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. INTRODUCTION

Health systems in many parts of the world are facing increasing challenges to

improve access, enhance quality and to hold down rising health care costs and spending.
People and decision makers are demanding better value, coordinated health care, focus on
wellness and prevention, reduced waiting time and access to information. Many
governments are either contemplating or implementing initiatives to reform their health
care systems to respond to changing needs and demands.

2. Hong Kong's hedlth system is the envy of many people throughout the world. It
leads many others with some of the best vital statistics and performance measures.
Particularly noteworthy are the low infant mortality rate, long average life expectancy at
birth, well-trained heath and medical professionals and low out-of-pocket payments in
using public health care services.

The Need for Reform

3. Yet, like many others, Hong Kong's health system is fragmented and not patient
centred. There is little focus on integrating primary and secondary care. It also faces the
following challenges:

@ Rising morbidity rate for certain common diseases — Despite impressive
health indicators in terms of life expectancy and infant mortality rate, the
morbidity rate for certain common illnesses, such as diabetes mellitus and
the different kinds of cancer which are the number one killers in Hong
Kong, are rising. Long waiting lists, stress of modern life, under-
development of preventive and primary care, have contributed to a
worsening of thisrising trend.

(b) Limited and inadequate capacity to respond to changes in the
demographic structure— The changing demographic structure arising from
low birth rate, a shrinking labour force and rising proportion of retired
elderly persons will bring differential medical needs amongst the different
age groups of the elderly population. There is increased dependency ratio
with the shrunken workforce. The current health system’s capacity to ded
with these emerging needs and demands is limited and inadequate.

(© Under-development of preventive care — The system has been criticized as
too compartmentalized, resulting in poor coordination and workload
imbalance between the public and private sectors as well as between
primary and secondary/tertiary care sectors. Among users, there is an over-
reliance on treatment and insufficient emphasis on prevention and personal
health.

(d) Low health awareness — The public s over-reliance on treatment and
tendency to go for quick fixes suggest that there is much that must be done
in ingtilling a sense of self-responsibility for one’s own hedth, in
strengthening the focus on health and wellness and in promoting proper
health seeking behaviours and lifestyles.



(e I mproving the quality of care— The two preceding challenges suggest that
improved quality of care in areas such as grester efficiency, more
responsive patients care, accelerated adoption of innovative interventions
and preventive measures, more judicious use of health care resources and
strengthened systems management and performance should be key focuses
of future health care development.

4, Previous reform proposals are testimony to the concerns and need to develop a
responsive and sustainable health care system for all. But the concept that health careis a
common good and that health care resources should be protected, like the environment,
from wrongful and wasteful use in order to be sustainable has not been previously
highlighted. There was little emphasis on encouraging self-responsibility, improving
people's health seeking behaviour and promoting proper use of hedth care resources.
There was little attention given to influencing provider and government behaviours to
achieve equitable, efficient and effective health care for all.

5. Developing a sustainable and responsive health system has been a clearly
articulated goal. But what was to drive the development and financing of a sustainable
and responsive system was not made explicit. Although financing plays a significant part
and is a necessary condition for better health, other critical factors include societal values,
people behaviours, and clear system goals and health targets. There is also need for a
system of integrated institutional arrangements and payment incentives to drive service
delivery and promote proper behaviours. Without these, simply having more money for
health may actually do more harm than good! Sustainability should be about value and
behavioural changes as well aseffective institutional arrangements, not just financing.

Focus of the Health Care Study Group

6. This study aims to propose a way forward to strengthen the responsiveness and
sustainability of the Hong Kong health system so that it will continue to safeguard and
enhance people’ s health, meet patients' changing needs and expectations and be prepared
for future rising costs of care. The Bauhinia Foundation Research Centre appointed a
Headlth Care Study Group in August 2006 to undertake the study with support from
conaultants.  The membership and terms of reference of the Study Group are set out in
Appendix | of thisreport.

