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here are three major branches
in the literature that contribute
to the explanation of change in

healthcare policy, which are the func-
tionalist perspective, institutionalism
and  path-dependence
and the theory of power resources." 2
While all of these approaches have their

strengths, they mainly derive from the

explanations,

broader analysis of the welfare state and
therefore tend to neglect the specifics of
healthcare systems, especially their ty-
pology. Yet, the specific healthcare sys-
tem type — as we argue in what follows
— is a crucial factor when it comes to the
explanation of change.

In this paper, we outline our theo-
retical concept for explaining healthcare
system change. We do this against the
backdrop of information we gathered
by qualitative and quantitative analysis
of 23 countries belonging to the Organ-
isation for Economic Co-operation and

Development (OECD) before the first

oil crisis (Turkey excluded) in conjunc-
tion with a detailed focus on the cases of
Great Britain, Germany, and the United
States.> * These cases are taken to repre-
sent ideal approximations of state-based
National Health Service (NHS) systems,
social insurance, and private healthcare
system types, respectively.

To briefly summarize these results,
in the 1970s, healthcare systems dif-
fered greatly in terms of their spending
patterns, mode of service delivery, and
regulatory structures. Over time, with
respect to the role of the state, we find
convergence in healthcare financing,
and a common privatization trend in
service provision. Convergence means
that systems grow more similar, which
quantitatively can be expressed by a
diminution of variance (so-called sigma
convergence). Common trends, in turn,
describe the fact that indicators move in
the same direction, without necessarily
approaching each other.
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Convergence also occurs in the regu-
latory dimension of healthcare systems.
By drawing on our qualitative case stud-
ies, we find that these healthcare sys-
tems have blurred. More precisely, they
incorporated structures of regulation
they were originally lacking, i.e. which
are not characteristic for the respective
healthcare system type.’ The blurring of
healthcare systems and the emergence
of mixed types imply increasing simi-
larities and therefore can be consid-ered
as specific forms of convergence.

In the following, we start by pre-
senting a general explanatory model for
healthcare system change. We continue
with a system-type specific account,
exemplifying the changes for (1) state-
led NHS systems, (2) social insurance
schemes, and (3) private healthcare sys-
tems. We conclude by suggesting that
only mixed structures adequately re-
spond to the common problem pressure
caused by globalization, demographic
change, and medical-technological
progress that healthcare systems must
cope with.

Explaining Healthcare System
Change

In order to explain the phenomena
of convergence and common trends, it
is hypothesized that healthcare systems
share a common source of problem
pressure which forces them to induce
change. According to the standard func-
tionalist argument, we should witness a
uniform reform path in all industrial-
ized countries." ©7 In contrast to this
theory we find that the chosen trajec-
tories vary considerably among the dis-
tinct types of healthcare systems. The
crucial explanatory variable, therefore,
is the healthcare system itself, its defi-
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ciencies, and functional requirements as
reflected in the specific system type. The
direction of change is ultimately subject
to the particularities of individual sys-
tem types (modified problem pressure
hypothesis).

The General Explanatory Model

To structure our argument, we pro-
pose a general model of healthcare sys-
tem change, which serves as a heuristic
device (see Figure 1). The explanatory
model addresses the interplay of specific
driving forces, which cumulatively exert
problem pressure on healthcare systems.
This system stressor can then be seen
to interact with intervening variables,
which structure change by veering sys-
tems toward a specific direction and by
setting the pace; thus accelerating or re-
tarding and even temporarily arresting
transformation.

To start with the driving forces, we
distinguish between material (e.g. glo-
balization, medical-technological prog-
ress, demographic change), institutional
(e.g. Europeanization), and ideational
forces (individualization). Without im-
mersing too deeply into the mechanisms
of how these forces act in an isolated
manner, it can be said that particularly
demographic change, medical progress,
and individualization tend to increase
demand for scarce resources. Globaliza-
tion and Europeanization restrict policy
makers’ discretion and set limits on
(public) healthcare spending. For the
time being, however, we will argue that
their cumulative effects exert problem
pressure on healthcare systems.> 7 As
a consequence, efficiency has been the
catch-word in the political debate since
the 1990, requiring healthcare systems
to implement cost-containment strate-
gies while simultaneously achieving (or
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Figure 1: General Explanatory Model

preserving) responsiveness and choice.”
19 At the same time, institutional forces
require the harmonization of national
healthcare policies and the compliance
with international law.

