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INTRODUCTION 
 
The purpose of this publication is to 

• review the current system of health financing in Ukraine 
• introduce European experiences in financing health care services 
• propose options for improving the effectiveness of financing health care services in Ukraine. 

 
Health care system in Ukraine is facing the need to reform its financing system. Over the last ten years, 
there has been a substantial budget deficit, resulting in a deterioration  in the quality of health care 
services. In order to improve the availability and quality of services, Ukrainian decision makers are 
preparing new laws and regulations and are looking for options to reorient the management and 
financing schemes in the health sector.  
 
This review has been prepared by the Tacis Bistro project “Introducing European Experiences in 
Financing Health Care Services”, funded by the European Commission, and the Verhovna Rada 
Committee on Health Care, Maternity and Childhood Protection. The six-month-project arranged a 
series of workshops and seminars to discuss the current mechanisms of health financing in Ukraine and 
the need to reform them. In addition, key project partners participated in study tours to Germany and 
Poland. Experiences gained  from the workshops, meetings and study tours have been used in preparing 
the review book.  
 
The project Team Leader, Mr Yrjö Mattila, together with other EU and local experts, has composed 
and collected material for the current publication. Professor Valeria Lekhan contributed the text on 
provider payment approaches (Chapter 5), Mr Viktor Galayda and Mr Andryi Huk wrote Chapters 1 
and 2 describing the current mechanisms of health financing in Ukraine and wrote the main part of 
Chapter 5. Mr Matti Kari wrote the main part of  Chapter 3 and contributed to Section 5 addressing 
management tools used by providers. Mr Eero Linnakko prepared the description of the experiences 
gained in financing health care services in Russia and Latvia. Mr Volodymyr Rudiy wrote the 
description on German experiences to Chapter 3 and on Polish experiences to Chapter 4. Mr Yrjö 
Mattila composed the text on Finnish experiences to Chapter 3 and on the experiences gained in the 
Czech Republic, Hungary, Estonia and Bulgaria, as well as the summary and conclusions to Chapter 4. 
In addition, he contributed the text on payment, budgeting, contracting, pricing and investment 
planning principles to Chapter 5 and wrote the deliberations and conclusions to the sixth chapter.  
 
The editors of the publication are Dr. Vitaly Chernenko, the chair person of the Verhovna Rada 
Committee on Health Care, Maternity and Childhood Protection and Mr Volodymyr Rudiy, the 
Secretary of the Committee.  
 
I would like thank all the experts and project partners for their contribution.  Special thanks are due to 
the members of the Verhovna Rada Committee on Health Care, Maternity and Childhood Protection 
for their active participation in and deep engagement to the aims of the joint project.  
 
This book is the final output of the Tacis Bistro project implemented by the Finnish company SOCON 
– Social and Health Consultants - in close collaboration with the Ukrainian stakeholders. The book is 
divided into six chapters. 



 
Chapter 1  describes the mechanisms of health care financing currently in place in Ukraine. The level 
of detail is intended to demonstrate the process rigidity.   Chapter 2 defines the main problems resulting 
from the existing financing arrangements. These are followed by presentations of European and US 
experiences in financing health care services. Examples are given from both established democracies 
(Chapter 3) and from the former Soviet Block countries (Chapter 4). The intent was to demonstrate, on 
the one hand, the variety of approaches that may be adopted to finance health care and, on the other 
hand, similarity of the problems faced by the systems. Chapter 5 deals with the options available for 
Ukraine in developing its system of health care financing. To the extent possible, the latest 
developments in this field in Ukraine  have been taken into account. Chapter 6 concludes the 
description with brief reiteration of the discussed ideas. 
 
I hope that the publication “Introducing European Experiences in Financing Health Care Services. 
Lessons for Ukraine” facilitates the implementation of the health financing reform in Ukraine.  
 
     February 2002 
 
     Pauliina Aarva 
     Director of SOCON  

Coordinator of the project “Introducing European Experiences in 
Financing Health Care Services” 



CHAPTER 1 

REVIEW OF THE CURRENT SYSTEM OF HEALTH CARE FINANCING IN 
UKRAINE 
Types of health care facilities 
Health care services in Ukraine are provided by 24,200  public (state-owned) health care facilities and 
by approximately 3500 non-governmental facilities. The latter are predominantly small private 
practices rendering (dentistry excluding) only a tiny share of all healthcare services. 
Public health care facilities include:  
State health care facilities, defined in a separate listing by the Cabinet of Ministers of Ukraine. These 
are considered a state (as opposed to communal) property and are subordinate to the Ministry of 
Health; 
Communal health care facilities, owned and governed by the local government and local communities; 
and 
Branch health care facilities, subordinate to other state Ministries and Departments: Transport Ministry, 
Ministry of Internal Affairs, Ministry of Education and Science, Labour Ministry, Fuel and Energy 
Ministry, Security Department, State Curative Administration, National Academy of Sciences, 
Academy of Medical Sciences, State Administrative Department, Parliament Administrative 
Department. 
The Constitution of Ukraine grants universal right  to health care and proclaims that health care 
provision in state and communal health care facilities is funded by the state and is free. 
Financing of health care facilities by the State is expected to provide for equitable access to services as 
well as service provision depending on the patient needs and not his or her ability to pay. 
Sources of financing 

The sources of health care financing in Ukraine are: 
1). State and local budgets 
2). Charitable contributions by businesses and private persons 
3). Fee for services (out-of-pocket) 
4). Direct payments (‘honoraria’) to health care personnel1 
5). Voluntary health insurance funds 
While this review has been in preparation, Verhovna Rada (Parliament) of Ukraine has been 
considering a draft law on Mandatory Health Insurance,  the adoption of which would add yet another 
source to the above list, namely, mandatory health insurance fund. 
All public health care facilities belong to so-called budgetary facilities and, as such, are financed either 
from the state budget - state and branch facilities (owned and managed by State Ministries and 
Departments), or from a local one – communal facilities (owned and managed by local governments). 
Budgetary allocations are the main source of financing for the state and communal facilities. Picture 1 
presents comparative levels of financing from these sources. 

Figure 1. Levels of Health care financing from the state and local budgets 

                                                 
1 The difference between the third and fourth positions will be explained in the text below. 
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It should be noticed, that the rate of inflation from 1997 to 2000 constituted 201% (i.e. prices grew 
two-fold in 2000 as compared with 1996)2. From this it can be seen that in real terms, health care 
spending in 2000 constituted only 70% of the 1996 level. 
The total level of public health care spending from aggregated budget (state plus local) in the year 2000 
was 3,2% of GDP; for the year 2001, however, the prognosis is 2,7%3. 
Since budgetary financing is insufficient for the state and communal facilities to satisfy all public needs 
in health care, the facilities inevitably seek legally acceptable mechanisms of attracting additional funds 
from other sources. As of today, these sources include charitable contributions by businesses, private 
persons and voluntary health insurance funds. 
Charitable contributions in their Ukrainian version are nothing more than a disguised fee-for-services, 
for which, according to the Constitution of Ukraine, state and communal health care facilities are not 
allowed to charge. After the Commentary given by the Constitutional Court of Ukraine to the Article 
49 of the Constitution, money that used to be paid to health care facilities as fee-for-services  is now 
paid as ‘charitable contributions’. Increasingly, however, facilities facing a threat of legal suit, ask 
patients to buy medicines and supplies at their own cost, which in fact results in more  expensive and 
delayed care than if they paid directly to the facility. 
It may be of interest that, while being also financed from the state budget, branch facilities owned and 
managed by other Ministries and Departments do not fall under the above limitation imposed by the 
Constitutional Court Commentary. This is mainly because their statutory responsibilities are limited to 
patients of different professional groups that the facilities were set up to serve in the first  place. 
Therefore these facilities have legal opportunities to provide paid services.  In this respect they have a 
nominal competitive advantage  over all other public facilities, which, however, is diminishing because 
of ‘charitable contribution’ mechanism adopted by the latter. 
Voluntary health insurance is in its embryonic stage in Ukraine and provides only an insignificant share 
of the total health care funds. In 2001, the general volume of extra-budget funds constituted 7,5% of 
budgetary funding. 

                                                 
2 Cabinet of Ministers of Ukraine. 
3 Health Care in Ukraine: Results (Annual Report, 1999) MOH, Ukraine, Kyiv 2000. 



Apart from legally acceptable mechanisms for attracting additional funds into the health care system, 
there are widely spread mechanisms in Ukraine  which may well be described as ‘existing outside the 
legal framework’ or ‘unaccounted for by the law’. Specifically,  these concern money that patients pay 
directly to health care workers for services provided. Currently, there are no reliable data concerning 
the total direct patient-to-staff payments in Ukraine. At the same time, some studies indicate that these 
may compare with the total health care budget expenditures and sometimes even surpass them4. 
In 2000, average health care staff salary in public facilities was nearly half of that for the economy as a 
whole (155 versus 290 UAH). Private facilities (all but state, communal, and branch) charge fee-for-
services and get their revenues either directly from patients or from voluntary health insurance funds. 
While the Ukrainian law does not formally forbid using public funds for paying private providers, in 
effect the access of the private health care sector to public funds (i.e. budget) is restrained by a few 
factors. 
First, to buy services from private providers, public budget managers should accordingly reduce 
allocations to public facilities. This would be a politically dangerous step, especially when taking into 
account the persistent ‘under-financing’ of public health care which is manifested in wage arrears in the 
state and communal facilities and in a lack of funds to buy medicines, supplies and new equipment. 
Second, there is a range of norms and regulations complicating a more profound private sector 
involvement in the provision of health care services even though the private sector is ready to invest in 
health care and patients are ready to pay for care provided by private facilities. For example, it is very 
difficult for private facilities to get a permission to issue sick leaves for their patients. And that is an 
easy exercise compared with the task of procuring narcotic analgesics necessary to conduct general 
anesthesia. 
Third, Ukrainian law does not foresee existence of non-governmental not-for profit health care 
facilities. That is, any non-governmental facility is seen by tax authorities as a for-profit business and is 
therefore expected to pay income tax. On the other hand, any licensed health care facilities registered as 
a business are exempted from VAT, which in general should be paid by any other type of business. 
Hence, public (state and local budget) funds are currently appropriated almost exclusively to finance 
public health care facilities, where most of the Ukrainians get their health care. 
Figure 2. Financing of health care facilities in Ukraine 
 
 
 
 
Mechanism of budgetary financing 
As  mentioned before, there are three types of public health care facilities in Ukraine – state, branch, 
and communal ones. The first two are financed from the state budget, the latter from the local budgets. 
State budget of Ukraine is formed by revenues from general taxes, fees and duties (VAT, business 
income tax, custom duties, etc.) Local budgets are formed from local taxes and duties (personal income 
tax, fees for land use, state dues, license fees, etc.). In Ukraine, far more funds are collected from 
general taxes and dues than from local taxes and dues. Therefore local budgets are very much 
dependent on budgetary transfers (transfers of funds between different budgets). These are performed 
to bring local or state budget resources in correspondence with the obligations imposed on the 
respective budgets by the law. When  budgetary transfers are calculated, a local tax-collecting 
                                                 
4 A. Litvak, V. Pogorily, M. Tischuk. Shadow Economy and Future of Health Care in Ukraine. VULT (All-Ukrainian Physicians 
Society). Odessa. 2001.  



capability is taken into account, i.e. the projected ability of the local budget to collect taxes, fees and 
dues it is entitled to. 
The level of health care expenditures from a territory (oblast, cities or rayon) budget is determined  on 
the basis of a formula, approved by the Cabinet of Ministers Decree. The formula takes into account 
so-called ‘financial norms of budgetary provision’ and adjusting coefficients for these norms as well as 
the size of population for the territory and its tax-generating potential. In effect, it means that health 
care funds are allocated to local budgets on a per-capita basis. Currently, financial norms and adjusting 
coefficients do not take into account population age and sex structure and its morbidity profile. 
Calculated in this way, local health care budgets define the framework within which local governments 
and administrations take their decisions about allocations to health care facilities under their control. 
According to the law, public health care facilities should not be financed from more than one budget. 
This norm reflects delimitation of responsibilities between different levels of local government. 
Regardless of what budget – state or local –  a health care facility is financed from, the process of 
allocating funds is similar: an expenditure budget is developed for the facility based on the list of 
allowed line items (line items budget). The list of line items is defined by the norms set by the Ministry 
of Finance, whereas the magnitude of respective allocation for such line items as ‘wages and salaries’ 
is rigidly regulated, first, by norms of staff quantity (which associate inpatient staff number with the 
number of beds in the facility and out-patient staff number with the number of visits) and, second, by 
the salary schedule of health care staff, approved jointly by the Ministry of Health and Ministry of 
Finance. Thus the total amount of allocations to a health care facility depends first and foremost on the 
number of staff employed in the facility. Labour costs (including social insurance contributions) 
constituted 65% of total allocations for health care from consolidated state budget in 1999. 
Utility bills represent another big cost item (water supply, electricity, heating). These are followed by 
line items for drug procurement, meals for in-patients, procurement and maintenance of medical 
equipment, capital repair and maintenance.  
At the very beginning of the budget development process for the next financial year, funds 
administrator (local state financial authority) informs managers of a health care facility about upper 
limits for health care spending from the general  budget funds, that the facility can count on  the next 
year. Taking into account this indicator, the facility develops their budget proposals – consisting  
mainly from wages and salaries – and sends these to the funds administrator. When developing budget 
proposals, facilities use norms regulating staff numbers and linking them to the number of beds in the 
facility (for in-patient departments) or the number of patient visits (for out-patient facilities). After the 
State Budget for the next year  has been approved by the Verhovna Rada, draft budgets of all levels are 
brought into conformity with the resources actually assigned to health care. 
Over the last few years it has become customary for Ukraine  that budgets at all levels fail to collect 
planned revenues, resulting in necessity to cut down on budget allocations in the respective financial 
period. In order to provide social protection for the health care workers as well as to shield patients’ 
interests, a concept of ‘protected line items’ was introduced – i.e. the line items that should not be 
affected by budget cuts. 

The protected line items include: 
- wages and salaries of employees in budgetary facilities 
- social insurance contributions 
- procurement of medicines and supplies 
- meals in the health care facilities 



Shifting funds allocated from either state or local budgets between line items is prohibited. Breaking 
the rule is considered as ‘a non-targeted use of public funds’ and may result in administrative and 
sometimes even criminal liability. 
 
Chapter 2 
 
PROBLEMS OF THE CURRENT SYSTEM OF HEALTH CARE FINANCING IN UKRAINE 
 

The analysis of the current system of health care financing should be based on those objectives that 
the State is trying to achieve in the health sector.  

Following are the three fundamental goals the Government pursues in the health sector 5: 
1. Ensuring equal and equitable access to medical services: the population should have access to a 

guaranteed minimum of services, within which health care should be provided depending on the 
patient’s needs rather than the patient’s paying ability. Besides, the population should have a certain 
degree of protection from the financial consequences of the diseases, and payment for such 
protection should depend on the individual income rather than individual risk. 

2. Ensuring microeconomic efficiency: the quality of care and degree of patient satisfaction should 
be maximal with minimal use of resources.  

3. Ensuring macroeconomic control over health care expenditures: the health sector should 
consume a reasonable share of the GDP. Although high health care spending or its rapid growth 
cannot, by themselves, serve as a justification for the rationing of health care, this rationing may be 
necessary when the government policy or imperfections in the health care market lead to over-
provision of services. 

As the recent public discussion regarding the situation of health care in Ukraine has mainly focused 
on the  acute lack of financial resources, it’s worth starting the analysis with it. 

 

General level of spending  

According to official statistics, Ukraine has during recent years allocated about 3% of its GDP for 
health care needs. Any judgment regarding the adequacy of this figure is normative and as such cannot 
be regarded as right or wrong. The adequacy in this context depends on the history and the  level of 
economic development of a country as well as on the various interest groups existing in it. Even in 
developed countries that spend more than 10% of their GDP on health care (e.g. US and Germany), this 
figure is not enough to meet all existing needs. The inference is that there will always be a lack of 
financial resources. This also accounts for the absurdity of the term “scientifically validated amount of 
health care expenditures”. It would be more correct to use the term “socially acceptable level of health 
care expenditures for a given country”. The analysis of the amount of health care allocations shows 
only their comparative adequacy, i.e. comparison of one country with others. According to this 
indicator, Ukraine ranks among not the most developed countries. 

The very fact that there exist so-called “charitable contributions”, which are nothing but covert out-
of-pocket payments, and that the illegitimate practice of fee payments to health workers at public health 
                                                 
5 Howard Oxley, Maitland MacFarlan, ‘Health Care Reform, Controlling Spending and Increasing Efficiency’; OECD, 
Paris 1994. 



facilities is widely spread, is evidence of the inability of the society to ensure an adequate level of 
disease risk coverage. In other words, the level of health care financing is inadequate. It is the system’s 
inability to ensure a proper level of health service using public funds that compels the population to 
seek alternative ways  to meet their own health care needs.  

Access to health services is, first of all, granted to those patients who can pay for them. And as 
Ukraine does not have a list of free-for-all services, it makes poor population groups subsidize the rich. 
Those who pay, receive services not only because of their own contributions, but also through the 
reallocation of resources in their favor at the expense of those who are unable to pay for services. 
Legislation promises the population free services at public and municipal health facilities. But it is a 
shame that it does not specify which services are free, thereby compromising the very idea of free care 
and solidarity. As the legislative level does not recognize resource constraints, the result is that the 
population is not protected legally from the actualities of the Ukrainian health system. 

As it is impossible to fund all types of services, they are rationed even though policy-makers and 
managers deny this fact. The problem is that as there is no definition on the legislative and regulatory-
legal levels, this process takes place outside of law and hence leads to the abuses described above.  

Unless the State (or a social health insurance fund, if it’s introduced) develops a guaranteed 
package of therapeutic-preventive services, which would identify the services to be provided from 
public funds, there is little prospect for the restoration of social equity in health care. 

Efficiency of resource utilization 
Another important issue in Ukraine’s public health care is a lack of connection between the 

financing of health facilities and the final outcomes of their operation. Budget-dependent health 
facilities have an “inborn” right to be funded from the budget. The grounds for financing these facilities 
is the fact of their existence rather than their success in maintaining and improving public health. 

Ukraine’s paradox is that at two hospitals that have treated the same number of patients and reached 
the same clinical outcomes, the manager of the facility that provided care more rapidly is at a 
disadvantage, because the main operational indicator is bed occupancy rate. Similarly, policlinics are 
not interested in a better health status of the population and shorter treatment times. On the contrary, 
the more frequently people visit the policlinic, the better its performance is considered to be, the 
assessment of which is based on the number of visits. A natural consequence of such incentive system 
is an arbitrary prolongation of treatment, unnecessary hospitalizations and statistical upward distortions 
in policlinics (registration of fictious visits). 

Most health care managers place the lack of financing first among the causes of the health sector’s 
poor condition.  Few of them, however, think that funds should follow the value created, and the value 
is generated by quality services. They claim that any improvements in the health sector will be possible 
only after enough financing is channeled to it, and rarely focus their efforts on a more efficient use of 
available funds. It would be fair to state that such behavior of health care managers is a result of the 
existing system of health care financing, and unless this system is changed, any initiatives of managers 
are doomed to failure. 

Assessment of the efficient use of resources requires comparison of costs and final outcomes for 
several variants of their use. In the current system of health care financing such assessment is not made. 
The principle of line-item financing excludes the need for such assessment. The size of line-items is 
based on norms that regulate key indicators for the provision of resources for health care: the number 
of beds, medical staff, food and medication costs per one hospitalized patient. 



Basically, when such norms are developed, the population’s health needs are taken into 
consideration. The norms include indicators of morbidity, the length of treatment and use of resources 
for treating various groups of diseases. However, the problem is that the statistics used in developing 
and revising the norms are not reliable, because they are based on unreliable reports about bed-days, 
the length of stay and number of visits. 

The argument in favor of using norms is that they are effective in controlling the total government 
health care expenditures. However, there are other instruments to control the total amount of 
expenditures. In addition, it is claimed that norms prevent funds from being used arbitrarily (not 
according to targets). But the targeted use of resources, as it is understood by controlling financial 
bodies, may lose its meaning in terms of the efficiency of their use. 

Norms do not envision rapid development of medical science and technology either. Health care is 
a sector of the economy, which today is largely dependent on scientific and technological innovations. 
If technological development leads to changes in the accepted medical practice, this needs to be 
reflected in appropriate changes in the directions of resource flows. Actually, the existing norms do not 
reflect such changes and do not ensure necessary redistribution (unless norms are revised each time 
innovations are made, which is practically impossible). For example, methods of endoscopic surgery 
made it possible to provide less traumatic surgery and hence reduced the period of post-operative 
rehabilitation. However, this did not affect the norms that link the number of surgical, gynecologic and 
other operative departments to the number of their staff.  

Apart from scientific-technological factors, there are also socio-political ones that have an impact 
on the health system and cannot be adequately reflected in the norms. For example, in many countries 
venereal diseases are treated in outpatient settings. In the former USSR these diseases were managed in 
inpatient settings, based on the vision of that time of the way these diseases spread and were prevented. 
Times have changed, and the vision of the environment, in which such diseases spread, has changed. 
But the norms, which determine the need for STI beds and staff, have remained the same. 

Similar examples abound. All of them indicate the inability of the norms to timely react to changes 
in the environment, and hence their incapability of ensuring adequate redistribution of resource flows 
in accordance with the current needs of the population. Thus, the existing system of line-item financing 
does not allow linking financial flows to the quality and number of services that have been provided. 
And yet this link is a necessary element in modern approaches to efficient health care management. 

Without formal documentation of the number of services in the contract and an attempt to assess 
their quality, health providers have no adequate incentives to improve treatment outcomes. Moreover, 
there are more possibilities for using public funds for personal interests. 

Health care managers are not free to choose those health providers that offer and demonstrate a 
better cost-quality ratio. In principle, the current system of financing provides a possibility for such a 
choice. Unfortunately, for this very reason the current norms do not ensure equal and equitable access 
to the above list of services either. 

Another factor that adversely impacts on the efficiency of the use of resources in Ukraine’s health 
sector is the distribution of responsibility for financing health facilities of different levels among 
various budgets (national, oblast, rayon and city budgets). The main result of this is that the delivery of 
primary and secondary care is poorly coordinated. Being subordinate to authorities of various levels, 
health facilities have few incentives to tailor their activity to patients’ needs. 

Thus, problems (drawbacks) in the current system of health care financing in Ukraine include the 
following: 



1. Inadequate health care financing, which also manifests itself in high out-of-pocket payments by 
population. 

2. A lack of legislatively established package of services to be provided at public health facilities 
free of charge with each specific level of financing. 

3. A lack of any association between the financing of a public health facility and outcomes of the 
treatment process. 

4. Impossibility of efficient management of limited resources under the existing system of line-
item financing of public health facilities. 

5. Financing of health care facilities of different levels from different budgets, which additionally 
complicates the coordination of health care. 



CHAPTER 3 
REVIEW OF THE EU AND USA APPROACHES  
TO FINANCING HEALTH CARE SYSTEMS  
3.1. General principles of health care schemes 
Social schemes, as a general term, refer to social security schemes but also to other schemes or benefits 
in social field. In the European Union (EU) there is a new term "social protection" which refers to 
social security, social allowances, social services, etc. The aim of the new term is to go over the 
"official" internal market term "social security", which is clearly defined but rather limited. Thus, 
"social protection" can be defined as "social security in a broader meaning". In this presentation the 
definition of "social schemes"  seeks to be even broader, although the term "schemes" might limit it. 
The main point is, however, that in referring to social schemes, the aim is to use as broad a definition as 
possible. The basis for the term "social schemes" is in the Nordic universal, residence- based schemes, 
where all possible schemes, benefits, services, etc. are included. 
In the Nordic universal social schemes all people who are resident in the country have access to social 
benefits and services. Thus, the rights are individual. Everybody, including housewives, children, 
students, unemployed, pensioners, non-working people, has his or her  individual right to social 
security and other benefits. In giving individual rights to all people, these schemes also give equal 
rights. Dependency on other people is limited. 
The Nordic universal social schemes are based on solidarity. It means that whether the schemes are 
financed through taxation or contributions, the benefits are given to those in need. People who finance 
the schemes do not only finance their own benefits, but also the benefits of other people who might not 
pay anything to the scheme. For example, in the social security pensions that are based on employment 
or residence, the contributions paid by employers and employees finance the pensions of those who are 
currently pensioners. These are so called pay-as-you-go pension schemes where the contributions or 
taxes, paid by those who are employed, finance the pensions of the generation already enjoying their 
pensions. This is solidarity over the generations. The main characteristics of the Nordic social schemes 
is the general basis of solidarity. 
Especially in Finland, where the universal basis is very broad, the national slogan of the Ministry of 
Social Affairs and Health is that the social schemes create security for all. This emphasizes the basis of 
solidarity and the universal coverage of the schemes. All the people resident in the country are covered. 
At the practical level, security for all means that all people can plan and build up their lives, have 
families and raise children knowing that even if something unexpected happens (sickness, accident, 
disability, unemployment, death of the breadwinner, etc.), they get treatment or other help needed and  
can maintain their income level. This helps them to plan their lives in a longer perspective and be sure 
that they can also get through difficult times. This means security - and since all the people are covered 
it is security for all. 
In the Central and Southern European Member States of the EU, the social schemes - especially  social 
security schemes-  are mostly based on employment and paid contributions. They cover insured 
persons. Thus, the schemes are not universal, covering all people resident in the country, since they 
only cover employed persons, and mostly self-employed, too. The family members get their rights to 
social security through the social insurance of the employed person in the family. These schemes are, 
however, also based on solidarity. The benefits are given to those in need and, especially in pension 
schemes, the basis is the pay-as-you-go principle, where the contributions paid finance the pensions of 
current pensioners. This is why the schemes are "social insurance" schemes. The term "social" refers to 
the basis of solidarity. 



