The Europeaﬁ Experience in Social Health

Insurance

Summarized herc are the recsults of a study,
from the European point of vicw, of the main
trends in social health insurance as exemplified
by the system of sle European countrics—from
the beginning of the nineteenth century to the
present day. The systems are reviewed briefly with
respect to their evolution, coverage, benefits,
financing, and relationship with the providers of
medical care.

THE HEALTH INSURANCE SYSTEMS of
the six original Common -Market countries—
Belgium, Federal Republic of Germany, France,
Italy, Luxembourg, and the Netherlands—are
studied here. These systems are less well-known
to Americans than, for instance, those of Great
Britain and Sweden. Yet their experience tells
much about the problems of organizing such a
system, about the various approaches to financing
the program, and about relationships with the
providers of care. The health insurance history
of these countries may prove helpful to those
studying developments in the American system.
For each of the six countries discussed, table 1
gives summary information on the administra-
tive body of the health insurance system, the
covered population, and the medical benefits pro-
vided.

THE SOCIAL SECURITY CONTEXT

Health insurance in continental Europe has
taken its structure from the compulsory social
‘insurance plans that developed with industriali-
zation in the second half of the nineteenth cen-
tury. One should bear in mind the impact of
industrialization. It broke up the pattern of
family life with its new emphasis on work away
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from the home, and the accompanying high mor-
tality made the nuclear family undependable as
a means of economic security. It also greatly in-
creased the risks of illness and injury and left
the individual no way to protect himself. Wages
were too low to permit sufficient savings or to
pay for commercial insurance. The only way to
secure some protection against the so-called “so-
cial risks” was to share the burden and risks
with others by the creation of a mutual aid fund.
Such mutual aid societies had already had their
beginnings in the first half of the nineteenth cen-
tury in most European countries, but their mem-
bership was small and their benefits limited.

Operating on a local level, these funds raised
very small contributions from their members and
consequently offered very low benefits. Origin-
ally, these benefits were only intended to support
the family in case of the breadwinner’s illness.
No demand for health care benefits existed, as
available health services were very limited. After
some time the funds started paying small sums
for a doctor’s services or for medicine—always
considered as complementary benefits. Later, such
benefits outgrew the original sickness benefits in
importance, but they have remained linked
together to the present day. Separation of the
two types of benefits occurred first in the Nether-
lands between World War I and World War II
because of an organizational dispute. In Belgium,
where social security reforms were made in 1963,
the two branches were separated financially, al-
though they are still administered by the same
funds. In the other European systems discussed
here, health care and sickness benefits are still
amalgamated.

Health insurance in Europe is thus consid-
ered as a specific type of benefit, linked to sick-
ness benefits under the overall social security
system. The Italian proposal for a national
health service is at present the only attempt in
continental Europe to move completely away
from this linking of the two types of benefits.
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ORGANIZATION OF THE SYSTEMS

The original voluntary mutual aid funds of
the midnineteenth century have left their mark
on the organization of social health insurance in
continental Europe until today. This is a surpris-
ing fact, as these funds were small, voluntary.
and local societies, and the present insurance
organizations are large regional or national com-
pulsory institutions.

The sickness funds of the past century—all
of them financially weak—had to protect them-
selves against the risks of epidemics and of eco-
nomic depressions—both extremely frequent in
the nineteenth century. The funds did this in
two ways. First, they formed regional and na-
tional federations and confederations, which in
the beginning held a purely consultative and
representative role but after a while operated as
a clearing house of the risks within their field.
In some countries (Belgium, France, Italy), the
confederations took over the insurance responsi-
bility and reduced the role of the member funds
to that of payment offices. In other countries, the
local funds gradually merged into larger units.

Apart from this, the funds sought the support
of strong and influential organizations such as
trade unions and political parties. This trend
never developed on an overall basis. In most
European countries, however, several of the
largest sickness funds are still related to some
extent to trade unions or to political organiza-
tions.

From Private to Public Institutions

From the midnineteenth century, public author-
ities started considering health insurance as a
matter of public interest. The activities of the
sickness funds were officially recognized and
governed by legislative statutes. The first statutes
—around 1850—failed because the governments
sought to control these funds, rather than to en-
courage them, and few funds actually applied
for recognition. Legislation enacted later pro-
vided more suitable statutes, and during the
1890’s the funds generally received official recog-
nition. :

After World War I, the funds were shifted
from private organizations to public institutions.
Italy was the first country where all sickness
funds, created under the Legge Sindacale of
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1926, were to be considered as public institutions.
Shortly afterwards, the German act of July 5,
1935, changed .all existing and newly created
sickness funds into public institutions. There has
been some dispute as to the private or public na-
ture of the French caisses primaires, created by
the 1928-30 reform, but no one doubts their pub-
lic character any more. In the Netherlands and
Belgium, the funds have preserved their private
status. The insurance aspect of the funds, how-
ever, has actually been shifted to public institu-
tions orginally intended to control them but now
bearing the insurance responsibility (the Sick-
ness Funds Council in the Netherlands and the
National Institute for Health and Disability In-
surance in Belgium).

