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Chapter 1
Introduction

Abstract This short chapter sets the stage for the remainder of the book by present-
ing a number of key underlying aspects. Firstly, it explains the reasons to conduct
health services research in Central and Eastern Europe and Former Soviet Republics.
Secondly, it states the book’s objectives and lays out its structure. Thirdly, it pro-
vides an overview of the region’s geography and familiarises the reader with terms
and concepts used throughout the book.

The motives that led to this study include the geopolitical importance of the post-
communist region, its historical development which constitutes a quasi-social
experiment and the identification of unexplored aspects of health-care transition.
These opportunities are accompanied by challenges which stem from both a com-
plex nature health and health care as well as from idiosyncratic institutional features
of the post-Semashko systems.

The above considerations support the objective of this study: enhancing our
understanding of changes that the post-communist health care systems have experi-
enced in the spheres of hospital autonomy, ownership and legal forms, all of which
are defining elements of hospital governance. Consequently, the original contribu-
tions of this book are in describing the patterns in region-wide transformation of the
hospital sector, presenting distinct economic characteristics of the elements of the
transformation and completing the discussion with statistical evidence of effects on
hospital sector performance.

Keywords Health care system reform ¢ Hospital sector * Autonomy * Ownership *
Governance * Central and Eastern Europe * Former Soviet Republics

© Springer Science+Business Media Singapore 2016 1
PM. Sowa, Governance of Hospitals in Central and Eastern Europe,
DOI 10.1007/978-981-287-766-6_1



2 1 Introduction

1.1 A Study of Health Care in Transition

1.1.1 The Theme

The theme of this volume was inspired by the book by Jdnos Kornai and Karen
Eggleston “Welfare, Choice and Solidarity in Transition: Reforming the Health
Sector in Eastern Europe”. Published in 2001 (Kornai and Eggleston 2001), the
book analysed points of departure and offered reform guidelines for post-communist
health care systems (HCSs). This involved both general principles of reform, such
as ethical postulates and fundamental coordination mechanisms, and specific rec-
ommendations for financing, delivery and regulation. From the exposure to their
book came a realisation of the monumental change that has been taking place in
Eastern Europe. Leaving behind the communist model of health care necessitated
setting new grounds regarding the competing principles of individual sovereignty
and solidarity; it also required unprecedented rules for the coexistence of the public
and private sectors. Put into practice, shedding burdens of the past has been an expe-
rience full of hardship.

The process has had implications of great magnitude. Its materiality is perhaps
best illustrated by basic demographic and economic parameters shown in Table 1.1:
the region’s population in 2009-2010 was 382 m (down from 387 m in 1989-1990).
The gross domestic product per capita in terms of purchasing power amounted to
11,708 (9,504 in 1989-1990) dollars, corresponding to the total GDP of 4,477 bn
(3,679 bn) dollars. Per capita expenditures on health almost doubled to reach 709
dollars and in the aggregate terms accounted for 271bn dollars. The public share of
health expenditures was 65 (previously 71.5) per cent and life expectancy at birth
71.1 (70.2) years. Relative to the European Union (EU), in 2009-2010, the post-
Semashko region amounted to 77 % of the population size, 37 % of per capita and
29 % of total purchasing power GDP, 22 % of per capita and 17 % of total expendi-
tures on health, 86 % of the public share of total health expenditures and 89 % of
life expectancy at birth. The comparative figures illustrate the size of the region and
the largeness of social and economic implications that health sector transition has
had in Eastern Europe. The sheer scale of the affected population justifies the
urgency of problems discussed in this and other studies of post-Semashko HCSs. In
addition, comparing the post-communist countries against the EU reveals some of
the region’s fundamental economic problems, most notably the scarcity of capital
and low levels of labour productivity.

The problems addressed by this study are also motivated by the relative scarcity
of research activity and evidence in the post-communist countries. This shortcom-
ing is contrasting with the need for reliable information to guide numerous funda-
mental health-care reforms: mistakes made at initial stages of any project are often
costly and irreversible at later stages. Inadequate research efforts have stemmed
from various reasons, including historical under-reliance on evidence, underdevel-
oped information systems and reporting standards, as well as the lack of transpar-
ency and stability of processes. Importantly for economists, markets remain
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Table 1.1 The post-Semashko region, selected characteristics

TEH p.c. Public share | Life expect.
Population (m) | GDP p.c. (PPP$) | (PPP$) of TEH at birth

Country 1989 2010 1990 |2010 1990 |2010 | 1989 | 2010 | 1989 | 2009
Albania 3.29 321 | 3910 | 7,658 | 156 501 | 84.0 139.0 |72.0 |76.2
Armenia 3.54 3.09 | 2,938 | 4,901 123 216 |59.8 140.6 |72.3 739
Azerbaijan 7.16 9.05 | 4,754 | 8,913 203 524 1612 1203 |70.8 |73.8°
Belarus 10.19 9.49 | 6,434 12,494 |205 700 | 68.7 | 77.7 |71.8 |70.6
Bulgaria 8.72 7.53 | 7,529 | 11,490 404 789 814 545 (715 738
Czech 10.33 | 10.52 | 16,367 22,575 |972 |1,778 849 83.7 |71.8 |77.5
Republic
Estonia 1.57 1.34 | 10,146 16,561 |367 999 153.0 |78.7 |70.6 |75.3
Georgia 4.80 445 | 6,138 | 4,552 |273 461 625 |23.6 722 |73.8
Hungary 10.37 | 10.00 | 13,120 | 16,958 |781 |1,242 844 |694 69.7 |74.5
Kazakhstan 16.35 | 16.32 | 7,089 | 10,916 315 468 162.3 |59.4 68.8 |68.7
Kyrgyzstan 4.39 545 | 2,524 | 2,008 |125 124 1 66.7 |56.2 |68.5 |68.8
Latvia 2.66 2.24 110,109 | 12,948 391 866 |56.1 |61.1 |70.5 |73.3
Lithuania 3.70 3.29 | 12,500 | 15,534 (447 |1,094 72.0 |73.5 71.8 |73.2
Moldova 3.70 3.56 | 4,583 | 2,790 179 326 | 744 458 | 69.1 694
Poland 38.11 | 38.18 | 8,182 17,352 415 1,295 |80.3 (72,6 |71.1 |759
Romania 2320 | 21.44 | 7,853 /10,921 304 609 614 781 69.6 73.6
Russian 148.29 | 141.75 | 12,626 | 14,183 |381 720 1 66.8 |62.1 |69.7 |68.8
Federation
Slovakia 5.30 5.43 12,693 20,164 (754 |1,772 849 659 |71.2 |754
Tajikistan 5.30 6.88 | 2,961 | 1,940 177 116 |72.6 |26.7 |69.5 |73.7°
Turkmenistan 3.67 5.04 | 3,749 | 7,422 187 185 |66.4 594 652 | 66.1¢
Ukraine 51.89 | 45.87 | 8,063 | 6,029 |266 466 | 69.7 |56.6 |71.0 |69.7
Uzbekistan 20.51 | 28.23 | 2,002 | 2,786 | 118 162 |72.1 (475 |69.3 |70.5°
CEE/CIS 387.05 | 382.37 | 9,504 | 11,708 357 709 |71.5 1 65.0 |70.2 |71.1
EU 498.19 31,257 3,152 75.2 79.8

CEE/CIS totals calculated as population-weighted averages of the individual country values, with
the exception of population total, which is a simple sum, and the public share of TEH, which is
weighted by TEH. EU values (2009) were taken from the WHO (2012) HFADB

Source: World Bank, World Development Indicators 2012

22004; *2007; <2005; 41998

secondary in Eastern European health care, whereas the prominence of the state
continues. Some of these problems reverberate throughout the chapters of this book.

Kutzin et al. (2010) argue that “the label ‘transitional’ is no longer helpful in
understanding the [CEE/CIS] countries”. Their implication of Eastern European
health transition being a closed chapter coincides with post-communist countries
such as the Czech Republic, Estonia, Hungary and Poland progressing from the
World Bank’s (WB) upper middle to high-income classification. While the systems
emerging from transition continue to struggle with unresolved problems, new
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pressures are quickly approaching: resurging infectious pathogens, diseases of
civilisation, population ageing and fiscal pressures vis-a-vis health cost inflation.
The mix of old and new challenges calls for a thoughtful consideration of resources,
processes and priorities.

For a number of reasons, economically evaluating health-care reforms of post-
communist countries is a formidable task. The fall of communism was a turning
point in the history of the affected countries, breaking the historical continuum and
creating conditions for liberalisation and fast development. Within a few years of
the transition, the societies embraced such concepts as entrepreneurship, consumer-
ism, and individualism, which were non-existent or suppressed under the previous
regime. Markets for goods and services appeared; the ideas of needs and wants were
redefined. Looking at this turbulent and rapidly evolving institutional environment,
it is difficult to link causes and effects. This is particularly true for health care sys-
tems, given their weight in the economy and the complex nature. A number of fea-
tures of this complexity are discussed in the seminal paper by Arrow (1963):
irregularity and unpredictability of demand, the sensitive nature of the patient-
physician relationship, product uncertainty, special supply conditions, problems in
pricing and limitations of insurance. A contemporary view of characteristics distin-
guishing the economic nature of health care is encapsulated by Folland et al. (2012)
who highlight (a) presence and extent of uncertainty, (b) prominence of insurance,
(c) problems of information, (d) large role of non-profit firms, (e) restrictions on
competition, (f) role of equity and need and (g) government subsidies and public
provision. The above list is indicative of a difficulty in applying neoclassical eco-
nomics as a tool for understanding health care systems at large. The difficulties are
amplified in the setting of post-communist transition, where markets remain an allo-
cation mechanism secondary to the bureaucratic coordination of the dominant pub-
lic sector. Here, the market failures of externalities, public goods, abuse of market
power, information asymmetry and uncertainty are compounded by government
failures: self-interest, policy myopia, regulatory capture, disincentive effects and so
forth.

Despite the heralded end of transition, many of its mechanisms are still insuffi-
ciently described or understood. Among the most prolific topics in the literature of
Eastern European health policy are the financing model for raising revenue and
allocation through provider payments, privatisation of primary and outpatient care
and selected areas of public health. The selection of research questions for this vol-
ume is intended to provide a complementary view.

1.1.2 Research Questions

In the broad terms, this monograph aims to enhance our understanding of the post-
communist countries’ problem in the organisation of health care and to generate
recommendations rooted in both theory and evidence. More specifically, the prob-
lem concerns the spheres of autonomy, ownership and legal forms of hospitals, and
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the analysis aims at explaining the “hospital governance” dimension of HCS transi-
tion and indicating desired directions and extents of the hospital sector transforma-
tion. In consideration of these goals, answers to the following research questions are
sought: (1) Does the region-wide transformation of the hospital sector form a pat-
tern? (2) Can elements of this pattern be argued to have distinct economic charac-
teristics? (3) What are expected impacts of the hypothesised transformation phases
on hospital sector performance?

1.1.3 Original Contribution

The research questions also highlight the areas where this study provides original
contributions. The discussion recognises the centrality of governance arrange-
ments from the standpoint of economic incentives. It is the first attempt to iden-
tify region-wide patterns in the changing hospital sector, including a discussion
of their economic significance and a statistical verification of the implications for
sector’s performance. Considering the fact that the broader economic literature
of hospital governance has mainly focused on industrialised countries, this
research extends the scope of discussion onto a considerable number of new
countries and offers new evidence coming from health care systems of a unique
background.

1.1.4 Policy Relevance

There are many points of tangency between the analyses and findings of this book
and health-care policy. Chapters 3, 3, 4 and 5 address numerous issues persistent
in the hospital sector and suggest that those issues cannot be resolved solely by
using more sophisticated payment mechanisms. Chapter 4 reviews intricacies of
the incentive environment and makes suggestions with regard to aligning external
and internal incentives. Many interdependencies and possible synergies have
been overlooked in the process of transition, which perpetuated old deficiencies.
Given the materiality of hospitals in general, and their special position in the
Semashko and post-Semashko HCSs, an improved understanding of the hospital
evolution may facilitate the reform process of the less advanced countries and
help identify problem areas in the systems at the forefront of transition. Taking
this into account, the book offers a conceptual model of transition that goes
beyond the public and private delineation, theoretically and empirically explores
implications of various stages of hospital transformation, suggests desired owner-
ship forms and governance arrangements and summarises some of the mistakes
made in transition.
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1.1.5 Choice of Countries

The selection of countries is based on the operation of the Semashko model prior to
1989. In contrast to some other studies of the post-communist region, this criterion
excludes a number of countries, most notably of Southern Europe. This is because
the countries of the former Socialist Federal Republic of Yugoslavia emerged from
communism with highly decentralised health care involving social health insurance
and provision organised by “self-managed communities of interest” (Cain et al.
2002). The fundamental disparity between the centralised Semashko and decentral-
ised Yugoslavian model would prove problematic in characterising transition trajec-
tories. Instead, assuming the latter group out allows exclusively focusing on the
inheritance and features of the centralised and integrated model of health care. After
the fall of communism, the 22 selected countries took health reform approaches that
varied in comprehensiveness, vision and pace, resulting in diverse transition paths.
Thus, conceptually, this study is based on the idea of a natural experiment that
occurred within the former Eastern bloc and originated from a common entry point.
The adequacy of this interpretation is examined in Chap. 2.

1.1.6 Structure of the Book

The book is organised in chapters. Chapter 1 comprises this current introduction
and a short section explaining the meaning of terms commonly used throughout the
book. Chapter 2 is an exploratory study of post-communist transition which pro-
vides a point of reference for the remainder of the manuscript. The aims of this
background study are to (1) indicate broad social and economic aspects of the trans-
formation most relevant for the health-care sector, (2) outline the nature and chal-
lenges of health care systems in transition, (3) show main directions of research in
the field and assess the completeness of literature and (4) justify and contextualise
the remaining chapters by showing their contents vis-a-vis identified gaps in the
literature.