7. The Study Group deliberated in detail the various issues relating to improving the
effective functioning and enhancing the future sustainability of the Hong Kong health
system. It also considered, among others, the following issues and concerns

@ the need for provision of essential services and a hedlth care safety net for
Hong Kong Society;

(b) the promotion of health and wellness for all;

(© the viability of various financing options for assuring equitable access for
al;

L Garrett, L. 2007. The challenge of global heath. Foreign Affairs86(1): 14-38.



(d)

(€)

the values and behaviours needed to underpin responsive service delivery
and responsible utilization of the Hong Kong health care system; and

the institutional arrangements required for an equitable, efficient and
effective and quaity health care system to achieve successful
transformation.

Goals and Principles of the Health Care Study

8 Having taken into consideration feedback and submissions from the public
engagement exercise after the release of its preliminary report and from meetings with key
stakeholders (see Appendix |1 for the list of comments and suggestions), the Study Group
reconfirmed that there is aneed to put the patient at the centre of al our deliberations and
proposals. The primary concern of our Study Group was to go beyond the issue of money
and financing alone and focus on the health and wellness of our society as a whole. We
believe that Hong Kong's future health care development should aspire to attain the
following goals:

@ achieving better health and wellness with emphasis on prevention and joint
responsibility;
(b) improving quality of care through enhanced service delivery, especially for
the elderly and those with chronic diseases; and
(© promoting system sustainability and effectiveness by changing individual
behaviour, government behaviour and provider behaviour.
9. To achieve the aforementioned goals, the study will adhere to the following core

valuesin developing recommendations and proposals:

@

(b)

(©

Equity and accesshility — The current tax-based health care financing
system should continue to be the equitable and risk pooling mechanism that
provides the safety net protection for Hong Kong residents. The new
system should enhance the intergenerational equity in financing health care.
It should also improve access to health care through enhanced primary
health care services and adoption of new evidence-based drugs and
technology.

Mutual care and joint responshility — There should be a strong focus on
behavioural modification of users, providers and the Government to
promote mutual care and joint responsibility within our health care system.
There should be greater public participation and engagement to improve
personal health and the system’ s performance.

Efficdency — Hedlth care is a valuable societal resource. Early prevention
should be promoted to reduce the need for care. Resource wastage should
be reduced to the minimum. Better coordination in program management,
more appropriate use of state of the art technological innovations, and



(d)

(€)

better integration of the public/private interface can result in more efficient
and effective use of our valuable health care resources.

Quality — There should be a strong emphasis on continuous improvement in
quality of care based upon defined standards and a holistic view of care,
and with care provided by registered or accredited providers.

Choice — There should be greater transparency in the system to enhance
patient choice and to foster personal responsibility for health. A systematic
approach to promoting and developing public-private cooperation should
be emphasized and offered as additional choice.



[I. HONG KONG'SHEALTH CARE DELIVERY AND FINANCING

10. Hong Kong has arather ssimple system of financing and delivery of health care (see
Figure 1 below). The public sector is a tax-based budget funded system in which the

Figure 1—Hong Kong's Current Health Care System?

Current System: Two Pillars

Public

Services
average 956% subsidy)

Secondary and
tertiary care

Primary care

Government: User_s:_
$39.1 billion $28.4 billion

2001/02 Domestic Health Accounts 2001/02 Domestic Health Accounts

Government subsidizes on average 95 percent of the total costs of care. The private sector
is privately funded athough nearly 3 million individuals have some form of health
insurance cover, which is either self-purchased or employer-sponsored. The two sectors
interface or collaborate infrequently. User choice is limited to either public or private
sector care.

n. Outpatient care, mostly primary health care, is provided predominantly by private
general practitioners, who provide over 70 percent of all outpatient consultations. Public
general outpatient clinics provide approximately 15 percent of all outpatient consultations
at a subsidized rate to mostly those with low income and patients with chronic conditions.
The remaining 15 percent of outpatient visits are provided by private practitioners of
dternative medicine, in which traditional Chinese medicine practitioners constitute the
largest group. Expenditure on outpatient services constitutes around 50 percent of the
total health care expenditure. Roughly 75 percent of outpatient expenditure is financed by
out-of-pocket payments, with the remaining financed by employers or insurance?®.

