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I EXECUTIVE SUMMARY 

I Amidst the blizzard of policy papers descending on Moscow, "Healthy Russia 2000" is unique. 

. Reform of the health-care system in Russia is already underway, but with wide regional and sectoral 

I differences in the progress made to date. Accordingly, any policy discussions and recommendations 

can only be taken as part of an evolving, ongoing process. No policy "prescriptions," no snapshot 

I of public opinion and no econometric model are fixed references, but only way stations along the 

I 
process of health-care reform. In effect, therefore, this is a working paper on which work has already 

begun, and which will necessarily continue while the paper's recommendations for fbture 

I implementation are studied and launched. 

In Section I, "Healthy Russia 2000" sets forth a vision of the &re of Russian health care. Today, 

there exists the possibility of achieving (a) meaningfid universal access to (b) enhanced, 

I efficiently-provided, cost-effective health care through (c) increased consumer choice and 

competition among health-care providers leading to (d) better health and greater satisfaction for the 

I people of Russia. Emphasis will be placed on all four components of health care: prevention, early 

detection of disease, treatment and rehabilitation. Some aspects of health care (& pharmaceutical 

I manufacturing, distribution and retailing) can be privatized entirely. Other aspects, such as hospitals 

and polyclinics, will have more diverse possibilities, including continued government ownership, 

I transfer to local-government control, management by not-for-profit organizations or outright 

privatization. 

I Section II describes Russia's current state of health, which, in short, is not good. Compared to OECD 

countries, Russians have shorter life expectancies; higher illness and mortality rates among working , 

1 age persons; higher infant mortality rates; and a general weakening of the population's immune 

system because of environmental pollution, alcohol abuse and allergies among youth. The birth rate - 
has decreased, the general mortality rate has increased, and the population is aging. The young, 

women and the elderly are particularly vulnerable, and men have the lowest l ie expectancy in any + 
European country. 
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In Section El, "Healthy Russia 2000" examines the current state of the health-care system, especially 

available resources, in light of the health problems previously described. Significantly, the causes 

of many of Russia's health-care problems are manifestations of the overall difficulty of the transition 

away fiom prior structures and practices. Institutional resources, such as hospital facilities, are in 

relative over-supply but their physical condition is poor. The numbers of physicians and nurses are 

high, but their talents are not well utilized (often being spent on menial, non-medical tasks), and their 

pay and morale are low. Shortages of medical equipment are serious, aggravated by shortages of 

fbnding to purchase new, higher-quality equipment. The supply of pharmaceuticals is well below 

necessary levels. Plants are obsolete, production expertise for many drugs is lacking, and product 

ranges are outdated. The distribution of pharmaceuticals is one of the most serious problems in the 

entire health-care system, and will need sigtllticant restructuring, as will retailing. Health care has 

been historically underfunded, and national budget constraints have only grown worse. The 

Compulsory Medical Insurance law ("CMI") is in the early stages of implementation, and private 

payments are still a small percentage of the total expenditures for health care. As a result, real 

expenditures for health care are falling. Thus, the present system suffers fi-om insufficient public 

funding, and yet also fails to attract private resources in sufficient qualities to meet aggregate needs. 

Brief analyses of the Dutch, German, British, Swedish and American health-care systems are 

provided to allow readers and decision makers to compare the existing Russian system to possible 

alternatives. 

Section IV describes the results of the first systematic effort in Russia at consumer and provider 

polling on health care. Opinion is widely divided on the adequacy of existing health care and the 

need for reform. Younger, better-educated people tend to be more dissatisfied with the present 

system, and more ready to pay for increased care, compared to older, less-well-educated Russians 

who tend to prefer the system as it is. Wide regional variations also exist. Providers seem quite 

aware of the possibility of insurance, but consumers are far less informed. Despite existing public- - 
information campaigns intended to improve lifestyles and thus health, very little real change in 

behavior has occurred. Nonetheless most Russians are optimistic about the future of health care, and - 
there is a large minority supportive of major reforms in the system. 
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I Section V describes a new approach to Russian health care, stressing that increased efficiency and 

competition can allocate scarce resources more effectively, especially since total resources available 

I for health care are not likely to grow to any extent in the near f-bture. Preventive medicine and 

increased consumer choice should be stressed. The pharmaceutical manufacturing, distribution and 

I retailing industry should be privatized, and new local-government, not-for-profit and for-profit 

hospitals and polyclinics should be established. The CMI system must be made to work better, and 

sources of private financing need to be thoroughly explored. 

Section VI proposes concrete steps to implement the new approach, some of which are already 

underway. Additional steps can be undertaken immediately, and some others will have to await the 

outcome of the general debate on health care expected in the near fbture. Substantial new laws and 

regulations will be needed to shape the new private and local-government institutions that will be 

created, and prevent the creation of new monopolies. Financing remains difficult, but steps must be 

taken to preserve meaningful access to universal care. Increasing workforce training and 

maintaining the quality of care are critical. Major work is needed to reshape the pharmaceutical 

industry, especially distribution. More effective public-education campaigns, for both consumers and 

providers, are essential to the reform program's success. Finally, a presidentid Commission will 

create stronger public support for this major undertaking. 



SECTION I 

A VISION OF THE FUTURE OF RUSSIAN HEALTH CARE 

The people of Russia desire - and deserve - a health-care system equal in to that of the other 

industrialized democracies, and consistent with the World Health Organization's goal of "Health for 

All by the Year 2000." For too long, the Russian people have been prevented from attaining the goal 

of a healthy Russia because of policies designed to achieve ideological objectives which the people 

are now rejecting. Scarce resources were diverted, wasted and misallocated, and the health of the 

Russian people was impaired. Government bureaucrats made all of the key decisions about health- 

care, rather than the citizens themselves. As a result, health-care for Russians is in jeopardy. Today, 

however, there is a new opportunity to turn the system around that must be seized. 

Today, there exists the possibility of achieving: 

meaningll universal access to 

enhanced, efficiently-provided, cost-effective health care through 

increased consumer choice and competition among health-care providers, leading to 

better health and greater satisfaction for the people of Russia. 

This possibility, which will be accomplished through a major reorganization of the health-care 

sector, represents a critical priority for the government of Russia. Without doubt, it will be a 

monumental undertaking, and will have to take political realities into account, but it should - 

nonetheless be embraced by all of those concerned about a healthy Russia. 

Universal access to health-care, although theoretically available in the country, has too often been 

inadequately realized because of favoritism, inequality in the distribution of personnel and resources, 

and inefficiency. Chronic undefinding -- because health was actually a low budget priority in the 

Soviet Union -- resulted in poor performance. "Universal access" became yet another political - 
slogan masking the harsh reality of scarcity and rationing. A "Healthy Russia 2000" will make 

universal access a fact rather than simply rhetoric by empowering the Russian people t o  make their 
. . - 

own decisions about health-care, and by providing adequate incentives to providers and other 
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suppliers in the health sector. There is already a generous supply of trained medical manpower 

which can and should be put to better and more productive uses. 

Enhanced, efficiently-provided, cost-effective health-care is central to the new system. Allowing 

increased control and decision making by individual consumers, providers, and payor organizations 

over virtually all aspects of health-care, fiom hospitals to pharmaceutical distribution and retailing, 

will increase efficiency and cost-effectiveness almost immediately, and it will enhance the actual 

provision of health-care shortly thereafter as new and improved procedures, medications and 

facilities come into general use. In the four broad areas of prevention, early detection of disease, 

treatment, and rehabilitation, "Healthy Russia 2000" will ensure better services, drugs and medical 

products for the Russian people. 

Increased consumer choice and competition among providers is hdamental to restructuring 

Russia's health-care system. By providing the people with options, thereby increasiing competition 

among the providers, together with increasing the incentives for providers to be more responsive, 

"Healthy Russia 2000," through a strong partnership between government and the private sector, will 

make available the benefits of market forces. Campaigns to increase public awareness and 

understanding of the new system will help ensure that adequate information is available both to 

health-care consumers and providers. High-quality goods and services will be available more 

consistently with the people's actual requirements, 

Better health and consumer satisfaction must be the ultimate goal of any reform in Russian health- 

care. Opening and reorganizing the financial, legal and all other aspects of the health-care system 

wiU be done with a clear vision that it is the people themselves who must benefit from the extensive 

changes that will be required, especially for the elderly, women, children, and other target groups. 

"Healthy Russia 2000" is not a plan for the privileged and the powerfbl but rather one intended to 

benefit Russians throughout all regions of the country and throughout all segments of society. 
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In the field of preventive medicine, Russia lags far behind most industrial democracies. Yet 

prevention is now attracting more and more attentiop in those countries, both because of its overall 

contribution to individual health, and because of the important impact it has on holding health costs 

down. It is far more efficient and cost-effective to prevent medical problems than to cure them after 

they begin. Thus, for example, the Russian environment and dietary habits must be improved, 

workplaces must be made safer, and the excess consumption of alcohol and tobacco, and the use of 

illicit narcotics, must be curtailed for a "Healthy Russia 2000." These steps alone would 

substantially increase both the personal health and productivity of many members of the Russian 

work force and their families. 

The early detection of illness can likewise have a powefil impact on individual well-being and cost 

containment. Curing illness before it becomes clinically advanced is better for the patients and their 

families, reduces the adverse impact on the economy fi-om lost productivity, and is less costly 

overall. This is especially true for children, where early and periodic screening and vaccinadons 

produce tremendous human and economic benefits. Because Russian procedures in the past have 

been oriented toward hospital treatment, much will need to change. Here, competition among 

physicians, polyclinics and other providers should be quite important in moving toward an emphasis 

on the early detection of illness. Public health interventions and policy will also be important. - 

Treatment obviously remains central to achieving the goal of a "Healthy Russia 2000." Making 

hospitals more efficient means that scarce resources can be used to bring better care to a larger 

proportion of the population. Competition, through vesting hospital ownership in private companies, 

non-governmental organizations, or municipalities; privatizing polyclinics; and permitting the 

private manufacture, distribution and retailing of pharmaceuticals and medical equipment can be an , 

important factor in bringing about the needed changes. Increased efficiency and cost-effectiveness 

in the provision of care can help reduce costs and benefit both providers and consumers. 

Rehabilitation remains an important part of health-care, but it also must change. Newdportunities 

will emerge as a result of the expected de-emphasis of in-hospital treatment, as the discipline of new 
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payment mechanisms reduces the length of hospital stays, once again enhancing the welfare of the 

patients and their families, while simultaneously reducing the costs of health-care. 

No one doubts that the. process of achieving a "Healthy Russia 2000" will be difficult. .The state of 

the overall national economy will be an important factor. There are substantial differences among 

Russia's regions in the provision and quality of health-care, in the availability of resources (financial, 

technological, personnel and institutional), and in methods of financing. Substantial underfixding 

exists throughout the country, especially as government budgets fall in a difficult macroeconomic 

environment. New insurance plans are only partially operational, and their efficacy and long-term 

viability still too early to predict. 

New legal and regulatory structures must be conceived and implemented successfidly, involving new 

modes of ownership, commercial transactions and taxation. Standards for the production quality 

of medical goods and provision of services must be sustained and improved. Providers of foreign 

economic cooperation must believe that serious reform is possible and worth the commitment of 

substantial external resources. Potential foreign investors must also be convinced of the viability 

of trade and investment. Public confidence and awareness about the benefits and importance of the 

restructuring must be stimulated and sustained. Health-care providers, manufacturers and 

distributors must become enthusiastic advocates for change. There must be a strong coalition of * 

support in the Duma. 

"Healthy Russia 2000" hlly understands the gravity of the obstacles which must be overcome, and 

it does not underestimate the difficulty of the mission it faces. Nonetheless, "Healthy Russia 2000" 

does not shrink from the tasks before it simply because they are dficult. To do so would be to , 

break faith with the people of Russia, who are themselves bravely struggling to create a democratic, 

free and prosperous society across the board. There is evidence that the high and rising death rates - 
in the former Soviet Union were a major cause of regime instability, and thus a contributing fhctor 

to the collapse of the Communist dictatorship. But high death rates can also cause-i-mtability in - 
Russia's newly-emerging democracy, threatening a return to the discredited old ways. This result 
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must be avoided, and it counsels against being overly cautious or pessimistic about the prospects for 

success. 

Moreover, the process of restructuring has already begun, although in a fragmentary, erratic and 

spontaneous manner. In many places, privately-owned pharmacies are selling to consumers, and 

some physicians have already been providing fee-for-service medicine to their patients for decades. 

Polyclinics and hospitals have asked for advice and assistance on how to privatize. Pilot projects 

are underway in a variety of medical fields and Russian regions, to show the benefits that will flow 

from reform. Substantial authority and responsibility have already devolved from the central 

government to regional and local authorities. Financing mechanisms and the provision of health 

insurance (public and private) have begun to shift. These efforts are proceeding even in the face of 

massive economic, legal and logistical difficulties, and their ultimate success will largely depend on 

supportive changes throughout the health-care system. 

"Healthy Russia 2000" recognizes that not all aspects of the health-care industry can be treated in 

exactly the same way. Some aspects (such as the manufacture, distribution and retailing of 

pharmaceuticals) should be l l l y  privatized on an accelerated basis. Other' aspects (such as 

polyclinics) will be somewhat more complicated. Still others (such as entire hospitals) will be 

amenable to a range of alternatives, from for-profit ownership, to tax-exempt non-governmental 

organization, to municipal or regional ownership. The fact remains, however, that the process of 

reform must begin, and must begin now, capitalizing on Russia's unique experiences and present 

knowledge, and the expected advances of the next decade. 

"Healthy Russia 2000" describes the current state of health in Russia (Section II), and explains the , 

current health-care system (Section 111). It then examines the results of extensive survey research 

to discuss the perceptions of Russian consumers and professionals, and what these opinions can tell 

us about the present situation and future prospects (Section N). Finally, "Healthy Russia 2000" 

describes the new approach to health-care (Section V), and how it will be implemented (Section VI). - 
Extensive Annexes provide supporting information and resource materials. 
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SECTION I1 

RUSSIA'S CURRENT STATE OF HEALTH 

The Russian Federation is a multi-national state with a total area of more than 17 million square 

kilometers, and a population of approximately 148,600,000. Seventy-eight percent live in the 

European areas, 22% in the Asian areas, and 73.3% live in urban regions. Health in Russia, as 

compared to the developed countries, is characterized by: 

shorter life expectancy; 

higher illness and mortality rates among working-age persons (especially among men) &om 

cardiovascular and oncologic diseases, accidents, intoxication, injury, murders and suicide; 

higher infant mortality rate; 

high rates of illness and mortality from illnesses of the respiratory and digestive systems and 

infectious diseases among infants and young children; and 

weakening of the immune system of the population because of environmental pollution; alcohol 

abuse, and allergies among youth. 

In short, the health of Russia population is in a dismal state, and is continuing to deteriorate. .- 

Different types and levels of public health-care vary from territory to territory. These differences are 

most clearly evident in the following regions: 

The rayons with traditionally compact industrial development, established social infrastructure 

and complicated ecological situations: North-Westem, Central and the Urals economic rayons. , 

The rayons with developed industry, but in which local centers alternate with vast, thinly - 
populated regions, with difficult ecological situations and unfavorable natural conditions: 

Northern, West-Siberian, East-Siberian and Far East economic rayons. 
- 
- - 
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AgriculturaVindustrial territories with unfavorable ecological situations in rural areas (such as 

inefficient utilization of pesticides and fertilizers, or poor organization of cattle breeding farms): 

Volga-Vyatsky, Central Black-Earth and Povolzhslq economic rayons. 

Based on a comprehensive analysis of health indicators, the hazardous regions are: Tuva, 

Khabarovsk region, Sakhalin oblast, Kemerovo oblast, Irkutsk oblast, Krasnoyarsk region, Komi 

Republic, Magadan oblast, Tomsk oblast, and Novgorod oblast. 

In addition, there are regional differences in the levels and rates of illness and mortality. Thus, in 

1992 the mortality rate in Russia was 12.2 per 1,000 people. This index varied from 9.6 in the Far 

East to 14.3 in the Central Black-Earth region, while among administrative territories it varied fkom 

5.7 in Chukotslq national okrug to 16.6 in Pskov Oblast. In 1993, for the first time in post-war 

history, more people died in Russia than were born, and the population declined by 800,000. 

In 1993, the infant mortality rate was 19.1 per 1,000 newborns, compared to 7.4 in Western 

countries. The index fluctuated from 15.6 in the Northwestern rayon to 20.8 in the East Siberian 

rayon. On the oblast level, the fluctuations are even greater, fkom 14.1 in the Karachaevo-Cherkessk 

Republic to 32.3 in Tuva. Regional differences are also evident in the rates of illness and mortality 

from infectious, parasitic, and oncologic diseases, and diseases of the digestive system. 

Since 1992, the birth rate has decreased fiom 10.7 to 9.2 per 1,000 people, the general rnofiality rate 

has increased from 12.2 to 14.6 per 1,000; at the same time 1.4 times as many people died as the 

result of trauma and intoxication as in 1992. The major causes of death are endogenous diseases 

(blood circulation diseases, malignant neoplasms and some others). For example, in the Murmansk , 

oblast in 1993 the birth rate fell from 10.9 in 1990 to 7.2, the general mortality rate grew &om 7.5 

in 1992 to 9.9, and the incidence of narcotic-related disorders increased by 25.4%. A decrease in - 
the birth rate, and an increase in mortality rate for young working-age people will result in an 

increased share of the elderly in the total population. As a result, the number of chronic-Care patients - 
will grow. 
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I As for preventive care, the highest priority must be given to the prevention of non-infectious 

diseases, since 96 out of every 100 deaths result &om non-infectious diseases. High hospitalization 

I rates and long hospital stays (at least 24 days for therapy and 13.5 for surgery) suggest there is a 

.I 
. particularly low level of preventive and primary care, although hospitalization rates appear to be 

declining (fi-om 25.5 per 100 people in 1985 to 21.8 in 1993). The high mortality rate fiom 

I 
infectious diseases, in relation to rates in developed countries, results, in large measure, fi-om the 

very same unfavorable life conditions which also cause non-infectious diseases: 

Unhealthy life style (poor nutrition, in particular: shortages of proteins, vitamins, vegetable fat 

and nutritional fibers; smoking, alcohol abuse, and insufficient physical exercise); 

Unfavorable ecological factors, especially in industrially developed areas; 

Unfavorable sanitary and hygienic conditions at manufacturing enterprises; 

Psycho-social stress, caused by the socio-economic dif£iculties of this transitional period; and 

Deterioration in the quality of medical services while the health-care system is being 

restructured. 

A. MAJOR DISEASES 

Infectious Diseases, Compared to developed countries, the rate of acute intestinal infections, such - 

as salmonella and viral hepatitis, is higher, particularly in regions with unfavorable social, economic, 

sanitary and ecological conditions such as Dagestan, Chechnya, Ingushetia, Siberia, ~ u v a ,  and 

Buryatia. Tuva is one of the leaders in prevalence of type " A  and "B" hepatitis as well as intestinal 

infections. The rate of diphtheria and measles continues to rise in all of the administrative areas, 

particularly in overpopulated areas such as Moscow and St. Petersburg. Diphtheria cases alone grew , 

110 percent in 1992. Children's infections such as pertussis, measles and poliomyelitis persist. 

- 
The average rate of tuberculosis in Russia, now considered a social disease, is 34.2 per 100,000, and 

varies fiom region to region: &om 23.1 in the Northern rayon to 83.7 in Tuva. The &&st rates of 
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tuberculosis are in the Povolzhsky, North-Caucasian and West-Siberian rayons. Over one-third of 

tuberculosis patients are diagnosed with advanced cases, indicating the importance of prevention. 

The rate of natural-focal infections is growing. The major zoogenetic infection is hemorrhagic fever 

with renal syndrome which has spread to 45 administrative territories in Russia. The highest 

concentrations are found in Bashkortostan, Udmurtia, and the Mari-El Republic. Natural foci of 

tularemia continue to exist in Russia (mainly in the Central, Central Black-Earth and Volgo-Vyatsky 

rayons). In urban centers such as St. Petersburg, pockets of leptospirosis are developing. The 

natural foci of Russian tick-borne encephalitis are the forest zones of 3 8 administrative territories, 

with 85-90 percent of cases now registered in the Urals, East and West Siberia and the Far East. 

Parasitic pathology (opisthorchiasis, diphyllobothriasis, etc.) is the most prevalent disease among 

the populations of the North, Far East and Northern Caucasus areas and, to a sigmficant extent, it 

defines public health in these areas. The growth rate of syphilis, gonorrhea and other venereal 
. - 

diseases, as well as pediculosis and scabies also serve as indicators of a troubled society. 

Oncologic Diseases. The growth rate of illness from cancers in Russia is clo&ly connected both 

with the general aging of the population and the worsening ecological situation. Early identification 

is crucial. Among patients diagnosed with original incidences of oncologic disease, those whose 

cancer is in the first or second stage account for 35.8%. In Russia, "pre-invasive" cancer accounts 

for 0.4 out of every 100 patients with original incidences of malignancies. 

In 1992, the rate was 271.6 cancer cases per 100,000 people. Among men, the primary types are: 

lung cancer (28.6% of cases), carcinoma of the stomach (15.8%), carcinoma of the skin (7.6%), and , 

hemoblastosis (4.5%)). Among women the primary types are: breast cancer (17.4%~)~ carcinoma of 

the stomach (1 2.4%), carcinoma of the skin (12.3%) and carcinoma of uterine cervix (5.8%). The - 
rate of disease for men is 1.8 times higher than that for women. The highest rate of cancer is found 

in the Sakhalin Oblast; among men, in the oblasts of Magadan, Novgorod and ~ u ~ & i k ;  among 

women, in the oblasts of Kaliningrad and Chelyabinsk, and in Tuva and Adygeya. The highest rate 
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of lung cancer as well as the highest growth rate is in the European areas of Russia such as the 

Leningradskaya, Nijorodskaya and Chelyabinskaya industrial oblasts. 

Cardiovascular Diseases. Cardiovascular diseases became the leading cause of death in 1992, at 

646.0 per 100,000 people. Ischemic heart disease and cerebrovascular diseases are the largest 

contributors to mortality, with high blood pressure a leading risk factor. In addition, hyperpietic 

disease is a significant factor in mortality rates. Approximately 30% of deaths fiom cardiovascular 

diseases are among working age persons (ages 20- 59), and roughly 15 percent of school children 

suffer from high arterial pressure. Mass control over arterial hypertension, timely identification of 

those who suffer from high arterial pressure, identifying "dislipoproteinemias" and reducing the risk 

factors will diminish the incidence of cardiovascular pathology. 

Mental Health. Psychiatric diseases, including narcological disorder, have long been widespread. 

The rate of original incidence of psychic disorder cases (excluding alcoholic psychosis, chronic 

alcoholism, drug abuse and toxomania) was 106.6 per 100,000 in 1992. The rate of original 

incidence of alcoholic psychosis, chronic alcoholism, drug abuse and toxomania was 107.6 per 

100,000. Alcoholism is responsible for 95.9 percent of aIl cases of mental illness. The rate of 

registered cases of mental illness in rural areas is 2 to 2.5 times higher than the rate in urban areas. 

The rayons with the worst mental health situations are the Central, Volgo-Vyatsky, and Central 

Black-Earth rayons, as well as the West-Siberian and East-Siberian regions. In the last several years, 

the rate of anxiety, depression and obsessive-compulsive disorders has continued to rise. . 

Respiratory Diseases. Acute forms of respiratory diseases predominate, one of the major causes 

of personal disability and economic losses. The primary chronic respiratory diseases are chronic , 

bronchitis, emphysema, pharyngitis, tonsillitis and adenoidal diseases, pneumonia, bronchial asthma 

and allergic rhinitis. - 

Diseases of the Digestive System. The rate of diseases of the digestive system is growing. Gastric - 
and duodenal ulcers are the most serious of these diseases. 
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I Endocrinopathy. Diabetes mellitus is a principle concern, characterized by high rates of disability 

I 
and mortality. With so many problems connected with providing proper nutritional foods and-drug 

shortages, the condition of patients has worsened. Endocrinopathy prevention should focus on 

I identifymg individuals with defective glucose tolerance who constitute a diabetes melitis risk group, 

and screening of newborns for congenital hypothyroidism. Endemic and non-endemic diseases of 

I the thyroid gland are also a problem. More than half of Russia is characterized by endemic goiter 

(in particular Bashkiria, Tatarstan, and the Urals). The most unfavorable territories are those 

I affected by the accident at Chernobyl particularly the western rayons of the Bryansk oblast. 

B. MAJOR PATHOLOGIES OF PARTICULAR PATIENT GROUPS 

Children. The most important index of children's health and the well-being of society is the infant 

mortality rate. In 1992, it was 18.0 per 1,000 newborns, the highest mortality rate among 

economically developed countries. Some territories have stable, low infant mortality rates, and other 

have stable high rates. Territories with low rates are located in the European part of Russia, and the 

territories with high rates are mainly vast territories of Siberia and the Far East. The rates vary 

greatly fkom 15.6 in the North-Western area to 20.0 in the North-Caucasian and 2018 in East-Siberian 

areas. In Chechnya and Ingushetia the rate increases to 30.7. The leading cause of infant mortalitjr 

in virtually all industrial areas is prenatal pathologies (asphyxia, birth defects, and prematurity), 

accounting for 44.5% of all infant deaths. The second leading cause of infant mortality is congenital 

developmental defects (2 1.4 %), and the rate of diseases from exogenetic, avoidable causes such as 

respiratory, infectious and parasitogenic diseases, remains rather high (25.8%). 

The rate of illness among intants is high: 20.3 % of newborns had congenital pathologies or became , 

ill soon after bii. Infants of low weight (less than 2500 g)  are 7 % of all newborns, and premature 

deliveries are 3.9% of the total. When they leave the maternity hospital for home, only 48.3% of + 

newborns are generally healthy, 43.9% are included in the risk group for development of chronic 

diseases, and 7.8% have serious prenatal pathologies. In the first year of life, 40 to 6f&-of children 

are diagnosed with rickets, hypotrophy, or diathesis, and 10% are diagnosed with anemia. 
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Respiratory disease is the most prevalent illness among children, followed by illnesses of the sense 

organs and nervous system. The number of children with some abnormalities in physical 

development, such as obesity at early ages and weight deficiency during school years, is growing. 

Fifteen to 20% of children under seven, and 30% of schoolchildren have some form of chronic 

disease. Among children finishing school, 45% have chronic diseases, and are restricted in their 

choice of profession for health-related reasons. Children's disability is 3.28 per 1,000 children, and 

25% of serious disorders are mental. 

Women. Reproductive disorders are a very serious problem; 10 to 12 % of young girls and teenage 

girls and 40 to 60 % of women of reproductive age have some sort of gynecological disease; 10 to 

15% of married women are sterile. Wide-spread abortions have a very negative influence on 

women's health. Complications following abortions are one of the main causes of maternal death. 

Arterial hypertension, hypercholesteremia and obesity are widespread. In 1993, normal pregnancy 

and delivery occurred in only 20% of cases. More than one third of pregnant women had 

extragenital pathology, more than 60% had obstetrical pathologies, and 21 -6% of pregnant women 

suffered fiom anemia. Pregnancy among women with pre-existing chronic diseases is often 

complicated by toxemia, spontaneous abortion, and anomalous labor activity. 1'n 1992, the rate of 

maternal mortality was 50.8 per 100,000 live births. 

Men. Russia has the lowest life expectancy for men of all European countries, 1 1.7 years less than 

that for women. The decrease in men's life expectancy over the past seven years is directly 

connected with accidents, intoxication and trauma. For working age men (ages 20 - 44) the rates of 

death from these causes is very high. During the past ten years, the death rate among men fiom 

accidents and traumas has varied with the rate of alcohol abuse, which has been growing. Among , 

Moscow teenagers nearly 80 percent drink alcohol. In 1993, 2,500,000 men were in treatment for 

alcoholism and alcohol psychosis. The rate of dcohol abuse in Russia rises from north to south + 

The Elderly. More than 60% of elderly people have some chronic disease; 40% afmen and 60% 

of women ages 60-69 suffer from arterial hypertension. Every fourth man and every fiRh woman 



I is overweight, while 10% of men and 25% of women have hypercholesterolemia. Among people 

60. years. and 'older,. 30% suffer from some chronic disease with disorders of  organism .fUnctions. 

Ischemia, chronic non-specific lungs diseases and pneumonia are of greatest concern. 
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RUSSIA'S CURRENT HEALTH-CARE SYSTEM 

I 
A. ' OVERVIEW 

I Refom of the Russian health-care system actually began in the mid 1980ts, but was very erratic in 

nature, not changing the system overall. Such a limited approach was insufficient to solve the 

I numerous problems the health-care system faced with the introduction and development of market- 

oriented policies. In health-care, the situation is still very dScult, especially because of high rates 

I of both general and infant mortality, the decrease in the birth rate, and the decrease in average life 

expectancy to 67.9 years. 

The deterioration of the economy resulted in the total number of physicians of all specialties falling 

i from 47.3 to 45.0 per 10,000 people. Drug supplies worsened as well. Production decreased by 

13%, imported purchases decreased by 12%, and purchases of domestic drugs decreased by 18%. 

B Approximately 60 -70% of drug requirements appear to be satisfied, but information is incomplete. 

i Prices for certain drugs are currently increasing significantly faster thar; inflation. These 

developments are characteristic of most regions of Russia. 

h The cause of the current condition of health-care lie, for the most part, outside of the health sector, 

i one of many manifestations of the overall crisis in Russia. These problems, no matter how grave, 

are only symptoms of a troubled society. The future of Russian health care depends in large part 

i upon overcoming negative trends in the standard of living of the population, health status, and finally 

the success of market reforms and the extent of their social orientation. 

The increased share of health-care services requiring payment does not, as yet, correspond to the - 
f population's low income level. The income of approximately 30% of the population is lower than 

- the official minimum subsistence level, and the income of 15 million people is half tweve l .  e 
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The difficult situation in Russian health-care is a product of the weakness and instability of the 

Russian financial system. In 1993, the budget deficit was 11 trillion roubles and increased more than 

11 times (while the inflation rate increased 10 times). Several independent experts estimate the 

actual budget deficit at 22-24 trillion roubles (15% of GNP). The result is the abrupt reduction of 

budget financing of the whole social sphere, including health care. In fact, health-care financing is 

based upon what funds remain after all other programs have been funded. In 1993, only 1.4% (1992, 

1.7%) of total Federal budgetary expenditures were allocated for health-care development, and the 

health-care sector actually received only 67% of that amount. In comparison, in 1985 USSR 

budgetq expenditures for health-care were 4.6%, and, in 1960,6.6%. 

Nonetheless, health-care financing is not as desperate as it may seem at first. In Kursk oblast, for 

example, in 1993 health-care policy continued to operate as a unified state system. Working under 

conditions of economic instability, this unification was possible because of the professionalism of 

the medical staff and the development of new market-oriented methods of work in medical 

institutions. Moreover, oblast budget expenditures for health-care in 1988 constituted 6.9% of total 

expenditures, 7.8% in 1991, 12.5% in 1992 and 17.1% in 1993. Medical instiktions have also been 

authorized to provide services for payment, constituting 0.9% of total overall financing. 

The introduction of market policies inevitably leads to decentralization of health-care management, 

and many management functions have been transferred to local bodies. Health-care financing will 

remain mostly regional because the lion's share of tax revenue remains there. Compulsoj Medical 

Insurance ("CMI") also means that most funds are administered at the regional level, perhaps 

reinforcing previously existing regional variations in health-care levels. The federal CMI fund will 

mitigate differences, but is unlikely to eliminate them. Decentralization of health-care financing , 

shifted major decision-making responsibility to the regions. This is a positive phenomenon, because 

it both increases responsibility for the local population's health and gives more freedom and - 
independence on practical decisions such as those involving financing of local health-care. 

- - 
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Changes in the Russian health-care system are gaining strength, and the implementation of market 

reforms is proceeding. However, these processes (ranging &om fiee medical care to wholly private 

medical practice), as a rule, are evolving non-systematically and without coordination. On one 

hand, positive resalts art: evident as the health-care system adjusts to market requirements: the 

number of beds decreases, the overall effectiveness of use of hospital beds increases, the medical 

staff is reorganized on the local level, and the volume and range of polyclinic and outpatient 

hospitals services increases. On the other hand, the financial status of medical institutions is 

unstable, the share of paid medical services is increasing despite the inability of the majority of the 

population to pay for such services, and the hospital mortality rate has increased from 1.1% 1.4% 

The system of obligatory medical insurance can play an important role to lessen the effects of 

I di£Eicult financial conditions. Presently, several medical insurance programs have started to fbnction 

(obligatory medical insurance funds, medical insurance companies), though the implementation of 

i these programs is slow and irregular. In spite of all the shortcomings and contradictions, however, 

the system of medical insurance deserves multilateral support, because it represents the first attempt 

i to coordinate economic development with health-care needs. At the same time, the lack of an 

C 
organized system of medical insurance results in a lack of reliable data on the distribution of finances 

within the system. 

b B. CURRENT RESOURCES 

The deterioration in health conditions set out earlier is directly related to the lack of adequate 

i t  

resources in health-care. This section will describe the current resource situation in Russia and how 

it worsened, in four categories: (a) institutional resources; (b) human resources; (c) technological , 

resources; and (d) financial resources. 

- 
Institutional Resources. The number of hospitals and polyclinics in Russia, and their capacity, has 

slightly declined over the last three years. Currently there are 130 hospital beds per$,OOO people 

compared to 13 5 in 1991, compared to 90 hospital beds in the West. The number of polyclinics 
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I decreased fiom 20,900 to 20,600, but is still higher than the number of primary care facilities per 

thousand in most Western countries. (see Table 2).* Hospitals and clinics are owned by the 

D government. There are also clinics and hospitals owned by the industrial enterprises, estimated to 

I 
. represent around 10% of the total. Private hospitals and polyclinics are rare. Private ownership is 

more common among outpatient specialists, such as private gynecological and dental clinics. 

1 The physical condition of Russian health-care provider institutions is poor. There is little recent data 

I on the condition of the facilities, but according to a survey conducted in 1989, 85% of hospitals 

require some repair. Many lack basic sanitary and hygiene conditions, and 45% of hospitals do not 

I have any on-the-premises baths or showers. (see Tables 3 and 4). The problem, therefore, is not the 

supply of hospital beds and primary care, but the unsatisfactory quality of existing, obsolete 

i facilities. Lay-outs are inefficient (such as no connection between buildings and departments within 

one hospital, narrow lobbies, and no elevators) and wards are overcrowded (6-12 people per ward, 

1 some mixed sex wards). Serious violations of sanitary and hygiene standards exist even in the best 

institutions (& asbestos materials in hospital cafeterias and buildings, lack of toilets, washbasins, 

and waste disposal). Heating and ventilation systems are extremely uneven, with some rooms and 

t corridors overheated and some very cold and drafty. 

Newer fhcilities are better in some respects, particularly in site layout. However, construction of new 

facilities has been declining during the 1990's and essentially stopped in 1993 due to a decrease in 

government fimding for capital projects (see Table 5). 

Human Resources. This section addresses the human resources of direct health-care providers, e.g., 

physicians, nurses and paramedicals employed in hospitals and clinics. The number of physicians , 

B per 10,000 people varies from 77.8 in Moscow to 23.8 in the Checheno-Ingushskaya autonomous 

region, with 45 being the average for Russian (see Table 6).  This figure exceeds the number of 

C doctors in the West, which ranges from 14 in the U.K. to 30 in Germany. The number of doctors 
- 

* Tables, Exhibits and Figures may be found in Annex 111. 
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in Russia has remained stable over the last three years. The number of "paramedicals" (including 

both nurses and other trained medical assistants) per 10,000 people varies fiom 150.8 in 

Murmanskaya oblast to 87.7 in Kaluzhskaya oblast, with 113.6 being the national average. 

The relative "oversupply" of physicians means that doctors perform many tasks done in the West 

by nurses, such as X-rays, basic diagnostic tests and monitoring. This in turn reduces the nurse's 

role; many nurses perform tasks carried out in the West by orderlies, such as bed pan coilection. The 

combination of low pay, long hours, and unskilled work assigned to nurses has led to a shortage 

especially in large cities. Trained nurses are leaving the profession, and hospitals typically cannot 

fill vacancies for nursing/paramedical staff. Morale is low, with both doctors and nurses frustrated 

and angry about the inadequacy of facilities and equipment, and the shortage of medicines and basic 

health-care supplies. Hospitals deal with these problems in a variety of ways: for example, some use 

their own pharmacies to produce basic supplies (u saline solution). 

The average physician's salary was around 110 thousand Rb ($66 per month) in January, 1994,20% 

lower than the national average wage of 134 thousand Rb. The average nurse's salary was 80-85 

thousand Rb ($50),or 60%-70% lower than the national average (see Table 7). The decliie in 

physicians' and nurses' pay has led to a large increase in private payments, estimated in 1991 to be 

20%-25% of total health-care expenditures. These payments are now significantly higher; specialist 

physicians earn ten times their official salary by treating patients privately. Private prices are 

routinely quoted for a variety of conditions at better facilities. Payment is also required for 

shortening waiting list times, additional medicines, treatments, and use of the newest technology. 

Even mundane requests to nurse and paramedical staff can require payment. Although the use of 

unofficial payments has long existed in the Russian health-care system, the present scale and extent , 

in the health-care sector is a recent phenomenon. 

Training of physicians and nurses is conducted in 80 medical institutes and several hundred nursing 
- 

schools. There are 217,000 students in M.D. equivalent programs, requiring six yearwf study. The 

Soviet policy was to have a medical institute in every oblast, and, therefore, each large city has at 
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least one. The problems in medical education are similar to those in health-care generally: lack of 

adequate facilities, lack of equipment, and underpayment of faculty and support staff. 

Technological Resources. This section describes the supply and availability of medical equipment, 

pharmaceuticals, and medical supplies in hospitals and polyclinics. The level of equipment and 

technology varies by the type of institution. Some federal specialized centers are relatively better 

equipped and have a higher level of technology, such as Cardiocenter and Oncocenter in Moscow. 

There are also certain hospitals and clinics belonging to industrial enterprises and ministries that 

were previously better equipped than regular Ministry of Health ("MOH") institutions. However, 

this may not still be the case, as enterprises cut back social expenditures. For example, the Ministry 

of Transportation's hospital and polyclinics have not purchased any equipment for the last two years. 

The last survey of medical equipment, conducted in 1989, showed a severe shortage of even the most 

basic equipment, such as X-ray machines and automatic blood counters. Equipment is inadequate 

in all therapeutic categories, with a particularly severe lack of cardiac, vascular, orthopaedic, and 

renal equipment. Even better-equipped Moscow hospitals lack essential equipment. For example, 

Hospital Number 5, with 200 beds, uses manual blood counting and only has G o  X-ray machines. 

Equipment shortages are so serious that they preclude even basic treatment, let alone modern care. 

For example, lack of diagnostic equipment leads to a very low rate of early disease diagnosis. Thus, 

most patients receive either no care, or more-expensive, less-efficient care in later stages. 

The equipment procurement system is practically unchanged from the time of planned economy, and 

is based on direct budget financing. Heads of hospitals and clinics must apply for equipment to local , 

health authorities. Delays in replacing outdated and broken equipment can take several years. The 

allocations are based on capacity, not on number of patients served. Health authorities have a high - 
element of discretion, causing abuse and bureaucratic favoritism. 
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Lack of budget fbnding and inefficiencies in procurement procedures are a constant source of 

frustration to Russian medical personnel. Doctors routinely set aside some of their own private . 

payments for equipment purchases. Although this is still a small percentage, it clearly signals that 

the official system fails to provide even basic equipment. 

The supply of pharmaceuticals covers only 60-70% of demand. In some cases, under-supply reaches 

80-90%. Average consumption of pharmaceuticals in $10 per capita in manufacturers's prices 

compared to $125-250 per capita in the West. Part of these shortages is due to the collapse of 

supplies fi-om the former USSR republics and Eastern European countries, and this supply vacuum 

has not been filled by increasing sales of Western and Asian drugs. Moreover, most doctors are 

unfamiliar with Western-manufactured medicines, and have very limited access to educational 

publications. Inefficiencies of the distribution system contribute to drug shortages and high prices. 

Russia does not have an adequate manufacturing base to produce essential drugs in sufficient 

quantities. In 1992, there were 91 enterprises engaged in manufacturing of pharmaceutical 

substances, ready forms and medical equipment (Table 8). Production failed to cover even 40 

percent of demand for six out of eight major drug categories (Table 9). 

There are several reasons why pharmaceutical manufacturing is so inadequate. m, plants are 

obsolete. Virtually no new plant (aside fiom the Akrihin joint venture with Bristol Myers Squibb) 

has been built in over 15 years, and some actually date fi-om the turn of the century. Not only are 

these plants inefficient, they also pose significant risks to customers who buy their inconsistent and 

often impure products and to surrounding populations, which are threatened by their existing and 

continuing environmental problems. 

Second, Russian producers lack expertise in 

previous system, Soviet producers focused 

production of finished forms was left to the 

the production of many pharmaceuticals. Under the 

mainly on the production of substances while the - 
East Europeans. Even today, imports from Eastern 

- 
Europe account for nearly 40 percent of the market. Thirty percent of essential druggwere never 

produced in Russia. 
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I Third, product ranges are outdated and excessively complex. In a given therapeutic category, 

leading Russian products are often one or more generations behind leading Western products. 

I Western companies are often unwilling to provide newer licenses, both for economic and for quality 

control reasons. Some Russian companies produce as many as ,150-200 products, creating 

1 complexity which increases costs as well as contamination risk. 

Finally, organizational structures are inefficient. The ratio of indirect to direct production employees 

is far too high. At the same time, marketing and sales departments are embryonic or ineffective. 

Distribution networks tend to be poorly developed, given the breakdown of the old central system. 

I The current Russian pharmaceutical wholesale system is inefficient, and will need sigmficant 

I restructuring. The wholesale margin level (10 to 25%), and its ratio to the retail margin level, are 

strong indicators of the efficiency problem. Wholesale activities are characterized by low 

u inventories, high administrative costs, and low service levels. The current structure consists of 

. - approximately 100 wholesalers, with about 130 warehouses. Table 10 compares the Russian 

pharmaceutical wholesaling sector with various Western and Eastern ~ u r o ~ e &  countries. 

The average size in terms of sales is smaller than in Western Europe, reflecting lower drug prices 

in Russia and, importantly, the absence of related product lines like cosmetics, pefiodicals, 

housewares, and other products. However, the number of pharmacies served per warehouse is very 
- 

high, surpassed only by Germany and the U.K., which have highly-efficient, fully-automated 

warehouses with sophisticated information systems. In order to improve service to pharmacies (a 
frequent deliveries, wide product line) the number of warehouses must be increased, particularly 

taking into account the likely increase in the number of pharmacies. 

The wholesalers are monopolies in their regions, although new private wholesalers have entered the 

market in Moscow, St. Petersburg and a few other major cities. In other countries, relatively few 

national wholesalers compete intensively with each other across the country. ~ation&wholesalers 

also provide an efficient service to pharmaceutical manufacturing companies, which do not have to 
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I deal with over 100 regional wholesalers, as in Russia today. The differences in structure are shown 

I 
in Table 1 1. 

I 
Pharmacies in Russia,' though not very numerous (1 6,000, or 1 fof 9,200 inhabitants), have limited 

sales (typically $150 to $170,000 annual drug sales per pharmacy, versus $500,000 to $600,000 in 

I the West). Given the comparatively low penetration of pharmacies relative to population, the 

number is likely to double in the next several years. (See Table 12) 

Financhg. This section examines the sources of h d s  for health-care and their main uses, as well 

i as the major mechanisms of fbnd collection and allocation. Care should be taken with all of the data, 

because much of it is inexact. The overall crisis in institutional, human, and technical resources is 

I compounded because the health-care finance system is not supplying sufficient revenue to run the 

current system, let alone to improve it. Historically, health-care in Russia has been underfinded, 

i only 2-3% of GIX compared to the OECD average of 8%. Even accounting for lower wage costs, 

i 
total health spending per capita has been insufficient. Recently, Russia's health-care budget actually 

declined in real terms, dramatically. 

The health-care financing system is plagued by a number of problems: 

historical underfindig; 

capacity-based fbnding, causing hospitals to keep high occupancy rates to acquire more beds; 

financing of medical employment rather than care; 

lack of basic financial management skills among health-care administrators; 

lack of information technology; and 

high inflation and underdeveloped capital markets hindering the development of insurance funds. 

Health-care financing has undergone three significant changes over the last few years: (a) significant 
. - 

reduction in real spending; (b) introduction of compulsory medical insurance ("C241M); and (c) 

decentralization of fbnding. The current system of financing is a mixed budget-insurance system, 
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where compulsory insurance fbnds are supposed to cover direct expenses (a, labor, medicines, 

food in hospitals) for treatment of the employed population. Federal and regional budgets cover all 

other expenses. Govemment budgets currently fbnd more than half of health-care expenditures, but 

the percentage financed by CMf is increasing. 

After increasing for several years at an annual rate of 6-8%, budget spending on health-care 

collapsed in 1992. The nominal governmental expenditures increased fiom 37 billion Rb in 1991 

to 341 Rb in 1992, but retail prices increased 26 times, and producers' prices increased 34 times. 

Real expenditures thus decreased by 95% (Table 13, Figure 1). This collapse was somewhat 

mitigated by subsidies to enterprises and ministries that financed their medical facilities. The total 

amount of these subsidies is unknown, but it is unlikely they exceed 10% of overall expenditures. 

Hospitals were by far the largest recipients of health finds, or 57% in 1991; in the West, hospitals 

receive 44% of total health-care fbnds (Table 14). Only 3% of hnds is allocated to public health, 

suggesting Russian health-care is oriented towards curative, inpatient care. The actual total budget 

expenditures were 3600 billion Rb. 

In 1992, 80% of the health budget was administered by the regions, with a relatively high share foi 

salaries and social insurance of up to 60-63. (Table 15). The projected 1993 budget totalled 1,407.9 

billion Rb: 

Salaries - 58% 

Food - 9% 

Pharmaceuticals - 8% 

Medical supplies - 1% 

Repair and maintenance, utilities, transportation, etc.- 15% 

Contribution to CMI - 9% 
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In 1993, 1.1 trillion Rb was accumulated by CMI funds, which amounting to only 16.4% of the 

planned CMI proceeds of 6.7 trillion Rb. In 1994, CMI hnds hope to collect 25-26 trillion Rb. By 

MOH estimates, the health-care system needs at least 34 trillion Rb, and the Ministry suggests that 

employers' tax should be increased to 6.7%. There is very limited information available on a 

regional level as to the amount of hnds accumulated and how these fimds were distributed, but it 

is estimated that territorial CMI h d s  collected only about 3 5% - 40% of potential proceeds in 1993. 

By 1994, yields were approaching 60%. There are wide regional variations in collection rates, For 

example, in Archangelsk, the collection rate is only about 5%, whereas in Krasnoyarsk it is close to 

100%. 

In Moscow, the CMI hnd collected 75% of potential proceeds in 1993, 92 billion Rb and 

distributed them as follows: 

54 billion Rb to create the required reserve; 

19 billion Rb to raise the salaries of medical personnel in Moscow; 

18 billion Rb to replenish pharmacies' working capital after wholesale price increases; and 

1 billion Rb for the Fund's expenses. 

Significant amounts of money were allocated by old discretionary methods. 

Size and allocation of health budgets by regional authorities is illustrated by interviews id the Tver 

and Perm regions (see Exhibits VI and VII in Annex 111). The share of salaries has been reduced to 

31 26%, and more knds were spent on equipment, repair and maintenance, and utilities (up to 40%) 

compared to the planned federal split. Drastic reduction in real health-care financing resulted in , 

freezing practically all capital expenditures. The involvement of regional health authorities in 

financial management differs. For example, Oblzdrav (Health Department of Regional - 
P Administration) of Novosibirsk region pursues a hands-on approach, and is involved in all 

- 
purchasing and distribution of most supplies. In Tver, however, hospital authoritiewnake most 

decisions independently within the allocated budget. 
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I Personal expenditures once accounted for 8-12% of total health-related expenditures, mostly to 

I 
purchase pharmaceuticals and optics, with only 16% going to medical fees (Tables 16 and 17). 

These numbers do not reflect, however, direct cash payments from patients to doctors and nurses, 

I which some estimate in 1991 were at least eight times reported personal expenditures. 

"Supplementary cash payments" are now a major source of income for many doctors. 

The Russian health-care system lacks sufficient resources to provide adequate care, especially 

financial and technological resources and quality hospital facilities. Human resources are Iess 

strained,. but there is an urgent need to improve training, and provide better working conditions and 

higher salaries. Financing is in transition to a western-type system. The CMI mechanism does not 

collect nearly as much revenue as it should, the success rate varies by region, and needs to be 

modified. Budget financing still dominates, with 60-70% of fbnds being sourced and allocated via 

traditional channels. This government-fbnding shortfall must to be augmented fiom private sources. 

Overall, the reimbursement scheme is not rewarding efficiency and preventive care. Patients do not 

have a choice of provider, and providers are reimbursed for the number of operations performed. 

Hospital inefficiencies, particularly unnecessary long stays and chronic "Ill capacity," consume 

cash desperately needed for improvements in treatment and facilities. Private financing does not 

provide fbnds for capital expenditure, since doctors have little incentive to invest money in a state- 

owned facility. Therefore, the present system suffers from insufficient public fhding, yet also fails 

to attract private resources. 

C. COMPARISONS WITH OTHER COUNTRZES 

This section outlines the principles and funding mechanisms of five OECD health-care systems. It 

describes: (i) the Dutch and German systems of "sick Funds"; (ii) the British and Swedish systems, 

characterized by direct government hnding through taxation; (iii) the United States system with its 

mix of private and public funding. 
- -+ 
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I THE NETHERLANDS 

I Philosophy of the Health Care System. Health-care s e ~ c e s  originated largely from private 

initiatives, often charitable. The hospital system was historically organized confessionally (Catholic 

I or Protestant) or politically (socialist or liberal). Despite mergers and joint ventures between 

I different institutions, the majority are still charitable and not-for-profit, and are owned and operated 

by private, locally-controlled, independent boards. 

I Philanthropy has been gradually replaced by public finance and government regulation. Key moves 

I in this direction were the introduction of the Exceptional Medical Expenses Act of 1967 ("AWBZ") 

and the Health Insurance Act. The AWBZ initially covered long-term or high-cost care. By 1992, 

I its role had expanded to cover 45% of all health-care expenditures. It is likely to expand further, 

representing eventually a basic insurance scheme for the entire population. The Health Insurance 

i Act, now finances basic medical and hospital care for about 60% of the population. 

A key characteristic of the Dutch system is that the whole population is covered by health-care 

insurance; 66% of the population is covered by the Sick Funds (publicly funded insurance), while 

33% are covered by private insurance. Today, government has overall responsibility for policy, and 

the actual system is characterized by a publiclprivate mix of finance. Contributions to the costs of 

health care are based on the ability to pay, and access to essential services is based upon a definition 

of need. Most doctors work as private practitioners. High expenditure on health care has led to 

attempts to control cost, but the result remains unclear. 

Financing. Health care spending of 8.1% of GDP is high by European standards. (See Table 18). 

Historically, total spending on health care was governed by patient demand (which is unlimited) and 

particular incentives for providers to treat patients. Today, spending is increasingly determined by 

political negotiations seeking to balance budgets against patient and provider satisfaction. 

Regulatory pressure exists to limit doctors' incomes, and constrain hospital capital ewenditure. 
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I Increase in AWBZ funding is due to the impact of reforms which seek to channel finance through 

I 
one central fbnd. The government currently hnds approximately 1 1% of health care expenditure, 

through grants to the AWBZ and by providing cover for civil servants (6% of the population). (See 

Finance for the Dutch health care system is raised as follows: (1) 45%: AWBZ covers the entire 

population through compulsory social insurance for the costs of serious illness or long-term 

disability; its revenue derives from income-related tax payments by employees and central 

government grants; (2) 24%: Health Insurance Act (only for those earning less than $23,550 in 

1990) covers the cost of GP services, short-tern hospital care and dental care. Revenue derives from 

income-related tax payments made by employees and employers and nominal flat-rate premiums; 

(3) private insurance h d s  paid fi-om individual insurance premiums: these cover the self-employed 

and those higher earners not covered by the Health Insurance Act, about 32% of the population; (4) 

payments made by individuals, which can be in the form of co-payments; and (5) civil servants, 6% 

of the population. 