As the program has evolved in some countries
the old mutual aid funds have been put aside and
entirely new institutions have been created for
administering social health insurance. In Ger-
many in 1884, for example, the insurance was
administered mainly by newly created official
funds. The old mutual aid funds could be main-
tained under the compulsory system only if they
changed their name and complied with certain
obligatory rules. In France in 1945, the insurance

program was administered only by the new

caisses primaires and caisses regionales, created
by the law.

Even in these extreme cases the newly created
funds took over the structures of the private
mutual funds and their method of operating. The
new funds were managed in the old way—by
committees with equal representation of the em-
ployers and the employees, sometimes elected (as

. in Germany), most of the time designated by the

employers’ associations and the trade unions.

In every reform of health insurance and of
social security in general the governments have
always tried to preserve as much as possible of
the existing organizational structures. The insur-
ance institutions of today therefore consider
themselves the inheritors of a tradition more
than 100 years old. These strongly vested struc-
tures form a strong barrier against certain fund-
amental reforms.

COVERAGE

As already noted, the origin of the European
health insurance system lies in the mutual aid
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societies of the nineteenth century. These funds
were created to care for the most obvious needs

;

of the most needy groups in the population. The
group of the poor coincided almost completely

TaBLE 1.—Selected provisions on coverage, benefits, and administration of health insurance systems, six European countries, 1971

Country

Coverage

Medical benefits

Administrative organization

Federal Republic
of Germany.

Ita)Yacmcmemcamcneanaan

Luxembourg.....en--

Netherlands._.. oo

Employed persons (must enroll with mu-
tual benefit soclety, or else with public
guxiliary fund). Pensioners also covered
for medical beneflts. Special systems for
the self-employed, miners, rallway em-
Eloyees, and seamen. Also; students,

andicapped persons. Voluntary insur-
ance for *‘all not yet protected persons.”

All wage earners, Salarfed employees with
income below certain level. Pensloners
also covered for medical benefits. All
covered persons required to become
members of appropriate sickness fund.
Special system for miners. Voluntary
insurance for self-employed with in-
comes lower than a certain level. Vol-
untary continuation of insurance for
salairied employees exceeding the salary

mit.

Nonagricultural employees (general sys-
tem covering about 709, of employees).
Pensioners, unemployed, and students
also covered for medical benefits. Special
systems for agricultural employees,
miners, rallway employees, public util-
ity employees, seamen, public em-
ployees, nonagricultural self-employed
and agricultural self-employed (medica
benefits provided under general system
for some groups). Voluntary insurance
for all other residents.

Employed persons. Pensloners also cov-
ered for medical benefits, Special sys-
tems for seamen, liberal professions,
journalists, public employees, self-em-
ployed artisans, merchants, tenant
farmers, etc.

Employed persons, with separate systems
for wage earners and salaried employ-
ees. Pensloners also covered for medical
benefits. Persons covered must become
members of sickness fund, voluntary
membership permitted for certain
groups not covered compulsorily. Spe-
cial systems for railway employees,
self-employed artisans, self-employed
farmers, and liberal professions.

Employees earning not more than a cer-
tain wage limit. Must enroll in approved
sickness fund. Voluntary coverage for
medical benefits available to other per-
sons and pensioners, if annual income
below specified levels. Special systems
for miners, railway employees, seamen,
public employees, and certain other
groups. Qeneral coverage of all resi-
dents for *“gpecial medical care costs.”

Cash refunds of part or all of medical ex-
penses, Includes general and specialist
care, surgery, hospitalization, medicines,
laboratory services, maternity care, den-
tal care, nursing, and appliances. In-
sured normally pays for services and is
then reimbursed by society of which he
is 8 member up to 75% of amount listed
for such services in negotlated and ap-
proved fee schedules. 1009, reimburse-
ment for ward care in hospital, specified
serlous diseages, speclalist services, ma-
ternity care, appliances; and for invallds
and pensioners. Service benefits provide
for drugs and hospital care. Unlimited
duration.

Service benefits provided to patients by
doctors, hcsﬁita]s, and druggists under
contract with and paid directly by sick-
ness fund. Includes general and special-
ist care, necessary hospitalization, pre-
scribed medicines (maximum fee of 2.50
Deutsche marks per prescription), den-
tal care, attendance of midwife or doc-
tor at conflnement, specified a‘fpliances,
and travel expenses {some funds provide
additional benefits). Unlimited dura-
tion, except for hospitalization (78 weeks
in a 3-year period).