22001/02 figures are used as figures of more recent years are not yet available from the officia Domestic
Health Accounts (www.fhb.gov.hk/statistics/en.index.htm). Government expenditure on heslth care for
2006-07 can be found in www.budget.gov.hk/2007/eng/pdf/append?2.pdf.

3Hedlth Welfare and Food Bureau 2007. http://www.hwfb.gov.hk/statisti cs/en/dha.htry/




12. The bulk of specialist and inpatient care, mostly secondary and tertiary care, is
financed and delivered through the public sector. The Hospital Authority owns and
manages over 40 public health care institutions, and provides over 90 percent of all
hospital beds in Hong Kong. Institutions under the Hospital Authority provide a
comprehensive range of services at a heavily subsidized rate. The Hospital Authority
receives over 90 percent of its income from the Government's %eneral revenue. Presently,
private hospitals deliver roughly 6 percent of total inpatient care”.

13. All Hong Kong residents are eligible to receive care from public hospitals and
clinics at a heavily subsidized rate. Patients in public hospitals pay a fixed per diem fee of
HK$100, which is less than 4 percent of the actual average cost of a patient day in an
acute public hospital. The per diem fee is all-inclusive with the exception of a short list of
the “Privately Purchased Medical Items (PPMI)” and drugs not included in the Hospital
Authority’s Drug Formulary, for which patients have to pay the full cost separately®.

14.  The system, whereby the bulk of hospital services is funded by the Government
and delivered by public hospitals and the bulk of general outpatient care is funded and
delivered privately, has not changed much since the 1950's. This arrangement has been
criticized as too compartmentalized, resulting in poor coordination and workload
imbalance between the public and private sectors as well as between primary and
secondary/tertiary care sectors, and not sustainable in the long run®.

15. Within the public hospital system, all health care providers are compensated on a
fixed salary basis. Funding from government to the Hospital Authority has been mostly
historically and facility based, recently moving towards more population based. Money
does not follow patients.

16. There is insufficient financial incentive for public health care providers to be
responsive to patients’ needs. Disincentives within the system are extensive, e.g. units
that serve patients well will attract more patients, who will not bring in more resources.
Despite these disincentives, quality of care in public hospitals generally improved after the
establishment of the Hospital Authority, but spending also went up considerably ’ .
Waiting time for some non-urgent conditions, however, has worsened significantly in
recent years.

17. Government total spending on hedlth in 2001/2 wes $39.1 billion, around 14.5
percent of total government expenditure. Around 90 percent of public sector health care
funding goes to the Hospital Authority. Private expenditure on health services is roughly
the same as that of government health expenditure.

18. Hong Kong has no compulsory health insurance or medical savings contributions.
Public hospital services are financed aimost entirely through government general revenue,
despite the fact that tax rates in Hong Kong are amongst the lowest in the world, and the

4Health Welfare and Food Bureau 2007. http://www.hwfb.gov.hk/statisti cs/en/dha.htr/

®Hospital Authority 2007. http://www.ha.org.hk/

® Harvard Team 1999. Improving Hong Kong's Health Care System: Why and For Whon®? HKSARG
Printing Department; Leung G. 2006. Hong Kong's health spending — 1989 to 2033. Proceedings of the
Hospital Authority Convention 2006.

"Yuen, PP, Lo, C W H. 2000. Alternative delivery systems for public service in Hong Kong: the Hospital
Authority vs. the Housing Authority. International Review of Public Administration, 5, 2, 55-66.




percentage of tax payers is also low by industrialized countries standards. Private
hogpital services are financed through direct payment or private health insurance.

Overview of Past Reform Initiatives

19. While many countries in the Far East implemented substantive reforms in their
health care financing systemsin the 1980's and 1990's, Hong Kong did not. Singapore, for
example, introduced medical savings accounts and major illness insurance in the eighties;
South Korea and Taiwan both established national health insurance systemsin the eighties
and nineties respectively®. These reforms aim to provide universal access to health care
services and at the same time move the system away from being too reliant on general
taxation to finance health care.