Health Care Outcomes. The standard of care in the Netherlands is considered to-be good. Patients 

have ready access to a comprehensive range of services and wide choice among providers. Surveys 

indicate a high level of public satisfaction with the health-care system, second only to..Canada. 

Health measures indicate favorable conditions. Life expectancy for both sexes is among the highest 

in OECD countries, and there are very low infant mortality and crude morality rates. (See   able 20) 

System Reform. The Dutch system is currently undergoing significant reform. The three main 

features are: (1) one basic benefits package for all citizens with consumers choosing the insurer and , 

details of the insurance policy they desire; (2) greater incentives for efficiency in the delivery of care 

as insurers negotiate contracts directly with providers; and (3) a shift f?om government reguiation - 
to greater reliance on managed competition. Both Sick Funds and private insurers compete for 

- 
enrollees, and receive risk-adjusted capitation payments fiom the central hnd. - 

c 
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! The financing mechanism will be changed to a simpler structure, with 85% of financing coming 

I 
from a central h d  into which income related taxes are paid, the remainder to be paid directly to the 

chosen insurer in the form of flat rate premiums (the premium size will be a hnction of the chosen 

I policy and insurer, but not of individual risk). 

GERMANY 

Philosophy of the Health Care System. The German system is embedded in the so-called "social 

market economy" which forms the framework for German social and economic policy making: self- 

governance, social partnership and social solidarity. Self governance means that purchasers and 

providers of health care should operate as self-managing private organizations with as little 

interference from government as possible. Social partnership means that both employees and 

employers should share the burden of financing health care. Social solidarity means the 

economically stronger members of society should support the weaker members to ensure equality. 

The financing of the German health care system is characterized by self-governing statutory 

insurance h d s .  Over this century, the proportion of people thus insured has risen fiom around 20% 

to 90%. Entitlements are generous by international standards and fiee at the point of delivery, heled 

by the population's entitlement-benefit mentality, and reimbursement methods largely based on a 

fee-for-service regime. There are no waiting lists for medical treatment. 

b 
The health-care system covers everything except long-term or permanent care, and is based on 

b compulsory insurance. This highly-decentralized scheme uses Sick Funds organized on a local, 

company or national basis, which reimburse health-care providers for a broad range of services , 

B (excluding long-term residential care). Sick Funds follow the principle of payment in kind, and they 

have an obligation to deliver services or products, but not to reimburse patients. There are a number - 
1 of different types of funds: some cover geographic areas and companies; others cover different 

- 

professional groups. Much of the population is automatically insured upon self-@stration or 

registration by their employers, although the choice of insurance funds is restricted. For employees, 
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it is usually the Sick Fund near their workplace. Firms with more than 1,000 employees may open 

a company-based find, if this does not endanger the local fbnd. 

In the early 1970ts, health care expenditure increased rapidlyaas a percentage of GDP. With the 

economic recession of the late 19701s, the Government passed several reform acts. The Health Care 

Act of 1989 went M e r ,  increasing co-payments for hospital stays and some drugs, and introducing 

random reviews of doctors and the cancellation of contracts with uneconomic hospitals. The 1993 

Health Care Structural Reform Act introduces a mixture of radical organizational reforms and 

stringent cost-containment measures in many areas. For example, patient co-payments have 

increased for a variety of services; doctors must budget for drugs and their services; and the current 

fill-operating-cost reimbursement for hospitals is replaced with a fee-per-case. As a result, the 

government has projected total 1993 savings of DM1O.l billion, over 3% of health-care 

expenditures. 

Financing. In 1990, Germany spent 8.1% of GDP on all health care, which is above the OECD 

average. Only 14% of health-care finding comes fi-om the government. The major financing is 

through setf-governing statutory Sick Funds (46%), and also by payments made by employers 

(17%), pension finds (7%), and accident insurance (3%), which are mainly channelled through thi: 

Sick Funds. Other sources of finding are direct patient payment (7%) and private health .insurance . 

The finds are largely financed through a proportional payroll tax levied on earned incomes, with 

both employer and employee contributing equally. In 1993, the average German's Sick Fund 

insurance premium was about 14% of wages. Sick Funds also act as the first recipient of the , 

individual's pension and unemployment contributions. Other sources of Sick Funds' revenues 

include transfers by pension finds, local unemployment offices and welfare organizations. People - 
on higher incomes can switch to private health-care insurance. Approximately 90% of the 

- 
population are insured with one of the compulsory insurance finds; 8% are cove14 by private 
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insurance, and the remaining 2% are mainly civil servants for whom the Government administers 

I 
health care. Less than 0.5% of the population has no coverage at all. 

i Health Care Outcomes. The German system works well in many respects. The range of benefits 

to which Germans are entitled is considerable. There are extensive facilities, and access is easy and 

I relatively uniform in West Germany. There are few waiting lists, and the quality of care is 

considered to be high by international standards. Upon reunification, it was decided to bring the 

I Eastern system into line with the Federal Republic. By 1991, a complete network of local Sick 

Funds was operating in Eastern Germany. 

UNITED KINGDOM 

Philosophy of Health Care System. The National Health Service ("NHS") was established in 1948 

and remained essentially unchanged for forty years, allowing considerable time for a series of 

powefil political and cultural beliefs to form. These include wide public support for the concept 

1 - of a M1 range of health care freely available to all; a strong lobby for equal quality care for all; and 

I a political aversion to "profiting from ill health." By the late 1980fs, a number of problems had 

become apparent: massive inefficiency, long waiting lists, a highly bureaucratic system, and m 

inabiity to cope with greater demand. In 1990, major health-care reform was enacted to use health- 

care resources more efficiently. The current reforms shift decision making to local districts and 

providers; separate the purchase and provision of care; and reorganize the structure of  prim.^, acute 

and community care. 

Financing. The proportion of GDP spent by the government on health care in 1992 was 5.7% 

& compared to 6.1% for 1990. Health-care expenditure per capita at purchasing power parity is one 

of the lowest in the EU, and as a percentage of GDP is the lowest of all EU countries. - 

There is extensive national public involvement in both financing and providing care+-4round 94% 

EX of all health-care spending is fimded by the central government. NHS accounts for nearly 90% of 
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u U.K. expenditures, and 95% of this is financed through general taxation and national insurance. As 

a result, the T r w  hits enormous power to influence total spending; even under the new reforms, 

I there is fidl Treasury control over supposedly financially independent NHS trust hospitals. 

I Publicly owned hospitals predominate, with a majority of doctors, nurses and other health service 

workers salaried employees for, or contractors of, NHS. Six percent of health care is hnded 

privately, either through supplementary insurance or direct patient payments. The proportion of the 

I population covered by supplementary insurance has increased over the last decade, reaching around 

12% in 199 1. However, coverage is typically limited, and is used to supplement elective procedures 

for which there are ofien long waiting times within NHS. Those who buy private insurance receive 

no exceptions or rehnds from national insurance contributions. 

Individuals contribute through taxation or national insurance contributions, regardless of actual 

levels of use of the system. Individual contributions mainly relate to the ability to pay. NHS is 

funded by general taxation (79%), national insurance contributions (1 5%), charges (4%) and the sale 

of land (2%). Income tax is deducted at source for the majority of employees. Tax levels vary 

broadly by income, with higher earners paying a higher proportion of salary in taxes. National 

insurance contributions are tantamount to a tax on earned income. Employees' national insurance 

contributions amount to 9% of their income, starting at £2,808 a year, and up to a maximum ceiling 

of £2 1,060. Employers' contributions vary between 4.6 and 10.4 percent, depending on employee 

income level. 

Health Care Outcomes. The life expectancy of U.K. males and females is very similar to the 

OECD average. The infant mortality of 7.9 per 1,000 is marginally worse than the OECD average 

of 7.4. 

- 
System Reform. The government is using free-market principles as a key lever to improve 

efficiency. The 1990 Act introduced three major changes: (a) international market Yor hospital - 
I services, including the separation of purchasing and provision functions; (b) established NHS Trusts 
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and community units; and (c) allowed budgets for some general practitioners to purchase hospital 

and other care services on behalf of their patients. ,.The reforms are advancing rapidly, with.95% of . 

hospitals expected to have Trust status. 

SWEDEN 

Philosophy of the Health Care System. Sweden has a national yet decentralized health system. 

The Ministry of Health and Social Maim is responsible for health care laws, while their 

implementation is largely the responsibility of county councils. The fundamental goals are "good 

health and health care on equal conditions for the entire population." Policies over the last three 

decades have concentrated on krther decentralization. There are two kinds of local government 

units in Sweden. County councils on the regional level, and municipalities at the local level. All 

levels have the right to levy taxes. In 1963, responsibility for primary care was passed to the county 

councils; in 1967 they were given further responsibility for mental institutions. In 1982, the county 

councils were put in charge of health promotion and public health, and they soon also took charge 

of the remaining university hospitals. County councils must promote the health of their residents, 

offer equal access to good medical care, and plan the organization of health care. ln 199 1, long term 

care for the elderly was passed to the municipalities. 

Funding of health-care services (other than long-term care) is the responsibility of the county 

councils, with around 80% of their expenditures for health care, financed partly through regional 

income taxes. County councils are also supported by state grants, and receive a capitated budget 

£?om the national social insurance fund. In addition, the national insurance system is responsible to 

pay benefits in cash to those insured. , 

Financing. Spending on health-care in 1990 constituted 8.7% of GDP. This is very high: only the - 
U.S., Canada and France spend a higher proportion in the OECD. In 1988, the three levels of 

. - 

government hnded 89% of health-care expenditures: 59% from county council taxation; 7% by 
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After World War 11, a variety of programs were implemented to expand both the supply and demand 

for health-care services. a The most significant was Medicare, which originally provided cost-based 

reimbursement for hospitals and fee-for-service reimbursements for physicians. At the time, private 

insurance generally onIy paid fixed amounts for hospital care and a minimum of coverage for doctor 

services; however, aRer the implementation of Medicare, this changed, and the insurers converged 

on the Medicare system of reimbursement. There were therefore strong incentives for the hospitals 

and doctors to increase volume and the cost of treatments. 

As a result, the health care system expanded rapidly from 1960 to today, with expenditures 

increasing fiom 5 to 12% as a percentage of GDP. New technologies and other medical research 

blossomed, producing sophisticated, high-quality and widely-available care for those with insurance. 

In 1983, the government moved to pay hospitals a fixed payment for each patient on Medicare with 

a particular diagnosis. Since government paid for over a quarter of all hospital care, hospitals had 

an incentive to change. Recently, government replaced the way doctors were paid, allowing them 

a fee based on the resources expected to be used for any particular service, thus also removing the 

incentive to increase volume. Private insurers have also responded to escalating medical care costs, 

typically by moving to managed care. 

I: Financing. Total spending on health care exceeded 12% of GDP in 1990 as shown in Table 1. The 

U.S. has the highest spending on health care in both absolute and relative terms in the world. The 

government funded about 41% of health care expenditure in 1991 divided between Medicaie (18%), 

Medicaid (12%) and other government spending at all levels (1 1%). 

Employer-sponsored private insurance covers 59% of the total population. This proportion rises to , 

approximately 70% if one considers only those under 65. Around 4% are covered by a combination 

of Medicare and their employer's policy. Seven percent of the population is covered by non-group - 
t private insurance. There are various non-public sources of hnding. Private health insurance, often 

- 
employer-based, funds around 32% of U. S. health-care expenditure. Non-employer-dated private 

insurance policies are regulated by the states, with each state requiring policies to include certain 
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4 benefits. If offered through the employer, exemptions are possible fiom state requirements. Out-of- 

pocket payments make up 23% of the hnding, while 4% comes fiom other private sources such as 

philanthropic donations. 
. ,  

I - Many U.S. hospitals are "non-profit" institutions, enabling them to obtain many benefits and tax 

advantages. Non-profit hospitals can finance equipment purchases at lower interest rates, receive 

donations tax-free, and finance many capital expenditures at favorable rates. Estimates show that 

non-profits can enjoy about 1517% savings on operating budgets over private institutions. 

I Approximately 13% of Americans are uninsured. Medicaid covers 6%, about half of these people. 

V i a l l y  all Americans 65 years or older are under Medicare, covering 9% of the population. The 

I military and veterans (2%) are separately insured by the government. 

I Health Care Outcomes. Despite the large sums of money invested in health-care, the US has mixed 

I 
results. Infant mortality is significantly higher, and both male an female life expectancy at biih are 

marginally shorter than the OECD average. Various explanations explain these outcomes. Certainly 

I a higher incidence of urban violence is one factor in the lower life expectancy.' Improvements in 

health care also more likely to be applicable to the middle classes rather than the poor; the poor have 

I death rates 44 to 124% higher than privately-insured patients. 

I System Reform. National health-care reform is currently being debated. The outcome is uncertain. 
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SECTION IV 
. . 

PERCEPTLONS- OF RUSSIAN CONSUMERS AND PROPESSIONALS . . .. , .... 

The Russian people's beliefs in health care mirror their political outlook for the country and for its 

political institutions. They are confused about the emerging choices and their role in these choices, 

and remain concerned on questions of health-care financing. A segment of the population, 

particulgrly young people, supports quality care and competition, and accepts greater consumer 

choice. At the same time, many Russians appear satisfied with the care they receive, and assert that 

current problems are only temporary. 

The juxtaposition of seemingly incongruous statements and opinions fiom both consumers and 

providers, then, demonstrates the delicate balance that must be achieved in the public's mind in order 

to persuade them that reform is both necessary and beneficial. This has signrficant implications for 

public education to sweep away cobwebs of ignorance and infiltrate the dark comers of illusions that 

pervade public attitudes toward reform and privatization. 

B. CURRENT ENVIRONMENT 

The public at large continues to be quite negative when evaluating the direction of the co&ry, with 

61% indicating that Russia is "off on the wrong track." There has also been a marked increase in 

concern about national political leadership, with 47% of college-educated respondents naming this 

issue as the top problem. High prices, crime and unemployment also rank high on the list of , 

concern- Russian's, however, make a clear distinction between general problems facing the nation 

and those facing them personally, whereas consumers point to the crisis of political leadership as the - 
highest concern this changes to high prices (40%), unemployment (10%) and health care (10%) 

when they identify issues that directly face them. - - 
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I Most Russians evaluate themselves as being fairly healthy; only 23% say that they are in poor 

I hedth, although this may reflect a lack of knowledge of the state of health in OECD countries. -Even 

so, 54% of those over age 65, a large and growing segment of the population, indicate that they are 

I in poor health. A majorhy of people use and support the role of polyclinics: Only 14% of those who 

received medical care for which they did not have to pay actually gave providers some type of gift 

I or payment, with the practice being more common in large cities. In terms of quality of care, only 

8% evaluate the care they received as "poor," and 90% believe that the quality is "excellent" or 

"fair." 

I Nevertheless, the Russian people are extremely concerned about the future of quality health care. 

I 
These concerns appear greatest in the Far East and in the largest cities, with the best educated and 

higher income respondents more concerned over issues of quality. Nearly 23% of college graduates 

have not sought medical care due to quality concerns, and 18% of those in the highest income 

grouping have stayed away due to quality issues. 

1 C. VIEWS OF THE STATE OF HEALTH CARE 

I A majority of Russian citizens, both consumer and providers, indicate that they are not satisfied with 

II' health care, with 16% saying that they are "not at all satisfied." Consumer opinions match those of 

providers, with 55% of doctors, nurses, bureaucrats and pharmacists also indicating that they are not 

u satisfied with the current state of health care. However, providers appears to be more negative than 
*- 

the recipients of care. Seventy-eight percent indicate that the system is less secure then ten years 

S_ ago. The most negative evaluations of the system are more likely from providers in the Far East 

(83% not satisfied), and Southern Russia (59%). Doctors and administrators tend to be much more , 

negative than such groups as medical technicians or pharmacists. Women providers are more 

negative, although age is not a major determinant of attitudes on this issue. Over 40% of those who - 
are not satisfied blame "reformers in the government today." 

- 
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I Consumers cite lack of medicine as the reason for dissatisfaction (25%~)~ and this rises to over 40% 

in the rural. areas and with seniors. Other reasons include the rudeness of doctors and general 

I 
. . 

incompetence. Outdated equipment, long lines and waits for care, lack of specialists and high fees 

I 
are of concern, but at a lesser magnitude. When consumers were asked to list their highest priority, 

39% indicated that "keeping hospitals and polyclinics supplied with necessary equipment and drugs" 

is of greatest concern. This figure rises to 49% in rural areas. Others indicated that reducing pollution 

should be the government's highest priority (16%). However, their biggest concern personally is 

money, and over 30% say that what worries them most is the possibility that the "government will 

run out of money to fund the hedth care system and we will have to pay more than we can afford 

for treatment. " 

In fact, 70% worry "a great deal" that they "might be required to pay" for their family's basic medical 

care, and an overwhelming 8 1% indicate that they worry a great deal about not being able to pay for 

care if a family member "suffered fi-om a catastrophic illness in the future." Long waits for medical 

care does not appear to be a big problem, with 49% indicating that they "never need to wait" to get 

an appointment. Waits for care at a facility is less than three hours, with 40% indicating that their 

wait is one hour or less. 

In asking providers, 78% indicated that they feel less secure today about the health care . system . as 

compared to ten years ago. Insecurity about the system is bighest among those away fi-om Moscow, - 

with 87% in Southern Russia, 83% in the Far East, and 79% in the UralsfSiberia. When questioned 

about the specific reasons for their dissatisfaction, 39% indicated lack of finances. The solution: a 

small 6% indicated that having people pay for care was the best solution, while 5% identified 

changing the system as a whole and 1% support privatization An amazing 45% of the providers 
f 

could not think of any way to solve or alleviate the problems they faced. 

- 
In asking Russians about the new insurance law, just over half (57%) have seen, read or heard about 

the insurance law passed last year, an awareness level over 30 points lower than aman& health-care 
I_ 

providers in the country (88%). Awareness among providers is over fifty percent in every region of 
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the country, and is particularly high in the Fast East area (96% heard about the law). Among 

consumers, the more educated appear to be paying closer attention to the issue, ranging fiom 75% 

for college graduates to 41% for those with less than a high school education. Respondents who are 

categorized as dissatisfied and more open to reform also appear to be paying more attention to the 

issue, with 61% of this group having heard about the law. Conversely, awareness drops to 47% 

among those who are satisfied and resistant to reform. Consumers are also fairly positive in their 

assessment of the law's impact on health-care, with 38% indicating that the law will improve the 

health care they receive. This compares to a 29% positive assessment among providers. Providers 

in Southern Russia and the Far East regions tend to be more positive than their counterparts 

elsewhere. Age is a strong determinant of attitudes on the issue, with positive assessments more 

common among younger people. Nearly 48% of the respondents under 45 years of age believe that 

the law will improve medical care. 

I On the provider side, awareness of the insurance law is quite high - 88% However, they are divided 

3 
over the impact, with 33% of the providers believe that the law will make things worse. Rural 

providers appear to be most optimistic about the impact with 38% indicating that it will improve 

1 health care. Respondents employed in polyclinics tend to be more negative t h e  their counterparts 

in hospitals or aptekas. The key determinant, however, on the issue of satisfaction is support for the 

1 current system Among those who are satisfied, 34% think that the new law will improve the system. 

Consumers were also asked about public education campaigns. Sixty-six percent of the Russian 

people have heard of the campaigns that promote a healthier lifestyle, ranging from 71% of younger 

II respondents to 58% of those over the age of 65. Unfortunately, this information does not translate 

into effectiveness. Less than 24% of the respondents who are aware of the campaigns have "changed , 

I any habits or do anything differently." The campaign has been more effective with young people 

(30%), but this level drops to 25% for middle-age respondents. Generally, the public is well - 
I informed on the benefits of preventive medicine, and 71% agree with the idea that "it is better to 

- 

I 
prevent illness by doing things such as seeing a doctor once a year for a physic@amination, 
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I exercising and eating rights." The only group which resists the benefits of prevention are almost all 

I older people. 

A majority of the Russian pubhc is against individuals paying for health care, although there is about 

40% of the population which prefers reform options or believes they are equally as good as the 

I current system. Fifcy-three percent (53%) of the public agree with the viewpoint that "people should 

ever have to pay for medical care as they cannot afford basic care and should only have to pay fore 

I 'extra comforts' such as private rooms or very expensive treatment methods." Twenty-one percent 

(21%) are more inclined to agree that paying for medical services will create competition among 

I doctors and "force them to provide better quality care while still keeping fees at reasonable rates." 

I Predictably, older Russians tend to be much more conservative and are more concerned about 

retaining "free" care. Fully sixty-seven percent (67%) of those over the age of 65 believe that people 

I should never have to pay for care. Of those aged under 35 support of this view is just 40% and 

I 
actually 29% agree with the idea that paying for services is the only thing that will foster competition 

and bring up the level of quality. 

Less educated respondents are driving the view that health care should continue to be free to patients 

with two thirds (66%) of those having less than a high school education. No dierence in.attitudes 

exist between urban and rural. Russians in CentraYNorthern region tend to be more supportive of 

free care (58%) than the Southern (52%), UraVSiberia (47%) or Far East (51%) region. women are 

six points more likely than men to think that care should continue to be free and provided by the 

government. 

A plurality (46%) of the Russian public indicate that they would still go to their local polyclinic even 

ifcost was not a consideration, although 22% indicate that they would go to a local private doctor. 

Willingness to visit a private doctor drops almost twenty points from the youngest respondents 

(35%) to the oldest (16%). Even though cost was explained not to be a factor in@& decision 

income stilf is decisive to their decision. 
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I On the provider side of the equation, 78% state that the current health care system does not meet the 

needs of the Russian people although remedies identified center around old solutions to their own , 

needs. Nearly 49% of the providers say that increasing salaries is the incentive is the incentive that 

"should be available". Only 1% suggest encouraging private activity while 3% think an appropriate 

incentive is allowing self administration of facilities. A majority (69%) support the concept of 

competition that "would result in better care at lower costs'' - the whole concept that is the basis for 

capitalism and free trade. 

Interestingly, 48% of the administrators indicate that they have the power to change the 

reimbursement system, increasing to 68% of administrators in CentraVNorthern Russia and 57% in 

the urban areas. 

The current financial system of health care is relatively unclear even to providers. On some issues 

providers are not capable of even estimating or guessing about the facility's finances. Under 50% 

of polyclinic employees are able to tell how they receive reimbursement for their services, while 

only 40% of hospital employees are able to explain their reimbursement system. Since most do not 

know how they are being financed now it is not surprising that it is difficult for them to predict what 

impact a solely insurance based system would have on the facility. 

Respondents who are employed in a private company, or one that is in transition to the private 

sector, and who have children, are most open to the concept that patients paying for care is the only 

way to foster competition and thereby improve quality. A plurality (46%) indicate that they would 

still go to their local polyclinic even if cost was not a factor, although 22% indicate that they would 

go to a private doctor. Going to a local polyclinic is the chief preference for respondents in every , 

region, never deviating more than two points from the national average. 

- 
Acceptance of private doctors appears to be higher in the Far East region. Age and education play 

- 
an important role in determining respondents' acceptance of private doctors, with willltlgness to visit 

a private doctor dropping almost twenty points from the young respondents (35%) to the oldest 
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I (16%). Even though cost was explained not to be a factor, income is still decisive to their decisions. 

I 
Willingness to go to a private doctor is 17 points higher among high-income respondents than among . 

the lowest-level income bracket. 

Geographically, rural respondents are much more open to the idea of seeing a doctor at a nonprofit 

institution, with 63% indicating willingness to visit a health trust facility. But openness drops to 52% 

of urban residents. Southern Russia respondents are open to this new type of facility. Age continues 

to play a major roIe, with openness to visiting a health trust facility decreasing as age increases. But 

the addition of the word "for profit" has an interesting effect on some key groups in Russia. The 

concept detracts from the facility's marketability among rural areas (54%-9%) particularly among 

those in Southern Russia. However, this injection of capitalism slightly enhances support among 

urban residents. Openness to these reformed institutions does not change in Central/Northern Russia. 

The addition of the "for profit" has the greatest negative impact on the older people, with a full 10 

point change fi-om being supportive of a nonprofit for the aged gioup 65 and older. Conversely, fully 

67% of college graduates and 60% technical school graduates would visit a doctor at a private, for- 

profit facility. 

D. THE FUTURE AND POSSIBILITIES FOR REFORM 

With all the worries expressed about the health care system, it is somewhat surprising that'~ussians 

are as optimistic as they are when asked to predict the fUture of the system. The public generally 

speculates that the health-care system will get better (32%) rather than deteriorate (21%). Russia's 

youth tend to be driving the optimistic predictions for the health-care system. Optimism also tends , 

to increase with income of the respondent with just 27% of low-income respondents indicating that 

health care will improve. Yet, a surprisingly high (54%) agrees with the statement "The health care - 
system we have in Russia is an inherently good system, and the current problems are only 

- 
temporary." This view tends to be more dominant in rural areas (60%), than with u r b  residents. 
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I It is above 50% in every region of the country, and the view is fairly widespread with little 

deviations based on gender, age, or income. 

I 
. Among respondents who are satisfied with the current system and resistatlt to change, hlly 74% 

agree with the idea that the problems are only temporary in nature. By contrast, those who are 

I dissatisfied with the current system and support some type of reform disagree with the idea that the 

problems are only temporary. 

I 
In looking at value choices, a majority (55%) of Russians indicated that "keeping medical care fi-ee 

to all Russians" should take precedence over "making sure the quality of health care you and your 

family receive is the best it can be even if it means paying something." Here, age is the key 

determinant of attitudes, with those aged 18-34 supporting quality care over fi-ee care (57% to 38%), 

compared with those over 65 years old supporting fkee care (82%) over quality care (13%). More 

educated voters are also much more likely to demand quality care, even if it comes at some costs to 

them personally. Halfof graduates from technical schools and 55% of college graduates indicate that 

quality care is more desirable than fi-ee care. This contrasts sharply with the attitudes of less- 

educated respondents. 

Providers and consumers support the concept of limiting universal health care. While theydiier on 

the list of what items should be paid for by the patient, both agree that restricted universal coverage 

will increase quality care (60%-36% among consumers). Providers believe that the government 

should pay for psychiatric care (98%), while 3 1% of consumers support payment for these services. 

Providers also think that patients should pay for contraceptives (66%), but only 35% of consumers 

agree. Preventive exams are viewed as appropriate for basic care, but abortion and optometric care , 

are widely seen as the patient's responsibility. 

Those most dissatisfied with the current health-care system and those most open to reform comprise 
- 

46% of the Russian people. They are: - - 
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From UraldSiberia or Far East regions; 

'in towns less than. 10,000 people; .. . . , . . . ... . 

aged 18-34 years old; 

women under the age of 45; 

people with children; 

college or technical school education, 

"white collar" workers; 

people who think heaith-care system problems are inherent, not temporary; and 

people who used unpaid and paid medical care in the past two years. 

Clearly, there are still fears to be overcome with the group that is more open to change, but there are 

promising signs throughout the data with this group on reform issues. For example, while 60% of 

the group that is satisfied and opposed to reform indicate that individuals and businesses running 

I health-care facilities and the pharmaceutical industry would make health care unaffordable to most 

Russians, less than half (49%) of the dissatisfied respondents agree with this assessment of 

# privatization. Indeed, 27% assert that things will improve. They are less likely to put a premium on 

I free care for all Russians, and more willing to accept restrictions on care in re6m for better basic 

medical care. 

Another indication of support for reform is overall support for the concept of an insurance-based 

I system (57% support, 22% oppose), although 18% of providers thought that insurance would result 

in a deterioration of their facility. Even stronger support for health "trusts" exists (78% support, 7% 

oppose). This evidence clearly indicates that reform leading to choice and competition is desired. 

Consumers were asked to choose between two opposing points of view about privatization, and just 

over half (52%) take a negative view of the situation and agree that "allowing individuals and - 
I businesses to run the health care system will only make health care unaffordable for most Russians 

while letting these people get rich off our misery." Just 23% of the public takes a po@ve view of 

I privatization, arguing that "allowing individuals and businesses to run Russia's hospitals and 
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I pharmaceutical companies will make hospitals be more responsive to their patients' needs and 

eliminate the widespread inefficiencies of the state run system through healthy competition." 

I Geographically, there is substantially more support for a private health care system in the Far East 

I 
region of the country than in other areas. Southern Russia and Central Northern regions tend to be 

the weakest areas. 

Thus, one must be carefbl in the rhetoric employed to rally support for the privatization process. The 

term "privatization" per se, conjures up negative images for this group. While 39% of the satisfied 

group assert that "privatization is always a bad thing" agreement with this statement jumps up to 

47% with those in the dissatisfied group. 

Finally, there is mixed emotion over the issue of Western pharmaceutical companies being allowed 

into the Russian market. The idea that the Western companies are merely taking a situation ripe for 

exploitation, and making money out of other peoples' misery tends to be the prevailing feeling 

among older men (49%), blue collar workers (47%), low income respondents (48%) and those who 

think the health care system is going to deteriorate (48%). 

Forty-five percent of consumers disaaee that "Western companies who are coming to Russia to seU 

drugs and medical equipment are only exploiting our people and should be barred from this. market," 

while 42% agree with this statement. FrRy-nine percent of consumers believe that Russian doctors 

are better than Western doctors, even without modern drugs and expensive equipment. 
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SECTION V 

THE NEW APPROACH TO RUSSIAN HEALTH CARE 

I 
I A. THE KEY PRINCIPLES OF TEE NEW APPROACH 

Having assessed Russia's current health-care problems, examined the current system, and gained a 

better understanding of the perceptions of both consumers and providers, we now turn to the new 

approach. Progress should be made rapidly to avoid further deterioration in the quality of medical 

services. while the health-care system is reformed. The proposed guiding principles are 

straightforward: 

a) meaningful universal access to 

b) enhanced, efficiently provided, cost-effective health care through 

c) increased consumer choice and competition among health-care providers, leading to 

d) better health and greater satisfaction for the Russian people. 

To ensure meaningful universal access to a basic package of health care, existing'~ussian resources 

must be allocated more efficiently. Although increasing the share of GNP in the health-care field 

is a long-term objective (while also bearing in mind the need to keep costs down), in the short term, 

such an increase is highly unlikely. In practice, therefore, in the near future, a better and more 

productive allocation of resources is the most likely way to uncover "new" human resources and 

funding. Moreover, increased cooperation and network-building among providers, such as between 

hospitals and polyclinics, will also be an important factor. Otherwise, the rationing of health care 

that presently exists in the form of long waits for diagnosis and treatment, and scarcities of important , 

pharmaceuticals and medical supplies, will continue and possibly worsen This means using the 

existing pool of well-trained medical manpower more effectively, and, through additional training, 

redirecting attention from tertiary to primary health-care. 
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I Virtually all observers of Western health systems agree that preventive medicine should receive far 

i -  greater stress than it does currently, and the same can be said about the Russian system. The highest 

priority should be given to non-infectious diseases, which cause 96 out of every 100 deaths in 

Russia. For example, better dietary practices and a better life style including more exercise can lead 

to healthier, longer and more productive lives, thus mitigating the existing burden on health-care 

providers. Reducing alcohol, drug and tobacco abuse through changed societal perceptions of these 

substances, brought about by widespread public education campaigns will be especially important. 

Timely diagnoses of damage to the teeth and oral cavity will prevent many somatic diseases. 

Environmental protection standards should be enhanced, especially in industrial areas. More 

sanitary, hygienic and safer workplaces will likewise reduce the need for expensive curative 

measures for Russians exposed to the risks of air and water pollution and accidents. Extensive 

public health initiatives in all of these areas will be required, and governments at all levels will 

continue to have significant roles. 

Efficiently-provided and cost-effective health care at all levels -- prevention, early detection of 

illness, treatment and rehabilitation -- is also critical to achieving a "Healthy Russia 2000." Efforts 

should be made to avoid the problems many Western systems encountered by excessive expenditures 

on "high tech" machines and treatments that result in large financial commitments but limit4 

curative benefits. Lessons can be learned from the "moral hazards" created by Westerninsurance 

systems and tax codes which encourage excessive consumption of health care by those covered. 

Because large amounts of new resources for health care are unlikely in the near fbture, efficiency, 

cooperation and cost effectiveness must be central to health-care reform in Russia. 

Increased consumer choice and competition among providers will be strong engines in pulling the , 

health-care system into the future. Providers will have much stronger incentives to be responsive 

to health care consumers, who in turn wiil have a range of options now unavailable to them. - 
Physicians in Western health-care systems, for example, are acutely aware of the impact of 

- - 
competition on their own level of attention to their patients' needs. The practiqof providing 

medical services for fees should be broadened (whether covered by government or private insurance, 
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or by direct payment by the consumer), in parallel with the continued provision of health care by the 

I 
government. Physicians and other providers in fee-for-service practices will understand that their 

incomes are determined by the extent of their output, not simply by putting in the requisite number 

I of hours each day in a polyclinic. There should even be scope for compensation based not just on 

production, but quality as well, as in the system in Yekaterinburg. These changes will require 

I extensive public education for both consumers and providers, but the benefits over time will be well 

worth the expenses for such campaigns. Consumers who become aware that there are aff7rmative 

I steps they can take to stay healthy and that there are options his provider should offer him will be 

empowered consumers, expressing their own authority. 

Better health is the final objective, leading as it will to longer lives, greater consumer satisfaction 

i and a stronger sense ofwell-being and security. With all of the travails and social hardships imposed 

on the Russian people by the transformation and reform of other sectors of the economy psycho- 

social stress is itself a cause of poor health. It is, therefore, vital that reform in the health-care 

system not be seen as simply adding one more burden. This is both a humanitarian and a political 

imperative. Personal and family health contribute to individual self-confidence and social stability. 

I The difference in life expectancies between men and women must be reduced, along with a reduction 

in the idant and maternal mortality rate. Children in particular must be of special concern, both for 

1. their own healthy futures and for the satisfaction and confidence of their parents and other: relatives. 

They must receive &l necessary physical and moral education. For the elderly, there must be a sharp 

drop in the number of days lived at less than full potential due to acute and chronic diseases. 

These principles establish the broad outlines of a "Healthy Russia 2000." They should win broad 

acceptance both among the Russian people as a whole, and among the providers of health care. They . 
emphasize the importance of Russian efforts and Russian strengths, building on what is already 

sound in the health-care svstem. 
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I B. POLICIES AND STRATEGIES DERNED FROM THE NEW PRINCIPLES 
. . . . . . ... . . .  . . .  . .  . . :. ... . . . 

. . . . . . . . ..( . . .. . ... 
). ", 

Russia's population is large enough to support an internationally competitive health-care industry. 

I' The population is well-educated, and includes a strong scientific community. Within a system that 

provides appropriate incentives, and which provides clear and unambiguous legal structures, the 

I future of the Russian health-care industry can be bright, satisfying the needs and aspirations of the 

Russian people. As noted at the outset, reform is already underway, through pilot projects and local 

initiatives which need to be fostered and spread across the country. 

Privatization and market-oriented policies are the techniques most likely to achieve such a result, 

while also accommodating (a) the different types of care and technology; (b) the nature of 

health-care financing; and (c) a wide variety of local circumstances across Russia. Moreover, 

privatization legislation must also encompass a regulatory framework that will (a) protect the 

consumers from private monopolies at any level; and (b) protect the financial viability of investors 

operating in a highly uncertain economic environment. 

"Healthy Russia 2000" recognizes that not all of the changes recommended can be made at the same 

time throughout Russia. It also recognizes that reform of many aspects of health care will have to 

be handled differently fiom reform in other sectors of the Russian economy, for obvious .political, 

economic and social reasons. Finally, carefbl consideration will have to be given to the preparation 

for privatization in those areas where privatization seems advisable. Where not &sable, 

governments should nonetheless strive to achieve better systems management and operation. 

Moreover, governments -- national, regional and local -- will continue to have important medical and 

legal roles, such as in the fields of public health; the provision of care for especially vulnerable , 

groups such as the elderly and the truly needy; scientific and medical research and education; 

protection of intellectual property rights; and others. Even there, however, the incentives and - 
disciplines of market-oriented policies and strategies should be used where feasible. Financing 

- - 
mechanisms, where the national government will continue to have a major role, are dkussed in the 

next section. 
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I Physicians should be permitted and encouraged to practice privately, either alone, in partnership, or 

I 
in privatized polydinics. Patients should have a choice among physicians and other providers, who 

would be compensated based on the amount and kind of services they provide. Large polyclinics 

(those with 200 or more employees) might be broken up into smaller, more specialized, 

privately-owned units (operating on the same premises), including those which supply administrative 

I and technical support to care providers. In St. Petersburg, one large polyclinic did elect to break 

itself into smaller hnctional units, with positive results. That model, however, may not be 

m applicable everywhere, and providers should be given the choice of which approach to pursue. 

Hospitals and other major medical facilities can be denationalized in several ways. First, control and 

governance over the hospitals can be handed over formally to local, regional and municipal 

governments. This process of decentralization is already well under way on a de facto basis, and the 

shift needs largely only de iure endorsement. Even when government ownership and control is 

maintained, decentralizing such control will bring hospital management closer to the needs of local 

populations, hopehlly making them more responsive to actual conditions on the ground. Pilot 

projects are already underway, working with reform-minded hospitals and polyclinics to enhance 

efficiency and financial management, and perhaps even move toward privatization. 

Second, straightforward privatization should be encouraged and supported. For-profit hospitals in 

Western countries provided the highest-quality health care with the same concern for the well-being 

and comfort of their patients as do government-owned hospitals. By bringing businesslike practices 

such as careful inventory control, electronic data processing, and labor-saving technology to bear 

on health care, for-profit chains and individual hospitals have brought costs down while enhancing 

care. For-profit hospitals, for example, tend to have shorter stays for their patients, which results in , 

health benefits for the patients and economic benefits for the hospitals. 

Third, privately-controlled not-for-profit or "charitable" hospitals should also be encouraged and 
- - 

supported. These could be "owned" by civic charities, labor unions, religious o&rs, fraternal 

societies, academic institutions, and similar organizations, and perhaps enjoy tax-exempt status as 
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in many Western countries. In this regard, Russia might well also chose to create "Self Governing 

Hospital Trusts" ("SGHTs") through the denationalization of State hospitals, as the United Kingdom, 

Israel and the Scandinavian countries have recently done. Through this process, hospitals become 

"public trusts," wliich aie not-for-profit organizations. This status essentially removes management 

of the institutions from government hands. 

Whichever model is adopted at the conclusion of the policy debate -- for-profit hospitals, 

not-for-profit hospitals, as well as those still owned by national or local governments -- would run 

on variable incomes derived fiom the sale of services rather than on fixed budgets supplied by the 

govemment. Because money would thus move with the patients, hospitals must focus their energies 

on the quality of their medical care and patient satisfaction if they are to remain viable. Under this 

system, control over the allocation of health-care hnding of hospitals shifts from bureaucrats and 

hospital consultants to those who purchase the services in the community. 

Hospitals or polyclinics that remain under government ownership should have the option of 

contracting out management functions to the private sector. This would maximize efficiency, and 

keep costs down, thus benefiting consumers. There has been worldwide success with privatizing 

hospital management, food services, laundry and linen services, equipment supply and maintenance, 

and specialized medical services such as radiologists, anesthesiologists and medical laboratory 

services. For those hospitals which choose not to contract out, existing managements should receive 

enhanced training in the necessary skills. 

In the fields of pharmaceuticals and medical devices, conditions are such that rapid privatization and 

openness to foreign investment and trade at the manufacturing, wholesale and retail levels are , 

prospects for very rapid implementation. Projects are already underway to encourage American 

pharmaceutical manufactures to seek increased trade and investment in Russia, and legislation is - 
ready for debate. Additional similar measures can be instituted immediately to attract foreign 

investment and enhance the indigenous Russian 

also help spread the utilization of "good 

. - 

pharmaceutical industry. Foreign investment could 

manufacturing Practices," as defined by WHO. 



Health Russia 2000 Page 52 

Privatization and the application of competitive forces would promote the unobstructed flow of 

I needed pharmaceuticals and devices. In addition, greater attention would be focused on the-costs 

of production and distribution, and drugs would be more widely available, thus lessening the demand 

for more intensive and expensive forms of medical intervention. 

I Pharmaceuticals and medical devices are sufficiently analogous to other industries being privatized 

that options and methods previously utilized can be applied here as well. For example, it will be 

I important in any privatizing legislation to protect against the expropriation of privatized enterprises 

by the government, against invidious treatment of foreign interests and investments, and against 

I restrictions on the expatriation of earnings and the fiee sale of property within Russia. Obviously, 

the enabling legislation would also have to take into account the particulars of this industry. 

I 
Especially important here is the creation of adequate safeguards to ensure the protection of 

intellectual property rights. The law on Foreign Investments in Russia guarantees to foreign-owned 

I enterprises at least the same rights to intellectual property as apply to Russian citizens and 

enterprises. Care should be taken that these protections are consistent with international standards 

I and practices to avoid "free riders," which would strongly discourage foreign trade and investment, 

and which would inhibit the formation of joint ventures between Russian and foreign investors. 

Moreover, the existing "caps" on producer, wholesaler and retail prices are misallocating resources, 

and should be promptly eliminated. 

-- 
Privatization would help create a well-hnctioning, cost-effective pharmaceutical manufacturing 

L sector by overcoming an inadequate rnanufachuing base, obsolete production facilities, an antiquated 

and excessively complex range of products, inefficient organizational structures, and inadequate , 

R quality controls. In addition to privatization, however, other policy changes are needed to create a 

climate for "Healthy Russia 2000." Internationally recognized production and quality standards - 
t should be established and enforced, and needless barriers to the introduction of new therapeutic 

- 

1 
agents should be eliminated as rapidly as possible. The Russian government should &ide on a list 
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of essential drugs based upon those already promulgated by the World Health Organization, and use 

the Russian list to provide incentives for pri+atized operations to meet pressing needs. . -. 

In distributing and retailing pharmaceuticals and medical devices, Russia now has Honopolistic 

control at the wholesale level, inefficient distribution methods, and economically insecure retail 

facilities. Indeed, many outside observers believe that the distribution system is perhaps the single 

most pervasive block to an effective pharmaceutical sector. Major restructuring, on an urgent basis, 

should begin immediately. The government should encourage fiuther competition and investment 

in this vital area, including by foreign investors, requiring as a condition of licensing that the 

wholesaler carry a fdl line of needed therapeutic agents, as just noted. The government should also 

consider "bundling" geographically-dispersed wholesalers for privatization, with the aim of creating 

national wholesale businesses. Having as few restrictions as possible (e.a., fieely granting wholesale 

licenses) is a way to achieve a competitive and efficient distribution system. It will, in any case, be 

more expeditious, especially if foreign distribution groups are allowed to apply for licenses. 

Privatized retail pharmacies should not have the continuing incentive to dispense high-cost products 

where less expensive alternatives are available. Reimbursement on the basis of a uniform, 

negotiated dispensing fee would reduce that incentive. In some countries, ownership of pharmacies 

is limited to licensed pharmacists. Such a restriction would simply inhibit beneficial competition. 

The formation of chain operations, which lower costs because of economies of scale, would be 

inhibited, a less-than-optimal result. Private entrepreneurial skills at both the wholesale'and retail 

levels are currently lacking, and substantial training and support will be needed to inculcate 

private-sector methods. 

These general policies and strategies, which flow directly from the principles of a new approach to 

health care, provide "Healthy Russia 2000" with a bold agenda, filled with challenges and 

opportunities. They reflect the hopes and aspirations of the Russian people, as our surveys have 
- - 

discovered, and provide a roadmap for the hture. . - - 
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C. FINANCING OF HEALTH CARE 

Russia inherited a system in which the Government financed, managed and operated health care. 

Through 199 1 - 1992, the last years for which fill information is available, health care was financed 

almost entirely fi-om general revenues of the Federal and local governments. The bulk of these b d s  

was allocated through the Ministry of Health and local health authorities, and accounted for an 

estimated 82% of total health expenditures in 199 1. Unfortunately, there were really three levels 

of quality of care under the old system. The nomenklatura and a few others had exclusive care 

facilities. Below that level was care for employees of important Soviet ministries and state-owned 

enterprises. The remaining financial resources accommodated the vast bulk of the population. 

However, new health insurance legislation ("HIL") became operational in 1993, creating far-reaching 

reforms in the health financing system. The HIL creates a non-budgetary channel of resources, and 

establishes a mechanism for pooling and allocating public money dedicated to medical care. HTL 

implementation is slow and unstructured, partly because numerous issues remain unsettled. These 

include: (a) defining a basic basket of care; (b) establishing a capitation formula; (c) specifying 

government financial liability for health; (d) creating regional equalization mechanisms; and (e) 

establishing reimbursement methods for the provision of care. The proper role of private finance 

also remains uncertain, depending on decisions on privatization. Private finance, including 

voluntary insurance, is unquestionably growing. Here, however, we consider mostly public finance. 

Timely solutions for these issues will create financial mechanisms and appropriate incentives for 

promoting better health, equity, efficiency, and client satisfaction. If not timely however, there is 

a serious risk that HIL fimds could be wasted, without bringing about real change, thereby missing , 

an historic opportunity for the Russian health-care system. Russia needs solutions which are 

feasible in the short term, which would contribute to long-term solutions based on Russia's own - 
experience. 
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The HIL's central institutional feature is the creation of separate, compulsory medical insurance 

("CMI") h d s  at the Federal and territorial levels to manage revenues from a wage tax, and Federal 

and tenitorial governments' contributions. The hnds are independent, non-commercial finance and 

credit institutions (thus separating health-care financing from the actual delivery .of services), : 

responsible for coilecting the major part of hnds from employers and local authorities. The Federal 

CMI hnd is to achieve cross-regional equity, but there are no clear guidelines how. 

The actual purchasing of care for consumers is handled by two types of institutions which would be 

contract& by the Regional Health Insurance Funds ("RHIFs"). The legislation recognizes "insurers" 

(sick funds and insurance companies, and branches of RHIFs). Insurers will be reimbursed on a 

capitation basis. The law allows public insurers to perform either by using salaried personnel in their 

own medical institutions, or by buying services fi-om independent care providers, thus acting as 

health maintenance organizations or as brokers with providers. The development of insurance 

companies has been erratic, with wide variations among the regions. Moscow has approximately 

twenty insurers licensed under the CMI, is a very competitive market, and 100% of the local CMI 

finds are dispersed through the insurers. In Archangelsk, by contrast, there is only one licensed 

insurer, exercising a monopoly position. 

Territorial CMI b d s  manage care on behalf of consumers where insurance companies do. not exist 

or are underdeveloped, thus permitting public administration to manage care, but not necessarily to 

provide it. This configuration may be most suited for rural and sparsely populated areas. -Virtually 

all CMI funding now goes ultimately to hospitals, but a limited number of polyclinics may be 

covered by early 1995. Here again, however, there are wide variations. Novgorod and Barnaul, 

despite a shortage of funds, started hospitals and polyclinics simultaneously. Moscow actually , 

began with polyclinics, and CMI fkds  currently provide almost 50% of polyclinic expenses. 

- 
Under voluntary insurance programs, individuals and employers are able to select the insurance 

companies of their choice. It is still unclear what the respective roles of CMI funGocal  health 

authorities and insurance companies are in monitoring costs and the quality of health-care delivery. 
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As in so many other areas, there are significant regional variations. In Tver, the CMI fund is very 

strong and active, whereas in Novosibirsk it is almost nonexistent. These differences, needless to 

say, make management planning difficult. 
. . . . 

Capitation, as opposed to direct budgeting, depends on two interrelated preconditions: competition 

among providers, and informed choice by consumers. Capitation is based on pooling risk and 

paying by "averages" for homogeneous groups. Such averages cannot and should not include 

compensation for low-probability situations with high costs, such as epidemiological and natural 

calamities. The same is true for rare diseases calling for expensive treatment. Provision and careful 

regulation must apply to such situations, either through general revenues or special reserves. 

Provision of care will be through competing providers, but ownership is flexible. Thus, care could 

be provided through government facilities, the private sector or physician cooperatives. Providers 

would be reimbursed through a predetermined fee schedule negotiated (based on operations 

performed, cases treated or capitation) by the local health authorities, professional associations, and 

insurance companies. 

The legislation offers citizens three levels of choice. The first is the right to enroll in any insurance 

company or sick h d  they wish, without going through an employer. They are also entitled to 

change insurers or sick hnds periodically. The second level of choice is among alternative care 

providers as stipulated by the "insurer" of choice. The third is to permit increased private payments 

on a fee-for-service basis. 

Employers' contributions are 3.6% of wages, of which 0.2% is paid into the Federal fund and 3.4% , 

is paid into the territorial funds. The earmarked payroll tax is paid directly to the regional and 

Federal h d s  rather than to insurers; the tax is not intended to reduce revenue allocations for health - 
fiom regular government budgets. All sources of finance are pooled in each oblast under the newly 

- - 
established RHLF, which is financed through general revenues, the CMf tax, and equaikiation funds 

(if any). Where possible, these will pay insurers, who will in turn procure care from providers. 
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Most health public finance, estimated to be 55%, is still provided from Federal and local general 

revenues, at least in the near term. A second part, an estimated 30%, will come fiom the CMI paid . 

by employers (including government and other budgetary organizations). Private expenditures and 

private insurance knds will likeIy grow as tax revenues and government budgets remain sparse. 

These private co-payments are important not only as sources of additional revenue, but also because 

they encourage individuals to develop some financial responsibility for their health. 

With no displacement, the additional hnds (if prudently managed) would help the Russian health 

care syr,tem to maintain its 1991 levels of real resources, although the moneys allocated to the federal 

fbnd would not suffice for equalization of health finance across regions. 

From a cost-containment perspective, it is desirable to prevent upward swings in levels of health 

finance. From a service availability perspective, it is desirable to prevent downward swings which 

may follow high rates of inflation Stability in levels of finance is desirable. Consequently, real 

levels of health finance need to be set periodically, taking into account the health of the population, 

technology, and the state of the economy. 

While the local government must transfer f h d s  to the RHIF as an employer, its contribution or 

liability for the non-employed remains undefined both in levels and mechanisms. The H E  states 

that local governments are responsible for the equitable care of the unemployed. This might be 

interpreted as providing that government is responsible for the unemployed according t i  the same 

financing principles applied to the employed, thus implying that wages and the health tax rate 

determine total public-finance levels for health. Because of fluctuating surpluses and deficits, 

therefore, the system's stability could be at risk, although mitigation is possible by creating a reserve , 

to be financed through surpluses. Real levels of health expenditures would be set through a 

capitation formula. Here the budget from general revenues rather than the earmarked tax is pre-set, - 
and any surplus in the CMI tax is used to create a reserve. 

. - 
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SECTION VI 

IMPLEMENTING THE NEW APPROACH -. 

A. NEW LAWS AND REGULATIONS 

The general legislative framework for decentralizing and privatizing the Russian health-care system 

is already in place through the Privatization Law as adopted on 3 July 199 1, and amended on 5 June 

1992 and several subsequent statutes and presidential decrees. Needed now -- and very quickly -- 
are new laws and regulations specifically addressing the particular needs of the coming health-care 

system. Moreover, the traditional health-and-safety regulatory system that surrounds health-care 

systems around the world must be maintained and strengthened. 

Given the difficulties in public financing of health care, specific legal and regulatory regimes for a 

private insurance system - which do not now exist -- need to be written and promptly implemented. 

Perhaps even more important for the economy as a whole, but critical to workable insurance 

programs, viable financial markets must be created as a matter of urgency. 

Already designated for privatization according to Presidential Decree Number 2284 (24 ~ecember  

1993) are: hospitals, polyclinics, most university health-care facilities, pharmaceutical and medical 

equipment manufacturers, and almost all of the wholesalers and retailers of pharmaceuticals and 

medical devices. Prohibited from privatization are: certain advanced medical training centers, 

scientific research institutions; orphanages, nurseries and homes for the elderly. 

For those entities and enterprises open to privatization, the general process is already . 
well-established: (1) valuation of the assets to be privatized to determine the initial sale price and 

level of authorized capitalization; (2) developing applications for privatization leading to operational - 
plans on how to privatize; (3) the bidding and sales process to determine who will actually own the 

- - 
privatized enterprise once sold; and (4) the actual transformation of state and munieijjally owned 

enterprises into joint-stock status. 
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I Carehl procedures targeted on the unique aspects of the health care system will be required. 

valuation of a polyclinic, for example, may be difficult because the principal asset will be the quality.. I and skills of the actual health-care providers, a highly intangible asset to value. Similarly, 

I - 

privatization hnds (whereby employees accumulate assets so they can ultimately purchase equity 

interests) must be tailored to the highly diverse participants in health care. A privatization hnd for 

I a pharmaceutical manufacturer may be very different than a hnd for a hospital or polyclinic. 