Regarding the intervening variables,
the most crucial factors are the healthcare
systems themselves: their value systems
and the associated veto points and or-
ganized interests, which are also part
of the broader political-economic sys-
tem. In line with the “modified prob-
lem pressure hypothesis,” it is both the
nature and degree of problem pressure,
subsequently mediated by the compo-
nent factors of the healthcare systems
themselves, which can be said to define
the direction of healthcare system trans-
formation observed (dependent vari-
able, see Figure 1).

The Modified Problem Pressure
Hypothesis: Why do Mixed-Types of
Healthcare Systems Emerge?

A widely held belief is that problem

pressure necessarily leads to a privati-

zation of social risks, the introduction
of market competition, and a retreat
of the state in all healthcare systems of

the OECD
lyzing the empirical data, we find that

world." Yet, by ana-

common privatization trends are solely
observed in the service provision di-
mension. Privatization trends alone,
therefore, explain only part of the story.
Regarding their financing structure, in
contrast, we find that the healthcare sys-
tems have approached each other with
respect to the role of the state.™ Even
more persuasively, convergence in the
regulation dimension implies a blurring
of systems, i.e. public elements grow in
the private US healthcare system, while
market competi-tion is considerably en-
hanced in the state-led UK system and
the German social insurance scheme as
well.> 4 It is therefore our hypothesis
that only mixed structures adequately
respond to the common problem pres-
sure healthcare systems are facing, lead-
ing to our core theme, the “modified
problem pressure hypothesis.”
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This hypothesis suggests that in
search of solutions to common problem
pressure, systems develop distinct policy
responses, thereby quitting traditional
paths and taking up new elements
that are non-system specific. As system
types vary so too do their adaptive re-
sponses. By “borrowing” from each
other healthcare systems transform into
mixed-types.” The modified problem
pressure hypothesis takes into account
that different lines of adaptation emerge
depending upon the specific healthcare
system type the observed countries re-
semble.

Healthcare Systems and their
Response to System-specific
Deficiencies

According to our argument, the di-
rection of change is indicated depend-
ing on the specific features and deficien-
cies of the healthcare system type. In a
somewhat stylized manner, we outline
the general characteristics as well as the
system-specific deficiencies by examin-
ing the system logic of (1) state-led NHS
systems, (2) social insurance schemes,
and (3) private healthcare systems,
which serve as examples of most pure-
type healthcare systems.”” We thereby
draw on the general system logic, as well
as on some empirical examples, which
may serve as first evidence.

State-led National Health Services

Healthcare in National Health Ser-
vices (NHS) is characterized by universal
coverage based on citizenship. Ideally, a
full range of health services is provided
free at the point of delivery. Conse-
quently, services are typically financed
through taxes. Health service delivery is
characterized by the dominance of pub-
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lic provision, i.e. state-owned hospitals
as the dominant providers in the inpa-
tient sector and public employees in the
outpatient sectors. Moreover, the rela-
tions between financing institutions,
service providers, and (potential) ben-
eficiaries/patients are mainly regulated
through state hierarchy. Within our
OECD sample, the Nordic countries
(Denmark, Finland, Iceland, Norway,
and Sweden), Australia, Ireland, New
Zealand, and the UK, as well as Italy,
Spain, and Portugal can be counted
as NHS systems. However, this large
group of NHS countries is heteroge-
neous and some countries significantly
deviate from the ideal type description
as the outpatient, dental and/or phar-
maceutical sectors are characterized by
private providers.®

NHS systems are successful in cost-
containment, but tend to develop spe-
cific malfunctions such as long waiting
lists for certain treatments, insufficient
investment in healthcare facilities, poor
responsiveness, and low productivity of
providers. These problems are related
to budget cuts which entail forms of
rationing, but can also be more gener-
ally related to the idea of “state failure.”
In short, the notion of state failure as-
sumes that state-organized healthcare
may guarantee equal access to services
but fails to provide services efficiently.’
Therefore, in state-led NHS systems
problem pressure mainly translates into
remedies for state failure. Driven by
the need to produce healthcare services
more efficiently (cost-effective and tech-
ni-cally efficient), mainly market-based
alternatives come under consideration.