When looking at the form of these kinds of schemes, one could say that they do not create security for 
all. This is true when we count only the employed and self-employed persons and their family 
members. It is clear that there are a lot of  people who are outside the coverage. However, most of these 
people also get their social benefits in Central and Southern European Member States of the EU. At the 
practical level, there are special rules or specific schemes in these countries covering the  people 
outside the normal insurance. Unemployed persons, pensioners and students get their rights to social 
benefits through special schemes. In addition, there are a lot of social schemes and benefits, which take 
care of families, single mothers, disabled people or others who are not insured through their work. In 
fact, although these schemes are not universal, they are all based on solidarity and, at the practical 
level, the result is more or less the same as in the universal schemes. They provide security for all, 
because, in fact, nearly everybody is covered. 
Among the rich countries, there are social schemes which are not based on solidarity and do not 
provide security for all. The best example is the USA, but there are also other countries with similar 
schemes. In the USA, there is only a basic pension scheme which is based on solidarity, a Medicare 
scheme for older people only and some specific schemes at the States level. The main emphasis in the 
whole social security and other benefits is on the security for those who are able to pay for it. In 
practice, the main cover of the people in terms of social schemes is based on private insurances. And 
private insurances are not based on solidarity, but on insurance principle. There is no security for all 
and, in fact, the whole idea of security for all is not known or accepted by the society. 
Insurances as such are not bad. They are needed everywhere and must be introduced anywhere they do 
not exist yet. But, from the point of view of social schemes and security for all, they are only 
supplementary in their character. Insurances give security for those who are able to pay for them, but  
all other people are left outside. When arranging security for their citizens,  the countries relying only 
on insurances, leave a major part of the population outside the coverage of the security. All countries 
taking care of their whole population need social schemes. In these countries, security for all can be a 
goal in the long run, but social schemes based on solidarity must be the basic structure. 
When decisions are made concerning social schemes, it is important to see the difference between the 
schemes based on solidarity and the insurance-based schemes. Only the former gives security for 
people. The insurance schemes can benefit the country's economy and help to create markets, but they 
do not help the people. They help and give security only to those who work and can pay the premiums. 
Only solidarity-based social schemes provide security for all people. The level of the benefits  may not 
be high and the coverage  not large enough at the beginning, but in the long run the basis of solidarity 
gives possibilities to amend the schemes towards security for all. The insurance based schemes are 
always limited to those paying their premiums. 
When it comes to introducing social schemes in developing countries or in former socialist countries 
the difference between the schemes referred to above would not be worth mentioning, if it were not 
seen so clearly in real life. It is widely known that the World Bank, the IMF and even the OECD prefer 
introducing schemes which boost economy or market-building. In their neo-liberalistic approaches, 
they do not see the advantages of solidarity-based schemes, because the economy and markets are so 
important for them. However, there are a lot of other types of opinions or approaches, where the 
advantages, in the  long run, of a stable society, basic rights, good education or security for all have 
been realized.  
In the social field, the difference in the ideas helping the developing countries and the former socialist 
countries lies between the USA with private insurance schemes and the European countries with 
solidarity-based schemes. This can also be seen in that the EU, when introducing social schemes in its 
projects to countries mentioned above, always bases its work on solidarity-based schemes. The 
international organisations mentioned above follow the USA or its ideology in this respect and 



introduce social schemes based on insurance: those schemes are common in the USA and are 
advantageous to the business and markets. 
In theory, it is not too difficult to say what is better and what should be done. In practice, it would be 
useless to inform the USA that their social schemes do not create security for all, because these 
schemes are not based on solidarity. In addition, the USA might have a lot of arguments in favour of 
their system.  It might be easier to try to  convince the World Bank, the IMF and others to take into 
account the difference between the schemes when introducing social schemes for the developing 
countries or the former socialist countries. They should at least know the implications of their actions if 
they introduce only an insurance scheme in any of those countries. They should know that only a 
solidarity-based scheme creates security for people, and private insurances only for those who are rich 
enough to pay for them. This is also why private insurance schemes must always be only 
supplementary. The EU knows all this and  acts accordingly.  This line of action must be encouraged to 
continue and this kind of work must be expanded.  
3.2 Country descriptions 
3.2.1. Finland 
Population 5.1 million, health care expenditure 6.9 % of GDP (EU average 8.0%), 29 practicing 
physicians per 10,000 population (EU average – 28), life expectancy at birth – 81 years for women (EU 
81) and 74 years for men (EU 75) 
In Finland, there is both a public health care system and a sickness insurance scheme giving medical 
care. They both are universal schemes and financed mainly by taxation (sickness insurance 
contributions of employers and employees are collected through taxation). As a third element, roughly 
one half of employers have voluntarily organized supplementary medical services for their employees. 
The Law of National Health Care is from 1972. It covers all people resident in Finland. The national 
health care is directed and planned by the Ministry of Social Affairs and Health. The provincial 
governments direct and control national health care regionally.  The administration, management, 
planning and provision of health care are the responsibility of the 455 urban and rural municipalities 
(average size 11.000 inhabitants). The municipalities are governed by elected municipal councils, 
which have the power to levy proportional income taxes to raise funds  to finance health care. In 
addition, they receive a state subsidy. The decision making process for planning the health and social 
services differs somewhat between the municipalities. The general trend has been further delegation of 
power to subordinate levels, for example to health boards and leading officials. 
Planning for health services is a joint responsibility of the health boards, the municipal councils and the 
municipal governments. In all municipalities, senior staff from the health centers also takes part in 
planning for health services. In more than 25% of municipalities, the boards of social services and 
health services have been merged and are administered jointly. 
The local authority that handles the organization is normally municipality’s health committee. The 
municipalities can also operate national health services locally in co-operation with each other. The 
tasks that the municipalities have in organizing health care at the local level are, e.g., to organize health 
care for the citizens of the municipality (including doctor’s services, tests, pharmaceuticals, medical 
rehabilitation, etc.), mental care, ambulance services, dental care, school health care and occupational 
health care.  
  
The Law of Secondary and Tertiary Health Care directs special health care services. For planning and 
delivering secondary and tertiary hospital services, the country is divided into 21 districts. There are 21 
special health care regions, where there are hospitals to  provide special health care for the citizens. The 
municipalities uphold hospitals of their own or join unions of municipalities upholding hospitals.  



In each hospital district, municipalities form a federation which owns and runs the hospitals. Each 
district has a council consisting of members appointed by the municipalities, a hospital board appointed 
by the council, and an executive management including the hospital district director, medical director 
and a nursing director.   
The rights of the patients are covered in the Act on the Status and Rights of the Patients. According to 
the law, everybody resident in Finland is entitled to  necessary health care  under resources available. If 
the patient has to wait for treatment, the reason for the delay and  its estimated duration has to be told to 
the patient. The patient has to be informed of his/her state of health and the purpose and impact of the 
proposed treatment. The patient’s agreement must be obtained for all forms of treatment. If the patient 
is dissatisfied with the treatment, he/she is entitled to submit a complaint to the responsible leader of 
the unit in question. Every health care unit must have a patient ombudsman to assist the patient in using 
his/her rights as a patient. The law also includes regulation on patient documents.  
The  Patient Injury Act is from the year 1986. A patient injury means a bodily injury that occurred in 
the course of health care or treatment. Every health care facility in the country must take a patient 
insurance to cover possible patient injuries. The application for compensation  must be submitted to the 
insurance company within three years from the accident. 
Private health care through the Sickness Insurance Scheme is partly financed by the National Health 
Insurance Fund administered by the Social Insurance Institute SII. However, a large part of the 
financing comes from the patients as co-payments.  Private care is usually delivered  by private doctors. 
Normally, these services are best available in larger cities. In rural areas private medical care is still 
rare. Medicines prescribed by a doctor are refunded by the sickness insurance. This also applies for 
those health center patients who are in open care  (delivering of medicines in health centers is very 
limited). The sickness insurance also refunds doctor’s fees, dental care, examination and treatment and 
travel costs incurred due to the illness. 
To avoid financing the same health care from two different sources, attempts are being made to keep 
the border between private and public health care clear. Public health care is financed by general taxes;  
the sickness insurance by contributions paid together with taxes. The distinction is carried out so that 
health center payments, hospital fees and health costs in the public institutionalized care are not 
included in the scope of compensation of the sickness insurance scheme. There are also other 
prerogatives in reimbursing  private health care, e.g., the care must be delivered due to illness, 
pregnancy or birth, it  must be necessary to the patient and not unnecessarily expensive.  
According to the Sickness Insurance Scheme, the doctor’s fees are reimbursed by 60% of the fixed 
price decided by the Ministry of Social Affairs and Health (The fixed price is lagging behind and the 
real compensation is about 35%). Thus, the situation has changed so that the patient has to pay a major 
part of the fee him/herself as a co-payment. This is why there is an increasing amount of private health 
insurances in Finland (especially for children), which guarantee full compensation for the private health 
care.  
The reimbursement of the private medical examination and treatment is 75% of the fixed price of the 
costs that exceed the permanent co-payment of 13 €. Laboratory examinations, physical therapy, 
treatment by a private nurse, radiological inspections and treatment, etc. are reimbursed along the same 
lines. But, in fact, all the fixed prices also lag behind in this area. As a result, the real compensation rate 
varies between 25 – 40%.  
The medicines are also reimbursed by the Sickness Insurance. This covers all patients who receive 
medical treatment as out-of-institute (open) patients and all public or private patients. The conditions  
for reimbursements are that a) the medicine is prescribed by the physician and b)  the medicine has a 
moderate price fixed by a special price committee of the Ministry of Social Affairs and Health. If there 
is not an agreement of the moderate price of the medicine by the committee, the medicine stays out of 



the  scope of the reimbursement, and the patient  must pay the medicine by him/herself. This  creates 
problems. For instance now an effective drug aimed at Alzheimer-patients is just partly included in 
sickness insurance compensation. There is also a special  procedure for reimbursing especially 
expensive medicines. In these cases, a statement of a specialist is needed and there are many limitations 
to compensating  these medicines which normally are new ones. The authorities are constantly seeking 
ways to keep medicine reimbursement costs in control. The costs rise yearly 10% and exceed 680 
million euros a year.  
There are three categories of reimbursements of medicines: The basic reimbursement is 50% of the 
costs exceeding 8 €; the special reimbursements are either 75% exceeding 4 €, or 100% exceeding 
4 €. There is also a special provision in the law, which stipulates that if the costs of the pharmaceuticals 
of a person exceed 550 € per year, the exceeding costs are fully reimbursed to the patient. This benefit 
has become more and more important to the patients as the prices of the medicines have sharply 
increased. 
Dental care is currently reimbursed by the Sickness Insurance only to a part of the population. The 
scope is, however, widening step by step so that in 2003 all citizens will have a right to dental care 
reimbursed by the insurance. At present, those born in 1946 and after, are entitled to reimbursement 
which is primarily 60 % of the fixed price. Treatment and preventive care given by a dentist is  
refunded by 75% of the fixed price. Dental laboratory and radiological examinations are refunded by 
75 %. Travel costs to dental care are also reimbursed. 
For the  front veterans, there is a special dental care regulated by a separate law. The compensation is 
100 % of the treatment and preventive care, and also of the clinical treatment given in connection of the 
prosthetic work. The technical work connected to prosthetic is compensated by 50 %. Other dental care 
for the veterans is refunded by 60% of the fixed prices.  
Travel costs due to  an illness are compensated by the sickness insurance, but there are many  
restrictions: Co-payment is 9 € per trip. Reimbursement is paid primarily for trips to the nearest doctor, 
medical examination or treatment unit.  If the patient needs another person  to accompany him/her, the 
travels costs of the accompanying person are also reimbursed. The travel should be accomplished by 
using the cheapest vehicle possible (normally public transport). If the patient uses a taxi, ambulance or 
other special vehicle, he/she  must have an approval  from the treating unit to prove the SII that the use 
of a special vehicle had been necessary due to the illness he/she was suffering from. Using special 
vehicles can also be allowed  if  public transport is not available. In rural areas, taxis are often the only 
available vehicles .  
    
Rehabilitation 
The Social Insurance Institution  also  provides rehabilitation services to prevent disability or to restore 
working capacity. The Act on Rehabilitation Services aims at improving, maintaining and restoring 
functional and working capacity. Rehabilitation Allowances Act has rules about  maintaining the 
level of income of the patient during rehabilitation period. SII provides vocational rehabilitation to 
handicapped persons and medical rehabilitation to the severely handicapped. People aged 65 or over 
are not covered.  
 
 
 
 
 
 
 



Discretionary services (financed by yearly budget appropriations) refer to other vocational and 
medical rehabilitation (also covers people aged 65 and over), e.g., 

- individual rehabilitation (treatment in rehabilitation courses, adjustment training, 
psychotherapy, neuropsychological rehabilitation) 

- prevention of  diseases 
- research and development 

The Social Insurance Institution rarely provides rehabilitation for pensioners,  its focus being  on the 
workforce. In addition, the municipalities have  a responsibility for  providing rehabilitation services 
(also to elderly people and pensioners).  
Front veterans receive rehabilitation based on the Act from 1988. The amount of funds to be allocated  
for rehabilitation is decided in the state budget every year, and the State takes care of the 
implementation. Front veterans receive rehabilitation free of charge, The spouses of the front veterans 
are also entitled to rehabilitation together with the veteran. The SII pays the traveling costs. The 
traveling costs of the veterans living abroad are paid by the State.  

Financing 
Finance of health care is mainly  out of public funds jointly for social services, with municipalities 
contributing about 35% of total funding of average. Municipalities raise their taxes by a set tax 
income, which is on average 17% but varies between municipalities. About 25% comes from 
state subsidies, mainly raised by general taxation. Financing through the Sickness Insurance 
Scheme amounts to 15%, the remainder being financed through private sources and co-payments 
by patients. Private insurance contributes approximately 2% to overall funding. 
Sickness Insurance contribution (also covers  sickness and maternity daily allowances) is a percentage 
of the earnings by the employee (1,5%) and by the employer (1,6% private and 2,85 % state). 
Contributions for the scheme are borne equally by the population. This has, however, raised some 
equity concern, since the scheme provides reimbursements for private services which are not equally 
utilized by the population. For instance, there are not many private health care services available for 
those living in rural areas.  
Co-payments are associated for the most part with the sickness insurance reimbursements, but  
municipalities can also charge for inpatient, outpatient and ambulatory care services. Normally a day in 
the hospital costs around 22,5 €/day for a patient. The level of charges must be within the limits set by 
the law.  Nevertheless, the share of co-payments in total health care financing has been increasing  over 
the last years.  
Payment of general practitioners working in health centers is either by salary or by a mixture comprised 
of salary (60%), capitation payments (20 %), fee-for-service (15 %) and local allowances (5%). The 
level of payments is subject to negotiations between the Physicians` Union and the Association of 
Municipalities.  
Municipalities jointly own hospital services on behalf on their resident population. Thus, there is some 
local autonomy for payment of hospital services which in principle, per item of service. In addition, 
hospital districts have to implement an equalization mechanism under which the resident population 
pays into a solidarity fund for expensive hospital treatment for individual catastrophic risks. Hospital 
personnel are salaried. The largest share of the total health care expenditure (about 45%) is on 
hospitals. Expenditure of ambulatory care is about 35% and of dentists and pharmaceuticals about 10% 
each.  
A problematic issue is the complexity of the public funding system in the health care. Experts 
increasingly express the need to simplify the public funding system. One of the main issues in the 
Finnish health care system is how to increase genuine competition among health care providers and 



what incentives can be used to increase cost-effectiveness. The diminished role of national strategic 
planning and the introduction of competitive elements into the health care delivery system have yet to 
be evaluated. 
Description of Health Care Systems and Their Financing in Some EU Countries and USA 
Below is a general description of the health care systems and approaches to their financing in selected 
EU countries and the USA. The countries were selected, first, by the type of their health care system so 
as to demonstrate different solutions for  similar problems. Another criterion was to select countries 
with considerable population so as to compare them with Ukraine. Descriptions of the countries have 
the same format: first, general characteristics of the system are described, followed by an explanation 
of how the system is being financed.  A short evaluation concludes the example. 
3.2.2. France 
Population 58.7 million, health care expenditure 9.6% of GDB (EU average 8.0%), practising 
physicians 29 per 10,000 population (EU average 28), life expectancy at birth 82 years for women (EU 
81) and 75 years for men (EU 75). 
France has a complex mix between private and public sector for both service provision and financing of 
health care. The system is based on compulsory public health scheme, which is supplemented to a very 
large extent by voluntary insurance. However, the system as a whole has managed to achieve nearly 
universal coverage. A wide range and nearly unlimited volume of health services is available in both 
the hospital sector and in ambulatory care and patients are granted freedom of choice between 
providers. The French population is rather satisfied with their health care and the French do well in 
comparison with the rest of the EU in terms of life expectancy at birth and standardized mortality, in 
spite of high consumption of alcohol and tobacco. 
The health care scheme in France is closely regulated by the government, which has prime 
responsibility for the protection of all citizens. Central government assumes responsibility for the 
public's health in general and secures social protection, controls relation between institutions financing 
care, exercises regulatory authority over public hospital system, and organizes training of health 
professionals. The Ministries of Social Affairs and Health are the key institutions for health policy at 
the national level assisted by subordinate authorities such as the French Drug Authority and the French 
Blood Authority. The High Commission of Public Health, chaired by the Minister of Health, 
formulates public health goals. ANAES, the national agency for hospital accreditation and development 
of medical evaluation, is concerned with evaluating medical practice and economic performance in 
health care. 
At the local level there are 22 regional bureaus of health and social affairs (DRASS). Their main 
responsibility is to plan health and social services through annual budget controls, and to monitor the 
"health plans" which establish the number of hospital beds by specialty and area and establish rules for 
the installation of costly medical equipment. The DRASS also exercises close control over inpatient 
treatment facilities and regional sickness funds. 
Universal access to health care is guaranteed by the national health insurance system (NHI), a branch 
of the compulsory social security system. The NHI, closely supervised by the Ministry of Social 
Affairs, covers 99% of the population. It is administered through different schemes according to 
occupation. The general scheme covers about 80% of the population, mainly salaried workers 
belonging to the commercial and industrial sectors and their families. The remainder is insured with 
schemes for agriculture, independent professions and specific groups (for example civil servants, 
medical doctors or students). The very poor can qualify for medical aid provided by various charitable 
organizations. Coverage for services through NHI is not exhaustive and approximately 87% of the 
population either take out supplementary voluntary insurance with non-profit mutual benefit societies 



or purchase private insurance. The main purpose is to cover the large share of expenses, which are not 
reimbursed by the national insurance funds after the patient has paid the initial bill. 
The different compulsory health insurance schemes provide similar benefits, ensuring financial 
coverage for a wide range of diagnostic and therapeutic services, both ambulatory and hospital. To be 
covered by NHI, diagnostic and therapeutic services must be officially listed and provided or 
prescribed by a physician. 
On July 27, 1999 a law was issued related to the creation of global medical benefits. This law is called 
Universal Medical Cover and guarantees basic medical benefits to all French residents including those, 
who were not entitled to any previously and a right to complementary medical benefits to those French 
residents with a very low income. The basic benefits are those of the Regime General of Social 
Security. Complementary benefits, which are free, provided the income of the family is below the 
certain limits, are higher. The reimbursement is paid directly by the insurer to the medical provider i.e. 
for basic benefits the Social Security Organizations and for complementary benefits Social Security 
Organizations, Mutuelles, Institutions de Prévoyance and Insurance Companies. 

Financing 
The general insurance scheme is financed through employer and employee payroll taxes, 12.8% of the 
gross salary from the employer and 0.75% from the employee. (The contributions cover also sickness 
and maternity daily allowances and benefits for invalidity and death.)  The NHI covers nearly 74% of 
the total health care expenditure at present. The recent tendency is for this to decrease. Mutual societies 
cover approximately 7% and private insurers 5% of health care expenses. Less than 3% comes from 
general taxation and remainder, more than 13%, is covered by co-payment on the part of the patient.  
The NHI plays a major role in setting the payment providers in private practice and private hospitals. 
The government determines the level of funding in public hospitals. Since 1985, public hospitals and 
private hospitals, which participate in the NHI schemes, are financed under a global budget based on 
the previous year's expenditure. Funding is through reimbursement of services per diem, but there are 
also attempts to adapt the concept of diagnosis related groups (DRG) to the French system. Capital 
investment is regulated by regional health plans. All personnel working in public hospitals is salaried, 
staff in private hospitals are usually paid by fee-for-service. Private hospitals (for-profit) are funded by 
a combination of per-diem fees and fee-for-service within a global cost target. Public hospitals are 
larger than private hospitals, they are generally well equipped and provide facilities for research and 
training for medical students. They provide nearly two-thirds of all hospital beds. Just over half of 
private-sector beds are found in profit-making hospitals, the rest in private non-profit hospitals. 
Doctors in ambulatory care contracted with the national insurance funds are paid by fee-for-service 
according to negotiated schedules between the medical profession, sickness funds and the government. 
Another group of doctors has opted out of the national insurance scheme and set their own fees which 
may exceed the official fee schedule on average by 50%, the excess being covered by the patient. 
Pharmaceuticals are placed on a list of reimbursable medicines. Prices and the level of reimbursement 
are set by ministerial decree. Over-the-counter medicines, which are not reimbursed by the sickness 
funds, are not regulated. Direct payments from patients average approximately 20%, although they 
range from zero for necessary medicines up to 65% for so-called comfort medicines. There is no 
budget ceiling on pharmaceutical expenditure in France and no limit on prescriptions. 
For the financing of the new Universal Medical Cover scheme there is a fund used to finance the 
complementary cover. It is funded by a State allowance, the medical allowance previously credited to 
the region, and a 1.75% charge of medical premium payable by the Mutuelles, the Institutions and the 
Insurance Companies on their global medical portfolio. This fund will credit the Security Social 



Organizations with an amount equal to expenses incurred under the Universal Medical Cover. This 
fund will credit to the Mutuelles, Institutions and Insurance Companies a flat allowance per beneficiary 
of the U.M.C. equal to FRF 1,500/€ 229 per year. 
Evaluation 
During last decades, health care expenditure has grown faster than the French economy. The system is 
one of the most expensive in Europe. There have been a number of political initiatives to contain costs, 
mainly by efforts to raise the revenue or reduce expenditure. However, any long-term stability of 
expenditure has not been achieved. At the same time, however, in the connection with the measures to 
combat exclusion, a "universal sickness coverage", which offers better coverage for the least affluent 
members of society, has been introduced. 
The law on financing healthcare includes a series of measures aimed at preventing health cost 
increases, such as giving pharmacists' the right to substitute generic medicines and creating a new 
contribution to be paid pharmaceutical laboratories. However, all the cost-containment policies aiming 
at limiting public discontent and ardent opposition have hindered supply and restricting coverage by the 
medical professions, which traditionally enjoy very liberal conditions of independent medical practice. 
3.2.3. Germany 
Population 82.1 million, health care expenditure 10.6% of GDB (EU average 8.0%), practising 
physicians 34 per 10,000 population (EU average 28), life expectancy at birth 81 years for women (EU 
81) and 75 years for men (EU 75) in the whole country - the figures are still lower in the East. 
From 1945 to 1990 Germany was divided into East and West and had two separate health care systems. 
Since the reunification the eastern system has been reformed to bring it into line with the organizational 
and financial structure of the west. The western system is a model system of compulsory social 
insurance. The system has experienced no fundamental structural change since Bismarck laid its 
foundations in 1883, although it has expanded significantly and there have been some fundamental 
reforms in health insurance structure.  
Organization and financing of health care in Germany are based on traditional principles of social 
solidarity, decentralization and self-regulation. The role of central government is limited to providing 
the legislative framework in which health services are delivered while much of the executive 
responsibility lies with the administrations of the individual states (Lander). The Federal Ministry of 
Health (Bundesministerium für Gesundheit) is the key institution at the federal level, assisted by 
subordinate authorities with scientific expertise. At the local level there are Local Sickness Insurance 
Funds (Allgemeine Ortskrankenkassen), Company Sickness Insurance Funds (Betriebskrankenkassen) 
and some funds for special groups of workers (seamen, farmers, miners, etc.). 
The statutory social insurance scheme covers about 88% of the population (of which 13% voluntarily). 
Workers below a certain income threshold (78 300 DEM - 2001) are mandatory members of the 
statutory health insurance. Income earners above the threshold can take the insurance voluntarily from 
the same scheme or from one of the 45 private insurance companies. The unemployed are entirely 
covered by the State and civil servants get their coverage from their employer. Family members, who 
are not employed, are covered through the insurance of the breadwinner of the family. 

