries, further suggests that income growth need not necessarily result in
increased health spending. Rather, policy decisions and design characteristics of systems
can play a significant role in determining the extent of income-driven growth.

In considering the appropriate response to pressures for increased spending, it is worth
noting that the level of resources required to reach performance goals will vary, depending
on the level of performance sought and the inputs required for a particular set of
institutional arrangements.'® Comparative data on system characteristics, inputs, and
outputs across countries can be of significant value in making such assessments. For
example, OECD work has documented a relationship between health-spending levels and
waiting times for elective surgery (Siciliani and Hurst, 2003). An increase in public
expenditure per capita of USD 100 was associated with a reduction of 5.6 days in the mean
waiting time across countries, while an increase of USD 100 per capita in total spending was
associated with a reduction in waiting times of 6.6 days. However, decisions to increase
spending on health may not necessarily have the desired impact on performance and
countries will value potential improvements differently (see Box 4.2). In addition,
considerations of what is affordable, given financing capacity, will also vary across countries.
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Figure 4.7. Health expenditure and GDP per capita, 2001
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Box 4.2. Are waiting times indicative of shortfalls in public spending
on health care?

Numerous factors put upward pressure on the volume of elective surgery in OECD
countries. If surgery is provided free, or almost free, of charge, as it is in many OECD health
systems, the cost sensitivity of prospective patients will be low. Also, demand for elective
interventions may be “induced” by surgeons when they, or the units in which they work,
are paid on a fee-for-service or activity-related basis, respectively. Across and within
countries, surgeons disagree on the indications for much elective surgery.

However, policy makers must consider costs as well as benefits, and, ultimately, the
fiscal capacity to finance public programmes. They will generally be unwilling to allow
public services to be “demand led” either by patients or by doctors. That leads them, in
some cases, to impose budget limits and capacity constraints on surgery. It may also lead
them to avoid activity-related payment mechanisms in the interests of cost containment.
Further, it may lead them to take steps to manage demand. The (implicit) aim will be to set
surgery rates at the socially desirable level which balances marginal benefits with
marginal costs. Such “non-price” rationing may result in waiting lists. In effect, waiting
times for elective surgery take the place of prices in controlling demand.

There is room for much variation in judgements in setting budgets and capacity for
surgery. If surgeons are uncertain about indications for, and effectiveness of, elective
surgery, policy makers cannot be expected to find it easy to make judgements about
budgets and capacity. Ultimately, much will depend on the relative value assigned to
system responsiveness and timeliness of improvements in the quality of life of prospective
patients compared with the costs incurred by increasing capacity and activity, or by taking
other steps to reduce waiting. The final judgement will always rest with governments (and
their electorate) where publicly funded surgery is concerned.

TOWARDS HIGH-PERFORMING HEALTH SYSTEMS - ISBN 92-64-01555-8 — © OECD 2004 87



4. HEALTH-CARE SPENDING: THE QUEST FOR AFFORDABLE COSTS AND SUSTAINABLE FINANCING

Sustainable financing for health and long-term care

Sustainable financing is critical. Systems that rely for financing on contributions by
working people will come under more pressure as populations age and the share of the
population in the workforce drops. General taxation revenues cannot be expected to
finance expansion of health-care provision without cost to taxpayers or other publicly
financed goods and services.

A greater role for private financing in tomorrow’s health systems?

Anticipating further cost pressure on public health systems, OECD policy makers must
consider the sustainability of health-system financing. Sustainability is affected by
changes in the overall economy, demographics and working patterns. In particular, ageing
populations and a lower share of the population in the workforce will have implications for
the future level of public financing available and the most appropriate mechanisms for
financing future health spending. For instance, tax-based systems will face pressure for tax
increases as populations age and the share of the population in the workforce drops.

Changes of this type are likely to bring to the forefront questions about the
appropriate role for private financing of health systems. Increasing user fees is one
approach, although the impact of modest cost-sharing on total spending is relatively low,
particularly if exemptions and caps are used or if private health insurance covers the
user fees. Delisting services that are considered of low benefit may be worthwhile where
public coverage is generous, although the total impact on public financing may not be
great. Eligibility for publicly financed cover could be reduced, although this risks
solidarity. Policy makers may wish to employ private health insurance that duplicates
public coverage to increase total financing where public resources or supply of publicly
financed providers is judged inadequate. However, experience has shown that using
private insurance in this manner is challenging for a number of reasons. First, people
must be motivated to buy private insurance, meaning that they perceive that public
coverage fails to meet their needs. Then, they must be motivated to use privately
financed services. Some OECD countries have used subsidies and regulation so as to
obtain the desired ends, but it is not clear that these have been achieved.

Increasing the private share of health financing also raises issues as to financing
equity. Because private health insurance premiums are generally not income-based, and
often vary by age, as well as health status factors - at least to some degree, private health
insurance tends to be a more regressive source of financing than most public or social
insurance systems. It is, however, more progressive than out-of-pocket payments, in that it
provides individuals with a means of pooling health-care costs. Government efforts to
promote access to private health insurance through restrictions on risk selection or
targeted subsidies can improve the equity of private health insurance markets in terms of
financing, although this carries costs (see Box 2.2 above).

Financing long-term care services: individual or collective approaches?

Financing the care that elderly people need to remain functional has become a fraught
issue in many countries, given shifts in population composition and changes in financing
capacity. Incomes of older generations have risen compared with those at the start of their
careers (OECD, 2001). Furthermore, the ratio of working population to elderly is declining
across the OECD (Dang et al., 2001). These developments imply that financing changes that
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take into account such changes in ability to pay may be appropriate. For example, the
income of elderly people themselves may be needed to meet some of the burden, or other
means, such as the introduction of a new pillar in welfare systems, will have to be found.

Recent financing changes in a number of OECD countries have reflected these
developments. A number of countries (e.g. Germany, Japan, Luxembourg) have
implemented social insurance coverage for long-term care and a number of other countries
(e.g. France, Korea) are considering doing so (see Box 4.3). Relatively few countries — among
them Australia and the Netherlands - have for some time provided long-term care
coverage within their public systems of financing for health care. Some countries in which
long-term care services have been provided on relatively generous terms have acted to
improve future sustainability by increasing the share of the cost borne by clients who can
afford it (e.g. Australia, Sweden, some Canadian provinces).

Private long-term care insurance does not currently play a significant role in funding
long-term care services (see Box 4.4). A special type of private insurance arrangement has
been created in Germany with the introduction of social long-term care insurance, where
the additional coverage of long-term care risks for 8% of the population became mandatory
for private health insurance companies under rules of eligibility and risk-sharing that
closely resemble those of the social insurance system. Complementary long-term care
insurance on top of public coverage is a growing market in several countries, but these
contracts are typically marketed to consumers who will not become recipients in the near
future, and so do not result in much current expenditure on services (other than on
insurance administration).

It is also noteworthy that, while delivery of long-term care is frequently a regional or local
policy issue, in some countries, decisions regarding the financial terms for users also rest with
sub-national governments (e.g. Canada, Spain and Switzerland). Having different terms
applicable dependent on where one lives has led to debates about whether long-term care
should have a similar degree of national guidance as acute health care in these countries.

Equity considerations in long-term care financing

One major debate around equity in long-term care has focused on how the cost of care
can most reasonably be shared between individuals, and whatever forms of collective risk
sharing could be employed. The cost of long-term care is a significant risk that falls to
some older people and their families and not to others. While many older people may
require some help at home, the most catastrophic costs of nursing home care, or its
equivalent delivered in one’s own home, cannot be met by many older people without
draining their personal resources. In addition, insuring against these risks remains very
expensive when undertaken on an individual basis because those with greater likelihood
of need are more likely to seek insurance. If purchase of such insurance were mandatory,
premiums would benefit from the risk pooling.

For these reasons, a growing number of countries have chosen a form of collective
social insurance to help meet the most severe costs of long-term care, in the same way that
societies provide collective insurance against the risk of illness and of disability at a young
age. There are, however, differences evident in the degree to which countries aim to
achieve equity of access to long-term care independent of ability to pay. Besides social
insurance solutions, other countries have defined the public responsibility for long-term
care to be more one of a safety-net for cases where private means are inadequate.
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Box 4.3. Social long-term care insurance for ageing societies:
recent experience in Germany and Japan

Many OECD countries use mandatory social insurance to fund social programmes such
as retirement pensions, disability pensions and health care. Facing a rising demand for
long-term care in an ageing society, a number of countries have been considering this
means of covering the associated rising costs to society. Both Germany and Japan have
mandatory social insurance for other risks and have extended their range of social
insurance schemes to cover long-term care, in 1995/1996 and 2000 respectively.

In both countries rising costs of long-term care were falling on other public budgets which
were neither adequate nor designed to cover this. In Germany during the late 1980s and
early 1990s the number of elderly people receiving means-tested social assistance went up
significantly, as increasing numbers could not meet the cost of long-term care, mainly in
institutions, and had to rely on social assistance after spending down their savings. An
addition to the compulsory social insurance scheme addressed these problems for most long-
term care users and provided a boost towards home care in preference to institutional care.

In Japan, public expenditure on long-term care increased in the 1980s and 1990s,
through the increase of long-term care in tax-funded social services and the inappropriate
use of hospital care funded by health insurance. It was seen as necessary to raise a new
source of finance for long-term care and to re-draw the boundaries of the existing health
insurance to focus on acute care.

In both countries the new long-term care insurance was well received by the public,
although additional contributions were required from both working age and retired people
(age 40 and older in Japan). There were a number of similar factors contributing to success:
Both countries had a long tradition of covering major social and health risks through
mandatory social insurance, and previous experience of administering public health
insurance aided the implementation process as government could call upon a framework of
existing social protection mechanisms (health insurance bodies in Germany and
municipalities in Japan). In both countries there was a strong public concern about the need
for long-term care in old age and therefore an acceptance of the additional contributions.