The developments in state-led sys-
tems with respect to the role of the state
in healthcare can be crudely summarized
as follows. The role of private healthcare
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financing has increased on average, and
service provision has been privatized in
various ways. Moreover, NHS systems
have implemented market elements
as modes of regulation. However, the
implementation of market-oriented re-
forms does not necessarily mean a loss
of state authority, since markets need
to be regulated. Therefore market-ori-
ented reforms tend to go hand in hand
with intensified state hierarchy (“seesaw
effect”).

The increasing salience of private
financing in state-led systems may be
simply a side-effect of cost-contain-
ment in the public system. It must be
considered, however, that this form of
privatization may involve high politi-
cal costs. In the UK, public financing
has increased massively from 2003 on-
wards, after years of continuous decline
of the public financing share.'® Private
financing can also reveal dissatisfaction
with the public system, e.g. undue wait-
ing times or low standards of treatment
provide incentives to choose private
alternatives."" As a further option, the
rise of private financing may also reflect
attempts to avoid excessive demand.
Cost-sharing can be implemented to
provide an incentive for using more
primary care, as done in Italy and some
Scandinavian countries.!”"

In the service provision dimension
we observe diverse forms of privatiza-
tion. Functional privatization'? has
often been a first step, particularly the
outsourcing of non-clinical services to
private corporations. Less frequently,
health-related functions and hospital
management have been outsourced."
The trend to abolish command-and-
control management and to grant more
autonomy to hospitals goes hand in
hand with formal privatization." For-

mal privatization means that hospitals
adopt private legal forms and private
management structures while remain-
ing in public hands. The sale of hospi-
tals to private owners, however, appears
to be rather marginal in most NHS
countries. Instead, private providers
have often been strengthened implicitly
as resources have been shifted towards
the outpatient sector, where private pro-
viders play an important role.® These
diverse forms of privatization can be
understood as attempts to increase in-
centives to provide services more effi-
ciently and to steer resources away from
cost-intensive inpatient care.

State hierarchy as the dominant
mode of regulation in NHS systems
has supported cost-containment poli-
cies which can easily be implemented
through global budgets.”” At the same
time, hierarchical modes of regulation
— often in the form of centralized plan-
ning — tended to produce inefficien-
cies in allocation, which, for example,
became manifest in long waiting lists.
As a result of system-specific problems,
NHS systems have supplemented state
hierarchy with market-style modes of
regulation.'® 7 Several NHS systems
such as England, Finland, and Italy
have established a purchaser-provider
split, though in some cases limited to
certain areas, as in Sweden and Spain.'®
Accordingly, providers must compete
for purchaser contracts. Furthermore, in
Italy managerial behavior has generally
been encouraged.'® Probably the most
comprehensive reform steps have been
taken by the English NHS through the
creation of internal markets."”

The introduction of market mecha-
nisms, however, provoked new state
interventions. For example, during
the implementation of the purchaser-
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provider split UK hospitals ran into
difficulties due to massive problems
regarding calculating costs and contract
models with purchasers. By state inter-
ference, cost calculation was standard-
ized through the Healthcare Re-source
Groups (an equivalent to Diagnosis
Related Groups)."” Thus, hospital re-
muneration exemplifies a seesaw effect
as the state introduces competition by
means of hierarchical intervention and
is forced to apply further regulatory
measures in order to support the func-
tioning of markets.

Social Health Insurance Systems

Social health insurance (SHI) sys-
tems account for the second largest
group in our OECD sample, consisting
of Austria, Belgium, France, Germany,
Japan, Luxembourg, the Netherlands,
and, since 1996, Switzerland. The sys-
tem logic of SHI is characterized by
corporatist  self-regulation based on
collective bargaining between sickness
funds and provider associations.”® On
the financing side, wage-related con-
tributions play a dominant role. With
regard to service delivery, inpatient
care mainly relies on public or private
non-profit hospitals, whereas the other
healthcare sectors (i.e. the outpatient,
dental, or pharmaceutical sector) are
dominated by private for-profit provid-
ers.”! SHI schemes usually cover a large
part of but not the entire population.
Although insurance is generally manda-
tory, the self-employed, civil servants,
and high-income employees often have
an exit-option.?