Cash refunds of part of medical expenses.
Includes general and specialist care, hos-
pitalization, laboratory services, medi-
cines, dental care, maternity care, appli-
ances, and transportation. Insured
normally pays for services and 1s then
reimbursed by local sickness fund for
75% of amounts provided for such serv-
ices in negotiated and approved fee
schedules (reimbursement rate for some
services up to 100%, while actual rate in
absgence of agreed schedule may be be-
low 75%). Service benefits in public
hospitals and for certain pharmacists.
Unlimited duration.

Service benefits generally provided by
doctors and hospitals under contract
with and paid directly by Institute. In-
cludes general and specialist care, hos-
pitalization, prescribed medicines, 509
or more of cost of dental care, attendance
of midwife or doctor at confinement,
specified aPpliances, and spa treatment;
duration limited to 180 days in 8 year.
Tuberculosis care includes curative and
convalescent care in sanatorium, post
sanatorlum care, and rehabilitation:
unlimited duration. For certain groups
(certain sell-employed and civil serv-
vauts): cash refunds.

Service benefits ordinarily provided by
doctors and hospitals under contract
with and paid directly by sickness funds
(salaried employee funds operate mainly
on 80% cash-refund basis). Includes gen-
eral and specialist care, hogpitalization,
laboratory services, maternity care,
transportation, dental care, and pros-
theses, and 75-85% of cost of medicines
(some wvariation among funds). Un-
limited duration, except for hospitaliza-
tion (26 weeks). Higher coinsurance for
h%ghe(ri income groups and for self-em-
ployed.

Service benefits provided by doctors, hos-
pitals, and druggists under contract
with and paid directly by sickness
funds. Includes general and specialist
care, hospitalization, laboratory serv-
ices, medicines, dental care, maternity
care, appliances, and transportation.
Patient shares cost of sanatorium care,
artificial limbg, and transportation. Un-
limited duration.

Ministry of Social Welfm‘eé general super-

vislon. National Bocial Security Office,
collection of contributions. National Sick-
ness and Invalidity Insurance Institute,
coordination of program. Agencies payin
benefits: (1) about 2,000 approved pri-
vate mutuel benefit societies, federated
in § national unfons and (2) district oftices
of public auxiliary fund for persons not
belonging to mutual society,

Federal Ministry of Labor and Social Af-

fairs, general supervision. State Insurance
Office in each State, enforcement of laws
and regulations in State, Sickness funds,
administration of contributions and bene-
fits for members. Includes about 2,000
loeal, establishment, occupational, agri-
cultural, and miners’ funds, Managed by
elected representatives of insured persons
and emleoyers, and united in State and
national federations.

Ministry of Soclal Affairs, general super-

vision, Natlonal Bickness Insurance
Fund, coordination of regional funds and
financial equalization; bipartite govern-
ing body. Regional Sickness Insurance
Funds, coordination of local fund; bi-
gartite governing bodies. Primary (local)

ickness Insurance Funds, registration
of Insured, payment of cash benefits, and
refunds of medical expenses; bipartite
governing bodies. Contributions col-
lected by joint collection agencies. Pri-
vate mutual beneflt societies may act as
local pay offices. '

Ministry of Labor and Social Welfare and

Ministry of Health, general supervision.
National Sickness Insurance Institute,
administration of sickness and maternity
program through regional and district
offices; managed by a quadriipartite gov-
erning body including medical associa-
tion representatives. National Social In-
surance Institute, administration of tu-
berculosis program. Institute operates
own sanatoria. Various specific insurance
institutions for different population
groups.

Ministry of Laﬁor and Social Securlty, gen-

eral supervision. Regional and establish-
ment slckness funds, administration of
contributions and benefits for wage earn-
ers. Other funds administer program for
salaried employees, civil servants, self-
employed, and farmers. Funds managed
by elected committees composed of repre-
sentatives of insured persons and em-
ployers. '

Ministry of Social Affairs and Public

Health, general supervision. Approved
sickness funds, administration of medical
benefits; sapervision by tripartite Bick-
ness Funds Council. About 115 funds
now operating. Industrial associations,
administration of cash benefits within
each industry.
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with the group of employed workers. The poor-
ness of employed workers was seen as an inevit-
able structural problem called “the social prob-
lem.” Even today the term “social” in social
security and in social health insurance still en-
compasses this problem.

Until the end of the nineteenth century, mem-
bership of the health insurance funds was volun-
tary. With the appearance of compulsory insur-
ance,” it was necessary to make it clear who was
going to be protected and who was not. Not
surprisingly, this new type of insurance applied
only to the employed workers of industrial enter-
prises. White-collar workers were only involved
if their wages were below a certain wage limit.
Such a limit was not judged necessary for blue-
collar workers, as they obviously were all poor.