Physicians in private practice may require legal forms, such as the "professional corporation," with 

I legal implications quite different fiom a standard joint stock company. The utility of partnerships 

and sole proprietorships, for pharmaceutical retailers and others, for example, should not be 

I overlooked. 

I For those fhcilities and entities which are not privatized, new legal forms will also need to be created. 

I 
Hospitals, for example, could be owned by local governments as "municipal corporations," a concept 

largely unfamiliar in Russia at present, but one that would preserve government ownership while 

I nonetheless encouraging depoliticization and sound business practices. Analogous creations 

("Federally-chartered corporations") would also be appropriate where ownership of institutions is 

d preserved at the national level. Legislation authorizing ownership and management of health-care 

facilities by non-governmental organizations is necessary and clarifying the rights and obligations 

of the directors and employees of such organizations is important. 

Virtually all observers of the present Russian health-care system believe that privatization alone is 

not enough. Indeed, in the absence of other reforms, privatization might fail, with enormous adverse 

II political consequences. For example, replacing public monopolies with private monopolies would 

not represent progress. Thus, the manner in which state-owned enterprises are restructured and , 

I divested must be undertaken with future competitive and antitrust conditions very much in mind. 

I 
Geographic monopolies could be avoided, as noted earlier with respect to pharmaceutical - 
wholesalers by grouping existing local monopolies for divestiture in such a way that 

I 
nationally-competitive firms are created. Another example is that, for pharmaceutkd retailers, 

enabling legislation should make clear that they are entirely free to sell non-pharmaceutical products, 
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I thus strengthening their competitive bases. ARer privatization is completed, vigorous antitrust 

I 
enforcement against price-fixing, collusive market allocation and other unacceptable practices must 

be undertaken. Market forces will ultimately become workable, but the critical starting point is to 

I prevent private monopolization in the early stages, avoiding adverse economic and political 

consequences. 

We have earlier noted the importance of intellectual property rights, and a related point, especially 

for pharmaceuticals, is the need to eliminate the present inefficient system of price caps and 

subsidies. This system infects both the entire pharmaceutical industry and the structure of hospitals 

and polyclinics. Without doubt, eliminating it will cause disruptions and inconveniences, but doing 

so upon privatization will minimize such problems. Indeed, there is a strong argument for 

eliminating the subsidies and caps even before restructuring so that the system can begin to adjust 

as soon as possible. 

Doubtless, even more new legal structures will be needed as the process of building "Healthy Russia 

2000" proceeds. We should not wait, however, until all of the necessary legal structures are in place 

before proceeding. Statutes and regulations should follow policy decisions to proceed, not the other 

way around. Once the policy debate is concluded in each area, programs for the draRing of enabling 

statutes and regulations, valuation of assets and restructuring should be initiated as. soon as 

practicable, with foreign cooperation if desired. 

B. ARRANGING FINANCING 

Government responsibilities involve: setting policy, providing information, ensuring competition, , 

and financing research and training. Once again, since decisions on the role of the private sector 

remain to be made, here we largely consider public financing, especially the CMI. Nonetheless, a - 
multiplicity of fbnding sources appears the most desirable way of increasing scarce resources. The 

. - 

real level of per-capita expenditures on health for 199 1, before major economic and&ministrative 
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changes affected the health system, should be the benchmark, a first objective for recovery and 

stabilization. There should be no mistaking that even this level will be difficult to achieve. . 

The CMI's basic program defines the volume and conditions of providing medical and 

pharmaceutical care for all Russians, including a minimum amount of medical care in twenty-nine 

specialities. Territorial programs are developed on this basis, and their volume cannot be less than 

volume of the Federal program. This program includes: (a) primary medical care (polyclinic care), 

including emergency and preventive care; (b) hospital care; and (c) pharmaceuticals provided in 

hospitals. For pharmaceuticals provided in polyclinics, people will generally pay fiom their private 

h d s  or through insurance. Special arrangements have been made as follows: (a) enterprises would 

pay for treatment of occupational poisoning and acute professional diseases; (b) private h d s  and 

CMI contributions would pay fees for needed medications and medical supplies by hospitals and 

polyclinics; and (c) Federal hnds would pay for "expensive" care (a, transplanting organs and 

cardiovascular surgery). 

Since the HIL's passage, Russia's efforts to define a basic package of care have been substantial, and 

generally are in line with similar OECD efforts. The basic problem, however, i's that these efforts 

are detached from any systematic assessment of financial feasibility or aordability. The Russiai 

reality is that critical resources are fixed in the short term, posing very grave risks to the quality of 

facilities, provider motivation, quality of service and care, and the ability of the system to reform. 

While CMI collection effectiveness should continue to increase, it is unclear how much hrther its 

rate of effectiveness can climb. 

There are four possible "solutions" to the resource problem: (1) local governments allocate fbnds , 

for health care sufficient to cover costs for the non-employed; (2) local governments allocate the 

same percentage of the Local Gross Product allocated in 1990, in addition to local revenues from - 
the earmarked HIL; (3) local governments supplement the money collected through the wage tax so 

- - 
that the two combined amount to the 1990 share of health local economy; or (4) primte payments 
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increase. Extensive modelling diagrams on financial flows and equilibrium possibilities are 

contained in Annex HI. . 

All these solutions pose economic and political problems. Raising taxes -- even very slightly -- in 

the face of a falling (or stable, but low) GDP risks impairing other sectors of the economy. 

Moreover, the state of the economy itself will make it very difficult for enterprises and governments 

to collect adequate CMI taxes, even if the tax's effective rate is increased. Increased private 

payments in a troubled economy will also not be easy. Reallocating existing tax revenues toward 

health care and away fiom other priorities may be dficult to impossible as a matter of practical 

politics. One other possibility would be relatively high national taxes on tobacco and alcohol. Such 

taxes might both raise money (which could be earmarked for health care), and produce beneficial 

life-style changes. 

There is, unfortunately, also a flRh "solution" - continued declining real expenditures on health until 

the economy hlly stabilizes, and then begins to expand. Increases in the unemployment rate, for 

example, would not only have deleterious consequences for the economy as a whole, but would 

reduce CMI collections as well, thus imposing fbrther constraints on health-c&e financing. This 

result would be highly undesirable, but its possibility must be recognized. 

Given the scarcity of resources, there is a public interest in avoiding "overinvestment" or 

underutilization of capital, which fuels inflation in medical-care costs. Capital costs less 

concern at the level of primary care (where investments are usually small) than at higher levels, 

where large investments are required, particularly for new and expensive technology. 

I 

Therefore, governments tend to control large capital investments in their health-care systems. Such 

control may range fiom requiring "certificates of need," as has been done even for private investment - 
in the United States, to establishing a government monopoly on such investments (as in Canada and 

. - 

Sweden). However, because providers may substitute other goods or services for t&e regulated, 

it is not at all clear that overall costs are actually controlled. Moreover, the market power of existing 
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hospitals may be increased if competitors cannot make capital expenditures. Innovation may also 

be reduced if competition decreases. If the government remains the sole source of financing for 

certain investments, it will be difficult to sever the link between the public budget and the so-called 

"public hospitals. " 

Another alternative is more efficient use of existing capital resources, or diverting them to other 

health-related uses. A significant example would be accelerating the change from hospitaI-based 

care to outpatient treatment. At present, the annual cost-per-bed in hospitals ranges fiom $3,000 to 

$1 1,000.across the regions, and there is little or no incentive to cut overcapacity or allocate resources 

to out-patient care. Changing these incentives should mean that unnecessary (and underutilized) 

beds could be eliminated, and the fieed-up buildings and space used for more productive purposes. 

Intensive utilization reviews would speed this process. Many of the same financial concerns 

applicable to capital expenditures also apply to financing medical research. Many of the same 

uncertainties exist as well with substantial financial implications, and short- and long-term answers 

may differ. 

C. TRAINING THE WORK FORCE AND MAINTAINING THE QUALITY OF CARE 

Reforming the health-care system will require significant changes in thinking and skills in a number 

of categories. We focus here on three areas: management and business skills, medical education, 

and quality of health care. These in particular demonstrate why "Healthy Russia 2000" is a work 

in progress, and not a static model. 

Management Skills. General management skills must include a philosophy of management, , 

organization, decision making, delegation, and empowerment. Management information systems 

are another major component, dealing with case mix, quality assurance, pharmaceuticals and related - 
inventory management, and general financial applications. Financial management is specially 

- - 
important as institutional autonomy is encouraged, and in fact appearing at all provid~ievels. 



Healthy Russia 2000 Page 64 

Health-care financing includes concepts of risk, insurance, and co-payments. Information must be 

available to a variety of providers. Medical Information Systems should include general fimcial 

applications, appointment scheduling, case management by type of illness and data collection. 

Marketing in the broad sense includes promoting wellness and prevention of disease. Consumer 

satisfaction includes pleasing the consumer, but also providing improved care. Consumer 

participation in public-provider planning, insurance funds, and other related activities will be 

accomplished. 

Management-education programs for physicians and administrators should proceed immediately in 

three areas: 

Development of a core curricuIum in management. The comprehensive postgraduate 

management program being developed by the Moscow Medical Academy is an excellent 

example, and should ultimately be adopted by other major learning centers. The program should 

not be restricted to physicians, but should encourage lawyers, economists and other potential 

administrators to participate. 

Sharing information and experiences among various regions of Russia is critical, including 

starting a Russian journal of medical management. 

Continued exposure to and examination of international innovations such as the American 

International Health Alliance cooperative effort between hospitals in Russia and the United 

States, is usehl. 

Teaching programs should include a very wide spectrum of opportunities. Actual and potential 

leaders should participate in six-to-twelve month programs in public health, hospital administration, , 

and health planning, either at institutions such as the Moscow Medical Academy or externally in 

programs leading to the equivalent of MPH or MBA degrees. Short-term coursm-can also be 
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arranged, focusing on management skills. Other special training areas include family-planning 

programs and social marketing relating to accident prevention, alcohol abuse and smoking. ... 

Programs should be developed for individuals or small groups of physicians who need increased 

management skills because of market incentives and privatization, ranging from cost accounting, 

consumer relations and marketing to more sophisticated requirements. 

Medical Education. New standards are being developed for medical and continuing education. But 

with the current state of decentralization in the health system, it is difficult to say if new centrally- 

imposed standards will be accepted in the oblasts. There unquestionably needs to be some change 

in the system if the providers are to be efficient and responsive to real health care needs. 

Russians are very interested in the concept of family practice, which would widen the scope of 

practice of their current low-level doctors, the "technicians," and improve its efficiency. It could 

also lead to improved provider-consumer relationships, and better patient satisfaction. 

Medical school curricula should be reviewed on a continuing basis so that oksolete material is 

replaced by more contemporary subject matter. Additions to the program should include evaluation 

of quality, medical economies, and a greater emphasis on preventive medicine. Exchange problems 

with more progressive foreign institutions should be facilitated. Medical texts should be updated 

where usefbl through grants for revision or development, and translation where useful. Computer 

literacy should be stressed. The dissemination of medical literature is very uneven throughout the 

nation. A Russian and/or English language journal of abstracts with access to the originals by fax 

as required is potentially easy and inexpensive. 

Special attention should be paid to change the size and composition of the physician and nurse work - 
force away &om the dominance of hospital treatment to a more appropriate emphasis on outpatient 

. - 
care and preventive medicine. A complement to the expanded role of the therapist-pediatrician will 

be further raising the standards of specialists. Improving the current system of specialty training 
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could also lead to improved quality of care. The present informal system, which seems to be more 

like a system of fellowships, has produced a very mixed quality of specialist. The system of 

specialty training and recertification must be improved to make it more flexible and more responsive 

to community needs. There should be collaboration with the various Russian professional 

organizations in these efforts. 

Extending the current postgraduate training period fiom 1-2 years to 2-3 years should be encouraged. 

Continuing medical education will remain important, allowing an opportunity for extended 

postgraduate retraining in general practice and in advanced specialty training. Postgraduate 

education would also be broadened to include family planning, preventive medicine and evolving 

technology in continuous quality enhancement, medical management, and consumer participation. 

Nursing education should be restructured based on redefining the role of the nurse. Nursing 

education will be enhanced as the role of the physician is elevated, including increased skills in 

examination and case management. Home nursing will be a new application of these skills. 

Quality of Health Care. Quality of health care is key to judging the effectiveness of health care 

reform. Providers are very sensitive to issues of quality. The current system for 

emphasizes detection of outliers and punishment for gross or repeated offenses, but. is oRen 

complicated by concealment and favoritism A new system with greater flexibility and participation 

should be developed to elevate the care of all physicians in a process of selecting, meas-;iring and 

responding to local quality issues. Key features involve: 1) identrfjring the appropriate system of 

quality improvement; 2) putting in place necessary data gathering and information sharing; and 3) 

integrating the process in health-care education. We propose: 

Practice parameters to be developed by physicians under the supervision of the Russian - 
Academy of Medicine. Each Oblast/city/ insurance company would develop an independent - 
Quality Assessment body composed of providers, public officials, consumers, a i d  employers 
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to provide broad supervision and monitoring, assuring that each provider would operate 

effectively, and that outputs and outcomes are appropriate. 

Continuous Quality Improvement teams of providers. Their hnction will be to define 

customers, identify processes, select and prioritize indicators of performance and monitor, 

document and modifjr. 

For polyclinics and hospitals, there is already quality assurance activity. These quality programs are 

usually. hierarchical or autocratic, often very detailed, and frequently punitive. There is little 

opportunity for consumer input. If the system is to become effective, some overall quality guidelines 

and standards must be developed, and they could be modeled after the accreditation systems set up 

for hospitals and outpatient clinics in the U.S. 

There must be management training in quality assurance systems for polyclinic and hospital 

administrative personnel. The principles of quality management and improvement, which depend 

more on consensus building than autocratic control, must be introduced. There should be input from 

Russian professional organizations, especially the organization of chief doctors, to design a new 

M e w o r k  for quality assurance, as well as to consider financial factors and operational efficiency. 

Mechanisms for obtaining both consumer and provider input into the issue of quality should also be 

developed. One direction would be to form community boards, employer alliances, and'women's 

interest groups. An important aspect of quality is whether care is relevant and appropriate to 

community needs. Are the public health issues, such as environmental problems and preventive 

measures, being adequately addressed by the health care system? Is care accessible and affordable , 

to all? 

There must be a means to gather and analyze demographic, epidemiologic and utilization data. 
. - 

There must also be local committees, comprised of consumers, providers, government, &d industry, 

which can review this data, and make decisions on the direction the health care system should take 
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to improve the health of the community. Public health guidelines should stress these bottom-line 

aspects of quality. 

D. PUBLIC EDUCATION CAMPAIGN 

The polling data shows the importance of undertaking a public education campaign in order to build 

consumer and provider support for health-care reform. Without such a campaign it will be diicult 

to undertake needed changes without unduly alarming the general population about their personal 

health, and the role of the government in meeting their needs. Nevertheless, the Government of the 

Russian Federation should not necessarily accept the status quo of public opinion. Political leaders 

should lead where their convictions take them. 

Objectives. The overall campaign should focus on soli-g the support fiom the population that 

is most interested and supportive of change in the health-care system. This group includes 46 % of 

the Russian population; namely, young people, women under 45, those with children, fiom rural 

areas, particularly in the UraldSiberia and the Far East, those who believe that the system is 

fimdamentally flawed, those with higher education and higher incomes, and those'who use both paid 

and "fiee" medical care. 

Once this group has been mobiied a strong base of support will exist to support the reform process. - 

Thus, while 55% of the Russian people support "keeping medical care fiee to all Russihs" more 

than "making sure of the quality of health care" even if it means paying some costs, the base of 

support for quality care, competition and choice remains substantial. Even on the fiindamental 

question of coverage for universal health care, 33% of the population disagreed with the concept, 

and 60% agree to restrictions on health care if it resulted in better care. 

- 
The objectives of a public education campaign, then, include: 

increase the citizens' sense of responsibility for their own health care; 
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build support for health-care reform with consumers and providers; 

develop new Russian health-care institutions, and utilize existing Russian institutions to carry 

out communication activities designed to build public support; 

ensure that the benefits of health-care reform, including concepts of privatization are known and 

supported through national communication vehicles; 

provide training and assistance in the establishment of health-care associations and develop 

mechanisms to create an advocacy health-care industry supportive of competition, choice and 

incentives; 

provide public education through written materials and mass media to explain reform, and 

demonstrate improved access to quality heath-care services and the efficiencies of market- 

oriented decision making; 

assist the GKI in framing a national debate within the government, Duma, and the public and 

provide input from consumers to make more likely the overall success of the effort; 

highlight the pilot programs' success as models for the future; and 

conduct benchmark polls and surveys, focus groups and interviews to measure changes in public 

attitudes toward health care reform. 

Program Elements. The overall communication program must reflect domestic political realities. 

It must recognize the current state of public opinion about privatization and new issues that will be 

raised in reforming the health-care system. The program must build short and long-term support that 
- 

reinforces the positive elements of universal health-care coverage but introduces, and fomalizes the 

introduction, of issues of choice, competition, efficiency and quality. This communication program 

would be substantially different from traditional media activities. It would focus on the two key 

audiences -- consumers and providers -- and would focus on building institutional support, the 

development of associations that would serve as vehicles for future health-care communication 

activities. .- 
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The program must be fbture-oriented, focused on preventive education, mobilizethe various 

advocacy groups in the medical community to create an "echo chamberwin order to reinforce themes 

proposed. It must also: 

address the worries of Russians about financing the health-care system, and introduce the 

concept of "trust" to a public skeptical of past government roles, and reinforce to the public that 

universal heath-care remains the bedrock of the Russian health-care system; 

build understanding for consumer-related issues such as quality, competition and choice, 

reinforce that as the reform process moves forward the security associated with better quality 

health-care means a more productive, happier Russian family; 

educate the target populations about activities in other Eastern European countries and elsewhere 

about consumer choice; 

errplore curriculum development for all levels of schooling and utilize trained cadre to promote 

acceptance of health-care refom 

consider local activities such as Health-Care Road Shows for local communities, "how to" 

communication manuals for local associations, polyclinics and others; and' 

explain why increased competition among providers will result in better quality health-care at 

a lower cost to consumers and the government. 

test support for reform systems, such as support for an insurance based system and "health . 

trusts", 

Essentially, the program would have two mutually reinforcing approaches. The national program 

would focus on overall themes supporting the reform process, and introduce concepts that inform 

and motivate. This might take the form of television programming, and public service 

announcements and commercials. After focus group studies, a theme would be developed 

i d e n m g  the program with the positive aspects of health-care reform. Based on that slogan/logo, - 
the ad campaign would be targeted to the youth and to factual concepts about health-care reform. 

- - 
Real universal health-care coverage would remain a pillar in this ad campaign. - - 
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Because of the importance of national radio and television throughout Russia, a national campaign 

must be used to provide the questions and answers that the Russian people will undoubtedly have 

about the reform process. The statistical data indicate that maximum local Russian participation 

should guide the development and implementation of all phases, highlighting the positive elements 

of the Russian health-care system, and challenges Russians will need to face for better health-care. 

The media markets for the likely target cities should be saturated. 

The second element includes regional and grassroots programs responding to local requirements and 

concerns. We know from the polling data that various regions have had different understandings 

about the refom process. Accordingly, four regional offices should be set up to carry out programs 

responsive to these different orientations. Thus, in Southern Russia, the campaign should be more 

cautious and incremental in educating the population about changes in the current system. In the Far 

East, by contrast, different messages should be sent to a population that is much more strongly 

supportive of reform. 

An important element of the program is to highlight the successes that are currently taking place 

throughout Russia. This means using the pilot projects and vignettes that we have identified and 

demonstrating that these are the models of the future. Thus, we must prove vividly through actual, 

reform-minded polyclinics, hospitals, and pharmacies that change is occurring, and that people are . 

benefitting from these changes. 

A one-year program should commence immediately, putting a team in place with Russian 

counterparts and Russian institutions to begin the creative process. Development of provider and 

consumer advocacy groups should be initiated, coupled with television, radio, and newspaper 

announcements supporting health-care reform, in order to ensure a "Healthy Russia 2000." 
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E. ACHIEVING CONSENSUS: A PRESIDENTIAL COMMISSION 

An effective and frequently used means of achieving public understanding and support for major 

government initiatives is the appointment of a Presidential Commission. American history offers 

some particularly relevant examples concerning health and social services such as President 

Roosevelt's 1934 appointment of a cabinet-level Committee on Economic Security, whose report a 

year later proposed what ultimately became the U.S. Social Security program. 

A major govemental initiative such as health care reform will have enormous effects on a country's 

economy and the lives of its people. Along with substantial support could arise substantial 

misunderstanding and opposition. The establishment of an authoritative, visible and accessible 

Presidential Commission can inform the process, clarifjr the Government's objectives, and enable 

potential opponents to have their views understood and considered. Thoughtfblly done, a 

Commission's appointment, deliberations, research and resulting proposals on health care for Russia 

could have these effects: 

It could provide decision makers with an independent source of informatiofi about the existing 

health-care system. The information contained in "Healthy Russia 2000" could be used as a first 

step by the Commission; 

It could enlist the support of highly qualified and recognized Russian experts in health care as 

members of the Commission itself or as researchers or consultants to the Commission; 

It could make clear to the Russian people the Government's determination to conduct a carell 

and open assessment of the existing system and alternatives for change, and provide a sound 

rationale for the Government's proposals; and 

It could, as noted, help to defbse opposition by encouraging potential opponents tGresent their 

views to the Commission both in writing and in open hearings. 
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In our view, an ideal structure for such a commission would have these characteristics: 

Membership. The Commission's makeup could be solely government officials, solely distinguished 

private citizens, or a combination of the two. We recommend the third alternative, with a heavy 

weighting in favor of distinguished and independent outsiders able to "tell it like it is." The 

Commission should not be large and unwieldy. Less than ten members would seem ideal. 

Staff Support. Essential staff are experts in health economics, financing, insurance coverage, 

clinical medicine, epidemiology, medical facilities, medical training, human resources, information 

management, pharmaceuticals and medical supplies. Staff should include skilled writers and a 

public information officer. The commission should be able to hire on a full or part time basis 

consultants, researchers and other technical experts needed to fulfill its mission. The staff should 

have quarters and equipment adequate to its needs. 

Public Access to the Commission. Early on, the Commission should hold public hearings on 

critical issues in health-care reform. In contrast to membership, these hearings should be as broadly 

inclusive as possible. No major and responsible point of view should be excluded. No interested 

group should be able to say it was unable to make its views known to the Commission. Ideally, the 

hearings should be conducted at several sites within Russia, and should give Commission &embers - 

opportunities to visit medical facilities throughout the country. Hearings should be made part of 

the public record of the Commission and summarized as part of a final report. 

Research. Along with public hearings, the Commission's stafF should cany out relevant research 

to inform its findings and proposals. The group should research health-care facilities, work force, , 

training, financing, organization, and related issues. Very importantly, the Commission's report 

should provide a comprehensive factual background for its recommendations, especially noting the 
+ 

successes of the pilot projects around the country. 
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Timing. How long it takes for the Commission to accomplish its task depends among other things 

on the ability of the Government to form the necessary structure, the depth of research to be 

conducted, and the intensity of pressure to achieve a usefid result. Experience suggests one year as 

a reasonable time. Less time would mean less research and possibly less public involvement. 

The Commission's Report. The Commission's findings and proposals should not be lost in an 

encyclopedia of health information. Ideally, the report should have two parts: a final report and a 

volume of background papers. The separation does not imply that the research and other 

supplemental material are unimportant. The research will be an enormously valuable resource to 

those charged with implementing the emerging 

include: 

program. At a minimum, the final report should 

a letter of transmittal to the President; 

a summary of major findings; 

a summary of recommendations and proposals; 

separate chapters on each of the major issues considered, including those outlined elsewhere in 

this paper; 

an acknowledgment of those who contributed to the report as consultants or participants in 

hearings or other meetings of the Commission or Advisory Council; and 

a list of the Commission and Advisory Council members and staff. 

Even after the Commission issues its report, it could continue in being to provide periodic progress 

reports, accentuate successf%l reforms., and highlight major problems that remain to be overcome. 

Experience in the United States has shown the value of such efforts at critical times in the nation's life. 

There is every reason to believe that the same salutary effect could be achieved for "Healthy Russia ' 

2000." 
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CpefiM IIOTOKa IlpOrpaMMHbIX AOKYMeHTOB, O ~ ~ ~ M B ~ I O W X C R  H a  MOCKBY, " 3 f l 0 ~ 0 ~ a ~ 1  

POCCHH - 2000" yHEIKZlJIeH. Pe@op~a 3@aBOOXpaHeHWl 'Y.>Ke HaWJIaCb, HO C ~ O J I ~ L U M M H  

PElJIHuMRMH B PerHOHaX. B COOTBeTCTBHH C 3THM, nm6b1e FIpOwaMMHbIe AOKYMeHTbI 

AOJUKHbI JJY3iTbIBaTb XapaKTepHbIe O C O ~ ~ H H O C T M  y>Ke mYrrr,MX M ~ M ~ H ~ H H ~  H H  

P e K O M e ~ a U B H ,  HI3 MCCJIefiOBaHMe O ~ U J $ C T B ~ H H O ~ O  MHeHRR, HM 3KOHOMeTPMWCKatI 

M0,QeJIb H e  RBJISlIOTCR CaMOqeJIbIQ, OHH - TOJIbKO py6em H a  IIyTH pe@0pMb1 

3ApaBOOXpaHeHEuI. B ~ ~ ~ c T B M T ~ ~ ~ H o c T I ~  - 3 T 0  pa6o~~ii :  AOKYMeHT, pmpa6m~a KoTOpOrO 

Me H a q a n a c b ,  M K O T O ~ ~ H  O ~ R ~ ~ T ~ J I ~ H O  6 y ~ e ~  n p o A o m e H a  no M e p e  H a s m a  M ~ ~ ~ H M I I  H 

BHeApeHEuI p e ~ o ~ e H , Q a ~ H f i ,  M3JIOXeHHbIX B ,QOKJ%feHTe. 

B Pa3~ene I AoKyMeHTa "3fiopo~arr POCCMR 2000" npeAcTaBneHbI  sempe B O ~ M O X H ~ I X  

BapHaHTa 6 y ~ y r ~ e i i  ~ O C C H ~ ~ C K O ~ ~  CMCTeMbI 3fipaBOOXpaHeHHH. B H ~ C T O R ~ M ~ ~  MOMeHT eCTb 

B03MOXHOCTb AOCTMXeHHR (a) yHMBepClUIbHOr0 OCMbICJIeHHOI'O nO,QXO&3 K (6) p a 3 ~ M T o f i  

M 3 @ @ e n M B ~ 0 f i  CMCTeMe 3JJJEiBOOXpaHeHM5l Wpe3 (B) yBe.JIHWHMe B03MOXHOCTI.f ~ b 1 6 o p a  

m 5 l  no'I'pe6ktTenR M KOHKYpeHUEIIO Me>KHY MeAMUMHCEUIMM ) N p e ~ e H M B M H ,  ZITO lXpMBeAeT 

K YJIpLUeHPiIO 3AOpOBbR M yAOBJETBOpeHMIQ no'I'pe6~0~~efi ~ T e J I e i i  POCCMM. Oco6oe 
BHMMaHMe 6 y ~ e ~  y,@YIlt.TbClt. BCeM rIeTbIpeM COCT~BJMIoJJlHM CMCTeMbI 3JfPaBOOXPaHeHHII: 

n p o @ n a ~ m ~ e ,  p a ~ ~ e f i  mia rHocTktKe  3 a60ne~a~~f i ,  n e s e H m o  a p e a 6 ~ ~ 1 k i ~ a ~ n ~ .  
H e ~ o ~ o p b ~ e  a c n e K m  3 n p a ~ o o x p a ~ e ~ ~ r r  ( ~ a n p t i ~ e p :  n p o t r 3 ~ o ; q c ~ s o  @ a p ~ n p e n a p a ~ o ~ ,  
~ ~ M c T P M ~ Y L ~ H I I  M PO3HWYH2U TO~I'OBJIR) MOI'JT' 6b1Tb IIOJIHOCTbK) llPMBaTM3HPOBaHbI. 

Apyme y.rpe>y4eHm7 T a m e  KaK 60nb~w~b1 H ~ O ~ M I C J I M H M ~ ,  n o r r y r a T  6onee m H p o m e  

B03MOXHOCTM: OHM M O W  OCTaTbClt. B CO~CTB~HHOCTB rOCyfiapCTBa, llepefi~ki n o A  

K O H T P O ~ ~  M e c T H o r o  n p a B k t T e n b m s a ,  ynpammcrr ~ e ~ o ~ ~ e p s e c ~ o i i  opra~maq~ef i  MJIH 

6b lTb  ~pHBaTM3MPOBaHbI.  



TpyAHOC"M4 nepeXOAa OT CTapbIX CTpyKTyp M MeTOAOB K HOBbIM. npW TOM, rITO 

KOJIMWXTBO MefiMI@4HCKEIX wpeX,Qe~Mfi 60nbme H ~ ~ X O ~ ~ E I M O ~ O ,  OHM HaX0,QRTCSI B 

KJlaWBHOM COCTOSIHIIW. KOJIM'I~CTBO ~ p a ~ e 3  kl MeACeCTep AOCTaTO'IHO 60nb1uoe, HO MX 

cnoco6~ocm He MCIIOJE3yKurCSI AOCTaTOZIHO ~ @ @ ~ ~ B H o  ( O Z I ~ H ~  gaCTO OHM PaCXOAmT 

c B o e  s p e w  H a  HeMeAMrIMHcrne BOIIPOC~I), a sapnna~a M n p e m m  npo@ecctl~ 
HeBbICOKH. Cepbe3~b1fi A~@MXJMT MeAklrTMHCKOrO O ~ O P Y ~ O B ~ H M S  0CJIo)KHEIeTcx 

HeAOCTaTOwbIM @ W H ~ H C M ~ O B ~ H H ~ M  JlJ5l IlOKyIIKM  HOBO^^, I I ~ ~ B o W I ~ C C H O ~ ~  aI lnapaTypbI .  

06ecnese~se MeaEIKaMeHTaMkl rOpa3AO HEwce H ~ O G X O ~ E I M O ~ O  ypOBIuI. ~ ~ B O A ~ I  

YCTapeBUIMe, OTCYTCTBYeT llpOM3BOACTBeHaSI 3KCIIepn?3a H a  HeKOTOpbIe B m b I  JIeKapCTB, 

~ C C O P T E ~ M ~ H T  H e  OTBe%ET COBPeMeHHbIM ~ O T ~ ~ ~ H O C T I I M .  P a C r I p e n e J I e ~ M e  

g>ap~npenapa~o~ S I m e T c S I  o f la03  143 cepbe31mx npo6ne~ BO ~ceZi cklcTeMe 

3ApaBOOXpaHeHIi9, KOTOpaSf T@Y~T Cepbe3HbIX M ~ M ~ H ~ H M ~  TTaK)Ke KaK M P03HM9HaSI 

T O p r O W .  TP~,~MUMOHHO CMCTeMa 3)l$aBOOXPaHeHIH ( ~ E I H ~ H C E I P O B ~ I ' I ~ C ~  n0 OCTaTOgHOMY 

npHHTJHlly, a cehac I l O C T ~ e H M S I  M3 Ha~MOHallbHOrO 6 m m e ~ a  TOJIbKO COKPaTMJIMCb. 

H e c ~ o ~ p c r  H a  IIpWIUlTMe 3aKOHa 06 o ~ R ~ ~ T ~ J I ~ H o M  MeAML@iHCKOM CT'aX0BaHtlI.I (OMC), 
AOJW n o ~ l ~ e ~ l i f i  OT YaCTHbIX MCTOYHMKOB COCTaBnReT M ~ I ' I ~ H ~ K F ~ ~  llpOqeHT OT 0 6 1 4 ~ ~  
p a c x o n o B  H a  3 n p a ~ o o x p a ~ e ~ ~ e .  B pe3ynb~a~e, peanbHbIe  pacxoAb1 H a  3 f i p a ~ o o x p a ~ e ~ ~ i e  
C o K p a ~ a l O T C R .  T ~ K M M  06pa30~, COBpeMeHHWl CMiCTeMa 3ApaBOOXpaHeHMSI CTpaJfaeT 

H ~ X B ~ T K O ~ ~  O ~ ~ ~ C T B ~ H H O ~ O  @ ~ ~ H ~ H C M P O B H H R ,  a T a m e  A 0  CMX IIOp H e  CMO~JIa IIpMBJleqb 

WCTHbIe PeCypCbI B KOJIW'-feCTBe, AOCTaTO'IHOM AJIR y,QOBJTeTBOpeHHSI C ~ e C T B y I O ~ k l X  

~ o T ~ ~ ~ H o c T ~ ~ .  Kpa~~Mfi  aHaJlkl3 ~ o J I J I ~ H A c K o ~ ~ ,  H ~ M ~ U K O ~ ~ ,  ~ P M T ~ H C K O ~ ~ ,  L U B ~ ~ ~ C K O ~ ~  II 

~ M ~ ~ H K ~ H C K O ~ ~  CklCTeMbI 3ApaBOOXpaHeHWSI IIO3BOJIMT W4TaTeJISIM I4 JIHuaM, 

OTBeTCTBeHHbIM 38 llPHHRTHe p e ~ l e ~ k l f i ,  CPaBHklTb C m e C T B p u y l O  P O C C ~ ~ ~ C K J W  CMCTeMY 

M B03MOXHbIe EUIbTePHaTkiBbI. . 

Pa3AeJI V OnMCbIBaT H O B ~ I ~ ~  I I O m  K ~ O C C H ~ C K O ~ ~  CHCTeMe 3ApaBOOXpZlHeHklSI, 

IIOJJ?IepKHBEiS TO, YTO nOBbIII3eHMe ~$K&XTMBHOCTM H HWIHYHe KOHKYPeH4MM lTpMBeflyT 

K 6onee ~e~1ecoo6pa3~o~y WCIIOJIb30BaHHlO CKYmbIX PeCypCOB, O C O ~ ~ H H O  B CBR3M C TeM, 
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 TO KaCaeTCH IIPo@UI~KTW~€XKO~~ Mem-1 B 3~0fi .06~1acm P ~ C C M I ~  3HaZlHTeJIbHO 

OTCTaeT OT ~ O J I ~ L L I E I H C T B ~  IIPOMbIllUleHHbIX AeMOKpaTH9eCKMX rOCyaapCTB. BO 
.. . . MHOrHX CTpaHaX I I p o @ k u r a K I W ~ e .  YAeruIeTCX BCe 6omuree . BHEIMaHtIe., . KaK II0. 

. . 

IIpMZlMHe BHMMaHWI K COCTO5IHHK) 3AOPOBbH KaXAOrO KOHKpeTHOrO IPZUK&IHMHa, 

TaK s ~ O T O M ~ ,  UTO  TO c H m c a e T  3a~pa~a1 H a  nereme. I'opm~o 60nee 
~@@~KTTIIBHO CO BCeX TO%K 3PeHMR n p e , 4 m p a m T b  6one3~ki, W2M JIeZlMTb Mx. T ~ K ,  
HaIIpMMep, H ~ O ~ X O A F ~ M O  YJrYYIIIMTb COCTOHHMC? 0 ~ p J M a I O 4 e f i  CpeAbI M IIMTaHMe B 

POCCMM, c n e n a T b  pa6osae MecTa 6onee 6e3onac~b1~~1, C H M ~ M T ~  no~pe6neaae 
aTlKOrOIIII , ~ a 6 a ~ a  M HaPKOTMKOB, - BCe 3 T 0  AONIMO 6b1~b IIPeAYCMOTpeHO B 



n p o r p a M M e  "3fioposm Poccm - 2000". Tonb~o ~ T M  warn n p m e A y T  K y n p r u e H m o  

3AOpOBbtI HaCeJIeHRS M IIOBbILLIeHMIO IIPOM3BOAEITeJIbHOCTI.1 P ~ ~ O T ~ I O ~ ~ I - 0  

H a c e n e H m .  







PA3,llJUI II 
COCTOBHHE 3plOPOBbB B COBPEMEHHO~~ POCCHH 



B 1993 r. ypOBeHb MJIZl&eHWXKofi CMePTHOCTM COCTaBMn 19.1 Ha 1,000 
HOBOPOmeHHbIX, TOr,Qa KaK B C T ~ ~ H ~ X  3alIaHofi Esponb~ OH COCTaBnReT 7.4. 
no~a3a~enb  sapbaposmca OT 15.6 B C e ~ e p o 3 a n a a ~ o ~  pafioae AO 20.8 B 

3 a n ~ ~ o - C k i 6 W p c ~ o ~  pafio~e. Ha O ~ J I ~ C T H O M  YpOBHe 3TM Pa3JIMYHII ewe 6onee 
S ~ M ~ T H ~ I :  OT 14.1 B Kapaqae~o-Yep~ecc~ofi P ~ C ~ I Y ~ ~ M K ~  no 32.3 B Tpe .  
P e r ~ o ~ r n b ~ b r e  pa3nwsm Tame xopomo B ~ H ~ I  1.13 no~ma~enf i  3a60JIe~a~Wfi M 

CMepTHocm OT IIH+~KLTLIOHH~IX, napa3~~apm1x, oHKonormecmx 3a60nesa~si3, 
60ne3Hefi n ~ w e s a p ~ ~ e n b ~ o f i  cMcTeMb1. 



H C M X O J I O ~ ~ ~ ~ C K ~ ~ ~ ~  M C O L ~ J I ~ H ~ I ~ ~  C ~ ~ C C ,  o6ycnoarre~~b1fi C O ~ H ~ ~ H O -  

~ K O H O M M ~ ~ C ~ M B  ~YAHOCTIIMM n e p e x o a H o r o  nepeoaa; 





I I c m e c ~ o e  3~opo~ae. lIcnxmecme 3a60nesa~~11, smro~asr H a p K o n o r M s e c m e  

~ ~ C C T ~ O ~ ~ C T B ~ ,  Y C T O ~ ~ ~ M B O  BXOHffT B YMCIIO PaCnpOCTpaHeHHbIX 3a6onesa~~fi  
CpenM H~CeJIeHMcI PoccMM. Y P O B ~ H ~  BnepBbIe  B XH3HM BbIflBJIeHHbIX IICMXM9eCKIlX 

~ ~ C C T ~ O ~ ~ C T B  ( ~ ~ ~ ~ R K o T o J I ~ H ~ I x  IICkiX030B, XPOHMYeCKOrO ~ K O ~ O J I M 3 M ~ ,  

HapKOMaHMM, TOKCMKOM~HHZI) COCTaBWI B 1992 r. 106,6 H a  100 TbIC. HaCeJIeHMII. 

Y P O B ~ H ~  B n e p B b I e  B XH3HM BbI53BJ'IeHHbI.X aJIKOrOJIbHbIX IICMX030B, XPOHMYeCKOrO 

aTIKOrOJIH3Ma7 HaPKOMaHMH M TOKCMKOMaHHM H a  100 TbIC. HaCeneHMR POCCMM 
COCTaBHJl 107,6. B CTp)Xl"ype ~ ~ ~ o J I ~ B ~ ~ M o c T M  95,9% llpMXOflMTCcI H a  ZUIKOrOJIPi3M. 

O6pa~qae~ BHMMaHMe 3HaZIMTeJIbHOe IIpeBbIIIIeHMe BO MHOMX CJIJWlIIX 4MCJIa 

COCTOII~~IMX H a  ywre c ~ M C T B ~ H H O ~ ~  O T C T ~ O C T ~ ~  (B 2-2,5 pma) B cenbc~oii 
MeCTHOCTM no CpaBHeHMIO C ~ O P O ~ C K O ~ ~ .  Haa6onee H ~ ~ J I ~ ~ o I I o ~ ~ ~ z I H ~  KapTkIHa C 

n c M m s e c m M  3JIOPOBbeM HaCeJIeHMII B I&HT~~JI~HOM, BOnr0-BRTCKOM, 

J J ~ H T ~ ~ J I ~ H O - Y ~ ~ H O ~ ~ M H O M  paiioaax, a T a m e  B 3 a n u ~ o -  M B o c ~ o s ~ o -  
CH~EIPCKOM PerMOHaX. B IIOCJIeAHMe r O g b I  MMeeT MeCTO POCT HeBP030B.  



f i e ~ w .  B m ~ e f i I U e ~  llOKa3aTeJIM H e  TOnbKO 3HOPOBbR AeTefi, HO ti CO~MZUIbHOrO 

6 n a r o n o n y q l . r ~  O ~ U ~ C T B ~  FmReTCH MJlweHqeCK2M CMepTHOCTb. B 1992 rony 
nOKa3aTeJIb M . J I ~ ~ H % c K o ~  CMepTHOCTkl COCTaBkIJI 18,O H a  1000 POAMBIIIHXCR. &O 

c a ~ b 1 f i  B~ICOKI?Z~[ nOKa3aTeJIb CpeHkI 3KOHOMMYeCKHX Pa3BklTbIX CTpaH MMpa. np~.~ 
3TOM MOXHO BbJ,@JI'l.ITb TePPMTOPMti CO C T ~ ~ ~ I J ~ ~ H O  I I O H M X ~ H H O ~ ~  (OTHOCMT~JI~HO 

J&~JTMx) ~nLl,Q€!~lreCoKff CMepTHOCTbK, M CO C T ~ ~ M J I ~ H O  BbICOKIlM ee -0BHeM. 

n e p B b 1 e  HaXOmTCfl B E B ~ o ~ ~ R c K O ~ ~  qaCTE1 P o c c ~ l z ,  BTOpbIe HpenCTaBJIRKur B 

OCHOBHOM HaIJROHlUIbHbIe O ~ ~ ~ ~ O B ~ H W I I ,  a T a m e  OqOMHbIe TeppkITOpkIPi Ca6wpw 
,@Ib~er0 BOCTOK~. P e r k I o H M J I b ~ b i e  pa3JIMYMR AOCTaTOLIHO BenFfKM H 

K O J I ~ ~ J I ~ C F I  OT 15,6 B Cesepo-3ana~t~o~ paiio~e no 20,O B Cesepo-K~BK~CKOM 
w no 20,8 B BOCTOYHO-CII~~~CKOM paiiosax. B Y e s e ~ c ~ o i i  H H~ryruc~oi i  
pecny6nw~ax A ~ H H M ~ ~  lXOKa3aTeJIb nOCTElr BeJIMYHHbI 30,7. Cpefi~ IIpIl%IH 

M J I ~ ~ I N ~ c K o ~  CMePTH0CTI-i BeAyrUllMIl IIpaKTII.IeCICE3 BO BCeX 3KOHOMMqeCKHX 

pafi0HliX RarrcIIOTR COCTOHHEIfl, B03HMKaIO~Ele  B llepHHaTlUIbHOM nepIl0.4e 
(ac@iK44%, POfiOBbIe TpaBMbI, H ~ ~ O H O L U ~ H H O C T ~ ) .  Ha HMX B IJeJIOM IIpHXOnkiTCR 

44,5%. B~opoe M ~ C T O  3aHHMaKYT BpO)I(T[eHHbIe nOPOKEl Pa3BHflWf - 2 1,4%, O m a K O  

BbICOKkIM (25,8%) OCTaeTCR yaeJ Ib~bI% BeC ' r 3 ~ 3 0 ~ e ~ ~ b ~ X ) ' ,  YCTPaHMMbIX IIpMsi lH - 
60~1e3~eii 0 p I ' a ~ d B  flbJXaHWI, H H @ ~ ~ < U M O H H ~ I X  I3 l'Iapa3HTapHbIX 6one3~eii ki T.A. 
. . . .  . . . . .  . . .  . .. . . 