Financing 
The scheme is financed by contributions from employers and employees. The amount of the 
contributions is altogether 13.52% (in the eastern Länder 13.92) in average. The employee always pays 
6.76% (in the East 6.96%) of the wage or salary, and the employer on average the same, but the rate 
varies according to the states and the funds between 4.75 - 7.50%. Around 60% of funding is derived 
from compulsory and voluntary contributions, 21% from general taxation, 7% from private insurance 



accounts and remaining 11% is covered by direct payments by the patient. There is a strict separation 
of purchasers (sickness funds) and health care services. Service fees are subject to a highly 
decentralized process of bargaining between the major health care institutions. 
Hospitals, whether public or private, listed on plans established by the Länder, are financed by a dual 
system involving coverage of capital costs by the Länder and payment of operating costs by the 
sickness funds. Operating costs under statutory insurance are financed on the basis of a complex 
calculation combining case-fees related to a specific diagnosis (according to Diagnosis Related 
Groups), procedure fees and departmental charges per diem. Hospital services for privately insured are 
reimbursed according to a separate fee-schedules. Co-payments for hospital services have been 
increased gradually in the 1990s. Since the principle of full-cost coverage has been abolished, hospitals 
can make profits and losses. 
Ambulatory care is financed throughout a complex formal negotiation process between representatives 
of the sickness funds and physician and dental associations. To provide services to members of 
statutory insurance funds, practitioners are required to join the respective associations. The principal 
mechanism of reimbursement is fee-for-service for general practitioner, specialist services and dental 
care. There is a federal fee schedule, The Uniform Evaluation Standard. The actual monetary value is 
negotiated regionally, adjusted to overall income of physicians. There are no direct charges for patients 
for ambulatory medical care.  
There are uniform prices for drugs in Germany. The majority of pharmaceuticals are reimbursed on the 
basis of reference-price system. The physician is free to prescribe a more expensive product but the 
patient has to pay extra when the price of the prescribed drug exceeds its reference price. In spite of 
gradual increase, the co-payment rate for drugs is one of the lowest in the EU. 

Evaluation 
The system has managed to achieve comprehensive health care coverage and provides for equal access 
to a high volume of advanced medical services. Majority of the population considers the system as 
either very or fairly satisfactory. The reason for this success has been attributed to the highly 
decentralized decision-making and an effective negotiation system between provider parties and third-
party payers at the central, state and local levels. The system, however, suffers from some substantial 
problems. An ageing population jeopardizes the stability of the pay-as-you-go basis upon which social 
security is based. In considering the growth and level of health care expenditure per capita as well as by 
share of GDP, the German health care system is amongst the most expensive in the EU. This translates 
into a high level of health care resources, which have to be evaluated in the search for cost-
stabilization, and efficiency gains, requiring further health care reform. 
There have been two principal cost-containment mechanisms in the legislation in the 90s in Germany. 
One has been to increase control over expenditure at the central level; the other has been to enhance the 
self-determination mechanism on the purchasing side of the sickness funds on competition among 
providers. Thus, the German system is still at the crossroads between regulation and decentralization of 
health care finance and organization. 
The latest changes include, for example, the following: patient's participation in medical costs, the 
financial burden of chronically ill persons and of psychotherapeutic treatment has been reduced, 
improvements have been made to obtain dental treatment, and higher health insurance contributions, 
but not for patients. The list shows that there are continuous improvements at the patient's level, too. 
3.2.4. Netherlands 



Population 15.8 million, health care expenditure 8.6% of GDB (EU average 8.0%), practicing 
physicians 29 per 10,000 population (EU average 28), life expectancy at birth 81 years for women (EU 
81) and 75 years for men (EU 75). 
A mix of social and private insurance mainly finances the Dutch health care system, with social 
insurance covering 64% of the population and private insurances covering 31%. A national insurance 
scheme (AWBZ), which is compulsory for the whole population, covers for catastrophic risks, chronic 
illness, disability, psychiatric care and long-term care. The private non-profit sector and self-employed 
professionals play a significant role in health care provision.  
The compulsory social insurance scheme (ZFW) is administered by approximately 40 sickness funds 
and covers approximately 64% of the Dutch population. There is an income threshold, which excludes 
a substantial part of the population, around 31%, principally higher income groups and the self-
employed. They have to purchase private health insurance to cover expenses for acute care services 
mainly provided by benefits in kind in a special insurance scheme (Particular verzekering). Public 
employees, approximately 5% of the Dutch population, are insured under a special compulsory scheme, 
providing benefits in kind for more comprehensive services in comparison to the ZWF. Moreover, 
members of the social insurance funds can take out supplementary insurance (Aanvullende 
Ziekenfondsverzekering) to cover for additional risks. Approximately 90% of the sickness fund 
members take out supplementary insurance to cover for dental care. 
The Ministry of Public Health, Welfare and Sport (VWS) is the key authority for planning and 
implementing health policy. The social insurance scheme is also under the responsibility of the VWS. 
The Minister determines the level of income-related premium to the sickness funds following the 
advice of the Sickness Fund Council. The Minister is in charge of the planning process of health care 
delivery, with power to approve the installation of capital-intensive medical technology and the 
establishment of hospital units. He also has final authority over the fees negotiated between sickness 
funds and the doctors and the rates paid to the hospitals. All budgetary decisions are subject to approval 
by the Parliament. The National Advisory Council for Public Health, the Hospital Council and the 
Health Council are quasi-governmental organizations which advice the Ministry. 

Financing 
Social insurance is the dominant form of finance of health care in the Netherlands, accounting for 
approximately 70% of the health care expenditure. Private insurance accounted for about 13% of the 
expenditure. The finance is supplemented by direct co-payments and governmental subsidies. An 
overall budget for health care expenditure is proposed by the Ministry and subject to approval by the 
Parliament. In addition, there are spending targets imposed on several health care sectors, such as 
hospital and ambulatory care. 
Sickness fund contributions are income-related and paid mainly by the employer (5.60% of gross 
income); the employee contribution is considerably lower (1.55% of gross income). For the 
contributions there is an income ceiling of 29,314 euro per year. The administration and distribution of 
contributions is through a central fund based on partially risk-adjusted capitation. In addition, members 
pay a small flat rate determined by each individual sickness fund (in average 180 euro). The flat rate 
accounts for about 10% of all health care expenditure. 
Sickness funds can compete on quality and quantity of services. This has been introduced to the system 
in the 90s. Competition in private insurance has a longer standing tradition. Private insurers are in 
particular familiar with competitive premium settings and entitlements to health care services and 
quality care. Contributions are individually set by the private insurers and predominantly based on age. 
Service fees are negotiated between the sickness funds or private insurers and the contracted health 



care providers. The maximum level of fees is set by the central government, but lower fees can be 
negotiated. 
Financing of hospital services is via a global budget applied by each County Council. The draft budget 
is calculated for each individual hospital based on anticipated activities and expected expenses for 
capital investments and personnel. Functional differences between hospital departments and the 
resulting differences in expenses are taken into account. The budget is calculated by the Central 
Council for Tariff Control (COTG). Physicians working in the hospitals are paid by fee-for-service 
under tariffs laid down by the COTG. 
Private practitioners in general practice receive a capitation fee under the sickness fund scheme, and 
fee-for-service for patients with private insurance. Specialists are paid by a combination of capitation 
fee-for-service for technical interventions and diagnostics. Efforts to cut the level of specialist fees 
have been of limited effect due to a compensatory increase in the volume of services provided. 
Pharmaceuticals are placed on a positive list of reimbursable products. A reference price system was 
introduced in 1991 for approved products, set by and independent committee that reports to the 
Association of Sickness Funds. Patients have to pay any extra above the reference price. Co-payments 
account on average for 8% of the price of prescribed drugs. Further co-payment is levied for dentistry, 
medical appliances and nursing homes. 

Evaluation  
The Dutch are fairly satisfied with their health care system compared to other European citizens. Of a 
sample population, 72.8% were (in 1997) very or fairly satisfied with the system, this compares the EU 
average of 50.3%. One of the particular strengths of the system has been the provision of a 
comprehensive sector for ambulatory care and long-term nursing care for the elderly. Cost containment 
in the pharmaceutical sector has been particularly successful and health care expenses as share of GDP 
have remained stable in the 90's, the decade of health care reform. 
However, the issue of comprehensive coverage of insurance remains disputed. The coexistence of the 
private and social insurance schemes with variations in quality and quantity of basic and advanced 
services has led to some discussion about moving the two systems more towards each other. There is 
increasing governmental encouragement to form guidelines for effective and appropriate medical care 
in the Netherlands, although this is accepted as the ultimate responsibility of providers and their 
scientific associations and insurers in the agreement with the patients they serve. Quality assurance 
involves all parties in a common effort to define and monitor standards of care. There are already some 
established programs suitable for expanding guidelines for effective, efficient and cost-effective quality 
medical care, for example the Dutch initiatives towards Technology Assessments in the health care. 
3.2.5. United Kingdom 
Population 59.6 million, health care spending – 6.7% of GDB (EU average 8.0%), practicing 
physicians 16 per 10,000 population (EU average 28), life expectancy at birth 80 years for women (EU 
81) and 75 years for men (EU 75). 
The National Health Service (NHS) of the UK has been the most famous universal (all residents are 
covered) medical care scheme since 1948 when it was introduced. It is a public health care service 
financed mainly by taxes. The coverage for services is comprehensive and mostly free for users. There 
are no fees for services provided by the NHS, except in hospitals in cases where the patient asks for 
special amenities or for extra treatment, which is not clinically necessary. For some groups of people 
there are also some charges in dental care and a charge for pharmaceutical products per prescribed 
item. Patients can freely choose their doctors. 



Originally the scheme was publicly organized as a whole. The General Practitioners (GP) and hospital 
services were publicly financed and run by public authorities. However, the organization was 
substantially changed in the 1990s. The main change was that the purchasers and the providers of 
health care were separated and an "internal market" within the system was introduced. The market 
operates through General Practitioners (GP) and District Health Authorities purchasing services from 
hospital and community "trusts" (self-governing hospitals), on behalf of their registered or resident 
patients. The basic idea was to increase competition among the providers of health care and to provide 
more scope for efficiency in the purchase and provision of health care services. However, the financing 
of the scheme was still left to the State (government budget). 

Financing 
The NHS is mainly funded from the general tax system (95%) and other payments (5%) under an 
overall budget, which is set by the Ministry and subject to approval by the Parliament. Supplementary 
private insurances have increased in 1990's, but their share is only some percents of the whole 
expenditure. 
The remuneration system for GPs is a complex mixture of fees and allowances specified in their 
contracts. The major payment is a capitation fee for each patient on the doctor's list. The level of the 
payment depends on the age of the patient. A few services (such as contraception and vaccination) are 
paid fee-for-service. There are also incentive payments for achieving, for example, an immunization 
target. GP fund holders, which are accounted for approximately half of all GP practices, receive a 
budget to provide primary care in their practice and to purchase all secondary and tertiary care for their 
registered patients. Fund holders cannot increase their income but can reinvest their savings. For 
dentists, the predominant type of payment is fee-for-service. 
For pharmaceuticals there is a negative list of non-reimbursable drugs. Prices are set by the industry, 
but profits are under control of the central government. Over-the-counter drugs are covered in total by 
the patient; co-payments to prescribed drugs are levied by a flat rate, with on average 24% of the price 
met by the patient. Contraceptives are free of charge. The use of generics is strongly promoted. The 
fees of pharmacists are negotiated by the central government and the profession. 
Evaluation 
As a result of the reform of the 90s it has already been seen that the primary care and the GPs are  
functioning well. The scheme's focus on primary care has always been seen as a strength and it has 
been maintained after the reform, too. However, secondary care has been seen, according to some 
estimates, problematic, because of lack of resources devoted to it. There are long waiting lists for 
inpatient hospital services, which might be caused by a lack of coordination between GPs and hospitals 
and between hospitals. Private services have been increasing, but are, for example, only 6% of acute 
care beds. This is a little more than the size of the private sector in general. 
As to increasing private services, research has shown that the main reasons people subscribe to medical 
insurance are, reduced waiting time for receiving treatment, private treatment enables the time of 
treatment to be planned to fit in with other commitments, a private room provides more peaceful 
surroundings and allows flexible visiting time. It also allows the employee to continue to perform a 
certain amount of work. And choice of consultant who personally undertakes treatment, too, aids 
earlier diagnosis of conditions. 
 
 
 
 



3.2.6. Italy 
Population 57.6 million, health care spending – 8.4% of GDB (EU average 8.0%), practicing 
physicians 17 per 10,000 population (EU average 28), life expectancy at birth 82 years for women (EU 
81) and 76 years for men (EU 75). 
The Italian National Health Service, Servizio Sanitario Nazionale (SSN), was founded in 1978 in order 
to introduce universal access to health care largely free at the point of delivery. Financing of health care 
is mainly public - out of general taxation and social insurance. Service provision is mixed - public and 
private. Italian health care system is highly decentralized in contrast to its prototype, the British NHS. 
Parliament establishes the minimum service levels to be guaranteed throughout the country, and 
specifies conditions under which people can use the private sector. The implementation, planning, 
financing and monitoring of the health care system is the duty of the 21 regions. The health care system 
is highly fragmented owing to a history of frequently changing national governments and a resultant 
lack of central coordination. 
Health care services are considered below the EU average. There substantial inequalities between 
levels of service provision in the north and south of the country, favoring the north. However, the level 
of resource allocation for Italian health care is very high in terms of both capital and human resources, 
suggesting inappropriate and inefficient allocation, management and use. Public satisfaction with the 
system is low compared to other EU populations. 
In spite of the substantial problems in consolidating equal and efficient health care provision and 
finance, overall health indicators of Italians are good compared to EU average values. Italy also 
provides outstanding medical expertise in certain areas. 
The Italian National Health Service provides universal coverage to the population. Administration of 
the system is regarded as highly bureaucratic with three institutional tiers at national, regional and the 
local level. The basic structure of the SNN is made up of the regional governments and the Local 
Health Units (LHU). Italy is divided into 21 regions, including the autonomous region of Trentino/Alto 
Adige, which comprises the provinces of Trento and Bolzano. The regions are split into around 320 
local health authorities (LHUs), including 90 public but self-governing hospitals. LHUs have 
managerial responsibility for health care delivery. Health care delivery in some regions is strongly 
horizontally integrated with the LHU providing and purchasing all health care services within a defined 
territory. Thus, the LHU is seen as the central focus of health care activity but with the regions in a 
strongly directive capacity via tightly specified regional plans. The implementation of health care 
delivery arrangements at the regional level is performed by elected councils and funding mechanisms 
are set at local level. 
The role of the central government in Rome is limited, since regions have substantial autonomy and are 
responsible for the planning, financing, monitoring and control of health care within their territories. 
Two major functions are pursued at the central level: the definition of global health care resources and 
their allocation to the regions on a per-capita basis - which is subject to approval by Parliament - and 
the definition of the minimum service level to be provided by the regions. The National Health 
Council, drawn from the Government, regions, central administrations, professionals and social unions, 
is chaired by the Ministry of Health and advises the Government. 

Financing 
Financing of Italian health care is mainly public, with social insurance contributing 46.5% and general 
taxation 52% of total funding. The remainder, 1.5% is financed by private expenditure, mainly co-
payments to SSN services. Supplementary insurance was promoted by a 1993 reform. As health 
contributions employers pay in theory 9.6% and employees pay 0.9% of gross wages, but actual 



contributions can vary. Generation of taxes and allocation of budgets takes place at the national level, 
but regions enjoy considerable autonomy in spending, which implies the possibility of surpluses for 
reinvestment as well as deficits, which need to be covered. 
It should be noted that there are some differences in the flow of funds between the regional 
governments and the LHUs, which act as purchaser of health care and provider of hospital care in cases 
where hospitals are associated with the LHU. Hospitals, which participate in the SSN scheme, are 
financed on a fee-for-service basis, third expenditure simply being met by the respective LHU. Self-
governing hospitals are funded by their regions, instead of the LHU. Payment is in part on a historical 
basis and in part on a fee structure according to diagnostic-related groups. Private hospitals, under 
contract to the regions, are reimbursed by the LHUs. Private-practice resources are in particular 
authorized when the public sector is not available. Payment of other categories of private hospital is by 
an agreed per diem rate for inpatient care and fee-for-service for outpatients. 
Italian General Practitioners and Pediatricians are self-employed and usually paid on a capitation basis 
for primary care services. A reform in the 90's introduced fee-for-service for minor operations and co-
payment for specialist ambulatory care. Staff working in the public hospitals is generally employed by 
the SSN and salaried. 
Reimbursement criteria for prescribed pharmaceuticals are mainly set according to a positive list.  Only 
pharmaceuticals listed in therapeutically formularies are used in hospitals. Co-payment by the patient 
of 50% applies to Class B prescription drugs in outpatient and ambulatory care. Class a drugs for 
severe and chronic illness are supplied virtually free of charge. Many patients are, in any case, exempt 
from all co-payments. 

Evaluation 
According to the reform of 1993, primary emphasis has been in management of service provision, 
LHUs have expanded, and hospitals have become self-governing trusts. Observations suggest that the 
larger-sized LHUs have experienced substantial management difficulties. Managers are seen as being 
more interested in balancing the budget than improving medical care. Due to ongoing dissatisfaction 
with the public health care system, the proportion of the population purchasing private insurance is 
permanently increasing, while private-sector services are generally favored due to a higher standard of 
basic, non-medical services, such as catering. 
Increased regional autonomy has resulted in increased resistance to redistribution of fiscal revenues 
among regions, with an adverse effect on the unequal distribution of health care services between the 
north and south. The lack of strategy to tackle substantial inequalities in health in Italy persists in spite 
of numerous efforts. The pressures on the SSN remain considerable, and the prospects for change 
uncertain. On the one hand, there are strong tiers of political party appointees who enjoy a high degree 
of autonomy. On the other hand there is weak central direction for consistent change. However, the 
following newest (2001) reforms are foreseen: 
The package of debt measures drawn up by the Government to reduce the huge Italian public expense 
also affects health and medical assistance, which greatly contributes to the state deficit. Several 
provisions have already been introduced by the Government and approved by the Parliament; many 
others are still to be discussed and will probably take place in the next few years. The main changes to 
the current very generous system could be summarized as follows: 
- An increase in the budget decentralization from the State to regions in the health and Medicare fields, 
which will give the latter direct control over the expenses of the sector and the possibility of increasing 
health contributions, issuing new taxes, and so on. 
- The abolishment of the € 44 levy for those with family income above specified levels; 



- A new payment system for prescription drugs (SSN now pays 100% of cost of life-saving drugs and 
drugs for treatment of chronic illnesses, 50% of the cost of normal drugs, and 0% for over-the-counter 
and elective drugs; 
- For specialist and diagnostic treatment directly provided by SSN, the patient must pay a deductible 
equal to 100% of the first € 52. 
3.2.7 USA 
Population 281.5 million, health care expenditure 14% of GDB (EU average 7.7%), practicing 
physicians 23 per 10,000 population (EU average 28), life expectancy at birth 79.5 years for women 
(EU 81) and 72.8 years for men (EU 75). 
In the United States of America there is no general medical care scheme for people at work. A general 
Medicare scheme is only for people over 65, some people with disabilities and people with permanent 
kidney failure. Other people must insure themselves in private insurance plans. 
The Medicare has two parts. Part A Hospital Insurance, which covers care in hospitals as an inpatient, 
critical access hospitals, skilled nursing facilities, hospice care and some home health care, and Part B 
Medical insurance, which covers doctors, services, outpatient hospital care, and some other medical 
services that Part A does not cover. 
In Part A, people are eligible for Medicare, without paying anything, if they or their spouse have 
worked for at least 10 years in Medicare-covered employment or they are disabled or with permanent 
kidney failure. The Part B costs a premium of 50$ a month. It is voluntary. There are also possibilities 
to buy additional private insurances in connection with Medicare to supplement the cover. 
The main medical care is arranged by private insurances. There are a plenty of them available from 
several insurance companies and funds. Usually the employer has a plan to insure the employees. The 
employer sometimes pays the whole cost, but often the employees contribute with some amount. The 
members of the family are covered by the insurance of the working member. If someone is not an 
employee or a member of the family of an insured employee, the insurance must be bought privately. If 
this is not done, there is no right to medical care. The doctors and hospitals are private, too, and they 
are a part of the business. If they do not get they payments through an insurance, they need cash, and if 
there is no payment, medical care cannot be given. 
Since social security is generally not responsible for providing medical benefits in the pre-retirement 
period, the private sector has assumed this role.  A very broad spectrum of health insurance products 
with various benefit levels and corresponding costs has evolved to suit geographical areas and differing 
industrial needs. 
Some of the benefits that might be included under a basic group health plan are hospital, surgical and 
in-hospital medical expenses, laboratory fees, X-rays, and maternity benefits.  Other types of plans 
(such as Supplemental Major Medical) offer benefits above and beyond those typically offered by a 
Basic Plan.  Typical with most employers is a Comprehensive Major Medical approach.  Some plans 
also include coverage for miscellaneous benefits such as dental, prescription drugs or vision care. 

 Health Maintenance Organizations (HMOs) provide comprehensive health services for their members 
for a fixed periodic payment.  In such plans, a specific group of physicians, surgeons, hospitals, etc. 
furnish needed care.  Benefits are typically only paid for services rendered within the chosen HMO 
network. 

 Preferred Provider Organizations (PPOs) provide health care at discounted rates through a network of 
participating physicians and hospitals.  This alternative has become increasingly popular in recent 
years, with PPOs offering many features of HMOs, as well as the flexibility of physician choice with 
benefits available in or out of the network. 
Point-of-Service (POS) programmes are one of the newer provider network arrangements that 
essentially blend aspects of both HMO's and PPO's. 



 The rising cost of health care continues to be a matter of major concern as health costs have grown 
faster than the rate of inflation, reflecting increases in the price and quality of services and changes in 
the type of services developed.  The concept of Managed Health Care evolved since the mid-1980 and 
continues as the method of choice in order to control over utilization of benefits and health plan costs.  
Although Managed Care takes on many forms, typically a partnership is formed with the employer, 
utilizing various flexible plan design features, network arrangements, cost containment and utilization 
review programmes in order to provide the best quality health plan, while achieving management over 
costs. 

 Flexible benefits (also commonly referred to as cafeteria plans), have also gained acceptance.  Design 
of such plans varies, of course, but most companies provide a core of basic benefits.  The employee, in 
addition to the core benefits, has a flexible benefit allowance which he or she may use to purchase 
other optional forms of benefits, including a richer health plan, additional amounts of life insurance, 
additional vacation days, child day-care, etc. 

 With health care costs for the elderly constantly rising, long-term care has become increasingly 
popular.  This product is designed to fill some of the gaps in the Medicare Program. It covers care in 
nursing homes or at home, helping with the activities of daily living (i.e. eating, bathing, dressing, etc.)  
Carriers are offering this product on both a group and individual basis. 

Financing 
Medicare is financed by contributions paid by employees and employers, both paying 1.45% of the 
wage or salary. The private insurances vary and employers may pay a part or the whole of the premium 
or the employee (or other person) must pay the whole cost. 

Evaluation 
The rising cost of health care continues to be a matter of major concern as health costs have grown 
faster than the rate of inflation, reflecting increases in the price and quality of services and changes in 
the type of services developed.   
With USA health care expenditures (government and private) estimated to total in excess of USD  2 
trillion by the year 2005 (or 17.9% of GDP), the reduction and management of health care costs along 
with some form of National Reform has become one of the most important national political and 
business issues. 
Business is particularly hard hit by escalating health care costs, because it is paying nearly one-third of 
the nation's health care bill through private employee benefit plan premiums, corporate taxes, and 
charitable contributions. 
Effective cost containment programs have been developed to control abuse, unnecessary costs, 
over-utilization of benefits and reduce overall claim costs.  A cost containment program is a set of 
interrelated components, which produce employee benefit plan cost savings. 
As part of the overall cost management effort, there has been a strong trend toward promoting 
consumer wellness.  In typical wellness/fitness programs, insurance carriers work with clients 
(employers) to increase the employee's awareness of wellness, e.g., blood pressure screening, diabetes 
screening, smoking cessation campaigns, exercise programs, weight control and nutrition programs.  
Employers are finding that these programs work. 
3.3. Summary and recommendations 
Roughly, there are  three basic alternatives to establish a medical care scheme: sickness insurance, 
public health or private insurances. In practice, all the countries described have a mixture of all of the 
elements. In each country there are only basic schemes in those categories and then supplements from 



others. However, the countries can be classified so that there is sickness insurance as a basic scheme in 
Germany, France and Netherlands, but the basic scheme is supplemented by private insurances. In Italy 
and in the United Kingdom there is a national health scheme, which is also supplemented by private 
insurances. In the USA there are private insurances, which are supplemented by a Medicare scheme for 
pensioners. In Finland there are  both schemes, a national health scheme and sickness insurance, with 
only a minor need for supplements. 
 