20. In Hong Kong, the major health care system reform initiative in the 1980's to
1990's was the formation of the Hospital Authority in 1990. The Hospital Authority
exercise was not a health care financing reform measure. It restructured public hospitals
under a corporate management framework to modernize care but did not implement any
substantive change in the way hospital services are financed. The financing of hospital
services remains primarily tax-based. There were no attempts to introduce competition to
or within the massive public hospital system either.

21. With the long-term sustainability of the system being in question, suggestions for
the reform of the health care financing system resulted in the publication of a number of
consultation documents: Towards Better Health’, Improving Hong Kong's Health Care
System: Why and For Whom'?, Lifelong Investment in Health'!, and Building a Healthy
Tomorrow'?. The major proposals in these documents and their implementation status are
asfollows:

€)) Towards Better Health

The first consultation on health care financing reform took place in the
early nineties. A consultation paper entitled Towards Better Health (often
referred to as the “rainbow document” because of the design of the cover)
was published in 1993. The paper proposed five reform options. (i)
charging a higher co-payment based on a percentage of actual operating
cost; (ii) the introduction of more expensive semi-private beds and other
charges in public hospitals; (iii) encouraging more private health insurance
through government registration of suitable plans; (iv) compulsory hedalth
insurance for al; and (v) having a core and non-core list for public

8 Kwon, S. 2000. Hedth care financing and delivery for the poor in Korea. International Review of Public
Adminigtration, 5, 2, 3745; Hwang, YS,, and Hill, M. 1997. The 1995 hedth reforms in Tawan — An
ana ysis of the policy process. Hong Kong Public Adminigration, 6, 2, 79-96.

9 Health and Welfare Branch 1993. Towards Better Health. Hong Kong: Printing Department of the Hong
Kong Government.

10 Harvard Team 1999. Improving Hong Kong' s Health Care System: Why and For Whorm? HK SARG
Printing Department

11 Hedlth and Welfare Bureau 2000. Lifelong Investment in Health: Consultation Document on Health Care
Reform. Hong Kong: Printing Department of the Government of the Hong Kong Special Administrative
Region.

2 Hedlth and Medical Development Advisory Committee 2005. Building a Healthy Tomorrow: Discussion
Paper on the Future Service Ddlivery Model for our Health Care System, Health, Welfare and Food Bureau.



hogpitals, in which interventions not on the core list would have to be
charged the full cost.

With the exception of the introduction of semi-private beds and the
registration of private health insurance plans, all other reform options were
poorly received by the public and most of the other stakeholders™.
However, the registration of private health insurance plans was never
pursued. Semi-private beds were introduced as pilot schemes in selected
hogpitals. Even though they proved to be very popular with patients,
perhaps due to opposition from private hospitas, the plan never went
beyond the pilot stage.

(b) The Harvard Report

In November 1997, Government commissioned the School of Public Health
of the Harvard University to re-examine the health care financing question.
The Harvard Team put forward a number of financing options and
recommended compulsory heath insurance (the Health Security Plan
(HSP)), savings and insurance for long-term care (MEDISAGE), and
breaking up the giant Hospital Authority into twelve to eighteen regionally
based “Health Integrated Systems’ (HIS) as the way forward, along with a
number of other suggestions for reforming the health care delivery and
policy-making system.

The Harvard Report was extensively debated, but in the end, there was not
much support for compulsory health insurance. Various surveys of the
general public showed that less than 24 percent of those surveyed
supported compulsory health insurance.™

(© Lifelong Investment in Health

A government consultation document (the third within a ten-year period)
entitled Lifelong I nvestment in Health was issued towards the end of 2000.
Noting that there was not much support for compulsory health insurance,
the document put forward a medical savings proposal, termed Hedth
Protection Account (HPA), requiring working persons reaching a certain
age to contribute 1 to 2 percent of their earnings, which will be used to pay
for health services in public hospitals after the age of 65*°.

The highly restrictive nature of the proposed plan did not receive support
from the public or other stakeholders. Low income persons, who aready
had problems making ends meet, naturally opposed it, as the plan would
further reduce their take home pay. The middle class and persons of higher

B Gauld, R., & Gould D. 2002. The Hong Kong Health Sector. Hong Kong: Chinese University Press,
p.123-125.