Common policy challenges remain. In both countries the new schemes succeeded in
alleviating pressure on other public budgets, and in supporting the growth of new long-
term care providers, including a broader range of home care services. However, the rising
numbers of older people together with low macroeconomic performance have recently put
these systems under some strain. In Germany, the contribution rate is fixed by law at 1.7%
of pay (up to a ceiling), and the scheme has seen growing deficits in 2002 and 2003.
However, benefit rates are not index-linked and have not been increased. In Japan, three
years after introduction most municipalities had to increase insurance premiums by
around 10%. Although the Japanese government is promoting effective use of services by
adjusting the rate of remuneration, and closer inspection of expenses incurred, a further
increase in premiums appears inevitable.
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Box 4.4. Private long-term care insurance: experience and challenges

The very high cost of formal long-term care and the concentration of need for care
among the elderly suggest that long-term care services may be most appropriately
financed through a collective risk-pooling mechanism. Some have argued that public
programmes may best perform this function, and indeed, policy makers in several
countries have made this decision. However, in other cases countries have decided to place
the long-term care financing burden somewhat or primarily on private financing. The
question then arises as to whether private insurance mechanisms provide a useful way to
spread the risk of these costs across the population, and which populations (by age, risk or
income categories) can most benefit from these pooling efforts.

There is little experience with private long-term care insurance in OECD countries to
draw upon in considering these issues. Despite a growing role in a limited number of
countries (e.g. France and the United States), voluntary private long-term care insurance is
currently not a major source of financing long-term care in any OECD member country. It
plays the largest role in the United States, where private insurance represents 11% of total
spending on long-term care.

Challenges confronting private long-term care insurance markets — and possible reasons
for limited development - include low levels of purchase by non-elderly, poor consumer
retention of policies, difficulties projecting future costs and incidence, premium stability,
and the advantages and disadvantages of purchasing insurance versus self-funding at
different income levels.

Approaches for pursuing affordable costs and sustainable financing:
summary of findings

Methods and means for controlling the rate of public spending growth are now widely
available in most OECD countries, using a combination of budgetary and administrative
controls over payments, prices, and supply of services. Although sophisticated
administered-pricing systems can be technically difficult to employ, there are numerous
examples of successful systems that promote productivity without evident harm to
outcomes. Over the long term, keeping wages and prices at unrealistically low levels is
likely to have a distorting and undesirable effect on markets, so vigilance is required.

Establishing modest cost-sharing requirements may be appropriate when policy makers
wish to reduce the burden on public systems of financing. Nevertheless, policy-makers
should not expect big savings from this approach, particularly as vulnerable populations
must be exempted to avoid restrictions on access that could be costly in the long run. This
will impose administrative costs. And reduced demand for health services will not
necessarily enhance efficiency, given that consumers are equally likely to skimp on
preventive care and appropriate treatments unless given incentives to do otherwise. Also,
allowing private health insurance to cover modest cost-sharing amounts eliminates the
demand-reducing effect of cost sharing and might have cost-increasing effects, in aggregate.

In any case, advances in health care and the increased demand inherent in
increasingly wealthy and ageing populations mean that continued cost pressure is
virtually inevitable. Countries must choose the appropriate response and find health
spending levels that are suitable to needs and circumstances, given a particular set of
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institutional characteristics, performance objectives, affordability considerations, and the
sustainability of financing. The ageing of OECD populations, the higher incomes of older
persons, expectations for economic growth, and equity considerations must all be taken
into account. While richer countries tend to spend more on health, there is great variation
in spending among countries with comparable incomes, and great room for policy decision
making to impact spending levels.

There is a strong case for ensuring that people are protected against the risk of
incurring catastrophic expenses for long-term care, as is the norm in the areas of acute
health-care and disability. This can be achieved through different approaches, such as
mandatory public insurance (Luxembourg, Netherlands and Japan), a mix of public and
mandatory private insurance (Germany), tax-funded care allowances (Austria) and tax-
funded in-kind services (Sweden and Norway). Although there are challenges to be
overcome to boost participation in private long-term care insurance markets, these are
now growing in France and the United States.

Notes

1. These projections, based on data from 18 OECD countries, assume current age-related cost
patterns hold over time and that spending is unaffected by other factors.

2. Changes in social arrangements have resulted in more frail and elderly people living alone or only
with an elderly spouse. Changes in the size and employment status of the working age population
appear to have reduced the potential for family care of frail older people. An increasingly better-
informed and better-educated population expects to receive basic social protection against
catastrophic costs of intensive care needs as well as a broader range of services of better quality.

3. The boundary between health care and long-term care is difficult to draw and is drawn differently
across countries. Hence, it is difficult to disentangle the two in expenditure data.

4. To offset the incentive under open-ended fee-for-service reimbursement for individual physicians
to increase volume, some countries have experimented with regulated fee schedules where
physicians are reimbursed on the basis of points per service and the value of a point is determined
according to the volume of services delivered by physicians during the reference period to keep
total expenditures within a global budget.

5. In Eastern Europe, prices and wages in the health sector remain low and under-the-table gratuity
payments to providers are common.

6. Over the past three decades, there has been a general convergence across the OECD in the share of
spending represented by the public sector, in that it tended to decline in many countries with the
highest share of spending (e.g. Czech Republic, Norway, United Kingdom) and increase in countries
with the lowest share (e.g. Greece, Turkey, United States) (OECD, 2003c).

7. For a review of the evidence, see Docteur and Oxley (2003).

8. This is an unweighted average for the 23 OECD countries for which data or estimates are available
(see Table 2.1). The average excludes Belgium, Greece, Poland, Portugal, Sweden, Turkey, and the
United Kingdom. If the United States, in which private health insurance constitutes 35% of health
spending, is excluded, the average drops to 5.9%.

9. Between 1990 and 2000, private health insurance financing grew as a share of total health
expenditure in certain OECD countries (e.g. Canada, Germany and New Zealand). In other
countries, however, the importance of private health insurance in funding total and private health
expenditures has decreased (e.g. Austria, Ireland and Australia).

10. The Netherlands plans to move to a system of mandatory private health insurance for the entire
population with public guarantees to offset possible negative effects. These include an obligation
for insurers to accept all applicants; a prohibition on differentiating premiums according to age or
health status; a governmentally defined basic insurance package; income-related tax refunds to
increase equity of financing; and redistribution of premiums according to the level of risk borne by
each insurer.
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11. Under Medicare+ Choice, beneficiaries of the public Medicare programme can enrol in a managed-
care plan or other privately administered health insurance plan. These plans are paid a set fee per
beneficiary per month. Because financing is predominantly public, the model cannot be termed
private health insurance according to the definition used by the OECD.

12. Health represents the largest share of GDP in the United States, Switzerland and Germany, and these
countries are also among the top five countries in terms of per-capita spending levels (OECD, 2003d).

13. In the United States, administrative costs account for 31% of spending on health care, as compared
to 16.7% in Canada (Woolhandler et al., 2003). Overhead costs for US health insurance companies
were 11.7% of health care spending, compared with 1.3% in Canada’s public-contract system and
3.6% in the US Medicare programme.

14. Public integrated models spend little on transaction costs and may well have overhead costs below
those in Canada (Himmelstein and Woolhandler, 1986).

15. The limited available evidence is reviewed in OECD (2004c).

16. For instance, as discussed earlier, systems with multiple payers may require additional resources
to cover administrative costs, as compared with single-payer systems.
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Over the long term, improvements in efficiency may be the only way - certainly the most
appealing way - of reconciling rising demands for health care with public financing
constraints. A primary current focus of OECD countries, therefore, is on achieving greater
value for money from their health-care systems. Cross-country data suggest that there are
inefficiencies in health systems that provide scope for improvements in the cost-
effectiveness of health-care delivery and increased productivity. In addition, the
economics of the health sector, typically characterised by market failures and heavy public
intervention, suggest a high risk of excess or misallocated spending that results in waste.
Many of the initiatives recently undertaken as part of efforts to improve health or the
quality of health care may prove to be cost-effective ones over the longer term or even in
the short run. In addition, a number of other approaches geared at reducing waste
(administrative or other) or improving productivity are also possible.

Evidence of inefficiency in health systems

The significant differences seen across countries in the capacity of health systems, the
resources expended, the volumes and types of services furnished and the health outcomes
attained, suggests that there is variation across systems in efficiency. Various characteristics
and complexities of health systems that cause them to function in ways not likely to lead to
optimal outcomes suggest that the scope for efficiency improvements may be quite significant.
Among the most important such characteristics are information asymmetries, uncertainty as
to needs and appropriateness in health care, and poorly aligned economic incentives.

For example, many studies have documented widespread variation in the use of
technologies and treatments both across and within OECD countries. This variation, which
may be due to different economic incentives, technology adoption or diffusion policies, or
other factors, suggests that there is also variation in the cost-effectiveness of use. An
illustration of the differences in the use made of particular treatments can be seen in the
great discrepancy between the incidence of heart disease, as measured through cause-of-
death data, and rates in use of surgical interventions (Figures 5.1 and 5.2). Cross-country
research has found that the relationship between heart disease incidence and use of
revascularisation procedures is a weak one (Moise, 2003).

Such variation probably indicates under-performance of some health-care systems.
Health systems in some countries may be missing chances to provide treatments that would
benefit patients. Others could be using more treatments than are optimal, if some of the
treatments performed are not clinically indicated. Higher than optimal treatment rates may
also occur, even if all of the treatments provide some clinical benefit, if countries are
investing at points beyond which they attain diminishing marginal returns to investment.
Ensuring that systems deliver evidence-based medicine will, therefore, not only result in
better care, but it may very well result in less costly care.