PA3GEJI I11 
COBPEMEHHM P O C C H $ ~ ~ L ~ ~ I  CHCTEMA 3JfPABOOXPAHEHkIII 



~~~cTBMT~JI~HocTM, 3flpaBOOXpaHeHMe @MH~HCMPY~TCSI  II0 OCTaTOZIHOMY 
npalrrrlarry. B 1993 rony TOJI~KO 1,4% (B 1992 rony - 1,7%) Bcex @e,qepam~arx 
~ K ) A > K ~ T H ~ I X  s a ~ p a ~  6bmo n p e n ~ a 3 ~ a ~ r e ~ o  Ha 3 ~ p a ~ o o x p a ~ e ~ ~ e ,  a Ha rrparcrme 
6bmo BbIJleJIeHO BCeI'O 67% OT 3~0fi CYMMM. &J5I CpaBHeHWI, B 1985 r0Jy B CCCP 
~ K ) A > K ~ T H ~ I ~  accMmoBam H a  3 ~ p a ~ o o x p a ~ e ~ m  comamumi 4,6%, a B 1969 rony 
- 6,6%. 



CMCT~M~ 06~3a~enb~oro MeJJMUWHCKOrO CTpaXOBbIaHli5l MOXeT C b I p a T b  BXKHy'IO 

POJIb B CMRTZIeHMM BJIHHHHH TPyJJJIbIX ( ~ M H ~ H C O B ~ I X  YCJIOBM~ B HaCTOIIUee BpeMSI. 

H a r I a m  H ~ ~ ~ C T B O B ~ T ~  O n p e B e n e H H o e  K o m Y e c m o  opra~ma~@i M nporpam 
MenMmHCKOI'O CTpaXOBaHWI ( @ O I - I , ~ ~ I O ~ F I ~ ~ T ~ J I ~ H O ~ O  Me,QHqMHCKOl'O CTPaXOB2lHWI, 

KOMIIaHMM Me,QMqMHCKOrO CTP~XOB~HMII), XOTR BPIeApeHMe 3THX IIpOI'PaMM 

BeBeTCFI M e m e H H O  M H e p e ~ f I I I p H O .  Hec~oqm H a  BCe HeJl,OCTaTK%i M 

npOTElBOperIMII CMCTeMa 0 6 ~ 3 a ~ e J I b ~ o I ' o  Me,QMUMHCKOrO CTPaXOBaHMFI 3 a C m B a e T  

I I O ~ e p X K H ,  IIOTOMy YTO OHa IIBJZIIeTCR II~PBoG I I o ~ I ~ I T K o ~  CKOOPaHHMPOBaTb 

pa3BMTHe 3KOHOMI.IK13 C Hj9K@MM 3,QPaBOOXPaHeHMtf. B TO Xe BpeMR, OTCYTCTBWe 

O ~ ~ ~ H M ~ O B ~ H H O ~  CMcTeMbI M e ~ H ~ k l H C K O r O  CTpaXOBaHHH IIpHBOfiMT K OTCYTCTBMK) 

HZi,QeXHbIx DaHHbIx IIO P a C I I p e ~ e H M I O  & ~ H ~ H ~ O B ~ I X  CpenCTB B PaMKaX CMCTeMM. 

O T M ~ W H H O ~  P a H e e  CHMXeHMe n o ~ a 3 a ~ e J I e f i  3DOpOBbR HanpsIMJ'fO CBII3aHO C 

0TC)VCTBMeM ll,QeKBaTHblX PeCypCOB B MefiHuHHe. %a W C T b  COAepXHT C B e a e H w I  

06 I i M e ~ W i X C S  peC-CaX B POCCMM M 06 yXyAlUeHMki CM?yaI.W4 IIO W2TbIpeM 

IIO~MUMIIM: (a) p e c y p c a 1  o p r a ~ ~ 3 a q ~ i i ;  (6) uenoseqecme pecypcbr; (B) 

T e m o n o r m e c m e  pecypm; M (r) @ H H ~ H C O B ~ I ~  pecypcbl. 
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kW-reKEi B POCCHH, XOTFi M H e  0YeHb MHOrOYMCJIeHHM (16 000, IIJIH 1 H a  

9 200 m ~ e n e i j r )  MMeIoT OI'paHMYeHHMe 06'be~bi npOBaX ( O ~ ~ I Y . H O  OT 150$ A 0  170 
OOO$ exeronr-roro 060po~a nponm 500 000-600 000$ B s a n a , ~ a b u r  cpaaax). B 
CBII3M C ~ e 6 0 J I b l l l k I ~  YMCJIOM aIITeK H a  CTOAb 6 0 ~ 1 b ~ l l 0 e  KOJIMPeCTBO Xti~eJIeij[  

YMCflO 3T0, BepOtITHO, YflBOHTCtI B 6nma2iur~e HeCKOJIbKO JET. (CM. Ta6n11qy 12). 

I @ M H ~ J H c M ~ o B ~ H M ~  3,QaBOOXpaHeHlH IIpeTepIIeJIO TpkI 3HaWTeJIbHbIX M3MeHeHMR 

3a nocnenme H e c K o m K o  neT: (a) s a ~ e ~ ~ o e  cHkuKeHMe p e m a H b u r  s a ~ p a ~ ;  (6) 

I B B e n e m e  O ~ S I ~ ~ T ~ J ' I ~ H O ~ O  MeJJJiIJMHCKOrO c?pUOBaHWf (OMC); M (B) 
@~eHT@JIH3a~WI CHCTeMbI $ M H ~ H C M P O B ~ H M ~ ~ .  C~ZU~CTBYIO~WX ClMCTeMa 
@ H H ~ H C M ~ O B ~ H W I  r1peACTELBJureT co6oa CMeIIIaHHyIo CMCTeMY ~ I O I U K ~ T H O ~ O  I.f 

li CTpUOBOrO @ M H ~ H C M P O B ~ H H ~ I ,  IIpM KOTOPO~~ @OHA~I O ~ S ~ ~ T ~ X ~ H O ~ O  

M e ~ I J E I H C K O ~ O  CTpaXOBaHMII HOJDKHbX IIOQbIBaTb HenOCpeflCTBeHHbIe PaCXOAbI 

(omam TpYAa, MeAMKaMeHTbI, llMTaHMe B ~ o J I ~ H H I J w )  H a  JIePeHMe pa60~a101um 
60nbHbn. @eflepaJIbHbIfi M p e r M 0 ~ a J I b H b f i  61ome~b1 IIOKPbIBaEOT BCe OCTWIbHbIe 

PacXOnbI. ~ ~ ~ B M T ~ J I ~ c T B ~ H H ~ I ~  ~ I O J G K H T H ~ I ~  aCCIITHOBaHM5I nOKPbIBaIOT B 
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&XIbHli~b1 ~ ~ I J I L I  CaMMMki KpyllHbIMki 06'beKTZl~M @ Z . ~ H ~ H C M P O B ~ H M I I  B 

3ApaBOOXpaHeHMki, IIOJIJNEIB B 1991 rOAy 57% OT BCeX cy6cMn~ii; H a  3ana,qe 
6 o n b ~ ~ u b r  nonqram 44 % (CM. Ta6n~qy 14). Tona~o 3% @omo~ ~XOAMT Ha  
O ~ I U ~ C T B ~ H H O ~  3~pa~ooxpa~e~kie ,  npki TOM, YTO pocckiiic~oe 3,~pa~ooxpa~e~kie 

OpkieHTMpOBaHO H a  JIe4eHkie B 6onb~kiqe. & ~ ~ c T B M T ~ J I ~ H ~ I ~  o6~1ikie 3aTpaTbI 

cocTaBMnu 3600 MmnMapAa py6neii. 

B 1992 r0ny 80% 6 m w e ~ a  3,lQaBOOXpWeHki5I KOHTpOJIMpOBa.J'IkiCb MeCTHbIMM 

OpI'aHaMki, npM TOM, ZfTO HOJISI 3apa6m~oii llJIaTbI ki BbIlTJIaT C O ~ ~ b H O ~ O  

CTpaXOBaHMR 6bma AOCTaTOsHO BeJIMKa H COCTaBkina 60-63 (CM. TaGn~uy 15). 
CllJIaH~p0~aH~bIfi H a  1993 rOA 610prrce~ COCTaB.JI5IJl 1 407,9 MwnnkiapAa py6neii: 

3apnna~b1 - 58% 
~ H T ~ H H ~  - 9% 
cDap~ase~~ki~ecme npenapam - 8% 
n p e ~ ~ e ~ b 1  rI0 JXOAy 3a ~ O J I ~ H ~ I M M  - 1% 
P~MOHT M 3KCTZnyaTaU,IISI, TpaHCrIOpT, ki T.& 

B b ~ m a m  B OMC - 9% 



. 54 ~ m ~ a p n a  - ~a c o 3 n a ~ ~ e  H ~ O ~ X O ~ H M O ~ O  pe3ep~a; 

19 MWUIMaPnOB - H a  yBeJIM'IeHMe 3apa60~~0ii rIJIa~b1 MenMqMHCKEIX 

~ ~ ~ O T H M K O B  B Mocme; 
18 ~ m ~ a p n o ~  - ~a n o n o n ~ e ~ ~ e  pa6os~x ~ a n m o ~  a n ~ e ~  nocne 
n0,qmTMSl OIITOBbIX UeH; . 1 ~ m a p f i  - pacxom ca~oro  (Doma. 

nep~0HaJIbHb1e OlVIaTbI COCTaBJWIoT 8-12% BCeX 3aTpaT H a  3~paBOOXpaHeHMe, B 

OCHOBHOM - sa~y1-10~ a a p ~ n p e n a p a ~ o ~  M O~TMKEI,  T O ~ ~ K O  16 % IIPMXODHTCR 

H a  orura'ry MenMuaHcKMX ycnyr (CM. Ta6n~ub1 16 M 17). Oma~o ,  3m IJLI@PJ,I H e  

03Ha!IaIOT HeIIOCPenCTBeHHbIX OrIJIaT HaTIMYHbIMM OT naqMeHTOB BpaYaM M 
MenCeCTpaM, KOTOpbIe no HeKOTOPbIM BaHHbIM COCTaBTLSIJI3.f B 1991 row, no 
KpaG~efi Mepe, CyMMY, B BOCeMb pa3 ~ p e B b I ~ a I O ~  3aRBJIeHHbIe IIepCOHZlJIbHbIe 

s a ~ p a ~ ~ .  " A o n o ~ r ~ ~ ~ e n b ~ a s ~  omaTa HSUIMYH~IMM" m.meTca B HacTosmee Bpem 
OCHOBH~IM MCTO'IHMKOM Aoxona ~ p a ~ e i i .  



B. CPABHEHME C CMCTEMAMM 3JJPABOOXPAHEH~ APYI'Z3X CTPAH 



3nopo~arr Poccm 2000 Crpmaua 26 

C~opee Bcero OH pacnpocTpaHsT cBoe arramse wipe, cTaB OCHOBHO~~ cxe~oii  
,D)IB MefiHIJEiHCKOrO CTPaXOBaHBFI BCWO HaCeJIeHIM. B COOTBeTCTBMEi C AKTOM 0 

~ ~ ~ U M H C K O M  CT~~XOB~HEIM cekac @MH~HCMP)C~OTCSI OCHOBHbIe MeAlfIJMHCKkle 

M ~ O I I ~ H B Y H ~ I ~  YCJJJTM JIJS 60% HaCeJIeHM5I. 

Y ~ e n ~ s e ~ k ~ e  @i~a~cwposame sepes AWBZ npomxonm 6naro~aprr p e @ o p ~ a ~ ,  
.HanpaanreHHbIM Ha Qlla~a~cEiposa~tie sepes ODMH KaHarr. B HacToriuee spem 
npasmenamo @ma~ctlpyeT npM6nM3Ei~enb~o 1 1 % s a ~ p a ~  Ha 3 ~ p a ~ o o x p a ~ e ~ a e  

uepes npeAommeHMe cpencm A W Z  M onrraTy 3 ~ p a ~ o o x p a ~ e ~ m  

rocyAapcTseHHm cnyxawix (6% ~ a c e n e ~ m )  (CM. Ta6n~zly 19). 









- @u~a~cuposa~ue. IIporrop~m BHII, wmpaqemoro n p a B m e n a c T B o M  H a  

3 n p a ~ o o x p a ~ e ~ ~ e  B 1992 rony c o c T a B m a  5,7% no CpaBHeHmo c 6,l% B 1990 
rOAy. no I I o K J T I ~ T ~ J I ~ H o ~  CIIOCO~HOCTM 3aTpaTbI H a  3JQXiBOOXpaHeHMEI H a  AYlIIy 

J HaIICeJIeHHB SIBJMIOTClf OAHMMM M3 CaMbIX HM3mX B E~pone,  M B lTpOqeHTHOM 

OTHOIIIeHMEI - T a m e .  

Yac~m~e . .  n m a  . B H O C ~ T  c~ofi  ti^^^- sepe3. HanorI-i . r n m .  . qepe3 . o rmaTy.  

H~L~[HOH~JI~HO@ CTpaXOBKM, BHe 3lLBIICMMOCTH OT YPOBHFI lTOJIb30BaHI-M C M C T ~ M O ~ ~ .  

Y a m ~ e  B ~ H O C ~ I  06bm-m  BEIC ICE IT OT ~IJ I~T~X~CIIOCO~HOCTEI  fisuMoro rpa>IC4aHma. 

HC3 @ M H ~ H c M ~ ~ € ~ " I ' ~ I  3a CseT o6ruero HUOI 'a  (79%), B3HOCOB H a I @ l O H ~ H O r O  

CTpaXOBaHPW (15%), OrIJIaT YCJIJT (4%) EI IIpOJEIXCli 3eMJII-i (2%). nOfl0~0flHbIf i  

HZUIOr 5IBJIReTC5I HCTOWHKOM Me,Q.M~HHCKOI'O CTpaXOBaHMX AJIII ~ o J I ~ L U H H C T B ~  

HaeMHhIX P~~OTHLIKOB. Y ~ o B ~ H ~  HWIOrOB 3HaqHTeJIbHO - BapbMpyeTCR B 







n0cJIe B~opoii MHPOBO~~ B O ~ ~ H ~ I  6bLRM HaYaTbI HeCKOJIbKO IIpOI'paMM, q~06b1 

p a c m p m  M npegocTameHMe Me,qmmHcmx YCJIYT, M cnpoc Ha ~ m .  Ha~6onee 
3 a ~ e ~ ~ o i i  143 HHX 6bwa nporapma "Medicare" ( M ~ B M ~ M H C K ~ %  I I O M O ~ ~ ) ,  ~mopacr 
nepBoHaranbHo 06ecnew~ma + a ~ a ~ c ~ p o s a ~ t i e  6 0 n b ~ ~ q  Ha ocHose s a ~ p a ~  13 

@ ~ ~ a ~ c ~ p o s a ~ t i e  ~paqeiir H a  ocHose npenocTameHHbnr ycnyr. H3 + O ~ B  

~ O ~ ~ O B O J I ~ H O ~ O  cTpaXOBaHWI OlTJIaYMBanMCb TOJIbKO @ M K C E ~ ~ O B ~ H H ~ I ~  CYMMbI Ha  

60JIb~I3q~b1e YCJIJTki I3 MMHkIMELJIbHbIe PaCXOAbI Ha yC.JlyT.II Bpaqeii; OflHaKO, 

BseneHMe Medicare M ~ M ~ H E Z T I O  cwryaqm, 13 CTpaxoBaTemi neperrurM H a  HOBW 

CMCTeMy @MH~HCHPOB~HHSI. BO~HWWIM CMJIbHbIe CTElMJUIbI AIIFf 60JIb~Hu M ~pa=Ie$i 
ysenIlrstIm o h e ~ b ~  H CTOMMOCT~ ycnyr. 



Uacmoe cTpaxosaHae, orrriawsaeMoe pa6o~o~a~erur~Ei,  oxsamsaeT 59% Bcero 
HaceneHm. 3Tm npouem ysenaYwsaeTca np~6~1a31i~ena~o no 70%, ecna 
paccMaTpmaTa TOJI~KO Tex, K O M ~  M e H m e  65 J m .  O ~ o n o  4% omasem1 

nporpa~~oi4, n p e ~ c ~ a m m w e f i  133 ce6a coYeTaHMe Medicare M nporpamm 
pa60~0,~a~enefi. 7% HaceneHEvI oxsaveHbr H ~ B W ~ ~ J I ~ H H M  AO~POBOJIJ,H~~IM 

qaxosaHMeM. C W ~ C T B ~ T  p a ~ n ~ w b ~ e  HenpaBmenbcTsemhIe BCTOYHHKM 

@ ~ ~ a ~ c s p o s a ~ r n .  Uacmoe Me,miwiHcKoe c.rpaxoBasae, racTo omawsaeMoe 
~ ~ ~ O T O R ~ T ~ J I ~ M ,  @ ~ ~ a ~ c ~ p y e ~  OKOJIO 32% Bcex s a ~ p a ~  CIIlA Ha 
3 ~ p a ~ o o x p a ~ e ~ ~ e .  Yacmoe cTpaxosame, He c ~ m a ~ ~ o e  c pa6mofla~emm, 

- Pe~JIPipyeTCII ZUTaTaMM, lTpM TOM, ZITO K ~ b 1 f i  ZUTaT ~peGye~,  T ~ O G ~ I  CTPaXOBKa 

BKnIOYaJIa OnpeAeJIeHHbIe JIJXOTbI. npEI CTpElXOBKe ZIepe3 p a 6 0 ~ 0 ~ a ~ e r n  HeKoTOpbIe 

~pe60~a1-a~  llPraTa M O W  6b1~b EICKJIIOUeHbI. flEI.~b~e BbIWIaTbI COCTaarrcIloT 23% 
@MH~I-ICM~OB~~.IIGI, 4% '0 M3 4PyIuX UaCTHbIX WCTOZIHHKOB, KaK-TO 

6narmopa~em~b1e noxep-rBosaHm. 

~ P E I ~ J I M ~ H T ~ J I ~ H O  13% aMepmaHueB He mem crpa~0~~1.1. Medicaid oxsaTbIsaeT 

I~~H~JIM~MT~JI~Ho 6%, T.e. OKOJIO lTOJIOBMHbI3TEIX ~zlonefi. Bce aMepMKaHUbI 65 neT 

m m p u e  noma,qam non n e f i m ~ e  Medicare, oxsan~~amueii 9% Hacenem. 
BoeHHb1e M BeTepaHM (2%) OT,QeJIbHO 3aCT'aXOBMBaIOTCII TIPaBMTeJIbCTBOM. 





B. B3I'.JI5JJ&I HA COCTOIIHHE 3fiPABOOXPAHEHEl5l 







K ~ K  M MOXHO 6bm0 OXM,4aTb, n[O>KWIbIe JIIQQM 6onee KOHCePBaTElBHbI M 6onee 
03a60re~b1 COXpaHeHMeM "6ecnna~~oro" Me,QMIJMHCKOrO O ~ C J J ~ ~ B ~ H M H .  UeJIbIX 

67% TeX, KOMY 38 65 JET,  llOJIaraK)T, YTO JImAM H e  flOIDKHbI HMKOrfla IIJIaTMTb 3a 
M e m u M H c m e  ~ C J I ~ T M .  B ~ 0 3 p a c ~ ~ o j i  rpynne no 35 n e T  40% nomepmsam 3ly 

T O W  3peHMH, a 29% CYMTaIoT, YTO WIaTHOCTb Y C m  - ~ , ~ M H c T B ~ H H ~ I ~ ~  C ~ O C O ~ ,  

K O T O ~ ~ I ~ ~  YCWrklT KOHKYPeHLIMK) kf YJIWUIMT Ka'-IeCTBO. 

O T H O C M T ~ J I ~ H O ~  ~ O J I ~ ~ L I I I H C T B O  (46%) JKa3bIBaeT, r T 0  OHM IIO-l lpeXHeMy 6 y ~ y ~  

XOnMTb B MeCTHYIO IIOJIMWIMHMKY, eCJIM BOIIpOC OnJIaTbI H e  CTOMT KaK 

npo6ne~a, TOrAa KaK 22% CKa3aJIM, r T 0  O ~ ~ ~ T R T C R  K Y a C T H O - I I p a K T M K ~ ~ e M y  

spaqy. X e n a ~ ~ e  nesmbcrr y T a K o r o  spara c H m e T c R  H a  20 ~ ~ H K T O B  npx 
.CpaBHeHMM MOJIOnbIX PeCnOI-WHTOB (35%) M CaMbIX IIO>KI.iJIbIX (16%). XOTR 
BOIIpOC OilnaTbI M H e  YlIOMMHaJICR B OTBeTSUL, @aICTop MaTepManbHOrO JIOCTaTKa 

RBJIHeTCR OnpefleJIRK>lLIMM &JIH 3TMX OTBeTOB. 





HeCKOlIbKO YJWIHsMBaeT sMCJI0 n0TeH~MZiJlbHbIX KJIMeHTOB ,&lW TaKOrO 

ycrpeweam cpenr? ropo~c~oro H a c e n e H m .  B ~ e ~ ~ p a n r a ~ o f i  M cesep~ofi Pocc~w 
xename 06paua~bcrr B T a m e  p e @ o p ~ ~ p o s a ~ ~ b r e  y r I p e m e H m  ocTaeTcH 

HeH3MeHHbIM. 

CpenEi PeCIIOHAeHTOB, AOBOJIbHbIX c ~ I . L ( ~ c T B ~ K ) I ~ ~ ~ ~  C H C T ~ M O ~ ~  M H e  )KenaIOaMX 

IIepeMeH, UeJIbJX 74% COrJIaCHbI C ~ e e f i ,  rIT0 3TH np06JIe~b1 BpeMeHHbIe no 
CBO& CyTM. H ~ O ~ O P O T ,  Te, KT0 HenOBOJIbHbI CYIIJ~CTBYIOU~~~ CMCT~MOG &i 

BbICKa3bIBaIOTCSl 3a pe@0pMb1 T o r 0  HJIM MHOrO POaa,  H e  CO~JIaCHbI C 

y T B e p w e H H e M ,  YTO 3T0 - BpeMeHHbIe npo6ne~b1. 



B YP~JI~CKO-CM~MPCKOM PerzlOHe W I M  B & ~ A ~ H ~ B O C T O ~ H O M  perMoHe; 
B roponax c HaceJreHMeM, He  npesbIruawuaM 10 THC. senoBeK; 
BO3paCTHZM I'pylllla 18-34 r0Aa; 

XeHuMHbI A0 45 JET; 

nmmi, memuwe ne~eii; 
nmM C BbICLLIMM IlJIIl CpenHHM CneIJHaJIbHbIM 0 6 p a 3 0 s a ~ ~ e ~ ;  

cAyxamHe; 
JIIOAM, ~ O J I ~ ~ ~ H e ,  WO npo6~1em13npa~ooxpa~e~~vr KOPeH2TCII B C ~ M O ~  

IIpHpOne CMCTeMbI tr He HOCIIT BpeMeHHOrO XapaKTepa; 
nwa, no~1b30sa~rusecrr ycnyraMa mamoii M 6ecmamoii M e A x U m m  3a 

nocneame Ass rona. 

~IO~THO, YTO Bce ewe OcTamcs OnaceHEvr Aaxe y nmneg, nonomenmo 
BOCllptiHFiMaIO~Eix ped>opM)', HO eCTb 06~a,qemsamutie IIPti3HaKkl B AaHHbM, 
C O ~ ~ ~ H H M X  B. 3 ~ 0 % .  TJCIIIIe - -  PeClXOlZJIeHTOB. . HanpFi~ep, . TOI'na . KaK . 60% 
P e C n O ~ e H T O B  ti3 I'pTIIIbI IIPOTMBHMKOB pe@opM, AOBOJIbHbM HbIHeUIHElM 

nonoxemeM, c=mram, YTO nepenaqa Memmnmmx p p e > ~ ~ e ~ ~ ~ f i  R 

@ a p ~ a ~ ~ e r n r ~ e c ~ o i i  npoMa1rrrrreHHoc-m B P ~ K M  YacTIIbIx JIMIJ R K O M ~ ~ H M ~  cAenaeT 
MX B maHe IJeH HeflOCTJTIHbIMti )J,JDl ~ o ~ ~ I ~ I M H c T B ~  HaCeJIeHMII POCCMEI, B rpyllne 

HeJ(0BOJIbHbIX C E I C T ~ M O ~ ~  C T ~ K O ~  O U ~ H K O ~ ~  npklBalTi3aUMPI COr'fiaCHO MeHee 
nOJIOBRHb1 (49%). B CaMOM AeJIe, 27% yTBepXJIa~, YTO llOJIOXeHRe MClIpaBRTCSI. 





PA3,l@JI V 
H O B ~ I ~ ~  I I O m  K CMCTEME 3&PABOOXPAHEHHH 

B uensrx o6ecne~1e~~11 H a c e s r e H m  OCHOBH~IM ~ a 6 o p o ~  MefiMqMHcKMx ycnyr 
CmeCTByroIoUHe PeCypCbI Poccw~ ~OJEKHbI  MCnOJIb30BaTbCR 6onee ~ @ @ ~ K T M B H O .  

H~CMOTPR H a  TO, UTO penmeme Aonn BHII, ~anpaange~ofi H a  

3 n p a ~ o o x p a ~ e ~ ~ e  cImrreTcsr ~onrocpowoii uenm ( ~ a m e  n p w w M a e T c 9  BO 

BHWMaHMe H ~ O ~ X O A M M O C T ~  CHM3MTb 3a~paTb1) TaKOe YBeJIMWHMe llpeL[CTaB.JIIfeTCII 

MaJIOBepOfiTHbIM B KOPOTKI.I~~ IIPOMe>KYTOK BpeMeHM. Ha npaKTMKe, TeM H e  MeHee,  

B 6nwaii rue~ 6 y ~ y r r l e ~  6onee ~ @ @ ~ K T M B H O ~  MCnOJIb30BaHMe PeCYpCOB ll03BOJIMT 

H3bICKaTb fiOnOJIHMTeJIbHbIe J I w C K M e  M MaTepMaJIbHbIe PeCypCbI. K p o ~ e  TOrO, 

YCMJIMBIlreeCII COTPYAHMreCTBO M e m y  Pa3JIlWHbIMJ.I Me,4J.IJJMHCKIiMH 

~ p e l K 4 e H H R M M ,  KaK HanPMMeP - M e m Y  60nb~H4aM1.1 M lTOJIMEUIPiHMKa, T a m e  

6 y ~ e ~  BtUCHMM @ ~ K T o ~ o M . C  ApJTOfi CTOPOHbI, CeI'OAHtrlLIHFIR CHTyaU[MR B 

3ApaBOOQaHeHMM, - HaIIpMMep, J&JIMHHbIe OYepeflM TOrO, Z I T O ~ ~ I  HOCTaBMTb 

AMarH03 UTlM IIOJIYq[HTb MeAMUMHCKOe o ~ c J I ~ B ~ H H ~ ,  a T a m e  A ~ @ R ~ M T  

OCHOBHbK JIeKapCTB COQaHMTCII, M CHTYaIJMR, B03MOXH0, YXYAUIHTCII. 50,JIee 

npOAyKTMBHOe MCnOJIb30BaHMe PeCypCOB 03HaYaeT 6onee ~ @ @ ~ K T M B H O ~  

B o m e u e m e  B npouecc xoporuo 0 6 y I e ~ ~ b 1 x  MemiKoB,  a T a m e  y a e r r e H s e  

Gonbrrrero BHMMaHEIII T I P o @ ~ z T I ~ K T ~ I Y ~ c K o ~ ~  MeAPiUHHe, I I 0  CpaBHeHMK) C 
n e s e 6 ~ o f i . n p a ~ ~ ~ i s e c m  BCe 0603pesa~ena 3ani3&HbIX CHCTeM 3~PaBOOXPaHeHMfl  

~~ICJI IOY~IOT,  YTO npo@rnam~ec~of i  M e m i u m e  AOIDKHO y A e m T b c 2  60nb~uee 
BHMMaHHe. %O CIIpaBeJTJHBO M IIO OTHOIIIeHHH) K POCCHW. T ~ K ,  pe3yJIbTaTOM 

~0pOLUef i  AHeTbI CTaHeT 6onee 3nOpOBMI, IIpO~OJDKHTeJIbH%l Pi IIPOAyKtTHBHWI 

W 3 H b ,  zITO YMeHbLUMT H a m 3 K y  H a  P ~ ~ O T H H K O B  3,4paBOOXpaHeHHS. O C O ~ ~ H H O  





"fa 











OAH~KO, B 1993 rOAy BC?ynIvzO B C w I y  HOBOe 3aKOHOflaTeJIbCTBO 06 0 6 2 3 a T e J I b ~ 0 ~  

Me&MQMHCKOM CTpZJXOBaHMM (OMC), H a  6a3e KOTOPOrO CTaJIM B03MOXHbI A2UIeKO 

w e  peaopm B o6nacm @ t i ~ a ~ c a p o s a ~ k v r  CMc-remI ~ ~ I ~ B O O X ~ ~ H ~ H M E I .  OMC 
CO3,IJaeT B H ~ ~ I o A X ~ T H ~ I ~ ~  MCTOYHMK @ M H ~ H C M ~ O B ~ H M I I ,  a T a M e  MeXaHM3M 

aEcKyMyJIPipOBaHH5i I3 paCllpeAeJIeHl45I O ~ U ~ C T B ~ H H ~ I X  CpeAcTB, IIpeAHa3HaqeHHbIX 

H W  MeAMUMHbI. ~ ~ O U ~ C C  BBeAeHPiSI CMCTeMbI OMC ~eA.Jie~~b16Iii M[ 

H ~ C T ~ ~ I I - T I ~ H ~ I ~ ~ ,  OTZIaCTM nOTOMy, YTO OCTaeTC5I MHOXeCTBO HePeUIeHHbIX 

BOllpOCOB. B TOM YMCJIe: a) OIIpeneJIeHMe IIaKeTa OCHOBHbIX MeAMUMHCKEiX YCJXyr; 

6 )  onpenexeme @ o p ~ y n b ~  mlr pacrera s a ~ p a ~  H a  ~ y r r r y  H a c e n e H m ;  B) 

onpeAeneme r r p a s m e J r b c m e H H b I x  cy6c~,a~i3 H a  3 n p a ~ o o x p a ~ e ~ ~ e ;  r) pa3pa6onca 
PerHOHkUIbHbIX ypaBHMTeJrbHbIx MeXaHM3MOB; I.1 A) p a 3 p a 6 0 T ~ a  MeTOaOB OWIaTbI 

3a n p e n o c T a B n e H M e  ycnyr. n o - n p e m e ~ y  ocTaeTcH ~ e n o m ~ ~ o f i  no K o H q a  pona 



sacmoro @ ~ ~ a ~ c a p o ~ a s r m ,   TO ~ ~ B M C H T  OT perueam B o n p o c a  o n p ~ ~ a ~ ~ 3 a q 1 3 . 1 ~ .  

WCTHOrO @I~H~HCIIPOB~HHR He~KTIOHHO PaCTe?.. OHH~KO, 3 n e C b  MbI 

paccMaTpMBaeM, B OCHOBHOM, npo6ne~b1 ~ ~ I ~ ~ C T B ~ H H O ~ O  @ H H ~ H c M ~ o B ~ H H ~ I .  











B CYLIJHOCTM, BCe MCCJIe,QOBaTeJIM C O B ~ ~ M ~ H H O %  CMCTeMbI P O C C M ~ ~ C K O ~ O  

3,paBOOXpaHeHHSi CZIMTaIOT, YTO O A H O ~ ~  n P H B a T M 3 a ~ B M  He 6 y A e ~  AOCTaT09HO. Ha 
CaMOM AeJIe, n p B  OTCYTCTBMM COnYTCTBYIOUMX pe@OpM, npMBaTH3aUIIR MOXeT 

IIpOBaJIMTbCR M llPMBeCTM K OrPOMHbIM HeraTIlBHbIM IIOJIllTHWXKTIM 

IIOCJIeACTBBSfM. Hanpti~ep, 3 a M e H a  ~ ~ U ~ C T B ~ H H ~ I X  M O H O ~ ~ O J I M ~ ~  WCTHbIMM 

M o H o n o n w I M M  H e  6yne~ srm~bcs n p o r p e c c o M .  C ~ r e , q o s a ~ e m ~ o ,  r o c y n a p c m e H H b I e  

npepJ-rpmTm AOJUKHbI M3MeHIITbCII TaKMM 06pa30~, Y T O ~ M  BIIOCJI€QCTBI.IB 6bma 
K O H K Y p e H r n  21 OTCyTCTBOBaTIa MOHOZIOJIMII. I336eXa~b C03flaHMR PerMOHaTIbHbIX 

MOHOIIOJIM~ MOXHO, K a K  6 b ~ 0  OTMeYeHO BbIIUe 110 OTHOLUeHEiIO K OnTOBbIM 

n o c T a s m K a M  a a p ~ n p e n a p a ~ o ~ ,  n y T e M  rpyrmipo~m M p e @ o p ~ t i p o ~ a ~ m  
CYUJeCTByIoUMx 'MeCTHbIX MOHOIIOJIM~~ T a m M  06pa30~, r1~06b1 06ecnew~ 
CO3AaHBe HauMOH2lJIbHbI.X @MPM-KOHKY~~HTOB. 



16. CHCTEMA @MHAHCHPOBAH~ 





T ~ K M M  06pa30~, IIpaBkiTeJIbCTBO CKHOHHO KOHTpOJIMPOBaTb 60JIbIUMe 

K ~ ~ M T ~ O B J f O X e H M 5 f  B CMCTeMY 3APaBOOXPaHeHkiR. Ta~ofi KOHTpOJIb MOXeT 

OCyJJ.teCTBT[RTbCR pa3nHZlHbIMI.f C ~ O C O ~ ~ M M :  OT l ' I I O ~ ~ ~ e ~ ~ e ~ W f  H ~ O ~ X O ~ M M O C T M ~ ~ ,  

KaK 3 T 0  AeJIaJIOCb B C O ~ ~ M H ~ H H ~ I X  L Z I T ~ T ~ X  m5l ZlaCTHbIX H H B ~ c T M ~ M ~ ~ ,  A 0  

yCTaHOEUIeHki2 ~ O C ~ ~ ~ ~ C T B ~ H H O ~ ~  MOHOnOJIMM H a  T a m e  HHBeCTMqMM ( K ~ K  B 

Ka~a,qe Ei M~f3qM.r~).  O ~ ~ H ~ K O ,  M3-3a TOrO, YTO IIOCTaBwHKII MenMuMHCKElX Y C m  

M O W  3aMeHHTb ,QOIIOJIHkiTeJIbHbIe TOBaPbI M YCJIJTM H a  yKa3aHHbIe  B 

p e 1 ~ J ' I M p ~ l u ~  aKTaX, H e  COBCeM 5iCH0, K a m e  o64ae 3aTpaT.H KOHTpOJIMPYeT 

IUCy~apCTBO. E0JIee TOrO, pbIHOW2M MOrUHOCTb CyJJ.teCTBYIOKtJiX 6 0 J I b ~ k i u  MOXeT 

6b1~b YBeJIMWHa B CJryrIae, eCJIli KOHKYPeHTbI H e  MOIYT CfleJIaTb Kan[tiTeJIbHbIX 

B J I o X e ~ k i f i .  H O B O B B ~ A ~ H ~ ~ I I  T a m e  COKpaT5ITCR IIpM CHMXeHMM KOHKYPeHIJMti. 

ECJIM npaBWIbCTB0 OCTaHeTCR eflHHCTBeHHbIM MCTOYHMKOM HeKOTOPOrO BMAa 

H H B ~ c T H ~ M ~ ~ ,  6yDeT CJIOXeHO IIOpBaTb CBII3b M e m Y  O ~ U J ~ C T B ~ H H ~ I M  ~ E O ~ J K ~ T O M  
H TaK Ha3bIBaeMbIMH " O ~ ~ ~ C T B ~ H H ~ I M E I  ~ O J I ~ H W U ~ M E ~ " .  ,&3JTOfi X I ~ T ~ P H ~ T ~ I B O ~ ~  
HB.JUETCH 6onee s@&KTMBHo~ HCIIOJIb30BaHMe CYlUeCTBYIOWX PeCypCOB, m H  

nepepacnpegenewie kix . IIPKMM npMMepoM MOI'JIO 6b1 ~ O C J I ~ X M T ~  p a c m H p e H H e  

KOJiFIecTsa ~ M ~ Y J I ~ T O ~ H ~ I X  y w  3a CYeT HeKoTOpbIX n p O U e ~ ,  KoTOpbIe PaHbLLIe 

ocyrrlemmnwcb B c ~ a u ~ o ~ a p e .  B H a c T o R m e e  B p e m  CTOMMOCT~ K O ~ ~ K M  

cocTaBnrreT OT 3000 DO 11000 T ~ I C S I ~  A o n n a p o B  B r o A  M pa3nw1ae~csr OT p e m o H a  

K p e r H o H y ,  a YCHJIHR XI0 C O Q a U e H M f O  HeHyXCHbIX M O I ~ ( H O C T ~ ~ ~  M 

n e p e p a c n p e A e n e H m o  p e c y p c o B  H a  c r a u k i o H a p H o e  0 6 c q x k r ~ a ~ ~ e  npammecm H e  



OC~ecTar r s reTCSI .  EbLJI0 6b1 H ~ O ~ X O ~ ~ M M O  COKpaTMTb KOJIMWCTBO HeHmbIX (EZTILI 

MZiJIOMCnOJIb3yeMbI.X K O ~ K ) ,  a ~b1c~o6ofl~~rueecrr 3a CseT 3TOr0 nPOCTPaHCTB0 

mnonmosanocb H a  6onee npogyKTklBHbIe uena. I Iepwo~~recmG K O H ~ O ~  3a 

Mcnonb3osameM y c ~ o p m  6b1  TOT npoqecc. M~orMe ~3 onaceawiir no noBogy 

pacxoga @HH~HCOB Tame alrryanbHa1 B caepe @rn~a~crnposa~wrr MegmviHcmx 

H C C J I ~ , ~ ( O B ~ H H ~  Tame CmeCTByeT 6onbruaa HeOIIpefleJIeHHOCTb no HeKOTOPbIM 

BonpocaM, cpenM KOTOP~K npo6ne~a @ ~ ~ a ~ c a p o s a ~ ~ r r  MrpaeT He nocnemmro 
POJIb, a B03MOXHbIe flOJIrOCpO~HbIe M IcpaTKOCpOsHbIe PeIIIeHMSI M O W  CMJIbHO 

OTJIMWTbCFI . 

Pe@op~a 3flpaBOOXpaHeHMSI nno~pe6ye~ 3HaWiTeJIbHbIX M ~ M ~ H ~ H M ~  MbIIIIJIeHMSI M 

yposm ~ O ~ ~ O T O B K I ~  B pme ~a~eroptrii. Oco6oe BHwMaHHe ygemeTc9 cJre,qyroutwM 
BonpocaM: HasbIm ynpaaneHwcI M aenosbre Kayecma, MegwwiHcKoe 06pa30~a~r?e, 

a Tame KaqecTBo 06cnymfsa~1.1~1. Henocpenc~se~~o   TOT npkiMep A O K ~ ~ ~ I B ~ ~ T  

TO, 'iTO AOKJQvfeHT "3~0po~acI POCCMSI - 2000" - 3T0 flWHaMM4eCKaSI, a H e  

CTaTMWCKaS MOfleJIb. 







POJIR, OHR AOJlXHbI nOJIycIaTb 6onee II.IMpOKJQ0 nOflrOTOBKy B IIJIaHe O ~ C J I ~ ~ ~ O B ~ H M ~ ~  

r z a u k i e m a  1.1 ero n e q e H m i .  Y C J I ~ M  MeAcecTep H a  ~ o ~ y  c T a H y r  HOBOG c@epoii 
IIpWIOXeHM2 3TMX HaBbIKOB. 





YBeJIMWiTb OTBeTCTBeHHOCTb rpaX)&lH 3a CBOe 3nOpOBbe; 

0 6 e c n e s ~ ~ b  nomepxay pe@op~e co CTOPOH~I n o c T a B 4 m o B  M 

no~pe6~~enef i  ycnyr; 
pa3BMBaTb HOBbIe CTpyrcrYpbI M MCnOJIb30BaTb CmeCTBYIOWZIe CTpyICryPbI 

BHYTPM P O C C M ~ ~ C K O ~ O  3ApaBOOXpaHeHMR AJUI KOOPJ(MHaQMH KaMnaHMM C 

UeJlbK, aKTHBM3aUMH O ~ ~ ~ C T B ~ H H O ~ ~  irO~ep>laur; 

~ 0 6 H T b c 5 I  UIMpOKOrO 0CBeweHM.R BCeX T I p e M ~ e C T B ,  O C O ~ ~ H H O  CBX3aHHbJX 

C npM~aTIT3auMeG,  p e a o p M b 1  CMCTeMbI 3@3aBOOXpaHeHM.R M nOmeP>KICM[ AJIR 
H e e  lTpM I I O M O ~ M  CpeACTB M ~ C C O B O ~ ~  M H @ O P M ~ ~ W M ;  

o p r a ~ m o ~ a ~ b  0 6 y ~ e H M e  M c o , q e f i c ~ ~ ~ e  B B o n p o c e  o p r a ~ ~ 3 a u ~ a  
MeHMIJHHCKMX a~c0UklaIJMfi  M p a 3 p a 6 0 T a T b  MeXaHM3M CO3flSLHHR 6am 
I I O ~ e p X K H  kZqee KOHKYPeHIJMM, ~b160pa H CTI4MJTIOB B 3APaBOOXPaHeHHEf; 

OpraHM30BaTb KaMnaHMIO O ~ ~ ~ C T B ~ H H O ~ ~  alXTaUMH IIOCPe,@2TBOM HePaTHbIX 

MaTepMi3IOB M CpefiCTB M ~ C C O B O ~ ~  MH@OPM~UMH, PWbRCHeHMII CYIIJHOCTM 

pe@op~ar, y 6 e w e ~ m  B ee H a n p a a r r e H H o c m  H a  ynyqnueme K a q e c m a  

MeflHIJMHCKMX YCJIYT M BHeApeHMe 6onee ~ @ @ ~ K T M B H O ~ ~  pb1~0s~0fi  MOAeJIkI 

ynpamesm; 
C O ~ ~ ~ ~ ~ C T B O B ~ T ~  ~ocKoMMMYIIJ~cTBY IIpM O p r a H M 3 a ~ M M  o~cYX,Q~HMR B 

M ~ C I H T ~ ~ ~  CTpaHbI H a  YpOBHe npaBMTeJIbCTBa, H ~ M ~ I  M O ~ ~ ~ C T B ~ H H O C T M  M 

B o m e g b  H a c e n e H t i e ,  wo y B e n m m  m a H c b I  peaop~br H a  ycnex; 
0 6 p a m  BHMMaHEle H a  YCIleXM, AOCTkllT-IYTbIe B XOAe BbIlTOJIHeHPW 
IIWfOTHbIX IIpOrpaMM, KOTOpbIe IIOCJIyXaT o6pa3sa~kl B ~YAYIJJ~M; 

IIPOBeHeHHe OIIpOCOB O ~ ~ ~ C T B ~ H H O C T E I ,  @OKYCH~IX rpJTIlT M MHTePBbH) J&JH 

OueHKM ~ 3 M e H e H l l f i  B O ~ U ~ C T B ~ H H O ~  MHeHMe no lIOBOny pe@0p~b1 B 

3 ~ p a ~ o o x p a ~ e ~ w a .  







p[. CTPEIWICb K KOHCEHCYCY: IIPE3kl[AEHTCKM KOMI/ICCH% 

J I a y a , n p a ~ ~ ~ a m w a e  p e L u e H a x ,  MOW nonywrb n ~ @ o p ~ a u a m  143 

He3aBHCHMbIX HCTOZIHHKOB H H ~ I H ~ U I H ~ ~ ~  CElCTeMe 3~paBOOXpaHeHLIEI. 

~ H ~ O P M ~ ~ M ~ I ,  CODepXalI@5ICII B " 3 f i 0 ~ 0 ~ a ~ f  POCCMII - 2000", MOXeT 6bm 
~cnonb30sa~a KaK nep~b~f i  mar KOMHCCHH; 
B O ~ M O ~ O  3 a p w e ~ ~ e  ~ 0 ~ e p X K o i i  B~ICOKO K B ~ H @ H U [ H P O B ~ H H ~ I X  H 

nPM3HaHHbIX POCCH~~CKHX 3KCllePTOB B O ~ J I ~ C T M  3,4PaBOOXpaHeHMEI B 



%O MOXeT, KaK OTMe%lJIOCb, nOMOUb pa3'beAMHMTb OIInO3MIJMlO IIyTeM 

I IpM~JIameHMR IIOTeHqMaJIbHbIX OnIIOHeHTOB IIpeACTaBMTb MX B3rJIRAbI 

KOMMCCMM KaK B IIHCbMeHHOM B m e ,  TaK M H a  OTKPbITbIX CJIyLLIaHMRX. 



KOMHCCMM B03MOXHOCTb IIOCeTHTb MeflMIJMHCKMe V P e m e H M R  IIO B C ~ G  C?paHe. 

CJIYLLIaHM5I fiOn>KHbI CTaTb 9aCTbIO O ~ ~ ~ ~ C T B ~ H H O ~  AeRTenbHOCTM KOMMCCHM H 

6b1~b O ~ O I Q ~ H H O  llpeACTaBneHb1 B 3aKJIIoqtiTeJIbHOM OTYeTe. 

I I H C ~ M O - O ~ ~ ~ I . ~ ~ H H ~  K npe3me~~-y; 
CBOAKa OCHOBHblX BbIBOAOB; 

c B o m a  p e ~ o ~ e m a u ~ f i  H s p e ~ o x e ~ ~ f i ;  
OTAeJIbHbIe m a B b I ,  IIOCBRrrleHHbIe KWOW E13 OCHOBHbIX PaCCMaTpPiBaeMbIX 

npo6~1e~, B K T I K ) ~ ~  T e  npo6ne~b1, o KOTOP~IX u a  pem B  TOM D o K y M e m e ;  
y n o ~ m a ~ ~ 1 e  o  ex, KTO o~a3m n o ~ o y a  n p ~ 1  ~ a n a c a ~ m  o n e ~ a  B 

Kmec-me KoHcynbTaH-ra k l n ~  W a c n m K a  C J I Y L U ~ H H ~ ~  WIEZ npy-r~x 3acena~~f i  
KOMMCCMH kinM KOHCyJIbTaTkiBHOTO COBeTa; 

CJIRCOK W e H O B  H IIepCOHaTIa KOMHCCMM M KOHCYIIbTaTMBHOJ?O COBeTa. 

&me nocne H a n E i c a H m  s a r n ~ o s k i ~ e n b ~ o r o  omma K O M M C C ~  M o r n a  6b1 

npononxan o m e m a n  nporpecc B nepI.roamecmx Bornwax, o6pama~a 
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This Annex represents a synthesis of several earlier papers prepared for the Russian State 

I Committee on Privatization ("GKI"). It serves therefore, as background for the conclusions 

I 
described in "Healthy Russian 2000," examining in greater detail some of the options 

considered and rejected in that paper. 

The health care sector in Russia requires unique consideration. Societal interests and 

I principles of efficient financing must be combined to provide universal access to a basic 

I 
package of care. The provision of care should be privatized or denationalized in order to 

promote quality care and service. Privatization strategies for Russia should thus 

I accommodate (a) the different types of care and technology; (b) the nature of health care 

financing; and (c) a variety of local circumstances. 

I 
Moreover, privatization legislation must encompass a regulatory framework that will (a) 

protect the consumers from private monopolies at any level; and (b) protect the &ancial 

I viability of investors in a highly uncertain economic environment. 

I The Russian health-care system is based on a regional network of hospitals and polyclinics 

I 
which usually have totally separate medical staffs. The medical care system used to be 

- - 
highly centralized, but over the last 5 years it has been h o s t  totally decentralized to the 

I oblasts. As a result there is now local autonomy, but a lack of leadership -from the federal 

government The system has become so fiagtnented that each local provider fends-for itself. 
. 
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I They order many of their own drugs, sometimes purchasing directly fiom international 

:I . . - .sopplie&. . ~t the .oblarflevel leadership has been uncettain, at the local level it is almost ' . .. 

nonexistent. The result of decentralization has not been greater competition, but greater 

insecurity in the health-care sector. 

Outpatient care in Russia is provided through a country-wide system of polyclinics, where 

doctors are grouped together, similar to a "group practice" would be in the U.S. These 

polyclinics vary considerably size. They may include hundreds of doctors and usually 

include doctors in every speciality. In more rural areas, there are small ambulatory care 

clinics, which may have fiom two to five doctors. In even more remote areas, there are 

fezdscher posts, or physician assistants, and sometimes a midwife. 

Although this report necessarily focuses on the deficiencies of the current health care system, 

it attempts to not to overlook Russia's core strengths in this field. For example, the Russian 

system provides universal access, which is the hallmark of a modern, west European style 

health care system. It is essential, as free market initiatives are introduced, that the Russian 

government maintain its commitment to provide universal access for its citizens, wit& special 

emphasis on providing care to the unemployed, the elderly, and children. Another strength 

of the Russian system is the polyclinics, in which primary physicians, specialists, and 

medical staff together furnish primary care. These institutions are especially ripe for 

privatization. Russia also has a large supply of doctors, so there is no danger of being short 

of health care professionals. The number of doctors is a positive point. However these . . 

physicians need better incentives to provide efficient treatment and gain modern training and 

equipment. 
-. 

- .  
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I Russia undoubtedly has the potential to create a sustainable, high-quality health-care industry 

I . .. that. cansatisfy the needs of the Russian people. .Russia's population is large enough to. . .-. . 

support an internationally competitive health-care industry. The population is well educated 

'I 
... . . . .>; . >..-: . '..;I:.. . .- . . ..: : .... ,.+: .....,...... : . . . .; ,..:... .,i. ., .,. ., ...,..;: ...... .. , , .: 1 '. : 'C I: r , .  ::.,,-..,..: I..:,..:..: . .. . ... <. % .? :, . . : .;. <:;.: ., , :. .',. ," .<. .::-:< ...'.. . .; , ...:. <... , .... 4 . ,:..... ,, 

' and includes a strong scientific community. Within a system that appropriate 

incentives, the future of the Russian health-care industry can be bright. 

I 

IBTCI September 1994 
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I Section I1 

Hospitals and Polyclinics 
......... ...'.'. :.-:. .. ,, ." ........... . . . .  ;i.: .'I '!..; ...... ' .......... ;. ..... &. - :: I..T . . .  . . .  -.:: r r.....:. 3 :..- .:-. n; ,..: ..,: .... ; .: ..: ..ii..r..,i... : . .: ..... :, # -.:. - .  . - +  ,..? ...... L- ,,v:.'., . . .  ,,:...., . . . .  ....: ...... ; .: . . .  

Although often fiaught with dire predictions about the social implications of changing the 

system, the health-care sector -- specifically hospitals and polyclinics -- does not require 

ownership and management by the government. Experiences in many other countries 

indicate that privatization or denationalization of these facilities encompasses a wide range 

of possibilities. In this section we explore the fmancial and "business" implications of 

denationalizing hospitals and polyclinics, and in a later section we explore the legal 

frameworks under which such changes might occur. 

We strongly believe that the aspirations of the present Russian system -- promoting health 

through quality care, that is efficiently provided, and on a universal basis responsive to 

clients' needs and desires -- are goals that can be achieved through privatization. The new 

system should encourage different types of care to grow, such as day surgery centers, 

specialized clinics for women and therapeutic categories. The law should not discriminate 

in any way against new approaches, which in many cases will provide better quality and 

more efficient care. 

2.1 Benefits of Privatization 

Successfully carried out, privatization or denationalization of hospitals and polyclinics would 

have these effects: 

ETCI September 1994 
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I Preservation and enhancement of universal access and improvement in the quality of 

I' ' . ' " . ' .health-care pro+ided to all 'Russiaii citizens bymaking them more.equal catomers in . . . . - .  

a private sector system, thereby providing for greater equality. 
. . ..?.':.':' ....-:.. .... .. .:.. :! .: .... >-:. ..*... .:.:. . ; t ,  :.:., . .:,: .- -. -. > 3.. .;<.:.. .. ..,,,.. . ..&. ..,..... . . yd.-, .. . .:, , . ..+..'...:,:,.,>.a .:.,...;< :.: ....-., .; ;. .. .; ..: ..;. . .,..,: ..> .:. > .:: .,;* .,. *.., . . ,-.>,.,>.x.. 

1. . . 
Enhancement of patient satisfaction by providing a greater range of health-care service 

providers to patients. 

Decentralized, autonomous management and competing health-care institutions 

promoting: better health standards by eliminating the widespread inefficiencies in the 

provision of medical care, and greater responsiveness to client's needs and desires. 

Budgetaty discipline among providers that will ensure their economic viability. 

How to Privatize 

Ensure a Clear Regulatory Framework 

Recent legislation, described in detail in Section IV, provides extensive guidelines for 

Russia's privatization program. The Presidential Decree of December 24, 1993, is perhaps 

the most specifically relevant to the health-care sector. With the exception of. certain 

advanced medical training centers, scientific research institutes, orphanages, nurseries and 

homes for the elderly, it allows the privatization of hospitals and polyclinics. 

2.22 Privatization Options and Methods 

We believe that the health-care delivery system requires unique consideration because of its 

vital social importance. In forming the following recommendations for privatizing and 

denationalizing hospitals and polyclinics, we were cogruzant of the uniqueness of &e health- 

IBTCI September 1994 
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I care sector and of the Russian experience. (More detailed legal analysis on options and 

I methodg'is containedin Section IV of this paper.) . , -  

- .... . : . :.::. . .?. , ..:- .. ... ', .A,... , : ..: :..: :..: :. ., .. ,-.., .:: . ..,.. , ,. ;. ..,... .. . :,:. ,., .; <.,. : >,.. :: , . .,,,...<7,.,. :>: . . .. . , . .. . ...:.. ;' ... :..' . :;:: .: ..;. .;;... .> I..'. .:. .. . , : -; ;.. .. .... . :. . .:. :.,. .... '.;: . -, -. . . 

We believe that straightforward ownership should be encouraged and supported. Despite the 

I 
emotional implications often associated with health-care, it is a service fully capable of being 

supplied by privately-owned firms. Privatization can result in better care, lower costs to 

I patients, and enhanced patient satisfaction. Improving hospital facilities will take a fair 

amount of capital, something that most hospitals have in short supply. There are four ways 

I to generate new capital: borrowing, increased state contributions, sale of assets and improved 

efficiency. With, in the near future, limited private or public capital available for this 

I purpose, and the sale of assets likely to be limited, the crucial task now is to improve 

I efficiency. At present these improvements would release cash now tied up in hospital 

operations. It should be possible to achieve certain efficiencies in the short term. However, 

m in the longer term, it is our view that the only way to ensure that hospitals have efficiency 

incentives is to separate the providers fiom the purchasers of care. This is the intentions of 

I the health reforms in place and it may occur naturally as the Sick Funds (insurance funds) 

I extend coverage to the whole population. At present the purchaser and the provider are not 

fully separated, so the incentives reward inefficiency and poor management. 

I 
In addition to for-profit hospitals, we believe that privately controlled, non-profit of 

"charitable" hospitals should also be encouraged and supported. These could be "owned 

I by civic charities, labor unions, religious orders, fi-aternal societies, academic institutions and - - 
similar organizations. In this regard, Russia could consider creating Self-Governing Hospital 

I Trusts (SGHT) through denationalization of state hospitals, as the United Kingdom, Israel 

and the Scandinavian countries have recently done. Through this process, h ~ s p i - ~ s  become 

September 1994 
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I "public trusts" which are not-for-profit organizations. This status essentially removes the 

i niaiiagemeat of the institution from the govefnment. . . . . 

. . : . .  , . : . , ,  : . . . - . 

I 
. . ;:., ..'"..'. .' .;... :.". .; .-"" .:. ' . .,"' :. ::..., ..:.. ' ..::. * .  .....: .,... .<.i,c...,. . '-.; :....... ... '.; ' ,  -..: ........ : .  .,.,-.... >:.. -.. .. . .>:. .. .::.-. :: . .: .: .::.. ;:..:., 

Such hospital trusts run on variable income f i o i  the sale of services ratherthan on fixed 

I 
budgets based on inputs. Because money moves with patients, SGHTs must focus their 

energies on the quality of their medical care and patient satisfaction if they are to remain 

I viable. Under this system, control over the allocation of health-care funding of hospitals 

shifts fi om bureaucrats and hospital consultants to those who purchase the services in the 

I cof~lfnunity. To successfully make the transition from being state run to a semi-autonomous 

I 
institution, like an SGHT, hospitals need to have a management capable of organizing and 

running the hospital efficiently, basic information systems for tracking cost and monitoring 

I outcomes, a sound financial basis and an adequate level of equipment, medicine and staff for 

the patient population. 

Polyclinics could be privatized by allowing polyclinic doctors to take ownership of their 

practice. This would mean transferring the business and operations of the polyclinics to the 

polyclinic doctors. The clinics would become non-profit institutions where the doctors have 

decision-making power over what to do with their premises, which specialties to provide, 

employment, services provided, number of doctor hours available in the clinic or home and 

whether to do some fee-paying extra services (e-g., orthodontics). Government would rent 

or lease the land and building assets to the practice. 

Besides ownership, the government needs to change its health-care payment mechanism. 

Government reimbursement must be changed to a per capita basis (per person, weighted for 

demographic factors), so that it will be possible for patients to choose the poly&nic they 

IBTCI September 1994 
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I wish to be registered with and attend regularly. The patient should also be able to choose 

I ' ' : . ' which doctor within the polyclinic they wish to see, as their main doctor. . . 

Pilot projects along these lines are being carried out at present in three obkasts, and it makes 

sense to evaluate the pilot schemes before expanding the concept. In theory at least, the 

system would provide an incentive for the polyclinics and individual doctors, to become 

more patient-friendly, in order to attract the largest number of patients and thus hd ing .  

Within constraints set down by the government, polyclinic doctors managing the clinic (or 

solo practices) would be able to choose how to spend their revenues. Being able to pick and 

choose where to spend their profits would give polyclinics a further incentive to be efficient 

and to provide services for which there is greatest demand. 

In order to ensure that all public health needs are met, the government could consider 

stipulating a list of services the clinic must provide for its population, and that the polyclinic 

facility be used for providing health-care services. The government could also provide bonus 

revenues for polyclinics that hit certain targets, especially in preventative medicine (such as 

imm&ization, cervical screening, etc.). 

We would strongly recommend that any hospitals or polyclinics that remain under 

government ownership contract out the management of the enterprise, property and 

equipment from the private sector. Furthermore, for all hospitals owned by not-for-profit 

organizations, or retained by the municipal or state governments, we recommend that 

services also be contracted out to private organizations. this would minimize inefficiency 

and keep costs down, thus benefitting customers. There has been world-wide success with 

privatizing hospital management, food services, laundry and h e n  services, equipment - .  supply 

IBTCI September 1994 
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I and maintenance, and specialmd medical services such as radiologists, anesthesiologists and 

..... inedical laboratory services. 

..... .. .'..........: .... i........... . . . . . .  ........ ....... ................ . :.:. ....A .......... ............ ..... .. . ..... .;.. ......... . . . .  . . . . . . . . .  I 
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The Boston Consulting Group ("BCG"), in a recent paper, put forward an opposing view of 

I 
privatization. They suggested that the state should retain the majority ownership of hospitals 

for the time being. According to BCG, there is no obvious buyer or market value for many 

I hospitals. They are not completely against privatization, but would prefer for privatization 

to move more slowly after the government has enacted strict guidelines for prospective 

I buyers. Further, BCG believes that hospital managers should be given greater authority over 

I 
decisions made in their hospitals, including rental of space, and wages. BCG also thinks that 

the government should allocate more resources to the health sector. 

I This view has several problems. First if the government kept majority control over hospitals, 

the reform process could be stalled. The current problems with the health-care system 

I stemmed fiom government control. Maintaining the state's predominance in the health 

I 
sector then would put the cause of the problem in charge of changing it. Similarly, Russian 

hospital managers oversaw the creation of the present inefficient system. At present they do 

I not have the skills or training necessary to institute major reform efforts on their own. 

Finally, as indicated earlier, the state has limited resources. Basing reforms efforts on 

I government monies then seems unrealistic. 

2.3 Impediments 

I 
There is no question that the following impediments to a well functioning, cost-effective, 

I high-quality system of medical care provision can best be resolved in the context of 
-. 

privatization. Among the most visible impediments are these: - - 
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I. 2.31 Inhospitable Economic Environment 

Hospitals and polyclinics in the Russian Federation suffer from the same economic problems 
.i.:. ..";. .. ..,- .......... ; I . .  ... 2 . .  ..-: -........ .,.'. ..,... \:. .; .:.'..... . . .....:: ..... .... ,..- ... .;........ .. 

"I ' 

z :... .;..,.. .-=:... :.:>..;.: ,...,. .,.: ..:; .-.... -.> :. :.:..s,-,:.; ,:,.. .....- :. :.-.. .i .:: ..;.. 

as other institutions strugglu?g to emerge fkom state ownership. They suffer from financial, 

logistical and managerial difficulties, all of which impair the delivery of health-care services 

and increase inefficiency and costs. Financial viability and debt problems are also major 

inhibiting factors because hospitals and polyclinics in Russia have not been operating on a 

commercial basis. The economic situation is the greatest threat to stable funding. If 

enterprises fail, there will be no taxes for the budgets of cities or districts, and there 

insufficient funds to out into a 3.6 percent obligatory insurance fund. 

There have been marked demographic changes in Russia directly related to the health-care 

system, such as a plummeting birth rate and a rapidly growing population of elderly poor, 

especially in rural areas. The health care system has not adequately responded adequately 

to these demographic changes. The system has created its own impediments to reform. 

With a few exceptions, such as home visits, the system does not aUow the consumer input, 

and consumers are encouraged to assume a passive role by providers. A 1988 survey found 

that over half the people questioned (sample size 54,000) were dissatisfied with the system. 

Their most frequent complaint was the long wait for care. Consumers have no way to 

complain if they are given shoddy care. In fact some doctors and nurses require extra 

payments "tips" if patients want extra comforts or services. . - 

Because the system is so unfriendly to consumers, individuals have little sense of 

responsibility for their own health. This passive attitude will make it more difficult to install 
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I market reforms, because discerning consumers keep the market competitive. An apathetic 

I . -  
population will- also make i t . i i c u l t  to move into prev~htative medicine, which requires. . 

effort by the patient. Parents are not even given their children's immunization cards because 
.... :.a:< a,.. ,>.,. ,::.. . > >  ,. :: >>.... - 

:'I 
I% : :S ; . ' ! . - ' " ' . : :  .*i.....':' .... ' r:. i "."-..: ,:..I .... ....- ...-.: '.,::.::;... ,, , .:; : .:... :,,* . . ...... <.. .-; ..:-.:-; , .:.., : -::.,:.: ;-,... ,.. ,..,:, ;.: :.,..,- ,- .,,, .:::, ..:, ...? . . ..'. .. ,*. ,,: :;..; :.,, , .. 

doctors assume that parents will loose them. 

2.32 Insufficient Funding 

Overall health expenditures as a percentage of GDP appear to be very low, around 3 percent, 

compared to 8 percent or more in most western countries. There is also considerable debate 

about the reliability of the statistics on which the Russian figure is calculated. 

2.33 Antiquated Equipment and Methodology 

Twenty years ago, Russians felt that they had the best health-care system in the world -- at 

least in terms of universal access and coverage. However, the system has become frozen in 

time, and in many respects, has even regressed in recent years. It has become inefficient, 

wastefbl, antiquated, based on curative medicine instead of prevention, and with a few 

exceptions, unresponsive to consumer needs and wants. The conservative nature of Russia's 

medical establishment can be seen in doctors' views on preventive medicine. There seems 

to be much theoretical support for prevention, especially among pediatricians, but in practice 

there seems to be only very conservative efforts, like regular physical exams and screening 

for children's deficits. Community efforts and school programs seem non-existent. . - 

The lack of modern equipment and medicine is an example of one of the systemic flaws in 

the Russian health-care system. Most hospitals and clinics are ill equipped, us-e-&tiquated 
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practices (e.g. manual blood counting) and do not receive required medicines on time. There 

are reports of major gingery conducted-without anesthesia. On the other hand, advanced. . .-.. 

tertiary care equipment, such as MRI scanners and lithotriptors, are available. Equipment 
.. ' . ' . i . .: ' . .;..".ii ....:.. . :.L. .. a, .,: :: ...'.. %...A ,... '+.. : .-.. .-.. -: . a. .I.' A. .w:,;.;, ,. ii i ..: ..,. ;.,:__ .,. . . Y  :. .+.- '*>..' :.: . : . 1 .  z.: ;,;. .: ....., <,:.- ... >, .: >.., .. ...... ....: ...,. > ..; :,*,.,., .. , , 
seems to be a status symbol, both for and patients. That tendency may be part of 

the reason that physiotherapy, which requires unusual equipment is very popular in Russian 

medicine. 

Not only is medical equipment lacking in the Russian health sector, modern information 

systems are absent as well. Data is still mostly collected by hand. Medical records, at least 

for inpatients at hospitals tend to be well documented. The quality of medical records for 

outpatients is unknown. Financial records also hand written. As health care finance systems 

become more complex, a more efficient means of dealing with fmancial information will be 

needed. 

Medical personnel also need to change to reach western standards. A large proportion of 

doctors, nurses, administrators and technicians in hospitals and clinics need to update their 

education and training to learn how to apply more effective medical protocols and health care 

management techniques. Not only do medical professionals need to update their training, 

there are too many of them. There is approximately one doctor for every 250 people. 

The oversupply of doctors suggests that doctors are being used to perform many functions 

that nurses could do more cost-effectively. Hospitals also have a large amount of excess - - 
capacity. There are three times as many hospital beds per populations (13.9 per 1000) as 

there are in the U.S. and the average length of hospital stays (24 days) is three or four times 

as long. Russians average 9 to 10 outpatient visit a year, which is also very high,'-Because 
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I hospitals are inefficiently used, they take up a disproportionate part of the health care budget. 

I. 
- Hospitals.takeup.65 percent of the health budget Primary ca.re,recei~es only 20 percent and . . . 

public health only 3 percent These inefficiencies consume resources that are needed 

'I 
.: ..... ..*. , .. : . x..',,.-.:,.~* .... :. ?.. :.. . ....: ..,., :.:,. >r> , ' . . . . r . .  > ;... .; . . ,,. , t..;.,.:.: :: ... . : . q.-.-..- A t .  .:.,.*.. :: ..,>.. 'L .. .*,..-.. .... ,:- --: .....* . . .  .. .-. ' ' . . : :.. - . .; .. .: .;'. .'... .: .> :. . .i* :.,. :.,.:. .. ' .... : . . ' - r -  - 

elsewhere to reform the system. 

I The over-utilization of hospitals is primarily due to: (a) financial incentives that encourage 

I over-utilization; (b) failure to adopt more up-to-date standards for hospital length of stay; and 

(c) failure to distinguish between acute-care patients and long-term or custodial care patients. 

I As a result, hospitals are much larger than necessary, use more staff and waste resources. 

I 
Hospital and polyclinics rarely work together. Usually polyclinic doctors and hospitals in 

the same area do not work in the others' facility. 

2.34 Substandard Conditions 

Hygiene standards are a major problem in most hospitals and clinics. Additionally, the long 

hospital stays create an environment in which general infections spread rapidly. Russian 

hospitals, especially maternity wards, suffer &om a much higher degree of secondary 

infections than most western medical institutions. The levels of health as measured by 

certain key variables such as life expectancy and infant mortality are below western norms. 

Life expectancy for males has stayed at about 63 years for the past three decades. The infant 

mortality rate is about 18, over twice that of most of Europe. Maternal mortality is high and 

the overall death rate, at about 14/1000, is also twice that of most of Europe. 

Children get special care, with expensive equipment for testing, swimming pools for 

hydrotherapy, routine examinations by a battery of specialists beginning after t h e  - .  are one 
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I month old are just a few examples. However, even though children receive so much care a 

.high proportion of Russian children t a d  to. get sick: . The high number of  sick Russian % 

. , 

children, in spite of the emphasis that the Russian health system places on pediatrics, is 
\:- ... .P. ,.:::. , ..::. .., '..:\s.. , . >. .:. :,-. z . . , ,  , .,: ,-.,., ..;..:. ,-: <.,,.... :, : .;,... .,.: .;-:.. :.<. .; ,.,, . ..$... ::. ,, .. , .. .,.,>.k ,.;...; .,> .-:..... ,; ::, , ..,: 

I 
. ..... '....> .... ;::..-.,, -'. ..,.. .,..... ..,. 8 . .  : . - .  :. ,..> .. .. . -,-,....> .... ... . .. . . .. 

another indicator of the inefficiency latent in the system. 

I The leading causes of death are heart disease, strokes, cancer and accidents/violence/ 

I homicide. These causes of death are largely preventable, stemming form smoking, drug and 

alcohol abuse and a deteriorating environment. There have been a few anti-smoking ads on 

I Russian television, but the effort has been minimal compared with the barrage of cigarette 

advertising. 

I 
I 2.4 Considerations for Optimal Privatization 

In our judgement, adoption of the following measures would provide a practical and 

workable framework, as well as incentives needed to attract investment in a progressively 

privatized health care delivery system. 

2.41 Maintain Strong Focus on Improved Health Care 

The increased efficiencies of a privatized health care system will result in financial savings 

that must be devoted to improving the quality of health care for all citizens. Given that 

health care statistics, life-expectancy and other health care indicators are moving in the - - 
wrong direction, GKI and other proponents of privatization must make it clear that the 

primary goal of the privatization effort is improved health care for the population. This is 

both a humanitarian and political imperative. Effort should be made to coordi]n$e foreign 
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I aid programs targeted on health care with the privatization effort in order to maintain the 

primacy of focus. : . . . . .  - - I 
... :. :. ... .,.:...:. ;'. ....:............. ::..;: ................... \..; ... . . : : y , . . :  .......: - . .  . <,. ,.. .:.. <. I.'.;.. >..,;. ::. . . . . . . . . . . . .  ........... .?..<.< . .  <.,: ...... .a>,"<..:!* . : . : . ' .  T.,... ... : .:,L.;;.:.:,.:,...: ,.> ..........,.. ...., ..... 

I ' -  

2.42 Establish Compensation Mechanisms 

I In most situations the government sets the fees and compensation mechanisms for institutions 

I operations under public finance. Consequently, as medical institutions become private, they 

need to be assured that compensation mechanisms will protect their economic viability and 

I offer a fair return on their investment. Such mechanisms and structures are not yet in place, 

although stipulated in the Decree issued on October 11, 1993. 

I 
I 2.43 Provide Equal Access to Patients 

Private and denationalized institutions need to be guaranteed the same access to patients and 

resources as public institutions. In the current system, private institutions have no access to 

publicly financed patients. This may be a serious matter especially during the period of 

transition when authorities with vested interests may try to discriminate against private 

entities. 

The monopolies that dominate the Russian health scene need to be broken up. Replacing - - 

state monopolies with private monopolies should absolutely not be the result of any 

privatization system. 
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Large polyclinic! (i.e., those with 200 employees of more) should and can be broken up (on 
.. .._, . . 

) , - 

the .same.premises) into smaller, more specialized, -privately-owned Mits,'including those .. - - . . . . . 

that provide administrative and technical support to care providers. These large polyclinics 

'I ....:.:. .-.+ :.. ' .::- :.. .. .,, ...; '. ..?.v..:-...': .:;: .< .-. :... ,.'.:.. ,: ,:% ., ...:. ., ..,.. " 2  . . : . . .7  .,-.>-...,,:>... ;. ,..,. : :; :..,..: . . - ... .,..;: .:.:.'..., ,:.. ' L ,  ..:;: ....... :.:..i:.-. . .. -.,; ..... ; ... ;. , ......,.., : ( .  . 

should become private medical centers, a common and efficient concept for delivery of 

community care in other developed countries. 

To aid in the push toward smaller, more efficient institutions, hospital mangers should be 

given training on current administrative methods and given more managerial control. Today 

hospital mangers are unable to determine stding levels, wages and trade-offs between wages 

and treatment. 

2.45 Offer Incentives to Potential Investors 

The Russian government should conduct a proactive and extremely thorough search for 

investors in the health care industry. This search should include, but not be limited to, 

leading hospital chains, franchisers, and other respected investors, both local and foreign. 

Russia has some special, high reputation hospitals which could be privatized by sale to for- 

profit institutions. The government should consider suitable tax credits and equitable state 

fiznding for services provided by private and public hospitals and polyclinics. 

2.46 Develop Training and Expertise 

Substantial training and support will be required to upgrade the Russian health care sector 

to modern medical techniques and the demands and methods of operating in a private sector 

environment. We recommend that a comprehensive management and medicd - - training 
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B program be established as an integral and complementary element of the privatization 
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Russian medical training needs to be revamped. 6 Russia, doctors have a skyear course 

of study after high school.- American doctors average twelve years of training after high 

school. During this time Russian doctors follow some degree of specialization and graduate 

as a therapist or pediatrician. Most graduates will then do one year of additional study or 

speciality fellowship at a hospital and become a specialist. Seven years after high school a 

doctor could be considered a cardiologist of a surgeon. This system of training produces a 

large number of doctors that have ins&cient training. It was able to provide far-flung areas 

with medical personnel, but was not able to ensure quality of care. 

Physicians need other training in order to privatize the medical sector. For example, in 

private polyclinics, doctors would need W g  as small-scale businessmen to help them run 

their practices. They will also need software packages and other support to assist them in 

tracking and monitoring their costs and patient flows. 

The use of modem medical techniques could reap substantial rewards for medical 

institutions. For example, switching to automatic rather than manual blood counting or 

using anti-ulcerants instead of hospitalizing ulcer patients would free up time and manpower 

that had been devoted to out moded techniques. New equipment is not sufficient to change 

the system. however. A change of attitude is also required so health care professionals begin - - 
to think about efficiency and shortening hospital stays. 

Ensuring the continuity of services as the health care industry becomes privatJzed is vital. 
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In areas where a single hospital or clinic is the sole provider of services, it is particularly 

preparation must include efforts to iden@ steps that must be taken to create an 
-.i:.. 7 , ~ .  ..... .... l;; : ...., -. - . .: ,.,. ;.:. ., "I 2 .( :.... ..'. :; .. :...- . .. . ., .:. .:.+ .;., ::. I... . . ...: : .- .. i..'..'. ..:. .'....T<.. -, . ... 7 ..... .-..- 1-,! :., '... :.: .:.,..... ?- ..' ..,.: <.. ....;,,.,: ;.,:>.. .,: 

economically viable and well managed facility and to carry out those steps as part of the 

privatization strategy for that hospital or polyclinic. Contracting out the management 

services would be a useful transitional phase for those enterprises whose economic viability 

is doubtful. Managerial expertise is in general very weak. This weakness is becoming more 

sigmficant as the health care sector changes. 

On the positive side, there is a great deal of entrepreneurship already in the health care 

system. Although still on a small scale, the principles of private practice and fee-for-service 

for some services are well established -- and de facto accepted. In fact, there is greater 

