Chapter 2

Organization of healthcar e systems

2.1 Introduction

A healthcare system can be defined as a colleofiarterdependent organizations that,
together, produce healthcare services. The listgdnizations includes healthcare
insurers, hospitals, doctor practices, diagnostdifies, nursing homes, and homecare
providers, self-regulation colleges for doctors andses, and pharmacies. While each
such organization exhibits its own structures, ftiees and personnel selection
mechanisms, the system is typically configured wphcific structures and incentives
that bind its components together to varying leeélsuccess. In general, the structure
and the incentives interact and there are comfigitilsisues. For instance, if the system
incorporates competition in its various parts,the. structure will allow many
organizations for the same function, incentivestrbassuch that those organizations are
motivated to compete.

Unlike in a great majority of markets, a healthcaystem embodies both the demand and
supply sides of the market except when patientssacthe system at first with some
symptoms. Once in the system, a patient’s demanskfwices takes shape through
interactions with doctors who also happen to beptoeiders. Therefore, a major
challenge for system architecture (including inoers and selection problems) is to

solve doctors’ problem of split loyalty.

Moreover, since insurance is desirable in the presef uncertain and lump-sum
expenditures as is the case in serious illness@gss individual demands are typically
integrated into group demands. Most countries gihéu and establish public health
insurance in which case demand and supply for vz are integrated through the
whole electorate’s willingness to pay for healtlecahich determines the system
capacity to deliver. Once, however, political prsses determine resource allocation
within the system, it is inevitable that equity aamtess issues have to be addresses
whereas such issues are external to market albocatiresources. Thus: “Discussions
about healthcare reform are inseparable from malidive politics, ... some level of
access to healthcare will be determined by thecehoi a healthcare system.” (Besley &
Goouveia [1994], p.205)

In the light of the above definition, the analysidhealthcare systems can be described by
an organizational chart, as in Figure 2.1 belowengltthe essential building blocks are

the patients, the major providers, i.e. doctorslawgpitals, and the insurers. Of course,
the existence of public insurance invokes a palitetonomy analysis as the patient-
insuree votes to determine first the constituti@talcture or the governance of the
system and, then, its capacity by choosing investsnato physical and human capital

PDF Created with deskPDF PDF Writer - Trial :: http://www.docudesk.com


http://www.docudesk.com

Healthcar e system

N
( Healthcareinsurer < \
L Privateor Public | Payment + '\
M onitoring/Auditing
Payment +
M onitoring/Auditing
Regulation:
Malpractice
MD insurance, Entry,
Licensing
Entrepreneur
and/or y
Employee
7y In MD practice y

( In hospital

Public or Private;
For-n or Non-n

Care

A

Y

[ Patient/I nsur ee J

Premia

Treatment and/or prevention

Health €———— | Lifestyle/ Environment

Genetic makeup

Figure 2.1 Generic structure of a healthcare system
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inputs. The constitutional structure of the systamesponds to the public-private
balance in the two main areas in the system, fimgrand delivery. In fact, real world
systems are customarily classified using thesebimwad components.

A useful method of understanding healthcare systamsbe the supplementation of the
above organizational picture in Figure 2.1 withsibe choices. If an organization can be
schematically represented by a combination ohitsd pillars, i.e. structure, incentives
and personnel selection, then various choicesg&iterate a menu of systems. However,
since not all combinations of options are compafitile number of systems available is
strictly less than the formal number of combinagiofor example, gatekeeping by the
general practitioner will only function if patiehtsccess to specialists is restricted.

There are many dimensions to available choicesnmdtealthcare system: (a) the
insurance and delivery are public, private or hyffi) insurees can opt out and/or
supplement the publicly covered bundle of servi¢®sthere is insurance and/or delivery
competition; and, finally, (d) whether individuddave choices within the first three
dimensions. Normally, under all systems, individusdn complement the publicly
covered bundle of services, i.e. they may purcpasate insurance for such services.

Insurance choice Provider choice Treatment
Collective Individual Collective Individual choice
*Yes orno * First contagt « Refuse
treatment
 Public/private | « Public/private | e First contact | « Gatekeeper | » Treatment
gatekeeper? choice choice
* Public » Complement, | « Specialist » Specialist | « When?
coverage supplement referral? choice
 Public funds * Fund choice | « Hospital * Hospital * Location
(and premia) referral? choice
* Private » Coverage (and * Hospital * Doctor * Facility
coverage premia) doctor choice choice
* Participate
in trials

Table 2.1 Choice taxonomy in a healthcare system

First, insurance choice corresponds to demand etiorandividuals who cannot afford a
pay-as-you-go private healthcare system whereasrgmine systems public insurance
restricts the coverage and imposes compulsoryamserpackages on insurees. For
instance, the Canadian provincial healthcare imsigras compulsory, comes with a fixed
coverage for all without free supplementation drehce, restricts individual choice to
complementary procedures not covered under theginlsLirance packages. Second,
public insurance is a collective choice yet, in gnaauntries, individual supplementation
is allowed. Thus, public coverage can be indiviguslipplemented by private coverage
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and, also, opting out of the public system is atioop Curiously, in Germany, high
income individuals may opt into the “publfatoverage but .