14 Gauld, R., & Gould D. 2002. The Hong Kong Health Sector. Hong Kong: Chinese University Press,
p.134-138.

15 Hedlth and Welfare Bureau 2000. Lifelong Investment in Health: Consultation Document on Health Care
Reform. Hong Kong: Printing Department of the Government of the Hong Kong Special Administrative
Region, p. 56.



income felt that they were asked to contribute, on the top of their regular
tax contributions, to a system without any promise of getting better service
or more choice in return.

There were also doubts about whether the one percent of earnings
contribution to the medical savings account of the ordinary working
persons would be able to make any meaningful difference to the overall
health care financing picture16. For persons of higher earnings, a large
amount of money would be locked up in their HPA, asthey could not useit
to purchase private health care services.

(d) Building a Healthy Tomorrow

In 2005, Government, through the Health and Medical Development
Advisory Committee, published a discussion paper on the future service
delivery model. While the paper did not contain specific proposals for
financing reforms, it reeemphasized the importance of primary care and the
role of family doctor, and defined more clearly therole of the public sector:
acute and emergency services, services for the low income groups,
catastrophic illnesses, and the training of health care professionals.

2. Public reactions to the main proposals of the previous consultation papers
unmistakably suggest the preference for incremental changes to the status quo, and that the
majority prefers to preserve the present tax-based financing system as the major source of
health care financing.

Pressure Points and K ey Concerns

23.  Inspiteof its many strengths and well-endowed finandng provision at the moment,
Hong Kong' s hedlth care system is stressed. There are excessive work loads rising staff
shortages and worsening waiting times in the public sector. The private sector has limited
hospital capacity and can be easily affected by changes in the dominant and highly
subsidized public sector.

24. Like most developed economies in the world, escalating health care needs and
demand will pose a serious threat to the sustainability and responsiveness of our health
care system. According to the Hong Kong Census and Statistics Department, the
population is expected to remain on an ageing trend. The proportion of the population
aged 65 and over is projected to rise markedly, from 12 percent in 2006 to 26 percent in
2036, though the rise will be gradual up to around 2016 (when the proportion will reach
15 percent) and will pick up at a much faster pace thereafter. The elderly and overal
dependency ratios will also increasesignificantly during this period.*’

5. Maintaining the status quo is clearly not the answer to meeting users’ needs,
demands and expectationsin future. What should be done to better prepare for the future?

16 Gauld, R., & Gould D. 2002. The Hong Kong Health Sector. Hong Kong: Chinese University Press, p.160.
" Demographic Statistics Section, 2007. Hong Kong Population Projections 2007-2036. Hong Kong
SARG: Census and Statistics Department.
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Four problems are particularly noteworthy and should be the key concerns in reforming
Hong Kong's health care system:

(@)

(b)

(©

I nsufficient emphasis on prevention and personal health

The provision of primary health care in Hong Kong is not well organized.
Services tend to be episodic and treatment-oriented, lacking in continuity
and sparse in prevention. An integrated multidisciplinary team approach,
involving dentists, nurses, pharmacists, alied health professionals such as
physiotherapists and occupational therapists working together with
registered, accredited primary care doctors with training in family medicine
in community health centers, to deliver holistic family-medicine-oriented
primary health care is rare. In addition, there is little communication
between Chinese and western medicine although the majority of the
population uses both and better integration would enhance patient centred
care.

Patients' culture and health seeking behaviour tend to focus more on
finding quick fixes than on prevention or adopting healthy lifestyles. The
public has insufficient appreciation and emphasis on primary health care.
Maintaining regular access to a doctor is also not common even though
when a patient builds a continued relationship with the same doctor, the
result is enhanced care, increased trust, and patient adherence to treatment
regimens. There is an over-reliance on treatment and a tendency to shop
for doctors and to place more value on expensive secondary or tertiary
health care.

Imbalance between public and private sectors in secondary and tertiary
care

The public health care sector currently accounts for over 90 percent of total
secondary and tertiary care. Its subsidy from the Government is huge,
around 95 percent. That means low out-of -pocket payment for users. This
imposes enormous pressures on public facilities and leads to long waiting
time for patients, long waiting lists and increased workload for staff.

