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Introduction

Throughout a vast territory stretching from the Elba River in Central Europe to the Pacific
coast in Far East, dl health matters — health status, organization and financing — have been
profoundly affected by the collapse of the socialist system in 1990. Today, 28 countries
with different income levels face the same openly acknowledged challenge: the transition
from plan to market. In essence, this means a shift from centralized towards decentralized

solutions in every aspect of life, including health care.

In many countries, the unprecedented tasks of regime change were compounded with the
infernos of wars and ethnic conflicts, massive displacement of people, destruction of physi-
cal assets, de facto changes of or prolonged disputes about national borders.  In 2002, total
output for the region as a whole, measured conventionally by the countries’ gross domestic
product (GDP) till lagged more than 20% below the 1989 level. Such a dramatic collapse
of production inevitably lead to deteriorations in social services, sometimes more painful

than the production figures themselves would suggest.

More than a decade after the beginning of the regime change, it is clear that the costs are
much higher than expected. With the wisdom of hindsight, one can also establish that the
nature and quality of policies and of institutions display remarkable, though not perfect cor-
relation. Repressive governments were usually incompetent, too. Where output collapsed,
health care failed, too. In nine countries, the relative performance of the health care system

Is worse than the overall development ranking, based on production data, would justify.



Countries particularly underperforming in this respect are Russia, Turkmenistan, Latvia,
Estonia and Bulgaria (see APPENDIX 1).

The Semashko model revisited

As a convenient starting point, we begin our analysis by revisiting and reinterpreting the so-
called Semashko health care model, named after a Russian medical doctor and politician N.
A. Semashko (1874-1949). While we accept the standard interpretation, according to which
health care systems of all Soviet-type centrally planned economies (CPE) were basically the
copies of the Russian model, we will show that the description of the model has been mis-
leading from the very outset from three interrelated aspects: (i) control was far less central-
ized than usualy thought; (ii) the system of provison was much less egalitarian than
claimed; (iii) the geographical allocation of provision capacities were always subordinated to

non-health priorities.

It has to be recalled, that historically the Soviet system of health care grew out from a bitter
rivalry between the German and the Russian Social Democracy at the beginning of the 20"
century. In 1911, the Bismarckian system of sickness insurance was extended — inter alia -
to agricultural employees throughout Germany. Thus, the Russian Social Democrats were
forced to promise something even more attractive to their political support base both at home
and abroad. If the German Social Democrats were able to guarantee amost universal cov-
erage in a bloodless political evolutionary process, the revolutionary vision of the Russian
party was a 100% coverage plus the abolition of the insurance contribution levied on wages.
Indeed, such promises were already made in various Party resolutions prior to the 1917
revolution. This rivalry explains, why and how the post-1917 Russian leaders were forced
themselves into a situation in which they had to declare the constitutional right of every So-
viet citizen to “universal, free and high level” provision. However, the vision of Semashko
was in obvious contrast with contemporary Russian redlities. It is enough to note that in
some regions there was only one doctor for 100.000 people. The situation was somewhat
better in Central and Eastern Europe after 1945, when Soviet dominance was extended on

the region, but the backwardness compared to Western Europe was significant in most



countries, too. Thus, the entire philosophy had to be changed, but — for the reasons ex-

plained above — it was impossible to communicate the paradigm change publicly.

Unfortunately, foreign health policy advisors arriving into the former Soviet Union and
Eastern Europe in large numbers after 1990 were not aware of this paradigm shift either.
Quite mistakenly, they attributed al achievements to the allegedly centralized, integrated
and egalitarian Semashko-model —a model that existed only in Soviet propaganda, but not in
reality. With hindsight, three features need to be analyzed in details. the growing parallelism
in medical supply, the growing role of social insurance and the widespread use of illegal
payments.  All three phenomena worked against integration and equitable central alloca-

tion of resources and all three were taboos in officia publications.?

Emerging parallelisms. The change can be linked to Semashko’ s successor, M. F. Vladimir-
sky. Asapart of the USSR’s forced industrialization effort during the First Five-Year Plan,
the country’s health care system was hastily reorganized under the slogan of “Face to Pro-
duction”. From 1930 onwards, more and more resources were allocated to factory-based
health care units and the principles of territorial equity were relegated. With hindsight, it is
easy to see the explanations. Better-than-average health care was one of the policy tools of
industrialization. Its aim was to reward those who left the villages and to secure the “health
capital” of the newly emerging urban labor force.®> At atime of mass epidemics and virtually
non-existent health care consciousness of the urban masses, this policy did have its own
medical rational, too.

In the former Soviet Union and the former GDR, occupational health care was particularly extensive. At
the end of the 1980s, 90% of the East German working population received medical care at the work-
place. In Czechoslovakia 75% of the working adult population was primarily treated by enterprise doc-
tors as of end-1980. In Hungary, by contrast, this proportion was well below 50%, because primary
care was mostly provided by designated family doctors. In Russia 20 ministries operated parallel health
services (9 in Belarus). In Bulgaria, the military had 14 hospitals and 8 hospitals belonged to the Min-
istry of Transport, etc.

Between 1930-1989, there were several waves of reorganization in both the USSR and the
Central and East European countries. Sometimes the regional aspect was strengthened at the

expense of the factory-based health organizations, sometimes or in some countries, the



changes pointed into the opposite direction. Needless to say, that these frequent reorganiza-

tions were themselves quite harmful.