Of course, more choice is preferable to less hatatso costlier to provide the diversity.
Chapter 13 studies real-world healthcare systerterins of access, choice and cost
whereas the following provides a generic comparisased on fundamental components.

2.2 Healthcare systems typology

The combination of structures and incentives, witygically defines an organization,
also defines a system because, after all, a syistatso an organization, but of more
complicated components. The generic structure pteden Figure 2.1 will now be
revisited to yield the variety of healthcare systeshserved. The conventional
classification of healthcare systems, simple arsilyeanderstandable to non-specialists,
debuts with a distinction of financing from deliyein terms of Figure 2.1, financing
corresponds to the payer and delivery to providecuding doctor practices and
hospitals. A myriad of other providers complete slgstem design.

A coarse but useful healthcare system classifinaigrovided in Besley & Gouveia
[1994]. Differentiating between financing (mosthetdemand side) and delivery (supply)
systems are classified into three types, as ineT212 below.

Public delivery | Private delivery
Public financing Type I Type Il
Private financing Type Il Type |

Table 2.2 A simple classification of healthcare systems

Of course, one would find scant few examples tarfithe Type | and Type Il boxes as
all countries have mixtures of private and pubticnponents. The classification must,
then, surely be interpreted with an eye to opemnaticelevance. Thus, countries where
public financing (delivery) is dominant ought to dassified as characterized by public
financing (delivery) and vice verd&or instance, the existence of US Federal-Stateé jo
programs of Medicaid (insurance coverage for therpand Medicare (insurance
coverage for the elderly) do not make it a mixestay in this operational classification.
On the other hand, if one were to classify the Qamahealthcare system with mostly
public insurance, the classification of deliveryrisky. Although doctors are private
entrepreneurs and hospitals predominantly privateprofit, the heavy regulation under
government monopsony locates the Canadian delm&iway between fully private and

! The German sickness funds can be better desdrippdvate non-profit although government regulatio
is overbearing. Originally covering various profess, late reforms freed them from corporatism.yTéwe
funded in small part by governments but mostlyrisuree contributions via payroll deductions and
employer contributions.

2 See section 2.4 below for a graphic classification
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public extremes. By adapting the above Table B4 Ganadian system can be better
described, as in Table 2.3 below.

Insurance choice Provider choice Treatment
Collective Individual Collective Individual choice
* Public * First contact] « Can refuse
insurance Family MD treatment if
compulsory or Emergency| legal adult
* Public for all | « Extensive * Family MD as | » Gatekeeper | » Treatment
plus complementary| gatekeeper choice choice
complementary| plus US (restricted if
supplementary shortage)
* Public for a » Complement, | » No specialist | »« Specialist |« Timing
given bundle no Canadian self-referral choice, yes | somewhat,
supplement somewhat location
* Public funds * No fund * No hospital * Hospital * Timing
choice, tax self-referral choice, yes | somewhat,
based somewhat location
* Private » Coverage and|  Hospital * Doctor * Facility
complementary| premia doctor choice | choice somewhat
coverage somewhat somewhat
* Participate
in trials

Table 2.3 Choice taxonomy in Canadian healthcare systems

The generic Canadian healthcare system may weléberibed as a Type Il system,
rather than a formal Type Il, by virtue of publindncing and heavily regulated private
delivery. For instance, financing as well as quatitie controls impose heavy
restrictions on private providers. Though privaest hospitals’ board members are
appointed or approved by provincial authoritiepr@cess that substantially restricts the
range of decisions. Moreover, provinces typicallgnmmanage hospital budgets, so
much so that there are different regulations andgsses governing operating and capital
budgets. As for doctors, beyond the fee negotiatiprovinces regulate location choices
through licensing as well as fee structures. Thlispugh they are mostly private,
Canadian providers face steep financial incentarebrigid quantitative controls that
induce them to act within the parameters imposeprbyincial governments.