The public’s over-reliance on the public sector perpetuates dominance of
the public sector which leaves little room for the private sector to innovate
or for new players to enter the market. A more level playing field between
the public and private sectors has yet to be fully realized in order to bring
about better utilization of resources and overall improvement of our health
system.

Sustai nability of society’ s health care resourcesin question

With Hong Kong providing access to reasonably high quality health care to
all of itsresidents at an affordable price, the sustainability of the system has
been questioned by many. The aging of the population, aspirations for new
technology and new drugs adherence to the principles of a small
government and low tax regime, and the unlikely change in magnitude in

11



future Government funding will stretch resources and impose increasing
pressures on the public health care system (see Figure 2). This raises
serious questions about the future sustainability of Hong Kong' s health care
system if it remains unchanged.

Figure 2— Pressure Points on Public Health Care System

Demand for Services Supply of Public Funds and

Services
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— ! A
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Il Government
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Tertiary Health Care
A

The doubtful future financial sustainability of the public health care sector
is discernible from another dimension. Unless changes are made, Hong
Kong' s health expenditure, at 5.5 percent of Gross Domestic Product (GDP)
in 2001/02, is estimated to increase to 7.5 percent by 2020 and 9.3 percent
by 20308 (see Figure 3). The 2001/02 public sector expenditure

Figure3 —Health Expenditurein Hong Kong

2001/02 2020 2030
% of Total Health Expenditure in GDP 55% 7.5% 9.3%
% of Public Health Expenditure in GDP 31% 4.3% 53%
% of Government Expenditure 14.5% 21.5%| 26.5%

Source: Domestic Health Accounts 2001/02 and health care expenditure projection study by Gabriel Leung, 2006.

Bauhinia assumptions: Government expenciiture in 2020 and 2030 assumed to be 20% of GDP (maximum).
Public health expenditure as proportion of total health expenditure in 2020 and 2030
assumed to remain constant at 57%.

constituted 57 percent of total health care expenditure or 3.1 percent of
GDP. If this proportion remains constant in the future, public sector health
expenditure may increase to 4.3 percent and 5.3 percent of GDP by year

8 Leung G. 2006. Hong Kong's health spending — 1989 to 2033. Proceedings of the Hospital Authority
Convention 2006.
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2020 and 2030 respectively. However, assuming future Government
expenditure will remain at 20 percent of GDP and allocation to public
sector health care remain at 17 percent of total Government expenditure
because of other competing demands, the public sector’'s GDP share for
health will at most be 3.4 percent.

By years 2020 and 2030, health care’ s share of Government expenditure is
projected to increase to 21.5 and 26.5 percent respectively. These
percentages will mean cuts into other areas by a wide margin which is not
likely to be acceptable to the community. This suggests that Government
cannot afford to continue with the present system: it is not going to be
sustainable in the future

(d) Intergenerational equity not fully addressed

Hong Kong's current tax-based health care financing system, essentially a
pay-as-you-go system,*® has many benefits (see paragraph 25 below) and
has always served as the safety net for its residents. This system of health
care financing should be preserved so that no one should be deprived of
essential health care because of the lack of means. Moreover, there is a
strong demand from society that this safety net, which has been available to
them for a long time, should continue so that they are protected from
traumatic financial consequences in the event of major illnesses.

But as Hong Kong's population structure changes, health care costs will
increase steadily. The current pay-as-you-go system will incur a huge
increase in future burden of these costs. That is, the burden of paying for
health care of the elderly as the dependency ratio increases will be passed
onto the shoulders of the younger generations of tax payers. This means
that the tax-based financing approach will become increasingly non-viable
if it is Hong Kong residents choice that taxes should not be increased to
meet increasing health care costs. The issue of intergenerational inequity
of burdens will become more severe in the future and pressure on the tax-
based health care financing system may become insurmountable. What is
needed is an equitable and effective way to prefund the health care
spending of the elderly to enable them to achieve a healthy, independent
old age before they get old.

9 Inthistype of system, money is collected from many i ndividuals during a given year and spent on some of
the individuals during that year. Initsdf, it isaform of risk pooling and is well known in health economics
for itsmora hazard problems.