Further study is required to better understand the implications of various levels of
resource use and treatment rates on health outcomes. Nevertheless, evidence from an
international study of heart-attack care suggests that differences across countries in rate
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of outcome improvements are much more modest than the differences in treatment
trends, suggesting scope for improving cost-effectiveness of care (McClellan and Kessler,
2003). Evidence from that study suggested declining marginal benefit from intensive use of
technology for heart-attack care. While the question of whether additional investment that
results in marginal improvement is “worth the cost” is a matter of judgement, such cross-
country studies can be useful in shedding light on the implications of various choices.

Cost-effectiveness of investment in disease prevention and health promotion

Governments looking for ways to increase the value for money from expenditure on
health may review the overall balance between public spending on health promotion (or
disease prevention) and spending on health care. In most OECD countries, spending on
health care accounts for more than 90% of total health spending, while spending on health
promotion activities represents less than 5% of the total (OECD, 2003d). Therefore, a
superficially persuasive idea is that governments are spending too much on curative
medicine and could greatly enhance the efficiency of their health systems and save public
resources if they put more emphasis on prevention and early detection.

There is strong evidence as to the cost-effectiveness of interventions to tackle
communicable diseases, such as vaccination and immunisation and, by-and-large, this
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evidence is acted upon in OECD countries. However, there is often a lack of evidence on the
cost-effectiveness of measures to prevent non-communicable diseases, partly because the
time lags between interventions and results can be very protracted, which makes it
difficult to establish cause and effect. Where there is cost-effectiveness evidence, this will
be affected by the fact that costs are accrued at present while benefits accrue much later
and are discounted accordingly. Given the lags involved and the need to address large
population groups, there is no assurance that the cost-effectiveness of investments in
prevention will be greater than the cost-effectiveness of subsequent cure. More work is
needed to guide appropriate policy intervention in this area.

Demand-side initiatives to increase efficiency

Some policy makers hope that because patient cost-sharing makes patients more
sensitive to price, increasing cost-sharing requirements will encourage patients to minimize
unnecessary care. However, the limited evidence available suggests that reductions in
demand apply not only to health services of limited or marginal value, but also to necessary
services relating to prevention and treatment (Siu et al., 1986; Manning et al., 1987), reducing
early diagnoses and risking poorer future health outcomes and higher care costs. Some of
this may be effectively combated by eliminating cost sharing for preventive care, prenatal
services, or other care for which demand reductions are considered undesirable. At the same
time, cost-sharing might be increased for services considered of limited value.

In a few countries, there is interest in the potential to take the approach of increasing
price-sensitivity further, essentially replacing first-dollar insurance coverage with a policy
covering catastrophic needs combined with a personal savings account to cover spending
on health services. Experimentation with such approaches is under way in the United
States. The approach faces an array of challenges, ranging from the potential risk-
segmentation problem (which undermines the pooling effect of insurance) inherent in a
choice-based system to limited consumer demand due to risk aversion.

However, it also appears there is scope for better communication of evidence on best
practices to patients, taking advantage of trends toward more active consumerism in health
care. Some initiatives in this direction are evident. For example, in the United States,
interactive computer software has been developed that allows patients to better understand
optional treatments for conditions such as benign prostatic hyperplasia and breast cancer,
and to furnish customized information on the likelihood of various outcomes. Patients, as
compared with their physicians, may be more inclined to choose less invasive and intensive
forms of treatment when fully informed as to risks and likely outcomes.

Some health systems employ mechanisms geared towards steering or influencing
patient demand for health services. For example, several countries make use of so-called
gatekeeper physicians, general practitioners who regulate access to specialist care, who
may also face financial incentives to influence how care is directed. Also used are
requirements to obtain second opinions or pre-authorisation before using certain services
(surgery, specialist care, emergency-room care), or even counselling services, such as nurse
practitioners who staff telephone inquiry lines. All of these approaches offer potential to
improve the cost-effectiveness of care, although depending on how they are employed,
they may conflict with responsiveness goals and may add to administrative cost.
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Supply-side initiatives to increase efficiency

Given the extent to which health-care purchasers and suppliers act as decision-
making agents for individual consumers and patients, supply-side initiatives probably hold
the greatest promise for efficiency improvements. A wide range of changes have been
made to the way in which health services are organised, financed, and delivered with the
aim of making systems more efficient.? Notably, in many OECD countries in which both
financing and delivery of health care are a public responsibility, there has been effort to
create more distinction between the purchasing and providing functions, so as to better
replicate the conditions under which normal economic transactions occur. Such changes,
where they have been made, have generally, though not always, been viewed as successful.
Less clear is the experience with decentralisation of public health-care decision-making
and administration. Here, many countries (e.g. Spain) have taken steps towards
decentralisation. Some have been viewed as successful, but not all have retained these
changes. Finding the right balance in terms of central and decentralised decision-making
has proved challenging and what is appropriate is likely to vary across countries. Among
other important reforms are efforts to uncover fraud and abuse in health systems and efforts
to integrate health-care delivery on a horizontal or vertical basis so as to benefit from
economies of scale or opportunities for reducing redundancy and waste. Of particular
promise are efforts to integrate health and long-term care services, and efforts to improve
continuity of care across the full episode of treatment, which may involve multiple service
providers. Because such reforms tend to be context-specific, it is difficult to generalise about
their effects, but it is clear that there are good success stories worthy of study (see Box 5.1).

Efficient deployment of human resources for health care

To deploy the health workforce efficiently, policy makers must take into account critical
factors influencing efficiency, including the implications of various methods of payment and
mixes of skill levels. Whether efficiency has improved in the ambulatory care sector over

Box 5.1. Recent efficiency improvements by the US Veterans Health
Administration

The reform of the US Veterans Health Administration (VHA) serves as an example of a
successful re-engineering of a government-owned and operated health-care system (Kizer,
2000). The VHA, created to finance and provide medical and rehabilitation care to disabled
and indigent military veterans, saw itself confronted with numerous reports on operational
and managerial failures and deteriorating public image in the early 1990s and competition
from the private sector. This crisis lead to a major restructuring effort with the
implementation of universal primary care and the creation of integrated service networks,
which aggregated all VHA providers in a given area into one unit, starting in the mid-1990s.
Combined with a measurement-based performance management program, investment in
information technology and use of clinical guidelines, those innovations led to substantial
improvements in quality of care. Within four years, surgical mortality fell by 9% and
compliance with accepted preventive care standards rose from 34% to 81% (Khuri et al., 1998;
Kizer, 2000). At the same time, estimated per patient costs fell by 25% in a five-year period,
showing that cost reduction and quality improvement can occur together (Kizer, 2000).

1. One hospital in the Department of Veterans Affairs uses hand-held, wireless computer technology and bar-
coding, which has cut overall hospital medication error rates by 70% (Agency for Healthcare Research and
Quality, 2000).
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Figure 5.3. Doctor consultations Figure 5.4. Change in number of doctor
per capita, 2000 consultations per capita, 1990 to 2000
1441 Japan 4
1261 Czech Republic 7
12.21 Hungary na.
8.9 United States na.
8.8 Korea? n.a.
8.7 Spain? na.
7.9 I Belgium m3
6.9 France I 17
6.7 Austria = 14
6.5 s 0ECD average 9
6.4 Australia =5
6.3 Canada -6 ==
6.1 Denmark 7
6.1 Italy -10 ===
6.1 Luxembourg na.
5.9 Netherlands =7
5.5 Iceland = 8
5.4 Poland -7
4.9 = United Kingdom -13
44 | New Zealand! na.
4.3 Finland =10
3.4 Portugald [ 13
2.8 Sweden 0
2.5 Greece3 0
2.5 Mexico 1 47
| | | 2.5 = Turkey : : 167
20 15 10 5 0 -25 0 25 50 75
Per capita % change

Note: The OECD average change excludes Germany, Hungary, Ireland, Korea, Luxembourg, New Zealand, Norway, the
Slovak Republic, Spain, Switzerland and the United States. Data for Denmark include consultations by telephone, but
exclude consultations with specialists. The Netherlands do not include contacts for maternal and childcare, nor
discharge planning visits in hospitals and nursing homes. Portugal and Turkey exclude visits to private practitioners.
The UK does not include consultations with specialists in the independent sector or consultations with specialists
outside hospital outpatient departments. The US estimates include all telephone calls for medical advice,
prescriptions and test results; they are therefore not limited to physician visits.

1. 2001.

2. 1999.

3. 1998.

Source: OECD Health Data 2003.

time is not clear, although there are very large differences across countries in structure and
performance of the health-care workforces. For example, in 2000, there were very large
differences across countries in the number of consultations with doctors per capita
(Figure 5.3). The average across OECD countries was 6.5 visits per person per year (OECD,
2003c). It ranged from a low of less than three visits per person per year in Turkey, Mexico,
Greece and Sweden, to over ten visits per year in Japan, the Czech Republic and Hungary.
Over the past decade, the rate of consultations has increased slightly in most OECD countries
for which data are available, with notable exceptions, such as the United Kingdom, where
doctor consultations dropped by 13% during that period (Figure 5.4).

Payment methods can influence productivity in ambulatory care

There is considerable variation within and across OECD countries in physician payment
methods. Some systems that fund health care through taxation employ general practitioners
directly and pay them a salary (e.g. Greece, Portugal, Spain and Sweden), whereas in
Australia, Denmark, New Zealand, Norway and the United Kingdom, general practitioners
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are self-employed and are paid by a mix of capitation, salary and fee-for-service. General
practitioners in insurance-based health-care systems such as Austria, Belgium, France,
Germany, Japan, Korea and Switzerland tend to be independent contractors who are mainly
paid on a fee-for-service basis. Ambulatory-care specialists are generally paid either by
salary or fee-for-service, with salary payment being more common in the public sector.

The available evidence provides only limited information on the impact of payment
method on physician activity levels. Fee-for-service payments to physicians seem to increase
the quantity of medical services, but reduce rates of referral and the volume of prescriptions
as compared to payment by capitation or salary (Gosden et al., 1999 and 2001). However, the
Norwegian experience of operating two remuneration systems side-by-side for a period of
time demonstrates that physician practice patterns are influenced not only by payment
methods, but also by clinical factors and influence by peers.