3.4. General principles of financing health care in EU countries  
The sources for the financing of health care schemes can be general taxation (state or local), 
contributions (employer - employee), state subsidies or guarantee and co-payments by the patients. 
In most European Union (EU) member states, the state or public authorities participate in the financing 
of health care. There are several countries where the financing comes totally or almost totally from  
taxation, but only one with contributions. Moreover, in countries where the contributions are the main 
source of  financing, the State participates in the costs or gives subsidies and guarantees. 
There is no EU country where all health care benefits were totally free. In all countries there are co-
payments by the patients, but they vary according to different benefits or services, and also according  
to the amounts. In some countries, however, doctors’ services and hospitalisation are free of charge, but 
dental treatment and pharmaceuticals in all countries are reimbursed only partially or there are co-
payments by the patient. Pharmaceuticals are often classified by disease, group of people or  the cost, 
and reimbursements vary according to the classification. 
In health care, cost and financing problems seem to have been the primary reason for reform in 
Europe. Costs rise because of the increased demands of an ageing population, new, more costly 
medical treatment techniques, higher costs of pharmaceuticals and a more demanding general public. 
Moreover, the traditional way of taking care of the elderly, i.e, at home with younger relatives, 
becomes less natural when both men and women are in employment. This situation calls for changes in 
the structure of health care, financing methods and cost-sharing, as well as in the division of 
responsibility between the State, the private sector and the individual. 
One fundamental problem in traditional health care systems is the split between responsibility for 
providing health care and for financing health care expenditures. Health care providers decide on the 
treatment, while insurance schemes or the State pays the bills without any influence on the choice of 
treatment techniques and their costs. Reforms are intended to make the providers more responsible in 
terms of both the medical and economic outcomes of their work.  
There are several strategies aimed at reducing costs and enhancing quality. One is for the State to take 
more direct control over health care expenditure by introducing some form of total expenditure limits. 
This makes the remuneration for individual hospitals and other care providers dependent on the total 
volume of work that is subsidised by the State in one particular year. The State also sets up supervisory 
institutions of various kinds. One effect is that insurance organisations, formerly quite independent, 
have had their freedom of action circumscribed. 
A new way of remunerating health care providers is ‘capitation’, which is designed to impose better 
cost control. Another way of achieving this is to introduce general practitioners as “gate keepers“. 
There is also a clear tendency to make individuals more responsible by requiring them to pay more.  
One approach discussed is the introduction of “managed care“, which is a way to integrate financing 
and provision of health care so as to make it cost effective. In a European context this strategy is 
combined with private provision of health care that has earlier been a State responsibility. There are 
also moves to introduce into the health sector various quasi-market arrangements that should provide 
for a division of responsibilities between the institutions that finance costs and those which provide the 



care. This would allow the institution that finances and guarantees the population its health care the 
opportunity to conclude agreements with providers, preferably in a competitive market. 
The interest in preventive care is growing. A combination of health promotion, advocacy of healthier 
lifestyles, accident prevention and better rehabilitation after illness would permit the expansion of 
clinical and care services to be reduced. Supplementary protection of various kinds is growing, caused 
by restrictions in basic care, by higher cost sharing, and sometimes as a consequence of a conscious 
development promoted by the State. 
1 It is interesting to note that the introduction of managed care and of quasi market arrangements seems 
to indicate movement in opposite directions. This is a good illustration of the fact that generally 
applicable models do not exist." 

 



 
4. Review of experiences in health financing and health insurance in the CEE 
countries 
 
4.1. General principles of health care schemes 
 
In reforming their health care financing, Central and Eastern European countries have in general 
chosen the health insurance scheme. If the draft law, which is now being discussed in the Parliament, is 
approved, Ukraine will take the same direction. Because Ukraine is reforming its health care financing 
a  bit later than the other CEE countries, it has a chance to learn from their experiences. Thus it can also 
try to avoid the mistakes made in these countries. It seems, however, that it is not possible to find the 
right, final solutions without testing various models. This might also be the case  in Ukraine and that is 
why the approval of the MHI law is only a starting point for the development of the reform that may 
take at least ten years. In all CEE countries that have reformed their health care financing, the past ten 
years have been used to test various models. And the work is still going on to find the solutions and 
models best suited to the circumstances in the country.  The next chapter  describes experiences gained 
in reforming health financing and health insurance in the Russian Federation, Poland, Czech Republic, 
Hungary, Estonia, Bulgaria and Latvia. At the end of the chapter conclusions are  drawn and lessons 
learnt presented for reforming the financing of health care in Ukraine. 
 
4.2. Country descriptions 
 
4.2.1 Russian Federation6 
 
 General 
 

During the last ten years health care in the Russian Federation has moved from the old Soviet 
integrated model to a new contracting model with the split of the roles of different stakeholders: 
providers, policymakers and purchasers of medical services. Under the purchaser - provider 
split and the contracting model, it is the agreements between the various parties that provide the 
glue to hold the framework in place. The major stakeholders today in the Russian health care 
and its financing are many: the Federal Ministry of Health, the Federal Health Insurance Fund, 
other federal organisations and Ministries, Regional Ministries of Health, territorial health 
Insurance funds, health insurance organisations, regional and municipal authorities, enterprises, 
individuals and the providers of services, i.e. hospitals and policlinics mostly owned by the 
federal, regional or local authorities.  Co-ordinating the actions of these parties is an essential 
but not an easy task.   
 
The reform of health care financing in Russia does not take place in isolation. It has to been 
seen within the broader framework of the whole health care reform that aims to change the 
direction of the services from a hospital-driven care to one that focuses more on health 
promotion, prevention and primary care.  It should be noted that the reform of health care 
financing is connected to the development of the whole social security system - and to the 
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economic development in general. All these development processes take time and the actual 
change is often slower than anticipated.  

 

Health care financing system in Russia 

 
A major change in the provision and financing of health care in Russia took place when the 
laws adopted in 1990-1992 gave to the subjects of the Russian Federation and municipal 
institutions a considerable independence to decide on the health care strategies and to spend the 
allocated healthcare funds. As a result, the possibility to use the old healthcare management 
tools decreased. The goal of the early 90s of building market economy has had a major 
consequence for health care policy. Common understanding was that the social insurance 
system might fit best with the new conditions. So, the law on “Health Insurance of the Citizen 
in the Russian Federation” was passed in 1991 and the mandatory health insurance (MHI) was 
introduced. Many hopes were attached to MHI, especially where additional funds for health 
care, more efficient use of resources and improved quality of health care were concerned.  The 
aim of the new legislation was to decentralise the power and to increase consumers’ (patients’) 
choice.   

 

In October 1993, the main legislative principles of how to implement the health insurance were 
finally approved. The law defines how to collect insurance payments and disburse the funds, 
how to organise the territorial compulsory health insurance funds and which payment, 
contracting, accounting, and licensing systems should be used. In accordance with the health 
insurance law, compulsory health insurance is a part of the Russian state social insurance 
scheme. The main aim of compulsory health insurance legislation is to guarantee equal  access 
for everyone  to the medical and pharmaceutical care they may require.  This is to be financed 
through the compulsory health insurance funds within the basic and territorial programmes. 

 

The insurance system provided  a new source of financing: the employer's contribution to the 
health insurance for working population. The majority of health care financing was planned to 
be under the insurance system. The main tasks were, first, to establish, a new financing source 
beside the old one, second, to establish a new institutional structure to implement the MHI 
activities and third, to consolidate the money directed to health care within the MHI system and, 
fourth, to modify the allocation tools both horizontally (from purchaser to health institution) and 
vertically (between the regions). To achieve the planned targets, the law proposed to create two 
different sources of public financing: the mandatory health insurance (MHI) system and “the 
state, municipal system”. 
 

As a result, both the tax-based budget and premium-based insurance funding systems exist side 
by side. A payroll tax for employers was introduced to finance the MHI. The role of the 
established Federal Health Insurance Fund (FHIF) was, until 15 January 2001, to act as a control 
and equalising body when the Territorial Health Insurance Funds (THIF) at the regional level 
collected the insurance premiums from employers After that its role has been to finance the 



health insurance organisations, based on capitation principle, and  to control the efficient use of 
MHI funds. The independent semiprivate Health Insurance Organisations (HIO) and branches of 
THIFs are the actual insurers. The main functions of HIOs are, first, to arrange the health care of 
the insured, second, to ensure the payment of health services provided to the  insured based on 
the MHI contracts, third, to control the quality of health services provided and fourth, to protect 
the rights and interests of the insured persons.  
 

In budget financing, there are three separate levels for health care planning and budgeting: first, 
the federal health care budget, second, the regional health care budget (Health Care Budget of 
Subject of Russian Federation) and, third, the municipal health care budget or rayon health care 
budget in rural territories. All these bodies also own health care providers, i.e.,  policlinics and 
hospitals. 
 

Health insurance organisations cannot, in principle, opt out any clients (firms or individuals). 
Supplementary private health insurance exists but is not widely used. Local government must 
finance the services for non-employed population on the basis of the budget targets set by the 
Federal Ministry. The majority of public funds still comes from these tax sources. In addition, 
in the Russian Federation, about 20 federal Ministries and Departments have their own medical 
institutions which are financed  from the corresponding Ministries’ budgets, such as  the 
Ministry of Transport, Medical Center of President Administration, and the Ministry of 
Finance. Together they create a so-called “parallel health care system”. 
 
Besides taxation and mandatory and voluntary insurance financing,  a considerable amount of 
financing comes directly out of the pocket of the patient or his or her relatives. For instance the 
federal hospitals are even encouraged to establish private services and/or extra services inside  a 
publicly owned hospital. These services are called “paid services” and they are not included in 
the basic services. 

 

Collection of health insurance funds 
 

Altogether 87 territorial mandatory health insurance funds, and 2 territorial tax collectors are 
used to collect (until 15 January 2001) the insurance payments. As mentioned earlier, the basic 
services are funded, first, through health care budgets of all administrative levels, second, 
through compulsory health insurance funds and third, through some other sources.  As a result, 
the incomes of territorial mandatory health insurance funds include: 

 

1. Insurance payments from employers. The insurance payment is 3.6% of the payroll 
expenditures and is determined by the federal law. A small part (0.2%) of that insurance 
payment is passed to the Federal Mandatory Health Insurance Fund for equalising purposes. 

2. The regions and municipalities (or rayons) pay the insurance payments for the unemployed, 
children and retired (non-working population) through their health care budget 

3. Incomes from the investment of compulsory health insurance funds in securities or other 
possible income sources. 



4. Incomes received to cover losses in accordance with the requirements of different types of 
claims.  

5. Miscellaneous other incomes conforming to federal, regional and local laws.  
 

Territorial Funds allocates the funds to its branch offices (rural areas) and private Health 
Insurance Organisations (HIO, cities) that have a contract with THIF. THIF reimburses the 
HIOs retrospectively, based on their expenditures or capitation system. 

 

The success rate of collecting the funds planned is not, however, perfect. For example, in 1998 
the rate was only 93%. Consequently, the insurance payment debts to mandatory health 
insurance funds were increasing, being as high as RUB 95.4 million in 1998. Because of wrong 
invoicing, the insurer collected  RUB 1.8 million as penalties. These figures demonstrate that 
there is more to be done to improve fund collection. At present the Russian health care system 
does not receive enough money to deliver the necessary health care based on public financing 
as stated in federal laws.  This is partly because of the failure to collect insurance payments 
fully and in time. Therefore, the Federal Government decided that the actual fund collection for 
pensions, for social insurance and for health insurance will be simplified (the united social tax) 
by channelling them through the national tax service starting from 15 January 2001. The aim is 
to only rationalise the fund collection but not to change the shares or allocation methods. 

   

  Insurance coverage 
 

In 1998, the Government introduced a second major health financing reform; “The State 
Guarantee Programme for the Citizens to Provide Them Free Medical Care”. The Federal 
Ministry of Health in consultation with the Federal Compulsory Health Insurance Fund 
determines this basic package of care that  is to be provided free of charge. Regional Ministries 
of Health are responsible for developing a territorial guaranteed package programme for the 
residents of the territory. The elements of the state-guaranteed programme are, first, to cover all 
health services to be provided at the expense of the aggregate public health care funds both by 
the MHI funds and budget funds and, second, to concentrate only on the most essential 
healthcare services. 

 

The programme has the following aims:  

1. To establish uniform approach to calculating the need of health care  
2. To establish uniform planning standards for health financing   
3. To improve the effective use of the public funds to provide free health care 
4. To increase the responsibilities of the local authorities for implementing this programme, 

including the payments for non-working population 
5. To use an objective criterion to equalise the funds regionally based on the needs of 

population and regional economic situation to provide essential health care 
6. To find the balance between the guaranteed volume of free health care and the financial 

resources to implement it 



 

Within the Guaranteed Programme the major areas of financing within the “state, municipal system” 

funds are: 

1. Target programme financing 
2. Teaching and research financing 
3. The territorial equalising fund for the MHI   
4. The payment of especially expensive health care services 
5. Emergency and ambulance care financing  
6. The financing of care of socially harmful diseases   

 
The introduction of the Guaranteed Package Programme is the main device to reform and 
balance the health care finance system.  The territorial Guaranteed Package Programmes can 
include additional free medical care, depending on the financial resources available.  In 
addition, the subjects of the Russian Federation may finance alternative medical treatment at 
their own expense.   The territorial Guaranteed Package Programmes are reviewed annually. 
The annual agreements between the Federal Ministry of Health, Federal Mandatory Health 
Insurance Fund and regional authorities are used to help determine how the federal equalisation 
funds should be distributed.  

 

The types of free medical care covered by the compulsory health insurance funds belonging to 
the Guaranteed Package Programme called “Basic Compulsory Health Insurance Programme” 
are listed below: 

Ambulatory, policlinic and hospital care for patients with the following diseases: contagious 
and parasitic diseases (excluding venereal ones, the treatment of which  is financed through 
budget sources), tuberculosis and AIDS; cancers, endocrine system diseases; skin diseases; 
nutrition abnormalities; nervous system diseases, blood diseases; immune pathology;  
cardiovascular diseases; eye diseases; ENT diseases; respiratory diseases; digestive system 
pathology; injuries and poisonings;  musculoskeletal diseases, inborn adult pathology and some 
other diseases. 

 

The basic MHI programme, however, excludes: 

1. Out-patient pharmaceuticals, except for the population groups entitled to free medicines  
2. Dental prosthesis, except for persons entitled to free prosthesis  
3. Treatments in sanatoriums and health resorts, except for patients in sanatoriums owned by 

the Ministry of Health 
4. Health services provided on voluntary basis 
5. Homeopathic treatment 
6. Some other health care services 
 



When free accident and emergency treatment or hospital medical care is delivered under the 
guaranteed programme, the necessary pharmaceuticals are provided free of charge. These 
pharmaceuticals must be on the list of drugs approved by the Federal Ministry of Health. This 
list is updated and approved annually.  

 
The merge of Social Insurance Fund (SIF) and the MHI Federal Fund on the federal level 
is under discussion. The first fund is responsible for the implementation of citizens’ right 
to guaranteed material welfare in case of income loss due to temporary disability. The 
second fund is responsible for the implementation of free health care within the limits of 
MHI programmes. The major idea of the merging is to establish a uniform social 
insurance system to provide the transition from health insurance to social insurance. The 
merge of these funds could facilitate the following tasks: 

 
• To induce the population incentives to improve one’s own health 
• To ensure the concern of parties involved in health protection to decrease the population 

morbidity 
• To integrate the health care and rehabilitation into a unified system of population health 

protection  
• To increase the efficiency of the use of funds collected from public financing sources and 

assigned to carry out the state guarantees in medical and social insurance. 
 
At the moment there are also fierce discussions concerning the role and place of Health Insurance 
Organisations within the MHI system. 

 

Fund allocation  

 
One of the main objectives within the Russian health financing system is to determine "correctly" 
the total amount of money required by health finance funds to meet the costs of free medical care.  
This figure is intended to reflect the actual needs of the population and the current condition of the 
Russian economy. Therefore, in 2000, the Federal Ministry of Health and Federal Mandatory 
Health Insurance Fund, in collaboration with the Federal Ministry of Finance, created and approved 
recommendations called “Order to Form and Finance the Territorial Guaranteed Package 
Programmes in the Year 2000”.    

 

The basic Guaranteed Package Programme includes the following allocation standards: 

- A list of  free medical care provided within the Guaranteed Package Programme; 
- Basic compulsory health insurance programme; 
- Volumes of free medical care within the Guaranteed Package Programme; 
- Per capita index on health care financing to cover all the costs of the guaranteed package of free 

medical care. 
 

The calculations are based on estimated use of certain services per 1000 insured. 



 

Within the Guaranteed Package Programmes the Per Capita Health Financing Indexes are defined.  
They are then used as an allocation guideline for funds from all sources covering expenditures of 
free medical care to the population. Within the territorial Guaranteed Package Programmes, the Per 
Capita Indexes are developed by the regional authorities of the Russian Federation, taking into 
account the costs of free medical care calculated in accordance with the federal recommendations. 

 

Contracting, payments and pricing of services 
 

Purchasers’ and providers’ financial relationships are commonly governed by contracts between 
providers and health insurance organisations. The contract stipulates the payment method.  The 
common payment systems are to pay the providers based on the number of finished cases 
(inpatients) or case related to diagnosis and number of visits (polyclinics). However, in different 
regions, within the framework of MHI system, various payment procedures are in use. The most 
popular among them is still, in the case of inpatient care, the payment based on the number of bed-
days (standard number differentiated according to the specialty or hospital level averages only). For 
polyclinics, the payments are generally based on the number of visits to physicians and on 
diagnostic examination in the case of diagnostic institutions.  

 
Frequently,  a standard number of outpatient visits related to a specific disease is established, based 
on the current medical knowledge. The health service rates, as a rule, do not include all 
expenditures in the budget, i.e., the rate does not reflect the real expenditures of particular health 
services. Basically, the rates include only wages, social insurance charges, materials and 
pharmaceuticals. Municipal authorities tend to pay for services on the basis of historic budget costs, 
and health insurance organisations tend to pay for treatments provided.  

 
Simultaneously with this simple performance-related financing system, the local authorities as 
owners allocate money for hospitals on the basis of estimated budgets. About 65 % of all health 
care expenditures are spent for inpatient care, about 20% for primary and specialised outpatient 
care, 2.2% for education and research and 3.2%  for public health. Hospitals are entitled to charge 
for services not included in the basic package (so-called Payable Services).  All health care workers 
are salaried.     

 

In principle, all health care is free in the point of consumption. However, medical 
aids, prescribed pharmaceuticals and dental care are exempted from the coverage. 
This and direct (yet unofficial) payments to providers mean that households are 
now paying a considerable part of all health care expenditures out-of-pocket.  
 

Capital investments 
 
The Federal and Territorial Ministries may regulate major capital investments. However, the major 
part of investments  is the responsibility of the owners of the medical facilities, i.e., municipalities, 
Territorial Health Ministries or Federal Ministries and institutions (such as the railroad). Only 



major investments are funded through the federal budget and the local governments provide almost 
all investment funds. At the moment, the investment funds are short and most of the facilities lack 
even the maintenance funds.  
    
 At the Federal level, the Ministry of Finance first recommends the total volume for the  federal 

budget for health care. The Ministry of Health and the Ministry of Economic Development must 

first approve the Health Care Investment Programmes. Only then can the Ministry of Finance 

approve the cost and expenditures. 

 
Investment items that are often forgotten include the investments for human capital, for teaching of 
medical and nursing students and for basic and applied medical and clinical research. The direct 
expenditures include medical faculties and research institutes, nursing schools, research projects 
outside the institutes and  the training programmes in hospitals and policlinics or abroad. However, 
teaching and research also cause  indirect costs in hospitals that are used for clinical research and 
that provide practical training for medical and nursing students. These indirect costs are not 
included in the health accounts here. But because of the extra cost incurred by teaching and 
research, they must be taken into consideration when reimbursing these institutions.  

 

Health expenditures in Russia 
 

Total health care expenditures in 1999 in the Russian Federation were about 242 billion roubles, 
constituting about 5.4% of GDP. However, only two thirds of that amount comes from public 
sources. Consequently, there is in the Russian Federation a mixed health-financing system that is 
based on health insurance, tax and out-of-pocket payments. The latest WHO estimates show that 
the total share of health care expenditures is still the same 5.4%, but the public share is 76.8 % and 
private only 23.2% (Source: The World Health Report 2000, WHO, 2000).  

 
Total spending on health and health care is not significantly less than the average health care 
financing in OECD countries or as determined by the World Health Organization to be between 5-8 
% of GDP. However, the shortfall in financing public health care has been covered from private 
sources. Total health care spending per capita in 1999 was 1660 rubles.  However, the main 
problem in estimating health expenditure is that all the relevant transactions are not properly 
registered. This means that all these calculations are correct only within certain limits. 
Traditionally, in the Soviet Union and in Russia only public health financing was taken into account 
which formerly was the dominant part of health finance.  

 

 



Experiences and problems in health care financing 

 

Insufficient financing 
 

The first problem is that the health insurance tariff (3.6%) used is too low to finance the anticipated 
part of health care costs. Second, the Mandatory Health Insurance system does not manage to 
collect fully even that part of the funds for health care. This is related, first of all, to the regional 
and municipal administration that does not transfer the funds to the insurers at all or transfers 
insufficient amount to cover the health care expenditures of the non-working population. 
Consequently, the one main purpose of health financing reform – the modification of fund 
allocation – was not achieved and the tangible results were not obtained. Currently, only 19 % of 
public health expenditures passes through health insurance organisations.  

 

In addition, because of low tax income, there exists a constant deficiency in overall public 
health care financing to cover the expenditures of existing health care structures.  Solutions to 
increase the funds could be to increase the compulsory health insurance tariff and /or budget 
payments for the unemployed. This will require changes in the federal law. Another option 
might be to increase the share of private insurance or direct out-of-pocket payments for 
additional medical services and pharmaceuticals. However, patient contributions have first to 
be made legal incomes of health care providers, because patients  are already unofficially 
paying a large share.  

 

Problems in the health insurance law 
 

The present health insurance law did not clearly define the principles of and tools for  financial 
interaction and co-ordination between the two public sources of funding: the budget and the health 
insurance. Even the amount of insurance payments for non-working population, the principles of 
uniform financial planning, division of tasks and tools for interaction of two systems are not clearly 
defined. 

 

Also, the legislation factually ignores the financial role of the Federal Government in the 
Mandatory Health Insurance system, even the State having more than 500 medical institutions. That 
makes the co-ordination between the state-owned and municipality- owned health care structures 
difficult.  

 

The ratio (3.4 / 0.2 %) how the territorial and federal funds share the employer contributions is 
established arbitrarily, leaving less than 6% of the collected insurance contributions for equalisation 
purposes. The criteria for the division of the equalising contributions are not clearly stated and 
transparently defined either. Finally, the Health Insurance Law does not provide tools for matching 
risks of insurers and for preventing selective choice (cream skimming) of the insured ones.  



 

Different sources, different rules 
 

The budget allocation directly to health care providers past the MHI Funds created a strange 
situation. Each source of financing, MHI fund, budget, incomes from enterprises and other earnings 
had  its own regulations. Consequently, the care providers were forced to apply the funds in 
accordance with the regulations imposed by each of the financing counterparts. As a result, none of 
the financing sources has an opportunity to fully take care of the funds and, consequently, the 
responsibility for financing is not clearly defined. This leads to total non-compliance of obligations 
of financing bodies in relation to the health care providers and providers in relation  to patients. 

 
In MHI system the payments are based on the volume of services. Quite often, however, the 
payments do not support the rational use of funds. For example, payments are related to the number 
of bed-days. Within the framework of budget financing (65 % of public funds for policlinics) a 
cost-based approach is used. From a managerial point of view the two sources of incomes only 
complicate the work, make the planning difficult and muddle up the official accounts. 

 

Equal access 
 

One fundamental weak point of the Health Insurance Law is that the insurance could not ensure 
equal access to health care within the limits of the basic MHI programme both between different 
population groups (horizontal equity) within the region and between the regions (vertical equality). 
The working and non-working population had unequal conditions when receiving health care. This 
is because the access of economically vulnerable population (children and pensioners; groups that 
need health care most) was limited.  

 
There is also  significant variation in per capita expenditures on health care among the regions  
(Table 10). This variation is mainly the result of the independence of the subjects of the Russian 
Federation in determining their own budget allocations for health care. This variation is increasing: 
in 1998 it was as high as seven-fold and in 1999 eight-fold. In the early 90s, the ratio between 
minimal and maximal level of per capita expenditures was only 1:4. 

 

Provider structure and status 
  

No changes took place at the level of healthcare providers either. Health insurance did not manage 
to change the hospital-oriented care to more outpatient-oriented one. The small share of money that 
the providers receive from insurers is not enough to change their behaviour even in the case of 
increased control of Health Insurance Organisations.   

 
Additionally, providers are not independent subjects. They cannot implement their own plans, 
because they are financed through two non-co-ordinated public sources, which are applying 
different financing principles. 

 



Payment systems 
 

One of the strategic goals guiding the reform of health financing in Russia was declared to be to 
establish a remuneration system that depends on the volume, complexity and quality of work of 
service providers. Another strategic goal was to  increase the efficiency of providers by developing  
a financing system that supports the rational use of available resources  based on the principle that 
the “money-follows-patient” and by establishing a uniform payment system for health services 
within the framework of state guarantee. 