Already in 1930, Russian medical schools (clinics) were separated from universities. Thus,
dowly athird dimension of the health care provision network came into being. Large medi-
cal universities were created in different parts of the country. Since these institutions were
relatively better endowed with resources, patients preferred to use them even for minor ill-
nesses. From an efficiency point of view, this was also a loss, because these hospitals were
meant to treat the most complicated and most expensive type of illnesses. From atraining
point of view, however, it was necessary to have “simple’ cases in university hospitals.
Future doctors must learn how to treat the ssimple cases as well.  Once again, this feature
was taken over by all Central and East European countries after adopting the Soviet planning
modd.

Poland was divided into 10 health regions (above the level of the 49 voivodships). Each
region included a Medical Academy and a teaching hospital. In alarge country with 35
million inhabitants, this amount of decentralization was meaningful. But a similar struc-
ture was developed within every state of Yugoslavia E.g., there are still five regional
medical schools for 4 million people in Bosnia-Herzegovina. Medical schools all had
their own hospital networks. E.g., Sofia Medical University had still 12 hospitals in the
1980s.

This multiple system led to overlaps, wasteful duplication, unjustified referrals, under-
utilized capacities, as well as to unnecessary rivalry between similar institutions for scare
resources. From a Western perspective, the paralel existence of health provision structures —
regional, occupational and the network of clinics - may appear quite natural. After al, most
Western countries did develop parald networks (e.g. regional, branch oriented, church-
financed, business-based), as well. However, there was a fundamental difference. In the
CPEs, the pardlel existing structures were amost indistinguishable from each other. They
were all part and parcel of the same centrally planned system, controlled by the same ideol-

ogy, run by the same type of people.

In retrospect, it is quite clear that these devel opments were the consequences of indirect pri-
oritizing. Since free access to good quality health care could not be guaranteed for all citi-
zens at given level of economic development*, there was an understandable political will to



ensure priority trestment for certain social groups. Which were the privileged groups?
Workers of the newly created factories, busy politicians (xomenklatura), who had no time
for queuing in the polyclinics, employees of key sectors, such as defense, railways, profes-
sional athletes, diplomats, children at school, etc.  In other words, universal access and

equity, the key promises of the Semashko-model remained on paper only.

Social insurance and the role of trade unions.  Another mgjor revision of the original Se-
mashko-system was the preservation and/or the creation of the social insurance (Sl). If
health care is “the business of the state” in the same way as legidation, education, flood pre-
vention or policing, why to preserve and expand a separate system for the purposes of health

care financing? Thisis not an easy question to answer.

It is important to understand that SI was maintained® — or re-created if needed - as a separate
institution not because of health care. The real reason was that the system of sickness pay-
ments and pensions required continuous monitoring of employment and wages, as both types
of payments were linked to current or past earnings.® This led to the creation of a decentral-
ized Sl contribution and collection network. Factories and all other places of work were
entrusted with the collection of these contributions and keeping earnings record of employ-
ees until retirement. Once this system was in place, it was logical to ask for the administra-
tion of certain health care entitlements and related payments (e.g. the access to spas and rec-
reation centers, maternity payments) as well. Within the factory, these administrative tasks
were partly implemented by the factories own administration and partly by the trade unions.

Let us note, however, that from the perspective of health care, the system of factory-based
provisions was not a purely administrative matter. As said before, the modified Semashko
system openly preferred the industrial workers and other state employees vis-a-vis farmers
and small entrepreneurs. Until the mid-1970s, these two latter social groups — 20-60% of the
population depending on country and time — were entitled to a very limited health care pro-
vision only. The majority of Central and East European countries declared universal access

to health care only from 1972 onwards. There were two notable exceptions. Bulgaria



(1951), Czechoslovakia (1966) extended complete health coverage from insurance to a citi-

zen entitlement.’

On the example of Hungary, the details can be well presented. 1n 1950, still 5 mn people
(53% of the population) had to pay for virtually all health care services and for hospitali-
zation in particular, because they were NOT covered by SI.  Only few treatments were
freely accessible, such as neonatal care for prematurely born babies, injuries related to
military services, lunatic asylums, etc. Otherwise, the prices were prohibitively high. In
the 1950s, the cost of an average operation was 1.5-2 times higher than a monthly mone-
tary income of aworking peasant. The list of paid services was very long and remained
virtually unchanged until 1975. The improvement took place through the reduction of the
size of the ‘disprivileged’ group. In 1955, their number was down to 4 mn and fell under
1.5 mn by 1960. By 1975, the number of disprivileged fell to afew ten thousands.

From a Western perspective, there was nothing wrong with a separate financing institution.
Market economies applied this type of purchaser-provider split for decades. In the CPEs,
however, the purchaser-provider split existed only on paper, if at all. There was never any
close link between S| revenues on the one hand and health care (or pension) expenditure on
the other. Both types of financial flows were determined by administrative fiat and the re-
sulting deficits or surpluses were simply absorbed by the central budget. The S institutions
were - for al practical purposes — quasi-governmental institutions. The financial mix of the

CPEs can be reconstructed as follows (Table 1).