Firstly, Chapter 2 recognises that the period of transition has been a time of great
socio-demographic and economic change for the former Soviet bloc societies and
has not been without consequence for the health systems. A few aspects are high-
lighted: the institutional environment fundamental for any form of economic activ-
ity, macroeconomic growth and downturns that underlie available HCS resources as
well as social and demographic trends that determine health needs, production and
outcomes, for example, economic inequalities, population ageing, education and
burden of disease. Secondly, the monograph necessitates an overview of basic com-
mon and distinguishing characteristics of the 22 countries it is concerning. By iden-
tifying idiosyncrasies present in the region, the background enables an identification
of relevant peer groups, a contextualisation of discussion and an assessment of
reforms relative to challenges, capacities and available resources. Thirdly, the
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chapter summarises developments in HCS reflected in the literature of the subject.
This includes key elements defining health systems (mechanisms for revenue col-
lection and allocation, new prerogatives for the public and private sectors), the con-
sistency and quality aspects of reform as well as deficiencies and challenges to be
faced by any reform. Finally, the chapter sets the stage for the subsequent analyses
by discussing problems specific for the hospital sector.

Further chapters make up an original research of transforming hospital sector
governance in post-Semashko countries. The study corresponds with a growing
number of publications on the subject of hospital governance and counterpoises the
literature predominantly focused on industrialised countries of the EU, the United
States (USA) and Australia (cf. Smith et al. 2012). The choice of the subject is
based on the observation that this is a relatively unexplored, if not neglected, topic
in comparative studies of health care in the post-communist region. A literature
overview in Chap. 2 will show that the aspects of revenue collection, pooling, pur-
chasing, the choice of publicly reimbursed services and the privatisation of primary
and ambulatory care have so far been most extensively analysed. Meanwhile, con-
sequences of the shifting powers from the central government towards territorial
governments and increasingly autonomous hospitals have received less attention.
The discussion will argue that this rebalancing of responsibilities has been a key
component of the post-Semashko transition.

The core of the monograph consists of three parts: narrative and explorative
(Chap. 3), theoretical (Chap. 4) and econometric (Chap. 5). Chapter 3 summarises
the individual experience of each country, which it generalises to a model of hospi-
tal governance transition. Recognising this process leads to proposing an extended
typology of post-communist HCSs that improves our understanding of transition
compared to classifications based solely on the financing arrangement. Moreover,
reviewing hospital governance in 22 countries offers a good opportunity to reflect
on good practices and common mistakes made in this region-wide process. Chapter
4 discusses economic implications of the process in question. It starts off by outlin-
ing mechanisms for resource allocation in the communist system and the meaning
of its departure. It then refers to the arguments of decentralisation, corporatisation
and economic models of hospital behaviour in order to indicate overall expected
impacts of changing governance on hospital operation. Chapter 5 econometrically
verifies the theoretical predictions of Chap. 4 in the context of the processes mapped
in Chap. 3. The statistical analysis uses the random trend model (Wooldridge 2002)
in a panel data setting (22 countries over the period 1989-2010) to estimate the
impacts of the governance settings represented with binary reform variables, while
controlling for economic incentives of provider payments and other parameters of
the hospital sector. Hospital performance is represented with 48 measures of
resources, utilisation and mortality (i.e. 48 models are independently estimated).
Other than sections on methods, data and results, the chapter thoroughly tests the
robustness of outcomes by exploring alternative specifications.

The book closes with a chapter that summarises key findings and binds them
together in conclusions and recommendations.


http://dx.doi.org/10.1007/978-981-287-766-6_2
http://dx.doi.org/10.1007/978-981-287-766-6_3
http://dx.doi.org/10.1007/978-981-287-766-6_4
http://dx.doi.org/10.1007/978-981-287-766-6_5
http://dx.doi.org/10.1007/978-981-287-766-6_3
http://dx.doi.org/10.1007/978-981-287-766-6_4
http://dx.doi.org/10.1007/978-981-287-766-6_5
http://dx.doi.org/10.1007/978-981-287-766-6_4
http://dx.doi.org/10.1007/978-981-287-766-6_3
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1.2 Terms and Definitions

The purpose of this complementary section is to briefly review the terms most com-
monly used throughout the book, in order to clarify ambiguities and to establish a
working terminology for the reader. While for many terms discussed below various
definitions can be found in the literature, systematic exploration and reconciliation
of those definitions is beyond the scope of this section. Instead, short explanations
are provided.

1.2.1 Geographic Terms

A variety of labels are used to refer to the region of interest: former Eastern Bloc,
Former Soviet Republics, Europe/Central Asia, Eurasia, Central-Eastern Europe
and the Commonwealth of Independent States (CEE/CIS), Europe and CIS, etc.
(Shakarishvili and Davey 2005). Recognising the lack of standardised terminology,
this study employs the following groups, definitions and acronyms:

Central and Eastern Europe (CEE) comprises (1) Central Europe (i.e. the
Visegrad group) (Czech Republic, Hungary, Poland, Slovakia); (2) Eastern Europe
(the Baltic States) (Estonia, Latvia, Lithuania); and (3) Albania, Bulgaria and
Romania.

The Commonwealth of Independent States (CIS) encompasses countries of (1)
Eastern Europe (Belarus, Moldova, Russia, Ukraine), (2) Caucasus (Armenia,
Azerbaijan, Georgia), and (3) Central Asia (Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan, Uzbekistan). Admittedly, the definition of the CIS is not accurate in
terms of present membership, as Georgia withdrew its membership in 2008, while
Ukraine and Turkmenistan are informal (de facto) members. However, the term
continues to be used in the literature for the purposes of identification of this subset
of Former Soviet Republics.

Throughout the manuscript, the 22 countries comprising the region of interest
are together referred to as CEE/CIS, Eastern Europe, the post-communist countries,
the post-Semashko countries, the transition countries or the region (Fig. 1.1).

1.2.2 Post-communist Transition

The term “transition” is indicative but not specific. It neither points at a specific
transformation nor conveys an economic theory to explain the process. Historically,
the term may relate to classical transition of the industrialised economies in the late
nineteenth century, neoclassical transition of post-war democracies, market-oriented
reforms in non-Communist countries of Western Europe and South America, as
well as Asian post-Communist processes (China, Vietnam) (Papava 2005). Here,
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“transition” indicates the process of moving from a centrally planned state-owned
economy to a market-based, pluralistic economy. The term concerns the evolution
of a broad socio-economic environment in the 22 countries of the former Eastern
Bloc, starting from the fall of communism in 1989-1993. This evolution includes
both various system reforms and exogenous trends. In reference to the health and
health-care facets of the process, the terms “health transition” and “health-care tran-
sition” are used, respectively.

Following prominent writers such as Janos Kornai (e.g. Kornai and Eggleston
2001), the terms “communist” and “socialist” are used interchangeably.

1.2.3 Health Care System and Its Objectives

The Semashko model refers to core mechanisms of the Soviet health care system
common for the 22 countries, which include centralisation, integration, state owner-
ship and input-orientated resource allocation. The model is discussed in more detail
in Sect. 4.2.

The Ministry of Health is a generic name for any ministry bearing the primary
responsibility for the health (care) system. In reality, its competencies have gone
under different names in the region, sometimes in combination with those of other
ministries (e.g. welfare, social affairs). The Ministry of Health is assumed to be the
executive arm of the central government with respect to health-care affairs.

A health care system, broadly defined by the World Health Organization (2000),
encompasses all the activities whose primary purpose is to promote, restore or main-
tain health. Objectives of a high-performing health care system include, according to
the Organization for Economic Co-Operation and Development (2004), high-quality
care and prevention, accessible health care, responsiveness for patient and consumer
satisfaction, acceptable costs, sustainable financing and economic efficiency.

Performance (of a hospital or health system) relates to the achieved level of
explicit or implicit objectives that may include effectiveness, efficiency, equity,
responsiveness, quality, affordability, sustainability of financing, cost containment,
outputs or outcomes. Efficiency, unless otherwise indicated, concerns economic
efficiency that comprises both the productive and allocative aspects.

Hospital care takes the inpatient or outpatient form. The former typically involves
a stay of at least 24 h, although it permits episodes shorter than 24 h (“one-day hos-
pitalisation”) in the case of death or discharge to another health establishment
(WHO HFADB). Ambulatory care, occurring within a single day, is provided in
clinics or hospitals, the latter being outpatient hospital care. The definitions of inpa-
tient and outpatient care may differ to an extent between countries, and consequently
there may be minor misalignments in data reported internationally. When the con-
text is unambiguous, the words “unit”, “facility” and “establishment” are some-
times used instead of “hospital” for the purpose of providing a linguistic variety in
a lengthy manuscript dealing predominantly with hospitals. The terms “doctor” and
“physician” are used as synonyms. ‘“Provider” implies a medical professional or an
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organisation providing health services. In a broad sense, in decentralised systems,
territorial health authorities and sub-national governments are providers of health
care, insofar as they can decide about networks, capacities and processes of the
hospitals they own or supervise.

Social health insurance is a mandatory, usually payroll-based system of contribu-
tions for health-care financing that also serves the goals of risk and income solidar-
ity. “Voluntary health insurance” refers to non-statutory, prepaid financing schemes
an individual may choose to join in order to protect against out-of-pocket expenses.

With respect to provider payments, budget-based financing indicates a set pool
of funds periodically allocated to a provider, often according to an adjusted previous
year’s budget and following a line itemisation. Fee-for-service refers to a situation
where the provider is paid a contracted fee for every defined unit of service it sup-
plies to the patient. The “unit” is broadly understood and may take various forms,
for instance, a concrete medical procedure (test, examination, surgery) or a day of
hospitalisation. The units of service are typically unbundled and unrelated to the
patient condition, although specific implementations vary considerably between
systems. The payment mechanism can be used to reimburse individual physicians
as well as provider organisations (e.g. a hospital) contracted with a third-party
payer. Patient-based (or case-mix) payments are primarily based on patient charac-
teristics, such as diagnosis and age, but in principle independent from the actual
medical procedures provided to the patient. Diagnosis-related groups (DRGs) are
the most common category of patient-based payments.

Corruption, in health care or otherwise, usually involves the use of public office
for private gain; however the mechanisms, stakeholders, objectives and legal clas-
sifications of corruption vary considerably. One of its common forms is making
informal (envelope, under-the-table) payments by patients to doctors who are in
position to ration medical care within the public system. Such payments are aimed
at securing higher quality of care, shorter waiting time, or other benefits and often
put other patients in a relative disadvantage.

Other generic terms follow the World Health Organization definitions (Roberts
1998).

1.2.4 Decentralisation and Other Institutional Change

The terms “institution” and “institutional” are understood in the broad sense of
humanly devised formal and informal constraints that structure political, economic
and social interaction (North 1991). Following this definition is a distinction
between institutions and organisations.

Decentralisation is a “downward” or “outward” transfer of authority, power and
responsibility. Decentralisation modes include delegation (a transfer within an
organisation), de-concentration (between administrative levels), devolution
(between political levels) and privatisation (from public to private ownership)
(Bankauskaite and Saltman 2007).
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Governance is the institutional environment that defines the structure and
appointment of managing bodies, the scope of their autonomy, decision rights and
responsibilities, as well as mechanisms of accountability and principal
stakeholders.

Autonomisation is a process of empowering political and organisational govern-
ing bodies by increasing the scope for their decision-making.

A corporation is an organisation that operates under the private sector law and is
subject to the rules of corporate governance, reporting, etc., of its respective com-
mercial sector. This is in contrast to the status of public company that grants a sepa-
rate set of rules and often privileges such as subsidies. Both private and public
bodies may be the sole or majority owners of corporations. Corporation, commer-
cial (trade) law company and joint-stock company are used interchangeably in the
literature and thus considered synonyms. Corporatisation is a process of transform-
ing public organisations into corporations.

Privatisation is a transfer of the majority stake of a health-care organisation from
public ownership to the private sector. Consequently, a private hospital is defined as
a hospital in which private investors hold more than 50 % share, regardless of the
hospital’s sources of financing being public or private. Privatisation is the ultimate
step in the hospital governance transition model presented in this book. This stems
from a conceptualisation of passage from fully public towards fully private and is
not meant to imply that privatisation is the best or desired form of hospital
ownership.

The terms “non-profit” and “not-for-profit” are used alternately in reference to
organisations that retain their surplus revenues for statutory use rather than distrib-
uting them as profits or dividends.

The discussion at times abstracts from a regional (regions) or local (district or
municipality) division, instead referring to sub-national (or territorial) governments.
The levels of government are assumed to correspond to catchment areas of hospitals
under their management.
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Chapter 2
Selected Socio-economic Aspects of Post-
communist Health-Care Transition

Abstract This chapter establishes the meaning of the post-communist transforma-
tion by presenting key socio-economic changes that took place since 1989 and char-
acterising health care systems emerging from transition. The study recognises that
the period has been a time of great social, demographic and economic change for
the former Soviet bloc societies, which has not been without consequence for the
health systems and their reforms.

Firstly, highlighted in this chapter are developments in the institutional environ-
ment, macroeconomic growth and downturns, trends in economic inequalities, pop-
ulation ageing, education and burden of disease. These processes, which are
fundamental for any form of economic activity, determine the resources available
for the financing and provision of health care; moreover, they influence health needs
and outcomes. Secondly, the chapter provides an overview of common and distin-
guishing characteristics of 22 countries of the region: Albania, Armenia, Azerbaijan,
Bulgaria, Belarus, Czech Republic, Estonia, Georgia, Hungary, Kazakhstan,
Kyrgyzstan, Latvia, Lithuania, Moldova, Poland, Romania, Russian Federation,
Slovakia, Tajikistan, Turkmenistan, Ukraine and Uzbekistan. Recognising the
within-region heterogeneity leads to an identification of peer groups, contextualises
the discussion and enables an assessment of reform efforts relative to the respective
challenges, capacities and resources. Thirdly, the chapter summarises developments
in the health care systems presented in the literature of the subject. This encom-
passes such key defining elements of health care systems as the mechanisms for
revenue collection and allocation, the new prerogatives for the public and private
sectors, the consistency and quality aspects of reform as well as the major deficien-
cies and challenges. The discussion later focuses on the problems specific for the
hospital sector, thus setting the ground for the analyses presented in subsequent
chapters.

Keywords Health care system reform ¢ Post-communist transition * Comparative
studies ¢ Central and Eastern Europe ¢ Former Soviet Republics

© Springer Science+Business Media Singapore 2016 15
PM. Sowa, Governance of Hospitals in Central and Eastern Europe,
DOI 10.1007/978-981-287-766-6_2



16 2 Selected Socio-economic Aspects of Post-communist Health-Care Transition
2.1 The Starting Point

The characteristic that binds together the 22 countries in scope for this inquiry is
that prior to 1989 they operated the Semashko health-care model. The model was
named after Nikolai Aleksandrovich Semashko, a USSR public health leader and
the 1918-1930 Health Commissar, who supervised the health sector organisation
after the Bolshevik Revolution in 1917 when medical services became nationalised
in the antimarket and anti-profit Marxist movement (Ebeling 2008). The Semashko
system spanned over the USSR as well as its satellite countries and provided a
Soviet alternative to the Bismarck model of social insurance and the Beveridge
model of the welfare state.