 
In practice, however, most of these plans have not materialised and, as a result, both old payment 
instruments and a group of new ones exist parallel. The uniform payment system (e.g. Diagnosis 
Related Groups) for all providers is not even planned yet and, therefore, the implementation will be 
delayed. The capitation financing of health insurance organisations is applied only occasionally and 
in most cases the capitation standards are not weighted to correspond the actual needs of the 
population as was originally planned. 

 

Conclusions  
 

Like all European countries, Russia is striving to maintain and improve the health of its citizens by 
reforming and restructuring its health care system. However, no one model is right for all and the 
introduction of a Western European type health insurance system in 1993 has not, at least not yet, 
delivered the expected rapid improvement in health status of the population, sufficient financing, 
streamlined structures and improved management of health care services in Russia.  

 
Despite fundamental changes in the system of health sector financing over the last decade, the 
service remains under-funded, not well directed and poorly co-ordinated, with patient access to 
effective treatments getting worse rather than improving. 

 

The present system has many problems that have to be solved simultaneously. The whole approach 
in Russian Federation has been too much “top-down” and the working strategy has tried to cover 
everything, when it should  have been more focused.  Safeguarding the official goal, equal and 
universal access to health care, is also a problem. In restructuring the health system,  the potential 
of preventive and primary care has been neglected and focus has been on hospital care. Today, 
there exist more than 50 different separate health care systems in Russia with internal competition 
and rivalry. It also seems that those in power benefit from the status quo, not from a change in it. 

 
 

4.2.2. Poland 

 

Background  
 



The health care system of the Republic of Poland, as in most former Socialist bloc countries, is 
currently undergoing a drastic reform. The right of all Poland’s citizens to health care and free medical 
services is declared in the Constitution. Hence, the key objective of the health reform is to enhance the 
efficiency of scarce resources and increase public health care allocations. 

 
The health reform was triggered by the adoption of a law on health facilities (1991) and a law on 
mandatory health insurance (1997). Also important for health reform are a number of laws that have 
been passed in recent several years regarding the professional activity of physicians, nurses and their 
self-government. 
 
As of January 1, 1999 legislative regulations came into effect and: 
- introduced a new administrative distribution of the State’s territory and territorial self-governance; 
- transferred health facilities to self-governments (facilities that have lost their status of budget-

funded institutions and gained a status of full economic entities capable of concluding outside 
contracts for service provision with appropriate payers and internal contracts with their own 
workers, i.e. their own medical staff); 

- allowed any legal subject (individual or legal entity, including religious communities, public 
associations, labour unions, etc) to act as founders and ensure the health facility operation (with 
health facilities established by state bodies and self-governments, receiving a status of public health 
facilities); 

- ensured equal opportunities for health care providers in various ownership to make contracts with 
payers (customers) (i.e. a possibility for subjects of various ownership to compete for public funds 
allocated to health care);  

- made it possible to start restructuring all sub-sectors of the health care system (primary health care, 
emergency and inpatient medical care); 

- separated outpatient care from inpatient one; 
- strengthened the role of the family physician institute and ensured a gradually increasing 

percentage of cost and clinically effective hospital-substituting technologies in the medical care 
structure; 

- introduced financing for most types of medical services based on mandatory health insurance 
through contracts between customers (in the person of insurance funds) and health care providers 
(family physicians, hospitals and emergency care brigades) by separating health care financial 
resources and making them targeted and independent from the state budget; 

- separated the payer from health provider; 
- introduced changes in indicators for health care providers’ performance assessment  and approaches 

to determining the required volumes of financing health care providers on the basis of available 
information about the cost of health services. 

 
After the start of the reform, all levels of self-government were granted appropriate authority in the 
area of health care. Also, the authority of state administrations and self-governments was separated in 
this area and at present is as follows. 
 
On the province level state administrations ensure: 

- the keeping of a register of health facilities on the subordinate territory, decision-making on adding 
or removing public and non-public facilities from this register; 

- the establishment of public health facilities in cases stipulated in the law on sanitary inspection; 



- recommendatory assessment of decisions by territorial self-governments regarding the elimination 
or reorganization of public health facilities; 

- the assignation of representatives to community councils that work at public health facilities; 
- control over the operation of health facilities within the boundaries of the province. 

 

Province level self-government ensures: 

- the fulfilment of tasks prescribed to it by laws, including tasks in the area of health care and 
promotion; 

- influence on a specific regional mandatory health insurance fund (sickness funds) by appointing 
members of the supervisory board of this fund; 

- the foundation of public health facilities (collective decisions on the creation, reorganization and 
elimination of facilities, appointment of a facility manager and community board; supervision of 
facility operation); 

- the provision of health services at other facilities in the event of elimination of a specific public 
health facility; 

- the development of a provincial health care strategy. 
 

Regional level self-government ensures: 
- the fulfilment of tasks prescribed by laws, including tasks in the area of health care and promotion; 
- the foundation of public health facilities (collective decisions on the creation, reorganization and 

elimination of facilities, appointment of a facility manager and community board; supervision of 
facility operation); 

- the provision of health services at other facilities in the event of elimination of a specific public 
health facility; 

 

District level self-government ensures: 

- meeting community needs, including in the area of health care; 
- the foundation of public health facilities (collective decisions on the creation, reorganization and 

elimination of facilities, appointment of a facility manager and community board; supervision of 
facility operation); 

- the provision of health services at other facilities in the event of elimination of a specific public 
health facility; 

 

Financing 
 

Nearly 99% of all Polish health facilities are public facilities belonging to local self-governments. 
Only about 30 facilities are directly accountable to the Ministry of Health at the national level. The 
province budgets finance the sanitary-epidemiological service, which is managed by state 
administrations of regions and districts. 

 

The Ministry of Health fully or partly covers tertiary health services from the state budget, 
specifically cardiovascular surgery, organ transplantation, etc. The Ministry of Health makes direct 



contracts for service provision with health facilities that can provide such interventions. The cost of 
other services is covered through mandatory health insurance. It also covers the cost of medications, 
orthopaedic devices and appliances (partly or fully as prescribed by law), and also of some 
preventive services, specifically some immunizations to prevent infectious diseases. 

 

In accordance with the law on mandatory health insurance, starting from 1 January 1999, every 
citizen pays a mandatory insurance premium that is offset by corresponding income tax reductions.  
This means that the amount targeted for mandatory health insurance is excluded from state budget 
revenues.  Initially, this premium was 7.5% of gross income, but from January 2001 it accounts for 
7.75 % of the above indicator. 

 

The above funds are accumulated in the pension fund that distributes them among 16 legitimately 
instituted autonomous regional (at the level of every province) and 1 departmental (indented to serve 
the military, police and other paramilitaries) mandatory health insurance funds (so-called 16 
regional and 1 branch “sickness funds”). Every patient has the right to choose a sickness fund from 
the two active on the given territory. However, as a rule, the insured tend to choose a sickness fund 
in the area of their residence. 

 

Non-working members of premium payers’ families are considered to be insured. Pensioners pay 
premiums from the pensions they receive. The unemployed during their on-the-dole period pay 
premiums from the Government’s unemployment benefit, and when the government relief stops, 
medical services they receive are covered from the budget. Health services provided for persons 
who do not have a permanent place of residence and are not covered by mandatory health insurance, 
are paid from district self-government budgets upon health care providers’ request. 

 

Based on contracts with various health care providers sickness funds cover the costs of these 
services for all insured persons assigned to a specific sickness fund. According to law, the following 
is guaranteed to the insured under mandatory health insurance through sickness funds:  

- physician’s examination and consultation; 
- diagnostic examination; 
- treatment (outpatient, home care, inpatient and urgent care); 
- therapeutic rehabilitation; 
- nursing services; 
- care for women in pregnancy, in and after childbirth and during breast-feeding, perinatal care, 

newborn care, assessment of the newborn health status and development; 
- preventive care; 
- provision with medications and medical supplies; 
- provision with orthopaedic and auxiliary devices, including technical ones; 
- information about health status; 
- palliative (hospice) care; 
- medical services at the place of study and education. 

 



The law also established a list of health services that are not to be covered under mandatory health 
insurance provided. Specifically, they include services that are financed in accordance with specific 
laws (for example, occupational medicine services); issuing medical certificates on the ability to 
drive mechanical vehicles; drive and other medical certificates that are issued at the request of the 
insured person, if the necessity of their issuing is not required by further treatment, rehabilitation, 
disability, continuation of education of students, decision-making about social care and surveillance 
etc,; some immunizations; sanitary services that are not associated with the direct cause of patient’s 
referral for treatment; some types of dental services; non-standard services; some other services, 
medications and technical devices, as identified in a special instruction of the Ministry of Health. 
These services are covered by out-of-pocket payments, from the state budget and other funds as 
prescribed by regulatory acts. 

 

The sickness fund makes contracts: 

- for primary health services (based on the number of patients assigned to every family physician), 
- with specialists providing outpatient care (based on the number of contracted specialized services, 

their cost negotiated between a sickness fund and a health provider); 
- with hospitals (based on the cost of one-day, three-day or long-term (above three days) 

hospitalization depending on the type of inpatient department (therapy, surgery, children’s, etc.). 
 

Sickness funds plan allocations for making contracts on the basis of demographic and 
epidemiological statistics received from statistics bodies.  

 

Formally, all citizens covered by mandatory health insurance have a legitimate right to choose a 
health provider, first of all, a family physician and a hospital from those that have contracts with 
sickness funds. However, family physicians and public hospitals have a legal right to receive 
patients only within the limits of law, i.e., only if funding comes from sickness funds (through the 
mandatory health insurance system). In addition, a family physician  has a right to refuse to take on 
a patient if he/she has received the maximum number of assignees  prescribed by law.  

 

To receive free medical care the patient insured under mandatory health has a right to go to a 
specialist only on the basis of a referral from his/her family physician. In this case specialized 
services for the insured patient are covered by a sickness fund that has a contract with a specialist. 
At the same time, specialists are entitled to receive any self-referred patient and the patient pays for 
services directly to the physician out of his/her own pocket. A patient, who has no referral from a 
family physician, also has a right to seek care directly from up to 8 types of specialists (such as 
dermatologist, dentist, oncologist, TB specialist, gynaecologist, ophthalmologist, psychiatrist and 
narcotics specialists). 

 

As far as inpatient care is concerned, the hospital that is a legal entity and has made a contract with a 
specific sickness fund, makes internal contracts with physicians of an inpatient department, with 
specialists of a specialized policlinic that typically continues to be a structural subdivision of a 
hospital  (however, specialists start their own private practices more often and make contracts 



directly with the sickness fund), emergency care brigades and technical operational services. 
Hospitals have a right to make contracts not only with regional sickness funds of the territory they 
are located on, but also with sickness funds of other regions and the branch sickness fund that 
provides services for military men, police and other paramilitary formations. 

 

The amount of salary of family physicians, other medical staff providing primary care, and of 
hospital physicians working at public health facilities, is regulated by the State. At the same time 
salaries at private facilities stay out of state control and are set by the management of these facilities. 

 

According to law public health facilities are considered to be non-for-profit institutions with specific 
tax privileges, and private facilities are considered as for-profit commercial subjects that are taxed 
on the basis applicable to commercial entities. 

 

The law on mandatory health insurance also establishes a procedure and size of insurance coverage 
for the cost of medications provided to insured patients. All medications provided to insured patients 
are divided into three categories: 

Vital (basic) drugs that are required to save a person’s life or cannot be replaced in treatment and 
health maintenance  (the most wide spread in the drug therapy group); 

Auxiliary drugs that are auxiliary and enhance the effect of basic drugs, and drugs of the newest 
generation having properties similar to those of vital drugs but more costly; 

Prescription drugs  that are prepared in the pharmacy ex tempore by prescriptions. 

 

Drugs for persons insured under mandatory health insurance are provided in two ways. Hospitals 
having contracts with sickness funds provide patients with drugs free of charge, i.e., the cost of 
drugs is included in the structure of health services cost covered by the sickness fund. Physicians 
working at public ambulatories and having private contracts with sickness funds are empowered to 
issue prescriptions for vital (basic) drugs, the list of which is approved by a special directive of the 
Ministry of Health. Insured patients make a so-called contractual payment to the pharmacy for these 
drugs, as well as for ex tempore drugs prescribed by the physician. According to the mandatory 
health insurance law, such payments cannot exceed 0.5% of the officially set minimum wages for 
vital (basic) drugs (more than 110 names), and 1.5% of the minimum wages in case of purchasing 
prescription drugs. And if the price of such drugs is lower than the amount of contractual payment 
(i.e. 0.5% or 1.5% of the minimum wages respectively), the insured person covers the full cost. 

 

Insured patients pay a partial amount of 30 % for drugs listed as auxiliary (more than 80 names) or 
50 % (more than 130 names) of the cost (price limit). The principles of contractual and partial 
payment for drugs apply to one pack of basic and auxiliary drugs. 

 

It is noteworthy that there are additional possibilities to receive drugs at low prices for patients with 
specific diseases including 30 chronic diseases, such as diabetes, glaucoma and epilepsy. These 



patients obtain drugs free of charge (more than 120 drugs), for contractual payment (about 50 
drugs), for 30 % (more than 40 drugs) and 50 % (10 drugs) of the limit price. There is also a specific 
list of patient groups that have privileges in receiving drugs: war invalids, military invalids, 
honorary blood donors. War invalids receive all drugs free of charge, military invalids and honorary 
blood donors receive drugs free of charge only from the above lists. 

 

Apart from that, there is budgetary financing for providing drugs for insured patients. Appropriate 
funds are channelled via the Ministry of Health to health facilities providing costly tertiary care, 
including specific drug therapy, and to health facilities implementing special health promotion 
programmes. However, the volume of such financing is shrinking, and sickness funds increasingly 
cover these costs. 

 

Provision of drugs that insured patients are entitled to by prescriptions is based on contracts between 
sickness funds and particular pharmacies, according to rules set by the mandatory health insurance 
law. Every two weeks the pharmacy has 5 days to submit an appropriate report to the sickness fund, 
and the sickness fund during the following 15 days after the receipt of the report has to reimburse to 
it the funds spent on providing prescription drugs for insured patients. The sickness fund pays a 
forfeit to the pharmacy for the untimely reimbursement of the drugs. 
 

Assessment 

 

Polish health reform has both positive and negative points. 

 

The positive aspects of the health reform include, first of all, the separation of target health care 
spending from the budget, which helps avert negative consequences of possible budget “gaps”. This 
is especially important for a transitional economy. In addition, health reform has offered an 
opportunity to ensure public control of health care spending, and to develop this system on a 
solidarity basis, to gradually form a health services market and improve the quality of care. Equally 
important reform-related aspects are changes in patients’ and health care providers’ mentality and 
behaviour, patients’ higher responsibility for their own health and need to preserve it, responsibility 
of others for the quality of care and rational use of financial, material, technical, and human 
resources economically. 

 

However, the health reform has had a number of adverse effects. The key drawback is weak reform 
promotion. The lack of an appropriate strong information campaign about new changes in the health 
sector  has caused a lot of other inefficiencies and has failed to provide a timely foundation for 
innovations from various health reform stakeholders, specifically from patients and health care 
providers, lowering the level of their satisfaction with the reform. 

 

Many problems and difficulties have resulted from delays in preparing appropriate by-laws at the 
legislative and self-government levels, which were necessitated by the mandatory health insurance 



law. Another substantial drawback is the excessive autonomy of sickness funds. This precludes 
universal approaches to the content and structure of documentation that sickness funds demand from 
health care providers, and the content and procedures of receiving statistical, medical and financial 
reporting from providers. As a result of this autonomy, there is also  a lack of universal methods of 
financing health care providers and principles of health services costing, and appropriate contracts 
for their provision, and as a result, a lack of guarantees for equal access to health services for 
patients assigned to various sickness funds. 

 

Other features peculiar to Poland’s current model are as follows: 

- A lack of an effective system of identifying insured patients and control over premium payments;  
- Poor information provision for the mandatory health insurance system; 
- Incentives (at least for specialists) to increase the number of services; 
- Patients’ tendency to excessive health care consumption; 
- Inefficiencies in the currently used method of financial reimbursement (risk equalization) between 

various sickness funds, which is based only on the insured person’s age and fails to include other 
factors; 

- A lack of an effective method to assess insured patients’ medical needs at every sickness fund and 
to meet these needs medically as to be stipulated in contracts with health care providers; 

- A lack of risk assessment of the insured at the national level, which precludes effective validation 
for an adequate insurance premium amount set by the law; 

- A lack of detailed information about the range of services covered by sickness funds at places 
where such services are provided; 

- A rather low salary level for health staff at public health facilities. 
 

4.2.3. Czech Republic 

 

Insurance coverage 
 

The Health Insurance System is compulsory and it is aimed at all persons who have permanent 
residence in the Czech Republic. Health insurance comprises diagnostic and therapeutic care, care for 
the chronically ill, provision of medicines and the medical technology, transport of sick persons.  
 

Health care financing system in Czech Republic 
 
Health insurance is financed from collected contributions and from state attribution (for persons, who 
are insured but not economically active) The basic contributory rates for health insurance are: For 
employers – up to 9 %, for employees – up to 4,5 %, for self-employed persons – up to 13,5 % and for 
the state – up to 13,5 % of the minimum wage. The state system of social subsidy as well as the costs of 
the system are fully covered by the state from the state budget.    
 



Collection of health insurance funds 
 
The Czech Administration of Security (CSSZ) is a budgetary organisation whose main task is to collect 
contributions to basic pensions, the sickness insurance scheme and employment insurance. CSSZ is 
responsible for the calculation and payment of benefits from those schemes and it keeps records of 
insured individuals. The financing of the universal health insurance scheme, guaranteed by the state, is 
entrusted to individual health insurance companies.  It is up to the citizen to select the health insurance 
company with which he/she would like to take out insurance. The largest proportion of citizens is a 
member in the General Health Insurance Company. Other insurance companies are professionally 
oriented. The establishment of a single company system is widely discussed.   The board of the GHIC 
is  composed of representatives of the state, employees and employers.. 
 
 
Provider structure and status 
 
The national government still owns regional and university hospitals, which have over 1000 beds and 
also function as teaching hospitals. These large hospitals provide a full range of specialised care and 
take referrals for tertiary care. While their number is small at 24 (12 % of hospitals), they nevertheless 
account for 31% of beds. Following the break-up of the health institutes that owned state hospitals, 
ownership of the smaller hospitals was transferred to districts and municipalities. These hospitals 
comprise almost 60 % of all beds. District hospitals offer the main specialties, have their own blood 
transfusion unit and mobile emergency service, and typically have just under 700 beds. Local hospitals 
usually have less than 200 beds and run only four departments: internal medicine, surgery, paediatrics 
and gynaecology-obstetrics. 
 
Directors manage public sector hospitals; mostly physicians until recently but increasingly, these are 
managers, lawyers or economists. The director used to be directly accountable to the municipality or 
the Ministry of Health, but now answers to a board comprised of representatives from the municipality, 
the Ministry of Health, local enterprises and the employees of hospital. Three deputy directors, the 
clinical chief, the head of nursing and the head of finance support a hospital director. In practice the 
director is very powerful within the hospital.  
 
In certain phases of the reform in the Czech Republic it was assumed that all health care providers 
could be privatised.  But it became clear during the process of trying to do this that it was very difficult 
to transfer the ownership of the specialist tertiary hospital without risking some important policy 
objectives. The majority of the bed stock (over 90 per cent) remains in the public sector despite policy 
efforts to increase privatisation and most public sector hospitals are now owned by 14 regional 
administrations.  
  
In accordance with a new law in 1997 it was determined that public competition would be a key 
principle for reorganising the health care system. The Ministry of Health launched a programme for 
restructuring hospitals. The targets were to reduce beds to 5 per 1000 population and to increase long-
term beds to 2 per 1000.  
 



Contracting, payments and pricing of services 
 
In the Czech Republic contracts between insurers and hospitals specify the volume and type of 
services, reimbursement method, data provision requirements, termination conditions and period of 
effectiveness. This is based on an overall list of services, the Schedule of Procedures that specifies5000 
procedures. Hospitals can decide which services to provide, but are reimbursed only for those in 
contract. Every procedure has its own points of value. The insurance companies are obliged to pay 
doctors based on the amount of points that a doctor has accumulated for the payment period. The rate 
between one point and one crown is settled in a process as a kind of collective agreement. (Ministry of 
Health/Representatives of the doctors). Pharmaceuticals and items of medical technology, which are 
prescribed, are covered by insurance up to a fixed limit. Dental care is partially covered by the insurant.  
 
The insurers were initially required to contract with any hospitals that applied for a contract. Since 
1995 selective contracting has been allowed in theory. In practice, however, contracting decisions are 
not made by insurers but by a committee of representatives of health insurance funds, MOH, the 
Chamber of Physicians and the Hospital Association. 
 
Invoices submitted to the insurer contained a patient identification code and a list of the procedures 
carried out. Up to 4500 procedures were reimbursable with points supposedly based on the time taken 
to carry out a procedure. Hospitals also invoiced points for each patient day spent in the hospital and, in 
addition, received a lump sum for pharmaceuticals. Direct charges for materials were reimbursed first 
and the remaining funds were then divided by the total number of points. Each health insurance fund 
calculated its own point values.    
 
The law of 1997 introduced a new budget system for hospitals, first as a pilot for four years. Since mid-
1997, inpatient health care for each hospital has been reimbursed according to a budget based on the 
activity in the previous calendar year, taking inflation into account. The points from the fee schedule 
are used to determine the activity of the hospital, or, in other words, to evaluate whether an equivalent 
activity has been delivered for the budget. A combined daily charge incorporating diagnosis-related 
groups for hospital care is being piloted in 19 Czech hospitals, with so-called “Grouper-AP-DRG-3M” 
adapted to Czech Republic. This new payment system is to be fully implemented in the near future.  
Despite the weaknesses, The Czech Republic is an example of the strong use of contracts as purchasing 
and accountability instruments.   
 

Quality assurance   
 
Quality standards for hospitals are being implemented slowly. An accreditation procedure is underway 
for all hospitals and health care facilities. This procedure began in 1995 as a collaborative effort 
between the Ministry of Health, the health insurance funds, the associations of hospitals and 
professional chambers.  

 

Experiences  
 



The contracting system in Czech Republic shows that fee-for-service payment tends to increase both 
the quality, quantity and cost of services provided and makes the control of overall spending very 
difficult. In order to compensate for decreasing fee-for-service rates, providers increased the number of 
services delivered, resulting in “point inflation”. It stimulated considerable growth in hospital and 
ambulatory services, overvalued some specialities (such as orthopaedics and ophthalmology) relative to 
others, and there was no allowance for higher labour costs in some areas such as Prague. That’s why 
the system was changed as a pilot 1997. Hospital costs have continued to rise despite changes. The 
hope is that rising costs will be contained by the introduction of DRG payments. 
    
 

4.2.4. Hungary 

 

Health care financing system in Hungary 
 
Health care is provided as social insurance and thus financed from contributions by employers and 
employees. Employers pay a total of 11% of each employee’s gross salary and employees 3% of their 
gross salary.  
 

Collection of health insurance funds 
 
The National Tax Office and its local branches are responsible for collecting social insurance 
contributions for health and pensions and for forwarding them to the National Health Insurance Fund 
and the National Pension Insurance. The Office also collects  the unemployment insurance 
contributions. The state guarantees any deficits to be incurred by the health insurance fund. 
 

Insurance coverage 
 
According to the Hungarian health insurance law, two types of health care benefits can be 
distinguished. One is health services and the other cash benefits. The basic principle is that medical 
services can be used to the extent  needed due to the person’s state of health. There are some services, 
which are excluded from the ambit of statutory insurance. These services are rendered exclusively for 
aesthetic purposes and do not improve the patient’s health. Health care is generally provided free of 
charge. Co-payment is normally needed for medicines. The full cost of medicines will be covered for 
victims of employment injuries and occupational diseases as well as some low-income elderly or 
disabled persons. 



 

Contracting, payments and pricing of services 

 

In Hungary contracts between the Health Insurance Fund and hospitals are made but 
their cost-effectiveness seems not to be on a very high level. Contracts contain the 
capacity of the contracted hospital in terms of number of hospital beds and provided 
physician hours and remain silent in respect of volume, service mix and quality even 
though hospitals are paid on the basis of their output (DRG basis). So the contracts 
still specify inputs and the services and other outputs are only mentioned as group 
service categories of inpatient or outpatient care. However, the payment from 
insurance funds is formally related to outputs and not inputs. 
 

Provider structure and status 
 
The basic principle is that either physicians who are employed by local governments or independent 
doctors who have their own contract with county level body of the National Health Insurance Fund 
Administration provide medical services. Institutions providing health services are obliged to handle 
the sums received from the social insurance financing separately from other finances.   
 