The eroding financial basis of SHI
schemes can be identified as a major
system-specific deficiency. First and
foremost, the share of wages on overall
economies’ incomes decreased since the
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late 1970s, while capital gains (which
are not subject to contributions) be-
came more important in all OECD
countries.”? The decline of standard
fulltime employment also decreased the
sickness funds’ revenue.!® Furthermore,
demographic change negatively affects
the ratio between contributors and
recipients.”® At the same time, global
competition foreclosed the raising of
SHI contributions as they represented a
(visible) part of labor costs.”” Thus we
observed attempts to promote alterna-
tive funding sources, such as taxes or
private payments. In Germany and the
Netherlands, for example, private out-
of-pocket expenditures increased since
the mid-1990s.'° In addition, social in-
surance contributions were transformed
from wage-related to per-capita flat-rate
contributions. This occurred recently
in the Netherlands where almost half
of the total healthcare expenditure is
financed through income-independent
contributions.?

In service provision, trends towards
privatization and “profitization,” i.e. the
growth of private for-profit providers at
the cost of private non-profit providers,
are mainly driven by permanent fiscal
austerity, which limits the state’s sup-
port for public or private non-profit
hospitals. Regarding public hospitals,
governments often react with formal
privatization to raise incentives for ef-
ficient behavior by making them re-
sponsible for profits and losses.'® In
addition, private non-profit hospitals
must cope with reduced support due to
secularization trends. Public and private
non-profit hospitals with unfavorable
cost structures are vulnerable to acquisi-
tion by private for-profit organizations.
The advantages of for-profit organiza-
tions include more flexible personnel
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structures and easy access to the capital
market. Since for-profit operators serve
investors’ interests, they are forced more
strictly to provide services efficiently.

Concerning the regulation of SHI
systems, we observe a decreasing role
of corporatist self-government and an
increase of state hierarchy and mar-
ket competition at the same time. We
conclude that this particularly striking
change is a reaction to self-inflicted steer-
ing failures and the tendency towards
deadlock. These phenomena which are
commonly labeled “institutional sclero-
sis,” are mainly caused by rent-seeking
behavior of corporatist actors.

In a system of mandatory assigna-
tion to sickness funds, the insurer has
no incentive to reduce contribution
rates while the collective arrangements
force him, rather, to be responsive to
providers’ claims. Competition between
sickness funds has been introduced in
the Netherlands in 1989 as well as in
Germany and Switzerland in 1996.”
As soon as the state intervenes with the
abolition of fund assignation, competi-
tion restrains the funds’ freedom to in-
crease contribution rates.”® Yet a consid-
erable side-effect of competition on the
financing side is the incentive for risk
selection.”” In nearly all SHI systems,
the state reacted to this adverse result of
market competition with the introduc-
tion of risk-compensation schemes.*
As the sickness funds needed different
means to unfold competition, the gov-
ernment started to cut back collective
bargaining by introducing selective con-
tracting with providers.”” Germany and
the Netherlands are examples of this
spill-over effect of competition from
insurer to provider markets.’® Further-
more, market-oriented changes in the
reimbursement structure were imple-

mented to improve cost-effectiveness of
the healthcare system and to reduce the
rent-seeking of providers. In the inpa-
tient sector this is strongly tied to the
switch from reimbursement schemes
according to incurred cost to flat-rate
payment systems, calculated by using
Diagno-sis Related Groups.” Generally,
the pharmaceutical sector became more
affected by hierarchical price control.
Nearly all social insurance systems have
introduced fixed or reference prices in
their pharmaceutical markets.?* 3

As the definition of the benefit
package is a major challenge of a system
regulated by collective bargaining pro-
cedures, this aspect is especially prone
to state intervention. In SHI systems,
the failure of corporate actors to define
an appropriate scope of medical goods
and services to be collectively financed
therefore also leads to greater state in-
tervention. Institutions for health tech-
nology assessment have been founded
in nearly all SHI systems, like in Aus-
tria, Belgium, Germany, France, and
the Netherlands. Sometimes, hierarchi-
cal regulation is covered by integrating
self-regulatory structures, but all these
measures are implemented and often
controlled by the “shadow of hierar-
chy.”