Countries’ experiences have revealed the adverse incentives of simple payment
methods. It has been argued that fee-for-service payments to providers, combined with no
controls on the services actually delivered, might lead to high prices, high rates of
unnecessary service utilisation and rising expenditures. Under a capitated or salaried
system, concerns have been raised that physicians may find it financially rewarding to
furnish fewer services or select people with fewer health needs or actively discourage high-
risk people (“cream-skimming”).

To counteract the adverse incentives of individual payment methods, some public and
private payers have moved from paying physicians by a simple method towards more
sophisticated payment systems that integrate caps on expenditure, control of fee levels, and
health-care utilisation reviews in addition to a combination of payment by capitation or
salary and payment by fee-for-service. Blended-payment methods that combine a fixed
component through either capitation or salary and a variable component through fee-for-
service for specific cost-effective interventions, such as those used for general practitioners
in the United Kingdom, may produce a desirable mix of incentives. However, in practice they
also pose challenges. For example, Germany is one of several countries in which regulated
fees are combined with limits on the total value of payments. Because such approaches
encourage individual physicians to increase service volume in order to maintain income
levels, regional physician associations in Germany monitor service volume and penalize
physicians whose high service volumes cannot be attributed to case mix.

The appropriate skill mix

The ratio of physicians to nurses varies greatly across OECD member countries, raising
questions as to whether countries are adopting an appropriate skill mix between
physicians and nurses in the delivery of health care. Countries’ skill-mix arrangements
likely depend on productivity considerations, health worker and patient preferences, and
contextual, economic and social factors. There is some evidence suggesting that certain
tasks traditionally performed by physicians could be transferred to highly qualified nurses,
such as nurse practitioners, without significant changes in the quality of care provided. In
fact, such changes are being made in some countries. For example, in the United States,
nurse practitioners in some states increasingly provide services that are also provided by
primary care physicians (such as check-ups and gynaecological examinations), in some
cases acting as extenders of a physician-based practice. Appropriate changes in the skill
mix of health professionals have the potential to reduce personnel costs, improve labour
productivity and lessen the constraints that result from shortages in specific types of staff.
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Improving efficiency in the hospital sector

The hospital sector is one in which significant efficiency improvements have been made
in many OECD countries. Between 1985 and 2000, for instance, the average length of an
acute-care hospital stay declined from 9.6 to 6.5 days. Of course, shorter stays are not
necessarily more cost-effective, particularly if short stays are more service-intensive and
equally costly, or if health outcomes suffer. But member countries have not documented
problems with respect to the latter concern.? Other evidence of improved efficiency includes
the general long-term trend towards decline in capacity, as measured by number of beds,
even as the number of hospital admissions has increased in several countries (OECD, 2003c).
And there has been a shift across countries to the use of day surgery, made technically
feasible by medical innovations such as laparoscopy, which permits less invasive procedures.

Waiting times for elective surgery may, in some respects, be considered an efficiency
indicator, although it may be interpreted in different ways. For any given elective surgery
rate there may well be optimum waiting times that are above zero. Although patients, who
may be disabled or in pain from their conditions, will generally prefer earlier treatment,
and there are likely to be other social costs incurred by excessive waiting, there can also be
considerable savings in reduced surgical capacity, and hence lower unit costs, from
forming queues. That arises from the stochastic nature of the demand for emergency
surgical and medical care. Assuming a system is operating at a high level of productivity, a
queue of elective patients helps to ensure that hospital capacity can be kept occupied
when the rate of emergency admissions (which must be given priority) fluctuates.

Two policy questions drive today’s continuing efforts to improve efficiency in the
hospital sector. First, what sorts of changes can be undertaken to reduce waste, improve
cost-efficiency, or increase productivity in hospital care? Countries investigating possibilities
for efficiency improvements have diverse outstanding concerns relating to appropriateness
of surgical procedures, fraud and abuse, and administration and management decision-
making. Second, what sorts of economic and administrative incentives are effective in
motivating efficiency improvements? With respect to both questions, there is much to learn
from recent experience, as well as much room for further experimentation and study.

Enhancing managerial capacity and independence and cost accountability of hospitals

Many hospital systems, particularly those run by a national health system, have faced
tight budget limits with little management freedom. A number of management- and
budget-related reforms have aimed at improving the incentives for efficiency within
individual hospitals. For example, budget periods have been lengthened beyond one year
to discourage providers from spending up to the budget ceiling at the end of each budget
year, while hospitals have been allowed to keep any budget savings. In many countries,
capital is allocated independently from current budgets and the cost of capital is not
integrated into the budget process. In contrast, the United Kingdom and New Zealand
introduced arrangements under which hospitals are charged a rate of return on capital
invested in order to encourage a more parsimonious use of capital. Countries that have
embarked on purchaser-provider separation have usually granted more autonomy to
public hospital managers. In some cases, the granting of autonomy has been linked to
performance i.e. “earned autonomy” - giving hospitals more managerial independence,
and allowing greater flexibility and experimentation in resource allocation within each
hospital. The public-sector nature of the labour force has often placed limits on the extent
of managerial flexibility. Competitive tendering has been introduced for support services in
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public hospitals (and many other public services) in some countries, with evidence of cost
savings for a given level of quality (Domberger and Jensen, 1997).

Evolution of payment methods to reward productivity

The arrangements formerly used to pay hospitals in many OECD countries have not
encouraged efficiency and sometimes had the opposite effect - for example, where costs
were fully reimbursed ex post. Many fee-for-service price schedules poorly reflect underlying
costs, often because they have not appropriately allowed for technological change and falling
prices of equipment. Prospective, case-related payment systems, such as those employing
diagnosis related groups (DRGs) to set, in advance of service provision, payments based on
the estimated cost of hospital care for a particular episode, appear to provide a more effective
framework for administered pricing. These have the additional advantage of inducing
hospitals to reduce the costs per care episode.

Activity-based systems require careful judgements about the relative costs of treating
different conditions and the payments need to be set at levels that just cover the average cost
of supply by an efficient provider, something that is extremely difficult to achieve in practice.?
Furthermore, for access or quality reasons, policy makers may wish to subsidise providers
whose services are higher cost, as with rural hospitals that may have relatively low service
volumes and hospitals that provide specialised care for very high-risk patients. Like any price
schedule, prospective payment amounts also need to be adjusted regularly to take into
account the impact of changing technology and other factors on relative costs and prices.

Activity-based payment systems can induce increased supply, a positive outcome where
there are waiting lists and unused productivity reserves that can be drawn upon. However,
payers need to be vigilant about adverse incentive effects. With a fixed payment per hospital
episode, hospitals have an incentive to discharge patients as early as possible, to upgrade
patients into more costly diagnostic groups and to “cream-skim” to avoid costly patients.
These problems may require some re-balancing of the risks of significantly higher costs for
individual patients between the purchaser and the provider, and a variety of mixed systems
have been proposed to achieve this* (van Barneveld et al., 2001).

Prospective payments systems can lead to budget over-runs as a result of the increased
supply of services. The move to a DRG-type system within the context of competing hospital
units in the Stockholm area of Sweden in the early 1990s was aborted: even though there were
important increases in output and reductions in waiting times, budget overruns were large
enough to require corrective action (Forsberg et al., 2001). Austria and some other countries
have attempted to resolve this dilemma by imposing an overall budget, with the budget
envelope allocated to individual hospitals based on their activity levels over the budgetary
period. Incentives to increase output may be blunted if providers foresee that the fruits of their
increased efforts are likely to be clawed back through lower payments per unit, especially if
values fall below variable cost. However, in cases of existing excess supply of health-care
services and no waiting lists, such arrangements can encourage supply-driven demand.”

Role of price competition in driving efficiency improvements in the hospital sector

Widespread competition in the supply of health care already exists in a number of areas;
for example, in primary care, where doctors compete for clients and where there is
widespread consumer choice. Competition also exists in the hospital sector in many
countries where individuals can choose their hospital, although they may be in no position
to “shop around” when they require emergency care. However, competition in terms of price
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is limited and, with the exception of the private insurance sector in the United States, prices
are generally set through negotiations of a bilateral monopoly nature between the payers
and providers, grouped together.

A limited number of countries have experimented with price competition — as opposed to
imposing uniform price schedules - between providers as a means of inducing efficiency
improvements. Competition in markets for private health-care services - driven by
competition among insurers in the United States — appears to have contributed to slower
growth, temporarily, in health-care costs. Elsewhere, experiments to create health-care
markets for clinical services in public systems have run into a range of problems — whether
related more to the market structure of the health-care system or more to opposition on the
part of the professional monopolies is unclear - and have sometimes been abandoned.
Selected problems are: lack of excess capacity, together with waiting lists for elective care (such
that hospitals are not able to bid for extra work); lack of management skills for operating in
competitive markets; absence of skilled third-party payers or purchasers combined with
continued central control over purchasing decisions; high transaction costs (difficult to justify
to a sceptical public); concerns about local access to care (governments cannot allow hospitals
to close suddenly, especially where they are the only local supplier); difficulty in setting prices
that appropriately reflect resource costs where competition is weak; and resistance from the
professional health-care workers (especially doctors and nurses) with monopoly power who
have “captured” some aspects of the supply of publicly owned health care.

Improving efficiency in delivery of long-term care

A number of measures have been adopted as part of efforts to increase efficiency in
long-term care delivery. Among the most commonly used approaches are:

e Pre-admission screening to nursing homes wherever possible, to ensure that only those
for whom this is the only practicable alternative enter an expensive care institution.

e Greater definition in setting public subsidies for long-term care, to enable packages of
care in and out of institutions to be more finely graduated to the patient’s needs.

e Allowing payment for home care services as an alternative to institutionalisation, with a
focus on intensive packages that represent a real alternative to a nursing home.

e Greater care management, in which the patient’s case is kept under review and changes
in care services recommended when their circumstances change.

e Earlier intervention to support family care-givers, e.g. with counselling, respite care, and
help with heavy duty tasks, rather than waiting until the care-giver cannot continue and
a nursing home may be the only prospect.