This health sector was consistent with the rules that founded the Soviet economy
at large. The state assumed full ownership of capital as a factor of production. The
system was funded by the state with resources collected at local, regional and fed-
eral levels; pooling took place in the central budget allocated between ministries.
There was no distinction between financing and provision. Input-oriented resource
allocation was based on historical continuation. Inputs’ sizes were considered indi-
cators of prestige in the nonfinancial economy, and the inputs obsession made it
practically impossible to disinvest. The lack of downsizing was also a result of the
philosophy of extensive, rather than intensive, economics. The assumption that big-
ger was better was reflected in central plans that orchestrated the operation of the
economy. Allocation was rigid in the sense it did not allow transferring of resources
between line-item budget categories.

The state also exercised top-down control through a hierarchical structure headed
by the Ministry of Health (MOH). All executive decisions were made by the MOH
officials. Hospital directors were nominated and played a passive role of administra-
tors rather than managers. They were left no discretion in the scope of provided
services, modes of provision, facility organisation or expansion. Purchasing of
medicaments and equipment was carried out at the central level. The sector decision-
making was highly political and personal influence was an important factor in
achieving any goal. Obtaining extra resources was primarily a matter of personal
influence and only to a minor extent subject to efficiency or equity considerations.

Ministries other than the MOH, such as defence, education, transport and infra-
structure and internal affairs, operated independent systems for their elites and
employees. In the USSR, 15 republics were in charge of their health care systems;
however, they operated under close control of the central department in Moscow.
This led to the paradox of a centralised and hierarchical yet territorially and depart-
mentally fragmented system (Davis 2010).

In line with communist thought primarily concerned with heavy industry and
working class welfare, the health sector was considered a non-productive sector,
and health-care professionals were treated as a non-priority group. Primary care was
provided by paediatricians, gynaecologists and generalists of low pay, status and
qualification (Grielen et al. 2000). The priority given to the health sector at large
was reflected in salaries: despite the highest levels of education attainment, medical
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workers were paid below the national average salary, in particular, below the epito-
mised industrial workers’ salary. Moreover, the job often involved allocation to
remote or countryside areas, putting additional burden on the health labour force.
Gender inequalities existed as a majority of the medical staff was female.

While resting on the same broad premises of state ownership, equity and free
care, the communist health system evolved following the twentieth-century advance-
ments in medicine and public health. Epidemiology, hygiene and sanitation and
breakthrough medical discoveries such as the invention of penicillin and the rise of
modern clinical medicine were among the factors that affected system organisation
and pushed it towards an increasing reliance on hospital care. The health system
also followed the broader political developments. Kornai (1988) illustrates how per-
sonal freedoms expanded in Hungary between the early 1950s and mid-1980s. The
freedoms encompass professional choices (education, first job, change of job, work-
ing hours, overseas employment) and consumer choices (food, other consumer
goods, housing, transport, medical services, child care, recreation and travel).
Historically distinct is the hard Stalinist period, after which some thawing took
place in the 1970s and 1980s, resulting in the late 1960s revolutions in Hungary and
the early 1980s Solidarity movement in Poland. These social changes had implica-
tions for how tightly the HCSs were controlled by the political apparatus, particu-
larly in the satellite countries.

Despite being justified as people orientated, the communist system suffered from
serious equity issues. Admittedly, the first-contact medicine and hospital care were
accessible geographically and available free of charge. In reality, the availability of
health-care facilities, accessibility of care and its quality were highly dependent on
system tiers, ranging from good in the elitist to medium in cities and poor in rural
areas. Shortages in medical supplies forced substitution with inferior quality and
promoted those well connected and wealthy who were able to pay off in cash or in
kind or by exchanging favours. The creation of informal networks was inherent to
the communist system, which supported and necessitated these arrangements to
exercise control and allocation (Paldam and Svendsen 2000). The political elite
enjoyed a different exclusive tier of health care altogether. Moreover, in the face of
officials’ arbitrariness, personal influence led to the promotion of the nomenklatura
members’ home regions and cities, which perpetuated inequalities. Overall equality
and security was low and resulting health protection only basic.

Milton Friedman (1996), in his comment on health maintenance organisations,
drew a parallel to socialist health care as a warning against depersonalisation of
medicine. Said depersonalisation occurs when the patient does not value “free” care
and, in facing zero price, disregards the cost of provision. The physician, on the
other hand, is concerned with performance indicators, sees the patient as a “subject”
and perceives him or herself primarily accountable to the employer. HMOs,
Friedman argued, similarly to the socialist medicine deprive the individual of choice
and dignity. Moreover, both systems introduce incentives that break the traditional
relationship of trust and responsibility.

In the environment where the state monopolised the provision of nigh all goods
and services, responsiveness to citizens’ needs was minimal and whimsical. The
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patient had no choice of provider and no venue for appeal against decisions or for
complaints about poor quality of care (Kornai and Eggleston 2001b). Clerks enjoyed
the position of power and clients were considered “petitioners” with no voice to
challenge the public behemoth. Anecdotal evidence tells indifference and unfriend-
liness were means for extracting informal fees by staff whose attention could be
bought. Malpractice litigations were either non-existent or ineffective, as quality
issues and disciplinary problems had the status of internal issues. Moreover, per-
sonal influence often protected doctors from facing any responsibility for medical
errors. The doctors’ untouchability granted by the self-defensive physicians’ lobby
persists to this day. In 1998 Poland, sentences were passed in 1.4 % of malpractice
complaints (Sandauer 1999).

A distinguishing feature of the Semashko model was the emphasis it placed on
hospital care. This came at the expense of marginalised primary care and neglected
lifestyle issues of alcoholism, inadequate diets and working conditions, all of which
meant forgoing highly cost-effective preventive measures and adversely affected
health outcomes. This became apparent in the comparative perspective: the Eastern
Bloc lagged behind when Western health systems benefited their populations with
life expectancy increases in the latter half of the twentieth century. Andreev et al.
(2003) show that avoidable mortality rates in Russia and the Baltic states in the
1960s were on a par with the United Kingdom (UK). However, towards the end of
the century, the communist countries failed to match the British system in eliminat-
ing avoidable deaths. This straggle was particularly pronounced in the USSR and
then Russia. In consequence of avoidable mortality and other reasons, between
1965 and 1999, the life expectancy gap between Russia and the UK grew from 3.6
to 15.1 years for males and 1.6 to 7.4 for females. In Czechoslovakia and Hungary
in the 1980s, avoidable mortality increased and then reduced slowly, compared to
considerable monotonic decreases in six Western countries (Bojan et al. 1991). This
divergence illustrated the problems of economic efficiency and the incapacity to
innovate. In particular, the Eastern Bloc failed to keep up with the West when new
pharmaceuticals and surgical procedures were being widely introduced in the early
1970s (McKee 2005). However, Ensor (1993) argues that only a portion of the
increases in life expectancy and mortality gaps between communist and Western
countries were amenable to HCS inefficiencies. Environmental and lifestyle factors
were substantially more material, which nonetheless revealed the inability of the
health system to respond to those problems.

The Semashko system proved effective in the post-war decades when modern
health systems were being built. Expanding health system capacity through physi-
cian training and investments in basic physical infrastructure resulted in unprece-
dented levels of accessibility, most notably of inpatient care, although the quantity
of care was prioritised over its quality. At those early stages the input drive provided
an opportunity for increasing the densities of facility networks and the number of
doctors per unit of population. This translated into the availability of hospital beds
and equitable access to specialised care for entire populations, if with preferred
treatment of industry workers and state employees. Public health and the emphasis
on epidemiology was another achievement of the evidence-based communist
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medicine (Borowitz and Atun 2006). Extensive vaccination programmes covered
nearly 100 % of children (WHO 2012). This statistic was the ultimate propaganda
material and an alleged proof of the Soviet system superiority over capitalism.
These developments were paralleled by provision of clean water; improvements in
sanitation, hygiene, nutrition and education and control of infectious, occupational
and environment-related diseases. Altogether, these factors led to declines in child
and maternal mortality rates as well as standardised death rates (SDRs) in various
disease categories, ergo large improvements in health status across the population
until the early 1960s (Borowitz and Atun 2006). The increasing life expectancy was
aresult of the system’s orientation towards containing communicable diseases, such
as malaria, yaws, leprosy and tuberculosis, which posed the major health challenge
over a couple of decades after World War II.

It was only after the epidemiological shift to non-communicable diseases when
the system showed its limitations: a lack of flexibility, the negligence of primary
care, the lack of health promotion as a part of public health strategy and the failure
to control and counteract risk factors such as high consumption of dietary fat as well
as drinking and smoking habits. These deficiencies resulted in a great burden of
self-induced cardiovascular, stroke and cancer diseases and disallowed further mor-
tality decreases that unfolded in Western Europe. Nonetheless, the Semashko sys-
tem maintained its hallmark features: universal entitlement, a high level of protection
against health-related financial risks and emphasis on equality and solidarity, if at
the expense of efficiency (Shakarishvili and Davey 2005). These expectations per-
sist in the transition societies.

To some extent, the Soviet model resembled some European systems. In particu-
lar, it shared features of the National Health Service model in being a unified
national system for service delivery, publicly owned and administrated and funded
through general taxation, albeit with lower levels of aggregate health spending. In
1991, the USSR health-care expenditures amounted to less than 4 % of its GDP,
compared to 6 % in the UK, which also represented the lowest level among the
OECD countries. This reflected the perception of the health sector as a non-
productive area of the economy (Borowitz and Atun 2006). After the initial period
of relative success, the system started to stagnate and collapse under the weight of
the self-imposed development philosophy, input orientation and the grandiosity of
the communist planning. Growing hospital networks greatly contributed with their
high upkeep, mediocre quality and a lack of flexibility in targeting the changing
nature of health needs. Adaptation to the changing needs related to lifestyles and
civilisation was beyond its reach, due to the inherent lack of flexibility. The system
design inevitably promoted and rewarded corruptive behaviours, which led to the
growth of an unofficial circulation of goods and services. The informal allocation
became a material part of the communist economy.

Rowland and Telyukov (1991) summarise the problems that post-Soviet health
care systems faced on the brink of transition. They report four groups of problems,
relevant to all communist countries, but considerably more severe in the Soviet
Republics than in Central and Eastern Europe. Firstly, there are environmental fac-
tors, meagre living conditions, hazardous labour conditions as well as poor dietary
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and lifestyle practices, most notably high prevalence of smoking. Secondly, health
system factors include dramatic shortages in basic inputs for health care production,
including facilities, equipment, medical supplies and wages. Rowland and Telyukov
illustrate these conditions with the fact that in rural areas of Soviet Republics, 27 %
of hospitals had no sewage system and 17 % had no running water. The third prob-
lem concerns an intentional overreliance on hospitals, intensified by the lack of
consideration for primary health in polyclinics and ambulatory care centres. The
region had the highest numbers of hospitals and hospital beds per unit of population
in the world, the longest lengths of stay and vast numbers of highly specialised
medical professionals trained to staff those facilities. Fourthly, the authors indicate
the low priority given to the health sector at large, which materialises in low levels
of funding expressed as a share of GNP; this is coupled with the rigidity of plan-
ning, a lack of efficiency incentives, a low morale of health workers and an utter
lack of confidence in the system by all its stakeholders.

At the dusk of communism virtually all CEE/CIS countries operated this classi-
cal Semashko system. Minor design variations that took place before 1989 (dis-
cussed in Sect. 2.3) did not affect its principal mechanisms. The system became the
region’s inheritance and the burden carried over into the period of transition. In
some progressive countries of CEE, health-care organisation has been largely rede-
fined with the aim of neutralising deficiencies of both excess and shortage.
However, the more intangible aspects of the communist system such as attitudes
and corruption left an enduring burden across the region and hampered the reform
process.

2.2 An Institutional Transmutation

2.2.1 From Central Planning to Market Allocation

Countries of Central and Eastern Europe have recently seen a dramatic change in
how their economies operate and perform. In just over 20 years they transitioned
from central and planned into market-based, open economies, marking their pres-
ence in the global economy. The challenges of transition from centrally planned to
free market economy were unprecedented. In case of most countries, this transfor-
mation entailed a marked convergence to Western socio-economic systems. Kornai
(2006) enumerates its six most important characteristics: (1) a shift to the capitalist
economic system and (2) democracy; (3) completeness, in encompassing the econ-
omy, the political sphere, ideology, legal systems and the society; (4) non-violence
and (5) peacefulness in starting off and spreading out without a military conflict and
(6) progressing at a remarkable pace over 10-15 years.

Deep structural changes and marketisation were high on the CEE/CIS reform
agenda. This was a result of bottom-up freedom aspirations of the populations but
also a strategy advocated by the World Bank and other advisory organisations.
Recipes for creating the free market economy relied on the ingredients of



2.2 An Institutional Transmutation 21

stabilisation, liberalisation and deregulation, a rapid shift from shortage to surplus
economy, privatisation and structural ownership changes, as well as integration with
Western Europe (Lipton et al. 1990). Some outcomes of these experimental reforms
were increased income inequalities, an early recession and a fall in economic out-
puts ranging from 15 % in Central, Eastern and Southern Europe to 40 % in CIS,
accompanied by an accelerated economic growth in most countries (World Bank
2002). The initial recession was primarily caused by (a) a rapid shift from a sellers’
market to a buyers’ market, (b) the transformation of the real structure of the econ-
omy, (c) disruptions in coordination, (d) financial discipline and enforcement of
efficiency and (e) the backwardness of the financial sector (Kornai 1994).

A retrospective account reveals a number of approaches rather than a unifying
theory of post-socialist transition. Papava (2005) argues that the term does not imply
any specific concepts, approaches or definitions. Instead, it is a broad term that is
used in reference to a number of cases and lines of thought that apply to political,
social and economic contexts. Key political choices concerned gradual change or
“shock therapy”, a process of approaching to a market economy or a search for the
“third way” or “market socialism”, organic private sector growth or “accelerated
privatisation” as well as a redefinition of state ownership and public choice (decen-
tralisation, New Political Economy). Furthermore, the emerging private sector was
far from homogeneous (Winiecki 2000). Substantial differences existed between
the privatised enterprises formerly operated by the state and the generic private
entrepreneurship that was further diversified by firm sizes and industries. Kornai
(2000b) emphasised that the private sector could only achieve its full capacity
through organic development. Former state companies, privatised or corporatised,
would often carry old system’s fallacies of the monopolistic power, obsolete tech-
nologies, oversized staff, bureaucratic practices and deep-rooted inefficiencies.