2.3 Complementary and supplementary insurance
Since premia must be correlated with coverage, indbiieadth and depth, the

complementation and supplementation of a given re@eesmay be represented rather
simply using an individual choice framework.
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Voluntary and compulsory insurance can be undegistyca simple public choice
analysis of collective decisions. However, thetfstep is to understand the two types of
transfers to (and from) individuals: Per-unit anchp-sum subsidies. Per-unit subsidies
lower the effective price of the good subsidizecerdas lump-sum subsidies are
unconditional transfers that increase the recesviacome. Below, in Figure 2.2, the
generic individual has an income @fand the price of good g is.prhe individual’s
budget constraint is given ag¥y c + pq where c represents the total expenditure on all-
other-goods. The optimal bundle chosen is themggWhen the individual receives the

Figure 2.2 Lump-sum and per-unit subsidies

lump-sum transfer $Shis budget constraint becomestyS, = ¢ + pg and the bundle
chosen is (gci1). More of g is chosen because it is a normal gblegidless to say, the
composite good c is necessarily a normal good. \Wihetead of the lump-sum transfer
S, the individual receives a per-unit subsidythe budget constraint becomes
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Yo = C + (@ —o1)g and the bundle chosen is constructed asJgWe then note that,
under the per-unit subsidy, the total subsidy reaekq;, an amount smaller than the
lump-sum that produced the same quantity incregsay) for the subsidized good g.
Thus the per-unit subsidy produces the desire@dase at a lower cost. This outcome is
due to the fact that a lump-sum subsidy does meg¢ddhe opportunity cost of g whereas
the per-unit subsidy precisely does that.

Compulsory insurance results from a collective sleai. In reality, there exist broadly
two types of compulsory insurance. The first is laguirement that individuals have to
purchase some minimum insurance, not necessagilgdme coverage. Usually known
under the title of social insurance, various exasgian be found in Europe, from
German sickness (or better described as soliddwityg)s to Dutch hybrid insurance
markets and Swiss private insurance markets. Td¢wnsevariety is public insurance
where coverage is identical for all, with differesatrieties according to complementation
and supplementation rules. For example, with n@kupentation but unconstrained
complementation, the Canadian system is one exanipdeeas Britain and Australia
exhibit different supplementation and complemeantatules. The US Medicare can be
interpreted as falling into the same category.

As depicted below in Figure 2.3, compulsory insgeis a collective decision. On the
diagram, the level provided i Since the system is required to serve three lisdvs
and H, three units of service have to be provi@den the unit price ¢ the total
provision costs 3p°. We note that, by constructionygm’ = “/sym. whereas the total
cost of provision 3gm° = 3¢/aym) = Ya(yL + Ym + Yu). Thus'/z is the required income
tax rate to finance the system.

Given that each individual consumag @nd is taxed at the ratg, their bundles are
respectively (§°, ayL), (au°, ¥aym) and (q°, #syn). If these same individuals were free
to purchase q in the market, their bundles woulghzeen (cf,c.°%), (qu’,cu®) and

(a1°,c+%) where &° = %/zym.

The social consequences of public insurance amufable (unfavourable) to individual
L (H) because his utility is higher (lower) duethe lump-sum income transfer under
public insurance. Since it is a flat rate (g} taxation system, individual H contributes a
higher amount into the provision budget than eitifehe other individuals whereas L
receives a lump-sum subsidy. In Figure 2.3, thé@idmgome individual would have
achieved the utility 4" on his own in the marketplace yet he remainsiat'®las there
is no opt-out of insurance. By contrast, the loweime individual could only have
achieved the utility U™ on his own in the marketplace yet he achievés'tunder
public insurance with the transfer from individitl

Of course, as to whyif is the level of provision requires an explanatiorthis
community of three individuals endowed with majpsibting, the level of provision
would always win against any alternative by twoegoto one. The high-income voter
would prefer ¢° over a lower level of provision whereas the lowsime voter would
prefer g,° over a higher level. Thus various proposals wiaide to locate very close to
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Figure 2.3 Public provision and political equilibrium

qu® or risk losing. In public choice analysis, thimpie observation is known as the
median voter theorem. Given this collective choaseresolved by majority-voting, high-
income voters are left wanting for more, readypbaut of insurance or supplement (top-
up) the level offered under public insurance. Yau-income voters achieve a bundle
outside their budget constraints by virtue of tfams$fer. With one-third of their incomes
allocated to g, low-income voters could only afféscbuy the quantity,d. Figure 2.4
below (where, for clarity’s sake, the tax rateasstructed to be one-half) represents the
incentives faced by high-income individuals. Thadle (q.°, ¥2 W) in Figure 2.4
corresponds to (f, #sy) in Figure 2.3. Since, by normality of g, the higisome
individual prefers (g°.cx”) over (qu°, %/syn) in Figure 2.3, (§°, Y2yu) is not the preferred
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Figure 2.4 Public provision, opt-out and supplementation (S)

bundle, in Figure 2.4, i.e. at\{8 ¥2y) the high-income individual’s marginal

willingness to pay, as given by the slope of hdifierence curve, exceeds, phe slope

of the budget constraint starting at{g¥4y) as imposed by public insurance and
representing the opportunity cost of q. The higteme individual would, short of
enjoying the freedom to choose;{fcy®), would prefer supplementation (or top-up) up to
g4 or the bundle (¢f,c4?). Thus, in addition to the healthcare taxi/the high-income
individuals would spend the amountgy® - gu°) = o' - 6+° on supplementation. The
quantity demanded of supplementation is denote® g Figure 2.4.