Structures can sometimes be very rigid. Though
employed workers are not necessarily poor today
and the poor are not necessarily employed work-
ers, compulsory health insurance in the Nether-
lands and in Germany is still restricted to em-
ployed workers under a certain wage limit. In
Germany the limit has applicability only for
white-collar workers; it has been raised several
times in recent years and in 1972 was linked to
general wage levels. In the Netherlands the wage
limit still applies to all employed workers. In
both countries, compulsorily insured workers
whose wages come to exceed the wage limit can
continue their insurance on a voluntary basis,
and public servants and the self-employed whose
income is below the wage limit can also enroll
voluntarily. .

In both Germanhy and the Netherlands the
abolition of the wage limit is strongly opposed
by the medical profession, since it might mean
the loss of some of their private patients, and by
the commercial insurance sector, which sees the
possibility of severe restriction of its field of
action.

In four other countries, a wage limit for com-
pulsory insurance either never existed (Italy,
Belgium) or was abandoned at a certain stage of
the development (France 1935, Luxembourg
1951). Yet social health insurance continues to
be considered specifically for employed workers
in these countries. All of them developed a so-

1In Germany, compulsory insurance plans were in
existence as early as 1845, well before the National
Insurance Act of 1883.
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called “general” scheme especially designed for
the needs of the employees of commerce and in-
dustry. In the period before World War II,
special groups of employed workers were grad-
ually included in the compulsory insurance sys-
tem. This development often gave rise to the
creation of separate schemes, especially in France
and Italy, for such groups as seamen, coalminers,
and employees of transport industries (railroads
and later airways).

The inclusion of the self-employed, who had
always been very hostile to the idea of social
security, was an important development of the
1950%s. The movement started in Italy for some
groups even before World War II; it extended
rapidly to France, Luxembourg, and Belgium
and-—in 1972—to Germany. Independent farmers
were generally the first to be included (Italy
1945, France 1962, Luxembourg 1962, Germany
1972). Generally, protection was extended to the
other self-employed within 10 years (Italy 1960,
Belgium 1964, Luxembourg 1964, France 1966).

By the end of the 1960’s, practically the entire
working population was covered by compulsory
health insurance in a-number of European coun-
tries. Attention was then focused on coverage
for those without a connection with employment.
The first to be covered were those no longer
working—retired workers—who were permitted
to join the insurance plan of their previous oc-
cupation. Then came those not yet employed
(students) and those involuntarily out of the
working force (the unemployed and the handi-
capped) ; these groups were usually included
through special provisions in the general scheme
for employed workers.

Basically, health insurance has remained
linked to employment, with a number of separate
plans for specific occupational groups. Nonem-
ployed persons obtain protection under the sys-
tem either as members of an employed worker’s
family or as his dependents or are included under
a special provision in the law. Many adminis-
trative problems arise from such arrangements
that make it difficult to know who is insured
under which plan. What is more important, in-
equitable treatment of some groups is the in-
evitable consequence. If the same benefits are
provided by different insurance plans, with dif-
ferent premium rates and different conditions for
obtaining the benefits, one plan is likely to be

SOCIAL SECURITY



more favorable than the other. If the insured
person can choose freely between the plans, an
element of competition arises; if the plans are
compulsory and the individual is assigned to a
plan less favorable than another, injustice occurs.

These problems were already foreseeable to
those who were planning the reform of the Euro-
pean social security systems during and after
the Second World War under the influence,
mainly, of the British Beveridge plan. They pro-
posed that the social security system would pro-
vide for every citizen in the same way. Nearly
30 years later, this proposal has not been fully
realized in any of these six countries. Only in
the Netherlands, and for a limited range of bene-
fits, does a general insurance plan cover all resi-
dents (general insurance for special medical care
costs). In Italy, plans are being worked out for
a national health service that will offer complete
protection for all residents on an equal basis
from 1980 on.

FINANCING

Health care can be financed from three sources
—compulsory savings (contributions or pre-
miums), general tax revenue, and payments for
service by the recipients of the care. The early
mutual aid societies in Europe were created
around the idea of financing benefits out of vol-
untary savings. The savings of the members of
these societies were seldom sufficient, however, to
maintain the financial balance of the funds, es-
pecially in the nineteenth century. By the end of
that century, therefore, the public authorities
started to subsidize these aid societies. In most
cases, also, part of the cost of care was left for
the patient to pay. This mixed structure of
financing still stands.