 

Payment systems 
 
Since 1993, the national Health Insurance Fund Administration (HIFA) has entered into performance-
based contracts with providers, including hospitals. The HIFA pays primary care on a capitation basis, 
adjusted for provider qualification and age mix of the patients; outpatient services are paid on the basis 
of a German-style point system.  Hospitals are paid on the basis of Homogenous Disease Groups 
(HDGs).  The HDG payments are used to cover salaries of providers and other variable costs, but not 
capital costs, including the depreciation and investment of buildings and equipment.  Relative 
diagnosis-related group weights are estimated and updated by Gyogyinfok, an institute of the Ministry 
of Health. Final approval, however, is by a committee of physicians appointed by the Ministry of 
Health where medical specialties bargain and lobby. The impact of the HDG system has been mixed, in 
part due to the incentives but in part due to the other forces in the health sector.  Discharges have 
grown as lengths of stay have decreased from 9.9 to 8.0 in the 1990s. Also beds per capita have 
decreased.   
 
 
 

Quality assurance   
 



The 1997 Health Care System Act prescribed the introduction of quality management programmes in 
health care institutions in Hungary. It also set out requirements on patients´ rights and personal data 
protection. This legislation has not been implemented comprehensively. Physicians have defined 
minimum standards, but in the first inspection most hospitals and departments had not met them. Since 
it would have been too costly to bring  all of them (equipment, access to laboratories, etc.) up to the 
defined standards, the issue has been temporarily taken off the agenda.  
 

Experiences 
 
The introduction of case-mix funding (the DRG model) concentrated on linking revenue and 
performance (inputs and outputs). However, other incentives embedded in the hospital system were not 
sufficiently considered. Crucially, the Health Insurance Fund continued to contract with each hospital 
and paid for all the services they provided (there was no selective purchasing). Hungary is an example 
of the weak use of contracts as purchasing and accountability instruments. Hungary has also had 
difficulty in implementing sector neutrality for lack of any clear guidelines on contracting with private 
sector providers. 
 
Reforming the health care in Hungary during 1990s has meant searching new methods. However, 
changing only one element of the hospital system, introducing DRG payment, is not enough. Changes 
are also needed across financial, legal and organisational level and incentives should be considered. 
 
 

4.2.5 Estonia 

 

Health care financing system in Estonia 
 
Estonia has implemented a health insurance system that has had regional sickness funds and a central 
sickness fund for management and re-allocation until 2000. The sickness funds are financed by social 
contributions. They contract state, municipal and private health care providers to perform the necessary 
services. The employer  pays the health insurance premiums which amount to 13% of the payroll.  
 
The 1991 Health Insurance Act decentralised ownership of public hospitals to local governments; and 
the primary health care reform implemented by Estonian Ministry of Social  Affairs (MSA) which 
established family doctors as the gatekeepers to specialist services. In 2001 Estonia was entering the 
second stage of health care reforms. The 2000 Health Insurance Fund Act reorganised former sickness 
funds into a single Estonian Health Insurance Fund (EHIF) and strengthened the role of health 
insurance towards hospitals. The EHIF has 7 branches purchasing care for their respective population 
pools, which range from 70.000 to 490.000 people. EHIF is an autonomous public agency incorporated 
under a special law. The new law significantly strengthens the negotiating position of the health 
insurance fund by completing the purchaser/provider split. The 15-member EHIF governing board has 
full decision powers on the organisation, budget and contracting rules of the EHIF and includes 
representatives of the Government, the employers association and civil society. No hospital sector 
interests are represented in the governance of the health insurance fund. 
 



The 2001 health Care Services Organisation Act replaces the 1994 law and clarifies the legal status of 
hospitals. The Estonian Health Insurance Fund plans changes in financial incentives for hospitals. The 
Government has developed a hospital master plan that provides direction for significant hospital sector 
restructuring by 2015. In the autumn 2001, the Government began the parliamentary and approval 
process on a draft new health Insurance Act. Among other things the act will redefine health insurance 
benefits and co-payments.   
 
Public health insurance has been and remains the main source of finance for hospitals. In 1999 hospital 
inpatient care consumed 36%t of the total Estonian health care expenditures. The EHIF met 93% of this 
expenditure – 60% of EHIF expenditures on health services – while other public sources and private 
payments met 6%. Total Estonian health care expenditures amounted to 4,8 billion Estonian kroons, 
equivalent to 208 US dollars per capita in 1999. The EHIF contributed 68% to the total health care 
expenditure.  
 
 

Insurance coverage and co-payments 
 
The extent of the services available under the health care scheme depends on the health insurance 
budget. In medicines the insured person has to  bear the first 2.5 euros of the cost of a prescribed 
pharmaceutical product and 50% of the remainder. The rest of the cost is paid by the sickness fund. For 
certain pharmaceuticals and, in the case of children, the elderly, disabled persons and Chernobyl 
victims, the patient pays one euro, and in some cases 10% of the remainder. In these cases, however, 
the patient never pays more than 10 euros for the medicines required.  
 
Two special benefits are available to those with an income below the minimum subsistence level. The 
first is a telephone benefit paid to certain categories of people who do not work, who live on their own 
and need frequent medical care at home, such as blind, diabetics, asthmatics and the chronically ill. The 
second provides for persons in need of prosthetic, orthopaedic or other medical equipment due to 
illness, advanced age or disability. The costs for of any appropriate appliances are compensated fully or 
partly. 
 
The contract is made between sickness fund and the health provider. Insured persons have a free choice 
of primary health care doctor. When  insured persons receive health care, they must make a modest co-
payment known as a visit fee (0,25 euros). When a person wishes to obtain special medical services or 
has particular wishes regarding the materials used, a higher price has to be paid. These fees are set in a 
price list issued by the Ministry of Social Affairs. Persons requiring medical assistance  who are not 
insured for health care, depend on the local governments which are obliged to organise provision of 
health care. 

 

Contracting, payments and pricing of services 

 
The 1991 Health Insurance Law marked a change in hospital financing. Instead of the historical line-
item budget, a German style relative point scale hospital payment system was introduced. The 17 



regional sickness funds administered the contracts with hospitals. After a couple years the point system 
evolved into a pure fee-for-service system. In 2000 the health insurance price list included 1892 fees 
and a small number of case-based payment modules were developed to be used in parallel with the fee-
for-service system (e.g. normal delivery, cataract surgery etc.). Hospitals responded to changing 
incentives by increasing the number of services produced, shortening average length of stay (ALOS) 
and increasing hospital throughput. The introduction of a general practitioner-based primary health care 
system as a gatekeeper to specialist services has also counterbalanced the financial incentives. The year 
1999 marked the first time that the number of specialist visits, hospital admissions and certain 
diagnostic procedures (radiology) did not increase from the year before. Also bed days/100 population 
decreased from 257 in 1990 to 194 in 1999 and ALOS from 17,4 days in 1990 to 10,9 days in 1999.  

 

The EHIF has taken the decision to introduce diagnosis-related groups (DRG) for 
financing acute hospital care. This comes fully into effect from 2003. The change is 
expected to further motivate hospitals to improve efficiency by removing incentives to 
produce more hospital bed days per patient. 
 

Doctors may be either employees of health institutions that have contract with the fund 
or independent self-employed persons with their own direct contract with a fund. The 
employed doctors are paid a salary by their health institution, whereas hospitals and 
self-employed doctors are paid on a fee-for-service basis. The fees are set in a price 
list issued by the Ministry of Social Affairs.    
 

Capital investments 
 
There is a relatively ad hoc approach to reimbursement for capital. The hospitals can form trusts under 
foundation law and own assets, but the by-laws restrict the trust’s autonomy to liquidate assets. If the 
trust decides to divest its physical assets, the money goes back to the founding owners. 
 

Provider structure and status 
 
The Health Care Organisation Law of 1994 decentralised ownership of most hospitals to local 
governments. A local government entity status gave hospital directors only limited decision rights and 
no ability to make decisions on hospital assets or to keep revenue from sales. As most of a hospital’s 
funds were received through contracts with sickness funds, local governments did not have much 
interest in the operations of the institutions they owned and did not provide adequate oversight and 
support they needed. The Health Care Services Organisation Act of 2001 calls for all hospitals in 
Estonia to be incorporated under private law as foundations (trusts) or joint-stock companies by 2003. 
Under this arrangement, the key challenge still to be solved is the financial oversight of hospital 
operations to avoid bankruptcy cases and other market exits.  
 



Experiences  
 
Entering the transition period, Estonia had significant overcapacity of hospital bed stock. In 1994 a 
round of administrative closures of a number of small hospitals failing the licensing criteria was 
conducted. The master plan on hospital services would effectively downsize acute hospital capacity 
from 68 hospitals in 2001 to 13 by year 2015. The main criteria used for planning hospital capacity are 
sufficient population pools to support necessary service volume for quality and efficiency and at most 
60 minute-travel by car to reach a hospital as a geographical access criterion. Realisation of this plan 
would not mean the closure of all excess hospital sites. Some of the plan will be realised through 
mergers. For example the 17 hospitals in the city of Tallinn are being merged into 4 hospital networks 
by 2002. From the health insurance fund perspective this would mean 4 contracts in Tallinn in 2002 
instead of 17 in 2001.  
 
The Health Care Services Organisation Act of 2001 legalises the hospital master plan by mandating the 
EHIF to conclude at least 3-year service funding contracts with the hospitals that are included in the 
master plan.  
 
How to finance capital in the health sector remains one of the issues still to be solved by the Estonian 
policy makers. The  Health Care Organisation Law of 1994 mandated the owners of the hospitals 
(central or local governments) to finance capital investments. This mandate was never appropriately 
funded and the capital stock of hospitals has been significantly run down during the 10 years of 
transition. Incorporating hospitals under private law would allow private partners to join as equity 
partners in a joint-stock company for hospitals. In addition, the Government is introducing a capital 
charge for public hospital assets to equalise the costs of capital from different sources for the hospital 
managers and owners. This would necessarily mean a review of health services pricing policy by EHIF 
to include a provision for capital cost.  
  

4.2.6 Bulgaria 

 

Health care financing system in Bulgaria 
 
The MHI law was passed in 1999.  The National Health Insurance Fund (NHIF) is the body that 
implements the mandatory health insurance. This office is the insurer in the system of health insurance. 
The NHIF keeps its autonomous budget separate from the State budget. It is a financial plan for raising 
and spending the finance of the mandatory health insurance.  
 
In Bulgaria most public hospitals suffer from chronic shortages of financial resources. Material 
conditions are poor and equipment inadequate. The actual requirements of the hospital sector are 
several times higher than the current spending, with 1 billion Euro required but only 250 million spent. 
The average monthly salary of a hospital physician is 150 euros. Between 1997-2000 the number of 
hospitals remained stable at around 276-288, while the number of beds per 1000 population declined to 
6,6, with pressure for further reduction because of low bed occupancy (245 days per year).  
 
From 2001 hospital financing is shared between the Ministry of Health, municipalities, the NHIF and 
other institutions owning hospitals. Such joint hospital financing aims to share financial responsibility 



for delivery of high-cost hospital care and to guarantee a comprehensive package of hospital services to 
the population. The major share of hospital financing will continue to come from the state and 
municipal budgets. Thus 80%  of their budget will be allocated on the basis of historical spending and 
around 20% as a flexible budget, depending mainly on the number of patients treated and other 
performance and outcomes indicators. The municipalities could apply a similar method for financing 
hospitals and dispensaries.  
 
The NHIF will initially fund about 10% of the hospital budget (13 million euros) with this share 
gradually increasing in following years. This revenue will be drawn from compulsory insurance 
contributions (6% of taxable income) introduced since 1 July 1999. These new payment methods for 
hospitals aim to improve the quality of services, create incentives for more effective and equitable 
allocation and spending of resources, encourage competitive behaviour, and promote performance-
related financing. The NHIF intends to gradually move hospital financing from historical to 
performance-related financing. Revenue  will also be raised through official co-payments by the 
insured. With a gradual increase in the NHIF share in financing hospital care, the types of cases 
covered will be expanded. The strategy is towards gradual coverage of all cases and a move from 
financing of cases of certain diagnoses towards case-mix financing  in diagnosis-related groups (DRG). 
 
Such evolutionary changes in hospital sector financing were perceived to guarantee a smooth transition 
without unnecessary shocks for the population. The size of the health insurance premium remains in 
6%  in 2002 which is in line with the state policy for reduction of the tax burden on the population. The 
financial commitment by the state and municipalities is likely to be sustained because they will be 
hospital shareholders and will continue to finance part of the recurrent expenditure.   
 

Insurance coverage 
 
The mandatory health insurance is regulated under Articles 4-80 of the Health Insurance Law. It is the 
basic type of health insurance. The insurance rights of the insured persons are the following: a) to 
receive medical care to the extent stipulated in the law, the National Frame Contract and the contracts 
between the regional pay offices and the providers of medical care b) to choose one provider of 
primary medical care among the providers that  regional health insurance pay offices have made a 
contract with c) to have their costs for medical care abroad recovered in case of obtaining advance 
permission thereof from the National Health Insurance Pay Office d) to receive information from the 
regional pay offices concerning the contracts concluded between the pay office and the providers of 
medical care.  
 
The Ministry of Health determines the minimum package of hospital activities that the NHIF is 
required to finance. This package includes hospital benefits for 30 disease groups and 159 types of 
units according to the following two criteria: 
 
 Coverage of significant diseases and types of users: cardiovascular and circulatory diseases, chronic 

obstructive lung disease, neoplasms (especially cervical cancer, breast cancer, bowel cancer and 
prostate cancer), diabetes, maternal and child care; and 

 
 Conditions frequently involving visits to hospital, for example abortion for medical reasons, 

pneumonia and cholelythiasis  



 

Contracting, payments and pricing of services 
 
The principle of contracts is used in the provision of medical care. This principle finds its expression in 
two main types of contracts. The provision of different types of medical care is specified in the 
National Frame Contract (NFC) and in the contracts between the regional health insurance pay offices 
(RHIPO) and the providers of medical care. The NFC is made and signed by NHIPO and the 
representative professional organizations of physicians and dentists. It specifies the procedure for 
contracting hospitals, requirements for hospital care, terms of payment, financial and medical quality 
control procedures and sanctions. The second stage of contracting is individual contracts between 
Regional Health Insurance Funds and separate hospitals.  
 
In 2001 regional funds contracted only with hospitals for active treatment (acute care hospitals). These 
are paid for treatment on a “cost per case” basis according to 30 clinical pathways. These are clinical 
guidelines prescribing the routine for treatment for each diagnosis approved by the professional 
organisations and in accordance with the minimum package specified by the Ministry of Health. The 
NHIF and regional funds will contract hospital providers for the treatment of certain number of types of 
cases, provided that they can offer the standard of treatment (such as equipment and staff) required by 
the clinical pathways. This is expected to guarantee more effective spending, respond to the most 
critical needs and result in better health outcomes in general.     
 
Published by the Ministry of Health, The National Health Map contains the minimum number of 
physicians and medical facilities per area to be contracted by the National Health Insurance Fund 
(NHIF) in order to cover the insured population. The type of ownership of these facilities is not 
specified, allowing private hospitals to bid for contracts with the NHIF.  

 

Quality assurance and accreditation 
 
Health insurance medical care has to be in compliance with the rules for good medical practice. These 
rules are adopted by the professional organizations of the physicians, dentists and the National Health 
Insurance Pay Office and approved by the Minister of Public Health. These rules comprise 
requirements for the timeliness, accessibility and quality of medical care.  
 
The Law on Health Care Facilities envisages an obligatory accreditation procedure for all hospitals and 
some outpatient hospital facilities as an important mechanism for raising quality. The Ministry of 
Health published a decree and the procedure for accreditation established the Higher Accreditation 
Council and trained 400 accreditation experts. The criteria for accreditation are structure, staff skills, 
equipment, effectiveness (costs and benefits) and quality. The accreditation process will force mergers 
or closures of some hospitals with low scores. The accreditation procedure will guide the NHIF to 
selecting hospitals. In the future only accredited hospitals will be contracted.   
 



Provider structure and status 
 
According to the 1999 Law on Health Care Facilities, public hospitals owned by the state (national, 
university, and inter-regional hospitals) and by the municipalities (serving one or more municipalities) 
are to be transformed into for-profit companies (limited companies owned by the municipalities or 
shareholding companies with the state as majority holder). These will offer a specified range of medical 
and other treatment-related services. This initiative aims to improve hospital management, create 
economically independent and efficient hospitals, promote entrepreneurial skills, tap investment in 
infrastructure and staff and generate extra revenue. 

 
According to the 1998 MHI Law, health care within the compulsory health insurance system is 
provided by health care institutions as well as persons involved in individual health care practice who 
have received licenses and accreditation in accordance with the procedure established by the Ministry 
of Health. 
 
Health care institutions bear the responsibility for the volume and quality of health care services 
provided in accordance with the legislation and provisions of the contract. They also bear the 
responsibility in cases where an insured person has been declined health care services.  

 

Payment systems and incentives to personal 
 
Within the limits foreseen by the General Programme, the insurance company pays quarterly all 
expenses connected with the provision of health care to the insured persons. Payment is based on 
invoices submitted by the health care institutions. The invoice  submitted by the health care institution 
is based on calculation of expenses according to the register of insured persons who used medical aid 
during the respective period. 
 

Hospitals that are limited companies (above 50% of state or municipal shareholding) have to comply 

with national regulations on salary rates. The main principle is to link the salaries with financial 

performance. Up to 40% of the revenue from outside the state subsidy (that is, the NHIF, patient 

payments and private services) can be spent on providing financial incentives to staff and thus 

increasing their salaries.   

 

Experiences  
 



Because the MHI scheme in Bulgaria started in 1999, there are not yet studies available concerning the 

new system. In the legislation especially the contracting system between the fund and the health service 

provider is keenly regulated. However practical implementation in hospitals started only in July 2000. 

Outpatient care was covered  by national insurance from mid-1999, but the low premium (6% of 

income) and the low incomes of employees and employers did not allow for the immediate inclusion of 

the hospital sector.  

 
 
4.2.7 Latvia 7  

 

Health care financing system in Latvia 
 

Latvia has consolidated 33 local sickness funds into 8 Regional Sickness Funds, which contract with 
hospitals for a basic package of services.  Specialized and tertiary services are now in the process of 
merging with the regional sickness funds.  The hospital sector is over 98% public and is still 
characterized by some excess capacity and inefficiency in the provision of care.  Government-run 
tertiary hospitals are paid on the basis of beds and personnel. 
 
The basic package of the services programme has been paid on the basis of bed-days, but the change to 
DRG payment mechanisms is on the way. Hospitals, on average, are using 40% of their budget for 
material costs (rent, electricity, heating, water, laundry, food, etc.) and 60% for salaries and social tax.  
 

Fund collection 
 
Funds to cover the minimum of services were collected from the following sources: 

1)  Earmarked part of the population’s income tax - 28,4% according to the sate budget. This 
part is not fixed but varies according to the amount of taxes collected; 

2)  State budget fixed donations 
3)  Patient co-payments, which are paid by the patient or by a third party such as family, 

employer or private insurance, 
4)  Other payments made by third parties. 

 

Insurance coverage and co-payments 
 

                                                 
7 The text is shortened of the article by Eero Linnakko; ”Health care financing in Latvia” 



The state order stated that, starting from August 1995, health care facilities may charge patients within 
the basic package up to 25% of the cost of services provided. The municipality can regulate this share, 
except in cases of children under the age of 18, pregnant women and patients receiving emergency 
medical care that was excluded from payments. The minimum amount of health care services included 
in the basic package could be increased, depending on the economic possibilities of municipalities. 
This allowed municipalities to allocate additional resources for the financing of the health care. 
 
The state programme for health care in 1995 included care and treatment in special state-owned health 
care facilities. This covered the treatment and rehabilitation of mental diseases and substance abuse, 
tuberculosis, chronic lung diseases and cancers.  This also included primary and secondary 
rehabilitation, blood and blood products, intravenous liquids, leper and perinatal care. In addition, the 
state programme covered all expenses of emergency care. Furthermore, costs of administration, state 
medical statistics, environment and public health, carrying out the health care system reform, medical 
forensic, pathology, implementing immunization programmes, family planning, and those activities at 
the state level connected with licensing and control of institutions and health professionals were 
included. 
 
A so-called basic package defined the minimum amount of health care that had to be provided to all 
residents, i.e., the amount that had to be supplied by state- and municipality-owned health care 
institutions. These services were paid by the territorial sickness funds, from the budgets of 
municipalities and by patients in accordance with the order concerning patients’ co-payment of the 
costs of medical services. 
 
Services financed and not financed by sickness funds  
 
Positive list 
 
• Emergency health care, which does not depend on the place of residence of the patient; 
• Diagnostics of acute and chronic diseases, cure and dynamic observation; 
• Home visits to patients whose health status does not allow them to go to a health care facility; 
• Examinations of pregnant women, delivery aid, and aid in the cases of delivery pathology; 
• Prevention, diagnosis and cure of infectious diseases, sexually transmitted infections and contagious 
skin diseases; 
• Specific and non-specific vaccination and specific immune therapy according to the order stated by 
the Health Department of the Ministry of Welfare; 
• All kinds of medical care for children up to 18 years old, including dental care; 
• Medical care for trauma and occupational diseases; 
• Supply of pharmaceuticals, to which the discounts are applied according to the order stated by the 
Ministry of Welfare; 
• Medical care to those suffering from the consequences of the Chernobyl nuclear accident.  
 
 
Negative list 
 
• Dental care for adults; 



• Secondary level care in cases of planned operations or chronically ill patients outside their area of 
residence or patients without referral from their treating doctor; 

• Treatment in rehabilitation centres and in sanatoriums; 
• Abortions without medical or social indications; 
• Some ophthalmology services 
• Sickness funds do not finance investments, such as building of health care facilities or expenses 

incurred to repair capital. 
 
Care providers were allowed to charge patients: Ls 0,20 for a visit to a primary health care facility, Ls 
0,40 for a home visit by medical personnel and Ls 0,45 per diem for a day spent in hospital. These 
payments refer to the health services included both in the state programme and in the basic package. 
  
Providers could charge patients – for the health services included in the basic package – co-payments 
that do not exceed 15% of the price of the health care service rendered. This co-payment is defined by 
the Minister and is uniform all over the country. However, because of the excluded groups, the direct 
patient out-of-pocket payments cover only about 4% of total provider revenues.    
 

Quality assurance 
 
The quality and amount of supplied services have been controlled by the control doctors of the 
territorial sickness funds, Health Service Quality Control Inspection and Disability Expertise or its 
invited expert. 
 

Collection of health insurance funds   
 
Health care state programmes are covered directly by incomes from the state budget according to the 
regulations for the current year’s budget. 
 
According to the regulations, the state programme, sub-programmes and other activities must be paid 
by the State Health Insurance Central Fund.  The revenues of the Central Fund consist of: 
  
1)  Earmarked part of income tax that the State Revenue service pays weekly into the fund’s account;  
2)  Weekly payments from those municipalities that have a contract with the Ministry of Finance to 

collect income taxes;  
3)  Part of the basic budget donation from the general state revenues to cover the basic package. The 

funds are transferred into the fund’s account by the Ministry of Welfare. 
 

Fund allocation 
 
Sickness funds revenues are used in the following way:  

• To create a fund of reserves and development; 
• To pay the primary care institutions for the services provided (in accordance with the point 

system); 



• To finance specialized health care facilities (in accordance with the price of bed day and 
point system); 

• To cover payments according to the contracts with pharmacies; 
• To cover emergency care expenses; 
• To settle interregional accounts (cross boarder patient flows); 
• To cover the current expenditures of sickness fund itself (up to 2% from the collected 

income tax for health care ). 
 
Payment of primary health care  
  
PCH physicians have individual contracts with the local sickness funds. The contracts are not standardized 
across the country. Some of these health care workers are receiving a salary, independent of the level and 
kind of activity, some are paid on a per capita basis and some are paid on the basis of the point system. 
The owners of the PHC clinics – the towns and municipalities (pagasts) generally have to finance the 
maintenance of the facilities and to provide the clinics with the required equipment. These items were not 
included in the sickness funds budget for PHC. 
 
In sparsely populated rural areas PHC physicians, who were paid on the basis of the point system, were 
not able to generate incomes sufficient to sustain the expenses of daily living, and have to have 
supplementary income financed from the municipality.  
 
Sometimes the validity of the referrals of PHC physicians is inspected by the control physicians. If it turns 
out that the PHC physician should have been able to treat the case, the referring physician is fined 1Ls, 
payable to the specialist. 
 
There is no general system for information feedback to the PHC physicians to enable bench-marking 
activities, quality assessment, etc. The only feedback is the occasional visit by the sickness fund’s control 
doctors. 
 
 

Experiences and problems  

 

Insufficient financing 
 
Hospitals, on average are using 40% of their budget for material costs (rent, electricity, heating, water, 
laundry, food, etc.) and 60% for salaries and social tax. 

 
It is considered a financial problem that a hospital gets only 80% of its total budget from the Sickness 
Fund, while 20% have to be covered by patients' payments. Hospitals charge 1 Ls per day for hospital 
stay; 15% comes from fees and other charges for services, whose value in points for treatment exceeds 
1100 points.  
 



If the state cannot provide enough revenues and municipalities do not meet their financial obligations, 
this has to be compensated by increasing patients' payments. All the health care service providers that 
are included in the basic package are allowed to charge patients- with some exceptions - a fee that must 
not exceed 25% from the total price of services paid by the sickness fund. 
 