All of these measures feature to some degree in the system of long-term care
insurance introduced in Japan in 2000, and some have also been implemented in countries
such as Australia, Canada, the Netherlands, the United Kingdom and the United States.
However, there is considerable scope for such measures to be introduced more widely in
these and other countries. It remains a too-common experience for patients and their
families that the delivery of care remains uncoordinated, with insufficient collaboration
between care professionals in different sectors.

Steps have been taken in a number of countries to improve the interaction between
the acute and long-term care health sectors, for example, through introducing multi-
disciplinary assessment teams, and by aligning the financial signals to ensure that patients
who now need long-term care do not remain in hospital. It is important to ensure that such
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efforts result in delivery of more appropriate care in a more appropriate setting; otherwise,
apparent gains in the hospital sector may result in a less efficient system overall.

Promoting efficient use of health technology

Technological advances can increase efficiency in health care. Using US data, Cutler
and McClellan (2001) concluded that the total benefits of changes in technology exceeded
the corresponding costs for at least four of the conditions over the period studied (findings
for breast cancer were equivocal). Although the study did not address whether similar
benefits could have accrued from less costly investments, it found a clear and consistent
association between more intensive treatment and better outcomes. Other work suggests
that cross-country differences in outcomes, at least for heart attack care, are much more
modest than differences in treatment trends (McClellan and Kessler, 2003).

Given the role of health-related technology as the primary factor contributing to
health cost growth, better management of technology has been recognized by policy
makers as an important frontier for efficiency improvements. Nevertheless, given the role
of technology in contributing to improvements in health outcomes, it is important that
management efforts proceed carefully.

Prospects for increasing efficiency in the pharmaceutical sector

The pharmaceutical sector now accounts for an average of over 16% of total health
expenditure in OECD countries, a share that has grown by 1.6 percentage points over the past
decade. The number of new drugs increased considerably in recent years, and the movement
towards new, more expensive products has been one of the main driving forces in increasing
pharmaceutical expenditure. This growth has thus contributed to the increase in overall
health spending although, to some extent, medicines may be substituting for surgical or
other treatments, resulting in more growth in this sector relative to others.

Administered payment systems, which are common features of health systems in
OECD countries, have special challenges when it comes to pharmaceuticals. Socially
optimally prices need to take into account not only the value of the specific medicine, but
also the costs of research and development, if future innovation is to be sustained. The
basic science supporting pharmaceuticals and other health-related technologies is
frequently carried out in publicly funded institutions such as the National Institutes for
Health in the United States and the CNRS in France. However, the cost of converting a
scientific understanding to a new remedy, and increasingly the cost of the underlying
scientific research, is borne by the private sector.® This work is largely financed through the
rents to successful innovations conferred through patent protection.

Innovative pharmaceutical products are frequently subject to patent protection, whose
purpose is to confer temporary monopoly rights to reward innovation. However, the rewards to
patent holders are limited by the price purchasers are willing to pay. National insurance
authorities often limit the price at which they will reimburse patented products, and in some
countries there are direct controls on the prices at which patented products can be marketed.
In aggregate, these cost-control measures reduce the global revenues of producers, and result
in significant disparities between the prices received between one country and another. Such
practices can discourage innovation by reducing the returns to investment in drugs.

For products no longer under patent protection, lowering costs through market
competition is increasingly encouraged. Laws have been passed to allow the substitution of
generic equivalents for prescriptions which nominate brand-name products. To give
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consumers an incentive to demand such substitution, insurance reimbursements are often
limited to the lowest “reference price” in a pharmaceutical class. Such approaches offer
genuine prospects for increasing efficiency in the use of prescription drugs. However,
manufacturers, therapists and patients often protest that such policies are unfair because
the “reference product” may not be appropriate for all patients. It can also inhibit the
diffusion of new treatments by making them unaffordable to those reliant on social
insurance to finance their treatment. Facilitating availability and use of generic
alternatives can avert these negative effects by fostering price competition at the level of
the molecule, rather than the therapeutic class.

To the extent that such pricing systems result in lower returns on investment in research
and development in the pharmaceutical industry, such systems may reduce incentives for
innovation. On the other hand, if employed appropriately, reference pricing may instead direct
incentives for innovation to development of drugs that are notable break-throughs, rather than
modest modifications of existing formulas (Pammoli and Riccaboni, 2004).” This may in turn
contribute to a net welfare gain. In addition, all stakeholders are likely to agree that, if policy
makers deem public cost-containment to be necessary in the pharmaceutical sector,
reference-pricing schemes are preferable to approaches that would make across-the-board
cuts in public financing without taking into account alternative treatments.

Health technology assessment as a tool to increase efficiency in health-care delivery

Health technology assessment (HTA) and pharmaco-economic assessment are playing
an increasing role in many OECD countries. Such assessments are a form of evaluation in
which information on a technology (or an application) and its impacts is produced,
synthesised and appraised in a process designed to facilitate evidence-based decision
making. Effectiveness is taken into account, as may be cost-effectiveness, effectiveness
relative to existing technology, and relevant legal, social, or ethical issues.

Assessments are used in some countries to help decision makers in pricing and
reimbursement decisions under public programmes. Governments are increasingly
requiring pharmaco-economic assessments of the costs and benefits of new drugs, in
addition to evidence on their safety, before they can be sold or listed as reimbursable by
public insurers (Dickson et al., 2003). Assessments are also used in the development of
evidence-based clinical practice guidelines and performance standards, both of which can be
used to increase efficiency in health-care delivery. Health technology assessment can be
used to support decision making at the micro (clinical), meso (hospital or health authority)
and macro (government, insurance) levels.

The role of HTA is highly valued by decision makers and this only likely to increase. HTA
is valuable because many widely used and funded technologies are of uncertain effect in terms
of improving patient health (Fuchs, 1987; Maynard et al., 2000).8 Furthermore, the rapid pace of
innovation and publication of new studies result in decision makers having difficulties in
keeping up with the large volume of evidence on the impact of technologies.’ Finally, many
OECD health systems have diffused decision-making process closer to the patient and as a
result there will be more decision-makers requiring access to high-quality evidence.

There has been little systematic evidence on the impact HTA has had on decision making,
health system functioning or on health outcomes.'® However, a number of initiatives could
result in greater impact, including broadening the focus of assessment, assess older as well as
new technologies, make better use of information and communication technologies, take
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steps to increase the reliability of results and to enhance trust in them; increase targeted
dissemination activities; and improve methodologies to take into account patient values
(OECD, 2004d).

Further, there is a need to improve the interaction between producers and users of
HTA. For example, early dialogue between the users and producers would facilitate
collection of relevant and timely evidence that takes into account the specific
characteristics of the technology and the particular questions that are relevant to the
decision maker (OECD, 2004d). There is also a need to ensure that the production of HTA
information is attuned to the particular institutional features of the health system, and in
particular to the decision-making bodies within those systems. Box 5.2 provides an
overview of how HTA and the decision-making processes have been adapted to the needs
and institutional characteristics of three OECD health systems.

Itis increasingly recognised that access to high quality evidence is a necessary, but not
a sufficient, condition to manage the uptake and use of health technologies effectively. The
decision-making process itself is an important part of successfully using evidence and
implementing recommendations. For example, decisions made in a transparent manner,
based on evidence and incorporates an appeals mechanism are far more likely to have
wider stakeholder support (OECD, 2004d).

It is also important recognise that HTA can inform decision making but it is not a
substitute for it. Values, culture, ethics, psychology and politics will, and should,
complicate the equation. The optimal integration of scientific evidence with transparent
processes in which evidence can be interpreted is a complex issue. The National Institute
of Clinical Excellence in the UK is a recognised leader in the field and its methodologies for
appraising evidence have set international benchmarks (Hill et al. 2003).

Since the introduction of HTA in the seventies, significant advances have been made
in the production and use of evidence in decision-making. Many challenges remain,
including those that future technologies may also pose to decision makers and assessors.
Over the next 20 years, genetic engineering, tissue engineering, and other areas of
biotechnology will take health beyond the traditional treatment concepts of palliation, cure
and prevention and toward a new concept of enhancement, one of improving human
performance. Prospects include enhancements to memory, cognitive processing, and
physical capacity. Such new technologies may have the ability to reduce personal side-
effects, but will at the same time have important economic and bioethical consequences
(Moldrup et al., 2003).

Policy tools to manage the diffusion of new health-related technology

OECD countries have used a variety of approaches to manage the diffusion of health-
related technologies, including regulatory controls, positive and negative lists and
prospective payment mechanisms. However, in many instances these tools can be blunt
and have unintended consequences. In recent years, many countries have employed policy
tools that aim to take value into account in managing health-related technology. The
following set of policy tools, while not exhaustive, provides some useful examples of
innovative mechanisms intended to foster optimal integration of new health technologies
into health-care delivery.
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Box 5.2. Use of health technology assessment in decision-making
in three OECD health systems

Access to high-quality and trusted evidence that is relevant to the decision maker’s needs
is essential if health technology assessment (HTA) is to play a role in decision making. At the
same time, decision-making processes themselves need to facilitate the use of evidence and
HTA. The following three examples show how HTA is being facilitated and used in three
health systems, with varying institutional responsibilities for decision making.

Australia

In Australia, health technology assessment (HTA) has had its greatest impact on two
federal health services financing programmes: the Medicare Benefits Scheme (MBS) and
the Pharmaceutical Benefits Scheme (PBS). Both of these programmes require i) mandatory
economic evaluation of potential new benefits, ii) appraisal of evidence by the relevant
advisory committees, and iii) decisions made by the minister based on the committees’
recommendations. The production and use of HTA have developed over time to meet the
needs of the two programmes, and have resulted in the development of influential
guidelines on economic evaluations and in highly focused and relevant HTA activities.
However, HTA has been more limited in terms of its influence on clinical practice.