Sources of Financing and Their Differing Roles

“Compulsory savings” (contributions or pre-
miums) vary greatly in the countries that use
this method of financing the health insurance
system. These differences are illustrated by the
figures in table 2 for the general scheme for
employed workers in industry. For the principal
plans for the self-employed, similar or even
greater differences between the premiums appear.
The maximum premiums for French farmers and
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TaBLE 2.—Social health insurance contributions, six European
countries, January 1, 1972

Contributions as
pereent of gross wages
Country Wage limit
Total Employer | Employee

Belgium . ... 5.75 3.75 2.00 | 306,800 BF
Federal Republic of

Germany *_._... 7.00 3.50 3.50 18,000 DM
France 2.ooooavencan 12.30 9.45 2.95 21,960 F
Italy 2 - 12.01 12.78 [ & 2 Dy
Luxembourg %.....__ 4.90 1.60 3.30 | 255,500 Lux F
Netherlands._..._.._ 9.70 4.95 4.78 15,860 1,

1 Under general scheme for employed workers in industry.
2 Contribution figures calculated from amalgamated contributions covering
more than one branch of social insurance.

other self-employed persons, for example, are
at least 10 times higher than the correspondmg
Italian premiums.

The role of general revenue in financing health
care through social health insurance has expanded
with time in most European systems. Only
France and Germany have held to the idea that
the insurance systems should be self-supporting.
In these countries the government pays only for
the care of specific groups, such as students, un-
employed workers, and farmers.

In the other countries, government subsidies
have gradually come to play an increasing role.
This source accounts for more than 40 percent of
the program costs in Belgium and for 15-20 per-
cent in Italy and the Netherlands.

The share of the cost of care paid directly
by the patient also varies widely in these Euro-
pean systems. The countries fall into three pat-
terns. In the Netherlands and Germany the pro-
gram finances nearly all of the costs of care:
German insured patients pay extra for only a
small part of the cost of drugs, appliances, and
prostheses; in the Netherlands the patients pay
something for transportation, dental care, and
prostheses.

Belgium and France represent the opposite
situation, where the cost-sharing is rather heavy
in both the regular and the special systems.
Health insurance finances only 75-80 percent of
the cost of current medical care (with a few ex-
ceptions). In many cases, moreover, the physici-
ans are not obliged to use the insurance rates and
the patient must pay the difference between the
rates and the actual fee.

In Italy, the first type of financing is the one
chiefly used in the schemes with “direct assist-
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ance.” In Luxembourg, except under the system
for blue-collar workers, substantial deductibles
or coinsurance payments are customary.

It is interesting to note that, with respect to
this point, the present situation is like that when
compulsory insurance was being introduced. The
German act of 1883 already provided fully for
medical care. Before the 1941 legislation in the
Netherlands, physicians under contract with the
funds were already providing care free of.charge.
When the program began in France in 1930, the
rule was established that it would reimburse the
patients for 80 percent of the fees charged; in
1945, Belgium adopted the principle that the
patient must pay 25 percent of the fee himself.
In all these countries, such provisions are prac-
tically unchanged today.

Yet fluctuations have occurred in the provi-
sions on cost sharing, especially in the field of
pharmaceutical products. For some reason—
probably because drugs are bought directly by
the consumers as food and other products are—
the fear of overconsumption in this field has
resulted in a tendency to increase the insured
person’s share of these costs. At the same time it
was feared that high charges at the time of
service would impose too heavy a burden on those
who must use large quantities of costly pharma-
ceuticals. The European systems have thus
changed the rules of the supply of pharmaceutical
products frequently and in various ways. Cer-
tainly none of these six countries has found a
satisfactory systém as yet.

Problems of Program Deficits

In general, financing of these European health
insurance systems cannot be regarded as success-
ful, whatever the structure, since program defi-
cits calling for emergency measures are common,
occurring regularly if not every year. Whether
the system is financed through general revenues
or through compulsory premiums appears to be
immaterial. Both are in fact income taxes, the
one rising with the national income, the other
with the level of wages (if not limited by the
wage base). The cost of medical care rises quicker
than both the national income and the level of
wages. This phenomenon appears to be a move-
ment that cannot and should not be stopped. The
financing system generates its own deficits.
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Many people, especially physicians, want to
take care of the deficits by raising the patients’
payments at the time of service. The advocates
of such proposals suggest that this action would
provide not only an additional source of finances
but also control the abuse and overuse of care
that are considered one of the causes of the pro-
gram deficits. It is, however, very difficult to
define abuse and overutilization, In addition,
these phenomena account only for a very small
part of the rise in the cost of medical care. At
the same time, all thorough investigations have
shown that increases in cost-sharing do not affect
the consumption of medical care in a significant
way. There is even reason to believe that high
personal payments are considered by the patients
as a mark of high quality of care—a reaction
that reverses the role of price in the market
economy. Insistence on such increases could prove
a threat to the health of the public if it en-
couraged self-medication and kept the poorest
groups of the population from making use of
the available health care facilities when they
need to do so.