To protect the citizens from out-of-pocket payments, voluntary health insurance has been established 
and introduced.  Riga Regional Sickness Fund is selling these policies, aimed at covering patients' 
payments: the "green card" for 30 Ls per year per person that covers 15%  of patient fees and 5% of co-
payments.  The "red card" for 18 Ls per year per person covers only the 5% of co-payments. This 
private health insurance is, however, too expensive for many, even though there are discounts available 
for pensioners and people living under the poverty line, as well for children and students. 
 

Payment systems 
 
The strengths of the payment system, which is based on the fee-for-service principle, are first, a close 
link between the provider's income and actual work done and, secondly, the possibility to analyze the 
provider's practice behaviour. This requires, however, adequate, computer-supported information 
systems between providers and payers. This system does not yet exist in Latvia. 
 
The fee-for-service system also requires high administrative efforts and costs. This is further enforced 
by the need of providers to communicate and have business with several Sickness Funds. Also, the fee-
for-service system may cause cost inflation and create incentives for an excessive amount of 
treatments, when physicians try to create as many points as possible (supplier-induced demand). For 
these reasons there is a need to set up adequate control systems. 
 
To have some control over the number of points charged by physicians, there is usually a fixed upper 
limit for points that the physicians can charge from the insurance companies. The point and per diem 
reimbursement system creates an incentive to produce as many points and hospital days as possible, 
keep the occupancy level high and overuse the bed and nursing capacity. Therefore, there are some 
restrictions to avoid the abuse of the system, i.e. a prospective determination of the range of patients to 
be treated and a certain fixed range for an average length of stay. 
 
4.3. Summary and conclusions 
 

• Amongst the countries with transition market economies Hungary, Czech Republic and Estonia 
may have the most developed MHI systems. They have at least ten years of experience in 
applying the MHI system. There is a lot to learn from these countries, particularly about the 
contracting system between health insurance funds/companies and the health care providers 
(model of contracts, calculation of fees, payment systems etc.). In addition, the collection of 
health insurance money is quite stable and developed in these countries, although problems still 
exist.  

 



• The status of service providers in these countries is, however, not as independent as it should be 
in an ideal health insurance scheme. The status of health care providers may also need extra 
rules and regulation in Ukraine after the MHI law has passed the Parliament. 

 

• In Hungary, Czech Republic and Estonia the rules of the Mandatory Health Insurance have 
been changed during the past ten years to increase the effectiveness of the system. This tells that 
“ a ripe model” of the MHI is difficult to find in a short time and every country has to go 
through a developing process during which rules and regulations may need to changed and 
checked many times. The planning of the reforms has to be as profound as possible to avoid 
mistakes. If mistakes nevertheless appear, there should be a will to correct the system as quickly 
as possible. 

 

• In general, there are not many limits in the scope of health care in Mandatory Health Insurance 
in the CEE countries. In Hungary, Czech Republic and Estonia all treatment that is needed is in 
the scope of the scheme and only some aesthetic treatments are left out. Most relevant examples 
to Ukraine of the basic package may be found in the Russian MHI law and its sub-regulations 
and in the Latvian law. However, every country has its own special conditions and Ukraine 
naturally has to build it basic package from its own origins.  

 

• Collecting money to health insurance funds has not been an easy task in the CEE countries and 
probably will not be in Ukraine either. For example, it seems that the Russian Federation has 
not created a stable collection system because only 17 - 19% of the health care costs are 
covered by the health insurance funds. The lesson to Ukraine might be that all parties should be 
involved in the reform process or should at least be informed well in advance about the future 
changes. Special care should be taken to involve local administrators in the preparation work so 
as to ensure the flow of information to the local level. It should be noted that a transition from 
the old system to the MHI system means a profound change and the results of this change will 
have effect for tens of years ahead. The best way forward might be a step-by-step procedure 
ensuring the permanence of the changes before each next step.   

 

• A very difficult issue is the problem of multi-channelling in the health care financing of many 
CEE countries. Examples from many countries imply that it is important to clarify the roles of 
different stakeholders (local administration, municipalities, sickness funds) if, after the reform, 
there still are many financing channels of health care. In these cases roles could be clarified for 
instance so that the investment costs were be paid from the local budget and the costs of the 
treatment including maintenance costs from the MHI funds. 

 

• The modes and structures as well as the independency of the funds/insurance companies also 
vary a lot from country to country. In most countries independent activity is guaranteed by a 



board which consists of representatives of the state, employers and employees and where the 
powers of their directors are wide. 

 

• Examples show that implementing a health insurance system does not necessarily end hidden 
co-payments. The MHI should bring new incentives to doctors and other health care personnel, 
but under-the-table payment still continues in many countries. This shows that it is feasible to 
connect the implementation of the mandatory health insurance with the renewal of the salary 
and payment of the health care personnel. The increasing cost-effectiveness should also mean 
increasing incomes to the employees (doctors, nurses and other personnel).  

 

• A remarkable threat to the Ukrainian reform may be opposition from doctors who are afraid of 
losing income when under-the-table payments decrease. For this reason, the renewal of the 
salary system should be connected to the reform. Training, information and discussions with 
health care personnel also help to initiate a change in health care personnel. In any case it may 
be realistic to accept the fact that hidden payments being a deep-rooted habit, it will take time 
before they stop  

•  
• Poland and Bulgaria have implemented the new MHI system only three years ago. Poland has 

had many problems typical to the starting phase, but there is also much to learn about the many 
measures taken that aim at cutting costs and increasing  cost-effectiveness of the health care 
institutions within the new financing system. 
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CHAPTER 5 
 
POSSIBILITIES AND VARIANTS FOR THE DEVELOPMENT OF THE SYSTEM OF HEALTH CARE 

FINANCING IN UKRAINE  

 

5.1. BASIC PRINCIPLES  
 
In our opinion health care financing reform in Ukraine should take place in accordance with the principles of 
social equality, equity, solidarity and justice. These principles were accepted in Europe for the organization and 
provision of health services, and this approach made it possible for European countries to reach high health 
indicators. 
 

5.2. POSSIBLE VARIANTS OF THE DEVELOPMENT OF HEALTH CARE FINANCING IN 
UKRAINE  
 
European Union’s experience as well as that of Central and Eastern Europe countries of the former Soviet bloc, 
which embarked upon reforms not so long ago, shows that the mechanism of financing social health care 
systems can be successfully improved both within the framework of budgetary financing and social health 
insurance. In many EU countries governments are involved in mandatory health insurance through some form of 
budget allocations (either on behalf of certain population groups, in the form of capital investments, or in some 
other way). 
 
Thus, Ukraine has to choose from the following: 

1) Preserve the budgetary system of financing, 
2) Introduce mandatory health insurance, or 
3) Create a mixed system of mandatory health insurance and government funding of certain  health care 

elements? 
 
What are the prospects for addressing each of the challenges mentioned in Section 2, if any of these directions is 
chosen? 
 
 
5.3. Ensuring  adequate health care financing 
 
If the budgetary financing and the existing structure of national and local budget revenues are preserved, and 
unless there are specific interest groups to influence the process of discussion and the adoption of the state 
budget and inter-budget transfers, health care priorities seem too weak, and increased health care spending is 
unlikely. 
 
As a matter of fact, normal increase in health care spending will depend on gradual economic growth. One 
should, however, not expect any radical changes that would abruptly increase the share of health care spending 
in the GDP structure in the nearest years to come. This conclusion seems to be shared by the legislators and 
health sector managers of Ukraine, as in recent years the main accent in addressing the issue of health care 
under-financing is put on the introduction of mandatory health insurance8. 

                                                 
8 Health care concept of Ukraine. 2000. 



 
Health insurance is in fact a tax for health care, the advantage of which is the targeted use of funds in accordance 
with health sector needs. The size of the MHI premium can be established by the law (for example Poland), or 
by independent health insurance funds (for example Germany), based on the needs of the insured pool.  
 
Health insurance funds are a minor subject in political bargaining as compared with budgetary allocations. 
Hence a health care system that is funded from health insurance premiums can be considered more independent 
from the political situation and more predictable in terms of revenues. This is a political advantage of mandatory 
health insurance. Budgetary financing may tempt political opponents to use the fact that health care is under-
financed to blame the Government for showing little concern for taxpayers’ health. With a health insurance 
system the Government has little to do with volumes of financing and is mostly free of such accusations. 
 
To ensure the principle of equal and fair access to service systems, social health insurance often uses risk 
equalization mechanisms. This means that insurance premiums are redistributed among funds according to the 
age-sex structure of the covered population. The analogue for such mechanism in the budgetary systems are 
budgetary financing norms that provide for per capita financing (for example Ukraine, Great Britain). 
 
Risk redistribution is a trait that distinguishes mandatory health insurance from voluntary one. Under voluntary 
insurance, an individual disease risk is assessed  (or aggregate risk of a group of individuals) and an individual 
(group) premium rate is set to cover this risk. Under mandatory insurance, the purpose of which is to provide 
equal access for all the insured irrespective of the individual’s (group’s)  health status, the individual risk is not 
considered.  
 
Mechanisms of risk compensation allow preventing a phenomenon called risk selection. Under voluntary 
insurance it results in refusals to cover people who have previous diseases or demands for them to pay extremely 
high premiums. The prohibition of risk selection in the mandatory health insurance system narrows down the 
sphere of competition among insurers to effective management of insurance pools with compensated risks – 
even if the MHI system in a given country (e.g. Germany) allows several mandatory health insurance funds to 
operate on the same territory. 
 
As to the distribution of the insurance premium amount among employers and employees, this issue is more 
theoretical and political than economically applicable. As employers relate insurance premiums and salaries to 
production costs, a change in certain components of these costs will cause compensatory changes in others. If 
employers are made to pay the total MHI premium amount, they will seek ways to reduce (or not to increase) the 
salary,  a defined percentage of which is normally withhold as a premium. 
 
In whichever way the MHI premium is shared by employers and employees, employers see the 
introduction of mandatory health insurance as an additional tax that may have an impact on the 
competitive capacity of the local economy. This breeds dissatisfaction among employers who may 
demand compensatory reduction in tax burden (above the one that is ensured by charging MHI 
premiums to production costs). 
 
Addressing this issue depends on goals being pursued in introducing MHI. For example, Poland’s goal in  
introducing MHI was not to increase financing for social health insurance but to improve the efficiency of this 
system. Therefore, the MHI premium was taken out from the structure of individual income tax. As a 
consequence, the general tax burden in the economy did not grow. 
 
As was already mentioned, MHI was viewed as a potential source of additional financing for the Ukrainian 
system from the very start. The idea of compensatory reduction of other taxes was not discussed. If MHI is to be 



introduced, this approach may result in compensatory redistribution in the production cost structure and a 
relative reduction in the share of wages in it.  
 
Whatever the financial sources may be, the problems health care managers face and the tools they use to address 
them are similar. Every time the main challenge is to ensure the closest connection between financing and the 
quantity and quality of services health facilities provide with public funds and to secure an equal and equitable 
access to services. Regardless of whether Ukraine’s health care system is budget-dependent or insurance-based, 
the primary step to ensure such a connection is to separate the functions of financing and provision of health 
services. Funds managers should have operational freedom  to channel resources to those providers that offer a 
better price-quality ratio. And the providers’ right to receive allocations should not be absolute  (as is the case 
with budget-funded facilities in Ukraine).  The prerequisites for receiving allocations should be defined in 
discussions between the health facility and the financing party. The discussions should address issues such as the 
volumes and quality of services provided.  
 
In mandatory health insurance systems, the MHI fund itself is the manager of funds  (e.g. in Germany and 
France). In Great Britain, where the national health service is funded from the government budget, this 
separation is ensured by obligating regional health administrations to buy services from independent physicians 
and health facilities. 
 
For the separated functions of funds managers and health providers to improve the system efficiency, it is also 
necessary to change health providers’ economic and legal status. Health facilities and independent physicians 
(or their groups) should become autonomous business entities. They should be granted the right to make 
contracts with other business entities, take loans, and single-handedly manage the assets available to them. The 
restricted freedom of action of the present-day managers of budget-funded health facilities in Ukraine is the 
reverse side of guaranteed financing (though insufficient one). If they get rid of these guarantees, they will also 
have to get rid of restrictions imposed upon them.  
 
It should be emphasized that the separate functions and the autonomy of health facilities are the two sides of one 
medal. There is no point in separating them without changing the status of health facilities, as in this case they 
will be deprived of their rights and hence responsibilities. 
 
The next important step required for building an efficient health care system is to develop and introduce a 
transparent priority-setting mechanism and on its basis develop a package of services to be provided for public 
funds. In other words, the manager of budgetary funds or the MHI fund, together with other stakeholders 
(representatives of the community, patients and health professionals’ communities) should decide what types and 
volumes of services they are able to cover from available funds. 
 
Why is this step is important? 
 
Whether one is willing or reluctant to recognize this, the resources of any health system are limited. This means 
that none of the health systems can meet all possible needs for health services. This results in rationing of 
services in the following ways:  
- A guaranteed package (list of services to be covered from the budgetary or insurance funds), 
- Waiting lists for hospitalization or admission by a specialist 
- Positive (or negative) list of drugs (to be covered (or not covered) from budgetary or insurance funds) 
- Co-payments  
 
It is most important for all stakeholders to understand that the above and other forms of service rationing is not a 
manifestation of dark political forces, but a natural consequence of limited resources. Of course, if management 
is inefficient, the package will be smaller, waiting-lists longer, the list of drugs shorter, and co-payments higher. 
However, they can never be eliminated.  Co-payments can be reduced, but this will result in longer waiting-lists 



and a shorter list of drugs. And vice versa, waiting-lists can be reduced, but this will result in a shorter list of 
drugs and higher co-payments. 
 
Hence, discussion should focus on how to make waiting-lists shorter and their rules more transparent rather that 
on how to eliminate waiting-lists; on which of the proposed sets of services and drugs will help to preserve and 
improve public health rather than on including all possible services and drugs in the guaranteed package. 
 
Depending on the country’s cultural traditions, the methods of rationing health services can be explicit or 
implicit. In the first case, formal rules and procedures are formulated, and participants in the health care delivery 
process are made responsible for putting these rules and procedures into practice. In the second case, the 
rationing of services depends on informal rules and the existing culture of interrelations between the participants 
in the health care delivery process. One should keep in mind that priority-setting and rationing are closely 
connected with financing inasmuch as every time the resource-consumption of services, expressed in their cost, 
is analyzed. 
  
It is up to Ukraine to decide how health services are to be rationed and to what degree appropriate approaches 
will be formalized. At the same time, given the rise of the patient’s rights movement and the introduction of new 
methods of payment for health services (contractual relations between the payer – budget or insurance fund – 
and health providers), one can assume that a more formal approach could have more success in averting conflicts 
in the system and would contribute to its stability. 
 
All participants in the social health system will benefit from a clear-cut identification of a guaranteed package of 
services. This established package will protect health professionals from the public and political community’s 
demands to provide all possible types of services without appropriate resource provision for these demands (as is 
the case with Ukraine). Besides, health professionals, having clear rules and a strategy for social priority-setting 
and knowing which types of care will be covered from public funds or which ones will remain in the private 
services market, will be able to plan their future professional activity more efficiently.   
 
Health care managers will have at their disposal an important tool for planning long-term investments as well as 
the structure and volume of services that they are supposed to provide for a particular community. This will be 
possible if public needs are clearly projected in this sector.  
 
Patients (health system clients) will get a clear idea of which services they can receive free of charge and which 
will require co-payments. Often, such information determines the timeliness of care provision and final 
outcomes of treatment. However, at present Ukrainian patients are disoriented and have to make under-the-table 
payments even for those services that are officially declared to be free.  
 
As a conclusion, it should be emphasized that the rationing of health services, priority-setting and the 
development of a services package are normative processes in their essence. They cannot be described as either 
‘right’ or ‘wrong’ phenomena. They can be perceived as legitimate or acceptable for the society in a particular 
socio-political environment. Public funds managers must develop and implement those procedures of priority-
setting and services rationing that would be perceived by the community as those that ensure social equity. 
 
If the processes of health care rationing and risk compensation are not something new for Ukraine – they are 
taking place implicitly or explicitly – contractual relations between public funds managers (regardless of whether 
there are local authorities or MHI funds) and health providers will be a truly qualitatively new stage in the 
development of Ukraine’s health system. 
 
The volumes and quality of health care, as well as the procedure of health care delivery by health facilities and 
payments by funds managers, should be the subject of the contract. 
 



The importance of the contract consists of the following: 
1) Documenting mutual contractual obligations of the parties encourages them to carry out contracts 

completely, as it makes it possible for a party to appeal against the other party’s actions contradicting the 
contract. 

2) The process of developing indicators to be used in assessing the contract performance helps improve the 
quality of health care. 

3) Mutual obligations stipulated in the contract protects the parties from unjustified demands of either 
opposite or a third party. 

 
There are a number of basic models of payment for services, which are used when contracts are made between 
health facilities and funds managers. The experience of both European countries and the USA shows that ideal 
models do not exist. Every model of payment has its peculiar advantages and disadvantages. As a rule, several 
approaches are used in one system, which allows offsetting drawbacks of certain models and combining their 
advantages. 
  
There are four basic methods of payment for services: 

1. Budget transfers (line-item budget, global budget) 
2. Per capita financing  
3. Payment for selected therapeutic and diagnostic procedures or services (fee-for-services method) 
4. Payment for treating a specific episode of disease (case-based reimbursement) 

 
Typically, to pay for primary health care, methods different from the ones used for specialists’ and inpatient care 
are used.    
 
 
 
 
 

5.3.1. Primary health care financing  
 
Fee-for-services 
 
The fee-for-services method is used in countries that have health insurance and it is not used as the main 
method in countries with budget-funded health systems. Tariffs for services can be fixed or - more seldom - 
free. Even in the latter instance insurers usually do not reimburse health providers’ costs that exceed their 
“reasonable and usual” level. 

Both the classical and the so-called quasi-fee-for-service method (where every procedure is rated according to a 
specific number of points, and the cost of a point is determined on the basis of the total number of provided 
services. The more services have been provided, the lower the cost of one point) are fraught with the threat of 
uncontrolled growth of the number of services. In all countries where the fee-for-service method is used, the 
number of visits to the physician, prescribed drugs and performed diagnostic procedures is higher than the same 
indicators under other methods of financing.  

As a rule, if costs climb, insurers shift the financial risk onto insurants, and periodically increase insurance 
premium rates. Setting tariffs, limits, extra charges for services and other means of control slows down the 
growing of the number of services only a little. As international practice shows, even the most efficient methods 
of control cannot stop health care costs from rising, if this is in health providers’ economic interests. 

The growth in the number of services provided by physicians according to the fee-for-services method also takes 
place if the points-based system of costing services is used.  If the classical fee-for-services method does not 



make the physician’s income dependent on incomes of his/her colleagues, the points-based system implies that 
higher incomes of the colleagues mean a lower income of the physician. Even if the system sets limit for the 
total amount of payments to all physicians, the incentives inherent to this method make physicians provide 
services also when the patient’s condition does not require this, or prescribe more visits for patients. 

Another important factor to be considered is administrative costs. According to experts, for the fee-for-services 
method they are three times as high as, for example, for budgetary system or per capita financing systems. This 
is due to the health provider’s need to keep a detailed register of procedures, and the introduction of a system of 
strict control by the insurer . 

Given the above data, the fee-for-services method has little prospects for being introduced as the main one in 
Ukraine. It can be employed as a complementary method when the total number of procedures is limited, and 
when it is desirable to reach the upper limit, for example during preventive immunizations and examinations. 

Case-based reimbursement  
 
Financing according to a finished case is based on a standard cost of a treatment case, regardless of the actual 
number of visits and actual volume of paraclinical services. Finished cases are preliminarily classified according 
to specific parameters (labour costs, severity of a case, total number of necessary visits). Although this method 
has a potential to save resources (reduce the cost of a treatment case), it does not encourage  health workers to 
maintain and improve the health of the catchment area population, provide prevention and optimize the health 
services structure. For this reason, it is recommendable that this method be used not for paying for the services 
of primary health care physicians (family physicians, general practitioners), but for paying for the care 
provided by specialists in the outpatient setting and for hospital services. 
 
In the case-based payment method administrative costs are high for both the funds manager and health providers 
that have to exchange large volumes of information to control the process of health care provision  and make 
settlements. However, management information and the cost accounting system that are used in this method are 
of great value as monitoring and management instruments. Detailed data about the interdependence of the 
complexity of cases and the cost of their treatment, morbidity and mortality make it possible to assess the health 
providers’ cost-effectiveness and the quality of care regularly. Based on this, administrative costs related to the 
introduction of this method of payment can be viewed as advantageous investments in the development of a 
system for the provision of health services.. 
 
 
 
Per capita financing  
Under per capita financing, health providers are periodically paid a flat amount per one registered person and 
provide these persons with services stated in the list of services. Health providers assume a financial risk for 
providing these services and are virtually insurers. This motivates them to control costs and provide cost-
effective services. Per capita financing makes the general costs of medical care easier to predict and control. 
Per capita financing can be introduced both in a competitive and non-competitive environment. Even if there 
is no competition, per capita financing as well as global budget encourage an efficient use of resources and 
ensure their equal and equitable distribution. 
 
In per capita financing of primary health care (PHC,) the size of financing is based on the assessment of the 
expected scope of activity. Per capita financing for the volume of PHC provision provides certain incentives for 
a more efficient utilization of resources in primary health care. However, this financing model  does not 
represent the primary physicians’ interests since, it expects them to deliver the main portion of health services 
without shifting it onto specialists and inpatient facilities. The use of various compensatory mechanisms may 
somewhat level, yet not eliminate, this drawback. 

 



A modification of the classical per capita financing method is per capita financing of primary health care for the 
entire volume of outpatient care and for a portion of inpatient care  (partial fundholding) or per capita financing 
for the entire volume of health services (full fundholding). The key idea of financing according to the 
fundholding scheme is to motivate PHC physicians to assume responsibility for the provision of all types of care 
to the assigned population, and thus improve the efficiency of resource utilization and ensure a real protection of 
patients’ interests. 

 
Fundholding offers fundamental opportunities for the efficient operation of PHC providers and integration of 
different levels of care, as PHC providers become responsible not only for their own services, but also for their 
managerial function. Within the fundholding model conditions are formed for managing the structure of health 
care and for choosing the types of care and the most cost-effective technologies that correspond to the severity 
and complexity of a disease. On the other hand, if PHC providers are granted wide financial authority within the 
framework of full fundholding, there is a risk of under-provision of secondary care as PHC providers will seek to 
save and keep as much money as possible at their disposal. To address this problem, it will be necessary to 
develop and introduce efficient mechanisms for the quality control of health care. 

 
Given the above descriptions of various methods of payment, one may assume that potentially the most 
promising method for Ukraine to reach its public health care targets is per capita financing of its primary care 
provider based on partial fundholding. One should take into consideration that the decentralization of financial 
activity, as a condition for introducing fundholding, leads to a certain increase in management costs. However, 
the advantage is the higher efficiency of resource use and a possibility to influence health outcomes. 
 
5.3.2. Financing secondary and inpatient care  
 
Methods of financing secondary and inpatient care include retrospective ones (when costs are reimbursed for the 
volume of services actually provided) and prospective ones (when the reimbursement rate is set in advance by 
the insurant or is negotiated between the insurant and health provider).  

 
Retrospective payment implies reimbursement of costs for the volume of services actually provided. Specialists 
and hospitals identify types and set volumes of care single-handedly. The role of the financing party is minimal, 
i.e., to meet bills. The volume and quality of health services (grounds for hospitalization, absence of upward 
distortions in statistics) are inspected retrospectively after services have been provided. The financing party does 
not influence the volume and structure of health services. 
 
Prospective payment for medical care is based on the reimbursement of the volume of care preliminarily 
negotiated between the financing party and the health provider, rather than the actual volume of health care. 
Settlements based on the hospital’s decisions about the volume and structure of work are replaced with planning 
and negotiating the economic interests of the financing party and hospital. The financing party acts as an 
informed buyer, ordering and buying what is in line with its plans and financial capacities. The hospital is given 
an opportunity to use funds saved as a result of the optimization of the health care structure .  

 
Basic methods of retrospective financing of hospitals include: (а) payment for the actual number of bed-days the 

patient spent in the hospital and (b) payment for the number of finished inpatient treatment cases in accordance 

with tariffs based on DRGs or medico-economic standards. 

 



When inpatient facilities are financed by the number of bed-days, the amount of payments to the hospital is 
determined by multiplying the actual number of bed-days by a fixed rate of the bed-day. This method may 
have modifications, such as payment based on the cost of the average bed-day; average bed-day according to the 
type of bed; average or type-average bed-day with additional payment for services and treatment outside the 
department and average or type-average bed-day with fee payments to attending  physicians. Financing inpatient 
care according to the number of bed-days is highly cost-consuming. Hospitals are motivated to increase the 
length of stay, which unnecessarily boosts inpatient care costs and keeps structural disproportions. By benefiting 
from the simplicity of administration, the system loses much more due to the inefficient resource utilization. 