While HTA processes are generally accepted and supported by stakeholders in Australia,
the outcomes of decisions influenced by HTA can be controversial with industry and
medical professional bodies. A review of 355 PBS applications shows that the
Pharmaceutical Benefits Advisory Committee rejected 25% of initial applications.

Canada

In Canada, HTA activities have devolved along provincial lines and coordinated through
the Canadian Coordinating Office of HTA (CCOHTA). In a devolved health care system, one of
the major challenges in Canada has been to improve the use of HTA in decision-making. In
response to this challenge, the Ontario Health Technology Advisory Committee was
established to bring together senior hospital decision makers and clinical experts to identify
new and emerging technologies and set priorities for assessment. The committee promotes
the use of HTA in decision making by bridging the worlds of evidence and decision-making.
Under this model, early assessments or evaluations of technology are based on the
characteristics of the technology, the evidence available, and the needs of decision makers.
For example, when possible, the Ministry aims to complete a HTA within a 12-week period.
The Ontario model is a systematic bottom-up method of incorporating evidence into
decision making. Whilst the programme has only recently been implemented, it will be
important to evaluate its impact on decision-making and use of HTA evidence in the future.

Mexico

Mexico has a complex health care system, with multiple levels of public and private
decision making. Whilst it has the capacity to conduct HTA, its main challenge is to create
coordinating mechanisms between institutions to facilitate HTA use in decision making.

To promote HTA use in decision making, the Mexican Ministry of Health recently established
institutional support for HTA through the Center for Technological Excellence to develop
national policies for HTA. Meanwhile, the Mexican Institute of Social Security-IMSS (the main
public body responsible for providing health care delivery to almost 50 million Mexicans) is
responsible for conducting HTA and for creating mechanisms to facilitate the use of HTA in
decision making. At the policy level, it develops policies that incorporate those new medical
technologies that optimise service capacity. At the health-care facility level, it develops
information systems and management tools. At the clinical level, it develops clinical guidelines.

The initiative has had an impact on decision making. For example, it has facilitated
efficient resource allocation decisions of new technologies and radio surgery services,
based on information supplied by a registry of the functional status of medical equipment.

Source: Duran and Coburn (2003).
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Cost, volume, and value agreements

Cost, volume and value agreements are commonly used to shift and control costs.
Under Australia’s fee-for-service Medicare programme, for example, price-volume
agreements have been implemented for pathology, diagnostic imaging, and anaesthetics.
In effect, the government and professional groups agree that expenditure will be limited
to a certain amount over a period of three to five years. If utilisation exceeds
expectations, prices go down. When new technologies are funded, allowed expenditures
are increased; however, the cap is re-fixed at that point. This provides certainty as to
outlays, despite the formally uncapped nature of the financing arrangements.

Some such agreements aim to take into account the value of technology, but this is
an imprecise art. In the United Kingdom, for example, an agreement between
government, industry, providers and other stakeholders was reached on the purchase
and provision of Beta Interferon in the treatment of multiple sclerosis. Under this
scheme, if an agreed level of effectiveness was not achieved, the government and
manufacturer would renegotiate the price of the drug (UK Department of Health, 2002).
Such mechanisms can increase cost-effectiveness and promote access to new
technology while information is gathered, and encourage the manufacturer to promote
appropriate prescribing.

Payment mechanisms

Payment mechanisms can act as powerful incentives to deliver technologies in line
with perceived health needs and evidence. For example, the so-called Immunise
Australia Plan, launched in 1997, included a range of financial incentives to general
practitioners as well as payments to parents that helped attain significant rises in
immunisation rates. Some US policy makers hoped that the combination of economic
incentives and management tools available to managed-care plans in the United States
would result in more cost-effective use of health technology, but evidence as to whether
that occurred is mixed.!!

Planning agreements

Planning agreements between various stakeholders, including national and
provincial governments, can be used to set diffusion guidelines. Such agreements enable
the central agency, for example, to set key objectives and help diffuse technologies in line
with these objectives. In Austria, national and regional decision makers have agreed to a
plan to expand diffusion of PET (positron emission tomography) machines beyond the
current level over a set period of time. The plan takes into account level of clinical need,
population distribution and geographic equity of access.

Implementation programmes

Implementation programmes appear effective in appropriately diffusing technologies
where there are wider service implications, as examples from the Netherlands and Norway
demonstrate. In the Netherlands, following six regional pilot tests of stroke services, the
government commenced a national stroke-service implementation programme. A working
group developed service guidelines as well as a comprehensive strategy for their
implementation in 23 regions. Implementation is in progress, with early signs of success.
The Norwegian National Centre for Telemedicine is a resource centre that gathers, produces
and provides information about telemedicine. It supplies research, development and
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advisory services to assist the Norwegian Health Service in implementing telemedicine
services. It has an active research programme that pilots and evaluates new projects before
diffusion. It also examines future technologies, applications, and service models that may
bear on future health service delivery.

Co-operation amongst service providers

Enhancing co-operation amongst providers and health-care organisations may
reduce pressures to minimise prices that could otherwise be generated through
competition; however, it appears to be associated with lower rates of capital-intensive
acquisitions (Pritchard, 2002). Co-operation also appears to be major success factor in
multidisciplinary service provision. Examples of such services include hospital-in-the-
home programmes and stroke services. These types of services require seamless service
provision from a wide array of providers found in the ambulatory, acute and community
sectors. Co-operation amongst these providers has been found to be vital to the success
of such programmes.

The role of private health insurance in efficiency improvements

A significant part of the appeal of private health insurance is its potential to improve
the efficiency of health-care delivery. Its ability to meet that potential is believed to
depend largely on the ability to attain a marketplace in which value-based competition
occurs. However, experience to date shows not only that there are serious challenges to
be overcome in achieving competition on such grounds, but furthermore it is not entirely
clear that competition amongst insurers is either necessary or sufficient to drive
efficiency improvements.

Efforts by private health insurers to increase cost-effectiveness of health-care delivery

In theory, and as demonstrated in the United States in practice,'? private insurers can
employ market power in the same way public health systems employ power as regulators
or monopsonists to promote cost-effective health-care delivery. In part, this could entail
use of tools for health-care management. The concept of “managed care” encompasses a
variety of initiatives directed at influencing the quantity, quality, and appropriateness of
care provided to insurees. These include, for example, health prevention and promotion
initiatives, management of chronic conditions, utilisation review, clinical guidelines,
restrictions on treatments, and incentives or information directed to consumers to
promote choice of cost-effective providers or services. Also in part, insurers’ initiatives to
promote cost-effective health-care delivery could include selection of providers on the
basis of cost-effectiveness considerations.

In most OECD countries, private insurers have not implemented measures to
enhance the cost-effectiveness of the health-care services they finance. Several
explanations for the limited involvement of insurers in managing care are plausible,
including, among others, complexity and cost, resistance by the medical profession and
desire not to restrict individual choice. Furthermore, in most OECD countries, insurers
have not leveraged the potential of selective provider contracting to strengthen their
ability to negotiate care-management arrangements with providers. Notably, many of
these same considerations apply to public purchasers, as well. However, in a single-payer
system, there is an additional factor in that it may be more difficult, from a policy-
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making perspective, for a publicly financed monopsonist to differentiate treatment of
health-care providers.

Managed-care tools require sophistication to use, and organisations and insurers
may have limited incentives to invest in their application, especially if they do not
expect significant gains, or anticipate opposition by stakeholders such as professional
associations. Incentives to manage care for high-risk and high-cost cases are also
reduced by insurers’ limited exposure to risk and cost in countries where private health
insurance has a minor role in financing more costly care. Pooling arrangements that
share the cost of care of vulnerable individuals (whether voluntary or mandatory)
promote equitable risk sharing across insurers, but reduce their incentives to manage
care efficiently.

While insurers in the United States have more actively sought to influence health-
care delivery patterns, volumes and costs, some of these efforts raised access concerns
and have been altered by a combination of voluntary market changes and increased
regulation. In the United States, employers’ efforts to reduce costs through the use of
managed care is widely credited with efficiency improvements — such as declines in
lengths of hospital stays — that slowed health-cost growth in the 1990s. These successes
are largely attributable to selective contracting, which limited enrolees’ choice of
provider, combined with limitations in provider reimbursement levels, as well as
utilisation controls. Resistance from providers and consumers led employers and
individuals to demand more flexibility in their coverage arrangements (often referred to
as the “backlash” against managed care), driving health plans to modify their practices,
often through looser controls over choice of provider and access to care.'® Such
phenomena show some of the limits of private insurance markets’ ability to promote
improvements in the cost-efficiency of health-care delivery. At the same time, they
demonstrate the ability of such markets to adapt to demand.

Competition among health insurers as a tool for increasing health system efficiency

Some countries with private health insurance or multiple social insurers have sought
to create competitive insurance markets. Competition for insurees and profits is expected
to drive efficiency improvements and to increase responsiveness to innovation and
purchasers’ preferences and demands.

The extent to which competition actually occurs in health insurance markets of OECD
countries is limited, however (see Box 5.3). Switching across insurers is hindered by high
transaction and informational costs, and is complicated in some countries by the lack of
portability of cover and the absence of comparative information on insurers’ performance.
Incentives to switch insurance products are minimised where there is little differentiation
of product or premium. The small size of the private health insurance markets, particularly
where private insurance is not the main source of coverage for the population, may limit
incentives for insurers to enter the market. For historical reasons, several private health
insurance markets are dominated by a small number of insurers that may draw
membership from given regions or employment groups.