TABLE 1: Financing mix of health carein CPEs according to official data
(Percentages)

USSR | Czecho- | Hungary | Poland | Bulgaria GDR Romania
(1968) dovakia | (1968) (2973) (1973) (1968)
(1973)
Govern- 77 70 48 69 95 49 80
ment
Social in- 6 23 46 13 - 48 1
surance
Enterprises 14 N/A. N/A. 1 N/A N/A 2
Direct per- 3 7 6 17 4 2-3 17
sonal
payments
Total 100 100 100 100 100 100 100

Note: These figures need to be taken with some degree of caution, however. Health expenditures of the work-
ing places are certainly underestimated. The total costs of maintaining occupational health care were never
revealed as production enterprises and budgetary organizations — including the army, the police and the party
apparatus — absorbed these costs without reporting them in details. Both Czechoslovakia and Poland are cases
to confirm this assumption. In the two countries, 7 and 10 per cent of spending on health came from the min-
istries of defense, internal affairs and transport (Marrée — Groenewegen, 1996). In terms of employment, Pol-
ish data suggest that about 10% of the total health workforce was employed by institutions belonging to the
branch ministries.

Source: Kaser (1976) p. 31.

It is important to underline that health care institutions themselves did not receive direct
payments from the Sl fund. The fund was an integral part of the budget. With some simpli-
fication, it is correct to say that from the perspective of health care, the SI did have health-
related inflows (a planned portion of the mandatory Sl contribution), but did not have ou-
flows towards the health care providing ingtitutions. The medical institutions acquired their

funds directly from the central budget.

[llegal payments. Like elsewhere in the Soviet system, consumer sovereignty was severely
limited. The Semashko-model did not alow patients to choose their doctors and in a similar
way, doctors were not allowed to open medical practice at their own wish. From the early
days of the existence of the USSR, however, patients did find the way to get around this, if




they really wanted. 8 The solution took the form of illegal payments (“gratitude money” or
“under the table payments’). First in the USSR, then in other countries it has become gen
erally accepted that patients had a certain amount of freedom to choose from the services
offered by the paralel existing medical services. With simple needs, factory workers went
to the in-house occupational doctor, where no extra payment was expected. With more
complicated cases, or with the illness of their family members, the family doctors (GP) were
entrusted. Although, patients typically did not pay to the GP for each encounter, but some
kind of ‘pauschale’ payment (once a month, twice a year) was quite widespread. Beyond
these two possibilities, more demanding patients could consider to visit a university profes-
sor (or someone else they knew at the medical universities). At any given moment of time,
the fees for such visits - and the “price’” of ensuing operations if that was needed - were
known by the public through hearsay. Needlessto say, that getting around the official refer-
ral system was not always medically justified. It often led to repetition of examinations and

waste of highly qualified human resources.

A wrong system - why it worked?

Surprisingly, the Soviet model of health care - a nasty system of “dictatorship over needs’
(Fehér — Heller — Mérkus 1983) - worked much better in health care than in other sectors.

Firg, let us look at the numbers. If measured by five partia indicators, former socialist
countries initially displayed significantly better public health performance than the coun
tries’ overall economic development would have justified (Table 2).  Mortality figures de-
creased spectacularly. By the mid-1960s, only 1-2 years separated life expectancy in CPES
from that in the developed OECD countries.  On the other hand, it is noteworthy that later
this relative advantage has been eroded in most of the countries. In 1985, only the least de-
veloped countries (e.g. Albania, Romania) were able to perform significantly better in health

care than in the overall, international GDP-growth competition.
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TABLE 2: Ratio of implied per capita GDP by 5 public health indicator s*
To average per capita GDP

Indices Direction
Level of public hedlth (over-|
all GDP/head = 100.0) change
1970 1985
Albania 132.8 136.1 ?
Bulgaria 147.3 1221 ?
Czechoslovakia 125.2 118.6 ?
GDR 117.9 98.3 ?
Hungary 125.3 105.9 ?
Poland 126.8 121.4 ?
Romania 137.7 144.6 ?
Soviet Union 151.0 1154 ?
Yugoslavia 107.6 115.6 ?

Note: * Public health indicators used = Water supply, infant mortality, death rate from infections, hospital beds,
life expectancy at birth.

Sour ce and methodology: UN ECE (1993) p. 75.

In my view, the Semashko-system’s effectiveness was chiefly the result of the following
mechanisms”;

a) The conscious politicization of health care helped to implement major public heath pro-
grams which other countries at a similar level of development were incapable to finance or
organize.'® The vast network of Sanitary-Epidemiological Services initialy served well-

founded medical objectives.

b) Neither patients, nor doctors were free to choose. Their “encounters’ were organized in a
planned fashion. The supply of pharmaceuticals was also planned and in distributed cen-

trally. Preference was given to domestic production, imports — and hard currency importsin
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particular - were severely limited. Rationing was tolerated by the public and the medical
profession as well, since the technique of rationing — namely prescription, as a condition to

buy subsidized drugs — was widely used in western countries as well.