Health insurance is an instrument to make
the healthy pay for the sick. Cost-sharing makes
the sick pay for their own expenses. It is con-
trary to the idea of health insurance itself. One
should not speak of coinsurance but of non-
insurance, Proposing an increase in these charges
is admitting the failure of the health insurance
system. This is more and more acknowledged in
Europe now, and the trend is toward abolition
of cost-sharing.

Trend Toward National Uniformity in Financing

The trend toward national solidarity in financ-
ing health care is also noteworthy. In the oldest
of the systems—those of Germany and Luxem-
bourg—regional as well as occupational barriers
in the solidarity have been maintained, with the
sickness funds conserving their financial auton-
omy. The systems of France and Italy have
largely abolished limitations in financing but
have maintained occupational schemes. The newer
compulsory systems of the Netherlands and Bel-
gium (1941-45) based the financial solidarity
on larger groups of the population but main-
tained the principle of financing health care by
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occupational groups. The most recent reform
movements all point in the direction of abolish-
ing divisions in the financing systems. The Dutch
system of general insurance for special medical
care costs (1967) was the first to introduce a
financing system that imposes the same premiums
on all individual incomes for the same benefits.
The Italian proposal for a national health service
by 1980 goes in the same direction.

BENEFITS

In the nineteenth century the European sick-
ness funds were not institutions for organizing
and financing health care. On a more or less
regular basis, they granted health care benefits
to their members, either by contracting with
physicians and pharmacists or by paying small
amounts of money when a member incurred
medical expenses. They did not provide for all
types of medical care. As a rule, however, the
funds could supply as complementary benefits
what was not provided under the compulsory
scheme. Eventually, after these benefits were
supplied for a long period, they were included in
the compulsory insurance. Thus, today, most
compulsory insurance schemes in Europe provide
in fact a full range of medical care services.

In the 1950°s, when the systems for the self-
employed started to develop, a divergent evolu-
tion was apparent. Most compulsory schemes for
self-employed workers at first covered only the
so-called “heavy medical risks,” leaving the cur-
rent types of medical care to be financed by the
insured person himsélf out of pocket or by pri-
vate insurance. These systems have developed,
however, in the same direction as the systems for
employed workers. Protection for current care
has been supplied by the funds as a complement-
ary benefit and most of the members have sub-
scribed to it. Gradually more and more types of
care are being included in the “heavy” medical
risks of the compulsory insurance program, and
there is little doubt that eventually the systems
for self-employed will provide the same complete
protection as those for the wage earners.

In the light of the recurrent financial deficits
of the insurance systems, proposals have been
made to abolish the protection for “small risks.”
It has been argued (1) that the general level
of income has become high enough to enable the
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vast majority of the population to pay for cur-
rent medical care out of their own means, and
(2) that substantial financial resources would
thus be freed to take care of the really serious
needs that are in general insufficiently covered
(long-term illness, rehabilitation, etc.). The tend-
ency for program change in Europe is not in
this direction. In all schemes where the small
risks were not covered, they have gradually been
included under compulsory insurance. One im-
portant factor is the actual impossibility of de-
termining what exactly are “small risks.” Every
criterion used—the price of the individual serv-
ice, the type of care, the type of supplier of care,
the degree of inability to work, the cost of the
treatment as a whole, etc.—leaves room for cases
of hardship that preclude the use of the desig-
nation “small risk.”

Limitation on Benefits

Will then the insurance in the future have to
finance all types of care at any time by any sup-
plier of care? Such an eventuality is obviously
impossible. In the European area the tendency
appears to be toward a limitation of the benefits
according to standards of “rationalization” of
the supply of medical care—that is, the insur-
ance program will organize the financing of the
medical services in such a way that services will
not be paid for unless there are grounds for
believing that they are reasonable and beneficial.
Most systems, for example, will pay for spe-
cialists’ care only if it has been prescribed by
the family doctor. Pharmaceutical products or
prostheses and appliances, and hospital care as
well, will be paid for only if they have been
prescribed by a qualified physician. Specific
types of care (hospital care, orthodontia, pros-
theses, etc.) will have to be authorized by a sec-
ond doctor, generally an appointed medical ad-
viser of the funds. At the same time benefits will
cover the complete cost, unless a supplemental
payment is made when the patient calls for spe-
cial requirements as a matter of his own comfort
—if, for example, without medical necessity, he
asks for a private room in the hospital or wants
attendance at his home.

Rationalization in medical care is not yet clearly
defined. The funds are being oriented, however,
toward rationalizing health care through com-
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puterized profiles of production and consumption
of care, by type of provider and patient, as-dis-
cussed more fully later.