Competition in health insurance markets, where it occurs, does not automatically
deliver intended improvements in cost-efficiency. Much depends on the grounds on
which insurers compete. Insurers operating in markets that appear to be more
competitive face incentives to compete not only on the basis of real efficiency gains, but
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Box 5.3. Experience with increasing competition among insurers
in OECD countries

Reforms designed to promote competition among social and private insurers have been
introduced in Belgium, Germany, the Netherlands, and Switzerland, building on the
presence of multiple insurers. Insurance-market competition can improve efficiency in two
ways. First, it encourages insurers to minimise administrative costs and improve their
services to the insured (even though they are still likely to have higher administrative
expenses when compared with countries with a single payer). Second, selective contracting
by insurers among competing health-care suppliers - following the approach in managed-
care markets in the United States - can encourage more efficient health-care provision.

Recent experience in countries that have introduced competition suggests that it may be
more difficult than anticipated to achieve and maintain competition under the constraint of
maintaining full population coverage. Short-run experience suggests that competing social
insurers have led to an evening-out of premiums between insurers but the extent of this is
quite variable across countries.! The key question over the longer haul is whether this
competition can be sustained, particularly given that with today’s risk-adjustment techniques,
insurers’ incentives for “cream-skimming” cannot be fully eliminated. However, one
important reason for having competing insurers is their potential ability to force providers to
become more cost-efficient. Up to the present, regulations have limited such effects in most
OECD countries: prices continue to be set in a bilateral monopoly environment and there is
little oversight of providers by insurers regarding the pertinence and quality of care.

Potential evidence on the benefits of insurance market competition has been provided
by a comparison between Kaiser Permanente, the California health maintenance
organisation and the British National Health Service (NHS) (Feachem et al., 2002). Both are
integrated models of health care but Kaiser competes for insurees in the market with other
plans whereas the NHS enjoys a monopoly of publicly funded health care for all
UK citizens. A statistical comparison suggests that Kaiser achieved better performance at
roughly the same cost as the NHS. The suggested reasons include: better integration across
the system, better management of hospital resources and greater investment in
information technology. This gives rise to the suggestion that an organisation challenged
by competition will be forced to find ways to become more efficient than a monopoly, if it
is to survive. On the other hand, Kaiser itself is having difficulty competing in US insurance
markets, partly because its reputation for quality encourages enrolment by higher-risk
people, resulting in adverse selection and higher premiums compared to other plans.

1. There has been some move of clients from high-cost to low-cost insurers and the extent has depended to
some degree on the initial differences in the size of the premium between insurers. Thus, the movements
of insured and the narrowing of premiums have been larger in Germany where the starting differences were
larger than in the Netherlands where they were small. However, despite very large differences in premiums

in Switzerland, there has been relatively little movement as individuals have strong local loyalty to existing
insurers.

also through risk selection and other practices that shift costs to other payers. In
Australia, for example, insurers can benefit from offering less comprehensive products
that attract lower-risk individuals. Private insurers that provide optional duplicate
coverage to beneficiaries of the US Medicare programme tend to attract lower risks, and
beneficiaries who develop health problems may revert to the standard public coverage,
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raising public costs. From a technical and policy standpoint, it is very difficult to counter
these incentives, which can be strong, given that a small share of the insured population
accounts for a large share of health costs. Insurers also need to sustain high overhead
costs linked to advertising, billing, product innovation and contracting with providers,
adding to costs in competitive markets.

Adequate regulatory and informational tools are required to steer insurers towards
efficiency-based competition, especially when equity considerations are paramount, as
when private health insurance represents a primary form of cover for certain sections of
the population or when it covers essential services. Regulatory safeguards are needed to
enhance competition in a private health insurance market because of market
imperfections such as information asymmetry and insurers’ incentives to encourage
enrolment and retention of lower-risk persons. Individuals need transparent information
and consumer protection regulation to become confident in, and knowledgeable about, the
products they are buying.

Approaches for increasing efficiency: summary of findings

Evidence points to significant inefficiency in OECD health systems that could be
addressed through appropriate changes in policy. Notably, it is not clear whether countries
have invested adequately in efforts to prevent disease and promote health. It appears likely
that systems have devoted excessive resources to health care at the expense of prevention,
a possibility that requires careful further exploration, although there is no assurance that
the cost-effectiveness of any given investment in prevention will necessarily be greater
than the cost-effectiveness of the subsequent cure.

Changes on the demand side offer some prospects. Especially in systems where
health care is essentially free and unrestricted, from the perspective of the user of
services, there may be room for improvement in the cost-effectiveness of health-care
delivery by implementing some demand management, such as gatekeepers. In
addition, approaches such as informing patients about the costs and expected
outcomes for certain treatments, and using reference pricing for pharmaceutical drugs,
stand to improve efficiency. Cost-sharing requirements might be employed in a more
discriminating manner, freeing up funds for coverage expansions (populations or core
benefits) in ways that could enhance efficiency. Private health insurance that
complements public coverage by picking up patient cost-sharing requirements has a
significant downside, in that it blunts patient price sensitivity, thereby limiting efforts
to improve efficiency through such approaches as reference-pricing for
pharmaceuticals. On the other hand, supplementary private insurance may be useful
as a mechanism for rationing based on price for ancillary services, luxuries, or services
judged by policy makers as non-essential.

On the supply side, there is perhaps more promise. Efforts to distinguish the roles of
health-care payers and providers, more closely mirroring normal economic markets, have
proved generally effective. There is potential for further organisational reforms, such as
decentralisation or management changes, to reduce waste, increase productivity and
enhance systems’ cost-effectiveness. Efficient deployment of human resources may be
enhanced by substituting lower-skilled workers, such as nurse practitioners for physicians,
under appropriate circumstances.
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Absent price rationing or demand management, demand for many services is likely to
be higher than policy makers in some countries are willing to finance publicly. Therefore,
some management of capacity and supply of services is likely to be appropriate in many
systems so as to steer diffusion of new technology. This should be undertaken using the
best information possible, as evaluated through technology assessment programmes, and
employing mechanisms designed to promote cost-effective health-care delivery, rather
than blunt approaches. Some minimal waiting times for elective surgery may be
considered appropriate in some systems as an indicator that there is not excess surgical
capacity in a system, although it is important to assess whether productivity shortfalls
play a role. The extent to which maintaining waiting times is appropriate is entirely
dependent on the value assigned to various marginal improvements in perceived
responsiveness, patient quality of life and outcomes, as well as other social costs
associated with waiting.

Policy makers face real challenges in promoting continued advances in medicine
while managing communal resources appropriately. A free-rider problem exists, in that
funding of research and development, as well as experience-based testing of the effects of
innovation in health technology, occurs disproportionately in certain countries. Whether
this approach is efficient and sustainable, or whether there is a better approach to this
dilemma, is as yet unclear.

A key question is which approaches will create the best incentives for providers to
increase the efficiency of health-care delivery. The experience with competition-based
approaches has not, in general, been promising so far. Notable success with insurance-
based competition in the US system was short-lived. Efforts in other countries, whether for
private or social insurers, have been less successful. The extent to which competition
versus payment incentives or other approaches are appropriate is likely to depend on
whether there is excess supply in the system, the technical ability of purchasers to adopt
sophisticated purchasing strategies, and other factors.

Across the OECD, payment methods for hospitals, physicians, and other health-care
providers have evolved in a positive direction, a trend to be encouraged. Payments have
moved away from cost-reimbursement, which favours inefficiency, towards an activity-
based system. But systems that reward productivity have risks: risk of promoting service
volume that is too high and of low marginal benefit. Far better would be payments that
provide incentives to provide the right services at the right time, and that reward providers
or organisations who contribute to system performance goals. Accomplishing such a
change is fraught with challenges at both policy and technical levels. OECD countries are
still a long way from this, but recent steps to move in this direction are a promising
development that should be expanded.

The question of the interplay of long-term care with other health and social services
should be seen as a question of whether cost control and efficiency of health and long-term
care services can be improved through better cross-sector co-ordination. Ongoing efficiency
gains in the hospital sector have increased the need for more readily accessible and more
intensive long-term care services for older persons, in particular with the overall goal to
prevent permanent institutionalisation after an episode of post-acute-care services. This and
related interface issues will need further attention as cross-cutting issues between acute
health care, long-term care (both health and social services) and other social services.
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Notes

1.

10.

11.

12.
13.

In addition to the structural or cross-cutting reforms discussed in this section of the report,
supply-side initiatives focused on human resources for health care, the hospital sector, long-term
care, technology management, and private health insurance are discussed in subsequent sections.

. For example, research in the United States showed that moving to episode-based, prospective

payment of hospitals by the public Medicare program in 1983 reduced length of stay, but did not
hurt patient outcomes. More recently, changes undertaken by the US Veterans Health
Administration resulted in a dramatic drop in hospital admissions, lengths of stay and emergency
room use, while one-year survival rates for nine serious conditions improved or remained stable
(Ashton et al., 2003).

. Set too high, they provide rents to the hospital. Set too low, the hospital will not cover costs and

may have to close.

. For example, hospitals can have a fixed share of patients that are paid on a full-cost basis or have

full reimbursement for patients with costs above a certain level.

. This may have been the case in the Czech Republic in the early 1990s and in the ambulatory care

sector in Germany in the second half of the 1990s.

. The cost of bringing a new drug to market was recently as estimated at USD 880 million over

15 years (Tollman et al., 2001).

. Italy and Sweden are amongst the countries that have introduced measures that award higher

prices to products that demonstrate better cost-effectiveness, as compared to alternatives
(Ekelund and Persson, 2003).

. For example, in a systematic review of 33 interventions to treat acute and chronic lower back and neck

pain, the Swedish Council of Health Technology Assessment (SBU) showed that in 44% of
interventions, there was no evidence, and in a further 29%, there was only limited or moderate
evidence. In 13% of interventions, there was evidence that the treatment was not effective (SBU, 2000).

. For example, positron emission scanning was referenced in 19 708 articles between 1969 and 2002.