variety from one region to another than had been expected, both in clinical arrangements and 

in approaches to financing. Moscow has had private practice clinics for 30 years. In other 

areas, charging for special services is a well established practice, if officially fkowned upon. 

For example, in Tver a sigdicant number of physicians have private practices as means of 

generating extra income. There are also private sanatoria near Tver. 

Certain kinds of "alternative" or specialist care has always been accepted as "private 

practice" as well. In Tula, hospitals were renting out space and equipment to doctors that 

have their own private practice. Charging for expensive diagnostic services is routine. Tula's 

diagnostic center became so lucrative that the city and oblmt government began arguing over - - 
who should have control of the center's operations. Where private clinics are available, 

consumers much prefer to go to them than public clinics, according to anecdotal evidence. 
- - 

- - 
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On an individual level, compensation of doctors varies across the board. There is an official 

':' . com'p':'nsati.on system based' only on grade :that is: ignored,::@steadjmspitals .have developed. ' -. . 

certain incentives. For polyclinics these incentives include extsa pay for extra shifts, extra 

I ., ;. . ...... ." . ' . .I-'': '..: .. < ...: .... :;i'l....,i':+. .,; :,.: .> ,.;'.-,.. ... :*. ,..:... :;. .: . . . . ... . ...... -..-:. ..-. ...;+-,*r '...P. ., ,? .-... :;;. :;. -;. .::,'. ...... .,: .,..... :. ......., ;;:. : ..,<.:: ,,. ... .:,;. . .. 

pay for administrative work or being chief of a department and extra pay -- or penalties -- 
based on quality and quantity of work. Hospitals use Merent incentives, -for example, 

I hospital doctors receive extra money for house calls. One hospital in Elcaterinburg even uses 

I a productivity-based reimbursement formula which divided a percentage of insurance 

receipts among the doctors in each speciality group. Doctor salaries can range from 50,000 

I to 500,000 under this formula. Local initiative is alive and well. On the negative side, there 

appears to be a growing gap in the system between the rich and poor, making primitive 

payment systems harder on poor people. 

2.47 Address the Special Issues of Rural Areas 

Privatization should proceed in ways that do not disadvantage rural areas more than their 

present status. By the same token, however, we believe that the special problems of remote 

and impoverished areas need not distort the privatization operation as a whole. The 

privatization process should proceed nationally, with the special needs of these areas 

addressed financially and medically as part of the Russian society's overall safety net. 

We recommend that the fee structures for health care services under the voluntary and 

compulsory insurance systems allow for regional variations. The use of such market-based - - 
mechanisms will allow for financial incentive for doctors and health care providers to furnish 

equal medical care to rural of remote regions in Russia, thus. avoiding undesirable disparities 

in the quality of care and services. The U.S. medical insurance industry makes - widespread 
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I use of geographically determined "customary and reasonable'' fees in paying health care 

2-48 Develop the Role of Insurers 

Special attention needs to be given to insurers in the health care sector and their relationship 

with providers. As the main purchasers of care, instead of the state, these institutions can 

constitute the "fiont line" in reducing the role of the state in the management and provision 

of care. 

2.5 Territorial Medical Associations 

In the late 1980 '~~ a small number of "Territorial Medical Associations" (TMA's) were 

established to manage and provide treatment and preventative care in Werent geographic 

regions. This experiment took place in three areas: the city of Saint Petersburg, 

Kemerovskaya Oblast and Samarskaya Oblast. Other cities have been subsequently. 

encouraged to experiment on their own because of on going changes in the .Russian 

administration and economy. Financing under the TMA mechanism is marked by a 

transition from budgeting by line inputs to financing by standard defmition of needs. 

Moreover, the TMA's have the option of obtaining additional sources of revenue through the 

sale of services to the population at large and enterprises. 

The concept behind the TMA model is closely related to the concept underlying Health 

Maintenance Organizations ("HMO's") in the U.S. The HMO becomes a "budget holder" 

and assumes the responsibility to provide care for an enrolled population. - - The TMA 
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mechanism in Russia postulated radical changes aimed at decentralizing the management of 

I 
- ..-- - . medical institutions a d  incregsing their 7effi~ieniiy . . and .responsiveness to consumers: A .- . . . - 

TMA may be comprised of polyclinics (for adults, children stomatological diseases and so 
:,.. , , ̂.:; ..,.' .. . .... \ .. .',..,' ... .. . .< .  .' 

1 
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on), women's consultation stations, dispensaries, hospitals, maternity hospitals children's 

sanitoria, emergency care stations and other services. The structure of each particular TMA 

is defined by local circumstances. 

Polyclinics also played a leading role in the TMA's. Polyclinic-based TMAs are primarily 

budgeted according to a capitation formula based on the demographic characteristics of the 

registered population. These polyclinics have become "budget holders": they are allocated 

funds for medical services provided based on the sale of such services, rather than on fixed 

budgets based on inputs. Thus consumer choice rather than bureaucratic decisions dictates 

the allocation of financial resources in the primary health care sector. As a consequence, 

inpatient care at hospitals has declined, but overall medical services have increased. Despite 

flaws which need to be rectified, the TMA experiment has been institutionally and politically 

bold, and conceptually innovative by international standards. 

2.6 Financing of Hospitals and Clinics 

Traditionally the health care system was financed through budgetary funds and the support 

of industries, many of which still have their own parallel health care systems. In the old 

centralized system, the budgetary funds largely came from the center (Moscow). . - 

Central funding is now nearly non-existent, but local budget support and help from local 

enterprises still form an important part of funchg. Other sources of funding are - municipal, - 
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I rayon, oblast budgets and sources like the Chernobyl fund. However, a major basis of 

. +- 'hdingwai radically changed last year with .he creation of insura.nce.funds,. . These ace in- - . . .- . . - :1 
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they are beginning to force changes in medical practice. 

I With the current unstable economic situation, budget and enterprise support for the health 

I care system will likely shrink The new compulsory funds will become the major source of 

funding. Patient fees, long a small part of extra funding for physicians and the system as a 

I whole, will probably become more important as privatization becomes more accepted. 

I 
However, fiee health care remains a strong belief among the Russian people. This 

conviction will make it more difficult to increase the patients's share of the health care bill. 

I The entire system of health care financing is in the process of radical change. 

Under the emerging insurance system, the government's role in financing health care will 

remain large. The compulso~y mechanism, planned along the lines of the German and Dutch 

"Sick Funds," appears to be conceptually consistent with many major western models, aims 

first and foremost to mobilize more resources for the health care sector. There have been 

mixed reviews -- based mostly on insufficient reimbursements -- on the compulsory 

insurance fund. There were complaints that the reimbursement rate was too low, did not 

cover costs and did not take inflation into account. Obviously these concerns will have to be 

addressed before the insurance systems can function properly. When completely 

implemented, the insurance system can fundamentally change the structure of health service - 

organization, management and delivery consistent with most OECD nations. 

Ultimately there wiU be gains in the quality of care and service. The funding mechanism - - is 

BTCI September 1994 



Healthy Russia 2000: Annex I Page 23 

essentially a transparent "earmarked" -tax on payrolls, reserved specifically for health 

.I -%. 

expenditures. . The central institutionid feature is-tbe- creation af separate;. social compulsory . . . . . 

insurance at the national and territorial levels. The funds are to be established as 

independent, non-commercial finance and credit institutions. The national fund has the 

function of achieving cross-regional equity objectives. 

However, the new mechanisms are not yet functioning fully in many regions. It will take 

some time before the insurance funds are fully in place, and the system has adjusted to the 

introduction of insurance. Legislation allows the insurance funds to purchase services from 

independent providers of care, or to actually own care facilities, thus becoming HMO's. 

Voluntary insurance programs under the new legal framework are also developing and 

provide coverage over and above the compulsory program. Under the health insurance 

statute, the issue of insurance company ownership is open. Therefore, enabling legislation 

for privatization should address the various ownership possibilities including for-profit and 

not-for-profit (mutual) health insurance organizations. 

We have not attempted to address the full subject of health insurance here. However, in the 

context of privatization, the key issue is whether the insurance funds can function effectively 

as separate purchasers of care. Their fmmcial viability therefore, is a critically important 

element of successful financing of increased health care expenditures. Under the Gennan 

and Dutch systems for example, the Sick Funds are tightly regulated by their respective 

governments out of concern for their financial solvency. Operating in conditions of high - - 
idation, as Russia is currently experiencing, underlines dramatically the importance of the 

fmancial viability of the insurance funds. 
- - 

- 
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Besides financing the health industry itself through insurance, there is also a need for Low- 

exempt, they should be eligible for loan guarantees, interest-free financing through leasing, 

'I 
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' tax exempt donations and sales of below-market-value equipment The priority is to assist 

institutions that wish to acquire basic equipment, with an emphasis on equipment that 

I increases eBciency or eBectiveness or helps with preventive care. Much of this equipment 

I should be eligible for export credits, which comprise a large share of western aid designated 

to Russia. At present the ordinary hospital or polyclinic has difficulty capitalking on this 

I benefit, because they are not familiar with the process of securing these credits. 

( Jn the U S ,  from 10-15 percent of the operating budgets of hospitals and clinics are funded 

I through tax exemptions to the providers of care and the donors of contributions of money, 

credit and equipment. In Russia, foreign manufacturers of health care equipment and 

I medicines are anxious to secure a foothold in the Russian market -- and are taxed at high 

rates. It is critical that such tax exemptions be made available. These exemptions could 

furnish an important source of funding for hospitals and clinics. 
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I Section 111 

The dismal state of the pharmaceutical production and distribution in Russia is due mainly 

to the failure of central economic planning. Paradoxically, an already diicult situation was 

. made at least temporarily worse by the breakup of the Soviet Union and the loss of the 

Union's COMECON trading partners. Under the prior political arrangements, the 

pharmaceutical system was planned supra-nationally across Central and East Europe. The 

breakup left Russia critically short of vital production facilities. 

Many of the relevant issues apply to both pharmaceutical manufacturing and distribution. 

Where appropriate, we address these issues as they apply to the entire pharmaceutical 

industry. However, issues specific to the particular sectors suggest that manufacturing and 

distribution be addressed independently. 

This section highlights the benefits of a privatized pharmaceutical industry, outlines serious 

impediments to Russia's ability to meet its pharmaceutical needs in a reliable and cost 

effective manner and offers considerations for legislation and other administrative and policy 

measures that could help achieve the most effective pharmaceutical supply system.' 

3.1 Benefits of Privatization 

Successfully carried out, privatization at all levels of the drug supply and distribution system 

would have these effects: - - 
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Competitive forces would help promote the unobstructed flow of needed 
.,. . .: . . .'. '. .@&armai;edds, . -. . :. *: . . .  . .. .... . . . .. . . . .. .. ... . . -. . . . . . . .  . .. 

I .-.. . .  . . . . . ..... .. .. . . 

Greater attention would be focused on the costs of production and distribution. The 

I 
:..':-... -, . ., . ---: .-i... ;z '..::,, ,.;'. . i ..... C, .... . :*.:-,. ;, :. .:.:-.. .:.‘ .,.. :. ,....... .. , .. .:..-.-... ' ... : * ' r . :  ;..-...r.r. '. . - r  :..... , .  r. .: ....; .,-,. s . 5  .. ..:.. .. -+..- . ..,.:.:. ..; .. , -.., .:.. .... ..,. .. . 

result should be significant gains in labor prod~~ti&y. 

I 
Most important, a competitive, cost-eflicient pharmaceutical sector would not only 

lower the cost of drugs and progressively lower the need for government subsidies, it 

would widen the availability of drugs, thus lessening the demand for more intensive and 

expensive forms of medical intervention. 

3.2 How to Privatize 

3.21 Ensure a Clear Supporting Legal Framework 

Recent legislation, described in detail in Section IV, provides extensive guidance for Russia's 

privatization program. The Presidential Decree of December 24, 1993, is perhaps the most 

specifically relevant to the pharmaceutical sector. With the exception of those who produce 

or sell narcotics, it allows the privatization and pharmaceutical producers, wholesalers and . 

retail pharmacies. Clear provisions to protect against the expropriation of privatized 

enterprises by the government, protection against discrimination against foreign interests, 

provisions to allow the expatriation of earnings and the free sale of property within Russia, 

would help to advance the aims of the new legislation It should also be made clear that 

private interests are not barred from majority of complete ownership of a privatized firm. -. 
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3.22 Privatization Options and Methods 
...... .... .. .... - ......... .... . . . . . . . . . . . . . . . . .  ... . . .  . . . .  . . .  . . . . . . . . . .  . . . . . . .  . . .  I--.' . . .  .... 

.' ., .....:..,...(.. ;..:. . . . . 
F.. C . .  .$ ,_, 4 

, . .  . . . 

We believe that considerations surrounding the pharmaceutical industry at all levels -- 
.... <:: .......... ..-.. .. ,! . .< . :.:. .. -. .............. . . . .  ... ...r..y.... ...... :;, .. , ............. : ,,.; ....... ..r .... .;:, :.. .,., . ;;<. . . . . a  .-., . . . . . .  . .  , - .: .;.., ..-. ......... .; .-:... ...z ....,.. :.,., . ........, - ..:-.; ........... ..-,.< . ,... 5 

'I manufacturing, wholesale distribution and retail -- are sufficiently a&ogous to other 

I 
industries being privatized that options and methods previously used can be applied here as 

well. Obviously, the enabling legislation itself must take into account the particulars of 

I pharmaceutical as opposed to other industries. More detailed legal analysis on options and 

methods is contained in Section IV of this report. 

Pharmaceutical Manufacturing 

3.3 Impediments 

These is no question that the following impediments to a well functioning, cost-effective 

pharmaceutical manufacturing sector can be best resolved in the context of privatization. 

Among the most visible impediments in the manufacturing sector are these: 

3.31 Inadequate Manufacturing Base 

Historically, as noted, the Soviet Union relied upon its former COMECON partners to supply 

the bulk of its final-dosage form pharmaceutical needs. It was unprepared for the effects of 

COMECON'S dissolution. After the collapse of communism, the rather well-developed 
- - 

phaxmaceutical sector supply systems of Central and East Europe turned increasingly to the 

West for trading partners, who they judged to be better financed and more reliable than 

Russia and its sister republics. 
-. 

- 
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In addition, Russian producers lack expertise in the production of many pharmaceuticals. 
. . . _.. ..... .- 

I . - - '.:.ufider ..the previous @stem, ( Soviet producers focused. .ii~a&ly on. the production of:. . -. - .= - 

substances, while the production of finished forms was left to the Eastern Europeans. This 
..:.. ..,: .... ..: .. ..."..... .<' .. j . , .  ... :,,- ... :.:. ........................ . - .  ?....'.'.., :......... . . ,....., ,,:< ............. .:,.: .;, .:'. ,; .,...? i :: .... .:.. .:; ....... "'.,.,.,. ;. - :.. . ...,: .,,..,. ........... . . .-.,... .. ,...; ,:.. ,,., ,, .,:. ........,..> 

I system helps to account for the fact that even today imports fiom Central and East Europe 

make up nearly 40% of the market. Thirty percent of essential drugs were never produced 

! in Russia. 

I 
3.32 Obsolete Plants 

No new plant has been buiit in Russia in over fifteen years; some actually date fiom the turn 

of the century. These plants are extremely inefficient. They also pose significant risks to 

the consumers of their inconsistent and often impure products. People surrounding these 

obsolete plants are also at risk fi-om existing and continual environmental destruction. Some 

western manufacturers who have observed that state of these facilities believe that the best 

hope for internal production is to start anew. 

3.33 Antiquated and Excessively Complex Product Ranges 

In a given therapeutic category, leading Russia products are often generations behind leading 

western products. Western companies are often unwilling to supply newer licenses, both for 

economic and quality control reasons. Some Russian companies produce as many as 150- 

200 different products, creating complexity and increasing costs and the risks of - -  

contamination. 
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I 3.34 Inefficient Organization Structures 
. . 

. , -.-. ... -;.. ....:.... .... 1. . . . . . . .  . .*.* . . . . . . . . . . . . .  r. . . . .  . . . . . .  . . . . .  . . . . . . . .  . . . .  . . .  . . . . .  ... . . .  ... ... i . . . . . . . . .  . . . . . . .  . . .  . . .  .:. .' :. - . . . . :.I .:... . . . . . . . . . . *. . 

The ratio of indirect to direct production employees is far too high. At the same time, 

marketing departments remain nonexistent or ineffective. 

3.35 Inadequate Quality Controls 

Only rarely does a Russian manufacturing facility operate in conformance with 

internationally recognized Good Manufacturing Practices ("GMP"). This failure not only 

constitutes a danger to public health, it effectively precludes the possibility of building a 

successful drug export market. With similar consequences, drug quality standards are 

suboptimal and not uniformly applied. Adopting GMP and updated quality standards will 

provide privatized firms with the obvious benefits of expanded market opportunities. 

In contrast, the approval system for new drugs, which tended to be insular and inflexible, is 

changing dramatically. On February 15, 1994, the Russian Ministry of Health and the U.S. 

Food and Drug Administration reached a final agreement on a plan to permit the marketing 

of products in Russia that have reached approval by the FDA. It is possible that similar 

agreements will be reached with major European regulatory authorities. 

3.36 Persistent Foreign Debt 

A potentially serious deterrent to foreign cooperation and investment in Russian 

pharmaceutical production is the persistent outstanding debt owed by the Russians for 

supplies purchased abroad. While the payment of these long-standing obligations - - is not a 
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I prerequisite for privatization, positive action would vastly enhance the confidence of 

' . ;:-: -- potenti& ~ e r s  in .inyestingin or oollaborating +tb the- pzivaht ioi  of -R~simmedical : -.:-- .: . . . . 'I 
sector enterprises. 

3.37 Debt Among Enterprises 

I Management of existing debt at aU levels of the system and developing the mechanics to 

avoid a similar situation in the future, is an important concern in privatization. 

3.38 Inhospitable Economic and Policy Environment 

Structural problems are multiplied by the difficult economic and policy environment in 

which drug producers must conduct business. High levels of receivables, rampant inflation, 

and the unavailability of credit are problems which, while not specific to this sector, 

nonetheless affect it tremendously. 

3.39 Emerging Legal Structure 

There is perhaps no greater deterrent to privatization and foreign investment than the lack 

of a consistent legal structure to undergird the formation of private enterprise. Legislation 

described in Section N, demonstrates Russia's determination to address these concerns. 
. - 

3.4 Considerations for Optimal Privatization 

In our judgement, adoption of the following measures would provide a practical . and 
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I workable fnmeworlcas well as incentives needed to attract investment in a progressively 
. . 

, :: : ; . .gfiivafied , p ~ a ~ e ~ t i c ~ ~ P r O ~ ~ C t i O ' ~  . - . - ..- . . . ; ;-. .- - .  - .  - . ,.- . . ..- . 
. . 

.... . 
. . 
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.. ... .y 

...... .... .. '. ....... .".. .. . , \ . .-...,.. " .. ..,.,.. ..,.., ....... 0 .:.:; ...;.. ..< ". ,.. . ,,, :.C +., .- . 

'I' .. . . : . '. . . : . . . . . : .. . . . . ., . . . ........,,. ." ,'. . ;.'!,. .....-.>..,. .; 

3.41 Offer Incentives to Potential Investors 

The law on Foreign Investments in the Russian Federation guarantees to foreign enterprises 

at least the same rights of intellectual property as apply to Russian citizens and enterprises. 

While no additional legislation appear necessary, it would be helpful to provide more 

detailed elaboration of patent, trademark and copyright protection. Besides normal business 

risks, western producers fear the legal and public relations liabilities which could result fiom 

their involvement in companies making inferior products or polluting the environment. 

American companies, in particular, fear that a disaster could expose them to tremendous 

liabilities, not just in Russia, but also in the U.S. 

3.42 Offer Incentives to Potential Investors 

The government should conduct a proactive and extremely thorough search for investors in 

the pharmaceutical sector. This search should include, but not be limited to, leading to 

international research-based manufacturers, generic manufacturers and other respected 

investors, both domestic and foreign. The government should consider suitable tax credits, 

guaranteed purchase agreements, assistance in locating suitable property and indemnification 

against environmental risks. . - 

It is crucial that privatization of existing enterprises go beyond a simple transfer of 

ownership. Privatization can only succeed if new owners have a greater interest 6 the long 
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I term success of the enterprise. Independent, profit-driven investors -- whether they are 

I ' ' .' - . i':: .... :a-,: .. . .... '- . .  :.:. . ?. . a - s -  . I.;.. :...:. . ; r... ;.,,,.;.:.. : ;.; ..... a .. .... . . .  ........ . . : . : : -  . . . .  . : .  . ,  . 4 ,  . : :  . . . . 
While privatization can provide new owners with the incentive to restructure, it is of utmost 

importance that they also have the authority to restructure. In particular, they should have 

I the authofity to fire management and employees if necessaxy and change the product 

I portfolio. (In cases where particularly critical drugs are to be discontinued, the government 
- 

might place restrictions or require some form if advance notification.) 

I 
Inflation creates another barrier that foreign investors have to surmount before investing in 

Russia. Some pharmaceutical producers try to soften the impact by using dollars as the basis 

for internal bookkeeping. If all costs are converted to dollars at current exchange rate, the 

30 percent markup can more or less preserved. Such a practice is apparently illegal. 

Nonetheless, companies need to be at least partially insulated fiom the effects of idation 

on margin calculations. One solution would be to allow the use of inflation adjusters in 

calculating the costs upon which are based. At the very least, companies could be allowed 

to use current rather than time-of-purchase exchange rates for calculating the margins on 

hard currency purchases (e.g. active substances). 

Even disregarding the effects of inflation, it would seem that the current cost-plus pricing 

system sends all the wrong signals to current and potential investors. Unless the market is 

highly competitive, producers have little incentive to improve efficiency, given that they can - - 
pass costs along to consumers. At the same time, the 30 percent cap limits the amount of 

profit available for reinvestment in an industry in dire need of restructuring, and places the 
- - 

industry at a disadvantage in competing for investment capital. - - 
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3.43 Develop Training and Expertise 
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. . . . . . . . . . . . 
. . 

Although some factory directors are prepared to take on the role of a private entrepreneur or 
..............I... .'... .";. ......" :..: ..... ::. . r . .  : :. r.. : - 3  :...... ...,,..... . -..+ ......... ,. .,.. .... :. .. .:: ...: ..;.., .....: .... '.,.' ... :,. :...; .... ;, ..:, ,. -_,. ;. . . .  ...,. ....................... 

manager, these skills and attitudes need to be nurtured and developed. Substantial training 1' .. ' '. 

I 
and support will be needed for manufacturers to adapt to private sector methods and 

demands. 

I 
3.44 Avoid Long Term Tariffs 

The imposition of t a . s  to protect local production could result in lower quality, higher cost 

products and should be avoided. Selective tariffs could in theory be used to provide 

tempomy protection for specific new investments. This policy option should however, be 

used with the utmost caution. Such tariffs could easily lead to the government and 

consumers purchasing over-priced, lower quality pharmaceuticals. Even providing a 

mechanism for introducing such may be opening Pandora's box 

Russia currently allows tariff-fiee imports of finished forms, while placing tqiffs on 

imported active substances. Not only does this policy fail to protect local producer, it 

actively discriminates against them. Tariffs on active substance imports need to be 

eliminated. The same is true for tariffs on packaging materials, production equipment and 

other items necessary for pharmaceutical production. 

3.45 Integrate Quality Improvements 

Consistent with our recommendations in Section 2.41 about health care quality - - 
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I improvements as an integral and complementary element of the privatization program, we 

............... 1 . . recommend that health:c.are ~ector.aid~'om f ~ r & p e s & ~ e  . . . .  agenc&-.be. wed. .... to po~d&;?: . . , . : .:, 
. . . . 

higher quality and more modern pharmaceuticals to Russian citizens. This wdl meet both 
....: . ......". . ..... ..............:...... .:., . ... ........................ ... ...... ... ....................... I .-'.' :.: .:... :. -.,:*-1- ::r. .?...... :. ,;. : %. .; .,,, ..,..,.., .,..r...:... .; ...,.......<>>. < ,  :-,,.,,,.,. 

the medical needs of the and'the needs of the privatization program is it enters 

into this politically sensitive field. 

I 3.46 Additional Policy Changes 

I While not needed to accomplish privatization, important changes are needed to create an 

I 
environment in which privatization can flourish in the pharmaceutical sector and which are 

critical to the long term success of the industry generally. 

3.47 Establish and Enforce Production and Quality Standards 

I 
Considering the obsolescence of Russia's manufacturing and distribution base, the prospect 

of achieving compliance with GMP standards, Good Laboratory Practices ("GLP") and Good 

I Clinical Practices ("GCP"), at least in the short term, is not great. Nevertheless, if Russia's 

pharmaceutical sector is to achieve international recognition and ultimately develop a 

I profitable export market for drugs emerging fkom research within the Republic, it must begin 

I 
to incorporate these guidelines among its regulatory requirements and encourage, if not 

initially require, conformance. 

I 
Companies wishing to export will increasingly discover that non-GMP production is of little 

m interest to prospective buyers. Eventually, the Russian government should also require that 

I 
the drugs it purchases be produced in accordance with GMP standards, and set - .  a'timetable 
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I for reaching GMP in the future. Special tax incentives for investments in GMP might be 

3.48 Remove Needless Barriers to the Introduction of New Therapeutic Agents 

As noted earlier, the Russian Ministry of Public Health has formed an agreement with the 

U.S. Food and Drug Administration to facilitate the marketing of U.S. approved drugs. 

Similar arrangements should be made with the regulatory agencies of other countries in 

whom the Ministry has confidence. 

By accepting drugs that other countries have approved, Russia is opening its market to a wide 

variety of drug that had been in the Russian market previously. Besides injecting needed 

new drugs into the health sector, this move will also increase competition within the Russian 

pharmaceutical manufacturing market. Increased competition will hopefully shrink old 

monopolies and deter new ones from forming. At the same time, it is important to build on 

the strength of the Russian regulatory capabilities, particularly to evaluate new therapies 

developed within the country. The government is working with a number of intemational 

organizations toward that goal. 

3.49 Use Government Purchasing Power More Effectively 

The Russian government is in a position to behave as a large HMO -- ie . ,  to use its . - 
purchasing power in negotiating with foreign and domestic pharmaceutical producers. Not 

only price, but also quality and consistency should be taken into account in evaluating bids 

for large purchase contracts, or even for preferential access to the Russiaii - .  market, 
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I Government purchases should generally be limited to essential drugs. Decisions should be 

- . .* 5 -  - : made:as.transparent .as-.~ossibte; and ,the: yeg@iating/d,ecision process.should be handled by i ;  . .. . -. : , . , .. , . . . . . . . . 

an independent authority subject to the strictest ethical standards and control. 

Three options should be considered for the sale and distribution of drugs covered by 

government price negotiations: 

Producers could sell drugs tbrough normal channels at the negotiated price. This option 

is the easiest to implement and the most difficult to subvert. 

Producers could sell drugs through normal channels at a discount chosen by the 

government. The government would then reimburse producers for the difference 

between the negotiated and the discounted price. This option is administratively 

complicated. In addition, producers would reasonably fear the government might not 

follow through with reimbursement, or might reimburse late, using rubles made less 

valuable by inflation. 

Producers could sell drugs through normal channels at the negotiated price, but 

consumers would pay a discounted price at the pharmacy. The pharmacies would be 

reimbursed by the government. W e  not quite as complicated as the second option, 

this choice would still require a reimbursement bureaucracy. Non- or late 

reimbursement would be a real danger. 

3.410 Provide Incentives for the Production of Essential Drugs 

To lower the humanitarian and economic costs of ineffective treatment, the government 

should come to an agreement on a list of essential drugs based on the list promulgated - - by the 
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World Health Organization. The list could be used to furnish incentives for existing and 

'I '- . .aewly p r i v a h d  opedons to nwet.pressing needs. .This&st should not become the basis -: - , - 

for limiting the market to Russian producers. 

Apparently there is considerable support for requiring local production of so-called 

"strategic" drugs. Any discussion of strategic drugs should be viewed with suspicion. 

Strategic drugs might include drugs which Russia would need, but might not be able to 

obtain, in an international war or crisis, or an important drug produced by a monopolist, 

foreign supplier, upon which Russian fears being dependent. 

Russia cannot &ord to force or maintain inefficient local production based on a fear of 

international isolation. If such fears absolutely need to be addressed, then strategic 

stockpiles of selected drugs, purchased at the lowest possible price on the domestic or 

international market would be preferable to inefficient local production. Drugs for which 

production could be geared up quickly in a crisis do not need to be stockpiled at all. 

3.411 Review and Update Drugs Approved for Marketing 

At the same time, it would be useful to conduct a review of drugs for which evidence of 

safety and effectiveness was never required and remove from the market those lacking such 

evidence. It may be possible to invoke the experience of countries which have already 

conducted such reviews and reduce the time and expense needed to conduct an independent - - 
survey. 
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I Pharmaceutical Distribution 

There is no question that the following impediments to a well hctioning , cost-effective 

pharmaceutic distribution system can best be resolved in the context of privatization. Among 

the most visible impediments in the distribution sector are these: 

3.51 Monopolistic Control of Wholesale Distribution 

Russia's drug distribution system includes approximately 80 wholesale operations which 

historically have had monopoly control of drug supply within their defined region. These 

"synthetic" monopolies have been reinforced by the difficulties local pharmacies face in 

purchasing drugs directly fiom producers or importers. Wholesale activities are 

characterized by low inventory turns, high administrative costs and low service levels. 

This economic insufficiency is reflected in wholesale markups of 10-15 percent, and in 

some areas (e-g. Irkutsk and Vladivostok) markups are as high as 35 percent. Typical 

western markups are only 5-8 percent. These regional monopolies are starting to erode 

however, particularly around Moscow. There is no rule barring formation of wholesale 

operations. In fact new wholesale operations are being organized, some by foreign interests. 

The liveliest competition among wholesalers is in the Moscow area. 
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3.52 Ineff~cient Distribution Methods 

._ ..I...... . . . . . . . . . . . . . . .  - .  .... . . . . . .  . . . . . .  ......... . . . . . . . . . : . . .  ... ................ . . .  . . . . . .  . . .  . / < _  :. .> ... . . . . . . . . . . . . .  . . .  . . . . . . .  . . .  :i i . . . . . .  . . .' . . .  _.. L .. - . ' ' _:. .: .... . . . . .  
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Recognizing the need to handle large numbers of small units, advanced drug distribution 
. . .  . . . . . . . .  _:*' . . . . . . . . . . . . . . . . . . . . . . .  1. . . . . . . . . . . . . . . . . . . . . . . . . . . .  _.......... .I . .  _ >  . ...... 'i ......:.:........ . . .  > ;  .. . . . .  

systems typically include product coding and automated methods of inventory, stocking and 

financial control. Understandably, these are generally lacking in Russia, contributing further 

to regional shortages, stock loss, delayed delivery, reduced turnover and high costs. 

Transportation is another serious distribution problem. Because of the unreliability of 

delivery service, including pilferage, consignees typically feel constrained to take possession 

of drug purchases directly 'from distributors. Equally serious are difficulties in making 

payment for purchased pharmaceuticals, circumstances requiring bank-to-bank transfers 

which can take fiom days to weeks to accomplish. Communications problems with 

wholesalers are also cited by drug producers. 

3.53 Economically Insecure Retail Distribution 

While retail pharmacies are not numerous in relation to the Russian population (1 for each 

9200 inhabitants in Russia versus 1 per 5000 in the United Kingdom and 1 per 2600 in 

France), they are only beginning to supply so-called "front-end" consumer products, such as 

cosmetics and convenience items, that compose a substantial proportion of pharmacy sales 

in most nations and contribute significantly to their profitability. Their limited sales 

compared to western pharmacies, which are in a much more competitive environment, also - - 
shows the relative weakness of the Russian retail distribution sector. Sales are typically 

$100 to 200,000 per pharmacy versus $500,000 to 100,000 in the West. The constraint on 

earning resulting fi-om this lack of product diversity is compounded by economically - .  
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I inefficient reimbursement methods. 
. . .  
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. . . . . . . .  
Currently, retail drugs are priced at a 50% markup on manufacturers' prices, reduced by a 10- 

: . . . . . . . . . . . .  . . , . . ' - .  . . . . . _ .  \ . .  . / . .  > . . .  . . . . . . . . . : . . . . .  . . . . . . . . . . . . . . . . . . .  

I. 
. . 

15% (or as high as 35%) markup on manufacturers' prices f& whol&le distribution. ~ i & n  ' ' 

I 
the 50% cap on distribution margins coupled with wholesaler inefficiencies, pharmacies' 

profits are close to zero, even with municipal privileges like low rent. As these privileges 

I disappear, the need to increase pharmacies' margins, to ensure financial viability, will 

become more important. 

3.54 Inhospitable Economic and Policy Environment 

As with the manufacturing sector, these structural problems are multiplied by the difficult 

economic and policy environment in which drug distributors must conduct business. High 

levels of receivables, rampant inflation and the unavailability if credit are problems which, 

while not specific to this sector, nonetheless affect it tremendously. 

3.55 Emerging Legal Structure 

As in the manufacturing sector, there is perhaps no greater deterrent to privatization and 

foreign investment than the lack of a consistent legal structure to undergird the formation of 

private enterprise. Recent legislation described later in this paper demonstrates the Russian 

government's determination to address these concerns. 
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I 3.6 Considerations for Optimal Privatization 
. . 

.I - , ,. . . . . . . . '  ".. . ... ? . :. ' " .,.- . .. :: ' .. - .  .' . A  .. . . .. ' r.. . ..: ,. .. . . . , , d .  . ... .. . . . . . . . . . . . . . .  _ > . .  . . .  . . . . . ... .. . *. . . - .. . ,.A, 
' .  . _ .  .. . . . -. .:: , --. . 

In our judgement, adoption of the following measures would provide a practical and 
. .  . . .  ... . . . . .  . . 

workable framework as well as incentives needed to attract investment in a progressively 

I 
privatized pharmaceutical distribution system. 

I 3.61 Develop a Competitive Distribution System 

Some officials of western h s  based in Russia cite the distribution system as perhaps the 

single most pervasive block to an effective pharmaceutical sector. While in some areas 

regional monopolies still control the distribution of pharmaceuticals, new competition is 

emerging in more heavily populated areas. The privatization of Russian pharmaceutical 

manufacturers would be of limited value if those producers lack access to an efficient 

wholesale distribution system. To aid the creation of a more efficient distribution system, 

individual wholesalers need to improve stock turns and service levels, invest in electronic 

data processing systems and necessary sanitary conditions, and reduce personnel. 

Government policy should encourage the development of a private, competitive national 

distribution network. We believe the government should encourage M e r  competition and 

investment in this vital area, requiring as a condition of license that the wholesaler carry a 

full line of needed therapeutic agents, at least those included on what should emerge as a 

meaningful essential drugs list. 

While it might prove difficult because of strong local control, it is also worthwhile to 

consider the possibility of bundling geographically dispersed wholesalers with the aim of 

creating privatized national wholesale corporations. Adrmnistering or manag@g such a 
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I transition could prove difticult. Having as few restrictions as possible, i. e. fi-eely granting 

I 
- . wholesale licenses, is a way to achieve a competitive and. efficient distribution systein. It. .- . . .. -. . 

will in any case probably be faster, especially if foreign distribution groups are invited to 

I apply for Licenses. 

I In Russia, over one hundred wholesalers have monopolies in regional markets. They do not 

I compete against each other on a national level. Most countries have few wholesalers which 

compete for distribution in the entire national market, and this pattern is emerging in other 

I formerly socialist countries. For example, as a member of the former Soviet Bloc, Hungary 

I 
had a distribution system similar to Russia's. 

Hungary attempted to reform its pharmaceutical distribution system by "bundling" together 

different wholesalers into four to five national wholesale companies, improving both the 

level of competition and service. Hungary's method of privatization was to pre-structure a 

few national of supranational players by bundling regional wholesalers at the time of 

privatization. This method requires nonadjacent regions to ensure overall national or 

multinational coverage. The size of the regional clusters or constitutive elements of these 

national wholesalers should be sufficient to enable local restructuring if needed. 

Another option is to privatize individually the regional monopolies and let market forces act 

to produce the needed restructuring. This will probably led to competition fi-om greenfield 

operations in the neighboring regions, andlor purchase of regional entities by others. A . 

number of mergers or b h p t c i e s  are likely to occur. 

Although the flrrst option, of bundling national wholesalers, has the advantage of leading - - 
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rapidly to a competitive and efficient national distribution system, it would in practice be 

%ry hard to implement in current circumstances in Russia,.particularly given the importance . 

of oblast decision-makers in regard to wholesalers. The second option, of opening up the 

market to competition, is probably the most attractive for new entrants, particularly foreign 

distribution groups. The transition towards an efficient and competitive distribution system 

can be brutal under the second option, as the existing regional wholesale structures are 

exposed to greenfield competitors. It will probably mean bankruptcy of a number of the 

newly privatized regional wholesalers. 

To ensure a continued supply of drugs to different regions, the government could oblige 

wholesalers to carry a list of essential drugs and to regulate wholesale margins -- including 

transportation costs to serve different parts of the country. 

More competitive markets do serve to lower wholesaler margins. In areas of Russia with 

greater competition, like St. Petersburg or Moscow, margins are five percent. Remote areas 

with little competition, like Irkutsk, have wholesaler margins of up to thirty-five percent. To 

prevent monopolistic abuse in ares with little competition, most governments put place 

maximum wholesale margins of about 15 percent. Given the importance of government 

reimbursement for a sigmficant part of drug purchases/consumption, maximum margin caps 

serve to control government expenditures on the drug budget. 

3.62 Reform Retail Pharmacy Operations 

Retail pharmacies ought not to be given the continuing incentive to dispense high cost 

products where less expensive alternatives are available. Reimbursement on the - - basis of a 
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uniform negotiated dispensing fee would reduce that incentive. Most OECD countries 

regulate pharmacies' margins. This is generally achieved through digressive percentage 

markups, or through a flat dispensing fee. The 50 percent markup needs to be amended or 

abolished to ensure the profitability of pharmacies. While the state could eliminate all 

margin controls, the continued role of the state in funding drug purchases requires the 

continuation of some margin controls. 

Like wholesale operations, retail pharmacies, singly or in groups, should be attractive for 

privatization. In some countries, ownership of pharmacies is limited to pharmacists. Such 

a restriction would create a class of small professional owners, might keep the disruption of 

supply during the transition to a minimum, and it would offer some protection to individual 

pharmacies. Nonetheless, restricting ownership would simply inhibit beneficial competition. 

The number of pharmacists is too small to base the entire pharmacy privatization project on 

their involvement. In any event, it is likely that individual pharmacies would predominate 

for some time before the possible emergence of western-style chain operations. While chains 

of pharmacies are unlikely to spring up any time soon, the number of pharmacies is likely 

to double over the next several years. Licensing and other regulations in Russia should be 

liberal to permit this process to occur. 

Another important issue in pharmacy privatization is what kind of product line pharmacies 

should carry. Because there are so few pharmacies, a general list of drugs that individual . 

pharmacies are required to carry seems reasonable. Beyond the requirement to carry 

essential drug, a liberal approach to allow pharmacies to sell a range of other products, like 

herbal medicines, cosmetics and hygiene products, would be desirable in order to improve 
- 
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the profitability of privatized pharmacies. The expansion of product line will bring with it 

a concomitant need for sophisticated computer information systems to handle the product 

complexity. A profitable privatized pharmaceutical sector will best be able to afford these 

investments in the future. 

Sources of further gains in profitability probably lie in the gradual reduction of over staffing. 

For instance, a pharmacy in Moscow, with four kiosks, generating overall sales of $750,000, 

employed 28. people, versus four or five people for a comparable pharmacy in the West. The 

differences in staff levels also reflect the lack of sophisticated computerized information 

systems in most Russian pharmacies. 

3.63 Develop Training and Expertise 

Although some pharmacy directors and warehouse managers are prepared to tale on the role 

of a private entrepreneur or manager, these skills need to be nurtured and developed. 

Substantial training and support will be needed to private sector methods and demands. 

3.7 Financing of the Pharmaceutical Industry 

The current control system needs to be changed. Producers are now allowed a 30 percent 

markup over costs, (z.e., the interest paid on borrowed credit and some labor costs). In 

addition the costs of raw materials must often be paid in advance, whereas payments for . . 
finished products arrive much later. Given present inflation levels, profitability is 

problematic at best. Even beyond inflation, a cost-plus pricing systems ends all the wrong 

signals to current and potential investors. There is no incentive to improve efficiency - - 
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because costs can simply be passed on to consumers. Moreover, the 30 percent cap limits 

the amount of profit available for reinvestment in dire need of restructuring. We recommend 

eliminating the margin cap, and allowing market forces to set appropriate producer prices. 

Wholesalers and retailers have similar limits to what they can markup, although survey 

information tends to indicate that adherence to the wholesaler and retailer price caps varies 

markedly from region to region. Economically, these artificial price controls have the same 

adverse business consequences at the wholesale and retail levels as do the markup caps in 

manufacturing. 

Paying for pharmaceuticals at the consumer level remains a major issue. Under the new 

health insurance legislation, pharmaceuticals are not expressly covered, although they are 

not excluded. In drafting new legislation, we recommend that consideration be given to 

covering pharmaceuticals from both the compulsory and voluntary health insurance funds, 

thus increasing the likelihood that adequate financial resources would be available. 

It would be most efficient to make reimbursements at the consumer level perhaps 

differentially based on the therapeutic importance of specific classes of drugs, and eliminate 

subsidies at the manufacturers' level, the latter simply protecting production inefficiencies. 

Given the experience in western countries, we believe the distortions introduced by complete 

reimbursement of medical costs through insurance companies can and should be avoided. 

It would be important to encourage competition by not limiting reimbursement to 

domestically produced drugs. These changes will provide more market-oriented financial 

systems, and will be a substantial incentive in attracting foreign investment at all levels. 
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I Increased government reimbursement would provide a stimulus to consumers, and therefore 

I to producers -- both domestic and foreign. No explicit rationing mechanism for 

reimbursement cost containment is currently in place. Western experience suggest three 

I option for reimbursement cost rationing: 

Via the purchasing power of large buyers with no explicit government interference 

(HMO system in the U.S.). 

Reference price system, in which only a fixed percentage of the least expensive 

appropriate drug is reimbursed. 

Price caps, where a reimbursement cap is set directly for certain types of drugs. 

Any of @e above options would be better than the current reimbursement scheme. 

However, the reference price system could be recommended as the preferred option. 

It combines flexibility, objectivity and effectiveness in cost containment. Price caps 

may be considered as the second best option. It is less flexible and objective and can 

lead to bureaucratic inefficiencies. If the price is set too low, caps may drive certain 

drugs out of the market. 

Tariffs on pharmaceutical are another important financing issue. At present, Russia 

appears to be duplicating Poland's ill-advised policy of allowing tariff-free imports of 

f e s h e d  forms, while imposing tariffs on finished substances. Not only does such a 

policy fail to protect local producers, but it actively discriminates against them. Tariffs 

on active substance imports -- as well as tariffs on production equipment -- should be 

eliminated. By the same token, requirements for the domestic production of strategic 

drugs (however defmed; th~s  is itself a highly problematic question) should be held to . 

an absolute minimum. Such production would undoubtably have to subsidized by the 

government, thus absorbing scarce resources and further distorting market pricing 

patterns. 

I 
- - 
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Section IV 

Legal Framework 

4.1 Legislative Foundation 

A number of overlapping pieces of legislation and Presidential Decrees already exist to 

provide legal guidance for the Russian Federation's privatization program. The most 

important here are: 

Law of the "RSFSR on Privatization of State and Municipal Enterprises in the RSFSk" 

dated 3 July 1991; as amended by the Law of the Russian Federation on "Amendments 

and Additions to the Law of the RSFSR on Privatization of State and Municipal 

Enterprises in the RSFSR," dated 5 June 1992; 

State Program of Privatization of State and Municipal Enterprises in the Russian 

Federation, adopted by the Supreme Soviet of the Russian Federation on 11 June 1992, 

as subsequently amended; 

Law of the RSFSR on "Foreign Investments in the RSFSR," No. 1534, dated 4 July 

1991; and 

Decree of the President of the Russian Federation on the State Program of Privatization 

of State and Municipal Enterprises in the Russian Federation, No. 2284, of 24 

December 1993. 

The most directly pertinent here is the last, hereinafter referred to as the "Presidential Decree 

on Privatization of 1993" (or, the "Decree"). This Decree provides that by 1 March- 1994, the 
- - 
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I Council of Ministers of the Government of the Russian Federation (hereinafter? the *Council 

I of Ministers") prepare draft laws of the Russian Federation "On the Pfivatization of Public 

Health Institutions and Pharmaceutical Institutions and Enterprises." (Decree, Preamble, Sec. 

2, Para. 5). The Decree also provides that by 25 January 1994, the Council of Ministers shall 

prepare "appropriate changes" to current Russian Federation tax legislation. (Decree, 

Preamble, Sec. 2, Para. 9) Section 2 of the Decree specifies deadlines for several other 

changes in the authorities set out above, many of which have already not been provided by 

the deadlines set out in the Decree. 

Consistent with the Decree, the State Program on Privatization of State and Municipal 

Enterprises in the Russian Federation (hereinafter referred to as the "State Program") seeks, 

inter allia: 

To form a broad strategy of private owners as an economic basis for market relations;. . . 

To complete privatization of the majority of the objects of 'small privatization' and, on 

the basis of this, to accelerate the development of the commerce and service spheres; 

To fulfill, for the most part, privatization of large and medium-scale enterpises of 

industry and constructions;. .. and 

Public health institutions and enterprises, and also pharmaceutical institutions, pending 

the passage of a law or other legislative aspects of the Russian Federation, shall be 

privatized by a special procedure established by the Government of the Russian 

Federation. (Decree, Title 1, Paras. 5, 8, 9, and 21) 

The Presidential Decree on Privatization of 1993 provides four broad classifications of 

Federal "Objects and Enterprises Based on the Possibility of Privatization Thereof." 
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(Decree, Title I[) These are: (1) enterprises prohibited from privatization (Decree, Title II, 

Sec 1); (2) enterprises permitted to be privatized only by a decision of the Government of the 

Russian Federation (Decree, Title II, Sec. 4); (3) enterprises permitted to be privatized only 
. .  . .-*.,:' . .. .:... ." ....... .'.. .. .. .:.. .. *,..: '.-:.' :.:;' . . : .  . . ' : 5 . .  . . . . , " , . . . s . , .:.. ..:, ,,,.. ..... .,......,.... . . 

by a decision of the GKI of Russia1, taking into account the opinions of sectoral ministries 

and departments (Decree, Title II, Sec. 3); and (4) enterprises permitted to be privatized by 

state and municipal governments and other local governments. (Decree, Title II, Sec. 4) 

The process of denationalization and privatization in the health sector, which the proposed 

legislation should promote, needs to be consistent with the principles of the Health Insurance 

Legislation signed by the President on April 16, 1993. The proposed denationalization and 

privatization legislation also needs to reflect the uniqueness of the sector and the social and 

political sensitivity associated with medical care. Consequently, the legitimate concerns of 

the medical profession, the Ministry of Health and regional health authorities need to be 

carefully considered. 

In the health-care sector, a summary of how these institutions break down is as follows: 