The transition paths have differed between the countries over the 20 years since
the fall of communism. Some have remained largely unreformed (e.g. Belarus),
whereas some others made great development steps. For example, in 2006, the
Czech Republic and Estonia met the World Bank’s definitions of high-income coun-
tries and were later joined by Hungary, Poland and Slovakia (World Bank 2013).
These countries have also become the European Union members, which marked
their comprehensive institutional transformation. The World Bank (2002) highlights
structural changes of the first 10 years of transition, by the same token identifying
the factors that contributed to differences in performance between post-communist
economies. Among these factors are imposing market discipline and hard budget
constraints upon inherited state enterprises and encouraging the growth of new
enterprises independent from the state; introducing measures against corruption,
theft and asset stripping; managing the burdens of protectionism, special privileges,
industry cross-subsidies and inefficiencies; strengthening the financial systems; pri-
vatisation, restructuring and promoting market entry; rapid growth of small enter-
prises; managing the tax burden; building a market-friendly institutional and policy
framework; depoliticising enterprises; demonopolisation; investor and private-
property protection; rule of law and legal certainty; flexibility of labour markets;
fiscal discipline and sustainability and reforming the oversized welfare sector.
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Kornai (2000c) observed that a shift from socialist to capitalist economy yields the
best results when the change is gradual and organic. Impelling a high pace of trans-
formation led to inferior reform quality, stability and sustainability, factors that are
decisive for macroeconomic success in the medium and long term. Experimentations
with hybrid social markets and continued public ownership were also found to be
predictors of economic underperformance.

Moreover, the “negative social capital” had adverse implications for the pace of
transformation. The strength of informal networks broke general trust and destroyed
social capital, a problem that became visible after the move to a market system that
rewarded cooperation. Paldam and Svendsen (2000) operationalised the idea of
social capital and measured its abundance, establishing a correlation between
replenishing the pool of social capital and fostering social and economic growth.
The low levels of the public good “trust” stand out as a major obstacle to the region’s
development (Fukuyama 1995).

The post-communist transition was a historically unique event that brought about
a complete transformation in a peaceful way. The historical weight of this achieve-
ment could not be overstated. However, the new reality has been a disappointment
for many. Among the troubles that emerged in the process were growing inequali-
ties, financial and employment insecurity, persistence of corruption, indolent poli-
tics and faulty legislation. There were also cognitive problems, including the
disillusionment related to the perceptions of breaking the social solidarity contract,
a division between the winners and losers, cancelling certain social safety net privi-
leges and hostility towards vicious capitalism (Kornai 2006).

A highly unionised and bureaucratised welfare sector lagged behind in reform.
There was a lack of clarity in reform goals and functioning and the tax burden of
various social services remained largely unclear. Restoring proportions being
between the overblown welfare promises and economic sustainability led many
beneficiaries towards poverty (Kornai 1997). The welfare reforms contributed to the
overall disappointment.

Finally, there was the problem of the state paternalism that Kornai (1988) dubs
“the greatest despotism imaginable”. The socialist oppression put restrictions on
property and entrepreneurship, choice of profession, job and working conditions,
consumer choice, household savings and investment. The limited freedom had its
economic as well as moral implications. Therefore, cautious of the continuity of the
dehumanised bureaucratic system, Kornai advocated personal and economic free-
dom as a basis for overall transformation and for health care system reform in par-
ticular (Kornai and Eggleston 2001a).

2.2.2 Institutional Implications of the Doctrine Change

The change of regime had implications going far beyond market allocation as
understood in neoclassical economics: in fact, it touched upon all levels of social
and economic life. New Institutional Economics (Williamson 1998, 2000) provides
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a comprehensive framework that enables accounting for its full ramifications. So far
as the purpose of institutions is to create order and reduce uncertainty, nonmarket
institutions determine the feasibility and profitability of economic activity (North
1991). From the institutional perspective, the metamorphosis of post-communist
countries has been the most profound.

At the level of social embeddedness, the events of 19891991 catalysed a redefi-
nition of values, traditions and cultural norms that in an undisrupted course of his-
tory would have taken centuries. Open and liberalised market economies gave rise
to consumerism and exposed the populations to the Western world of possibilities
and increased expectations of quality and responsiveness of goods and services.
The societies adopted income stratification and individualism, and the family fabric
of society has been subject to gradual change with implications for household pro-
duction, informal exchange and caring. In those aspects, transition marked a new
era of fast-paced convergence to Western countries. Altruistic beliefs perpetuated,
but the scope of individualism and solidarity had to be rebalanced. This had impli-
cations for the redistributive function of the government, and new measures for
maintaining efficiency while reducing inequalities were required. New expecta-
tions, needs and wants were applied to health care as much as to other consumption
patterns. Legal regulations were rewritten accordingly, beginning with the constitu-
tion, to set the fundament for the new socio-economic order. New organisational,
legal and ownership forms emerged in compliance with this institutional environ-
ment, relying on markets and structure integration to optimise production and trans-
action costs. Finally, markets for goods, services and production factors enabled
resource allocation based on price and quantity equilibria rather than input-driven
central plans and rationing. This resulted in a rapid shift from shortage to surplus
economy.

Engerman and Sokoloff (2003) argued that successful transformation was deter-
mined by flexibility of institutions rather than their optimality. The case for attribut-
ing growth to institutions was weakened by evidence of institutional development
being endogenous rather than exogenous and a high degree of substitutivity of insti-
tutions. This is notwithstanding the fact that government credibility and protection
of property rights are indispensable for economic growth. Engerman and Sokoloff
concluded that societies with good institutions are more flexible and adapt better to
changing internal and external conditions, while societies with poor institutions are
unable to respond to changing conditions and take advantage of their opportunities,
advantages and knowledge.

Assuming a historical perspective, Chavance (2008) considered “stylised facts”
about post-communist transition: differences in reform strategies, macroeconomic
performance, enterprise performance and response to changes in ownership and
governance. He concluded that powerful formal and informal rules underlay differ-
ent transition trajectories. Thurner and Kotzian (2001) demonstrated that similar
institutional approaches can enhance our understanding of health care systems, their
complex networks of formal and informal interactions, wants and needs, transition
paths as well as market failures.



24 2 Selected Socio-economic Aspects of Post-communist Health-Care Transition

2.3 Similarities and Dissimilarities of the Transition
Countries

The transformation of CEE/CIS health care systems, including the process explored
in Chaps. 3, 4 and 5, can be seen as a natural experiment (McKee 2005) with set
initial conditions and outcomes varying accordingly to the choice of HCS reforms
and other relevant determinants. The reforms are in focus of the subsequent chap-
ters. Instead, the aim of this section is to discuss the remaining two assumptions:
that of a homogenous starting point and of a variation in other factors relevant to
HCS performance. The concept of one region comes with an inherent fallacy of
implicitly placing countries such as the Czech Republic and Turkmenistan in one
league. In fact, across the region, there exists a large variation in macroeconomic as
well as broader human development conditions. Therefore, understanding the cul-
tural, economic and environmental diversity is central to obtaining valid results,
contextualising the findings as well as reaching binding, generalisable
conclusions.

2.3.1 A Shared Inheritance

Described in Sect. 2.1 are basic characteristics of the Semashko model. The study
of hospital governance in subsequent chapters assumes that these features were
shared across CEE/CIS and constitute a common point of entry into transition. In
reality, some deviations from the standard model existed, especially in the provision
of primary and ambulatory care. For one, the scopes of curative and preventive tasks
of primary care differed between countries. Grielen et al. (2000) established that
general practitioners (GPs) in CEE provided more comprehensive care and more
often engaged in prevention than their CIS peers. A GP tradition existed in Hungary,
Poland and Romania, where in 1980 60 % of doctors were GPs. In contrast, the
share of GPs in Bulgaria was negligible. Private practice was tolerated in Hungary,
Poland and Czechoslovakia, while it was strictly illegal in Albania, Bulgaria and
Romania. In Hungary, 16 % of health professionals were involved in private prac-
tice (Davis 2010). In Poland, prior to 1989, primary and ambulatory specialist care
was provided privately, under the conditions of obtaining an administrative permit
and maintaining employment in a public health-care institution (Saltman et al.
2007). Local idiosyncrasies also concerned the extent of territorial governments
and private sector participation. Quasi-decentralisation arrangements delegated
facility management (Kyrgyzstan) or ownership (Latvia) to districts and munici-
palities. In Hungary social insurance made minor but material (approx. 10 %) con-
tributions to health expenditures. Patient fees for non-essential services were more
common in CEE than CIS. The rules for central planning were in some cases modi-
fied, for example, in Poland the allocation of resources to providers was based on
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the numbers of admissions, while in Hungary some market-based indicative plan-
ning was exercised. The main dividing line was between the USSR representing the
classical model of communist political economy and satellite CEE countries that
represented its minor deviations (Kornai 1992, 2000c). Furthermore, while based
on unchanging foundations, the systems evolved in time, with the narrow heteroge-
neity of the Stalinist period widening in the later decades of political thawing. This
short summary illustrates that local variations related primarily to primary and
ambulatory care. On the other hand, the hospital sector with its core concepts of
allocation and organisation was considerably less variant. Therefore, the assump-
tion of a shared starting point is not a strong one as far as the hospital sector is
concerned.

2.3.2 Diverse Economies and Transition Pathways

The situation is much less uniform in terms of economic and institutional develop-
ment. The substantial initial differences became more pronounced, which is illus-
trated by the regional range of Human Development Index values doubling from
0.15 in 1990 to 0.30 in 2000. Throughout the 2000s, after the socio-economic shock
of transition had been largely absorbed, a limited but steady convergence took place,
which is reflected by the range decreasing to 0.26 in 2010 (Table 2.1). Globally, no
post-communist country qualifies as “very high human development” (2010 HDI
score equal to or greater than 0.902). Half of the 22 countries are areas of “high
human development” (score between 0.753 and 0.901), nine fall into the group of
“medium human development” (score between 0.631 and 0.752), while Kyrgyzstan
and Tajikistan nearly miss this category instead qualifying as “low human develop-
ment” (United Nations Development Programme 2013).

This institutional diversity inspired researchers to identify clusters of countries
that would enable further analysis and customise policy recommendations. A clas-
sification of political systems based on the Freedom House annual ratings of politi-
cal and civil liberties was proposed by the World Bank (2002). The four resulting
groups were (a) competitive democracies of CEE, (b) concentrated political regimes
(e.g. Russia, Moldova, Ukraine, Bulgaria, Romania), (c) war-torn regimes (Armenia,
Albania, Azerbaijan, Georgia and Tajikistan) and (d) non-competitive political
regimes (Belarus, Kazakhstan, Uzbekistan, Turkmenistan). The clusters of coun-
tries are good predictors of various indicators of political development used by the
World Bank, such as the veto point index, political executive turnovers, cumulative
progress in transition towards market economy or state capture index.

Fenger (2007) considers 19 indicators of governmental programmes, social situ-
ation and political participation. Based on a cluster analysis he argues that the CEE/
CIS region can be divided into three groups of welfare regimes: (a) Central and
Eastern European, (b) former USSR and (c) developing welfare states such as
Romania, Moldova and Georgia. The first and second clusters have established
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Table 2.1 Human development index in CEE/CIS, selected years

Country 1990 (...) 2000 2005 2010
Albania 0.66 0.70 0.73 0.75
Armenia 0.63 0.65 0.70 0.72
Azerbaijan - - - 0.73
Belarus - - 0.73 0.79
Bulgaria 0.70 0.72 0.76 0.78
Czech Republic - 0.82 0.86 0.87
Estonia 0.73 0.79 0.83 0.84
Georgia - - 0.71 0.74
Hungary 0.71 0.79 0.82 0.83
Kazakhstan - 0.66 0.72 0.74
Kyrgyzstan 0.61 0.58 0.60 0.62
Latvia 0.70 0.74 0.79 0.81
Lithuania 0.73 0.76 0.80 0.81
Moldova 0.65 0.59 0.64 0.65
Poland - 0.78 0.80 0.82
Romania 0.71 0.71 0.76 0.78
Russian Federation 0.73 0.71 0.75 0.78
Slovakia 0.75 0.79 0.81 0.84
Tajikistan 0.62 0.53 0.58 0.61
Turkmenistan - - - 0.69
Ukraine 0.71 0.67 0.72 0.73
Uzbekistan - - 0.62 0.64
CEE/CIS range 0.15 0.30 0.28 0.26
Global min 0.20 0.23 0.26 0.30
Global max 0.88 0.92 0.95 0.95

Source: United Nations Development Programme (2013)

CEE/CIS range represents the spread between the highest and the lowest reported values, illustrat-
ing the varying severity of the 1990s’ socio-economic shock and the 2000s’ slow convergence of
the region. Global minimum and maximum are the lowest and highest values reported across 186
surveyed countries. The lower boundary is set by Niger or the Democratic Republic of the Congo
and the highest by Norway or Australia

governmental social programmes; however, CEE generally performs better with
respect to income inequality, health outcomes and other measures of social develop-
ment. The third group is less developed in terms of social and welfare parameters.
In all post-communist clusters the levels of trust, social programmes and social situ-
ation are considerably lower than in comparator OECD countries. The differences
are so large that CEE/CIS clearly form a separate socio-welfare group and do not
seem to fit into the Western typology of conservative-corporatist, social-democratic
and liberal systems. Fenger also concludes that a convergence between the East and
West is occurring, however, at a slower pace than expected.
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2.4 Macroeconomic and Socio-demographic Challenges
of Transition

2.4.1 National Product and Aggregate Health Spending

Health-care transition cannot be fully explained if detached from the broader eco-
nomic change. Given the high GDP dynamics and low initial health expenditures as
share of income of post-communist countries, this area provides for an impactful
aspect of HCS inputs. Higher national income ceteris paribus generates more
resources to be used in the health-care process, leading to better outcomes at any
given level of HCS efficiency. In line with the hypothesis of a luxury good at the
national level (Getzen 2000), the effect of growing GDP is typically magnified by
increasing shares of national income being allocated for health expenditures. In
addition, common to nearly all post-communist countries was an early deterioration
of both macroeconomic output and health outcomes. Although reasons for the wors-
ening health status were more complex and featured a broader destabilisation of
social conditions, the decline in GDP offered an important factor driving the HCS
instability (Nemec and Kolisnichenko 2006).