In conclusion, poor cost-contain-
ment capacities and the lack of cost-
effectiveness in collective bargaining
systems provoked the state to intervene
hierarchically as well as to introduce
competitive market mechanisms, which
in turn led to even more hierarchical re-
regulation. This seesaw effect squeezed
corporatist self-regulation in between
and is the key to understanding the blur-
ring of the social insurance systems.

Private Insurance Systems
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The logic of private healthcare
systems is characterized by extensive
reliance on consumer demand and
market competition as a mode of gov-
ernance.* In our sample of 23 OECD
countries, Switzerland (until 1996)
and especially the United States come
close to the competitive market mod-
el. In private systems, the purchase of
insurance is not mandatory, nor are
the insurers obliged to accept all ap-
plicants. Insurance companies sell a
variety of contracts that are contingent
upon health status and also reflect con-
sumer’s willingness and ability to pay.
Service delivery is mainly performed
by private providers. This also means
that healthcare is an industry where
private entrepreneurs respond to the
high mobility of capital.”* In the out-
patient sector, physicians are generally
self-employed and therefore mainly
for-profit providers.

While private healthcare systems
in general score relatively high with
regards to responsiveness and choice,
their ability to achieve social objectives
is limited.>® Private health insurance
markets suffer from “market failure”
caused by adverse selection and moral
hazard".? Insurers try to avoid prob-
lems of adverse selection by risk-rating
premiums and by imposing (high) co-
payments. This method renders health
insurance unaffordable particularly for
those population groups who most
urgently need it, i.e. sick and poor
individuals.* Furthermore, private in-
surers intend to reduce uncertainty by
excluding pre-existing medical condi-
tions from the benefit package or by
completely denying coverage for an
applicant.?® Private healthcare systems
thus hardly achieve full coverage of
the population with a comprehensive
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benefit package. The result is an in-
crease in the number of uninsured and
underinsured persons, as experienced
drastically in the US healthcare system.
In addition, as long as financing agen-
cies are just payers and do not actively
manage service provision, they are par-
ticularly prone to moral hazard behav-
ior. Private systems therefore tend to
have high healthcare ex-penditures.®
In fact, the US and Switzerland have
the most expensive healthcare systems
in the world, consuming in 2005 over
15 percent of the GDP and 11.5 per-
cent, respectively.!’

As a consequence of efficiency pres-
sure, hierarchical elements of regula-
tion have increased in private insurance
systems over time. Switzerland even
moved away from a private to a social
insurance scheme by establishing man-
datory insurance for all citizens and
thus tackling the problem of uninsur-
ance and underinsurance.”’ The system
change was enabled by state interfer-
ence in 1996 through the introduction
of the New Law of Health Insurance
(Krankenversicherungsgesetz, KVG).
The main objectives of this law were to
contain costs, strengthen solidarity, and
to provide access to high quality health
services for every individual.*' Also in
the US, public and societal elements
grew considerably. On the side of the
government, public programs for the
aged, the disabled, and the indigent
were enacted at a time when many el-
derly persons faced challenges finding
affordable coverage within private mar-
kets.?” 2 With US Medicare, a social
health insurance program was imple-
mented for the aged and the disabled.
The considerable increase in public
funding also entailed a substantial rise
in hierarchical state regulation.* % Yet,
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in the realm of private insurance, gov-
ernment regulation remained weak es-
pecially vis-a-vis service providers.®

In private insurance, vertically inte-
grated private managed care organiza-
tions gained a foothold. Due to their
hierarchical structure, they were able
to impose instruments for steering pa-
tients and providers. Private managed
care arrangements, therefore, operated
as a functional equivalent to govern-
ment regulation. Health Maintenance
Organizations (HMOs) achieved con-
siderable savings, especially in the first
decade of their spread. As a conse-
quence of the backlash against HMOs,
“virtually” integrated provider networks
emerged, giving some leeway for bar-
gaining procedures in the interaction
between insurers and service provid-
ers.® 77 Managed care was introduced
in Switzerland as well, yet in this case,
it was a consequence of state legislation
(KVG 1996) and therefore not initi-
ated by private actors. Nevertheless, the
managed care instrument was adopted
in order to bring more hierarchy into
the delivery system.