Hospitals: to be privatized by procedures established by the Government of the 

I Russian Federation; 

I University Health Care Facilities and Hospitals: to be privatized by procedures 

established by the Government of the Russian Federation, although certain advanced 

I medical training centers are prohibited &om privatization; . - 

'GKI is the "State Committee of the Russian Federation for the Management of State Property. I t s  authorities were established in Article 
4 of the 199 1 Privatization Law. GKI is responsible for ensuring ''that a uniform state policy of privacy is maintained ...." (Article 4, Sic. 2), and has 
overall responsibility for drafting the State Program for F'rivatization 
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Polyclinics: to be privatized by procedures established by the Government of the 

I Russian Federation; 

Scientific Research Institutes: prohibited fiom privatization; 
.:.'.::.:-,.!.i' ...... ! . : c . L . ,  : , ?. ..,.... :-: . .... :.. .'i ,. . . . .:.. :. ,..:: .; .. . " '. .. ' ..,. ..:. - . - r '  ,:: I ....... .:.'.... ..... (.. . .:, . . ... .:. . ... .-:. .. ...;.. .. ... :: .: . . :. . :,. .-< :.... :.;- ... .. :< 

Orphana~es, Nurseries. Homes for the Elderly: prohibited fiom privatization; 

Medical Eauipment Mamifacturers: Permitted to be privatized, except for certain 

enterprises involved in the production of prosthetics; 

Pharmaceutical Producers: permitted to be privatized, except for manufactures 

producing narcotic drugs legally, and which process crops bearing narcotic substances; 

Pharmaceutical and Medical Supplv Wholesalers: permitted to be privatized except 

those wholesalers which distribute narcotic substances, and only by decision of the 

Government of the Russian Federation; 

Distributors and Wholesalers: permitted to be privatized o n .  by decision of the 

Government of the Russian Federation; and 

Pharmacies: to be privatized by procedures established by the Government of the 

Russian Federation. 

The Law of the Russian Federation on Health Insurance of the Citizens of the Russian 

Federation of 1991, as amended in 1993, could also play a major role in a privatized 

health-care system. The insurance program is in two forms: compulsory and voluntary. 

"Compulsory health insurance is part of the state social insurance, and provides equal 

abilities for all citizens . . . in obtaining medical care, which is funded through 

compulsory medical insurance funds.... Voluntary health insurance is carried out on the 

basis of Programs of Voluntary Health Insurance, and provides the population with any 

medical and other services not covered .... " by compulsory insurance. (Chapter 1, 

Article 1). 
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Interestingly, the statute explicitly states, however, that "health insurance companies are not 

I part of the health care system. (Chapter 3, Article 14) The Chapter further states explicitly 

that Government bodies supervising the health care system and medical facilities cannot set 
..:.:. 1: .:.. .. '. :.: .,.:.. . : 5 .. : ' i .  : ..i ;..<, :... ..; .., '. : .......,,. .,,,,. . ,,,. ..'. .<. .... . . . '. :.: ... ':.: .5.1:. ... I '.' ..i:-. <. .:.:.r-.; :.. ... ':..';:. .:-.;j.;- .. . :.....>. : ...;. .:. ..*.._.> .::.:. .... ... ,... :.. : . . . 

up health insurance companies." @A) Paradoxically, however, such government bodies may 

own shares of health insurance companies not exceeding ten percent of their capital funds. 

(Id.) The statute makes no explicit reference to the handling of pharmaceutical products. 

Both the compulsory and voluntary stages of health insurance are in their infancy, and much 

remains to be seen about how they will actually operate, and at what cost. The Russian 

health insurance law ("HIL"), with the health finance system, stipulates far-reaching changes 

in the organization and management of the health care sector. 

This legislation f d s  conceptually in line with the systematic reforms that have been taking 

place on other developed economies. The adoption of a new law was an important step in 

moving the Russian health sector toward non-governmental organization, management and 

provision of services -- thus increasing the quality of care and service -- while retaining 

public control at a decentralized level over finance in an attempt to maintain the solidarity 

principle which guarantees, at least in theory, a basic package of care to every Russian 

citizen. Implementation of the HE appears to be taking place with wide regional variations. 

The HIL would effectively allow separation of (a) the funding of care in Russia, (b) the 

organization and management of care for consumers by "insurance companies" or sickness - * 

funds wherever possible, and (c) the provision of care. The HIL legislation aims to offer 

Russian citizens two levels of choice. The first is the right to enroll in any insurance 

company or sickness fund they wish, without going through an employer. The second level 
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of choice is among alternative competing care providers. The HIL envisions non- 

governmental competing "insurers" as well as providers of care. The proposed . 

-denationalization and privatization legislation should promote these institutions, moving 
.:. .. .... , 2 *... ..... , .... ,. , =.',,..., -..-.:.., .<,..-. .... < .  .<.: .:.... ::..f' -.- ... . ..'. ;.. . . .: '.. ' . . .  ... \I.: ..:' . . .  .>.. . '.: ......,. ..,:.. .::. :.?i;;.- ..... '....;..;.:.r-:..; .:.. . .'I .,,. .; ...,.,.. ;,;. j . . . .  

structures from their current status to a reformed system in line with other modem health 

systems. Consequently the HIL stipulates the following institutions: 

Federal and Regional (Social) Health Insurance Funds ("FHIF" and "RHIF"). The 

central institutional feature of the amended law could be the creation of separate, social, 

compulsory health insurance ("CHI") funds at the federal and territorial levels for the 

management of compulsory insurance revenues fiom a wage-bill tax and federal and 

territorial governments' contributions. The funds are to be established as independent 

non-commercial finance and credit institutions. The federal CHI fund is given the 

function of achieving cross regional equity objectives. 

Health "Insurers." Fund managers would contract with insurers or sickness funds for 

the management of care for their constituent or enrolled populations. Where such 

insurers were not available (1993), branches of territorial CHI funds would assume 

their functions. The insurers (and by implication the territorial branches) wguld be 

reimbursed under a contract capitation basis. An important aspect of the HIL is that it 

would allow insurers to perform the functions of care mangers and providers either by 

using salaried personnel in their own medical institutions or, as stipulated by the HIL, 

by buying services fiom independent providers of care. These insurers could thus 

become HMO-type institutions. . * 

Private Insurers. Alternatively, private insurance f m s  could be encouraged to avoid 

the bureaucratic inefficiency of government managed operations. Such firms presently 

exist, but their ability to grow -- and thus lower insurance costs because of increased 
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risk spreading-- is inhibited by uncertainty over the future of financing mechanisms. 

Providers of Care. Provision of care under the HIL is handled .through hospitals, 

polyclinics, solo practices, pharmacies (for their part in supplying pharmaceuticals) and 
,,:.. .? ." .. : .. .., ,. .,. . .-..: ...... :. ' . ... .;:.: . . -. .. -,. .. ... ..:., ,...,:. .. . . . . . . . . : .... :-'. .;;' .., . ;..:: . . ..:- ;.... :.<. .:. .. ,, ...--:. .;;. . . . . . . .,.. ::. .;,: . . .. . . . .., '....'...'. .... . .  .:- 

' by a variety of ikitutiois providing all kinds of services (laboratory, imaging, 

specialized treatment-among others). 

4.2 The Process of Privatization 

Within these broad outlines, obviously several models are available, and we shall consider 

those appropriate for the different kinds and sizes of health-care enterprises. Nonetheless, 

although the process of privatization in Russia is still in its early stages, a pattern for 

implementing that process has emerged. We believe that adhering to that process in the 

health-care sector will facilitate the rapid and efficient privatization of health-care 

organizations at both the national and local levels. 

4.21 Valuation of Assets 

The first step is the valuation of assets to be privatized, pursuant to Addendum No. 2 to 

GKI's Provisional Regulations of 1992 on that subject, as they may be amended. Valuation 

is important both for determining an enterprise's initial price for sale, but also to determine 

the level of authorized capitalization of the joint-stock company. This step requires a full 

inventory of fxed assets, intangible assets (such as rights to intellectual property, and - - 
long-tenn investments) and financial assets. Liabilities -- depreciation, accounts payable and 

long-term loans -- are then deducted to obtain the net asset value. The pertinent standing 

commission on privatization would then issue a certificate of valuation, and the maagement 
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of the state or municipal enterprise being privatized would be required to preserve the assets 

of the entity pending the actual transfer of ownership. . . .. 
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The asset preservation feature is especially important to potential foreign investors when 

sensitive intellectual property rights may be at risk during a transition. Moreover, the issue 

of inflation between the time of valuation and the time of the potential sale -- not addressed 

in the GKI regulations and presently a serious problem -- must be resolved. New legal 

standards on the inflation issue must be developed, perhaps using dollars or an international 

basket of currencies, because financial uncertainty will certainly deter foreign trade or 

investment. 

In line with other developed health care systems, the Russian HIL allows for competing 

insurers and providers, but is flexible with regard to the ownership of these institutions. The 

legislation to be proposed by GKI needs to consider carefully the different types of 

ownership possible for the different types of institution according to type of care and 

location. Both private and public finance should be used in the reformed health care system. 

4.22 Developing Applications for Privatization 

The second step is developing applications for privatization, pursuant to Addendum No. 1 

to the GKI's Provisional Regulations of 1992, as they may be amended. Such applications 
. * 

are to be filed with the district or city Committee for the Management of State Property, and 

the GKI local agency near where the enterprise is located. The local GKI's would be 

required to accept or reject any application, passing those accepted on the local commission 

on privatization. The commission, in turn, would draw up an operational plan to accomplish 
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privatization, and return it to the GKI. Since this procedure could be somewhat cumbersome, 

I strict adherence to tight time lines in processing applications is essential. Otherwise, both 

the transaction costs and "political" concerns of applicants would rise, and the applicants 
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mightwithdraw to seek greater efficiency, certainty and 

State owned monopolies dominate the Russian health scene today. Some of these institutions 

are mainly associated with national research centers and are not subject to privatization under 

the 1993 Decree. Other institutions could be encouraged to privatize through striking a 

balance between the incentive of investors to invest and the welfare of the population they 

serve. Still others need to be broken up in the process of denationalization and privatization. 

4.23 Bidding and Sales Process 

The third step is the bidding and sales process, to determine who will actually own the 

privatized enterprise, once sold. The bidding process is open to entities and persons who 

have submitted the approved applications described above, and there are some advantages 

created in certain circumstances for the existing work forces of state and municipally owned 

enterprises. Technically, the sales process involves "auctions" and two types of "tenders." 

The procedural and substantive distinctions between these methods may have considerable 

importance in privatizing the health-care industry. Much depends, however. on the 

underlying policy motivating the extent and pace of privatization decisions, as the following - - 
discussion demonstrates. 

The standard "auction" involves a transaction under which the property sold simply goes to 
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the highest bidder in an open bidding process. By contrast, following the "commercial 

tender" procedure (conducted pursuantto Addendum No. 4 to 'the G a t s  1992 provisional 

regulations), requires that the buyer must be the highest Russian or foreign bidder, who is 
;'. ., ... . . .i ..;... - .  
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required to pay a bid deposit of ten of the estimated total price, and meet certain " 

other procedural requirements. Finally, there is the "investment tender," under which a 

bidding commission in effect represents the seller and evaluates the bids on more than 

financial considerations. Addendum No. 5 to the GKI's regulations provides that additional 

"suitability" factors such as employment guarantees, investment 

provisions or other considerations may be among the issues raised 

tender. 

commitments, social 

during an investment 

"Auctions" and "commercial tenders" are fundamentally based on the same concept. 

Auctions are typically most suitable for small enterprises - retail outlets such as pharmacies, 

polyclinics and medical practices, and are also usually the fastest and least-complicated way 

to consmate  a transaction. Commercial tenders can be suitable for small enterprises, but 

they are also appropriate to spin off medium-sized enterprises such as some pharmaceutical 

wholesalers. Investment tenders tend to be appropriate vehicles for the disposition of the 

largest industries because of the greater likelihood of obtaining so-called "strategic partners," 

and because the government is entitled to impose conditions which may be deemed necessary 

for economic or social reasons. Nonetheless, we would recommend no hard-and-fast rules 

for privatization transactions in the health-care industry, but rather utilizing the various sales 
. . 

methods appropriate on a case-by case basis. 
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4.24 Transformation into Joint Stock 

The fourth step is the transformation into joint stock status of state and municipally owned 
.:.. . . ... . ' .#..,....; .\.. ' . ... . .i-. ' ....'... I -:., ,.<.. - .:..: :-: ........ .?,.. ., ... :. ..: ..: ,,., . .., , . .;. .::. A..'.,. .;...:. .?:. . .  .:, ... --.. ... . :, .- ,:..: .. ..:, ... . .-.: . :  ..... . .;:. t ente&es, pursuant to Addendum No. 3 of the GKI's 1992 provisio~l regulations, asthey 

I may be amended. The relevant Cornmittee for the Management of State Property would 

create the privatized company pursuant to the approved privatization plan, and file a 

I registration request and articles of incorporation with the local body in charge of official 

representation. Upon registration. the state or municipal enterprise shall be considered a 

I joint-stock company and the assets transferred to the new company's books. The new 

I company will be the legal successor of the earlier enterprise, with all of its rights and 

liabilities. 

I 
In general, franchising should be encouraged by the denationalization and privatization 

legislation as a lever to promote privatization and competition across the country. Investors 

1 should be offered "bundles" of institutions, including lucrative facilities, in urban centers, 

as well as facilities in areas that otherwise would not be attractive to investors. The 

I privatization process should avoid creating a situation whereby outlying and socially and 

I 
economically weak areas cannot benefit from privatization. 

4.25 Privatization Funds 

Finally, consideration should be given to privatization funds created by the employees of - *  

state and municipally owned enterprises, pursuant to Addendum No. 6 to the GKI's 1992 

provisional regulations, as they may be amended. These funds provide a method for 

employees to build up assets by which they could ultimately be used for the employees to 
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bid for equity interests when their employers are privatized. There are certain restrictions to 

) contributiions to privatization funds to avoid diverting the assets of the firm (or proceeds fiom 

the sale of assets) into the funds. 
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I 4.3 Legal Considerations for Optimal Privatization 

I To accomplish privatization in the health-care sector, a number of different models may be 

considered. As earlier sections of this Report have indicated, the varying conditions of the 

I sectors involving the provision of medical care and pharmaceuticals may well indicate 

I alternative ownership solutions. We consider issues of subsidies and price controls in the 

next section, fully recognizing that these issues often overlap. We also understand the 

I traditional health-and-safety regulatory ftamework that surrounds every health-care system 

worldwide, as discussed above. Nonetheless, we believe that, in any market-driven system, 

I the legal issues surrounding private ownership are fundamental, and we therefore address 

them first. 

I 4.31 Pharmaceutical ~ a n u f a c t u r i n ~  

In the field of pharmaceutical manufacturing, we see no reason why straightforward 

I ownership by entirely privately-owned joint-stock companies is not justified. This model has 

been fully satisfactory in the U.S. and other OECD countries. and there is no economic, 

I . * political or legal reason to believe that it cannot succeed in a privatized Russian economy as 

well. Private ownership by partnerships or even individuals is also possible, assuming 

I adequate economic resources to make the purchase at the time of privatization or thereafter. 

I 
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Assuming full opportunity for foreign investment in this sector, moreover, we see no 

.I : monopolization problems that cannot be handled by generally applicable antitrust standards. 

Pharmaceutical manufacturing appears to be particularly attractive for securing "strategic 
...- .. .'.'- %,.. i..," ...,.. ::;.,> .,. ... . '....... : .. . . . " :.,. . : . :<.z.  :. .;.;. . .:. ..; . . . .. '. i :..: : .. .... ... .. . , . - ,  :..;:.: ..:.-- ;, >.. . .,; ..: . A , . .  , ..'. .. .-... : JL, :...r.,:..: ... 2 en.,.' ..... . :; ,..- ,..,,,., f..: ,!..A: .<.., .:..,: 

partners11 worldwide, who will have sigmficanf economic interests inrestructuring the firms 

I to make them more competitive and cost-efficient. 

I 4.32 Pharmaceutical Wholesaling 

I Pharmaceutical wholesaling can also be handled by the same private ownership mechanisms. 

I Here, however, we see greater potential antitrust problems if privatization is not carefully 

handled. Because of the existing structure of regionally-restxicted distribution facilities, 

I usually through "pharmacies" on an oblast-by-oblast basis, a simple transfer of the assets of 

existing enterprises to privately-owned companies could result in a series of sub-national 

1 wholesale monopolies. This result would be completely unacceptable. 

I 
I 
I 
I 
I 
I 
I 
I 

Obviously, privatization and demonopolization should go hand in hand, and we therefore 

recommend that options other than simple privatization of the approximately 80 

pharmaceutical distributorships be required. For example, the enabling legislation for 

privatization could require that several wholesalers in different areas be privatized as a 

group. Such an approach could lead to eight-to ten nation-wide wholesalers. Another 

demonopolized alternative would be a series of subnational wholesalers, which would be 

geographically competitive. . - 

Conceptually, either model appears acceptable. It is critical beyond dispute, however, that 

whichever model is chosen, there must be no territorial restrictions or limitations on 
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privatized wholesalers to compete. Otherwise, geographical monopsonies/monopolies at the 

I wholesale level could frustrate the entire privatization program. We believe that market 

forces will ultimately determine the optimal structure of the Russian pharmaceutical 
. : ; .  .............. 2,. . . . .  : ................:.....................:.................... . . .:,.:., . .....: ... ... ..- . . >  .... .>. ............. , . ... ...+ : .... f ... :... :-c ..... .-.<. . .  > .. '-1 .' wholesaling structure, so the important starting point is to prevent private monopolization 

(nationally or locally) at the opening stages. 

4.33 Pharmaceutical Retailing 

At the level of pharmaceutical retailing. we believe again that entire privatization is 

appropriate. There is simply no jusiiflcation for continued governmental involvement in any 

retailing business, and pharmaceuticals are no exception. Nonetheless, in order to enhance 

the viability of retail pharmacies, we believe that enabling legislation should make clear that 

"pharmacies," however denominated, are also entirely free to sell non-pharmaceutical 

products. Such a possibility for diversity of sales would mitigate against sharp swings in 

pharmaceutical availability and prices, and also provide useful incomes for pharmacy 

owners. 

Similarly, while we believe that those actually charged with dispensing pharmaceutical 

products should be licensed to do so by appropriate authorities, we see no reason that 

ownership of pharmacies should be subject to any medical licensing requirements. 

Ownership should be open to anyone with sufficient purchasing power, willing to abide by 

a commitment to deal only in lawful pharmaceuticals, through licensed dispensers. - - 

We recognize that there are some remote and rural areas where the present or even future 

availability of pharmaceuticals is limited. These same areas undoubtedly suffer from 

IBTCI September 1994 



I 
Healthy Russia 2000: Annex I Page 62 

shortages of other critical commodities, and their particular needs may need special attention 

I . in the enabling legidation. We do not believe, however, that these relatively few problems . . , . 

should skew the privatization policy of the entire sector of retail pharmaceuticals. We also 
'.: .. ..' .I,'.,: :; -.. . .... ':.,:.. ..: .;.. ......-.., :I .....:. .. ,:. : .  -.\ ...,. '.. .. . ' . .>..> '. . .  ,....-.; :..:,.. ,:. <,, , ..:. , .:.. . ' . .:.<.:.. .,.,:.. li. ..'i.% :..: .- ,, ;... ' 2 . i  ..., , .... ..:. ..... .. ... . ,.,: : -(.. ...- . . . . 1 recognize that there will be vnempl&nent caused by the necessary restructuring in the 

' 

I pharmaceutical industry, and we believe that attending to this misfortune should be the 

burden of society as a whole rather than the industry itself. 

I 
4.34 Hospitals 

I The privatization of hospitals is somewhat more complex. Even in most OECD countries, 

there has been a long tradition of government ownership of hospital facilities, whether at the 

I national or local level. Nonetheless, there is also an extensive record of hospital ownership 

by not-for-profit institutions and conceptually analogous entities, and an increasing and 

I impressive record -- especially in the U.S. -- of hospital ownership by for-profit companies. 

I Hospitals require unique considerations that have equal importance in both the economic and 

legal realms; consequently we reiterate here in detail the privatization approaches found in 

Section iI. 

I We recommend, therefore, a range of options for privatizinghospitals and related facilities. 

I First, we believe that straightforward private ownership be permitted by the enabling 

legislation. Despite the emotional implications often associated with health care, it is a 

I service fully capable of being supplied by privately-owned f m s ,  often at a lower cost to - - 

I 
consumers. Moreover, for-profit hospitals owned by chains have an impressive record in the 

U.S. of achieving economies of scale, which "singly-owned" hospitals would f i d  impossible 

to achieve. 

IBTCI September 1994 



Healthy Russia 2000: Annex I Page 63 

Second, we believe that legislation to create a not-for-profit, "charitable" hospital model 

should also be created. These could be "owned" by civic charities, labor unions, religious 

orders, fraternal societies, academic institutions, and similar organizations. Examples of 
-.".:-: . ..:. . ''.<.* i.'.:'l. .,+ .. " ' . /  ....... . .;' ;..: :. . -.,* :: . ,.... .,. .. , .... :. .... l;;r< . . . . - .  . . . c +... <: ; . ,... ., . :.. - ,..? ., ..:. ,.. .\ . ..:. .,:.. , . .. .... . . . .. . _.. : :... " - . .... ... 

implementing legislation for such ownership f o m .  are widespread, and easily adopted to the 

Russian environment. 

Other analogous. legal forms, such as the quasi-nongovernmental Self Governing Hospital 

Tmt ("SGHT") model in the United Kingdom and the legal structures and experiences for 

hospitals in Israel and Scandinavia are also available. In all of these cases, as with for-profit 

hospitals, the operation depends on fees for services, with no governmental budget to rely 

upon. The Russian Territorial Medical Associations mentioned above are similar to these 

international models. 

Third, we understand the likelihood that municipal-level ownership of hospitals will remain 

highly prevalent in the near future. Accordingly, we recommend that the legal form of 

municipal corporations be expanded or created to include medical facilities. We further 

recommend that the officers and boards of directors of municipal hospital corporaeons be 

shielded fiom political influences, and that they be permitted to function on as economically 

viable basis as possible. Where the pertinent municipal government chooses to provide 

medical services as a local charity, we recommend that these services be implemented on a 

contractual basis between the hospital and the municipality, with all sewices fully 

reimbursed. 

I For all hospitals owned by not-for-profit organizations, municipalities, or retained by the 

I government, we strongly recommend that the enabling legislation permit the contracting-out 
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I of services to private organizations. Such contracting out would minimize inefficiency, and 

I permit a sore business-like atmosphere to enhance the provision of caxe and keep costs 

down, thus benefiting consumers. There has been world-wide success, for example, with 

'I .:,-.:.'.\ '-... . ..:. ' ... ..: ..,. . .. *.,. ' . . .. '. .,i ,... , ,.,':..r.:.;::.:.. . I .. ..;. . .:. . .  . :;. ;-.. - . r:. - ...... .-....'. .... y , . , . ,  .'..:..A- .,..,,- '...~.'>_,:.,:.".:.; - ... , .  ..: :.:. :, .:,:, ..'. ...-..-' :. . ...::. : .,*.,,: ., ;... .,.. ;:. :.,.: ....... ..... 

privatizing hospital management, fkequently using h s  which themselves hwn private 

I hospitals. Similarly, food. services, laundry and linen services, equipment supply, and 

specialized medical services such as radiologists, anesthesiologists and X-ray technicians, 

I can be supplied by private firms to not-for profit and government owned hospitals. 

I Moreover, it is also critical that implementing legislation not discriminate among hospitals 

I because of their type of ownership. Non-governmental hospitals should have the same access 

to patients, physicians and medical resources as governmental facilities. Any other treatment 

I would create a non-level playing field, and deprive health-care consumers of the treatment 

and financial benefits of competition. 

4.35 Polyclinics 

Polyclinics produce fewer conceptual legal and economic problems for privatization, Based 

on the experience of virtually all OECD countries, the private provision of primary health 

care should be the fundamental basis of national health services for most citizens. The model 

of "professional corporations" (even for sole practitioners) provides a basis for limited 

liability (except for medical malpractice claims and the like) that should afford sufficient 

economic protection for physicians and their assistants. Obviously, the traditional - - 
partnership model also remains available, so that, under either legal formulation, the 

physicians of polyclinics could remain associated together or pursue their separate practices 

as they saw fit. 
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I 4.4 Legal Prerequisites to Privatization 

Perhaps the most pervasive economic aspect of the Russian health-care system -- other than 

'1. .. 1 .  .<.>.'-.>.:-:..:.,... ,, -.>; . . ,,a,.-, . ......?. .. ... :.% .,., :: .,.. ,.: ...:-,>. +. , -., .t.'..,.'..'-. . . '. . , , .. . _. ' . _.:. .._. .. . .'. .. . :.' ....-. :: '...' ., ... .',i ... :. ;,: ,. , ..;:. ' I . .  .:.: *..> .... .:. ,. 

government ownership -- is the complex system of cost controls and financial subsidies 

which pervade the entire - system. Indeed, it is nearly impossible to obtain adequate 

information on the extent of subsidies, and the price controls are as often ignored in the 

I breach as they are observed. 

I In the pharmaceutical industry, for example, wholesalers and retailers are presently limited 

I in the markups they are allowed, meaning that at both levels they fail to achieve profitability, 

thus requiring governmental (usually municipal) subsidies. Polyclinics are actually 

I forbidden even to charge for services, although that restriction has already begun to erode 

in practice. These same polyclinics, however, receive below-market rental rates for their 

I facilities. The result is an economic and legal morass that impairs the delivery of effective 

I health care services. 

I This system of subsidies and cost controls infects both the entire pharmaceutical industry and 

the structure of hospitals and polyclinics. There is no question that eliminating this system 

I will cause disruptions, inconveniences and temporary shortages. Obviously, this is true for 

I every sector of the economy, as are the problems of inflation and the unavailability of credit. 

Nonetheless, we believe that both the system of price controls and financial subsidies should 

I be eliminated immediately upon privatization, or as soon as possible thereafter, if not before. - - 

Otherwise, it will simply not be possible to benefit fully from the privatization program. 

I 
I 
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4.5 Protecting Intellectual Property , 

As noted above, the business and financial implications of protecting intellectual property 
- ... , . . . . .:. ... .,. . , . :-,. .. . .. - ..... ; .;. .: .. ... ;. "I . 
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rights are critical both t i  a growing domestic Russian economy and to foreign investment. 

It is simply not credible to believe that pharmaceutical manufacturers, for example, which 

I typically invest extremely large amounts of financial and human resources in research and 

I development, and require years to reap a return on their investments will risk losing these 

investments in an economy which does not respect and enforce the concept and rights of 

I intellectual property. 

The Law of the Russian Federation on ''Foreign Investments in the RSFSR," No. 1531, dated 

I 7 April 199 1, noted above (hereinafter, "Foreign Investments Law") appears to recognize the 

importance of intellectual property rights. For example, the Law provides explicitly that 

I "foreign investments1' include "intellectual values" as well as other materials placed in Russia 

u to derive profits or income. Foreign Investments Law. Article 2). Moreover, Article 32 of 

the Foreign Investments Law states that: 

I 
The protection and execution of rights to the intellectual property of enterprises with foreign 

I investments shall be guaranteed in accordance with the legislation in force on RSFSR 
territory. Enterprises with foreign investments shall conclude with their employees contracts 
in regard to the rights to objects of intellectual property created in keeping with the 

I assignments confirmed by the enterprises' documents. 

Finally, the Foreign Investments Law also provides generally that "In cases of nationalization - - 
or requisition, the foreign investor shall be paid prompt, adequate and effective 

I compensation. "(Chapter 11, Article 7, Sec. 1) 

I 
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Thus, at least in theory, the rights of foreign investors to the protection of intellectual 

I property rights is at least. as great as that of Russians themselves. Legally, therefore, there . 

does not seem to be additional authority required, although a more detailed elaboration of 
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patent, trademark and copyright protections would obviously be desirable. The intelle&al 

I property laws of almost any OECD country could serve as a model. 

m The real issue for the GKI and the government of the Russian Federation as a whole, is the 

political question of the enforceability of intellectual property rights. More than just the 

I legal form of protection is required, especially for pharmaceutical products. Enforcement 

I is essential. Accordingly, any steps toward privatization in the health-care sector must not 

only acknowledge the importance of private property rights, but permit mechanisms for their 

I aggressive enforcement as well. 

I 
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Section V 
. . .  . : 

The Role of Public Education 

A public education campaign is required to ensure success of the privatization of the 

health-care industry. Although a successfully privatized health-care system will ultimately 

provide higher quality care at a lower cost to the country, this is not readily apparent to all 

Russian people. Russia's socialist experience has left a residual fear and misunderstanding 

of privatization. This fear and misunderstanding become more powehl  when the industry 

being privatized provides life saving services. Enhancing the public's knowledge about the 

transition programs is essential. 

The best place to spend more money is at the primary level and in health education, 

prevention and screening. The clearest lesson fiom the West is that the most cost effective 

way to achieve high standards of health while containing costs is to devote more resources 

to primary care. It is important that a public education campaign accompany the health 

reforms, in order to explain and prepare the public and health care workers for these vast 

reforms. The public awareness campaign also needs to include health care providers 

themselves, some of whom may not understand the privatization process itself and work 

against it from fear of losing their jobs. 

Moving toward non-government institutions, the possible use of "trusts" and other elements - 

of the privatization program may be perceived as threatening to various constituencies. A 

primary objective of the campaign would be to build public support for changes by 

increasing knowledge about the process and by educating the public about how the increased 
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I availability of privatized medical care will result in a better quality of care in Russia. This 

I campaign will .provide a vital foundation for .privatization of health-sector enterprises by . 

creating the public support and understanding that must accompany the transformation of 

I .:?;. :.. -: .. ".;'.'. ...- :.*. . :.: : y...::. . .. . . , ., :.-. .': . . ,:< ..., ' :  :... '...,.; ,.:.. ;.- . . \.,.<" .,., . .:...? , ..-..,:. . :. . ...:. %.. . .. .! .,.,. '.','.. ... ...* .-A:,... :. ;.. '< .,-.' .:. .. :.J_.. ..:. .. ...,. . .:..i.: ...a*.-, i:, >.. ,.. . ,.., -:.. 
these industries. 

Another reason why a public education campaign is needed is that there are public 

misperceptions that privatization and other activities leading to a market economy have left 

the Russian people worse off than the previous system while also threatening vested 

interests. Opponents of privatization claim that privatization threatens the social and 

economic fabric of the nation. Because of the sensitivity of health-care, public support for 

privatization of the health industry has significant political implications and must be garnered 

before programs are implemented 

A public education campaign, then, must address several fundamental concerns of the 

Russian people. The campaign should: 

Provide information about the activities being undertaken to assure the public 
that privatization will result in less-costly and better-quality coverage and 
increased availability of drugs; 

Build confidence among various key constituencies about the efficacy of the 
privatization program, to ensure that the changes are perceived a .  successful and 
in the interests of the Russian people; 

Build grassroots support for the privatization efforts; 

Educate the public about the provisions in the program that guarantee a basic 
health-care package for all citizens; 
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e) Serve as a catalyst for institution-building activities within the various 
. . .  disciplines to ensure economies of scale and cost .effectiveness. . . 

, . - - :a+- . -  -.we: envision-. hat. .ea&;elemmp of .he a health. p ~ q g m  -bvOlve ...-a. pubLC- education ... - . ... . ; ?.. ,: .:.<.. 

component, coordinated from Moscow, but decentralized to have the greatest local impact. 

I The efforts would be part of the overall pilot program and roll-out to test various 

I 
methodologies and to ensure replicability and sustainability in the future. 

Elements of the public education program include: 

National public polling and use of focus groups to ensure that specific concerns 
of the general public are addressed in the development and execution of the 

program; 

Journalist briefings to ensure in depth positive r epohg  of the efforts underway; 

"Bottom up" approach to build local, grassroots support for health care reform, 
and explain how even poorer areas would benefit from private companies; 

Creation of a Steering Committee made up of leaders in each. of the 
subindustries to ensure that industry concerns are addressed; 

Initiation of an Investor Program to provide support, information and attract 
investment: 

Establish connections between U.S. health-care institutions and Russian 
counterparts to exchange technology and experiences; 

Sponsorship of conferences and seminars at which the benefits of health care 
privatization are examined for those directly involved in the process;. 
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The program would be two-pronged: I) a nation-wide effort to provide information and 

I education in the health-care sector; and 2) a program focused on each privatization activity 

in the respective fields. 
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Section VI 

Conclusion 

The foregoing report had defined some critical issues surrounding the privatization of the 

pharmaceutical and hospital sector (as well as associated services) of the Russian economy. 

We have identified the positive and negative elements of the present Russian system, 

considered the impediments to and benefits of privatization, provided extensive legal 

suggestions for the privatization process and suggested the elements of a public awareness 

campaign to explain the implications of changes in this vital and sensitive sector. 

We believe that the suggestions provided in this report will be operationally he1pfi.d as AID 

and the government of Russia struggle with complex issues involved in privatization. In 

particular, we believe that privatization alone cannot completely ameliorate the health care 

sector. Other changes are necessary as well, in fields as diverse as tax law, financing and 

health-insurance structures and other matters. 

Nonetheless, we believe that the interest of the government of Russia in pursuing a 

privatization program in the health care sector is worthwhile, despite the attendant 

difficulties. We hope that this report will be of material assistance in that effort. 

BTCI September 1994 



Healthy Russia 2000: Annex I Page 73 

I 

Much of the Final Report on Phase I focuses on the legal framework of privatization. The 

following section provides relevant Russian legal documents for reference. 

Section 1: Law of the "RSFSR on Privatization of State and Municipal Enterprises in the 
RSFSR," dated 3 July, 1991; as amended by the Law of the Russian Federation on 
"Amendments and Additions to the Law of the RSFSR," dated 5 June, 1992. 

Section 2: State program of Privatization of State and Municipal Enterprises in the Russian 
Federation, adopted by the Supreme Soviet of the Russian Federation on 11 June 1992, as 
subsequently amended. 

Section 3: Law of the RSFSR on "Foreign Investments in the RSFSR," No. 1534, dated 4 
July, 1991. 

Section 4: Decree of the President of the Russian Federation on the State Program of 
Privatization of State and Municipal Enterprises in the Russian Federation, No.2284, of 24 
December, 1993. 

Section 5: The Law of the Russian Federation on Health Insurance of the citizens of the 
Russian Federation. 

. . 
Section 6: Basic Provisions of the Ordinance of the Council of Ministers, Government of 
the Russian Federation "On Measures for Enforcing RF Law "On Amendments and 
Additions to the RSFSR Law "On Medical Insurance of the Citizens in the RSFSR (Dated 
October 11, 1993 No. 1018). 
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Document A- 1 

I LAW OF THE RSFSR ON 'PRNATISATION OF STATE AND MUMCIPAL 
ENTERPRISES IN THE RSF'SR' DATED 3 JULY 1991; LAW OF THE RUSSIAN 

FEDERA'IION ON 'AMENDMENTS AND ADDITIONS TO THE LAW OF RSFSR ON 

I PRIVATISATION OF STATE AND MUNICIPAL ENTERPRISES IN THE RSFSR' . 
DATED 5 JUNE 1992 
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This Law establishes the organisational and Iegal framework. for the transformation of 
arrangements concerning ownership of capital goods in the Russian Federation through the 

I privatisation of state and- municipal enterprises with the aim of forging an efficient market economy 
geared to meeting social needs. 

I CHAPTER L GENERAL PROVISIONS 

ARTICLE 1. DEFINITION OF PRIVATISATION OF STATE AND MUNICIPAL 
ENTERPRISES 

Privatisation of state and municipal enterprises shall be understood to mean acquisition by 
individuals or joint-stock companies @amerships) into their private ownership from the state and from 
local Councils of People's Deputies of enterprises, plants, production bays and other divisions of such 
enterprises detached to form independent enterprises; of equipment, buildings, stnrctures, licences, 
patents and other tangible or intangible assets of enterprises (either existing or liquidated by agencies 
duly authorised to take such decisions on behalf of the proprietor); ownership interests (equities, 
shares) of the state and local Councils of People's Deputies in the capital of joint-stock companies 
(partnerships); and ownership interests (equities, shares), which belong to enterprises marked for 
privatisation, in the capita. of other joint-stock companies (partnerships), joint ventures, commercial 
banks, associations, concern, alliances and other associations of enterprises. 

Privatisation of state and municipal enterprises shall hereinafter be understood to mean 
privatisation of al l  properties listed above. 

ARTICLE 2. RUSSIAN FEDERATION LEGISLATION ON PRIVATISATION 
OF STATE AND MUNICIPAL ENTERPRISES 

1. Russian Federation legislation on privatisation of state and municipal enterprises shall consist 
of the laws of the Russian Federation "On Ownership in the Russian Federation" and "on Enterprises 
and Entrepreneurial Activities", of this Law and of other legislative acts of the Russian Federation and 
of republics within the same, regulating privatisation. 

2. Privatisation of ownership interests (equities, shares) belonging to the state and to local - 
Councils of People's Deputies in the capital of joint-stock companies (partnenhips) co-owned with 
foreign nationals or corporate bodies or with international organisations shall be regulated by this Law 
and by other legislative acts in force in the Russian Federation and in republics within the same, as 
well as by agreements with foreign states. 
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3. This Law does not regulate restitution of the property rights of owners, their heirs and ' 

successors in rights to enterprises that have been nationalised, confiscated or otherwise taken against 
their will to become property of the state. 

I 4. Acquisition of state and municipal enterprises by foreign nationals or corporate bodies shall 
be regulated by this Law, by Russiaq Federgtion legislation on foreign investment and by other 

1 . . legislative acts in fom in the Russian Federation and in.republics .within the same. .. . . .. 

I 
5. Privatisation of land and housing stock, as well as of social and cultural institutions and of 

. . ,.. ,.. . (.._. :,:.. :<.,<,.. . . . .:. :,.< .. ,, yse.p...t@!; ~re.~*. .~! ,~, .~.~:?r. .mral  .&$Q$?*, be ,regu!atesi.:b~ ~ther!egisla.ti$p .acts..iR.: .... . . . :.. 
force in the Russian Federation and in republics making part thereof. 

ARTICLE 3. STATE PRIVATISATION PROGRAMME 

1. The aims, priorities and restrictions in privatisation in the Russian Federation shall be 
determined by a State Programme for Privatisation. The Programme shall be submitted by the Russian 
Federation Council of Ministers and approved by the Russian Federation Supreme Soviet at least a 
month before discussion of the f h t  reading of the Law of the Russian Federation "on Republican 
Budget". The Programme shall be drawn up for the time coming years and consist of a target 
assignment for the current year and a forecast for the two years that follow. 

2. The programme shall contain the following: 

- List of facilities (groups of facilities) in'state ownership that are marked for privatisation, and 
a substantiation of their choice; 

- requirements with respect to local privatisation programme; 

I - tasks set to agencies of state power and management in privatisation of state-owned property; 

- determination of the preferable ways and means of privatisation and forms of payment, as 
well as benefits to staff members of enterprises slated to be privatised* 

- terms and conditions of crediting and the amounts of credit resources planned to be used for 
privatisation; 

- amount of privatisation deposits to be distributed to the nationals of the Russian Federation 
within the period planned, and the amount of such deposit for each recipient; 

- terms and conditions of using foreign investment in privatisation; 

- estimate of receipts from privatisation in the said Period, and rates for distribution thereof 
among the Russian Federation mpublican budget, the budgets of republics within the Russian 
Federation, local budgets, non-budgetary funds, and for other purposes; . . 

- procedures for mutual se#lements between property funds at different levels, as well as for 
their settlements with appropriate budgets with respect to a l l  kinds of payment facilities; and 
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- list, time-frames and procedufes for formation, with receipts from privatisation, of 
target-oriented funds for investment in the socially and economically most backward regions of the 
Russian Federation, for restrucrwing of the national economy, for rehabilitation of the environment, 
or for other purposes. 

3. The Programme shall determine the list of State-owned enteqrises and of associations or 
" ' divisions thereof at shall not.be subject to privatisation. Tllis list shallbe agreed upon with republics 

making part of the Russian Federation, with regions, temtories, autonomous regions, autonomous areas 
and 'the cities of Moscow and St. Petersburg and shall be annually endorsed by the Supreme Soviet 

4,:~. .:... ;. .., .. . . . . . . o f - ~ ~ . ~ ~ i ~ . ; ~ ~  ... :.:.i: ...,. i -:..:-.:i:.., ..-.. I..:,.i .. ...,. . ....,..,- .L.. .i: .... .:. . - ,  is.t;.: .. .,.,, . .-.. , ....~.,,.,. .:.: .. . ....,... .-, . ..... ... 

The Programme may also include lists of facilities, the privatisation of which shall require 
authorisation from the Government of the Russian Federation and the State Committee of the Russian 
Federation for the Management of State Property. In privatisation of enterprises included in such lists, 
the Government of the Russian Federation and the State Committee of the Russian Federation for the 
Management of State Property shall have the right to take decisions on retention of controlling blocks 
of their shares in state ownership for a period of up to three years. 

4. To regulate privatisation on a day-to-day basis, the Russian Federation Council of Ministers 
shall have the right to alter standards, the list of which shall be included in the State Programme for 
Privatisation, without approval by the Russian Federation Supreme Soviet. 

5. As a follow-up on the State Programme for Privatisation, the Supreme Soviets of republics 
within the Russian Federation and local Councils of People's Deputies shall adopt republican and local 
privatisation programmes and nom-setting acts regulating procedures for fulfilment themf. Such 
republican and local programmes may not impose additional restrictions on privatisation of state-owned 
and municipal enterprises other than within the limits and in accordance with procedms to be 
established by the State Programme for Privatisation. 

ARTICLE 4. STATE COMMITTEE OF THE RUSSIAN FEDERATION FOR 
THE MANAGEMENT OF STATE PROPERTY 

1. Privatisation of state-owned property shall be organised by the State Committee of the 
Russian Federation for the Management of State Property. 

The chairman of State Committee of the Russian Federation for the Management of State 
Property shall be included in the Russian Federation Council of Ministers and shall hold the office of 
a Deputy Chairman of the Russian Federation Council of Ministers. 

Acting jointly with the appropriate Councils of People's Deputies, State Committee of the 
Russian Federation for the Management of State Property shall set up its territorial agencies, and 
determine their terms of reference, in republics within the Russian Federation, in regions, temtories, 
autonomous regions, autonomous areas, the cities of Moscow and Leningrad and in other cities with 
a population of more than one million people. 

The activities of the State Committee of the Russian Federation for .the Management of State 
Property shall be financed out of the Russian Federation republican budget. 
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2. In order to ensure that a uniform state policy of privatisation is maintained, the State 
Committee of the Russian Federation for the Management of State Property shall: 

- elaborate and submit to the Russian Federation Council of Ministers a draft State Programme 
for Privatisation, as well as changes and additions t h e ~ t o  on an annual basis, and also draft laws and 
other regulations on privatisation; 

. . 

- organise and supervise carry out the Programme; 

- summarise proposals for privatisation, coming from Local Councils of People's Deputies, 
worker collectives, social organisations (asso'ciations), ministries and agencies; 

- establish arrangements for bonuses to be paid to staff members of agencies of state 
government and of local administrations, based on the results achieved in cany out the State 
Programme for Privatisation; 

- exercise guidance in terns of counseIling on methods, as well as control, over privatisation 
through its tenitorial agencies. In cases of violations of Russian Federation legislation on privatisation 
or of the State Programme for Privatisation, the State Committee of the Russian Federation for the 
Management of State Property shall lodge complaints with a court of justice or a court of arbitration 
in order to reverse the illegal decisions and bring the officials at fault to account; 

- set up commissions for privatisation of exiterprises in ownership of the Russian Federation; 

- take decisions on privatisation of enterprises owned by the Russian Federation, cany out their 
requisite organisational and legal transformation, and convey the certificates of ownership of the same 
(equities, shares) for sale to the Russian Federal Property Fund pursuant to Article 15 below. By 
decision of the Russian Federation Council of Ministers, the State Committee of the Russian 
Federation for the Management of State Property may transfer such enterprises to the property funds 
of republics making part of the Russian Federation or those of regions, tenitones, autonomous regions, 
autonomous areas, districts (with the exception of boroughs in cities) or cities (excluding cities under 
district jurisdiction); 

I - assist with establishment of investment funds and holding companies; and 

- issue norm-setting acts regulating the process of privatisation within its terms of reference 
and make changes and additions thereto, as well as provide explanations of such regulations and of 
the State Programme for Privatisation. 

The State Committee of the Russian Federation for the Management of State Property may 
not delegate its powen to ministries, agencies and holding companies based on state concerns, on 
corporations or on associations or to other economic entities not deemed buyers pursuant to Para 1 of 
Article 9 below. . - 
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2. To carry out privatisation, the property management committees of ethnic-state and ethnic- or 
administrative-territorial entities shall: 

- elaborate and submit to the appropliate Councils of People's Deputies draft republican or 
local privatisation programmes and annual changes and additions thereto, as well as draft regulations 
on privatisation, with due regard for the requirements set forth by the State hgramme for 

- organise and monitor carry out of the State Programme for Privatisation and of republican 
. .-. . . . .. .;. .. .: . .,. ... or.. local .P!!Y.@.@% P F ~ F S ,  .%4. ~ ~ r t  . g n p ~ Y ! ~ . .  on. , fYm9nt. hereof .!?~k,.?.~ Fee. p ~ p i ~ t e  te ....,...~ ... ,. , ... L .. . . :&l, 

Councils of People's Deputies; 

- establish arrangements for bonuses to be paid to staff members of agencies of state 
government and of local administrations, enterprises and institutions, .who are involved with 
privatisation programmes; 

- set up commissions for privatisation of enterprises in state or municipal ownership of 
ethnic-state or ethnic or admiistrative-territorial entities; 

- take decisions on privatisation of such enterprises, carrying out their organisational and legal 
transformation, and convey certificates of ownership thereof for sale to the appropriate property funds. 
By decision of the appropriate Councils of People's Deputies, such objects of privatisation may be 
transferred to the Russian Federal Property Fund; 

- assist with establishment of investment funds and holding companies; and 

- send their representatives to sewe on commissions for privatisation of property of the 
Russian Federation to be established by the State Committee of the Russian Federation for the 
Management of State Property. 

The committees may not delegate their powers to ministries, agencies and holding companies 
based on state concerns, on corporations or on associations or to other economic entities not deemed 
buyers pursuant to Para 1 of Anicle 9 below. 

3. Decisions taken by such committees within their terms of reference in execution of the State 
Programme for Privatisation and of republican and local privatisation programmes shall be biding 
upon all agencies of state government and of the local administration. 

Disputes arising from such decisions shall be considered by a court of justice or a court of 
arbitration in accordance with procedures established by applicable legislation. 

4. On instructions from the State Committee of the Russian Federation for the Management of 
State Property, such committees may privatise owned by the Russian Federation. 

I ARTICLE 6. RUSSIAN FEDERAL PROPERTY FUND 

I. The Russian Federal Property Fund and representatives appointed thereby shall be deemed the 
sole sellers of state enterprises in the ownership of the Russian Federation that are marked for 
privatisation, as well as of ownership interests (equities, shares) that are owned by the Russian 
Federation in the capital of enterprises. 
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The Fund shall be a corporate body, shall be set up by decision of the Russian Federation 
Supreme Soviet Presidium and shall be accountable to the same, as well as to the Russian Federation 
Supreme Soviet. Regulations on the Fund shall be appmved by the Russian Federation Supreme 
Soviet. The activities of the Fund shaIi be financed at the expense of d p t s  Erom privatisation of 
state enterprises in the ownership of the Russian Federation. The Fund shall set up its local branches. 

2. The Russian Fderal Property Fund shall perform the following functions: . . 

- temporarily hold certificates of ownership of enterprises and of ownership interests (equities, 