Every CEE/CIS country experienced to some extent a macroeconomic decline
and in consequence decreasing real wages, inflation, increasing inequality and pov-
erty. Health-care revenue collection was disturbed by a turbulent political environ-
ment, tax base constrained by decreased economic output, growing informal sector,
weak tax authority capacity to raise revenue, war and conflict, external influences
(the EU, aid donors, etc.) as well as legal uncertainty, changing rules of the social
contract and faltering trust in the state. Mossialos and Dixon (2002) refer to the
above as contextual factors of revenue collection: situational, structural, environ-
mental and cultural. Expenditure pressures necessitate greater financial resources
obtained through increased taxes, which in turn induce more informal sector eco-
nomic activity that diminishes the tax base. This vicious circle perpetuates in coun-
tries with weak tax authorities and leaking social benefit systems.

The lack of stability prompted the search for an alternative, stable source of
health-care revenue, outside of political influences over the central budget. As a
result, nearly half of the analysed countries turned to social health insurance contri-
butions. However, the payroll-based earmarked contributions did not avoid the
problems that undermined tax-based financing. The contribution base declined in
many countries as a result of population ageing and higher dependency burdens,
unemployment, low shares of economically active population creating an extra bur-
den of vast groups claiming disability benefits and early retirement pensions,
declines in incomes, public and private companies’ bankruptcies and various forms
of tax evasion (Preker et al. 2002).

The fiscal context is essential in explaining regional differences and attained
levels of health objectives, on a par with health care system reforms. The level of
government health-care spending depends on its fiscal capacity (i.e. tax base) and
on the priority given to health (reflected by the share of budget allocated). With
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respect to the latter, the low-priority approach to health care typical of the commu-
nist systems persisted in many countries, particularly in the lower-income brackets
in CIS. The international pattern of higher-income countries relying more on gov-
ernment spending generally holds in CEE/CIS. This prioritisation contributes to
explaining differences in achieved health policy goals at any given level of income.
Considering both above factors, there has been a great variation in the region.
However, despite ongoing reform and dynamic economic growth, countries tend to
maintain their relative positions (Kutzin and Jakab 2010).

Table 2.2 illustrates regional differences in the national product, the depth of the
economic recession that followed the fall of communism and the expansion of
economies throughout the 2000s. Except for Poland, all countries experienced an
economic decline over the period 1990-1995. By 2010, Georgia, Kyrgyzstan,
Moldova, Tajikistan and Ukraine did not manage to regain the 1990 levels of eco-
nomic output. Despite varied rates of growth, countries’ relative positions remained
largely unchanged: the correlation between 1990 and 2010 GDP p.c. ranks is very
high at 0.9.

Table 2.2 Real gross domestic product and growth dynamics

GDP? GDP as % of 1990 GDP
Country 1990 1995 2000 2005 2010
Albania 3910 92 123 156 196
Armenia 2938 58 78 139 167
Azerbaijan 4754 39 52 95 187
Belarus 6434 65 90 133 194
Bulgaria 7529 91 95 130 153
Czech Republic 16,367 95 103 124 138
Estonia 10,146 77 108 163 163
Georgia 6138 29 41 59 74
Hungary 13,120 89 104 129 129
Kazakhstan 7089 63 76 123 154
Kyrgyzstan 2524 49 60 68 80
Latvia 10,109 61 84 129 128
Lithuania 12,500 59 76 114 124
Moldova 4583 40 36 52 61
Poland 8182 110 144 168 212
Romania 7853 92 87 119 139
Russian Federation 12,626 62 68 94 112
Slovakia 12,693 85 100 127 159
Tajikistan 2961 35 33 51 66
Turkmenistan 3749 55 62 127 198
Ukraine 8063 48 46 69 75
Uzbekistan 2002 73 82 100 139

Source: World Bank (2012)
*GDP p.c. PPP$
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The relationship between the HCS and the economy is a bilateral one. There is a
strong macroeconomic case for strengthening the health system; conversely, a weak
HCS will impede the GDP growth and undermine the country’s international com-
petitiveness. Suhrcke et al. (2005) observe that health and wealth are subject to a
mutually reinforcing feedback loop. There are various approaches to explaining this
relationship: individual, household and macro-level economic impacts, cost of ill-
ness as well as “full-income” indicators of social welfare that account for health as
both a consumption and investment good. At the individual and household level,
health proxies can be used to explain productivity, wages, labour force participation,
absenteeism, provision of informal care, educational outcomes, etc. At the macro-
economic level, health is a well-established predictor of growth and contributes to
explaining wealth differences between high- and low-income countries. Cost-of-
illness studies capture resources used for medical treatment as well as productivity
lost due to poor state of health. In developing countries, the burden of disease relates
primarily to communicable diseases, maternal conditions and nutritional deficien-
cies; in developed countries, instead, the challenges are of non-communicable
nature, including cardiovascular, diabetes, injuries and mental disorders. “Full-
income” measures of the economic output, such as Human Development Index,
correct for shortcomings of GDP by factoring in nonmarket goods such as health
outcomes. Furthermore, the HCS directly contributes to the economy as one of its
biggest industries, with the average share of health in GDP at 6.61 % in the 22 coun-
tries (WHO 2012, WHO estimates for 2009). In terms of the labour market, in 25
EU countries, health and social care amount to ca. 9 % of all workforce (Suhrcke
et al. 2005). In sum, investing in health care is essential for closing both health and
income gaps between and within industrialised and emerging countries.

2.4.2 Trends in Social and Demographic Determinants
of Health

The transition countries faced severe difficulties in securing financial assets for an
uninterrupted HCS operation. On the other hand, parallel changes affected the
demand for health and efficiency of health production (Grossman 1972). These
include higher educational attainment, higher demand for health care and expecta-
tions of quality (result of higher income, education and open borders), population
trends (zero or negative growth rates coupled with population ageing), the changing
structure of disease burden including chronic diseases but also relatively high risk
factors leading to infectious and acute conditions (Waters et al. 2008). In particular,
environmental and lifestyle changes that result in cost pressures on the HCS were
triggered or amplified by the shifting doctrine. Insofar as these factors are subject to
regional differences, they are relevant for the discussion of regional differences in
the HCS performance. Briefly discussed below are selected factors, with the aim of
indicating broad ramifications of the changing socio-demographic landscape.
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Economic Inequalities

The magnitude of increases in inequality alone distinguishes the post-communist
region (World Bank 2000b). The complexity of the post-communist transformation
and the break in institutional continuity had immense implications for the political,
economic and social life as well as likely adverse consequences for economic devel-
opment (World Bank 2000c). Increases in poverty and unemployment were accom-
panied by less tangible costs of displacement, the loss of social belonging,
uncertainties, growing inadequacies of knowledge and skills as well as an emerging
division between winners and losers of the transition process. Economic insecurity,
deterioration of the health and education systems and growing social strains all
contributed to the inequalities that emerged not only in the economic but also psy-
chological and social dimensions. Throughout the 1990s, economic inequalities
increased considerably (Table 2.3) in both higher- and lower-income countries.
Tajikistan, Moldova and the Russian Federation were particularly strongly affected,

Table 2.3 Inequality of household disposable income distribution (Gini coefficient)

GDP* Income Gini coefficient

Country 2000 1989-1990 2001-2002 2008
Tajikistan 969 28.1 47.0 32.6°
Kyrgyzstan 1507 27.0 37.7 37.3
Uzbekistan 1632 28.0 26.8 37.3
Moldova 1657 25.1 43.5 353
Armenia 2295 25.1 - 30.9
Turkmenistan 2322 279 - -
Azerbaijan 2490 30.8 37.3 33.7
Georgia 2502 30.1 45.8 41.3
Ukraine 3696 22.8 36.4 27.5
Albania 4800 - 28.2 34.5
Kazakhstan 5406 28.1 - 29.3
Belarus 5810 229 24.5 27.2
Romania 6838 23.7 353 31.2
Bulgaria 7118 23.3 37.0 -
Latvia 8529 26.0 35.8 36.6
Russian Federation 8613 26.5 45.6 423
Lithuania 9518 26.3 35.7 37.6
Estonia 11,002 28.0 39.3 -
Poland 11,753 27.5 353 342
Slovakia 12,726 - 26.7 26.9
Hungary 13,674 22.5 26.7 -
Czech Republic 16,887 19.8 23.4 -

Sources: World Bank (2012), Heyns (2005), United Nations Development Programme (2013)
*GDP p.c. PPP$; ©2007
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with Gini coefficient increases of nearly 20 points. Along with income, inequalities
by age, education, area and health status deepened, with a notable exception of
gender differences that were subject to a decline (Heyns 2005). In the 2000s, in
parallel to expanding economies, the inequalities somewhat lessened.

The Age Structure of Population

The general understanding is that population ageing is a process that is argued to
result in major financial pressures on health care systems. The cost pressures are
projected to increase despite the cost per individual falling over time (OECD 2006),
due to “healthy ageing” policies and the fact that major health costs come at the end
of life (Zweifel et al. 1999). The problem of increasing demand for health care and
long-term care is coupled with a growing dependency ratio that determines the level
of human and financial resources available in the HCS. Population ageing is a global
trend that constitutes another source of pressure on the transition systems. Between
1990 and 2010, nearly all CEE/CIS countries (with the exception of Kyrgyzstan and
Tajikistan) experienced considerable increases in the share of population aged 65
and more (Table 2.4). Bulgaria, Estonia and Latvia have the most aged populations,
with the said measure in excess of 17 %. In the region at large, the share of popula-
tion aged 65 and more increased from 37.9 m in 1990 to 46.6 m in 2010, corre-
sponding to 9.8 % and 12.2 % of the total population, respectively.

Education and Schooling

There are many mechanisms through which education can be linked to risk factors,
health production, utilisation of medical care and health outcomes. Cutler and
Lleras-Muney (2006, 2012) provide comprehensive overviews of various linking
mechanisms as well as international evidence thereof. Education displays a positive
correlation with per capita income, which connects to different lifestyles as well as
occupational diseases. The basic hypothesis posits that ceteris paribus additional
years of education contribute towards better health outcomes. Table 2.5 demon-
strates the growing educational attainment in the post-communist countries.
Between 1990 and 2010, mean years of schooling increased in all countries by 1.8
years on the average. In Hungary, Kazakhstan, Latvia and Lithuania, this translated
to an increase of over 30 %. The Czech Republic and Estonia are regional leaders in
the quantity of education, with the average period of schooling exceeding 12 years.

Diseases of Civilisation

While disability-adjusted life years attributable to communicable diseases and inju-
ries remain high in CEE/CIS as compared to Western Europe, in 2000 the leading
contributors were ischaemic heart disease and cerebrovascular disease, followed by
mental disorders (Powles et al. 2005). Lifestyle changes conducive to the
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Table 2.4 Share of population aged 65 or more (%)

Country 1990 1995 2000 2005 2010
Albania 53 6.2 74 8.4 9.7
Armenia 5.6 8.4 10.0 12.0 11.1
Azerbaijan 4.2 4.7 5.6 6.8 6.6
Belarus 10.6 12.5 13.4 14.4 13.6
Bulgaria 13.1 15.1 16.6 17.2 17.5
Czech Republic 12.5 13.1 13.7 14.0 14.8
Estonia 11.7 13.6 15.2 16.7 17.2
Georgia 9.3 11.3 12.5 14.6 14.3
Hungary 134 14.3 15.1 15.7 16.5
Kazakhstan 5.9 7.2 6.8 7.9 6.8
Kyrgyzstan 5.0 54 5.5 5.6 44
Latvia 11.9 13.6 15.6 16.9 17.8
Lithuania 10.9 12.3 13.9 15.2 16.1
Moldova 8.3 9.0 10.0 11.2 11.2
Poland 10.1 11.1 12.3 13.2 13.6
Romania 10.4 12.0 13.4 14.8 14.9
Russian Federation 10.2 12.1 12.4 13.8 12.8
Slovakia 10.1 10.6 11.1 11.5 12.1
Tajikistan 3.8 3.8 3.6 39 35
Turkmenistan 3.8 4.1 4.3 4.6 4.1
Ukraine 12.2 13.8 14.0 16.1 15.5
Uzbekistan 4.0 4.3 43 4.7 44

Source: World Bank (2012)

Table 2.5 Mean years of schooling, ages 25+

Country 1985 1990 1995 2000 2005 2010
Albania 7.6 8.5 9.3 9.9 10.2 104
Armenia 9.6 10.1 104 10.8 10.8 10.8
Bulgaria 8.5 8.9 9.3 9.4 9.7 9.9
Czech Republic 10.5 10.9 11.4 11.9 13.1 12.3
Estonia 8.8 9.3 10.5 11.7 11.9 12.0
Hungary 8.8 8.7 10.4 11.2 11.5 11.7
Kazakhstan 7.0 7.7 8.8 9.9 10.2 10.4
Kyrgyzstan 7.4 8.1 8.6 9.2 9.2 9.3
Latvia 6.9 7.5 8.8 9.4 10.1 10.4
Lithuania 7.5 8.3 9.1 9.9 10.7 10.9
Moldova 7.3 8.0 8.6 9.0 9.4 9.7
Poland 8.3 8.4 9.1 9.5 9.7 10.0
Romania 8.6 9.0 9.5 9.9 10.1 10.4
Russian Federation 7.8 8.5 8.9 9.6 9.7 9.8
Slovakia 10.4 10.6 11.2 11.2 11.6 11.6
Tajikistan 8.3 9.0 9.6 9.9 10.0 9.8
Ukraine 8.2 9.1 10.4 10.7 11.1 11.3

Source: Barro and Lee (2011)
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occurrence of those conditions were in part triggered or enhanced by the ongoing
transformation. The overall burden of chronic conditions and diseases of civilisation
is increasing at a high pace, constituting another source of cost pressures on the
HCS and risk on individuals and households (Suhrcke et al. 2007). Overweight and
obesity are one of the major concerns; if unchecked, obesity and associated illnesses
can generate up to 6 % of total health-care expenditures and impose further costs in
the form of lost productivity (Knai et al. 2007). These factors may hinder historical
trends in economic growth and improving health outcomes.