HEALTH INSURANCE AND THE PROVIDERS OF
CARE

There are three types of health insurance
arrangements that affect the relationship with
the providers of care:

(1) The first pays out specified sums of money to
the members when they prove that a certain risk
has been realized. This is the simplest type. In such
countries as Belgium, Luxembourg, and France, the
health insurance funds from the nineteenth century
on had nothing to do with the medical profession,
with the hospitals, or with the pharmacists. All
providers of care were left entirely free to organize
their profession or their trade in the way they pre-
ferred.

This type of arrangement has proved unsatisfactory
in the field of health care. The insurance payments
were of course meant to cover to a certain extent
the usual fees and prices. The providers, however,
knowing that their patients received certain reim-
bursements, tended to inecrease their fees and prices
by about the same amount. This forced the funds
to raise the rate of their payments in their turn,
giving rise to a similar reaction with the providers
of care. Under this system, a serious gap eventually
arose between what the insured person had to pay
for his care and what he received from the insur-
ance system, with the result that the member could
not be assured of reasonable protection’ for his
premiums.

(2) Under the second type of insurance arrange-
ment, the system, without interfering with the or-
ganization of the medical services, concludes agree-
ments on payment rates with the providers of care.
The insurance system wants to make certain that
its benefits will cover all or a given percentage of
the fees and the prices the insured person has to
pay. It therefore must know what the costs are and
make sure that a sufficient number of providers
of care will apply these rates.

Establishing such a system is not an easy matter.
Before a more or less generalized and workable
plan can_ be worked out, a considerable length of
time is needed (from 1930 to 1960 in France and
from 1945 to 1970 in Belgium). The struggle to set
up these systems went on in the midst of bitter con-
flicts between the medical profession and the gov-
ernment, including fairly large-scale strikes.. A
generation of doctors had to pass before opposition
died down.

This kind of arrangement is not entirely satis-
factory. Certainly, it is appreciated by the medical
profession, since it permits a large degree of free-
dom for the profession while providing the economic
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security of public financing. It does, however, tend
to raise program expenditures, if the physicians are
free to deliver any number of services of any type
and to prescribe medical care and medicine without
restriction.

(8) The only way for the system to acquire real
control over expenditures and at the same procure
real protection for its members is to have direct
or indirect control over the organization of health
care services. This third method is used by the
kind of insurance system that organizes medical
care for its members. The administrators of the
fund do not, of course, make the diagnoses and pre-
seribe treatment but either employ or contract with
physicians and other health personnel. In addition,
they own or contract for the facilities needed to
provide all necessary care for the members.

Under this system, benefits do not consist of sums
of money but the right of access to all essential
medieal care, either free or for a limited price. The
agreements with the providers of care bear pri-
marily not on the rates for fees and prices but on
the care to be supplied by the system. This is an
important difference. Suppliers in the second type
of arrangement can sign agreements on rates of
payment but can still refuse to treat Insured
patients; in the third type the supplier who con-
tracts with the system commits himself to give all
necessary care to its members. The agreements in
the latter type of system also cover arrangements
for paying for the care, and a variety of methods
can be used. The important factor for this kind of
system, however, is not the method of payment but
the patient’s guaranteed access to the care prom-
ised him.

The third type has been the concept of health
insurance prevalent in the Netherlands, Ger-
many, and Italy. Even in the period of voluntary
insurance the funds provided their members with
direct access to the care provided by the physi-
cians and the pharmacists they employed or con-
tracted with. The payment of insurance prem-
iums was seen as a subscription, entitling the
beneficiary to all possible and necessary care
when he needed it. This kind of insurance system
is not unlike the American prepaid group health
care plans. Throughout their development, the
systems of these three countries have maintained
such arrangements.

In Belgium and France, as already noted, the
original form of health insurance was the simple
payment of sums of money to the insured when
they incurred medical expenses. It took a long
time and the solving of certain problems to
switch over to the second type of insurance now
predominant in these countries. But in the sec-
tors where the increase in expenditure was
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strongest, particularly for pharmaceutical prod-
ucts and for hospital care, both countries already
in fact now apply the third type of insurance.
For these sectors, special “third-party payment”
agreements are arranged. Under such agree-

ments, the bills of the pharmacists and the hos-

pitals (in France including the doctors in pub-
lic hospitals) are paid directly by the insurance
fund to the provider of care; the patient has
nothing to do with the payment, except for any
supplement chargeable to him. The system in fact
guarantees that the insured person will receive
hospital care and pharmaceutical products free
or for a limited payment at the time of service
if he goes to a hospital or to a pharmacist that
has an agreement with the fund.