.shares).. in, the.. ..capital, .of: joint-stock ...companie.s .. @qmershipsl,.pspsW.ch. .are,. ~w@.> by-, $$ ..,R,v~.sW . , . . . 
Federation and 'have bed transferred to the Fund by the State Committee of the Russian Federation 
for the Management of State Property; 

- exercise the proprietor rights of the Russian Federation at the general meetings of 
shareholders (stockholders) and bear a risk (responsibiity) for the activities of enterprises to the extent 
of the ownership interests held by the Fund in the capital of such enterprises; 

- sell such ownership interests (equities, shares) of enterprises; 

- act as a founder of joint-stock companies (partnerships) and acquire shares and equities of 
joint-stock companies and parmerships, the development of which is determined by the tasks of 
accelerated structural reorganisation of the national economy, environmental protection and 
development of the socially and economically most backward regions, with the exception of those 
Ljoint-stock companies and partnerships that have been] established through transformation of state and 
municipal enterprises; 

- draw and remit dividends and receipts from privatisation of enterprises in accordance with 
income taken into account in the republican budget of the Russian Federation and with norms 
establisned by the State Programme for Privatisation; 

- exchange shares of joint-stock companies that belong, to the Russian Federation for shares 
of investment funds and holding companies in establishment thereof; 

- exercise conml over granting of benefits envisaged by applicable legislation to the 
employees of enterprises marked for privatisation; and 

- cany out state registration of privatisation deals. 

The Russian Federal Property Fund may not delegate its powers to ministries, agencies and 
holding companies based on state concern, on corporations or on associations or to other economic 
entities not deemed buyers pursuant to Para 1 of Article 9 below. 

3. All shares of any joint-stock company owned by the Fund, the voting shares may not account 
for more than 20 per cent; the remaining shares owned by the Fund, regardless of their quantity and 
nominal status, shall be preference shares pursuant to this Law. On sale by the Fund of such shares, 
they shall be converted into common shares. 

The Fund and its branches s W  not have the right to interfere in the activities of enterprises, 
with the exception of cases envisaged by the fund documents of such enterprises and by legislation 
in effect in the Russian Federation and in republics making part of the same. 
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4. The Russian Federation Supreme Soviet shall annually consider and approve a report on the 
activities of the Russian Federal Property Fund for the past year. 

I ARTICLE 7. PROPERTY FUNDS OF REPUBLICS WITHIN THE RUSSIAN 
FEDERATION, OF REGIONS, TERRITORIES, AUTONOMOUS .-I - . . _  . . REGIONS, AUTONOMOUS AREAS, D I S ~ C T S  .(wnxCWIllI m- - . . .  
EXCEP;~~ON OF BOROUGHS IN CITIES) AND CITIES ( w r r ~  
THE EXCEPTION OF CITIES UNDER DISTRICT 

.-. ,:. ..,.... .:. ; i,. ,.-... r .  : . . '. .,.;:.:i'. ,' -..-:'%?.-...I. - . : : . . . : . : . . : ~ S D I r n O ~ . . . : ; : . .  :. . :... ....: ....., .. ..A,. ::- .. ,,." ...,..;; ..: ...... ; :,,.. .. .;: ....;. ;, ...-.,,; T:.,:; ,.., ....*:. ::.: .., c,,,,. . 

1. The sellers of state and municipal enterprises, as well as of ownership interests (equities, 
shares) in the capital of enterprises in the ownership of qubl ics  making part of the Russian 
Federation, of regions, territories, autonomous regions, autonomous areas, districts (with the exception 
of boroughs in cities) and of cities (with the exception of cities under district jurisdiction), shall be the 
property funds of the appropriate ethnic-state or ethnic- or administrative territorial entities or 
representatives duly appointed thereby. 

Such funds shall be corporate bodies, shall be established by decision of the Presidiums of the 
Supreme Soviets of republics within the Russian Federation or the Presidiums of the appropriate local 
Councils of People's Deputies and shall be accountable to the same and to such Councils. Regulations 
on a fund shall be endorsed by the appropriate Council of People's Deputies. 

The activities of property funds shall be financed out of funds received in the form of 
deductions from the amounts of transactions effected thereby in privatisation of state and municipal 
enterprises at rates to be established by the State Programme for Privatisation. 

2. Property funds shall perform the following functions: 

- temporarily hold certificates of ownership of state (municipal) enterprises and ownership 
interests (equities, shares) in the capital of joint-stock companies (partnerships), which are owned by 
republics within the Russian Federation, by regions, territories, autonomous regions, autonomous areas, 
districts or cities and have been t r ans fed  to such funds by the appropriate property management 
committees for sale: 

- exercise appropriate proprietor fights at the meetings of shareholders (stockholders).and bear 
a risk (responsibility) for the activities of enterprises to the extent of the ownership interest held by 
such funds in the capital of such enterprises; 

- sell such ownenhip interests (equities, shares) of enterprises; 

- act as founders of joint-stock companies and parmerships and acquire equities and shares of 
joint-stock companies and pamenhips, the development of which is dictated by the interests of the 
local population, with the exception of those Ljoint-stock companies and partnerships that have been] 
established by way of transformation of state and municipal enterprises; . - 

- draw and remit dividends and receipts from privatisation of enterprises in accordance with 
income taken into account in the appropriate budgets and with norms established by the State 
Programme for Privatisation and by republican and local privatisation programmes; 
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- exchange shares of joint-stock companies that belong to the appropriate ethnic-state or ethnic- 
or administrative-tenitorial entities for shares of investment funds and holding companies in 
establishment thereof; 

- exercise control over granting of benefits envisaged in the applicable legislation to the 
employees of enterprises marked for privatisation; 

. .  . . . . . .  - may nn delegate their powers to minkies, agencies and holding companies based carry &t 
state registration of privatisation deals. Funds on state concerns, on corporations and on associations 
or to other economic entities not deemed buyers pursuant to Para 1 of Article 9 below. :.# ;, .. :,, , . . .  , -..;, . ,- ..-.... . ..,;&.-. .; ..,.. :..,;. ; .,...-..,,... : *... - ,... ;.. .;. . , . *  :.::. ,.. ,; ,.,... : ..:: ,.... . -..-..,.,>: .-.. 7 .  ... .,.. . .; :.: ... .. ........:, ..: 3.; .... ..:- *..s... *. :... ..: e.,:,. .:. 

3. Of the shares of any joint-stock company that are owned by a fund, the voting shares may not 
account for moxc than 20 per cent of the overall number of the shares of a company; the remaining 
shares owned by the  id, regardless of their quantity and nominal status, shall be preference shares 
pursuant to this Law. In sale by the fund of such shares, they shall be converted into common shares. 

The funds and their branches shaU not have the right to interfere in the activities of enterprises, 
with the exception of cases envisaged by the fund documents of such enterprises and by legislation 
in effect in the Russian Federation and in republics making part of the same. 

4. The Supreme Soviets of republics within the Russian Federation shall annually consider and 
approve a report on the activities of the appropriate property fund for the past year. 

ARTICLE 8. INVESTMENT FUNDS AND HOLDING COMPANIES 

1. Investment funds shall be established with the aim of setting up a primary securities market 
and lowering the risks of share pwhasers. Regulations on investment funds shall be approved by the 
Russian Federation Council of Ministers. 

2. An investment fund shall have the right to own not more than 10 per cent of the voting shares 
of a joint-stock company and to invest not more than 5 per cent of its assets in the securities of the 
same. 

3. Investment funds shall publish their quarterly, semi-annual and annual reports according to the 
form established by the Russian Federation Ministry of The activities of such funds shall be 
subject to mandatory annual audits. 

4. Holding companies may be set up on the basis of enterprises making part of amalgamations 
(associations, concerns) or enterprises under the control of agencies of state government or of the local 
administration by agreement with the Russian Federation State Authority on Anti-Monopoly Policies 
and Support for New Economic Entities with a view to arranging co-production schemes involving 
allied enterprises. Establishment of holding companies resulting in monopoly in the manufacture of 
specific products or performance of specific services (works) shall be prohibited. 

. . 
Regulations on procedures for establishment of holding companies on the basis of 

amalgamations, associations, concerns, ministries and agencies shall be approved by the Russian 
Federation Summe Soviet. 
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ARTICLE 9. BUYERS 

1. Corporate bodies, the ownership interest of the state, of the local Councils of People's 
Deputies, social organisations (associations) and of charity and other public funds in the authorised 
capital of which exceeds 25 per cent, may not - in privatisation of state and municipal enterprises - 
be buyers or bidders in tender or at auctions or acquire shares of such enterprises marked for 

2. The obligation to prove their right to purchase enterprises slated to be privatised shall rest with 
, .. A.  - . ..-the hy%. .,J.u. ,9$9r.. to :.p@dpate. @ .au.c!@$$. . w .pqle~. .w..@. ,Wp?,.s@pi !$:.%ch e,nte~ris.e,. .. ,. .,.. .: ,. .:.... .. . ..; ::, 

corporate bodies seeking to be buyers shall present to the appropriate property funds declarations 
detailing the make-up of partners in the respective joint-stock company (partnership) and the break- 
down of the authorised capital thereof. Should.it come to light at a later date that at the time of sale 
of an enterprise marked for privatisation (equities, shares) a corporate body had no legal right to make 
the purchase, the transaction shall be deemed invalid pursuant to legislation in effect in the Russian 
Federation. 

3. Staff members of state and municipal enterprises may act as buyers thereof and set up a 
partnership or joint-stock company for this purpose. Benefits established by this Law shall be enjoyed 
by them, as well as by former employees of enterprises marked for privatisation, who have retired on 
a pension or worked at such enterprises for at least 10 years in the case of men or 7.5 years in the case 
of women and left such enterprises on their own initiative or under a staff-reduction plan, as well as 
by persons entitled pursuant to legislation to retum to their former jobs at such enterprises. 

ARTICLE 10. REPRESENTATIVES AND INTERMEDIARIES 

In privatisation, sellers and buyers may act through their representatives (authorised persons) 
and employ the assistance of intermediaries in accordance with legislation in force in the Russian 
Federation and in republics making part thereof. 

ARTICLE 11. SOURCES OF FUNDS FOR ACQUISITION OF STATE AND 
MUNICIPAL ENTERPRISES 

1. The personal savings of individuals, registered privatisation deposits, personal privqisation 
accounts and the own funds of corporate bodies listed in Para 1 of Article 9 above, as well as 
borrowed funds, shall be used to buy state and municipal enterprises. 

Procedures for gratis transfer to individuals of state and municipal property by way of 
remittance by the state of privatisation deposits to registered privatisation accounts and for use of such 
accounts in privatisation shall be determined by the Law of the Russian Federation "On Registered 
Privatisation Accounts and Deposits". 

Money from the incentive funds of enterprises slated for privatisation may be used by their . - 
staffs in accordance with proceduxes and in amounts to be established by the State Programme for 
Privatisation. 

2. The legal tender of the USSR, including the registered privatisation deposits of individuals, 
shall be used to buy state and municipal enterprises in privatisation. 
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I 3. In acquisition of enterprises marked for privatisation or of ownership interests (equities, shares) 
in the capital of a joint-stock company (partnership), individuals shall be obliged to present a 
certificate from the tax inspection service if their contribution in roubles exceeds 500 statutory 

I minimum montfily wages, 

. . .  I ; ' 

ARTICL& 12. USE O F  REC.EIPTS FROM PRTVATISATION -OF STATE , M D ,  . . .  . . '.. ' .  . ... MmmALE NTERPmES . . . .  . . .  . . , .. . - _  .. , . . 

.> .,..v... .. , ,,....a ' ' 
1. Funds received from privatisation of state and municipal enterprises shall be distributed in 

. . ...,G&rd&sGth' && ..tij ,M'~mb;li'S;'h'~..bf~i"~~ ~ ~ ~ . ~ f 6 t ; - P i i \ i ' & ~ ~ H ~ ~ n n d r : ~ 6 3 3 3 ~ ~ 3 1 i &  6 . .  : . '-w. .Y ".,..:. .. .'. 

bcal privatisation programmes. Such funds shall be exempt from all taxes. 

2. Guidelines for spending receipts from privatisation of state and municipal enterprises within 
the frameworks set by Para 1 of this Article shall be established by the Russian Federation Supreme 
Soviet, by the Supreme Soviets of republics within the Russian Federation and by local Councils of 
People's Deputies. 

CHAPTER 11. PROCEDURES FOR, AND WAYS AND MEANS OF, 
PRIVATISATION OF STATE AND MUNICIPAL ENTERPRISES 

ARTICLE 13. INITIATIVE IN PRIVATISATION OF STATE AND MUNICIPAL 
ENTERPRISES 

1. Initiative in privatisation of state and municipal enterprises may ensue from the State 
Committee of the Russian Rderation for the Management of State Property, territorial agencies 
thereof, the property management committees of ethnic state and ethnic- or administrative-tenitorid 
entities, the manager of an enterprise, or the staff of an enterprise, plant, production bay or other 
divisions of such enterprise, from buyers listed in Article 9 above, or again from other entities, 
including allied enterprises, banks, creditors, and agencies of power and administration. 

Applications for privatisation of enterprises shall be submitted to the territorial agencies of the 
State Committee of the Russian Federation for the Management of State Property or to the property 
management committees of ethnic-state or ethnic or administrative-territorial entities. The fonn of such 
application and the amount of state duty payable upon submission thereof shall be determined by the 
Russian Federation Council of Ministers. 

2. Applications from worker collectives shall be accepted for consideration if signed by at least 
half of a l l  staff members of the given enterprise. Such applications shall be regarded as a statement 
of intent by the staff to found a partnership (joint-stock company) pursuant to Articles 15, 32 and 33 
of the Law of the Russian Federation "On Enterprises and Entrepreneurial Activities" in privatisation 
of the enterprise. 
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ARTICLE 14. PROCEDURES FOR CONSIDERATION OF APPLICATIONS FOR 
PRIVATISATION 

1. Applications for privatisation of state and municipal enterprises shall be registered by the State 
Committee of the Russian Federation for the Management of State hroperty or a territorial agency 
thereof or by the property management committee of the appropriate elkic-state or ethnic- or 

, 
admini~tive-tenitone entity on the day of filing of the sape witf! ,su@ ,cqmmittee. Desions on .. . . . 
privatiiaribnof 'an.eiitexprik or on kfudal to allow it m be pri~atised shall be'passzd by the 
appropriate committee within a month of registration of the application The decision with ~ s p e c t  to 
such application either on privatisation or on refusal to allow privatisation shall be brought in writing . .....' ..,.. .:i ..:..:>.. ", .:....." ' - *  ;:. .. ...".. "'...... . . 
.:*i n.L& *&&.d~&;-~...& *.A;ke:,,&.* ,&&& .& h$e. 

.&mM .{? < :.; .:-:..::. -., . .: 

application within three days of taking of such decision 

2. Refusals to allow privatisation of state or municipal enterprises may only take place in the 
following cases: 

- if the applicant cannot be deemed a buyer pursuant to M c l e  9 above; 

- if there are statutory restrictions on privatisation of the given enterprise; 

- if the enterprise is on the list of facilities (groups of facilities) not subject to privatisation, 
which have been established by the State Programme for Privatisation or by republican or local 
privatisation programmes; and 

- if the enterprise specified in the application has privatised before. 

3. In the event that a decision on privatisation has been taken, a commission for privatisation of 
the enterprise shall be formed and a time-frame established for preparation of the appropriate 
privatisation plan. Such time-frame may not exceed three months after filing of the application. 

The time-fi*dme for elaboration of the privatisation plan may be extended by decision of the 
State Committee of the Russian Federation for the Management of State Property, but to no more than 
six months. 

The commission for privatisation shall be obliged to consider draft privatisation plans 
submitted by the applicants. 

4. The commission for privatisation of an enterprise shall include rep~sentatives of the State 
Committee of the Russian Federation for the Management of State Property, a territorial agency thereof 
or the property management committee of the appropriate ethnic-state or ethnic- or 
administrative-territorial entity, and officials of financia1 agencies. The Council of People's Deputies 
in the area where the enterprise is located, the management and staff of the enterprise, and the Russian 
Federation State Authority for Anti-Monopoly Policies and Support for New Economic Entities shall 
have the right to send their representatives to serve on the commission The commission shall have 
the right to enlist experts, as well as specialised auditing, consulting and other organisations, in its 
work 
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5.  The commission shall examine the plan for privatisation of the enterprise and send it for 
endorsement by the local Councils of People's Deputies or a representative duly authorised thereby, 
as well as to the staff of the enterprise. Should the Council of People's Deputies and the staff of the 
enterprise fail to take an apprapriate decision within a week of &pt of the privatisation plan, the 
same shall be deemed endorsed. The time-frame for endorsement of the privatisation plan by the 
Council of People's Deputies and the staff may be extended at their request, but to no more than two 
weeks. The privatisation plan shall be approved by the appropriate property managbent commi#ee. 

Facilities and enterprises included in the State Register of Monopolist Associations and 
..:.. , .- .,,.. ...:,. .. ....: ,?.. .Enterprises.,,shaI: ;. be.,pri.yatiged:.! .by.. .agpee.menl .with ,tbe...,Russian .Fe;demtion. .S.@te.-Auth~rity.. for ... : 

Anti-Monopoly Policies and Support for New Economic Entities if their charter fund e x d s  
Rbs500,000. 

6. The privatisation plan of an enterprise shall determine the form and time-frame of privatisation, 
the initial price of such enterprise, the amount of the authorised capital of the joint-stock company or 
partnership, and the recommended form of payments (settlements). It may also include a plan for 
reorganisation of such enterprise, which may envisage, in particular, divesting divisions of the same 
to act as independent enterprises (including determination of authorised capital thereof) or sale of the 
assets of the enterprise. 

In privatisation, enterprises may not be merged with or attached to others or stripped of the 
status of a corporate body (with the exception of cases of their liquidation with subsequent sale of their 
assets). 

7. Should the staff reject a privatisation plan, the commission shall be obliged to propose another 
version of such plan. In the event of repeat rejection of the privatisation plan by the staff, ultimate say 
on fmalising of the plan, on the form of privatisation and on procedures for the same shall belong to 
the appropriate Council of People's Deputies or an agency duly authorised thereby. 

8. If a local Council of People's Deputies rejects a plan for privatisation of an enterprise in the 
ownership of the Russian Federation, the commission shall be under an obligation to propose another 
version of such plan. In the event of repeat rejection of the privatisation plan, the final decision shall 
be taken by the State Committee of the Russian Federation for the Management of State Property. 

9. Should a privatisation plan be approved, the enterprise shall be included by the appropriate 
committee in the plan/schedule for tender, auctions or for transformation of enterprises into jpint-stock 
companies. 

10. If requested by the Russian Federal Property Fund, branches thereof or by the property 
management committees of the appropriate ethnic-state or ethnic- or administrative-tenitorial entity, 
the commission shall be obliged to submit all available documents and reference material on an 
enterprise being privatised. 

ARTICLE 15. FORMS OF PRIVATISATION OF STATE AND MUNICIPAL 
ENTERPRISES 

1.  State and municipal enterprises shall be privatised by way of their purchase through tender or 
at an auction, through sale of ownership interests (shares) in the capital of such enterprises or through 
redemption of the property of enterprises leased out fully or partially. 

The Privatisation Manual Volume I1 Document A-1, Page 13 



Privatisation of enterprises through sale of ownership intef~sts in their capital (shares) shall 
be carried out after transformation of state or municipal enterprises into joint-stock companies. 
Procedures for such conversion shall be laid down by regulations to be approved by the State 
Committee of the Russian Federatim for the Management of State Property. 

2. The properly of a state or municipal enterprise leased out with the right of redemption thereof 

I 
pursu-at to a lease agreement cqncluded,prior entry into f o e  of the Russian Federation Lgw "On 
~rivatisadon of State ai~d municipal Enterprises in the Russian ~edektion" shall be pnvatised hi the 
following ways: 

I 
.:..'r.,T .:, . ... ._:.$.i ;. .... _ '. :.:;.< .:.-. -..-. >-,$ . ........, -- ...... -., :- .__. ). ..i: .,.. <... .. . z.,,;.... . r :  .: .: ;.. '.' .. .::.:.\... ." :..2 .... .. , . ... r.:. . : . . . * , ,  .... :.,. ..;.:..;I,.. &-. &...:. 

-' pursuimt to the' l k e  agreement if th'e amo'unts, t i m e - h i ,  'hrocedures aiid other t e h s  &I 
conditions of redemption have been established by the same with granting of all benefits envisaged 
for the staff of a state a@ municipal enterprise to the staff of the leasehold enterprise; and 

- through transformation of the leasehold enterprise into an open-type joint-stock company with 
the leaseholders' right of first refusal to shares owned by the state or by the local Councils of People's 
Deputies if such decision has been taken by a general meeting (conference) of the leaseholders. 

The leaseholders of trading, publiccatering and consumer-service enterprises not enjoying the 
right to redeem leased property under the terms and conditions of the appropriate lease agreements 
concluded therewith prior to entry into force of the Russian Federation Law "On hivatisation of State 
and Municipal Enterprises in the Russian Federation" may be granted such right should members of 
the leaseholder collective agree to the spinning off of individual divisions of such enterprises in the 
process of privatisation. 

Procedures for granting the right of redemption, for conclusion of a supplementary agreement 
and for conversion of a leasehold enterprise into a joint-stock company shall be laid down by 
Regulations on Procedures for hivatisation of Property of Leased-Out State and Municipal Enterprises 
to be endorsed by the State Committee of the Russian Federation for the Management of State 
Property. 

In other cases, the lessor of the property of a state (municipal) enterprise deemed a buyer 
pursuant to Article 9 above may only win the right to redeem leased property in accordance with 
procedures established by Articles 20,21 and 24 below. 

3. The following shall be taken into account by the commission for privatisation when choosing 
the recommended fonn of privatisation: 

- opinion of the staff of the enterprise; 

- proposals from buyers, submitted to the appropriate property management committee along 
with the application for privatisation; 

- sectoral characteristics of the facility slated for privatisation; 

I - evaluation of its authorised capital; 

- socio-economic significance of the enterprise to the given temtoq; and 

I - opinion of the representative of the property fund. 
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4. Decisions on the form of privatisation of an enterprise and on the form of payment shall be 
adopted by the State Committee of the Russian Federation for the Management of State Property, 
temtorial agencies thereof or the property management committees of the appropriate ethnic-state or 
ethnic or administrative-tenitorial entity in accordance with Procedm established by Article 14 
above. 

. . 5. -. . . After the mmmissisn.for..privatisation completes. its work, the State Cornmi-pf the R u s s i , ~  ; .. . 

~ederation for the Management of State ~ r u & t y ,  a tenitorid agency thereof 'or .the 'pro@$ 
management commitke of the appropriate ethnic-state or ethnic- or administrative-temtorial entity 

. . . . .  ; .. . .:.,... .*.\... ..:* . - ,- a. ..r;eq%@.~..~$: Bq@date. Lthe, s ~ .  (municipal) .... :y . .  . :. .. ,: .-,... enterprise. .:..... ... r found a joint-stock company and mnsfer 
its, and founder .rigfits 'or-thi enterprl.si marked br 'i;~~gtlzSi~6~.6ii..:aigii ii.aee: .&S'e$ .& Af6'.:, . .." .%.; ,- .".. .. 

liquidated enterprise for sale to the Russian Federal Property Fund or to the property fund of lhe 
appropriate republic within the Russian Federation or of the appropriate region, temtory, autonomous 

I region, autonomous district, district or city. 

6.  The Russian Federal Property Fund and the property funds of republics within the Russian 
Federation, of regions, territories, cities (except cities under district jurisdiction) and of districts (except 
boroughs in cities) shall annually conclude with the State Committee of the Russian Federation for the 
Management of State Property and the appropriate property management committees, within a month 
of endorsement of the State Programme for Privatisation, agreements regulating procedures for transfer 
of enterprises marked for privatisation, of ownership interests (equities, shares) in the capital thereof 
and of the assets of enterprises either in the process of being liquidated or already liquidated and for 
execution of documents required there for, procedures and standard time-frames for sale of property 
slated for privatisation (including on a category-by-category basis), and mutual payments procedures, 
and defining the mutual liability of the parties. 

Such agreements may also determine the powers of the committees as representatives of the 
property funds. 

7. Closed-type joint-stock companies (limited-liabiity partnerships), part of the authorised capital 
which is in state and/or municipal ownership, shall be subject to conversion into open-type joint-stock 
companies. Procedures and time-frames for such conversion shall be established by the Programme 
for Privatisation. 

ARTICLE 16. PREPARATION OF ENTERPRISE FOR PRIVA'IISATION 

1. Preparation of an enterprise for privatisation shall include stock-taking of its fixed assets and 
non-production assets marked for privatisation, as well as reorganisation of such enterprise, including 
detachment of divisions thereof to act as independent enterprises (including determination of the 
authorised capital thereof). 

2. The make-up of social-infrast~ucture assets on the balance of an enterprise and guidelines for 
using such assets shall be determined in reorganisation of such enterprise. 

Should such assets be included among property marked for privatisation, the buyer shall have - - 
the right to use them in any manner consistent with the requirements of legislation in effect in the 
Russian Federation, with the agreement between the buyer and the seller and with the 
collective-bargaining agreement. 
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ARTICLE 17. DETERMINATfON OF INITIAL PRICE OF ENTERPRISES 
SLATED FOR PRWATISATION 

I The initial price of an enterprise for sale thereof in tender (at an auction) or the amount of the 
authorised capital of a joint-stock company may not be determined other than p u m t  to Instructions 
on Methods of Evaluation of Property Slated for Privatisation to be endorsed by the State Committee 

I ' of the Russian Federation for.* Management of State Proptxty. . .. - . . .. . . 

1. Information on state and municipal enterprises offered for sale through tender or at an auction, 
on sale of shares of joint-stock companies, and on the results of privatisation deals shall be published 
in the special newsletters of property funds (in the case of enterprises, the authorised capital of which 
exceeds RbsSO million - in the newsletter of the Russian Federal Property Fund) at least a month 
before the date of such tender, auction or public offering of the shares. In privatisation of property in 
municipal ownership, the appropriate property management committee may establish a shorter notice 
~eriod, but one of no less than two weeks. 

2. The following information about enterprises marked for privatisation must be publicised: 

- size of the site and the characteristics of the buildings located thereon, as well as the terms 
and conditions of their lease or sale; 

- ownership interests (equities, shares) in the Capital of other enterprises, which are owned by 
the enterprise in question; 

- intangible assets (patents, trademarks and others); 

- obligations of the enterprise (including commercial, budget and credit obligations); 

- balances of the enterprise for the previous year; 

- detailed range of products manufactured; and 

- average number of employees. 

Upon presentation by the Russian Federation State Authority for Anti-Monopoly Policies and 
Support for New Economic Entities and temtorial agencies thereof, data shall be published on the 
share of products (works, services) of the enterprise marked for privatisation on the appropriate 
commodity market. 

The form, in which the data shall be submitted, and the list of additional data to be provided 
shall be decided by the State Committee of the Russian Federation for the Management of State 
Property. 

3. Privatisation shall be camed out under the public supervision of employees of the enterprises 
being privafised, buyers, social organisations (associations) and people's deputies. 
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ARTICLE 19. FORMS OF PAYMENT 

1. Payments for acquired enterprises or ownership interests (equities, shares) in the capital of 
joint-stock companies (partnerships) may be one-off or by instalments. 

2, Redemption of the property of a state or municipal enterprise purs)lant to a lease agreement 
shall be dqmed pape?  by instalments. . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . .  . . . . . - . . , _ :. _. . . 

~ e a &  payments for use of the property of state or municipal enteqrises may not be taken into 

. . . . .  .... ........:... . ....... account ................ in payment . for pmhase of the property. .*.......... ........... ..................... ?. , ? .....:.......................:................ 3: , + , .  ............. ;,. .; .;.,:.:. ..: .: . - .  . . .  

3. The form of payment shall be determined in an agreement between the seller and the buyer 
and may be among the terms and conditions of acquisition of an enterprise through tender. 

ARTICLE 20. ACQUISITION OF STATE AND MUNICIPAL ENTERPRISES 
THROUGH TENDER 

1. State and municipal enterprises, as well as the assets of liquidated enterprises (including those 
in the process of being liquidated), shall be sold through tender in cases where buyers are required to 
fulfil certain terms and conditions as established by the appropriate property management committee. 

2. General procedures for arranging bids shall be governed by regulations to be endorsed by the 
Government of the Russian Federation. The regulations shall define the terns and conditions of buyer 
participation in bids procedures for examining bids, and procedures for endorsement of the decision 
taken and for formalisation of the title to the appropriate enterprise. 

The terns and conditions of bids shall be published at least 30 days before the date of 
tender. 

In privatisation of property in municipal ownership, the appropriate property management 
commi~tee may establish a shorter notice period, but one of at least two weeks. 

3. Sale of an enterprise through tender shall be carried out by a tender commission to be formed 
by the Russian Federal Property Fund, by local branches thereof or by the property fund of the 
appropriate ethnic-state or ethnic- or administrative-tenitorial entity with the involvement of the worker 
collective, the local Council of People's Deputies and the Russian Federation State Authority for 
Anti-Monopoly Policy and Support of New Economic Entities, as well as experts enlisted by them. 

4. The tender commission shall determine the terms and conditions, procedures and time-frame 
of tender. 

5. The purchase price of an enterprise shall be determined in the course of competitive bid 
examination. It may not be more than 25 per cent below the initial price. Should an enterprise fail to 
be sold in tender, it shall be withdrawn from the same. 

6.  The priority right to buy enterprises specialising in the traditional handicrafts and trades of the 
peoples of the north and small ethnic groups shall belong to members of the indigenous population. 
Privatisation of such enterprises shall be based on their residual value. 
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ARTICLE 21. ACQUISITION OF STATE AND MUNICIPAL ENTERPRISES AT 
AUCTIONS 

1. State and municipal enterprises, as well as the assets of liquidated enterprises, shall be sold 
through auctions in cases, where buyers are not required to meet any terms and conditions. 

. 1n.such case, property rights shall go to- the highest bidder. 
.... . . -.. . .... .. . ..... ..... .' . ...: :... .,. . .. .. , .. - . . .  - i . .  . . . 

. . . .... . . .,._.. .... .. ...\ .. : . - '  .. . -  . . - . .  ... : . . . . 

2. Proced- for holdiag auctions, 'the terms and conditions of buyer participation therein, and 
procedures for payments and for registration of the right of ownership shall be determined by 

.'....... .,... ' . 

I ' .  

,;. ...., :. ; ~ . . . . . q & ~ o ~  t o : ~ . . a m ~ ~ ~ . ~ . : R U S S i ; l n ~ ~ e ~ e ~ o ~ ~ u n ~ ~ . ~ f f ~ ~ ~ ~  ..-p.'. .:.:..:* ' .:..., -...-.,:;,:.::.*:- .I.-.r.;::;: :.:'-.; 

3. Auctions shall be held by the Russian Federal Property Fund, its local branches, the property 

I 
funds of ethnic-state and ethnic- or administrative-tenitorial entities, or their duly appointed 
representatives. 

4. The puzhase price of an enterprise at an auction shall be determined in the course of the 
bidding. It may not be lowered by more than 30 per cent of the initial price. Should the enterprise faif 
to be sold at such price, it shall be withdrawn from the auction In such case, the commission for 
privatisation shall review the plan for privatisation of the enterprise and (or) its initial price within a 
month. 

ARTICLE 22. ACQUISITION BY BUYERS OF SHARES OF OPEN 
JOINT-STOCK COMPANIES 

1. The founder of an open joint-stock company established on the basis of a state or municipal 
enterprise shall be the State Committee of the Russian Federation for the Management of State 
Property, a territorial agency thereof or the property management committee of the appropriate 
ethnic-state or ethnic or administrative-territorial entity. Pursuant to Article 34 of the Law of the 
Russian Federation "On Enterprises and Entrepreneurial Activities", the founder shall submit the 
decision to establish the joint-stock company, an application for registration, the company charter and 
the certificate of payment of state duty to the Council of Peopie's Deputies in the area, where ihe 
enterprise is located, for registration. 

2. After registration of a joint-stock company, the property management committee shall hand 
over the founder rights and the appropriate share holding to the appropriate property fund. 

3. The fund shall sell the shares to the staff members of the enterprise marked for privatisation 
on preferential terms pursuant to Article 23 below within a month of fund of the company. Part of the 
shares may be transferred to the enterprise employee joint-stock company establishment fund 
established pursuant to Article 25 below, or may be exchanged for shares of investment funds. The 
shares shall be sold pursuant to regulations on sale of shares in privatisation to be endorsed by the 
State Cornrnitxee of the Russian Federation for the Management of State Property. 

4. The shares remaining unsold shall remain at the disposal of the Russian Federal Property Fund . 
or the property funds of the appropriate ethnic-state or ethnic or administrative-territorial entities. 
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ARTICLE 23. BENEFITS TO EMPLOYEES OF ENTERPRISES BEING 
PRIVATISED WITH RESPECT TO ACQUISITION OF SHARES 
THEREOF 

1. The employees of state and municipal enterprises transformed into joint-stock companies shall 
. . have the right to acquirr: shares of such enterprises on-easy terms. The discount on the price of a share 

i-! .. .- 

.. . . . : .of'stock in.~& qse.s&B.amo~t4p ,a .per cqat of the face valu~, t&reqf. +.face vgue . . .. pf .: . a . share . . 
- "'..". - 3 ,  

holding offered per staff member on easy terns shall imt exceed thk"6mounts established by the ~ t a k  ' ' ' 

Programme for Priva&isation. The shares in excess of such amounts shall be acquired by enterprise 
', . -. . A.. ::..-...;;2.. . . :  unakyeesm  same arms-@~.e~t:ry~W \*%. . . , . : . .  . . . . ;: . . .  . . , , , , >,,.:~.:. ;.;;., .,,... ..:;< ,,,,.,'. ,,:. .; ... ,, *:, . 

I . . 

A grace period for payment for shares acquired on easy terms by enterprise employees shall 
be granted for three years as of the moment of joint-stock company registration. In such case, the size 
of the down payment may not be less than 15 per cent of the face value of the shares. 

2. Benefits with respect to acquisition of shares of a joint-stock company shall apply to former 
employees of the enterprise marked for privatisation, who have retired on a pension or worked at such 
enterprise for at least 10 years in the case of men or 7.5 years in the case of women and left such 
enterprise on their own initiative or under a staff-reduction plan, as well as to persons entitled pursuant 
to legislation to return to their former jobs at such enterprise. . - 

3. The State Programme for Privatisation may establish extra benefits to employees of individual 
enterprises or groups of enterprises (imdustries). 

ARTICLE 24. ACQUISITION OF STATE AND MUNICIPAL ENTERPRISES BY 
EMPLOYEES THEREOF THROUGH TENDER (AUCTION) 

I. In order to take part in tender (an auction) to acquire a state or municipal enterprise as a buyer, 
members of its staff may, pursuant to the Russian Federation Law "On Enterprises and Entrepreneurial 
Activities", found a partnership (joint-stock company) or sign a joint-activity agreement. 

2. If a parmenhip (joint-stock company) taking part in tender (an auction) or in an appropriate 
joint-activity agreement includes at Ieast a third of the scheduIed workforce of the enterprise marked 
for privatisation or of a division thereof, it shall have the right in acquisition of the enterprise (division 
thereof) to pay by instalments, as well as to use the part of the balance of the incentive fund 
proportional to the number of the employees, who have joined the partnership (joint-stock cbmpany) 
or signed the agreement. 

3. Such partnership (joint-stock company) shall have the right to a grace period for payment in 
acquisition of the respective state or municipal enterprise. The grace period may not exceed three years 
and the down payment shall not be smaller than 25 per cent of the purchasingprice of the enterprise. 

This provision shall apply to the contracts of sale and lease agreements concluded prior to 
enforcement of this Law. 

4. Should such parmership (joint-stock company) and other buyers offer identical competitive 
bids, such partnership (joint-stock company) shall have the priority right to acquire the enterprise. 
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ARTICLE 25. ACQUISITION OF SHARES (EQUITIES) FROM ENTERPRISE 
EMPLOYEE JOINT-STOCK COMPANY ESTABLISHMENT 
FUNDS 

1. The staff of joint-stock companies (partnersfrips) shall have the right to buy shares (equities) 
. from enterprise employee joint-stock company establishment funds if the same have been formed as 

. . ...... a~shm.of@eau~~capi~.ofthe.enter~,Fise-pur~uant'to.thepriyatisatiop.plan. . ... . . . . _ .  . ... . . -...2-...:.- .. . ' :L, ..-;..L -: r. 
. . .. . . . 

The decision on establishment of such W shall be taken on the basis of an agreement with 
the buyer. 

The size of such fund may not exceed 10 per cent of the enterprise's authorised capital. 

No such funds shall be formed in auctioning off of the property and non-tangible assets of 
liquidated enterprises. 

3. The unredeemed shares of such fund and the ~ce ip t s  from sale of shares (equities) shall be 
owned by the appropriate property fund or its appointed representative. The available resources of such 
fund shall be spent exclusively on acquiring shares (equities) of the appropriate joint-stock company 
(partnership). The shares (equity) not bought out from such fund shall not carry voting rights. 

ARTICLE 26. SOCIAL GUARANTEES TO EMPLOYEES OF STATE AND 
MUNICIPAL ENTERPRISES BEING PRIVATISED 

1. Enterprises acquired through tender or at an auction, as well as joint-stock companies and 
partnerships, shall be liable for obligations arising from employment arrangements under the 
collective-bargaining agreement in effect prior to privatisation. 

2. Not later than six months after the date of registration by the buyer of the property rights 
thereof to a privatised state or municipal enterprise or the date of transfornation of the same into a 
joint-stock company @armership), its manager shall be obliged to conclude a collective-bargaining 
agreement with its staff, should the same decide so. 

3. Acquisition of assets of a liquidated enterprise shall not encumber the buyer with any 
obligations that would be connected with employment arrangements previously in effect at such 
enterprise. 

4. Discharge of the employees of a privatised enterprise and their subsequent employment shall 
be regulated by legislation on labour and employment in effect in the Russian Federation and in 
republics within the same. 
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CHAPTER III. FINAL PROVISIONS 

ARTICLE 27. EXECUTION OF PRIVATISATION DEALS 

I 1. Regardless of the form of privatisation, the buyers and sellers of state and municipal 
enterprises shall sia. agreements by and between themselves pursuant to legislation in force in the 

. . . . . .  ~u~ian&decatiqp. aqd $ddrepu~liq. making .theqf. . . .  .;. : .. ...' ... :. :: . . . . . . . . . .  -. ., : .... .-.. . . . . . . . . . . . . . .  ..: . . . .  . . . .  . . . .  . . . . : . . . . .  . . . . .  . . . . .  . . .& . . . . . . .  . . . . . . . :  . . . . .  _ ._ . - .  1 .... :.. . . .  2. 
These agreements shall include the following data: information about the seller, buyer and 

, 

... .. ......... ... .: .;..... :.- .'.:'..,.. :..: . ......... ...... .. intermediary, ..-. tfie .+ name .... of - t h e e n t e , ~ p ~ . = . , ~ ~ . ~ ~ ~ f ! ~ + ~ ~ f ?  @e..yQI'-!?f! and vf?~e,~~the..ent:e~~-se:sI.. ,... . ,.?. . .  .:. , 

I 'bsets, including the p'nck'of the sitk (in the event of sale of the saine) or the terns and conditions of 
lease thereof, the number and price of the shares of the joint-stock company (size of the equity in the 
limited-liability company), procedures for transfer of the enterprise, the form and time-frame of 

I payment, mutual commitments by the sides regarding M e r  uses of the enterprise, the terms and 
conditions under which the enterprise has been sold through tender, and other terms and conditions 
established by agreement by and between the parties. 

3. The right of ownership of an enterprise shall pass from seller to buyer as of the moment of 
registration of the contract of sale in accordance with procedures established by legislation in effect 
in the Russian Federation. 

The registered contract of sale shall be the document certifying the buyer's right of ownership. 
Non-performance of statutory actions to register contracts of sale shall be appealed against in a court 
of justice or a court of arbitration 

No state duties shall be levied on any privatisation deals and certificates. 

4. Alteration of the organisational or legal form of an ente~prise shall be ngistered pmuant to 
the Russian Federation Law "On Enterprises and Entrepreneurial Activities". 

I 
ARTICLE 28. OBLIGATIONS OF SELLER AND BUYER 

1. The seller of a state or municipal enterprise shall be required to publish an announcement 
about privatisation of the same, show the assets of the enterprise and documents concerning the 
financial and economic status thereof to a buyer at his request, execute the transaction, and transfer 
the enterprise (property, equity, shares) to the buyer, as well as perform other obligations specified by 
the agreement between the seller and the buyer. 

2. The buyers of state and municipal enterprises shall become successors in rights to the property 
rights and obligations thereof pursuant to the appropriate agreements and legislation in effect in the 
Russian Federation. 

3. The legal rights of the sellers and the buyers indicated in this Article shall respectively end 
and arise as of the moment of registration of the agreement by and between them. 

4. Disputes over recognition of privatisation deals to be null and void shall be examined in 
accordance with the procedures and within the time-frames established by legislation in effect in the 
Russian Federation. 
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ARTICLE 29. STATE GUARANTEES OF RIGHTS OF PARTICIPANTS 
PRNATISATION 

I 
The state shall guarantee respect for the rights of sellers, buyers, ?heir representatives and 

intermediaries in privatisation. If privatisation has been in violation of legislation in force in the 
Russian Federation on privatisation.of state and municipal enterprises, the State Conmi,& of the 

. .I_: .... '. ... Russian Federation for +ennMa?ugqgt..of, We-@perty, .the. pppepeq m@gw~. ,~mrn i~ , . . o f . .  : :. , : .. ..,:; i.. 
oi; Ct&c; ar..atin';linisaatiVeitedtbrial 'entiti&, agQi&feS ~ e i ~  

Public Prosecutor's Office, sellers, buyers, their representatives and intermediaries shall start legal 
. . .  proceedings for abrogation of the respective transaction, rectification of the viol@ons, and bringing , , - . . . , , . . . . . . . . . . . . . . : :  ! .. . :. ., . . ... ' . .' ' . . ." .'".' . . " ..; : .": . .. ".- '."..".. "." " .':" ..' ' . ' '.. " "'.:,: .' ' . " .. ....<.. . 2. ,:. I... . 

The Council of People's Deputies shall exercise control over privalisation from the standpoint 
of correspondence thereof to applicable legislation. 

ARTICLE 30. INVALIDITY OF PRIVATISATION DEALS 

1. Transactions to purchase state or municipal enterprises shall be deemed invalid in the 
following cases: 

- if privatisation of the enterprise has not been authorised by the State Committee of the 
Russian Federation for the Management of State Property, a territorial agency thereof or the property 
management committee of the appropriate ethnic-state or ethnic- or administrative-territorial entity; 

- if the rules of the tender or of the auction have been grossly violated, 

- if the buyer has refused to pay the purchase price or ownership interest (equity, shares) in 
the capital of the joint-stock company (partnership); 

- if the enterprise or the ownership interest (equity shares) in the capital of the joint-stock 
company (partnership) has been acquired by an entity that does not have the right to do so; 

I - if illegal payment facilities have been used to make the purchase; 

- if there has been collusion between the seller and the buyer on an illegitimate division of the 
property or on a reduction in the price of the enterprise (equity, shares); 

- if the buyer has been granted illegal preference and benefits compared with other bidders; 

- if the terms and conditions, under which the enterprise was acquired through tender, have 
been violated; 

- if the requirements of the Russian Federation's anti-monopoly legislation have been violated; 
and 

I - for other reasons envisaged by the Russian Federation Civil Code. 

2. Privatisation deals concluded in violation of this Law shall be deemed invalid in accordance 
with procedures established by legislation in force in the Russian Federation. 
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I 3. Disputes over recognition of privatisation deals to be invalid shall be examined in a court of 
justice or a court of arbitration on the basis of statements of claim to be lodged by the seller, buyer, 
intermediary, public pksecutor, a people's deputy of the Russian Federation, a member of .the Council 

I. of People's Deputies, the State Committee of the Russian Federation for the Management of State 
Property, a temtorial agency thereof, the property management committee of the appropriate 
ethnic-state or ethnic- or administrative-temtorial entity, and other duly -authorised state agencies in 

:,acqdance . ' ~ @ : j : q , c e d ~ ~ . ~ d  yithin:time-frames established by legislation in fork in the'Russian . . . 
. . . .  . .,... '? r < :.. . . . : 7 . .. ..... . L.. . . . - . .,._ , . . ... . . .. . . . .  . . : :. . .., _ ...- - .... *. I 

~ e d e ~ o i i  and 'in' iepublics making priit bf the same: ' : ':.. , . . . .:. . 

1. The following violations of this Law by officials of agencies of state government, of ~e local 
administration, property funds, enterprises, organisations and of institutions shall entail administrative 
liability: 

- refusal to register an application for privatisation - punishable by a fine amounting to 5 to 
10 guaranteed statutory minimum monthly wages; 

- violation of time-frames for taking a decision on privatisation - punishable by a fine 
amounting to 5 to 10 guaranteed minimum monthly statutory wages; 

- failure to publish an announcement about privatisation, concealment of information about 
an enterprise marked for privatisation from customers or intermediaries, misleading of a customer or 
intermediary about the make-up or price of the enterprise on sale, or concealment of information about 
the fact that the enterprise has been sold or about the results of tender or an auction -- punishable by 
a fine amounting to 10 to 30 guaranteed statutory minimal monthly wages. Data listed in this 
Paragraph shall be published at the expense of the official at fault; 

- unjustified refusal to sell an enterprise (shares) -- punishable by a fine amounting to 2 to 10 
per cent of the initial price of the enterprise marked for privatisation (shares); 

- unjustified refusal to conclude a collective-bargaining agreement with the staff of a privatised 
enterprise or failure to NN demands for social guarantees to employees of enterprises marked for 
privatisation -- punishable by a fine amounting to 10 to 100 guaranteed statutory minimum monthly 
wages; 

- disclosure of data about bidders before the start of tender or an auction -- punishable by a 
fine amounting to 2 to 20 guaranteed statutory minimum monthly wages; and 

- refusal to pay for an enterprise (shares) required through tender or auction -- punishable by 
a fine amounting to 5 to 20 per cent of the selling price of the enterprise marked for privatisation 
(shares). 

2. Procedures and time-frames for examining claims of offences listed in this Article and of other 
wrongdoing in privatisation shall be established by the Russian Federation Code on Administrative - 
Offenses. 
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3. Claims of offences listed in Para 1 of this Article shall be examined by judges on their own, 
either based on statements (complaints) filed by propem management committees, sellers, buyers, 
intermediaries, Russian Federation people's deputies, Councils of People's Deputies, officials of 
agencies of state power and managementi local administrations, social organisations (associations) or 
on the initiative of a public procurator. 

4. Property management committees and property funds at every level shall have the right where 
it concerns issues falling under their terms of refemce pursuant tb legislation in effect in the Russia. 
Federation and republics within the same and to decisions by Councils of People's Deputies: 

- to appear in a court of justice or a court of arbitration on behalf of the Russian Federation, 
republics within the same or appmpriate ethnic- or admiitive-temtorial entities; and 

- to send mateiial to public prosecutor offices for decision-making on opening of criminal 
cases. 

Such agencies shall be exempt from state duties in recourse to judiciary authorities. 
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Document A-2 

STATE PROGRAMME OF PRNATlSATION OF STATE AND MUNICIPAL 
ENTERPRISES IN THE RUSSIAN FEDERATION FOR 1992 ADOPTED BY 

THE SUPREME SOVIET OF THE RUSSIAN FEDERATION 
ON l lTH JUNE 1992 

1. INTRODUCTION 

The State Fbgramme of Privatisation of statelMunicipally-Owned Enterprises of the 
Russian Federation for 1992 (hereinafter referred to as the Programme) has been developed in 
accordance with the terms of the Law of the Russian Federation On Privatisation of StateMunicipally- 
Owned Enterprises in the RSFSR and shall establish the goals, targets, and the procedure of 
privatisation for 1992 and limitations in this am. The principal objectives of privatisation in 1992 
shall be: 

- to form a group of private owners contributing to the emergence of a socially oriented 
market economy; 

- to raise the efficiency of enterprises through their privatisation; 

- to ensure a safety net and to .develop social infrastructure using the proceeds of 
privatisation; 

- to contribute to the process of financial stabiisation in the Russian Federation; 

- to provide a competitive environment and contribute to the demonopolisation of the 
national economy; 

- to attract foreign investments; to provide the environment and institutional structures to 
expand the scale of privatisation in 1993-1994. 

The requirements of the Programme shall be binding on all state bodies and authorities of 
republics within the Russian Federation, the autonomous region, autonomous districts, territories, 
regions, the cities of Moscow and St. Petersburg, as well as for local self governing bodies. 

Statelmunicipally-owned objects shall be divided, depending on the possibility of 
privatisation thereof in 1992, into following groups: 

- objects and enterprises whose privatisation shall not be allowed; 

- objects and enterprises that will only be privatised by a decision of the Government of 
the Russian Federation or the Governments of the republics within the Russian Federation (depending . - 
on the type of state property); 

- objects and enterprises that will be privatised by a decision of the State Committee of the 
Russian Federation for the Management of State Property (hereinafter the GKI of Russia) taking into 
account the opinion of sectoral ministries; 

- objects and enterprises that may be privatised only under local privatisation 

Volume I1 '( The Privatisation Manual Document A-2, Page 1 



- objects, enterprises and structural units thereof privatised in the cases envisaged by the 
Law of the Russian Federalion on the Privatisation of StateiMunicipally-Owaed Enterprises of the 
Russian Federation, with the consent of their worken' collectives; 

I - objects and enterprises subject to mandatory privatisation. 

Privatisation of property not included in binding targets and not subject to privatisatioa- 

I related resaictions shall be conducted under local privatisation programmes or privarisation 
applications. 

,..,.fi$.P;oi3rar;l - , . .  ; ..,-.,,;,.,..;.!, .. ......~...,.,. :,, ... :.  -.: -. .:..... 9. ::. ...... -.>.......:<.:.., ,..: -..:>-.-::., ,,.,.!...,... . ' ...- .... :. ... .. ,.% .. . ..... >.^. .... - . .'_ . . .  . .:. - e will not cover privatisation of State farms, land and housing. 

2. CLASSIFICATION OF OBJECTS AND ENTERPRISES 
DEPENDING ON THE POSSIBILITY OF PRIVATISATION 
THEREOF IN 1992 

2.1 OBJECTS AND ENTERPRISES WHOSE PRIVATISATION SHALL 
NOT BE ALLOWED IN 1992 

2.1.1. Mineral, water and forest resources, airspace, continental shelf resources, territorial waters 
and sea economic zone of the Russian Federation, as well as the right to launch communications 
satellites into certain areas of the geostationary orbit and to operate them. 

2.1.2. Natural temtories that are protected or resewed for special use. 

2.1.3. Historic and cultural heritage of the peoples of Russia (unique cultural and natural 
monuments as well as objects of historic, cultural, scientific and technological value including 