CEE/CIS share the global patterns of risk factors and diseases of civilisation, in
such aspects as mental illness, microbial resistance to antibiotics and re-emerging
epidemics, with the possibility of regressions in human development. Table 2.6
exemplifies with fact by collating selected indicators of early and late stages of
transition. Diabetes and cancer became more prevalent among patients in the region,
with respective increases of 69 % and 39 %. Circulatory system diseases are putting
higher pressure on the health systems, with an average 42 % increase in related
hospital discharges per unit of population. The share of mental and nervous system
conditions among all causes of death increased by 43 % between 1989 and 2009,
which reflects the growing burden of ill mental health. Finally, the region took a step
back with respect to the control of tuberculosis. The numbers of newly diagnosed
cases per unit of population grew by 39 % between 1989 and 2010.

Other Factors Exogenous to Health Systems

Selected risk factors continue to play an important role in driving premature mortal-
ity. McKee and Shkolnikov (2001) identify injuries, violence, alcohol consumption,
smoking, poor nutrition and a rapidly changing environment as highly relevant to
low life expectancy of men in CEE/CIS, as compared to women and men in Western
Europe. Moreover, Stuckler et al. (2009), in a hotly debated paper (Gerry et al.
2010; Earle and Gehlbach 2010; Stuckler et al. 2010), attributed increasing short-
term adult male mortality rates to rapid mass privatisation, through the channels of
stress and unemployment. In addition, strife and conflict occurred in the region as
highly destabilising forces for health care systems. For example, the Kosovo crisis
and consequent flow of refugees resulted in a 20 % population increase in Albania
in a matter of 40 days, with an enormous impact on the HCS and its reforms that
were in progress at that time (Nuri 2001).

2.5 Emerging Health Care Systems

2.5.1 Motivations for Change

The transformation of former Semashko systems ran in parallel to overall social and
economic transition. It was thus marked by the same features of reducing direct
state involvement and control through decentralisation, pluralisation, empowering a
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variety of stakeholders as well as introducing market signals and elements of com-
petition in resource allocation (Preker et al. 2002). The universal objectives encom-
passed reducing the excess capacity and overdependence on hospital care,
strengthening primary care, improving microefficiency and providing conditions
for innovation, flexibility and responsiveness while ideally also enhancing account-
ability and transparency. At the same time, there was a strong public expectation of
maintaining the universality of the public scheme. Despite these similarities, the
timing, pacing and scope of change varied between countries.

Health care system reform was motivated by a range of factors (Shakarishvili
and Davey 2005). First was the presence of the socialist inheritance with low system
efficiency and deteriorating excessive networks of facilities, adjustment of which
was inhibited by the state monopoly. The burden also included poor and deteriorat-
ing health outcomes, compared to Western Europe. Secondly, the recessions dis-
cussed above caused substantial reductions in health-care budget allocations.
Thirdly, there was a general consensus that health should be given a higher priority
in the national economic and social policy agenda, contrasting with the non-
productive status it was given in the previous system. Recognising the strategic
importance of health would take the form of higher proportions of national income
devoted to health care as well as building conditions for individual success and
international competitiveness. Fourthly, there was the ideological drive to depart
from the communist system, fuelled by the influence of international organisations
and a blind belief in Western ways.

There is a sizeable body of literature describing, analysing and assessing reforms
in health care systems of the region in the last two decades. Financing aspects of
health reform stand out in prominence as far as the literature on the topic is con-
cerned. This special attention given to health-care financing and payment mecha-
nisms is reflected on the following pages. The aim of this section is to provide a
health system context for the discussion and analysis of changes in the hospital
sector governance presented in the following chapters.

2.5.2 General Reform Directions

Shakarishvili and Davey (2005) as well as Rechel and McKee (2009) provide syn-
theses of broad reform patterns in the region. The chief reform among those identi-
fied is dissolution of the integrated systems of budget financing and state provision
and subsequent replacement of general tax financing with social health insurance in
half of the analysed countries. This was seen as a form of decentralisation as it
transferred the health financing prerogative from the government to a public agency.
Given the dominant public ownership of health providers, this had important impli-
cations for the nature of payer-provider relations, which shifted from integrated and
budget based to contractual and often involved an element of competitive tendering.
These contractual relations, in turn, relied on establishing new payment mecha-
nisms for provider reimbursement. Incentives conveyed by various increasingly
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sophisticated provider payment systems influenced both the quantity and quality of
medical services supplied in the public system. Overall, the gravity of social health
insurance (SHI) has been so large it has been branded a catalyst for transition (Ensor
and Thompson 1998).

Another major characteristic of health-care transition in a large group of coun-
tries is pluralisation and empowerment of various sector stakeholders with new
responsibilities, incentives and rights. For one, this involved the above-mentioned
shift of planning, contracting and monitoring of provision from the MOH to autono-
mous or semi-autonomous SHI agencies. Secondly, it took the form of transferring
the responsibility for health care from the MOH and its regional branches to respec-
tive structures of subnational government. This deconcentration concerned tools
that gave the territorial authorities the power to shape their health networks, such as
setting capacities through planning and development strategies, licencing, etc.
Thirdly, ownership of the majority of facilities (bar national centres and university
hospitals) was either devolved to subnational governments or privatised. The expan-
sion of the private sector was pronounced in primary and ambulatory care, less so in
the hospital sector. The private sector growth was fostered by both privatisation of
public facilities and establishing new provider organisations by international and
domestic entrepreneurs. Fourthly, the pluralisation encompassed handing control
over the medical profession to specialised professional associations, including
licencing, developing guidelines, setting norms and conducts of practice, monitor-
ing implementations of changes, auditing and at times partaking in negotiating pro-
vider contract conditions.

Another group of reforms concerned strengthening primary care, often through
encouraging general practice centred on family medicine, as well as reinforcing
public health while de-emphasising hospital care. These efforts meant to reintro-
duce balance between prevention, outpatient and inpatient care.

As observed by Ensor (1993), all the above changes assumed, explicitly or
implicitly, a shift towards individual choice and personal responsibility. The shift
from general taxation to earmarked payroll tax marked a change from universal
entitlement to individual entitlement linked to the payment of obligatory contribu-
tions. Improving information systems enabled identification of eligible individuals,
a function that had been weak in the initial years, thus accentuating the equity con-
cerns of terminating the universal entitlement. These processes led to increases in
individual health-related financial risks. More often, however, an unintended by-
product of the reforms was a soaring reliance on out-of-pocket (OOP) payments
resulting in substantial inequalities in health-care utilisation.

Table 2.7 provides information on basic characteristics of transition and post-
transition HCSs in terms of health-care financing. Notable is an overall increase in
health-care spending in terms of its share of GDP, which between 1990 and 2010
averaged 2.1 percentage points and was as high as 7.8 points in Moldova and 5.7
points in Georgia. In absolute terms, over the same period, Albania, Belarus and
Poland more than tripled their per capita health expenditures. On the other hand,
Kyrgyzstan, Tajikistan and Turkmenistan show a decline in real per capita health
expenditures. The generally decreasing participation of public sources in health-
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care financing (from 70.3 % in 1990 to 56.9 % in 2010, on the average) translates
directly into higher OOP spending, because of the negligible role of private volun-
tary prepayment schemes. The context and significance of these outcomes is
explained in the subsequent sections.

2.5.3 Public Revenue Collection and Pooling
Revenue Collection

With respect to the public system revenue, three groups can be identified. Firstly,
there are countries that rely primarily on general and local taxation in financing their
health-care expenditures. This may be a result of non-reform (e.g. Belarus, Ukraine)
or an introduction of social insurance that accounts for a minor proportion of public
health funds (e.g. Russia from 1993, Albania from 1995, Georgia between 1995 and
2004; see Table 3.2). In those countries, tax revenue is typically a combination of
local, regional taxes and national (federal) funds, which depending on local priori-
ties are used for recurrent services, upkeep and investment, as well as for equalisa-
tion between regions orchestrated by the central government (Preker et al. 2002).

Secondly, there are states that used to belong to the first group but whose public
HCSs collapsed as a result of the previously discussed pressures and disturbances.
In 2010, there were seven countries where public spending accounted for less than
half of TEH (WHO 2012): Azerbaijan (20.3 %), Georgia (23.6 %), Tajikistan
(26.7 %), Albania (39 %), Armenia (40.6 %), Moldova (45.8 %) and Uzbekistan
(47.5 %). In these countries private expenditures are the dominant form of health
financing, and voluntary prepayment alternatives to OOP payments failed to fill in
the coverage gap of the public system.

Thirdly, there are countries that replaced the tax-based model with what is
broadly referred to as social health insurance. The term SHI is often used as a label
for any system that detaches health-care fund collection and pooling from general
taxation and instead links it to payroll-based social insurance contributions.
However, it does not unambiguously determine the system operation. The heteroge-
neity of CEE systems shows that actual implementations may substantially deviate
from the original Bismarck social security model or its present variations in Western
European countries.

There are a number of aspects that contribute to the vagueness surrounding the
term SHI. For example, establishing a quasi-independent agency for contracting
with providers need not have implications for how funds are collected. In Albania,
the Health Insurance Institute financed primarily through taxes is responsible for
paying to medical care providers and for the reimbursement of qualified generic
drugs (Marku 2010). Similarly in Latvia, tax revenues are raised and pooled by the
National Revenue Service and accordingly to an allocation by the Ministry of
Finance transferred to the State Compulsory Health Insurance Agency, which car-
ries out the contracting of providers (Tragakes et al. 2008).
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Moreover, the calculation of contributions is not in each case based on payroll
earnings or subject to a limit. Kuszewski and Gericke (2005) enumerate the idiosyn-
crasies of the Polish system: contributions are calculated based on all revenues from
employment and nonagricultural economic activity (closely corresponding to per-
sonal taxable income), there is no ceiling for contribution size, various bases are
applied for calculating contribution rates (e.g. a preferential treatment of farmers
who enjoy full benefits in exchange for token payments), and insurance coverage
and contributions are unrelated to health risks. For the above reasons, Wagstaff and
Moreno-Serra (2009) classify the Polish as well as Latvian systems as not being
“pure” SHI. Those systems have also been referred to as quasi-tax or earmarked-tax
hybrids. Among the payroll-based systems, variations exist in the size of social
insurance contributions and their nominal split between employers and employees.
Kornai and Eggleston (2001a) show that among 10 CEE countries in 1997, the size
of contributions ranged from 3.4 to 23.5 % of earnings, divided in various propor-
tions between employers and employees with 50:50 being the most common
distribution.

Another distinguishing feature is the share of SHI in the overall health expendi-
tures. Can a system financed in 1/3 from taxes, 1/3 from SHI contributions and 1/3
from OOP expenditures be justified as a social insurance model? One way of set-
tling the key establishing feature of an SHI system may be the reliance on contrac-
tual payments that provide marginal revenue and thus alter incentives faced by
providers. The marginal revenue has to be distinguished from budget allocations
that may comprise a major part of the overall budgets of provider organisations. The
presence of contracting, competitive tendering, improved transparency and account-
ability as well as non-budget payment mechanisms is the features more prominent
and influential in terms of resource allocation than the measures of revenue collec-
tion. The problem of inadequacy (or meaninglessness) of the “tax vs. SHI” division
is highlighted by Kutzin (2001) who observes that countries may alter their alloca-
tion mechanisms without altering the sources of funds. This can explain the case of
Hungary, where in 2009 SHI contributions accounted for 32.5 % of TEH, yet the
system was generally regarded as SHI. In fact, the Hungarian SHI explicitly covers
only recurrent spending on services, while capital and maintenance costs are cov-
ered from central government grants (Gadl et al. 2011). In Moldova, a SHI system
complementary to tax financing was based on contributions originally set at 4 % of
payroll salary split evenly between employers and employees and further offset by
a 2 % decrease in income tax. SHI revenue generated this way was intended to
incentivise the providers otherwise relying on tax-based budgets (Atun et al. 2008).
In Russia, 2/3 of hospital resources come from line-item budgets. However, hospi-
tals are also reimbursed based on a DRG system and at the margin could be expected
to respond to its incentives. However, evidence shows the efficiency gains have not
materialised due to deep-rooted managerial practices, DRG system faults and its
low impacts on hospital budgets (Tragakes and Lessof 2003). Similar problems
marked the development of case-mix payments in the hospital setting in Kyrgyzstan
(Ibraimova et al. 2011). Nonetheless, the overall effects of adopting a purchaser-
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provider split and a contracting model in this country were positive, resulting in
improvements in the scope, quality, efficiency and equity of care (Atun 2007).

With respect to the above, it can be argued that some countries made a more
complete transition towards SHI. Looking broadly at the region, however, general
tax revenue persisted in health-care financing mixes, from being the dominant form
of financing in unreformed HCSs, as in Belarus, to complementary functions of
central government grants for capital investments and territorial governments’ sub-
sidies, as in the Czech Republic.

A further distinction in SHI can be made between countries that rely on third-
party payer competition (Czech Republic, Slovakia and briefly Poland in 1999-
2002) and those that maintained the monopolistic position of a SHI agency.

The above discussion reveals a wide variety of HCSs with respect to public
financing. On one hand, in numerous countries the state participation remained
strong. In 2010, in Estonia and Romania, public spending accounted for over 78 %
of TEH and nearly 84 % in the Czech Republic (WHO 2012). At the other extreme
there are the aforementioned collapsed HCSs of CIS and Central Asia, where the
state participation may account for as little as 20 %.

Pooling of Public Funds

Changes in funding mechanisms also had implications for the pooling function of
public health financing. The pooling function is essential for two aspects of health
insurance: (1) risk management, by enabling the law of large numbers and narrow-
ing the losses around their expectation, and (2) solidarity transfers from low to high
risks and from more to less affluent individuals. Consequently, the pooling structure
of an HCS is central to its economic efficiency, equity of financing and utilisation,
financial protection and administrative cost. In particular, pooling fragmentation
can be efficiency enhancing, as it is the case in the systems of regulated insurer
competition, or wasteful, when it sustains uncoordinated and unequitable allocation
of resources between parallel systems.

Preker et al. (2002) look into the problem of pooling across CEE/CIS over two
decades. They find that pools of funds were fragmented between many actors and
levels, including local government health agencies, health insurance funds and their
local branches. At the same time, potential gains from multiple financing agents
were absent, as the sector structure would not feature competitive pressures. Instead,
each of the purchasers enjoyed a situation of monopoly. This problem extended to
overlapping population coverage and exclusions from statutory coverage. CIS coun-
tries were generally disadvantaged in terms of risk protection, equity and allocative
efficiency, compared to smaller and more reformed countries of CEE where the
fragmentation of revenue channels had been reduced. Nonetheless, two issues per-
sisted across the region: Firstly, recurrent expenditure was detached from capacity
investments, and facility owners often chose to increase their capacity without con-
sidering the operating expenditures that fell on other agents. Secondly, a class of
costly medical establishments, such as university hospitals and national centres,
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were financed from both SHI and by central budget grants. The latter source of
financing protected them from making the necessary capacity adjustments. In
Hungary, such university clinics were found to be the leading category in recurring
sector debt.