This top-up demand lies at the source of the imjpengdolitical pressure by retiring
baby-boomers in Canada and elsewhere whenevecpa$lirance is restrictive enough
to ban supplementation (Courchene [2003]). For spohps, top-up (through
supplementary insurance or by plain out-of-poclgtnpents) is somewhat an alternative
to opt-out while for the society as a whole it ns&yve as an allegiance preserving
mechanism. However, in particular, availabilitysopplementary insurance coupled with
private provision is often called a parallel prevar two-tiered system besides public
insurance. We discuss various related phenometha inext section.
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2.4 Systemic organizational issues

The presence of public insurance poses multipldestges. From the scope of coverage
to the dynamics of coverage, a host of issues adsenly due to changing social,
political and economic circumstances but also duecthnological change, both in
medical technology but also in pharmaceuticalshallenge arising from a need for a
change in coverage is the required organizatiacaitecture for deciding on services to
be covered by public funds. Of course, any suchmgational architecture has to
address the twin questions of who decides and &t ptoces¢Awad et al. [2004]).

As a particular government level or a governmeenay takes these decisions
concerning the scope of the bundle and the prosessus questions arise as to how to
build accountability in the absence of market ghikce.

There is another facet to public insurance in heale. If financing is structured to come
out of general taxes, public insurance is alsoaatsurance, i.e. a wider net than health
insurance because whereas this latter envisagesera from healthy to sick social

insurance also includes transfers from high-inctoriew-income individuals, the extent
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Figure 2.5 Financing and delivery taxonomy
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of the transfer depending on the taxation systeplaoe. The fact that this particular
aspect does not explicitly appear in Figure 2 &nigther weakness of the simplistic
financing/delivery classification of systems. Sipesolic financing is embedded within

the given taxation system, this latter imposegesition from public healthcare
insurance to social insurance. Mandated-insuraygterss, where individuals have to
purchase insurance, are not intrinsically socislitance systems unless supplemented by
transfers. The desirability of social insurancegBg & Coate [1991]) depends on factors
beyond the healthcare insurance framework.

An example should illustrate many of the concemdnwave just developed. The US
healthcare sector exhibits a most complex systeedidére and Medicaid (Centers ...
[2009]) constitute large chunks of public financtogether with Veterans’
Administration that provides healthcare to US \eatsr However, the system is mostly
privately financed insurance and private delivanydnly partially necessarily for-profit.
The part of the system relating intimately to ourrent discussion is the interaction
between the public and private insurance provisidhe case of Medicare. This fairly
comprehensive insurance scheme for seniors isalyi@ shared program between the
federal government and states. It consists of pdinlancing and private delivery.
Interestingly, its coverage is incomplete in botadalth and depth, implying it exhibits
gaps that can be complemented and weaknesseslity gnd quantity that can be
supplemented. For these reasons, eligible indilsduay purchase Medigap coverage in
tightly-regulated markets. This regulation takesfilrm of strictly commensurable
coverage contracts to enable seniors to compdeatit products easily. Thus Medigap
policies consist of botbomplementation and supplementation of Medicare.

Refer ences

Awad, M., J. Abelson & C.M. Flood [2004], “The Baderies of Canadian Medicare:
The Role of MedicaDirectors and Public Participation in Decision MaKi,
CHSRF-OMHLTC Research Project "Defining the MedicBasket" IRPP WP
Series no. 2004-05

Besley, T. & S. Coate [1991], “Public provisiongrfvate goods and the redistribution
of income”,_ Amer. Econ. Re®1(4), 979-984.

Besley, T. & M. Gouveia [1994], “Alternative systerof health care provision”,
Economic PolicyOctober, 200-258

Centers for Medicare and Medicaid Services [200@gdicare and You 2009”,
http://www.medicare.gov/Publications/Pubs/pdf/10050

Courchene, T.J. [2003], “Medicare as a moral emsgpThe Romanow and Kirby
Perspectives”, IRPP Discussion Paper, vol. 4, no. 1

11

PDF Created with deskPDF PDF Writer - Trial :: http://www.docudesk.com