The first health technology assessment appeared in 1979; since then, the technology has been
assessed at least 454 times (OECD, 2004d).

The limited evidence on the impact of health technology assessment on decision-making is mixed.
Two recent reports state that concrete examples of the impact of health technology assessment
were hard to find and that the evidence base on how to translate evidence into practice is very
limited (ECHTA, 2002; Maynard et al., 2000). In part, this result is a reflection of the complexity of
measuring impact. However, a number of studies have examined the broader impact of health
technology assessment. For example, Jacob and McGregor (1997) examined impact on policy
decisions. They measured the impact that 16 health technology assessment reports had on the
number of relevant regulations proposed, passed and enforced, and found that 12 of the reports
had had considerable impact.

For example, one study found a lower rate of MRI use in areas with higher managed-care
penetration (Baker and Wheeler, 1998). But another showed comparable rates of diffusion of
advanced gallbladder surgery care between managed-care and traditional insurance plans
(Chernew et al., 1997).

A few insurers in the United Kingdom have also put in place some limited quality-related efforts.

The issue is complicated by the US tax treatment of health insurance benefits, which encourages
employer provision and minimises the extent to which employees are sensitive to the costs of
insurance policies.
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The pay-off from years of experimentation and investigation is that health policy makers
in OECD countries now know quite a bit about which tools and approaches can be used
successfully to accomplish many key policy objectives, such as controlling the rate of
public spending growth, ensuring equitable access to care, improving health and
preventing disease, and establishing equitable and sustainable financing for health and
long-term care services. Recent OECD work has added to the tool kits, offering valuable
lessons relevant to many of the most pressing policy concerns on the effects of various
policies intended to manage the adoption and diffusion of health-related technology,
address shortages of nurses and other health-care workers, increase the productivity of
hospitals and physicians, manage the demand for health services, reduce waiting times for
elective surgery, and foster the availability of affordable private health insurance coverage
(see Box). In addition, further light has been shed on dilemmas such as judging the
appropriate level of health spending, assessing the appropriate role for private financing in
health and long-term care systems and evaluating the implications of waiting times for
elective surgery.

Despite the plethora of information and experience-based guidance available,
attaining health-system performance goals has proven to be a far from simple task. Health
is an area of the economy that has experienced considerable government intervention
based on public interest, some of which undoubtedly result in regulatory failures and
distortions, and also suffers from serious market failures when government interventions
are minimal. Nevertheless, there is no doubt that countries have improved the
performance of their health systems over time and made big advances towards key policy
goals. Failure to meet fully many outstanding goals partly reflects the important effect of
institutional and historical context on the outcome of various approaches to improvement.
Certainly, it also reflects implementation challenges that influence the ability to make
changes in line with intentions. In the health sector as in other areas of policy making,
there are always stakeholders who benefit from the status quo and will oppose changes
perceived as a threat to their self-interest. Reconciling social and industrial goals can be
particularly challenging in the health sector. But perhaps most importantly, outstanding
policy challenges reflect the interdependence of various dimensions of performance, so as
to make trade-offs between them, intended and unintended, almost impossible to avoid.
Because policy makers will place different values on different goals, there is no one-size-
fits-all approach to best policy-making in the health sector.

Health policy-making involves a careful balance of trade-offs, reflecting the weights
assigned to a range of important goals and a great deal of uncertainty regarding both
intended and unintended consequences of various decisions. The ultimate goal,
certainly, is robust population health, but promoting health is often not the only
objective taken into account in making health policy decisions. The health sector is a
strong and important component of the economies of OECD member countries, providing
extensive employment and profitable industry, and making the economic consequences
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Promising directions for health policy

Findings from the OECD Health Project point to a number of useful practices or
approaches that can be employed in efforts to improve health-system performance. As
these typically imply trade-offs with competing policy goals, policy makers must
determine whether the expected benefits from these practices are likely to outweigh the
costs in a particular situation. In addition, a country‘s unique circumstances must be taken
into account when determining appropriate policy. There is no one-size-fits-all approach
to performance improvement.

Possible lines of action for improving population health status and health outcomes

o Employ well-designed strategies to prevent illness and disability, which may entail
reallocations of health-system resources from care to prevention, or changes in the way
resources are spent. Evaluate the potential to improve health through changes in policy
(including taxation) relating to nutrition, violence, traffic, alcohol or tobacco use, or
other areas that may fall outside the strict purview of health policy-making.

® Address inequities in health through initiatives targeted at tackling root causes, such as
poverty and social exclusion, in addition to ones targeted at improving health care for
vulnerable populations.

® Support efforts to increase the extent to which medical practice is consistent with
evidence - including development and implementation of evidence-based practice
guidelines and performance standards, and alignment of economic and administrative
incentives with use of appropriate care and attainment of desired health outcomes.

® Ensure that systems for monitoring the quality of health and long-term care are
sufficient to assist in meeting improvement goals. Development and standardisation of
valid quality indicators, including measures of health outcomes, are essential steps.

Possible lines of action for fostering adequate and equitable access to care

e Eliminate financial barriers to access by providing or subsidising health coverage for the
poor, exempting poor persons from patient cost-sharing requirements, and allowing
complementary private health insurance to cover a portion of user fees in cases where
these are high enough to create access barriers.

® Foster access to affordable private health insurance by high-risk persons (e.g. the elderly and
those with costly medical conditions), where such coverage is needed to assure access to
care, through interventions such as targeted regulations, subsidies or fiscal incentives.

® Avoid unintended inequities in access by persons with different sources of health
coverage through policy interventions such as universally applicable provider
reimbursement limits or employment of common waiting lists.

Possible lines of action for increasing health-system responsiveness

® Reduce waiting times for elective surgery, where they are judged to be excessive, by
increasing surgical capacity or productivity (through a change in provider payment
methods, for example).

® Improve recipient satisfaction with long-term care by supporting family caregivers and/
or, so as to increase care recipients’ control over services and choice of providers,
offering cash payments for spending on services directly to those eligible for benefits.

@ Facilitate informed consumer choice of health insurance coverage, whether publicly or
privately financed.
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Promising directions for health policy (cont.)

Possible lines of action for ensuring sustainable costs and financing

® Moderate the rate of growth in public spending on health through a combination of
budgetary and administrative controls over payments, prices or supply of services.
Monitor carefully the effects of such interventions on health-system performance.

® Add modest cost-sharing requirements to publicly financed health coverage schemes
and bar complementary health insurance from covering, in full, the amount to be paid
by the patient.

@ Eliminate public coverage for ancillary or luxury services, allowing for rationing by price
and optional risk-pooling through privately financed supplementary coverage.

Possible lines of action for increasing the efficiency of health systems

® Manage demand for elective surgery and other discretionary care through gatekeepers,
clinical prioritisation, or consumer and patient information schemes, particularly in
systems where low patient cost-sharing and excess supply of health-care providers
combine to promote high levels of service use.

@ Employ pharmaceutical pricing systems and other policies that reward cost-effective
choices among similar medications and encourage truly novel innovation in the
pharmaceutical sector.

® Use technology assessment to promote informed decision-making, and use technology-
management approaches that take health outcomes into account and promote cost-
effective health-care delivery.

® Develop, test and employ payment systems for health-care services that reward
productivity and quality.

Possible lines of action for improving overall health-system performance

® Invest in automated health-data systems needed to improve the organisation and
delivery of health care.

® Monitor health-system performance regularly, using valid indicators and reliable data,
and benchmark against established goals or the performance of peers (through
international comparisons).

of health policy decisions considerable. Social and political considerations are important,
as well, in that the extent to which health systems and health care satisfy patients,
consumers, and other stakeholders is seen as a critical factor in health-system
performance. Also important is the fact that it is very difficult to disentangle the effects
of health systems on health status, given that a variety of socio-economic factors, as well
as behavioural and risk factors, also play an important role.

Health systems differ widely in their design, in the inputs they employ and the
outcomes they attain. Yet OECD countries have endorsed a very similar set of performance
goals and virtually all face a common objective of improving the performance of their
health systems. In terms of improving the performance of health systems in meeting the
goals policy makers set for them, the path ahead is clear: OECD countries can only benefit
from further experimentation, combined with conscientious performance measurement
using actionable and specific indicators, benchmarking, and sharing of information on
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approaches taken, experiences and outcomes, so as to uncover effective and ineffective
practices and the circumstances under which various approaches can work.

Improving health system performance will require changes to health systems. This is
likely to require some up-front investments that will be cost-effective, if not cost saving, in
the long run. At the very least, improvements will require better systems for recording,
storing, accessing, and transferring health data, and for monitoring and assessing
performance (OECD, 2002). Realigning economic incentives of health-care providers,
patients, and health-care organisations is also in order, and health-care purchasers (both
public and private) need to become more sophisticated in their efforts to attain value for
money. Health systems, providers and organisations that have some financial margin for
operating may be better positioned to make needed investments that allow for
improvements in the cost-effectiveness of health-care delivery, but even cash-strapped
systems may be able find ways to reduce waste and increase productivity if given
incentives to do so. Health care is a rapidly evolving field. The organisation of health care
needs to evolve along with it. Systems can benefit from flexibility and an ability to change
and evolve with new evidence.

While recent work at the OECD has filled a number of knowledge gaps, numerous
important policy questions are outstanding, many of which were uncovered in the course
of this work. Among the most urgent issues, given today’s goals, are the following: How can
competitive market forces be better employed to increase the efficiency of health systems?
How can continued advances in medical technology be promoted and timely access to new
developments be assured while managing public resources responsibly? In light of both
market and regulatory failures, which approaches work best to ensure an adequate future
supply of health workers? How can the economic incentives of health-care providers be
better aligned with goals for cost-effective health-care delivery? Which approaches to
medical professional liability can best deter negligence, compensate victims, encourage
appropriate use of health services, and allow for learning from mistakes for future quality
improvement? Further work at an international level can assist policy makers in
formulating evidence-based answers to these questions.
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