¢) In most countries, primary care was provided by polyclinics where the continuous supply
of scare resources was guarantied. Furthermore, polyclinics represented a healthy concen
tration of human capital, with cross-fertilization of ideas, sharing knowledge and allowing
for speciaization. Family doctors (GPs) and/or outpatient polyclinics worked as gatekeep-

ers, thus alleviating the pressure on hospitals.

d) Centra planners used hospitals, which are very expensive in any system, in the same
way as in most countries of Western Europe.  Perhaps, there was a somewhat more con-
scious effort to build larger ingtitutions in order to alow for specidization, better use of
capital and to ensure quality control.  Special emphasis was put on reducing infant mortal-
ity and striking at the root of communicable diseases. The rapid expansion of maternity
wards helped to increase the proportion of infants born under medical control. The creation
of enormous bed capacity was also rational for decades, because this allowed for the isola-

tion of infectious cases. !

€) Like everybody else in the Soviet-type system, physicians were salaried. Given the high
labor-intensity of the industry, controlling doctors wages was a tool of overall cost-
containment. Nurses and other health care assistants — which outnumbered physiciansin all
health care institutions — were not allowed to earn more than a pre-determined fraction of a
salaried doctor.  In the end, health care workers were all poorly paid, but their relative
situation was not revolting. First, the low salaries of doctors were compensated by the o-
cia prestige of the profession. Second, similar professions were also badly paid (e.g. teach-

ers, lawyers, and researchers).?

In sum, we argued above that, the Soviet model of health care was in many ways, a coherent,
cost-effective system to cope with the medical necessities of its own time and for a period

where health care was |ess technology-intensive and less diversified.:®
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Falling apart

In addition to the unprecedented fall of output, the transition from socialism to capitalism
has lead to a large increase in inequality. This was foreseesble.  Policy makers faced a
choice, whether or not this inequality should be alowed to manifest itself in the health sec-
tor. This option was flatly rejected. Apart from East Germany, Croatia and Slovenia, we
are not aware of any post-communist country, where the health sector was purposely divided
for segments devoted to the rich and another destined for the poor (see Dimension 1 in
CHART 1). Thus, universal coverage with an unchanged comprehensive benefits pack-

age was —initially - nowhere abandoned.**

The example of East Germany is interesting, because this country opted for a lock-stock-
barrel introduction of the (West) German health system with its Bismarckian traditions, ac-
cording to which individuals with incomes above a certain threshold were allowed to opt-out
from the common solidarity pool. In Croatia, individuals whose annual income exceeds EUR
30,000 are allowed to opt-out from the mandatory sickness insurance fund. Slovenia, the
most developed country among al, is unique because this is the only country where volun-
tary supplementary insurance covers a large segment of the population. In the Ukraine, one
of the most backward post-Soviet states, regional Hospital’s Saving Banks operate on a
semi-legal basis as private insurance companies — presumably also for the top 1% of the

population (cca. 400 thousand clients in 2003).



Health care for therich

Soviet-type integrated health system as part of

the planned economy

| T

CHART 1 Opportunities for decentralization in post-communist economies
Health care for the poor

Dimension 1

Dimension 2

PHARMACEUTICAL SECTOR

Production

Trade

---wholesale

---retail (pharmacies)
MEDICAL AIDS AND PROTHESES
PERSONAL CARE

(See CHART 2)

NON-PERSONAL CARE (stewardship)

Control and regulation

Capital investment

Public health (community health)
Continuous medical education
Research, datacollection

Single-payer + voluntary supplementary
insurance

Multi-payer scheme

Competing for-profit insurers
Occupational schemes
Territoria schemes
Onelarge and several small
insurers

Co-financing through informal payments

Local governments
Non-governmental organizations
Professional associations (doctors, pharmacists, nurses)
Trade unions
Patient groups
Red Cross
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But health care needs cannot wait. Given the extraordinary importance people in every soci-
ety attach to their own hedlth, differentiations in power, income and wealth, as well as the
privatization drive have become the most powerful forces shaping the health care sectors of
post-communist economies. Relative to these two factors, new administrative structures,

novel public finance paradigms had have only minor influencing power (Table 3).

TABLE 3: Therelative importance of social factors, shaping the health care system of

post-communist countries

Pr OCESSES Relative importance
(scale: 0-5)

New borders, new states 5

Differentiation in power, 5

income and wealth

Spontaneous privatization 4

Illegal payments for health care 4

provision

Centralization of state-run

health care providers 3

Devolution of territorial health 5

administration

Professional associations 2

Quality driven segregation 1

between rich and poor

Private supplementary 1+

insurance

Foreign direct investment in 0

health care provision

Private insurance 0**

Patient groups 0

Notes: * When applicable.
** Except for Slovenia and the former GDR.

With hindsight, it is easy to uncover how the devolution of power influenced the way in

which health care functions were assigned to new agents, or the ways in which “old” actors
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have changed their behavior.  Changes have occurred along the inherited fissures of the
nominally integrated system. As explained above, the health care systems of the former
CPEs were not fully integrated. In 1989, various parallel structures coexisted. After the re-
gime change, like a piece of perforated paper, the system fell apart along the existing

horizontal and vertical separation lines.