On the side of service providers, the
system logic of private, market-based
healthcare systems led to the expecta-
tion that most providers are private for-
profit. We find this assumption affirmed
only for the outpatient sector, where
most physicians are self-employed. In
inpatient care, by contrast, non-profit
providers (public or private) prevail,
as they are either part of the safety net
(US) and/or because they are subsi-
dized by the state (Switzerland).® % In
the US, public inpatient care provision
decreased as a direct consequence of
the growth of managed care. Here the
government sold its municipal hospitals
in light of increasing market competi-

tion.” Functional privatization through
outsourcing activities is advanced, espe-
cially in the US. For example, hospitals
commission the service industry not
only with catering and laundry services,
but also with management functions,
such as human resources management
and payroll accounting. Most of these
highly specialized suppliers are private
for-profit businesses.

In coping with system deficiencies,
hierarchical elements have increased
considerably in private healthcare sys-
tems, emanating from the side of public
and private actors as well. More col-
lective financing too is observed, ei-
ther through the introduction of social
health insurance or by an increase in
public funding. At the same time, prof-
itization tendencies in the health service
sector are clearly to be discerned, but
are limited in their extent as the state
subsidizes the non-profit industry.

Conclusion

Healthcare systems once differed
largely with regards to spending pat-
terns, the mode of service delivery,
and their regulatory structures. Over
time, we have observed convergence
(financing and regulation dimension),
common privatization trends (service
provision), and a blurring of healthcare
systems (regulatory dimension).

In this paper, we have shown that
convergence and the common trends
we observed in the healthcare systems
of OECD countries can be explained
by the reaction of distinct system types
to the common problem pressure. Evi-
dently, only mixed structures adequately
respond to common problem pressure
healthcare systems have to cope with.
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In our examination of the changes for
state-led NHS systems, social insur-
ance countries and private healthcare
systems, we have demonstrated that the
system types themselves — their func-
tional requirements and deficiencies —
lead the direction of change. The “mod-
ified problem pressure hypothesis” we
put forward, therefore emphasizes that
problem pressure is mediated by the
component factors of the systems them-
selves. As systems integrate features that
are non-system specific, they blur in
their composite features and ultimately

converge. ?

Notes

i. Individualization trends have two major
consequences. On the one hand, chang-
ing life patterns require new forms of
risk protection. On the other hand, in-
creasingly informed and self-conscious
patients successfully demand the respon-
siveness of healthcare services.

ii. For a general critique see °.

iii. Here we observe common privatization
trends mainly during the 1980s and the
1990s and a tendency towards higher
public spending levels for the rest of
our observation period. We also show
evidence for convergence when compar-
ing public expenditure growth with its
baseline in 1970, as countries with low
public financing caught up with the
leaders.*

iv. Adverse selection occurs when an insurer
is not able to rate the health risk of the
applicants. In this case he will calculate a
premium based on average risk expecta-
tion. This premium will attract mostly
individuals with relatively unfavorable
risk structure. As a consequence, the in-
surer will be forced to increase the pre-
mium in the next period and more favor-
able risk groups will be further deterred.
This process can repeat itself with the

14 Harvard Health Policy Review

consequence of a break-down of the insur-
ance market. At best, good risks accept co-
payments and co-insurance thereby signal-
ling that they are good risks. As a result good
risks only get partial insurance. If insurance
(on part of the insured) and underwriting
(on part of insurances) are not mandatory,
however, it may even lead to the ruin of the
market.

v. Moral hazard refers to a change of behavior
once insurance exists. It includes reduced
prevention (ex ante moral hazard) as well
as over-utilization (ex post moral hazard),
which can be induced by suppliers and con-
sumers as well.
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