Belgian and French physicians have always
strongly opposed the third-party payment sys-
tem. They see in it a limitation of the free choice
of supplier of care for the patients. A closer con-
sideration of the problem reveals that, in the
countries with the other two types of insurance,
limitation of the free choice of supplier also
exists. In the group of systems that provide for
direct access to medical care the limitation is
formal in nature: The regulations of the funds
oblige the insured person to choose his provider
of care from among the contractants of the funds
and stick to his choice for a certain period of
time, unless a serious reason for changing exists.
In the countries with reimbursement of medical
expenses there is an economic limitation on the
free choice : Since not all suppliers of care respect
the set rates of the insurance system, the insured
individual may pay more for receiving the same
amount of reimbursement if he goes to one physi-
cian instead of another.

In reality, the freedom of choice is greatest in
the countries where it seems to be formally
limited. In Germany, the Netherlands, and Italy
the vast majority of physicians cooperate with
the social insurance systems; in Belgium and
France, even if all physicians were to sign the
agreements (and some do not), they have in
many cases the right to exceed the fixed rates.

CONCLUSIONS

In the early days of health insurance in
Europe, organization of the work of the medical
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profession and other providers of medical care
was scarcely affected by the existence of the
funds. The insured were only a small minority
of the patients—the traditionally poor—whom
the physicians and the hospitals had to treat
free of charge in any case. At the same time, the
structure of the supply of medical care had very
little influence upon the funds. The price of med-
ical care and the demand for it were low.

With the rapid rise in the number of insured
patients, as well as medical care costs, especially
during the last decades, the problems of financ-
ing medical care through health insurance were
sharply delineated. It became increasingly clear
that no health insurance system could go on pay-
ing for all the medical care its members could
want without raising expenditure levels beyond
what the community was prepared to pay for.

As a first step the funds established certain
conditions for entitlement to benefits, in order
to prevent abuse. To what extent cases of abuse
are prevented or found out by the control
mechanisms is difficult to say. Certainly abuses
still occur and the control of abuses has proved
to be an unsatisfactory way to hold down rising
medical care expenditures.

In addition, the funds undertook to restrict
their commitments as far as possible to those
essential to providing all necessary care, with
the patient permitted free choice of the provid-
ers. Thus in certain countries, as already stated,
the funds would pay only for the care given by
providers who are under contract with the fund;
in other countries the funds have limited their
commitment to fixed fees and prices. In nearly
all of the six countries a list of recognized drugs
was drawn up, and previous authorization by a
medical control officer of the fund became neces-
sary for financing hospital care and prostheses.

As far as actual rationalization of the supply
of medical care is concerned, some solutions have
already been tried. Germany, which has the long-
est experience with compulsory health insurance,
worked out a system of regularization of health
care as early as 1930. All physicians wishing to
cooperate with the funds had to be members of
an association of the funds’ physicians.

This association works out with the funds the
total amount to be paid for the supply of all
necessary care to the insured patients in a given
period of time. When the agreement is concluded,
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the fund knows how much it has to raise pre-
miums to achieve its financial balance; the asso-
ciation knows how much it can divide among its
members. The members bring in their bills” for
the services rendered to insured patients and
copies of the prescriptions written. Special con-
trol committees of the association compare these
accounts. Members who show remarkably high
scores for the nature and cost of their services
and/or prescriptions must justify their actions
before the committee. If they cannot do so satis-
factorily their share in the money is reduced
accordingly.

A recent national agreement in France between
the medical profession and the social health insur-
ance system is a step in the same direction. Under
that agreement the funds will assemble data on
the average practice (services and prescriptions)
of various types of physicians; control commit-
tees will then compare the data per physician
with these averages and notify the physician if
his activity diverges significantly from the aver-
age. If the physician fails within a certain period
to justify this difference or to adapt his prac-
tice he may be struck out of the agreement sys-

tem. The agreement goes further: The medical
profession will see to it that in every region a
reasonable supply of all necessary types of serv-
ices is assured; if this is done, the insurance
funds will refrain from creating or subsidizing
their own health centers and institutions of care;
if not, the funds will feel free to fill in the gaps.

The German system has worked to a certain
extent. Germany has the lowest cost per insured
in Europe (much lower than that in France),
yet it finances a larger share of health care costs
than the French system does. This experience
indicates that it is possible to influence rising
costs of care through the method of financing
used by the health insurance system.

Yet in this field the actual rationalization of
the supply of care is still far away. The most
serious problems remain in the area of hospital
care, drugs, laboratory tests, etc. Health insur- .
ance developments in the United States will be
closely observed by other countries in the expec-
tation that, on the basis of more extensive re-
search, the way to a workable and efficient sys- -
tem of rationalizing the supply of medical care
will be found.
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