In logical terms, two processes merit special emphasis. First, the provision and the financing
side went apart, and then the picture has further differentiated itself after the emergence of
new, independent actors (e.g. loca governments, NGOs).  Second, the narrowly defined
health care sector — i.e. the provision of persona medical care — has also started to disinte-
grate (CHARTs 1 and 2). In the dimension of time, the two types of disintegration pro-
ceeded simultaneoudly.
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Chart 2: Old and new forms of personal medical carein post-communist economies

Territorial structures
under other line Other structures
ministries

Territorial structures under
MoH

Levels of provision

---________-Ei;ar_y(;re_pzvi_deziﬁ--r----_______

Nurse, midwife or feldsher lead Ieducational facilities I

health postsin rural areas I(ki ndergartens, schools, I
____________ juniversities)  _______ _|

Family doctors, district physicians, | . |

Primary care paediatricians, dentists, in-home | Workplace primery care |
. |provision |
osng________ _ I !

Polyclinics | _ __ - I

snglehanded |

I--group practice | | _ _ - I

_ |

. ) ) _|Primary, secondary and
Ambulatory clinics, dispensaries, Itertiary care provided by

centres for emergency care health care organizations

. Polyclinics under the ministry of defence, |
Secondary (specialized, = = =2 = ing T T T Sinterior, transport or the trade |Secondary and tertiary care
out-patient) care - Attached to hcﬁai_talz = = ™ Tunions (solo practices, Iprovided by health care
Out-patient specialists_ __ _ loccupational health centres,  lingtitutions attached to medical
[ Standard treatments —lhospitals) luniversities and schools (clinics)
--New technologies (MR, CT, |
dialyss etc) _ _ _ _ _ _ _ | |
i I
Municipal hospitals : :
Tertiary (in-patient) care = = — & o ——— - ——
Single specialty hospitals, national | | Tertiary care provided by
institutes, one-day-surgery | |religious organizations

Rehabilitative facilities, sanatori a,_|
_JRest homes, veteran homes,

. |resorts under the Ministry of |Social care provided by religious
Social care L ong-stay beds, convalescent care |Social Welfare or other line  Jorganizations

facilities, nursing homes, day-care Iministries |
centres, infants homes | ' |

In virtually every country, the phar maceutical sector was the first to break away from the
monolithic planned system. Imports were liberalized, local factories were privatized, often
to foreigners. In parallel, the former centralized distribution mechanism was broken down
into wholesale and retail units. Within 3-5 years, these latter ones have also found private
owners.  In very poor and unsuccessful countries (e.g. Moldova), the flourishing private
pharmacies — full with imported medicine - have become for many people the only accessi-

ble source of medical help, as the normal providers have become bankrupt, unreliable or
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unaffordable.  Private pharmacies in the Moldavian capital Chisinau are now operating day
and night, thus capable to offer free “consultation” together with the purchased (high price)
medicament. In many other countries (e.g. Ukraine, Bulgaria, Romania) hospitals are
functioning on a “buy-it-yourself” basis, meaning that patients have to bring in medicaments
if they want to be properly treated. This is bad for patients, but good for the pharmacies
(often owned by the higher echelons of the hospital’s medical staff). Medical aids and the
prothese industry were also quickly privatized. Foreign suppliers were in the forefront,
when it came to privatize formerly state-owned entities.

In the least urbanized countries, where nurses, midwifes or feldsher led hedth posts or
paramedical centers were traditionally important, there was little initiative to change. These
extensive primary health care institutions remained publicly owned. The only change was
that the share of illegal financing (under-the-table payments or gratuities) has grown dra-
matically (Lewis, 2000, Shishkin, 2003). In more advance countries, like Hungary or Ro-
land, the network of family doctors or district physicians continued to function almost unno-
ticeably for most of the patients. In legal and financia terms, however, the changes were
important. These doctors, together with the pediatricians, the dentists and the most qualified
nurses have incorporated themselves and obtained relatively lucrative financial deals with
the SI. It is a matter of definition, whether this change is considered tantamount to privati-
zation or not.  In Hungary, much of the infrastructure (building, equipment) used by GPs
are still publicly owned, but only notional fees have to be paid for their use. In other coun
tries, the process went until full-scale privatization, as GPs were encouraged to own every-
thing they work with.  Hungary aso serves as a good example for introducing in-home
nursing to non-critical patients. Since 1994, severa hundreds of small companies provide

home care on a for-profit basis with financing agreements obtained from Sl.

Secondary (outpatient) care shows an extremely differentiated picture. Even within the
same country, one can find many solutions. Ambulatory clinics, for example, can operate as
freestanding entities — often in private hand (former GDR, Czech Republic). New technolo-
gies, particularly in the field of diagnostics (MR, CT) often enter into the system only

through private investment. But there are many examples, where specialized care is pro-
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vided by centers attached to state-owned hospitals even for those patients whose conditions
do not require the support of such a large and expensive ingtitution. The roots of the prob-
lem are historical, as in the 1950s, hospitals were united with polyclinics in most CPEs.
They delivered outpatient services to the local communities, which was positive, but at the

same time extended the dominance of the hospital sector over primary health care.

In the area of tertiary care, ownership changes are few and far between. A notable case is
the Czech Republic, where rehabilitative facilities and sanatoria were all quickly privatized
in addition to 64 small hospitals (9% of beds). Bulgaria and Slovakia have aso reported 16
and 4 private hospitals, respectively — a fraction of the nationwide networks. In many
countries, the past decade witnessed a strong centralization and rationalization process.
Small, obvioudy unviable hospitals were closed down or merged with larger units. Albania
was an extreme case, where out of 162 hospitals in 1992 only 51 remained operational by
2002.