13



IIl. GUIDING PRINCIPLES OF REFORM

2. Hong Kong' s health care system must change if it is to remain a sustainable and
responsive system. Hong Kong's future health system should am to improve
intergeneration equity, cherish health care resources as a common good, reduce waste,
improve quality, enhance choice, achieve early prevention and detection of illness, raise
awareness and promote mutual care and responsibility. Towards these goals, proper user,
provider and government behaviours should be nurtured to drive the health system’'s
effectiveness and sustainability.

2. We propose that the following be the guiding principles, underpinned by equity,
accessibility, efficiency, quality, choice, mutual care and joint responsibility as core values,
for reforming Hong Kong' s health system:

@ Change of individual behaviours, to include

() greater self-responsibility for one's own hedlth;

(i)  greater awareness of primary heslth care;

(ii)  more emphasis on prevention to reduce the need for care,
(iv)  changein health seeking behaviour;

(v)  judicious use of hedlth care services; and

(vi) early planning for heath care financing after retirement for a
healthy old age.

(b) Change of Gover nment behaviours, to include

() increasing public emphasis on primary hedth care (e.g. use of
family doctors, development of individual health portfolios, and
person/patient centred care supported by electronic patient records)
through education, community promotions and funding support;

(i)  maintaining a safety net in health care for the grassroots and the
middle class who choose to use public services ; and

(i)  encouraging users to seek more choice and better services through
shared responsibility.

(© Change of service providers behaviours, to include
() enhancing service standards, increasing fee transparency and
improving efficiency;

(i) promoting competition and cooperation between public and private
sectors to address the imbalanced situation; and

(i)  setting key performance measures and providing incentives for
performance and enhanced quality of care.

14



IV.OPTIONS FOR CHANGE

28. Reforming the hedth care system must be about improving performance and
incentives to enhance and sustain peopl€e’ s health. This involves making effective changes
in the governance, management and delivery arrangements as well as the financing
mechanisms in order to make it happen.

29. Internationally, health care systems governance, management and delivery
arrangements are converging and following similar development trends, even though
individual nations develop their own composite systems to reflect their socioeconomic and
political attributes and aspirations. Thus hedlth care financing mechanisms are variable
among different economies. However there are principally only four major approaches to
health care financing:

@ taxation

(b) social insurance

(© private insurance

(d) medical savings schemes

Such gpproaches are not mutually exclusive. The basic features as well as the pros and
cons of each approach are summarized below.

The Tax-Based M odel

30. Health care services are predominantly funded by genera government revenue
which tends to rely heavily on income tax, corporate profit tax, and indirect taxes. Non-
publicly funded services are largely financed by out-of-pocket payments and/or private
insurance plans. Countries and regions that rely mainly on taxes to finance their health
care system include UK, Sweden, and to alarge extent Hong Kong (mainly public hospital
services). Under such systems, governments allocate funds to a health/hospital authority,
which in turn funds public hospitals. Patients can utilize services provided in the public
sector at a highly subsidized rate.

3L The advantages of financing health care with taxes include: low administration
costs and equal access to publicly funded services by every member of the community.
The frequently cited disadvantages of tax-based systems include: availability of funds is
highly susceptible to the performance of the general economy; many other services
compete for general tax funds, the difficulties associated with raising taxes to meet
increasing health care requirements; publicly funded services are often not consumer-
oriented; and the tax-based system is basically a*“pay-as-you-go” system, which does not
address the aging population situation and the intergeneration equity question — the
shrinking percentage of younger tax payers, resulting in amuch higher tax rate for the next
generation in order to pay for the health care services of the elderly.
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The Social Health Insurance M odel

. Social insurance schemes are always compulsory contributory schemes. Under
such schemes, all working persons are required to contribute, to a health insurance fund, a
certain percentage of their income (normally with employers also contributing). The
insurance fund is often administered by a body at arm’s length from government.
Community rating (i.e. premiums are not related to the health status of the individual) and
universal coverage are always practised in social insurance systems. Services rendered by
public and private providers are reimbursed by the social insurance fund. Countries and
regions that rely mainly on social insurance to finance health care include Japan, Taiwan,
South Korea, Germany and Canada. The schemes in the Netherlands and Switzerland are
also social insurance schemes, with participation from private insurance organizations.