Broad reform strategies addressing the problem involved integration, centralisa-
tion and reduction in payer numbers. These strategies materialised in reducing the
numbers of funds, creating a single territorial fund and transforming territorial
funds into branches of a national fund. Coming from fragmented tax-based systems,
one reform possibility was a shift to the SHI model, which proved successful in
Kyrgyzstan and Moldova (Kutzin et al. 2010b). In competitive insurer systems such
as in the Czech Republic, risk-adjusted contributions represent a key design feature
of a pooling system, as risk equalisation inhibits risk selection and increases system
efficiency and affordability. Kutzin et al. caveat that the transferability of reform
experiences in this regard is limited. In particular, an introduction of SHI alone does
not automatically solve the pooling problem, given the multiplicity of possible bud-
get revenues present in the overall flow of funds. Moreover, pooling reforms are
necessary but not sufficient for higher equity and economic efficiency; actual per-
formance critically hinges also on resource allocation mechanisms. A successful
reform in Estonia simultaneously decreased pool fragmentation and furnished a
complementary change in provider payment mechanisms.

Consequences of SHI Introduction

It is a stylised fact about communist health care that its low priority is reflected in
the shares of aggregate and public expenditures in GDP. Kornai and McHale (2000)
challenge this idea and provide contrasting evidence of post-communist spending
on health being higher than what could be expected based on their macroeconomic
parameters. This evidence is derived from a model of economic development and
age structure of population, based on a sample of CEE and OECD countries in the
early 1990s. The relatively high levels of spending may reflect both difficulties in
cost containment during transition and the popular expectation of universal health
care.

The adoption of social health insurance in CEE is argued to be an endogenous
process (Rechel and McKee 2009). For example, it had no relation to EU accession.
It was, however, inspired by Western European HCSs, particularly the German
model, and Western experts exerted certain influence on decision-makers. Goals for
SHI included improved efficiency of allocation and elevating the priority of the sec-
tor by allocating funds independently from the general government budget—a step
up from the low priority under the Semashko system. Separation of financing and
provision was also aimed at increasing transparency, mobilising additional funds,
reducing fragmentation and duplication of functions, containing costs, limiting
political interference and introducing market forces that would lead to increased
responsiveness through the elimination of incompetent public providers and a con-
current development of the private sector. The latter function has been limited,
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however, because outside the Czech Republic and Slovakia the SHI model involved
single national funds which maintained strong state monopsony in purchasing of
services (Szende and Mogyorosy 2004). Macroeconomic and institutional difficul-
ties hampered a full development of the model, however, leading to incomplete
coverage and a failure to raise revenue adequate to needs. This revenue inadequacy
was a result of low wages, high unemployment, large informal sectors, corruption
and tax evasion. Consequently, long-term sustainability of SHI has been questioned
even in the most successful reformers. Population ageing is the main concern, but it
has also been argued that increased health contributions lead to higher costs of
labour, potentially hindering economic growth, while positive implications of SHI
for quality and efficiency have been limited by the continued presence of public
monopolies.

Wagstaff and Moreno-Serra (2009) explore the consequences of SHI adoption in
CEE/CIS and Southern Europe, using non-adopter tax-based systems as a control
group in a natural experiment. They find evidence of the SHI introduction leading
to increased government spending as well as a higher share of government expendi-
tures being allocated to salaries in the health sector. The latter evidence may support
the hypothesis that SHI reforms are favoured and facilitated by health professionals.
Other reported statistically significant implications include reduced average lengths
of inpatient episodes as well as increased bed occupancy rates and numbers of hos-
pital admissions. Despite these impacts, they find no evidence of improving health
outcomes.

In the literature of the subject, SHI adoption stands out as the region’s most
prominent reform. No wonder then that the “tax or insurance” dilemma attracted
considerable attention of policymakers, leading to a need for an unequivocal recom-
mendation. The most recent voices tend to be ambivalent on the relative merits of
the two scenarios, however.

Although SHI seems to have the upper hand in the theoretical debate, evidence
shows tax-based systems hold well in equity of access and financing, which are
among central objectives of HCSs. Wagstaff (2010) overviews pros and cons of
social health insurance vis-a-vis tax-based health-care financing. He argues that,
despite the theoretical prowess, experience indicates tax-financed systems have the
merits of universal coverage, less labour market distortions and more equitable rev-
enue generation. These merits are particularly important for developing countries,
but also developed countries are increasingly inclined to take them into consider-
ation. Commonly recognised areas of SHI superiority include a more meaningful
purchaser-provider split, provider autonomy, strategic purchasing and furnishing a
unified, one-size-fits-all model for the entire population. Wagstaff further explains
that shortfalls in these aspects are not insurmountable for tax-based systems, and
many innovative purchasing and provision arrangements exist around the world. On
the other hand, he shows the many practical disadvantages of SHI: smaller tax base
potentially reducing health revenue, weak incentives to contribute leading to non-
enrolment and evasion, regressive nature that contributes to the informalisation of
economic activity, a long period of adjustment until reaching high coverage with
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incomplete coverage persisting also among formal sector employees in well-
established systems, the disadvantageous creation of separate risk pools and the
inevitable problem of risk selection in multiple insurer schemes.

The above arguments are counterweighted with evidence from Euro Health
Consumer Index (Eisen and Bjornberg 2010; Bjornberg 2012) that assumes the con-
sumer perspective and measures HCS performance across patient rights and infor-
mation, accessibility (wait times), outcomes, range of available services and
pharmaceuticals. The study, which provides an overall weighted score as well as
partial performance scores, has been continuously expanded since its launch in
2005 and in the 2012 edition featured the total of 42 indicators across 34 countries.
One of the overarching findings is that consistently “Bismarck outperforms
Beveridge”, with the exception of small and well-managed National Health Service
(NHS)-type systems of the Nordic countries. Non-SHI countries generally fail to
attain high levels of access and responsiveness and rank at best in the middle of the
European ladder in terms of consumer satisfaction. Two possible explanations of
this fact are hypothesised by the authors: first, an integrated national system typi-
cally falls under one management. In the case of England’s NHS, for example, this
implies managing ca. 1.5 million staff within a single structure, posing natural chal-
lenges to efficiency and responsiveness. Secondly, in centralised systems the pri-
mary accountability is to politicians and decision-makers rather than to patients,
increasing the chances of government failure.

The experience from CEE/CIS transition shows that the dominant revenue col-
lection mechanism is of secondary importance. On one hand, in countries with
strong economy and high labour force participation, taxation performed satisfacto-
rily. On the other, the introduction of SHI did not compensate for a lack of solid
revenue base in some other countries. Sheiman et al. (2010) discuss the reform
implications that go far beyond the preferred source of health revenue. For one, SHI
may introduce implicit or explicit decentralisation, changing the central govern-
ment ability to control the overall level of funding. Centralised systems enable bet-
ter control of funds and facilitate effective reform. In terms of revenue collection by
the tax authority or the SHI agency, the relative merits do not permit an unequivocal
recommendation. The former functional specialisation allows administrative effi-
ciency and reduces the scope of health funds’ tasks to pooling and purchasing. The
latter integrated collection, however, has been successful particularly in the multiple
insurer systems in the Czech Republic and Slovakia. More importantly, SHI adop-
tion has considerable secondary implications for the system performance, as it alters
the stakeholder structure by introducing a major specialised agency. This may, in
turn, catalyse other changes, inclusive of flexibility and efficiency of resource allo-
cation. This is because tax revenue is subject to the treasury rules with often tight
control and rigid rules based on budgeting, while SHI brings about strategic pur-
chasing and enables the formation of active purchasers in place of passive payers.
Moreover, some experiences show that in lower-income countries, SHI may con-
tribute to higher predictability and stability of financing.
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2.5.4 Statutory Coverage and Benefit Entitlement

Reductions in breadth (coverage), scope (benefit categories) and depth (cost shar-
ing) in the public systems were largely forced by macroeconomic difficulties and
the increasing gap between the nominal and actual services provided within public
systems (Gotsadze and Gadl 2010). The resulting restrictions differed between
groups of countries; however, the regional patterns are largely consistent with previ-
ously discussed clusters by macroeconomic performance (Sect. 2.3.2) and by
sources of HCS revenue (Sect. 2.5.3).

In higher-income CIS countries, the limitations concerned both scope and depth.
While the coverage remained universal, the scope of benefit categories narrowed
and a substantial part of the cost was moved onto the users of care. The latter took
the form of formal and informal payments as well as rationing that induced market
purchase of health services. In poorer CIS countries, in particular Central Asia,
considerable reductions affected all three dimensions of public sector provision.
Other than those mentioned above, the public system retrogression also encom-
passed an explicit termination of public entitlement for large groups of population.
In the countries that experience the collapse of their HCSs, public financing took the
complementary function and many benefits were shifted to market provision
financed from OOP payments. For the benefits that remained in the public sphere,
implicit forms of rationing became primary, including waiting times, informal pay-
ments and deteriorating quality (Preker et al. 2002).

In CEE, restrictions related primarily to depth and to some extent in scope
(Preker et al. 2002). The basic benefit package remained wide, with certain coun-
tries taking the approach to enlist benefits excluded from public provision (a “nega-
tive” definition). The Czech Republic was the only country to produce a “positive”
definition by enlisting all benefits explicitly covered. In either case, excluded were
non-essential services such as cosmetic surgery, nonbasic dental services and non-
curative treatments such as spa and sanatoriums. Attempts to exclude curative treat-
ments faced strong opposition of patient groups, physicians, the parliamentary
opposition as well as the public at large.

Furthermore, the breath of coverage in CEE was adversely affected by tying the
public benefit entitlement to the payment of SHI contributions. This condition was
rarely enforced initially, due to system fragmentation and the lack of overarching
information systems that would enable identification of users. As measures for iden-
tification of the eligible improve, policymakers have to face the problem of exclu-
sion of certain groups from the statutory system, which amounts to a form of
discrimination of noncontributors in the social policy. These developments have
coincided with the growing prevalence of flexible forms of employment (fixed-term
contracts crowding out full employment) that exist outside the social security
system. The temporary contracts exclude increasingly large groups from the social
safety net, public health care in particular, and are especially problematic in the
context of opportunities offered to young people. The European Commission recog-
nised this problem and has been searching for a labour market solution (dubbed
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“flexicurity”) that would offer “the best of both worlds”: both flexible employment
and social protection (Viebrock and Clasen 2009). Controversies around labour
market practices have become more pressing in the recent years, resulting in intensi-
fied research activity (e.g. Cazes and NeSporova 2007 on consequences of flexicu-
rity in CEE) as well as heated policy debates, as recently in Poland (Olczyk 2013).

Some countries attempted to address the issue of demand-side moral hazard by
reducing the depth of statutory system coverage. Minor user copayments were
introduced in the Czech Republic in 2008, Slovakia in 2003 and Hungary in 2007.
Baji et al. (2011) find that a widespread lack of approval for the user fees stemmed
from (1) discrepancies in understanding the purpose of the fee system: cost con-
sciousness according to policymakers and insurers and an additional source of rev-
enue according to consumers and the medical profession; (2) a mistrust in the
government management of public resources, reinforced by no perceptible improve-
ments in HCS performance and lack of transparency in the funds’ disposition; and
(3) negative personal experiences with fees: bureaucracy, increased waiting times,
additional paperwork, handling cash during visits and less time or attention given by
the doctor. Consequently, the feasibility of a copayment policy hinges on careful
planning, effective implementation and a good communication strategy that makes
its benefits visible to all HCS stakeholders.

Sheiman et al. (2010) alert that any major reform of the revenue collection mech-
anism leads to a revision and rearrangement of existing social commitments. This in
particular concerns the individuals who were eligible for benefits under tax-funded
system but would be excluded should they fail to pay the SHI contribution. In CEE/
CIS, the best reformers addressed the problem of reduced coverage by explicitly
trading off the benefits of maintaining the universal coverage and contribution-
based entitlement, which requires an additional safety net for noncontributors.
Openly stating public priorities and strategies in this regard promotes transparency,
stability of financing and financial protection of individuals. Neglecting the issue
creates gaps in coverage, induces a growth in OOP payments and erodes equity of
financing. Additionally, the principle of universal coverage is often effective only
nominally, while in reality insufficient financing leads to rationing through queues
and informal payments. This, in turn, forces spot market purchase of services or
results in forgoing care when it is not affordable. These issues threaten the objec-
tives of equity and health protection.

Restrictions in the entitlement faced serious opposition based primarily on equity
concerns. Difficulties of reform encompassed the political process, the public
debate, the challenging change in constitutional courts (Ukraine, Hungary) and
manipulations upon policy implementation by political and social interest groups.
The lack of transparency, communication or stability and hasty and frequent change
regarding the basic benefit package, in Ukraine, Hungary and Armenia, for exam-
ple, resulted in lower public confidence and increased the influence of providers
who used it to extract additional payments from patients, both informally and by
providing the excluded benefits in private practice. The inadequacy of the basic
package to available resources led to informal rationing (“informal benefit pack-
age”) that excluded the government from the process; shifted decision powers to
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providers; and lessened equity, access, efficiency and trust in the public system.
Experience shows that timing, sequence and a broader sector reform context were
central to successful restructuring of public benefit entitlement. Strengthening the
purchasing function, tackling the system inefficiencies with improved incentives
and securing adequate financing for the reformed system set the right ground for
further changes, including a redefinition of basic benefit entitlements. Conversely,
targeting the scope of public entitlement alone will likely fail to increase system
performance and be thwarted in the political process. The experience of CEE/CIS
shows that rationalising the unrealistic promise of unlimited and universal care
made by the communist regime can be successful if implemented as part of a com-
prehensive sector reform (Gotsadze and Gaal 2010).