There is not much comprehensive information about the developments in social care, since
in many countries the facilities were amost outside the health system.  Long-stay beds re-
mained publicly owned and managed, but there are more private initiatives in providing day-

care and socia homes. Churches are active in this area, too.

Stewar dship as understood in recent WHO publications is a particularly important function
of post-communist governments to maintain and enhance the trust vis-a-vis and the legiti-
macy of the health care system. Decision making power usually rests in the MoH, but there
are many examples where the Prime Minister’s Office or the State Health Committee has the
power to overrule the ministry (Azerbaijan, Moldova, Hungary, and Estonia). There are
examples (Czech Republic, Hungary, Lithuania), where the parallel existence of the MoH
and a centralized SI administration has lead to institutional rivalry. Given the blurred bor-
ders of responsibilities, this was only to be expected.

Another set of problems root in ill-conceived and/or spontaneous territorial decentralization
of both the provision and the funding sides. Despite the best intentions, the repeated waves
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of public administration reforms caused more harm then good. In virtually al countries, the
state administration was reorganized at least once, but often twice during the last 15 years.
Health and SI administrations had no choice; they had to follow the genera line. In Slova-
kia, for example, the 1996 administrative reform created 8 counties, 79 districts and 23 net-
works of specialized local administration. In 2002, the whole system was re-modeled into
12 regions (zupy). In Lithuania the Sickness Fund first copied the country’s territorial divi-
sion (10 counties = 10 sub-units), eight years later the number of sub-units was halved to 5,
etc. Sometimes, ethnical rivalries and the tolerance to wasteful organizational practices
have lead to extreme results. The Federation of Bosnia and Herzegovina with 2.5 mn in-
habitants has 11 ministries of health: one at the Federation level and one in each of the 10

cantons.

The crux of the matter is that everywhere in Central and Eastern Europe territorial devolu-
tion is characterized by fiscal federalism, where taxation rules and transfers are annually
negotiated with the central government.  One way of extracting more revenues from higher-
level governments is to neglect health (and education) and hope that — at some point — the
central government will allocate extra funds to avoid catastrophe.  This type of fiscal feder-
alism stands in sharp contrast with the present Chinese system of fiscal decentralization,
where taxation is based on long-term agreements and there is very little redistribution, if at
all (Roland, 2000 pp. 279-281.).

The results are meager. The population, as well as the medical profession is voicing serious
signals of discontent. Health policy formulation lacks the appropriate vision, regulation fails
in setting fair rules of the game with a leve playing field. Even in the most developed post-
communist countries, there are many evidences of substandard care, waste and conflicts of

interest, if not outright corruption.

With few exceptions (e.g. Armenia, Azerbaijan, Ukraine, Moldova) the paradigm-shift from
tax-based to pay-roll financing has already taken place. But the funds raised through Sl are

insufficient to cover health expenditures. Thus to a varying extent, the systems continues to
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be financed from central and local public funds, by voluntary payments of employers and out

of illicit pocket payments of patients.

Important tasks are delegated to professional associations (accreditation, quality assurance,
and training). There are few countries where the medical profession as such has a direct
role to play in resource allocation. Romania s interesting case in this respect. The College
of Physicians (CoPh) is legally entrusted with contracting rights with insurers at both the
national and the level of 41 districts. By virtue of this, the CoPh has an influence over the
content of the benefit package for the insured population, the type of reimbursement mecha-
nisms, etc. In other countries (e.g. Hungary), the Medical Chamber has already asked for

such privileges, but in vain so far.

Hospital sector: waiting for foreign investors

In-patient care is undoubtedly the most sophisticated part of any modern health system. It
requires vast resources — both in human and financial terms — and complex organizational
structures.  In well-established market economies, long multi-stage chains of agency rela-
tionships have developed in each and every sector of the economy™
—including health care. Some of these chains are external, such as the links towards sup-
pliers, while others are internal, governing the procedures within the hospitals.  E.g. while
patients have the physical possibility to “walk-in” into any hospital, usually they follow a
well-established referral process. While doctors' hands cannot be prevented to accept direct
payments, in practice doctors are salaried workers and the patient pays through an insurance

company, etc.

But there is a problem. Such long agency chains need to grow incrementally and evolve
over decades. If onetriesto just set up a market economy overnight with such extended and
concatenated agency relationships then the superstructure may collapse in dysfunction. That
is what has happened in the hospital sector of the former Soviet Union and many countries
of Eastern Europe. The politica and medical eites who have had the roles of institutional
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agents representing broad social interests have betrayed society's trust on a massive scale.
Hungarian, Czechs and Slovaks go to Austria or Germany for treatments; the Asian repub-
lics of the former Soviet Union go to Turkey. Those who should enforce the long agency
relationships and other socia obligations are often themselves part of the problem. The
elites are impatient: they are well-to-do and want good quality care right now. The medical
profession is driven by similar considerations. They show little care about the economic
potential of their own countries, they demand equipment at par with the Mayo Clinic in the
US and salaries a the level of the EU-average.