. The advantages of social insurance systems include: a higher degree of financial
transparency regarding the sources and uses of funds; raising premiums to meet rising
requirements is relatively easier than raising taxes, and services tend to be more
responsive to the needs of the consumers than tax-based systems as most insurance
systems pay providers on a “money follows patients’ basis. The drawbacks of such
schemes include: higher administration costs associated with collection and disbursement;
problems of moral hazards which will lead to more unnecessary utilization if not well-
managed; and, as in the case of tax-based systems, social insurance systems are also “pay-
as-you-go” systems, which do not address the problems of aging and intergeneration

equity.
The Voluntary Private Health Insurance M odel

A Unlike social health insurance, private health insurance is generally purchased on a
voluntary basis, either by individuals or by groups (mostly employers). The premium
varies depending on the benefits and the health condition of the insured (known as
experience rating). Consequently, the elderly and persons with existing medical
conditions are required to pay prohibitively high premium.

. The USA is the only industriadlized country which relies mainly on private
insurance to finance its hedlth care services. The majority of the working population
obtains insurance coverage through employment. The US government has two tax-funded
insurance programs, the MEDICAID and the MEDICARE, to pay for the health care
services of the low income and the elderly.

6. Private health insurance aso plays an important role in some countries such as
Australia In Australia, which has a compulsory national insurance scheme, private health
insurance is voluntary but regulated. Registered plans must practise community rating.
The Government provides financial incentives for people to purchase registered private
health insurance plans— private insurance policy holders receive 30 percent rebate on their
compulsory national health insurance levy.

3. Private insurance provides benefits such as choice of doctors in the private sector,
choice of private hospitals and the more flexible scheduling of care for non-urgent
conditions. The advantages of private health insurance include: greater choice to
consumers in terms of plans and providers;, and services tend to be more consumer-
oriented for those with adequate insurance coverage. The disadvantages include: high
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administration costs; more unnecessary utilization if not well managed; the unemployed,

the elderly, and persons with chronic conditions are often unable to obtain coverage in
voluntary schemes.

The M edical Savings M odel

3. Unlike insurance models, in which contributions from participants go into apool to
pay for the expenses incurred by all within the same year, medical savings models creste
individual savings accounts where contributions accumulate over time. From a risk
pooling standpoint, medical savings accounts are just a different way of pooling financial
risk. Instead of taking a pool of funds across many individuals in one year, medical
savings accounts take the pool of funds over many years for one individual.

0. Contributions to the savings accounts are normally compulsory. Medical savings
accounts is a relatively new idea which attempts to address the aging population and the
intergeneration equity question — each person saves up for his’lher medical needs after
retirement, and will not be a burden to the next generation. Singapore is the first country
to adopt this system. Medical savings schemes are also found in China and the United
States.

40. The advantages of the medical savings mode include: higher degree of
acceptability (contributions do not disappear into a black hole as in insurance premium or
taxes but will remain in the participant’ s account); it is the only effective way to address
the intergeneration equity problem,; it empowers patients and can foster behaviour change
of participants; and participants might use health care services more judiciously with
money in their savings account than under insurance or tax-financed situations. The
disadvantages of savings schemes include: the lack of adequate funds, especially during
the early years, to finance maor or catastrophic illnesses if not covered by suitable
insurance products and/or government underwriting the risk with general revenue; and
high administration costs associated with collection, fund management, and disbursement.
Moreover, by establishing savings accounts alone without other funding (e.g. tax-based) is
not atotal approach to any health carefinancing system.

Findings

41. None of the financing approaches examined above is a perfect solution to the
health care system that adopts it. When societies are becoming more complex and
pluralistic, a single source of health care financing is unlikely to be adequate to meet the
diversified needs of any health care system over time. And, since Hong Kong' s health care
reform needs to meet a complex set of constantly changing needs and expectations of
users, providers and related stakeholders, a pluralistic model is needed.
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