2.5.5 Provider Payment Mechanisms in the Public System

According to Fuenzalida-Puelma et al. (2010), payment mechanisms were an essen-
tial and often primary component of health-care transition. They had the most direct
impacts by promoting efficiency, changing the resource allocation and reducing
excess capacity. Payment mechanisms operationalised policy goals through new
incentives and were the reform component most visible to provider organisations.
The mechanisms introduced in CEE/CIS increased transparency and responsiveness
by allocating a greater proportion of health expenditures to patient care as well as
stimulated the quantity and to a lesser extent quality of services. Successful transi-
tion countries introduced changes in a stepwise manner, allowing time for institu-
tional adjustment, building capacity, formation of structures and developing
ownership and trust both within the contracting parties and the general public. They
recognised that providers require capacity and autonomy to respond to these new
incentives. The provider payment reform has to be supported by political commit-
ment to HCS development in other complementary areas of reform. Reforming pro-
vider payment mechanisms has been an ongoing process, especially for case-mix
payments that require continuous elaboration. Moreover, parallel HCS changes
generated synergies. For example, separate fund pools for primary, outpatient and
inpatient care offer an opportunity to use customised provider payment mechanisms
for best resource allocation in each area. Admittedly, separate pools may also disal-
low the shifting of funds between pools towards more cost-effective interventions.
In practice, creating a quasi-autonomous agency may facilitate the shift from
historical budget allocation to more active mechanisms. Established treasury sys-
tems of budgeting and control are a barrier to reform, and a dedicated agency can be
launched with new goals and funding rules without this inheritance. With the excep-
tion of Kazakhstan and Uzbekistan, countries that did not establish a dedicated
purchasing agency failed to incept new payment mechanisms. Rationalising super-
fluous capacity appeared to be facilitated by organising the purchasing function
under the MOH, which provided Kyrgyzstan, Lithuania and Hungary with leverage
in their reforms. However, new purchasing agencies performed suboptimally due to



2.5 Emerging Health Care Systems 47

insufficient (Kazakhstan) or excess (Albania, Georgia, Hungary) accountability and
control. These features are a consequence of lower transparency and institutional
immaturity that distinguishes transition countries from their industrialised peers
(Fuenzalida-Puelma et al. 2010).

Szende and Mogyorosy (2004) identify waves of provider payment reforms
looking at eight countries of CEE. Firstly, they note a switch from input to output-
related financing in the early 1990s. This was a result of the above-discussed depar-
ture of historical budgeting and adopting new contractual provider payment systems.
Secondly, at the time of publication, they observe an emerging shift from output to
outcome-related systems. They also argue that variations in payment mechanisms
contributed to differences in health-care accessibility across the region.

In the primary care sector, the region relied mainly on capitation payments
adjusted for the age structure of the population, with possible adjustment or equali-
sation payments and fee-for-service (FFS) for preventive care (Szende and
Mogyorosy 2004). Ensor (1993) notes that at early transition stages payments in
primary care followed the British model of contracted GPs paid by the number of
patients. Rechel and McKee (2009) argue that this shift to capitation payments
failed to incentivise quality and that most CEE countries (with a notable exception
of Hungary) did not redirect funds in order to de-emphasise hospitals and strengthen
primary care, as pictured in the reform rhetoric. Nonetheless, a case study from
Poland shows that GP fundholding with prospective capitation payments for a wide
scope of care created incentives for bottom-up integration of primary and secondary
providers (Kowalska 2007). This integrated care network relied both on formal
(contracts) and informal (trust and reputation) arrangements. Evidence showed the
network improved the quality of care for patients and promoted better working con-
ditions for medical staff.

In outpatient care, fee-for-service has been the most commonly used basic mech-
anism, supplemented with capitation, per case payments and caps at the provider or
national levels (Szende and Mogyorosy 2004).

In hospital care, payment schemes alternative to historical budgeting were most
commonly case-mix for acute care and per diem in chronic care. Various case-mix
systems were employed and sometimes coupled with FFS, per diem (Estonia,
Latvia) or adjusted for ward types or lengths of stay (Poland). Hungary relied on a
DRG system, while the Czech Republic and Slovakia used global budgets as the
basis for hospital financing. Fee-for-service was experimented with in the hospital
setting. Under this arrangement, hospitals would be reimbursed, according to an
agreed price schedule, per every defined unit of service provided, for example, a
medical procedure (test, consultation, surgery) or a day of hospitalisation. Each unit
of service would be billed individually and independently of the context in which
they were provided (e.g. patient characteristics, other procedures used in managing
the case). The system was abandoned due to a rapid escalation in volumes of ser-
vices (Szende and Mogyorosy 2004).

More light is thrown on the development of financing mechanisms by
Langenbrunner and Wiley (2002) who produce a complete list of hospital payment
mechanisms that emerged in the region. The following units are identified as bases
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for the payments: (1) procedure or service, (2) bed day, (3) discharge, (4) case-mix
adjusted unit, (5) global budget and (6) capitation. Considering the 22 countries
highlighted in this book, the authors find that in the early 2000s the most prevalent
forms included line-item budgets (11 countries), case-mix (9 and 4 in development),
per diem (6), global budget (2 and 2 in development) and capitation (1 in develop-
ment). Most countries would rely on mixes of the above mechanisms. Russia pro-
vided an extreme case of using, to some extent, each of them. This could be
explained by the sheer size of the country and the fact that republics participating in
the federation operate largely independent HCSs.

The evolution of dominant payment mechanisms in the hospital sector across
CEE/CIS is presented in Table 5.3. The most recent arrangements are discussed in
the next chapter and shown in Table 3.2: extended typology of CEE/CIS hospital
sector as of 2010. The tables illustrate the fact that FFS, which came into promi-
nence in the 1990s as the primary mechanism for third-party payments to hospitals,
has been phased out in favour of patient-based systems, currently operated in most
countries of the region.

Impacts of the above-described changes are explored by Moreno-Serra and
Wagstaff (2010) who econometrically analyse a panel of 28 transition countries
over the period 1990-2004. They establish that both FFS and case-mix payment
schemes contributed to higher private OOP and aggregate national spending on
health. They also produce evidence of FFS schemes increasing the numbers of hos-
pital admissions and case-mix reducing lengths of inpatient episodes. The latter is
also found to have limited beneficial effects on avoidable mortality. The study in
Chap. 5 of the book expands the Moreno-Serra and Wagstaff model in several
dimensions, most importantly by accounting for reforms of hospital governance that
took place in parallel to the said changes in provider payments.

2.5.6 The Role for Private Funds in the Health Financing Mix

The unfolding HCS transformation assumed, implicitly or explicitly, that individual
responsibility would be enhanced compared to the period of communism. This
translated, among other things, to increased individual participation in costs of
health-care provision. Generally speaking, the explicit reforms aimed at the prob-
lem of moral hazard by introducing user copayments and at a rationalisation of the
public benefit package. Implicit increases in private expenditures were typically
unintentional products of restrictions in breadth, scope and depth dimensions of
statutory coverage discussed in Sect. 2.5.4. Deficiencies of the statutory insurance
public system were the primary cause of an increasing role for private financing.
Growing reliance on OOP payments is one of the major trends that characterise
post-communist health-care transition (Preker et al. 2002). It materialised under the
form of formal fees and growing informal payments across the region and a nearly
complete shift to OOP financing of health care in the case of collapsed HCSs. The
growing OOP expenditures were a result of public financing being inadequate to the
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generous benefit entitlement and the excess capacity, in particular of hospitals. This
shifted the provision of certain services outside the public system, to individually
financed spot market purchase. This was particularly true in the case of primary and
outpatient specialist care (Lewis 2007). The process was reinforced by the growing
willingness to pay for services of higher quality or perceived quality. Table 2.7:
basic information on health expenditures in CEE/CIS, illustrates the fact that in
many countries the public share of TEH has decreased considerably. Given the neg-
ligible presence of private voluntary health insurance, this translates to a growing
proportion of health-care spending originating from patients’ pockets.

The shift towards markets for medical care had its parallel in an informal alloca-
tion of public resources. Here, similarly, individuals would be willing to pay for
jumping the queue and securing extra quality or attention of medical staff. This
secondary circulation within the public system took the shape of a sophisticated
shadow market, with informal prices reflecting the supply and demand of care,
expected quality as well as qualifications and reputation of physicians. Given their
informal and illegal status, these markets proved surprisingly persistent, and patients
were well aware of the rules and prices (Shahriari et al. 2001). Informal allocation
and corresponding envelope payments for statutory services remain a major force
shaping the supply of goods and services as well as efficiency, equity and health
outcomes of transition and post-transition HCSs. The problem is explored in Sect.
2.7.3 in a broader context of corruption in health care.

One of the potential directions for health-care financing reform in Eastern Europe
has been voluntary health insurance (VHI). Prepayment schemes offer a possibility
for reducing the unrealistically generous scope of guaranteed services that the HCSs
are not effectively able to afford. Rationalising the services provided under the stat-
utory scheme would result in a range of services being subject to copayments or
altogether excluded. The coverage gaps in the statutory scheme could be filled in by
commercial insurance markets with supplementary or complementary insurance
products.

So far, this has not been the case. For over two decades of transition, voluntary
prepayment schemes failed to develop to any material levels in the funding mix. The
still generous statutory insurance does not provide a complete explanation of this
fact, as old EU member countries often offer equally comprehensive statutory ben-
efit packages and this fact does not preclude voluntary insurance feasibility. Jowett
(2004) argues that theoretical frameworks for VHI, which evolved in the context of
industrialised countries, may be incompatible with developing countries of differ-
ently structured economy and society. In CEE/CIS, hypothesised barriers to VHI
development include a limited ability to pay, the lack of consumer and employer
confidence, the lack of private infrastructure and insurance know-how as well as a
historical non-practice of this form of financing (Thomson and Mossialos 2009).

Moreover, the presence of informal payments was also identified as an impedi-
ment to VHI. Lewis (2007) argues that informal payments are an implicit form of
insurance for current and future health needs, especially with respect to surgery and
inpatient care. The existence of informal risk-sharing arrangements, coupled with
an approval for and availability of corruptive opportunities, forms a barrier to uptake
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of formal health insurance (Jowett 2004). This is because individuals may fear of
having to pay twice, as VHI does not fully protect against informal payments,
uncertainty around the quality of VHI-funded services vis-a-vis those secured in
informal ways and the fact that making an envelope payment in the event of illness
may be a more affordable way of achieving the same goal (Thomson 2010).

On the policy side, VHI remains a viable component of the health-care financing
mix; however, evidence of its impacts on HCS objectives is mixed even in carefully
regulated systems. Notable problems include segmentation and limited risk solidar-
ity in systems that enable opting-out, resulting erosion of the public system and
deteriorating conditions of access, as well as the use of public resources to subsidise
privately insured patients that are predominantly well to do. Some of the problems
may be reinforced by policy flaws, such as permitting higher fees on the privately
insured and using tax incentives to subsidise the purchase of VHI (Thomson and
Mossialos 2009). Overall, voluntary health insurance does not guarantee to relieve
financial pressures on the public system.

Given the current immaterial role of VHI in CEE/CIS, reflecting the minuscule
demand for non-statutory prepaid options, fostering the market would require con-
sistent, long-term support and significant expertise in policy design in order to avoid
market failures. The Dutch experience is illustrative of the two-decade time span
and strong political commitment required to develop a fully fledged system of risk-
adjusted private health insurance (Enthoven and van de Ven 2007). Given the costs
of this undertaking as well as likely issues in its promotion, implementation and
operation, VHI cannot be recommended as a natural direction for health-care financ-
ing reform in CEE/CIS (Thomson 2010). The case for this solution may be stronger
in the collapsed post-communist HCSs where OOP expenditures amount to more
than 50 % of TEH. In countries such as Georgia, where the public system focuses
on protecting the poor, VHI may be a viable option for ensuring access and financial
protection for nonpoor individuals.

Looking broadly at the emerging role for private financing of health care, it has
to be noted that reductions in public participation were seldom well received by the
CEE/CIS populations. Attitudes and expectations have been the main challenge in
expanding the private share of health financing mix. The challenge encompasses
distrust in private financing agents and strong expectations of free and public provi-
sion, characterised by Kornai and Eggleston (2001a) as a deeply embedded need for
a paternalistic state. These sentiments do not seem to have lessened over the two
decades of transition. A recent survey study from Poland showed that, in the view
of a vast majority of population, the government ought to guarantee access to free-
of-charge health services (supported by 85 % of the surveyed individuals), guaran-
tee employment (85 %), directly supply jobs (93 %) and provide day care (95 %)
(Zagérski 2013). The study also confirmed the perceptions of insufficient quality
and low value and the issue of pricing publicly provided services below an adequate
cost of production. A related problem is the rejection of the inevitable tax revenue
implications of a paternalistic state. Should the post-communist countries pursue
the Scandinavian model of welfare, they will have to accept the tax burden of 40-50
% of their GDP (Andersen 2011).
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2.5.7 A New Landscape of Health-Care Provision

Organisational pluralism and elements of internal markets were at the centre of
changes in primary and outpatient specialist care provision (Ensor 1993). Reforms
aimed at reducing the reliance on hospitals by promoting outpatient and preventive
care were seen as a convergence towards Western standards, in particular the British
approach to primary care. The WHO and the World Bank advocated the family
physician model centred on solo or group general practice. This model was incor-
porated in a number of countries, mainly in CEE, despite the lack of tradition, pro-
fessional education, infrastructure and procedures. The GP model and specialised
outpatient clinics were preferred by the WHO and the World Bank and assumed
private sector provision. However, abandoning the concept of polyclinics, which
underlay primary and outpatient specialist care for years, turned out to be prema-
ture. With the lack of polyclinics, the services became provided in numerous
unlinked solo practices. This contrasts with the recent trend (e.g. in Germany) of
creating conditions and incentives for integration and continuity in the areas of pri-
mary, specialist and long-term care (Rechel and McKee 2009).

Privatisation was an extensive and important process in transforming primary
and ambulatory health care, especially in the Czech Republic, Georgia, Estonia,
Hungary and Poland (Atun 2007). Oral health and pharmaceutical services were
fully privatised in CEE and a similar trend has been advancing in CIS. As opposed
to the hospital sector, this reform strategy has been widely accepted in CEE/
CIS. Moreover, the establishments that remained under public ownership under-
went devolution from a centralised, national structure to being owned and managed
by their respective territorial governments (Nemec and Chubarova 2010).

The environment in which hospitals operate has changed significantly. Most
input markets have been deregulated and privatised. However, the scope of privati-
sation of actual hospitals was not nearly as large as in nonhospital sectors, and a
great majority of hospitals across the region remained in the public sphere. Here,
autonomisation and New Public Management (NPM) have proven an influential
alte