Because of these pressures, it is likely that after a slow and hesitant initial pace, hospital pri-
vatization will take off sometimes in the near future.  Large European and/or American
hospital management companies will soon arrive to the region.  The forms and the modali-
ties of large-scale sell-offs are not tangible yet, but the cross-country comparisons among the
OECD-member countries are instructive. There seems to be a palpable negative correlation
between the proportion of privatized hospital beds on the one hand and overall economic
development on the other.  In less developed countries, such as Greece, Portugal or Spain
the weight of privatized sector is higher than in the more developed countries.  In some
countries (e.g. Bulgaria, Lithuania) most hospitals have been aready converted into share-
holding companies, which is an important step to take private owners on board. In Romania,
some hospitals were aready sold or given into concessions. In other countries (e.g. Hun-

gary), corporatized hospitals are only rare.

I nsurance reforms

The next likely stage of disintegration will affect health care financing.  After 1990, most
post-communist countries have formally created an independent, centralized, nationwide
sickness insurance funds.  Quite mistakenly, this step was identified by most anaysts inside
and outside the region, as an adoption of the Bismarckian model (Marrée — Groenewegen,
1996, WHO, 1997). In redlity, much less happened. Where it existed, the state-run social

insurance was extended. Where such institutions didn’t exist at al, a sizeable part of the
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health ministry’s bureaucracy was carved out and a new government body was called into
being.  The newly created system differed from the Bismarckian-model — as it is known
today in Western Europe — in three fundamental ways. First, there was only one sickness
fund and not dozens, or hundreds from which people can choose at their own will.  Second,
membership in this state-run fund was mandatory for the entire population and opting-out
was not alowed for the rich — i.e. for those who could afford to buy insurance for them-
selves. Third, the use of health care services at point of delivery is free of charge, unlike in
most Bismarckian systems, where fees and drug expenses are first paid, then reimbursed.

It is impossible to overestimate the demoralizing consequences of these three features. The
public at large didn’'t even notice this paradigm shift. For patients the system has main-
tained its old characteristics. no mandatory payment from current incomes to caregivers.
How come? While administratively it is true that health care contributions are deducted
from gross salaries, this is simply not felt by workers, partly because employees contribu-
tion isrelatively small, and the bulk is paid by employers, and partly because these payments
are automatically deducted from salaries (together with all sorts of taxes). All the above
sadisafortiori true for pensioners, the largest group of patients, whose pensions — in most
countries - are not subject of social security contribution at all. Solidarity, based on coer-
cion alone doesn’'t work. Employers and employees use every possible tricks to minimize
health insurance contributions, because being a free rider in the system doesn’'t bring tangi-
ble consequences for the individual. The rich know that if they become sick they will buy
health provisions for themselves for cash, anyway.

The then united Czechoslovakia was the first country, where competing for-profit insurance
funds were created right from the outset and these funds were allowed to compete with each
other. In other countries (e.g. Russia, Poland, Romania, Hungary) the nationwide sickness
fund was purposely broken down to territorial units with some limited autonomy. Competi-
tion among the funds, however, was not allowed. None of these solutions has proved them-
selves so far. In the Czech Republic, the competing for-profit funds represent only 20% of
the insured and the public opinion does not see the superiority of their performance vis-a-vis

the state-run fund.  In Hungary or Poland, the territorial decentralization failed, because it
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lead to increased transaction costs and political conflicts without delivering any efficiency
gain. In Poland a great amount of independence was taken back during re-centralization, in
Hungary the recentralization measure was less significant, because the earlier decentraliza-
tion process was also much weaker. At the time of writing, Hungary is planning to adopt a
combination of the American managed care and the UK fund-holding systems that would
result in competition among 15-20 for-profit sickness funds.  Currently, 10% of the Hun-
garian population is aready integrated into the new system — further expansion is planned
for 2005.

Conclusion

In this paper we argued that both the delivery and the financing side of health care is disinte-
grating in the post-communist countries. However, this process will reach its limits soon.
Modern medicine requires large structures, complex agency chains. At the end, the concen-
tration and centralization tendencies of the developed market economies will also prevail in
this part of the world. One can hope only that this seemingly inevitable phase of disintegra-
tion will not last very long and will not result in excessively large transaction costs in the
years to come. After that a healthy process of post-transformation consolidation will take

place — hopefully on solid macroeconomic basis.
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Appendix 1:  Basic indicators of 28 post-communist economies
Red GDPin Rank? ng.of GNI per | Ranking of overall
Tota capitain 2002 at health system
World Bank L 2002 .
grouping Country population in (Indices, 1989 pqrchas ng power perfomance,
mn (2000) - 100) parity (World Bank | measured by WHO
methodology) (2000)
Former-GDR 16 000 100
Slovenia 1968 117,3 46 38
Czech Republic 10272 105,8 56 48
. Hungary 9 968 11,7 59 66*

Upper m'dd'tef Slovakia 5399 108,7 60 62+

INCOME COUNINES e gronia 1303 936 66 e
Poland 38 605 129,6 70 50
Lithuania 3696 74,1 73 73
Croatia 4 654 86,4 76 43
Latvia 2421 80,6 78 105*
Russia 145 491 70,2 83 130*
Bulgaria 7949 82,9 86 102*

Lower middle- Romania 22 438 874 92 99*

income countries |Macedonia 2034 78,5 94 89
Bosnia and Herzegovina 3977 .. 99 90
Kazakhstan 16 172 85,4 102 64
Belarus 10187 95,2 105 72
Ukraine 49 568 47,3 119 79
Turkmenistan 4737 98,4 120 153*