 
The diagnostically-related groups (DRG) method regulates treatment costs for similar diseases grouped on the 
basis of the uniformity of patients’ clinical characteristics and similar resource utilization for care provided. 
Tariffs are based on the statistical analysis of a large volume of actual inpatient care costs. Within each specific 
DRG, every disease has weighted average assessment of the complexity of provided diagnostic and treatment 
interventions, the length of stay and the average volume of expenditures respectively. Payment for the treated 
patient is made in advance on the basis of standard cost of inpatient case treatment.  

 

US and European experience shows that the DRG method intensifies the hospital performance, and encourages 
the use of resource-saving technologies. Hospitals try to reduce the length of treatment by providing pre-hospital 
examinations and preparing for surgical interventions in the outpatient setting, and shifting the final stage of 
treatment and rehabilitation to outpatient and home settings. However, the reduction in costs per one 
hospitalization is offset by the growing number of hospitalizations. If used alone, the DRG method does not 
enhance the efficiency of resource utilization and does not remove structural inequalities. 

 
Payment based on medico-economic standards (MES) is a modification of the DRG method, which was 
proposed by Russian researchers. The main difference between MESes and DRGs lies in the baseline data used 
to regulate costs of managing similar diseases. If DRG rates are based on actual costs, MES rates are based on 
costs of providing a series of standardized interventions. A medical standard includes a minimum set of 
diagnostic and treatment interventions that, according to researchers, are necessary to reach treatment outcomes. 
Standards define types of examinations without specifying their quantity and recommended treatment, usually 
with groups of medicines to be used without the names of specific drugs. Based on these standards, tariffs for 
inpatient care are calculated and expert assessment of the quality of health care performed. 

 
MES-based payments for services do not improve the efficiency of resource use, nor do they remove structural 
inequalities in the health care system. Similarly to the DRG method, hospitals try to reduce the length of 
treatment and increase the number of hospitalizations, mainly through the treatment of mild cases. Unless there 
is outpatient care providers’ control, the medico-economic assessment of the validity of hospitalizations has little 
effect. Even the use of the “gate-keeper” approach cannot curb excessive hospitalization rates if inpatient 
facilities are motivated to keep them high. This results in growing general inpatient care costs. Thus, 
retrospective methods of financing inpatient care will only aggravate the problem of structural inequalities. 
Hospitals have high economic incentives to increase the volume of inpatient care, which may entail huge 
budgetary deficits and non-payment crises.  

 

Prospective methods of financing inpatient care are represented by a global budgeting method. This method 
implies that the hospital, having conducted negotiations with the financing party, receives a fixed annual budget 
to provide a volume of services agreed upon in advance. 

 
The volume of financing provided for the hospital does not depend on the number of beds, staff and other 
resource indicators. The budget recipient is exposed to the main financial risk for overrunning the planned 



volume of services. If the volumes of services fall short or exceed those agreed upon in advance, the terms of 
reimbursement may be revised accordingly. 

 
Hospital financing according to the global budget method is the only method that somehow motivates hospitals 
to optimize the volumes and structure of inpatient services. The financing party’s strict requirements for the 
validity of hospitalizations encourage hospitals to critically judge referrals from policlinics, decline cases that do 
not need hospital care, develop hospital-replacing forms of medical care (day care units, outpatient surgery), 
seek collaboration with policlinic services and even set their own outpatient subdivisions.  
 
Improved hospitalization pattern creates conditions for allocating more resources for managing complicated 
inpatient cases. Switching to the global budget method reduces hospitalization rates, increases the cost of one 
inpatient care case and at the same time increases the work-load for the outpatient sector, i.e. structural 
transformations take place.  

 
Another consequence of the global budget method is that the financing party can assess the need for maintaining 
the existing network of inpatient facilities. An indispensable condition  for the effectiveness of the global 
budget method should be freedom for the hospital to manage resources. The hospital should have an opportunity 
to get and keep net profit.  

 
Based on the above descriptions, the global budget method can be considered the most efficient tool for 
encouraging hospitals to optimize the volume and structure of inpatient care. As this method requires relatively 
low administrative costs, it would be expedient to use it in reforming the system of financing inpatient care in 
Ukraine. As Ukraine’s health care information technology infrastructure evolves, the global budget method 
could be complemented by the DRG method to assess and coordinate the overall volume of care provided within 
the global budget. 
 
5.3.3. Integration of health care delivery 
 
At the moment, health care system in Ukraine continues to be a basically integrated system, in the sense that 
financing, health care provision and management are focused ‘in certain hands’ . Unfortunately, such type of 
integration is focused on the system rather than patient’s needs. In Ukraine money does not follow the patient, 
but it follows resources – buildings, equipment, staff, etc. The problem is aggravated by the procedure of 
financing that was created in accordance with the law on local self-government, whereby health facilities of 
different levels receive financing from different budgets –  rayon, city, oblast etc. This only enhances the 
fragmented nature of the health care system and existing structural inequalities. A grave drawback of the 
Ukrainian health system is the fragmented nature of services, poor functional, managerial and financial 
integration of health facilities.  
 
In the existing system every type of care – hospital, outpatient, emergency, etc. – is financed separately. As a 
result, health facilities providing different types of care are disintegrated and actually do not present a unified 
health care system. Hospitals and policlinics operate without proper coordination and compete for financing. 
Every facility has its own economic interest, often contradictory to the goals of public health care and objectives 
of rational utilization of financial resources. 
 
As was mentioned above, to create an efficient system for financing health services, it is necessary to combine 
several methods, and it is most important to effectively coordinate (integrate) health care provision in the public 
health sector.  
 
An integrated health care system typically encourages the following:  
1) provision of a volume of services corresponding to the volume of existing resources 
2) timely registration of symptoms and patients’ complaints; 



3) provision of adequate primary examinations and correct interpretation of observed symptoms; 
4) initiating treatment at the primary health care level, if diagnostic data validates this; 
5) timely referrals for additional diagnostics; 
6) timely referrals for specialists’ consultation or (if necessary) for hospital treatment; 
7) timely initiation of treatment at all levels; 
8) provision of outpatient rather than inpatient treatment, if possible. 
9) adequacy of prescribed treatment at every level. 
10) effective system of communication between various health providers. 
 
Integration is both a clinical and economic concept, as it requires consideration of actually available resources. If 
the volume and quality of available resources change, ways of integration will also change. 
 
The main questions that managers of an integrated health care system are trying to answer are not specific only 
to an integrated health care system: 

- Did the physician promptly address the patient’s complaints and symptoms? 
- Was the primary examination provided to full extent? 
- Did the physician prescribe adequate treatment at the primary level, if there were necessary conditions 

for this? 
- Was the patient referred to the specialist timely?  
- Was the patient hospitalized timely? 
- Was the prescribed treatment provided timely at every level? 
- Was the hospitalization of the patient valid (necessary)? 
- Was the prescribed treatment adequate? 

 
Neither are fund managers’ responsibilities specific when they determine the types and volumes of financed 
services. 
 
The fund manager   

- analyzes available resources, 
- based on available resources, selects clinical interventions (taking into account their cost) proposed by 

health providers  
- develops a system of incentives to ensure patients’ flow according to proposed interventions  
- makes contracts with health providers for providing medical services  
- analyzes the execution of contracts and corrects them accordingly  
 

The above considerations show that the integration of health care is not a specific method of health care 
organization, but only an indicator of how successfully and efficiently instruments and approaches used in the 
health system allow attaining its targets. 
 
The basic condition for developing an integrated system is to combine financial flows from various stable 
sources of funding (government and local budgets, social health insurance funds, mandatory target contributions, 
etc.). 

 
Disintegration of financial flows may manifest itself in financing different types of care from different sources, 
for example: 
- in-patient care at general hospitals is financed from municipal or rayon budgets, whereas in-patient care at 

specialized  hospitals is funded from the oblast budget; 
- medical care for working population is covered from social health insurance funds, while health acre for 

other groups is covered from local budgets; 
- different budget line items are funded from different sources. 
 



Separate use of funds from budgets of different levels, or budgetary and insurance funds demonstrates that 
instead of increasing health care efficiency, new problems arise caused by the very system of financing. The 
creation of a system consisting of different funds (health fund,  mandatory health insurance fund, etc.) and 
related differentiation of financial flows lead to the fragmentation of the health system and conservation or even 
aggravation of structural disproportions. In addition, the system management becomes complicated and  
bureaucratic machine grows, which reduces financial resources that should be channelled into health care 
provision.  

 
Equally ineffective in reforming the health care financing system is seen a scheme when operational and capital 
outlays are covered from the local budgets (local authorities would pay for utilities  and/or buy inexpensive 
medical equipment for the facilities), whereas  all other costs  of health service provision are covered by 
insurance funds. This approach leads to the conservation of the inefficient structure of services. Incentives to use 
resources more efficiently are weak, because such expenditures are not included in service tariffs. It would be 
more expedient to allot a portion of budgetary funds to buy expensive equipment, the purchase of which requires 
centralized planning, to finance education and science programs, to provide major repairs and to finance 
treatment of a narrow range of socially dangerous diseases. 
 
As a conclusion, the following comparative table presents the similarity of objectives Ukraine will have to 
address regardless of the way the health care financing reform would follows. 
 

OBJECTIVES 
Budgetary 

system 

MHI 

system 

Mixed 

system 

Separating the functions of health care financing and 

provision; 

Yes  Yes Yes 

Introducing a contract system of service purchase 

(financing of services depends on their quantity and 

quality) 

Yes Yes Yes 

Introducing transparent mechanisms for priority-

setting  

Yes Yes Yes 

Developing a package of services to be provided with 

public funds  

Yes Yes Yes 

Converting budget-funded health facilities into 

autonomous economic entities 

Yes Yes Yes 

 
 



The above table shows that the success of health care reform depends not so much on the introduction of MHI in 
the country but on reforming the system of interaction between public funds managers (either local health 
authorities or health insurance fund) on the one hand and health providers on the other hand. 
 
 
5.4. Investment planning 
 
Investment planning is very much dependent on the available resources. As in Ukraine, in many CEE countries 
financial resources are so limited that required investments are not implemented in spite of urgent need. The 
issue of investment planning cannot be discussed in isolation from the issue of the responsibility for the 
investments. Should the capital investments be financed by the manager of public health care funds (or health 
insurance fund) or the owners of health care facilities (usually the national or local government) or both? If the 
responsibility lay with the owners, the investments would be covered by the general tax money. In this case it 
would be ideal if the relationship between the director of the hospital and the representatives of the owner (state 
officials, local government representatives etc) were close and co-operative. With this spirit, it would be possible 
to prepare a joint investment plan to be financed by general tax money and carried out over many years.  When 
there is an investment plan, state officials and local governments are able to allocate the money needed in the 
yearly budgets. In preparing the investment plan, both sides should share a common view of the needs and 
preferences for the investments.  
 
If it is decided that the investment costs should be included in the reimbursement paid by the health insurance 
fund, the investment costs need to be calculated within the prices of the health care services. The accounting of 
these kinds of prices is a complicated and demanding task, and it may take years to accomplish the accounting 
satisfactorily. A successful proceeding in the accounting might be a step-by-step approach and a smooth 
transition from the ownership-related responsibility to health care scheme in capital investments and to including 
capital costs into service tariffs. 
 
A potential advantage of including capital costs in the service price (tariff) is more efficient resource use. 
Separation of responsibility for current and capital expenditures is one of the main factors causing inefficiencies 
in the current system of health care financing in Ukraine. If capital costs are accounted for in service prices, the 
structure of capital investments reflects public priorities and not priorities of the individual health care managers. 
As a result, the general efficiency of system of health care financing would substantially increase. 

 
It should be admitted that the new mechanisms of provider payment used in CEE countries normally contain 
only current costs, and capital investments continue to be financed from general tax revenues in most countries. 
The health care providers (normally hospitals) still do not have the right to decide on capital investment. 
Decision rights continue to belong to the owners, the central national or local government. Thus, although 
hospitals and other health care providers have incentives to downsize facilities in order to become more efficient, 
they do not have decision rights to do so, which once again demonstrates the importance of ensuring provider 
autonomy. 
 
5.5. Licensing and accreditation as quality assurance tools for medical care 
 
Being directly related to treatment outcomes and the utilization of scarce health care resources, the quality of 
care and effectiveness of health care facilities are among the most crucial issues in health care management. 
 
The key quality criteria are: 

1. Timeliness of care. 
2. Efficient use of resources 
3. Patient satisfaction. 
4. Treatment effectiveness 



 
These criteria are clearly interrelated. Thus, for example, effective and timely care will result in the patient’s 
more complete satisfaction and better treatment outcomes. Similarly, if treatment is efficient, it implies its 
effectiveness. 
 
The importance of quality assurance in health care can be seen when  resources are needed to cover additional 
expenditures on advanced technologies. If resources remain scarce, effectiveness of health care interventions is 
often questionable and patient satisfaction far from perfect. 
 
The classical approach, suggested by A. Donabedian, an unquestionable authority in the quality assurance of 
health care, considers three components that are necessary for quality management and assessment: structure or 
resources, the process or technology of care, and outcome or result. 
 
The structure (resources), including such factors as staff qualification, availability of appropriate technologies 
and standards of care (clinical pathways), etc., directly impacts the activities of a health care facility. Process 
assessment measures what was actually done for a particular patient, for example, how much time passed after 
the diagnosis was made and treatment started, or appropriate methods of treatment or drugs (standards/clinical 
pathways) were applied. Outcome assessment reveals the degree of attainment of expected treatment outcomes 
(correspondence to final outcome models). 
 
By themselves, these methods cannot measure the quality of care, since advanced technology and qualified staff 
do not guarantee the attainment of good outcomes. Universally used instruments for quality assessment are 
licensing and accreditation. Assessment of whether a health facility meets the minimum standard requirements 
for structure and resources, which can ensure safe health care delivery, is accomplished through licensing. The 
central idea of licensing is recognizing that a health care facility cannot operate below certain (threshold) level of 
quality, and its operation should be suspended if it does not meet the basic requirements. During the 
accreditation of health facilities, an integral assessment of the performance of a health facility is carried out, 
focusing on its structure, processes and final outcomes. The national system of licensing and accreditation, 
which is based on the standards of medical care structure, process and final outcomes is introduced as a system 
of health care quality control and assessment. It allows to propagate proved methods of quality control and 
assurance and to save scarce resources. Health care facilities that do not meet licensing/accreditation standards 
should be taken out off the health care market. 
 
5.6. Summary 
 
Summing up, it may be said that the goal of the reform of health care financing in Ukraine is to provide for 
efficient use of resources in the health care system, while preserving (or rather restoring) equitable and free 
access to care. Separating the functions of care financing and care provision is the first step in this direction. 
 
The main tasks of fund managers in the new system would be:  
 
1. Developing and implementing transparent mechanisms of priority setting which would enable socially 
efficient distribution of scarce resources;  
2. Developing and implementing mechanisms for purchasing or commissioning of health care services (e.g. 
contractual provision), which would link the financing of care to its quantity and quality and improve cost-
effectiveness. 
 
The proposed steps should necessarily be accompanied by reforms of the legal and economic status of health 
care providers. Without such reforms, a considerable improvement in quality of public health care services is 
highly unlikely. 



(CHAPTER 6) 

GENERAL SUMMARY AND CONCLUSIONS 

6.1. Addressing the lack of resources 
Financial resources for health care are acutely lacking in Ukraine. Different population groups have 
unequal access to health care services. Health care providers in Ukraine have little incentives to 
increase the quality of care and its cost-effectiveness. This especially concerns primary care doctors 
who should act as gatekeepers to secondary and tertiary care. Outpatient care in Ukraine is not as 
widely used as it might be. Hospitals need more resources and are budgeted mainly along the number 
of beds. 

6.2. A single fund/many funds 
It seems that complex arrangements should be avoided in implementing a health insurance scheme. 
Numerous funds competing with each other by varying premium size bring about complexity and non-
transparency. In Ukraine, the most effective way to start implementing health insurance scheme, at 
least in the first phase, would be a single fund. This fund would have regional branches and a single 
premium rate for the whole country. It would use the principle of solidarity and elements of risk 
compensation in fixing the premium. This idea is supported by the examples from Estonia and the 
Czech Republic. 

6.3. National programme (basic package), state budget/fund 
A very important task after the MHI law has been adopted is to prepare a national programme (basic 
package). This basic package should be delivered free of charge by the health care providers and it 
should be financed by the fund. According to the draft law, the national programme defines a list of 
services and the volume of these services that constitute the guaranteed level of health care, as well as 
terms for its its provision under the MHI system.  
After the adoption of MHI law it is necessary to specify which interventions are still financed from the 
state budget and which from the Health Insurance Fund.  Of paramount importance is to make a clear 
distinction between the two lists: the list of services provided under the budgetary financing and those 
paid for from the health insurance fund. Failure to make such a distinction may result in considerable 
confusion and misuse of funds. 

6.4. Calculating the costs of the national programme or basic 
package 
  
An important issue is to decide which interventions are included in the national programme and 
calculate the cost of these interventions (basic package). Only with this kind of cost calculation is it 
possible to compare the costs of the national programme with the financial resources of the fund. This 
is the only way to guarantee that the national programme (basic package) can be delivered free of 
charge to all those insured. It is probable that in the first phase the national programme may be limited 
and the list of treatments included in it short. But as the financial resources of the fund improve the list 
shall be extended. 



Unfortunately, there does not exist a uniform cost accounting methodology suitable for every country. 
The differences between methodologies mainly have to do with allocating overhead costs. It is up to 
the Ukrainian experts to decide which methodology to adopt. There are a few important considerations, 
however, that should be taken into account while making the choice. 
The decision must be taken whether to include capital (building, equipment) and utilities cost in the 
cost of services. On the one hand, excluding these costs would make calculations much easier. On the 
other hand, ignoring the costs would neutralize the incentives to efficiently use premises and expensive 
equipment. If, however, a system is chosen in which capital costs are still financed from state and 
municipality budgets, there should be some guarantees that the state and municipalities do finance 
these costs. This issue has not been solved satisfactorily in many CEE countries and it has deteriorated 
the equipment and resources of many health care units in those countries. When a MHI system is 
applied, there is a tendency that the state and municipalities  step back from financing even though in 
many cases the flow of money from the funds is not enough to maintain the health care unit. 
6.5. Same accounting methodology for all the country 
It would result in big savings if the same cost accounting methodology would be used across the 
country. To avoid mistakes and to make (when there is a need) quick adjustments to the methodology 
possible, a joint Standing National Committee (or work group) could be established. This group would 
include representatives from the MOH, Ministry of Economy, Ministry of Finance, Tax Authority, 
Health Insurance Funds, and other relevant bodies. The committee (group) would be charged with the 
responsibility to develop, review and approve the cost accounting methodology. 
After estimating the cost of services, MOH experts should compare the cost of interventions, their 
efficiency and impact and rate the services from most efficient (as socially perceived) to less efficient. 
This rating would then serve as a basis for defining the content of the national programme (“guaranteed 
package of services’). Proceeding from the assumption that the MHI-funded interventions will 
complement those provided at the expense of the budgetary financing, the list of MHI interventions 
would be gradually extended to include, step-by-step, the interventions covered from the budgetary 
funds. During the transition, the methodology of service contracting would be pilot-tested and 
improved. 

6.6. Priority setting 
In completing the list in the national programme it is suggested that the methods of priority setting be 
used, taking into account such factors as severity of the problems, related morbidity or mortality, social 
effects caused by the problem, efficacy, and resources required for treatment. Internationally, advanced 
methods have been developed for priority setting and the data in the WHO database and Cochrane 
Library can be used in the work. 
Obviously, extensive statistics are required to analyse the severity of the problems and related 
morbidity and mortality. That is why it is recommended that the national programme (basic package) 
should be developed in close collaboration with the Centre of Medical statistics of the MOH. 
Given the considerable amount of work that should be undertaken in the process, it is highly advisable 
to start from the problems with the biggest potential for improving the overall mortality and morbidity 
profiles in the country. This  would be followed by a process of assigning resources needed to 
accomplish each type of intervention. The results of the process would be further used to estimate the 
cost of health care services. These two processes are to be kept separate, however. Data from the 
resource requirement analysis may be used in the future to conduct sensitivity analysis that would 
reveal which factors most influence the cost of services. 
6.7. Contracting between Fund and Provider  



The provider/purchaser split and the contracting between the fund and health care provider is 
the core of the Mandatory Health Insurance system. In the draft law on MHI currently under 
consideration in Verhovna Rada of Ukraine, reimbursement of health care provision is based on 
contracts. To provide for uniform approach to contract setting, execution and assessment, a 
standard contract is to be developed by authorized central health care and financial executive 
authorities and by the health insurance fund. 
It would be very useful from the transparency point of view, if these standard contracts were used 
throughout the country. When there is only one fund and one model contract for each type of health 
care provider, monitoring and quality control is simpler than with many models of contracts. When 
standard contracts are developed for Ukraine, it could be useful to collect models of contracts, 
especially from the Czech Republic and Estonia where contracting has been most successfully used in 
increasing cost-effectiveness. Contracting models from Bulgaria would also be useful, because they 
have just adapted themselves to the new MHI system in the country. It should be noticed, however, that 
models from other countries cannot be directly transplanted to Ukraine, but need to be adapted to 
Ukrainian legislation and environment.  
Effective controlling, monitoring and quality assurance mechanisms should be  included in the 
contracting system to guarantee the accomplishment of the contracts. The requirements for reporting by 
health care providers should be uniform for all the country. 
6.8 Changing the status of health care provider 
  

The draft law on MHI does not clearly define the status of the health 
care providers. In the future, this issue needs to be addressed by 
supplementary regulations. Without changing the current status of 
public health care providers (meaning their line item budgeting with no 
freedom to shift funds across line items) any attempt to improve the 
incentive structure and service efficiency would highly likely be 
haphazard and ineffective. 

6.9. Accreditation and licensing 
Accreditation and licensing are essential parts of the MHI contracting system and they should be 
carried out before contracting with the health care providers can start. Accreditation guarantees that 
health care providers operate within definite standards and certifies the quality of services provided. 
Without provider accreditation and licensing, the fund cannot make an agreement with the health 
provider because there are no guarantees that the latter is able to deliver to the contract and that the 
services would correspond to quality standards. 
  

6.10. Payment by scores    
It was observed during a study tour to Germany that physicians are paid according to collected scores. 
This approach results in unnecessary care and increased total costs. However, the score or fee-for-
service system has been implemented in many countries as a payment system for doctors. If the score-
based payment system is applied in Ukraine, it should necessarily be complemented by monitoring and 



quality assurance mechanisms to prevent an increase in unnecessary care, which would definitely 
follow as providers would attempt to accumulate more scores.  

6.11 Line-item/global budget and DRG payment system  
International experience demonstrates that granting health care facilities more flexibility and autonomy 
in using financial resources results in improved cost-efficiency. It was observed during a study-tour 
that health care providers in Germany are not obliged to spend funds according to line items. This is 
also the case in many other countries (Check Republic, Estonia, Bulgaria). Such autonomy 
accompanies global budget and DRG system. 
Global budget combined with the freedom for administration to decide on allocations attached with the 
DRG payment system seems to raise cost-efficiency, especially in the hospitals. Examples can be found 
from the Czech Republic and Hungary. (In the Czech Republic money is transferred to the provider by 
the fund as a flat sum for the year and the DRG is used as a monitoring method to see that the provider 
delivers the services agreed in the contract.).  
In adapting the MHI scheme, Ukraine could test the global budget and DRG system within 
Ukrainian health care providers and formulate a step-by-step approach moving gradually 
towards an ideal combination of the global budget and DRG system. Experience from other 
countries shows that fee-for-service payment method needs much administration and 
bureaucracy and may not increase cost-effectiveness. The MHI draft law does not specify what 
kind of payment system should be adopted in Ukraine; this needs to be defined by additional 
norms and regulations if the introduction of MHI is to be successful. Again, uniform payment 
methodology used all around the country may result in substantial savings and facilitate a 
comparative analysis both for the experts and for the patients. 

6.12. Transition from budgetary funded to insurance premium funded health care 
Inasmuch as the financial resources of the fund will be tiny in the first phase, it is suggested that the 
transition from the state budget financing to the fund financing take place gradually so that enough time 
be reserved for the careful planning and tight control of the process. The transition in Bulgaria seems to 
proceed in a well-planned way. Taking this into account, it would be useful for Ukraine to develop a 
plan for handing over the financial responsibilities from the state budget to mandatory health insurance 
fund and to set a timetable for the process. 
 
 
 
 



Source of Finance ProvidersManagement of Finance

General Taxes, Dues
and Fees

MOH subordinated
facilities (financed from

the State budget)

Local (oblast, city, rayon)
administrations in

negotiation with local
financial  authorities

MOH in negotiation
with MOF

defines line-item
budget

define line-item
budget

Local Taxes, Dues
and Fees

"Charitable" and
"sponsor" donations

(mostly, disguised fee-
for-service)

Out-of-pocket patient-to-
doctor payments

Private
health insurance

Communal local level
facilities (financed from

oblast, city, rayon
budgets)

Never registered by
bookkeeping, almost

never reinvested

Formula,
defining transfers
between budgets

MOH Norms, defining
inputs (beds, staff, etc.)
per population served

 
 

 