Low income Albanie.l 3134 1139 128 55
Armenia 3787 79,3 139 104
Azerbaijan 8 041 63,1 141 109
Georgia 5762 35,1 151 114

Below the average Moldova 38,6 173 101

of low income Ky.r.qx./zstan 4921 73,2 174 151

countries Tajikistan 6 067 43,1 191 154
Uzbekistan 24 881 106,3 170 117
Serbia 10 552 495 106

Note: * countries, where relative health system performace lags behind

relative levels of GNI on aworldwide scale

Source: UN ECE (2003) p. 224., WHO (2000, 2002), www.worldbank.org
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NOTES

! The de-integration of the former Soviet Union has lead to open wars in Armenia, Azerbaijan, Georgia,
Moldova, Russia, Tajikistan and Turkmenistan. The fall of Tito's Yugoslavia triggered war and magjor de-
structions in Bosnia-Herzegovina, Croatia, Kosovo and Serbia. Two other Balkan countries Albania and Bul-
garia suffered massive exodus of people affecting about 10% of their population, although these two countries
were not directly involved in any war. In the Ukraine, the disruption of the economic system pushed an esti-
mated 7 mn citizens — out of a total population of about 50 mn - to seek work in other countries. In some
countries, the medical profession suffered exceptionally great losses: from Turkmenistan Russian-speaking
doctors and nurses were forced to flee in large numbers, because they were not willing and/or capable to learn
Turkmen. To asmaller extent, such exodus happened in most hon-Russian successor states of the former So-
viet Union.

2 Western specialists, of course, were fully aware of the significance of all threeissues. Seee.g. Field (1957),
Davis (1990).

3 AsField (1957) explained in a succinct manner: , The regime is not interested so much in providing the entire
population with medical care for its own sake as in providing care to the part of the population which, in the
estimation of the regime, is most capable of contributing to the realization of its goals or on whose loyalty and
support it depends most. ” op. cit. p. 13.

4 As amatter of fact, many Western countries were also unable to introduce and maintain universal access for
their whole population until 1945 or even later.

® Russia introduced a Bismarckian social insurance system already in 1912 —i.e. years before the 1917 Bolshe-
vik revolution. Most East European countries had done the same around the turn of the century, thus the
communist health financing system had to be superimposed on the existing Bismarckian system after 1945,
when the Soviet model of health care was adopted.

® This wasnot the case in health care provision, where treatment took place in-kind and there was absol utely no
link between health care needs on the one hand and earnings on the other. As Table 2 indicates, in the Soviet
Union only afragment of health expenditures was financed from Sl (e.g. sick pay, maternity leave, spas), while
the bulk was directly paid by the central budget. For this reason, in many post-Soviet republics it required a
major rearrangement of government finances to shift health care provision entirely from tax-financing to pay-
roll financing. The Ukraine, for example, is still contemplating the shift.

" During the 1970s and 80s, national constitutions used a vague and ambiguous language. The Czechoslovak
basic law stated that “every worker has the right to the protection of his or health and medical treatment" (23. §
(1)). TheHungarian version ran as follows: “In the Hungarian People's Republic citizens have the rights to the
protection of life, physical fitness and health” (57. § (1) etc.

8 For arecent overview see Shishkin (1993). Whether it is true or not, it is worth quoting from this source a
statement widely attributed to Semashko himself: “There is no need to pay good salaries to doctors, because
doctors will always be able to provide for themselves’. op. cit. p. 36.

% Stable economic growth itself, high levels of employment, consciously promoted educational programs and
the emancipation of women were all among the explanatory factors. For a more detailed description of the
original Semashko model see Mihalyi (2000Db).

19 The strong politicization of health care helped the state to implement major public health programs, but there
was little or no room for effective campaigns against bad life style habits. The importance of this issue, how-
ever, became clear only many decades later. By contrast, the tendency to carry out mass screening with little
thought as how any needs detected will be met, was problematic from the very beginning. It was even more
problematic later on that the system of data collection on the health status of the population largely remained in
the hand of the San-Epid stations, in spite of the evidently growing impact of non-communicable diseases
which were outside of their competency.
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11 Beyond these medical considerations, the Soviet model of health care showed a strong pro-hospital bias for
an entirely different reason. Military planners insisted on the creation of access hospital capacities along the
Western borders of Russia and the Soviet empire. Thusin countries like Estonia, or in Hungary alarge number
of extrahospitals were built in the 1950sin preparation of a hypothetical Third World War.

12 There were only few socialist countries, such as Hungary and Poland, where some doctors were privileged to
run private practice in addition to their salaried job. 1n the majority of CPEs, this possibility was virtually non-
existent.

13 Although it was surely not on purpose, many elements of this system were “copied” by post-war Western
health care systems, most notably into the early ‘editions’ of NHS in the United Kingdom (e.g. universal cover-
age, tax financing, powerful health ministry, regional planning and low relative wages).

1t is noteworthy that the post-communist Russian constitution of 1993 still uses the same language. Accord-
ing to 8 41. “provision of health care at state and municipal health institutions shall be free of charge”.

15 This argument is directly taken from avery influential paper of Sitglitz (1999).