valuables stored in state museums, archives and libraries, including the premises in which they are 
located). 

2.1.4. Funds of the federal budget of the Russian Federation, the Republican currency reserve of 
the Russian Federation, those of the Pension Fund of the Russian Federation and state extra-budgetary 
funds, the C e n d  Bank of the Russian Federation as well as the gold reserve and the diamond reserve. 

2.1.5. The Central Bank of the Russian Federation and enterprises, organisations and 
establishments ensuring the issue and storage of banknotes, Treasury notes, bonds and other state 
securities. Facilities and entexprises involved in the sorting of precious stones and affinage factories. 

2.1.6. Organic and reserve equipment under the operational command of the Armed Forces of the 
Russian Federation, as well as that of the troops of the Secwily Ministry and the Ministry of the 
Interior of the Russian Federation. 

2.1.7. Agencies financed out of budgets of all levels. 

2.1.8. Enterprises and agencies of geological, mapping/geodetic and hydrometeorlogical services 
as well as those of services of environmental monitoring and of environmental protection. 

2.1.9. Enterprises and agencies of the hygiene and epidemiologic, veterinary and forest and plant 
protection sewices. 

2.1.10. Patent, standards and metrology agencies, and machine-testing facilities. . 
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I 2.1.1 1. Pipeline facilities, enterprises, organisations and institutions. 

2.1.12. Facilities of water-use and improvement systems and structures, as well as facilities and 
enterprises operating them. 

2.1.13. TV and radio broadcasting centres. 

I 2.1.14. Motor mads of general use and maintenance organisations. 

,.- .:. - .... ., ,; . . . . -., .. .; .,.: ~ , .~ .c~5 i . s  . , ,~ ,En te rpk i s~ . .p~&g m&-awar& a d  ..., - -. .:.. . :. 2.. ;. .- ...I.. ; .. . ..:... ;, ..:. .... .., ;.:' . . -:. . . ; : . :.. : 

I 
. .. 

2.1.16. Enterprises producing drugs and poisonous substances as w d  as those responsible for 
planting, cultivation and processes of narcotic' and poisonous plants. 

I 2.1.17. Port structures and facilities, nuclear-powered, training and hydrography ships, lighters, 
rescue ships and ships fighting oil spills at sea, the Atomflot repair and technology enterprise, the 

I waterways and canals production associations, property owned by the detachment of Underwater River 
Construction Agency as well as shipping inspectorate. 

2.1.18. Facilities, enterprises and equipment for the burial of solid industrial and household waste, 
solid and liquid radioactive waste as well as cattle burial grounds. 

2.1.19. Facilities and enterprises of medical institutions and the prison system. 

2.1.20. Civil engineering infrastructure facilities (including electricity, thermal energy and gas 
supply, water and sewerage pipeiines, and street lighting) as well as city and district development 
facilities, and enterprises operating, maintaining,and servicing the above facilities. 

2.1.21. Gas supply facilities of inter-regional and national importance. 

2.1.22. Crematoria and cemeteries. 

2.1.23. Enterprises producing fissionable and radioactive substances, nuclear weapons, and 
spacecraft, enterprises and facilities dealing with servicing, launches and tracking of spacecraft, as well 
as those engaged in research and development in the above fields. 

2.1.24. Social security organisations and agencies, orphanages, old people's homes, boarding 
schools, hospitals and sanatoriums for disabled persons, children and senior citizens, as well as 
organisations and agencies involved in the prevention and treatment of mental, psycho-neurological, 
contagious, cancer, and skin and venereal patients, addicts as well as HIV-infected and AIDS-afflicted 
persons. 

Note: Privatisation  stricti ions specified in 2.1.11,2.1.12,2.1.14,2.1.21 shall be applied only to 
enterprises (divisions) dealing directly with the operation and maintenance of the facilities and systems 
referred to therein. 

The Privatisation Manual Volume I1 Document A-2, Page 3 



OBJECTS AND ENTERPRISES TO BE PRTNATISED ONLY BY 
DECISION OF THE GOVERNMENT OF THE RUSSIAN 
FEDERATION OR THE GOVERNMENTS OF THE REPUBLICS 
WITHIN THE RUSSIAN FEDERATION (DEPENDING ON THE 
TYPE OF STATE OWNERSHIP) 

2.2.1. Facilities and enterprises producing and repairing any weapons systems and components, 
producing ammunition, cxplosivcs and Arcworks, as well as those engaged in research and 
development in the above fields. 

2.2.4. Specialised grain elevators, refrigerators, and storage facilities designed for permanent 
storage of state and mobilkation reserves and stocks. 

I 2.25. Extracting enterprises (excluding those producing raw materials under local authorities). 

2.2.6. Enterprises processing precious metal ores, precious and semi-precious gems, radioactive 
and rare earth products. 

2.2.7. Fuel and energy complex enterprises and associations (except for construction and 
construction-related enterprises) including electric power, coal, oil and gas producing and processing 
enterprises, export trans-shipment oil installations as well as oil installations of national and inter- 
regional importance. 

I 2.2.8. Commercial banks (to be privatised in accordance with a special procedure). 

2.2.9. Communications enterprises (except those within the "Rospechatn 11:tail network). 

2.2.10. Information and wireless agencies subordinate to the Press and Information Ministry of the 
Russian Federation. 

2.2.1 1. Social, cultural and entertainment facilities (health, education, culture and spom) facilities 
and agencies in federal ownership or in the state ownership of republics within the Russian Federation, 
irrespective of their departmental affiliation (excluding facilities owned by enterprises and 
organisations). 

2.2.12. Wholesale facilities sewicing the Far North or equal regions including rotation settlements. 

2.2.13. Foreign trade associations of the Foreign Economic Relations Ministry of the Russian 
Federation and other ministries and departments of the Russian Federation. 

2.2.14. Printing enterprises and printing houses. 
a 

I 2.2.15. State-owned sanatoriums and resorts. 
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Applications to privatise facilities and enterprises specified in Section 2 2  of this 
Programme shall be submitted to the territorial agencies of GKI of Russia to be forwarded to the State 
Committee of the Russian Federation for the Management of State Property of which the applicant 
must be notified. Decisions on applications shall be made by the Deputy Chairman of the Government 
of the Russian Federation at the submission of GIU of Russia and the relevant ministry. Decisions on 
such applications shall be made within one month of their being filed with the territorial agencies of 
GKI of Russia. 

This procedure shall be followed in relation to those facilities and enterprises xeferred to 
., , . :. . in .Se@on,2.2: .@t,cannot be. regarded. as .tho$e. within,.~e..smpe ~f.Sedon.2.1. ..of this hogrammc . ;.... .-: ... .. ... 

2.3. OBJECTS AND ENTERPRISES TO BE PRIVATISED 
EXCLUSIVELY BY A DECISION OF GKI OF RUSSIA TAKING 
INTO ACCOUNT THE OPINION OF SECTORAL MINISTRIES 

2.3.1. Enterprises in all sectors of national economy dominating at the federal or local level 
markets of products, works and services but not covered by Sections 2.1. and 2.2 of this Programme. 

2.3.2. Large enterprises (with more than 10,000 employees or a book value of fixed assets over 
150 million roubles as of January 1, 1992), not covered in Sections 2.1. and 2.2. 

2.3.3. Real estate and property being released as a result of reductions in the Amed Forces of 
the Russian Federation except weapons to be eliminated in accordance with the international 
obligations of the Russian Federation as well as the released property of the Security Ministry of the 
Russian Federation and the Ministry of the Interior of the Russian Federation. 

2.3.4. Railroad, air, maritime and river transport enterprises. 

2.3.5. Construction enteprises and enterprises of national importance producing construction 
materials and structures. 

2.3.6. State-owned cattle-breeding and horse-breeding plants, selection and hybridisation facilities, 
state seed inspectorates and laboratories testing the brands of agricultural crops, brand testing farms 
and grounds, farms breeding valuable and anadromous species of fish, State farms and animal farms. 

2.3.7. Higher and specialised secondary establishments. Research and design c e n m  as well as 
enterprises and establishments affiliated to the Russian Academy of Sciences, sectoral Academies, the 
Ministry of Health, and the Ministry of Sciences, Higher Education and Technological Policy of the 
Russian Federation, the Ministry of Education of 'the Russian Federation, Ministry of Environment and 
Natural Resources of the Russian Federation, and facilities of state research centres. 

2.3.8. Medical equipment facilities and enterprises (including pharmacology and production of 
biomedical medications) except those specified in Section 2.1.16 of this Programme. 

2.3.9. Enterprises producing alcohol, liquor, wine and tobacco products. 

2.3.10. Enterprises and agencies producing infant. food. 

2.3.11. Mobisation stocks (to be excluded from property of privatised enterprises). 

2.3.12. Petrochemical supply facilities. 
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2.3.13. Enterprises of folk crafts and art. 

Decisions on privatising facilities and enterprises covered in Section 2.3. of this Pmgramme 
shall be made by GKI of Russia. Ministries and departments of the Russian Federation shall provide 
their opinion on draft decisions upon its request. 

This procedure shall be followed in relation to those facilities and enterprises referred to 
in Section 2.3. that cannot be xegarded as those within the scope of Sections 2.1 and 22. of this 
Programme. 

:,: .... '..-.. .-: ..... (.,........ : .. ..:.. .,.. -.. . :.. : .... . :... . -. ,. ..., . ..8.,.', ,,,.:., ... i.:,. .. . : ..... : . .A.  :,,. : 3-.. .". . ,-. .:,... ' .. .: ;... ::.., . :. . ..: .... . . ...; ... ". :, , ,,' 
When enterprises and facilities tispecified in s&tions 2.2. and 2.3. above an privatised, GKI 

of Russia shall be entitled to keep controlling blocks of shares in federal ownership for a period of 
up to W e  years. 

2.4. OBJECTS AND ENTERPRISES TO BE PRIVATISED 
EXCLUSIVELY UNDER LOCAL PRIVATISATION 
PROGRAMMES 

2.4.1. Mass transit facilities (except taxis) and their maintenance and repair facilities. 

2.4.2. Bath houses and laundries. 

2.4.3. Funeral parlours except those referred to in 2.1.22 of this Programme. 

2.4.4. Refuse processing plants. 

2.45. Drugstores and pharmacies (subject to mandatory state licensing). 

2.4.6. Social, cultural and entertainment facilities (health, education, culture and sports) facilities 
and agencies regardless of their departmental affiliation (except those covered by 2.2.1 1 and facilities 
owned by enterprises and organisations). 

Decisions on privatising facilities and enterprises covered in Section 2.4 of this Programme 
shall be made by the relevant property management committees taking into account requirements of 
local privatisation programmes. 

Restrictions on privatisation established by this Programme shall be biding on all state 
authorities, government agencies and local self-government bodies. No additional restrictions of 
privatisation may be imposed by these said bodies. 

Privatisation of objects covered by the restrictions established by this Programme shall not 
be allowed without proper authorisation of appropriate bodies. 

Privatisation restrictions under Sections 22. and 2.3. and 2.4. shall not imply any -. 
prohibition to transform statehunicipally-owned enterprises into state/municipally-owned open-ended 
joint-stock companies. 

Sale and purchase, transfer, exchange of shares or parts thereof between legal entities with 
a 25 per cent or greater share of state or municipal capital in their charter capital shall not be allowed 
unless otherwise provided by the laws of the Russian Federation. 
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2.5. OBJECTS AND ENTERPRISES SUBJECT TO MANDATORY 
PRNATISATION 

Objects and enterprises most influencing the emergence and operation of a market 
infrasaucture in the eamomy of the Russian Fedemion, as well as objects and enterprises whose 
inefficient operation impedes the economic development of Russia and the emergence of a market shall 
be subject to mandatory privatisation. 

Such objects and enterprises are: 

.. I . , . . < .  . : 

I 
", ' ' ' '" " " .2;5;1:;1; " ' .  . .Whsle.'sr&e .md;kd'll .o &n'ter pris.&.te incIiiding diij~e;'imi'oIVeB .in '" ,: ; ,.' '... . , ., " . 

industrial goods, catering facilities and consumer services (including open departmental retail outlets, 
catering facilities and consumer services); 

2.5.2. Construction and construction materials producing facilities and enterprises (organisations); 

2.5.3. State agricultural objects and enterprises including poultry faxms (except State farms); 

2.5.4. Enterprises processing agricultural produce, servicing agriculture and producing industrial 
goods for this sector, 

2.5.5. Food processing and light industrial enterprises; 

2.5.6. Enterprises in all sectors of economy that operate at a loss except those specified in Section 
2.1 of this Programme; 

2.5.7. Halted projects and unfinished construction whose planned construction time has expired; 

2.5.8. Assets of enterprises liquidated with no succession rights; 

2.5.9. Road transport enterprises except those specified in 2.4.1. 

3. PRIVATISATION TARGETS SET BEFORE STATE 
AUTHORITIES 

3.1. Privatisation targets for 1992 set before republics within the Russian Federation are set forth 
in Table 1, those set before Territories, Regions, and the Cities of Moscow and StPetersburg are set 
forth in Table 2, those set before the Autonomous Region, Autonomous Districts are set forth in Table 
3. 

3.2. The targets are expressed as relative values (the share of privatised objects as percentage 
of the total number of objects in an industry that are subject to privatisation) and shall be the necessary 
minimum to be incorporated in local privatisation programmes. 

- - 
Targets for privatisation of enterprises specified in 2.5.6 and 2.5.7 shall not be established. 

3.3. Committees for the Management of State Property of the republics within the Russian 
Federation, the Autonomous Region, Autonomous Districts Territories, Regions, the Cities of Moscow 
and St. Petersburg shall draft local programmes based on the targets of this Programme and shall make 
projections for expected proceeds of privatisation. 
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Privatisation pmgrarnmes approved by appropriate Councils of People's Deputies shall be 
submitted to GKI of Russia. 

The Chairmen of Councils of People's Deputies, Heads of Administrations, Chairmen of 
Gas and Chairmen of Property Fbds at all levels sbail be held personally responsible for ensuring 
that the targets set in this Programme are met. 

4. RULES OF ALLOCATION OF PRIVATISATION PROCEEDS IN 
1992 AND PROJECTIONS FOR SUCH PROCEEDS - 1992-1994 

........ ... ,., .. .; . ...,... ......... ,, >.<... ... ; : ............ > . : . ... : .... :.. +., ............... .. >.: '... ^ .-. ........ .E i.. ..'. ::: ,. .:...: - . .:.: ..", . . .  ;.-.-.... . .  
>.'. ,>  .:. : 

4.1 State/municipally-owned enterprises shall be privatised ip 1992-1994 both on a 
remunerative and non-remunerative basis. 

The projections of privatisation proceeds for enterprises to be piivatised on a remunerative 
basis in 1992 presented as desegregated by indusaies in Table 4, have been calculated on the basis 
of effective demand for objects of privatisation in various industries and regions of the Russian 
Federation and will amount to 72 biion roubles, including: 

- 15 billion roubles from personal savings of the population; 

- 32 billion roubles from enterprises' economic incentives funds 

- 15 billion roubles from the funds of enterprises recognised as buyers under the Law of 
the Russian Federation On Privatisation of State/Municipally-Owned Enterprises in the RSFSR 

- 10 billion roubles from foreign investors. 

Additional effective demand of the population will be provided in the fourth quarter of 
1992 through the introduction of personal privatisation accounts (privatisation vouchers). 

4.2. The projection of proceeds from privatisation in 1993 - 1994 is based on the effective 
demand for privatisation objects in various sectors and regions. Proceeds will amount to 350 biion 
roubles in 1993; 470 billion roubles in 1994. 

Individual privatisation accounts and privatisation funds of enterprises shall be the major 
source for the purchase of privatised objects. 

4.3. Proceeds of privatisation shall be allocated to appropriate budgets and management bodies 
in accordance with the rates shown in Table. 

The allocation shall be valid after payments to the employees of privatised enterprises in 
accordance with the procedure established by the Programme. 

4.4. The Government of the Russian Federation shall have the right to adjust the privatisation 
targets (upon consent of the republics within the Russian Federation) and rates of allocation of - - 
privatisation proceeds taking into account the state of the financial system of the Russian Federation 
and the situation on the property market. 

4.5. No proceeds of privatisation shall be subject to taxation 
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4.6. The property management committees and property funds at all levels shall be exempt from 
all taxes. 

4.7. State duties shall not be levied on any privatisation transactions. 

5. METHODS OF PRIVATISATION AND PRIVATISATION 

I BENEFITS TO BE GRANTED ITV 1992 

5.1. A specific method for the privatisation of enterprises shall be selected by ,an appropriate 
.,-.. - , .:. .: ,,-. . ,-. ., , :.. mmi#ee. for ,&. -ent,..ilf. - .pipew ,.Nde:d. .bjr.'fhe'.mdE 'bf -w*& -perf0&eed'.bjr..a. .: ' ';"" ' ' '"' 

I privatisation commission in accordance with the requirements of the Law of the Russian Federation 
on Privatisation of State/Municipally-Owned Enterprises in the Russian Federation, the State and local 
privatisation programmes, regulations issued by GKI of Russia and taking into account the opinion 

I of the workers' collective of the enterprise subject to privatisatia 

Formation of closed joint-stock companies as a result of transformation of 
state/municipally-owned enterprises shall not be allowed. 

Formation of joint-stock companies (including holding companies) on the basis of concerns, 
leagues, agglomerations or other associations of enterprises comprising state/municipally-owned 
enterprises shall not be allowed except for the cases when their organisational and legal form made 
to conform with the laws of the Russian Federation 

I Property contributions made by statehnunicipally-owned enterprises to the charter capital 
of enterprises in any organisational or legal forms including associations of enterprises shall be deemed 

I 
state/municipalIy-owned. Such contributions by enterprises shall be allowed only when duly authorised 
by the appropriate pmperty management committees while their sale or other alienation shall be 
allowed only in accordance with the privatisation laws of the Russian Federation. 

Formation of enterprises in any organisational and legal forms by associations of 
state/municipally-owned enterprises as well as by state authorities and local self government bodies 
shall not be allowed with the exception being committees for management of property and property 
funds acting within their competence as defined by the laws of the Russian Federation. 

The successors of the above legal entities as founders and partners (shareholders) of 
previously formed enterprises shall be solely the appropriate property funds. 

Decisions on separating structural units from enterprises in the course of their privatisation 
shall be made by appropriate committees for the management of property taking into account 
requirements of the Anti-Trust Law of the Russian Federation, in which case no consent of the 
workers' collective of the enterprise concerned shall be required. If the units are transformed into open 
joint-stock companies when they are separated, the managers of these units shall be fully entitled to 
benefits and advantages envisaged by 5.4 of the Programme. 

5.2. All state/municipally-owned enterprises shall be divided into three categories depending on - 
the method of privatisation used: 

- Small-scale enterprises (with an average work force of up to 200 employees and book 
value of fixed capital less than 1 million roubles as of January 1, 1992) shall be sold at auctionftenders 
in accordance with the requirements hereof; 
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. - Enteprises with an average work force of more than 1,000 employees or a book value 

I of fixed capital of more than 50 million roubles as of January 1, 1992 shall be privatised by being 
transformed into open joint-stock companies; 

I - The remaining enterprises may be privatised by any of the methods established hereby. 
- 

5.3. The following privatisation methods under this Programme shall be used in 1992: 

I - sale of shares of open-end joint-stock companies; sale of enterprises at auctions; 

. .,.,,- ..,. . - sale of ewvrlSes,ugh .06weMal 'te'tetidefi'fi'C* th6j:e 'Fcrith .chiM curiibef .& .'I " " ' ' ': : 

bidders); sale of enterprises though non-commercial investment tenders (imvment bidding); sale of 
property (assets) of enterprises being liquidated and already liquidated; buy-out of mted assets. 

5.4. If shares of open joint-stock companies formed by state/municipally-owned 
enterprises (including those tmsformed previously into closed joint-stock companies) are sold, one 
of the following options for the granting of benefits to members of the worker's collective of the 
enterprise subject to privatisation shall be used at the suggestion of the workers' collective with the . . 
benefits covering: 

- employees whose principal job is at the enterprise; 

- people who are entitled to be re-employed by the enterprise under the law of the Russian 
Federation: and 

- pensioners who retired from the enteqkise or former workers of enterprise who have 
worked at the privatised enteIprise not less than for 10 years in the case of men and 7 years and 6 
months in the case of women and were discharged voluntarily or as a result of staff cuts; 

- persons discharged from this enterprise as a result of staff cuts after January 1,1992 and 
registered as unemployed. 

Option 1: 

All employees of the enterprise subject to privatisation shall be given free of charge as a 
one-off benefit inscribed prefened (non-voting) shares representing 25% of the charter capital but not 
more than 20 minimum monthly wages established by law for one employee; 

common shares representing up to 10% of the charter capital but not more than 6 monthly 
wages established by law for one employee shall be sold by subscription to employees at a 30% 
discount of their face value and with deferred payment for a period of 3 years, with the down payment 
not less than 15% of the face value of the sham; 

administrative officers of the privatised enterprise (director, deputy directors, chief engineer, 
chief accountant) shall be granted an option to buy common shares at their face value, but the total 
amount received by all the above mentioned administrative officers shall not exceed 5 % of the charter 
capital or 2000 minimum monthly wages established by law for one employee. 

Option 2: 

All employees of the privatised enterprise shall be granted the right to buy common 
(voting) shares representing 51 % of the charter capital. In this event: 

The Privatisation Manual Volume I1 Document A-2, Page 10 



v 

I - neither a free-of-charge transfer of shares nor a concessionary sale of shares shall be 
allowed; 

- the puchase price of the shares shall be determined according to the regulations issued 
by GKI of Russia; 

- when transfomipg state/municipally-owned enterprises into joint-stock companies, 

I p r o ~ r t y  management committees may, at the request of the management of the enterprise subject to 
privatisation and upon agreement of the work collective, grant personally to employees of enteqrises 
making part of a single technological ,complex with the enterprise gbject to privatisation, the right to. ..._., .... .+ ... ... . :.. .: 

> . , : . , . , ,  . ' ' paiii:Cipaie in a.c* 6d..hbs3ptiii iih .fo-r. .* .'&-G &-&-& & e.&lpnse &'6j-ea 
to privatisation; 

- the total number of shares subject to the sale to employees of the transformed enterprise 
and to employees of enterprises making part of a single technological complex therewith may not 
exceed 51 per cent of the charter capital of the joint-stock company. 

Option 3: 

If a group of employees of an enterprise makes a commitment to carry out the privatisation 
plan of the enterprise and to avoid its bankruptcy, obtaining the agreement of the general meeting of 
the workers' collective to sign the appropriate agreement for a period of no more than one year (with 
no right of renewal), the members of such group shall be granted an option to buy, after the said 
agreement expires and its terms are carried out, 20 per cent of the charter capital in common shares 
of the enterprise at their face value. If the group fails to comply with the terms of the agreement, the 
right (option) shall be lost and the shares shall be sold under the established procedure. 

The group shall be entitled to a vote equal to the 20 per cent voting power of the shares 
held by the appropriate property fund for the duration of the agreement. 

Option 3 may be used only at enterprises with a work force of up to 200 employees and 
a book value of fixed assets from 1 million to 50 million roubles. 

The privatisation plan shall include the terms of the agreement that must be signed between 
the said group and the appmpriate property fund. The agreement shall specify the obligations of the 
group members and the limits of Meir liabiity by the property they privately own (contributed as 
collateral) to the value of no less than 200 minimum monthly wages established by law of the Russian 
Federation for each member of the group. 

When this option is used, common shares making up 20 per cent of the charter capital but 
not to excess of 20 minimum monthly wages established by law of the Russian Federation for one 
employee shall be sold to all employees of the enterprise (including the members of the group) at a 
discount of 30 per cent of their face value and under a 3-year deferred payment schedule. 

In this case the down payment shall be of no less than 15 per cent of the face value of the 
shares. 

The decision to choose Option 2 or 3 shall be made by a general meeting of the workers' 
collective or certified by the signatures of the members of such collective. The decision shall be valid 
if voted for (signed) by at least 213 of the employees of the enterprise. In the absence of such a 
decision, benefits shall be granted under Option 1. 
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. 
Under either option 10 per cent of proceeds fFom the sale of shares (except for shares sold 

to the memkxs of the workers' collective of the privatised enterprise) shall k remitted to personal 
privatisation accounts of the enterpdse's employees. 

The procedure of free distribution of shares (under Option 1) as well as of distribution and 
transfer of proceeds to the employees' personal privatisation accounts shall be defined by the general 
meeting of the workers' collective. 

Shares shall be sold to the employees of the enterprise within the benefits granted hereby 
. . through close! su&cr!pti~n. in .ay* .wifhr~~..~egul&o~,toto.be~ .qp.~loved..bx.G!?. of.~Russi%Jf ,. .V ., i. . ;... ' -..;,:. ' .i . . ;.: .... . ..< .. . .'.'.. . . . .. . . . 

the amount of the subscription exceeds the level envisaged in the option used, the privatisation 
commission of the enterprise shall decrease the shares of all employees in- an equal proportion in order 
to comply with this restriction. 

Shares bought or obtained free of charge under procedures mentioned above or acquired 
on other terms under the Regulation on the sale of stock to be apprwed by GICI of Russia may be sold 
by shareholders without any restrictions. 

5.5. The sale at an auction shall mean the pmhase of privatisation objects by legal entities and 
individuals for private ownership in open bidding when the buyers are not obliged to meet any 
requirements with respect to the object of privatisation. 

The property right in this case shall be transferred to the buyer who offered the maximum 
price in the bidding. 

In this event employees of the enterprise subject to privatisation as well as persons 
discharged from that enterprise as a result of staff cuts after January 1, 1992 and registered as 
unemployed, who have not obtained the ownership rights as a result of the auction, shall receive up 
to 30 per cent of the purchase price of the enterprise but not more than 20 minimum monthly salaries 
established by law of the Russian Federation for one employee. 

5.6. The sale at a tender (commercial or non-commexcial investment tender) shall mean the 
purchase of privatisation objects by legal entities and individuals for private ownership in the cases 
when buyers are obliged to meet certain of the following requirements with respect to the privatisation 
object (such as continuing sale of certain products or pupose of the object, pmrving a certain 
number of jobs, financing of the social sector, preserving certain investment levels, etc.). 

In this event employees of the enterprise subject to privatisation as well as persons 
discharged from that enterprise as a ~ s u l t  of staff cuts after January 1, 1992 and registered as 
unemployed, shall receive up to 20 per cent of the purchase price of the object but not more than 15 
minimum monthly salaries established by law for one employee. 

The commercial tender may be held as open bidding or closed tender. 

The right to purchase the object of privatisation shall be granted to the buyer who offered the 
maximum price at the commercial tender. 
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I :  
The sale through commezcial tender with a restricted number of bidders shall be allowed 

(in accordance with the local privatisation pm&rammes) to privatise trade, catering and customer 
service facilities, upstream ap-pmcessing ente~prises, as well as production and maintenance 
enterprises servicing agriculme located in nUai areas and bwnships; in the Extreme North or 

I equivalent areas. Only employees of such privatised enterprises, local residents and persons expelled 
from the area (including those outside of the Russian Federation) during mass repressions may bid at 
such tenders. 

I Non-commercial investment tenden shall be held to sell tmtebunicipally-owned enterprises 
when the buyer is required to cany out an investment programme. In this case the right of ownership 

I 
:. . - ., , ., -. . >. ., . , , ,., .:be :* .U, the .bh9a.*se. .propotd .m the ,ci.ifei.. .&Wli'&ed- bj ae: .$riv'g&a'tio.2: . . " -'. ' : " " ' "' 

plan. 

A regulation on investment tenders shall be approved by GKIof Russia. 

When state/municipally-owned enterprises (as well as assets of liquidated enterprises) are 
sold at a tender or auction to a partnership (joint-stock company) comprising at least l/3 of the 
employees of the privatised enterprise (unit), or purchased (except for buy out sibuations), such 
partnership or joint-stock company shall be entitled to a discount of 30 per cent of the purchase price 
and a deferred payment plan for a term of 3 years. The size of the down payment must be at least 25% 
of the purchase price. 

5.7. Individuals and legal entities winning the ownership of privatised state/municipally-owned 
enterprises at an auction/tender shall have the right to sign long term (at least 15 years) lease contracts 
for the statelmunicipal non-residential premises, buildings and m c m s  occupied by those enterprises 
but not making part of the acquired assets, as well as the right to acquire for ownenhip the said 
premises, buildings and structures (not earlier than one year after the contract of purchase and sale of 
the enterprise enters into force) as well as land occupied by those enterprises under the procedure 
established by the Government of the Russian Federation Any changes in the terms as compared to 
the lease contracts previously signed by those enterprises shall be allowed only by agreement of the 
parties, unless otherwise provided by the contract. 

5.8. Should an individual or a legal entity recognised as buyer under Article 9 of the Law of 
the Russian Federation On Privatisation of State/Municipally-Owned Enterprises in the RSFSR be the 
only bidder at an auction or tender, the enterprise shall be sold to the said individual or entity at a 
price determined under the procedwe established by GKI of Russia. The enterprise shall be sold within 
two weeks of the auction/tender by the relevant property fund Employees of the enterprise who have 
become the buyer shall not be granted benefits in case of such a sale. 

5.9. The property (assets) of enterprises liquidated or subject to liquidation shall be sold 
exclusively at auctions. 

In this event employees of the enterprise as well as persons discharged from that enterprise 
as a result of staff cuts after January 1,1992 and registered as unemployed, shall be paid up to 30 per 
cent of the purchase price of the property (assets) but not more than 20 minimum monthly wages 
established by law of the Russian Federation per one employee. 

5.10. Rented statefmunicipally-owned property may be privatised by various methods depending 
on whether the right to a buy-out is envisaged in the relevant contract on the consent of the workers' 
collective of the rented enterprise approved by at least one half of members of that collective. 
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I 
Leaseholders who have the right to a buy-out under their lease contracts shall exercise this 

right as follows: 

- in accomlance with the lease contract entered into before the Law of the Russian 
Federation On hivatisation of StaWlvIunicipally-Owned Enterprises in the RSFSR came into force if 
the amount, terms, procedure and other conditions of a buy-out were established by the lease contract; 

I - w u g h  the transformation i f  the enterprise operating on the basis of'lease of 
statdmunicipal pmperty into an open joint-stock company with the right of priority buy-out of shares 
by the leaseholders, by the local Soviet of People's Deputies. 

,,, , ,. . , , %,,..,., .,.,. .:.z,.=, ,. -.,; :... :? ..;.: '. ... ..; ...., : :, ......, .: :: :.....; ..',.....,.., ; ,..? ..., . +  - , - .. .:.: ... ;., :,.!. .:r ...;. . . . :;.' ... ; :. - .  :"..5: - .  8 - .  ..- .-:: ;: ..-.... :'. '.;. .;:' "-.--:.' 

I ' The collective of a structural division within wholesale and retail enterprise, catering 
facilities and consumer services operating under a lease contract envisaging a right to buy-out shall 
have the right, if it decides to transform into an independent enterprise, to buy out a share of 
state/municipal property proportionate to its share in the total production marketing of products, works 
and services, at a 30 per cent discount to the value stipulated in the lease contract. 

Provisions of this paragraph shall cover leased enterprises and co-operatives only provided 
they are transformed into an appropriate organisational and legal form required by the law of the 
Russia. Federation. 

5.11. The right of buy-out of leased property shall be granted to partnerships formed by the 
workers' collectives of divisions separated from enterprises formed by workers' collectives of 
state/municip& enterprises before the entry into force of the Law of the Russian Federation On 
Privatisation of Stat4Municipally-Owned Enterprises in the RSFSR on the basis of lease of assets of 
those enterprises, that do not have such a right under the lease contract. 

In these cases the said partnership shall also be granted the priority right of long tern lease 
(for a texm of at least 15 years) of state/municipally-owned non-residential premises, buildings and 
structures occupied by them as well as the right to buy them for ownership but not earlier than after 
one year since the rented property was bought out under the pmcedure to be established by GKI of 
Russia 

5.12. In 1992 state/municipally-owned enterprises (regardless of restrictions imposed on their 
privatisation) may set up, at the expense of remaining economic incentive and profit funds, a 
privatisation fund with personal privatisation accounts to be opened for employees. Funds rernit&ed to 
the personal privatisation accounts shall not be subject to taxation 

In 1992 all remaining economic incentive funds as of January 1, 1992, and up to 50 per 
cent of actual profits retained by the enterprise after taxes and other mandatory payments may be 
remitted to the privatisation fund. The following assets may not be transferred to the privatisation fund: 
- profits made by selling fixed capital of the enterprises and depreciation allowances. 

Once state/municipalQ-owned enterprises are privatised, funds transferred to personal 
privatisation accounts shall be left at the disposal of employees. Should an employee be dismissed, . - 
those funds may be transferred at his or her request to privatisation account. 

The right to ownership of the funds transferred to a personal privatisation account of the 
employee may be transferred to other persons by way of inheritance or gift, Funds from 
personal privatisation accounts may only be used by employees to buy any state/municipally-owned 
assets in the course of pnvatisation. 
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5.13. For the purposes of protecting the interests of employees of enteqrises subject to 
privatisation, from the decision of the workers' collective to file an application for privatisation of the 
stateJmunicipally-owned enterprise or a division thereof or from the filing of application by another 
individual or legal entity and d the date when the property right of the buyer is seated (the first 
meeting of shareholders is held) it shall not be permissible to: 

- reorganise, liquidate or restru~tu~e the enterp*,. 

- alter or terminattt previously signed contracts for the lease of premises, buildings, and 
. . . . . . . . .  .:..... .. . .... .... . . . .  .............. . ... . . . . . . . .  stnmures occupied by the wcp*; ; ,: ..: .:. > ,::, > : - .:., : + <: :..:. ,: .,, ......... I . . . . .  , ... .. .>.. ... :- ................ . . . .  . . 

- without permission from an appropriate property management committee. 

Any changes in the staff schedule or staff cuts shall not be permitted during this period 
without the agreement of the workers' collective of the enterprise or a division thereof. 

5.14. In 1992 the following additional benefits shall be granted in the course of privatisation of 
statelmunicipally-owned enterprises: 

- A partnership set up by employees of the enterprise where the number of disabled persons 
exceeds 50 per cent of the total number of employees shall have the priority right to buy their 
enterprise at the residual value thereof; if the ratio of disabled persons employed is less than 50 per 
cent but more than 10 per cent of the total number of employees, the terms of sale of the enterprise 
must include the commitment by the buyer to preserve the number of jobs reserved for disabled 
persons by the privatisation plan and to provide special working conditions for them; 

- A partnership set up by at least 2/3 of the employees of statelmunicipally-owned 
enterprises engaged in traditional crafts and trades of peoples of the Extreme North (provided that at 
least 50 per cent of the members of the partnership are members of small ethnic groups indigenous 
to the area concerned) and engaged in traditional arts shall have the priority right to purchase the 
enterprise at the residual value; 

- When privatisiig mining enterprises located in the Extreme North or equivalent, the 
benefits and advantages envisaged hereby for the members of their workers' collectives shall also 
cover former employees of those enterprises who have worked there for at least five years and the 
members of gold-mining teams leasing property of those enterprises who have worked there for at least 
five seasons; 

- When privatising enterprises involved in the upstream ago-processing in the logistical 
support of agricultural pmduction, shares may be sold through a closed subscription to agricultural 
producers in the temtory of the relevant republic within the Russian Federation (autonomous region, 
autonomous district, territory, region) recognised as buyers under the Law of the Russian Federation 
On Privatisation of State/Municipally-Owned Enterprises in .the Russian Federation. 

6. TERMS OF LENDING FOR PRIVATISATION PURPOSES IN 1992 

Commercial banks of the Russian Federation and foreign banks may finance privatisation 
transactions on commercial terms without restrictions. 

The Cennal Bank of the Russian Federation shall not provide cmlits for these purposes. 
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Local privatisation programmes may envisage allocation of credits for these purposes out 
of the fimds at the disposal of the Soviets of People's Deputies concerned. 

7. USE OF INDMDUAL PRIVATISATION ACCOUNTS IN 1992 

7.1. A system of individual privatisation a~~0unt4vouchers shall be introduced no later than 
~ovember 1, 1992. The Government of the Russian Federation shall submit the total amount to be 
transferred to individual privatisation accounts (allocated by vouchers) as well as the payment to each 

- .:.; : ;.. . cWzen .fat. the, appmval-A$ the.Supme Soviet .of the Russian~Federntion:no~.later than one month- % .- 
before the start of payments under the individual privatisation account/vouchers scheme. 

7.2. For the purposes of sewicing the circulation and distribution of funds on individual. 
privatisation accounthouchers, the committees for the management of state-property at all levels shall 
set up and promote the setting up of financial institutions (investment companies, funds, etc.) to ensure 
that the business community is broadly involved in these financial institutions. 

7.3. GKI of Russia and local committees for the management of state property shall complete 
before September 1, 1992, the transformation of enterprises the book value of whose fixed capital 
exceeded 50 million roubles as of January 1, 1992, except those whose privatisation is not allowed 
under Section 2.1 hereof, into open joint-stock companies for the purposes of providing to citizens the 
opportunity of buying assets to be privatised using their individual privatisation accounthouchers. For 
these puIposes, the managers of such enterprises shall be wqonsible for drafting constituent 
documents of open joint-stock companies and their privatisation plans based on requirements of the 
Law of the Russian Federation On Privatisation of State/Municipally-Owned Enterprises in the Russian 
Federation, this Programme and the standard documents appmved by the Government of the Russian 
Federation. The draft plans shall be submitted by enterprise manages, upon agreement of the working 
collective, to appropriate property management committees before September 1, 1992. 

8. USE OF FOREIGN INVESTMENTS 

8.1. Foreign investments may be used for privatisation of state/municipally-owned enterprises 
on the following terns: 

- Foreign investors may participate in auction, tender or investment bidding. In transactions 
with foreign investors, only appropriate committees for the management of state property may act as 
sellers of property subject to privatisation; 

- If the foreign investor is the sole participant in the auction or commercial or investment 
tender, the enterprise concerned may be sold to such investor. In this event special valiuation of the 
assets of the enterprise shall be conducted according to the methods approved by GKI of Russia; 

- Foreign investors shall be allowed to take part in the privatisation of enterprises and 
facilities of, public catering and consumer services, as well as small-scale (with the average work force 
of no more than 200 employees or the book value of up to 1 million roubles as of January 1, 1992) 
of industry, consauction and road transport only at the decision of local authorities or bodies duly 
authorised by them; 
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- Decisions to allow foreign investors to participate in the privatisation of enterprises and 
facilities of the fuel and energy complex, ente~prises producing and processing precious metal ores, 
precious and semi-precious stones, precious metals, radioactive and rare-earth products, shall be made 
by the Govermna of tfie Russian F e d d m  or the Governments of republics within the Russian 
Federation (depending on the type of state property) at the time when a decision is made to allow 
privatisation of such facilities and enterprises. 

I No other restrictions on foreign participation in privatisation shall be imposed. 

. , ,. . .. .. .... . ... : :, ., . . ..8.A , . , .. .., M.utualpayr~le,~ under transactiom..dth foteign,invators.~.be..made .in the~.cmmcy. ,. - , ;.:. . . ,:.. . .. . . 

of the Russian Federation taken from special bank accounts to be opened in accordance with the laws 
of the Russian Federation. 

8.3. Foreign individuals not registered as entrepreneurs in their respective c o d e s  of origin 
shall be recognised as foreign investors with respect to their participation in privatisation 

9. MUTUAL RELATIONS BETWEEN STATE PRIVATISATION 
BODIES, AND THEIR RELATIONS WITH OTHER STATE 
AUTHORITIES AND BUDGETS OF ALL LEVELS 

9.1. Appropriate property funds shall be the sellers of statefmunicipally-owned enterprises and 
other statehunicipally-owned assets. 

When the Government of the Russian Federation and GKI of Russia make a privatisation 
decision delegated to their competence'by this Programme, they shall represent the interest of the 
autonomous region, autonomous districts, the territories, regions, the Cities of Moscow and 
SLPetersburg and ensure their protection. 

Standing commissions of the Soviets of People's Deputies concerned shall supervise the 
fulfilment and validity of privatisation transactions. 

In regions where property funds (offices of the Russian Federal Property Fund) have not 
been set up, all their functions shall be performed, at the request of the Soviets of People's Deputies 
concerned Russian Federal Property Fund, by appropriate property management committees. 

9.2. Powers delegated by the appropriate property management committee to a ministry, 
department, or a local administration body shall expire when the decision is taken to privatise the 
enterprise concerned. 

9.3. The ministries and departments of the Russian Federation shall develop their 
recommendations regarding the specific situation in their sector to be taken into consideration in the 
course of privatisation and exercising proprietary powers and submit such recommendations to GKI 
of Russia, upon obtaining the consent of the State Committee of the Russian Federation on Anti-Trust 
Policies and the Support of New Economic Ventures. . - 
9.4. In order for the property funds at different levels to exercise their proprietary powers at 
shareholder meetings of joint-stock companies where controlling blocks'of shares were reserved for 
the state, they may use as proxies representatives of appropriate ministries and departments of the 
Russian Federation and managers of enterprises. 
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10. THE SETTING UP O F  AD HOC F'INANCIAL FUNDS USING 
PRIVATKSATION PROCEEDS 

10.1. Privatisation pmxeds shall be undelstood to include all cash revenues from the sale of 
objects of privatisation as well as other revenues obtained in the course of privatisation (including 
registration fees, deposits, etc.). 

I b i v i d d s  and lease payments obtained by hmds and property management 
committees shall not be considered proceeds of privatisation and shall be transferred to special 
accounts minus bank lransation fees. 

. ... - *.- . , , ; ,  ,,-,, .; ,,. .,,,..; , ,.., ,,,-, . .,:.., ............ .. .. , .. .. ,. -.,. ::. -.: ;,. . . . .... ,;; .;....,.A ;...;.. , . ,', ...J ..p -. .,:.: .... .. :.. ...., i.. '.. .-. .."'.. . .:> :. ..-' .'. :.'. ." .'".:' .- .' : . *' : 'i.-.:-'" 

10.2. Privatisation proceeds, except for funds on individual privatisation accounts/vouchers, 
received by appropriate soviets of People's Deputies in accordance with the rates established hereby, 

I shall be set aside to establish the following ad hoc funds: 

- social safety nets for the population; 

I - implementation of environmental projects; 

- demonopolisation and restructuring; 

- development of social and civil engineering infrastructures of cities and regions as well 
as covering budget deficits. 

Proceeds from privatisation of federal propeny under the operational command of the 
Armed Forces of the Russian Federation, the Security Ministry of the Russian Federation and the 
Ministry of the Interior of the Russian Federation shall be used to set up a fund for the social 
protection of servicemen. 

10.3. The procedure for the setting up of such funds, amounts of money to be remitted for such 
purposes and the manner of expendin& shall be determined by the appropriate Soviets of People's 
Deputies. 

11. REQUIREMENTS FOR LOCAL PRIVATISATION 
PROGRAMMES 

1 1.1. Local privatisation programmes shall be developed by committees for the management of 
property of the constituent republics of the Russian Federation, autonomous region and autonomous 
districts, temtories, regions, cities (except for towns below district-level centres), districts (except for 
city districts) and shall be approved by appropriate Soviets of People's Deputies which shall be entitled 
to assign privatisation-related tasks to government authorities and management bodies (local self- 
governing bodies) subordinate to them in accordance with this Programme. 

11.2. Local privatisation programmes shall be developed amended in compliance with the 
requirement hereof and approved not later than one month after the publication of this Programme. 
Then the local programmes shall be published in the press of appropriate Soviets of People's Deputies 
and submitted to GKI of Russia. 

The Privatisation Manual Volume II Document A-2, Page 18 
$9 qv 
$d 



11.3. Local privatisation programmes shall be approved for a period of one year and shall meet 
the following biding requirements: 

- not to be inconsistent with this, not to contain proposals on the privatisation of objects 
not subject to privatisation or subject to restrictions (except for Section 2.4) in accordance with this 
Programme, not to impose additional mtrictions on privatisation of facilities and enterprises; 

- to meet.fu2ly the binding requirements and objectives set by this Programme; 

- to contain lists of specific objects groups of objects subject to mandatory privatisation for 
..,. &.purposes.&. achieving targets ,and.mR- . . o ; ~ j e ~ V e ~ , l l ~ d & ~  ~ s ' ~ g & & z  I .. . :";-." ' ' - ' 

- to contain projections for expected proceeds from privatisation, the procedure and options 
for their use; 

- to contain a list of privatisation-related restrictions to be imposed under paragraph 2.4. 
of this Programme; 

- to envisage specific measures aimed at countering monopolies and providing a 
competitive environment, at using these ad hoc funds and foreign investments for these purposes. 

11.4. Committees for the management of property of republics within the Russian Federation, 
of the autonomous region, autonomous districts, territories, regions, cities and districts may make 
amendments to local privatisation programmes with the consent of the appropriate Supreme Soviets 
and the Soviets of People's Deputies. 

1 1.5. Forms and terms of submitting reports on the achievement of targets set by this Programme 
shall be established jointly by GKI of Russia and the Russian Federal Property Fund upon agreement 
with the State Statistics Committee of the Russian Federation. 

11.6. Chairmen of the local Soviets of People's Deputies and properly funds, heads of 
administrations and chairmen of local committees for the management of property shall be responsible 
for the implementation of local privatisation programmes. 

11.7. GKI of Russia shall supervise the implementation of local privatisation programmes. 
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Document A-7 

LAW OF THE RSFSR ON 'FOREIGN IN THE RSF'SR' 
N0.1534, BATED APRIL 7,1991 

This Law defines the legal and economic funds for the investment of foreign capital on the 
territory of the RSFSR, and is aimed at attracting and efticiently using in the Russian Federation's 

.. .... . . .. , .., . : . .. .; eqnggy,wW.and. fipapdal .rwowcesI. adyanced..machimy-and.equi.~ and technologiec.:and - . ,.-: .-. .-... ...: 1.: - . 

''I - 
managerial know-how from foreign countries. 

The provisions of this Law are in .force on the territory of the RSFSR and apply to all 
foreign investors and enterprises wi& foreign investments. 

I CHAPTER L GENERAL PROVISIONS 

ARTICLE 1. FOREIGN INVESTORS 

I Foreign investors in the RSFSR may be: 

- foreign legal entities, including, in particular, any companies, firms, enterprises, 
organisations or associations set up and legally empowered to make investments in accordance with 
the legislation of the country where they are located; 

- aliens, stateiess persons and Soviet citizens domiciled abroad, provided they have been 
registered for the purpose of conducting economic activity in the country of their citizenship of 
permanent residence; 

- foreign states; 

- international organisations. 

I ARTICLE 2. FOREIGN INVESTMENTS 

Foreign investments shall be all types of material and intellectual values placed by foreign 
investors in objects of entrepreneurial and other types of activity with the aim of deriving a profit (or 
an income). 

I ARTICLE 3. INVESTMENT OF FOREIGN CAPITAL 

Foreign investors shall have the right to make investments on RSFSR territory by: 

- holding shares in enterprises set up jointly with legal entities and citizens of the RSFSR 
and other Union republics; 

- setting up enterprises that will wholly belong to foreign investors, and also subsidiaries 
of foreign legal entities; 

Q. 
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- acquiring enterprises,property complexes, buildings and otherstnrchms; participating and 
holding shares in enterprises, owning bonds and other securities; and also other property which, under 
the legislation in force on RSFSR tenitory, may belong to foreign investors; 

I - acquiring rights to use land and other natural resources; 

. - acquiring. other property rights; . . 

I ' . . - engaging in other investma-dated activities that are not prohibited by the legislation 
.. .. ... ..: . ,.. :. ,, .. . : ,,...,; .. .. in,f?~:cq 0~ RSFsR.tqitoxy, W U ~ .  the, grmbg .ofbans, .credits, property.and.pmpertiV,dghts. ...> .---..- - .:... -. -- 
'I. USSR cunency shall be used by foreign investors to make mvestments according to the 

procedure and under the .terms prescribed by the legislation in force on RSFSR territory. 

ARTICLE 4. OBJECTS OF FOREIGN INVESTMENT 

The objects of foreign investment of RSFSR tenitory may be any objects that are not 
legislatively prohiited with wspect to making such investments. They may include: 

- newly formed and modemised fixed and current assets in all sectors and spheres of the 
national economy; 

- securities; 
- money deposits for specific purposes; 

- scientific and technical products; 

I - rights to intellectual values; 

I 
ARTICLE 5. LEGAL REGULATION OF FOREIGN INVESTMENTS IN THE 

RSFSR 

Relationships connected with foreign investments in the RSFSR shall be regulated by the 
present Law, and also by other legislative acts and international treaties effective on RSFSR territory. 
When! the rules laid down by an international mty effective on RSFSR territory differ from those 
prescribed by legislative acts of the RSFSR, the rules of the international treaty shall be applied. 
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CHAPTER II. 

ARTICLE 6. 

STATE GUARANTEES OF THE PROTECTION OF FOREIGN 
INVESTMENTS 

THE LEGAL REGIME GOVERNING FOREIGN INVESTMENTS 

Foreign investments made on RSFSR tenitory shall enjoy full and unconditional legal 
protection, which shall be. guaranteed by the present Law, ,&. by. .other legislative acts and . . . 

I international treaties in force on RSFSR territory. The legal regime governing foreign investments and 
-. the investment activity of foreign businessmen shall not be less favourable than the regime established 

for the ~ r o ~ ~ . ~ ! q p e r t y  . .. fights .:. - .. and :. ... . .Westmat. . -. ..... LC: ,. .. ..... activity .. ..... . j@p!..@q.es. a. @@? of$??. .Rs.~%.... . .... _. ... . .+ %: :. .'. . .-,. . - . , ... .% .. * :. , - . , ,.. .-.-: ,.. , . .,. , 

except for 'the cases envisaged by the present Law. 

ARTI[CLE 7. GUARANTEES AGAINST CONFISCATION, AND ALSO 
AGAINST ILLEGAL ACTIONS ON THE PART OF STATE 
BODIES AND THEIR OFEICIALS 

1. Foreign investments in the RSFSR shall not be subject to nationalisation, requisition or 
confiscation, except for the emergency cases envisaged by legislative acts, when such measures shall 
be taken in the public interests. In cases of nationalisation or requisition, the foreign investor shall be 
paid prompt, adequate and effective compensation. 

Decisions on nationalisation shall be adopted by the Supreme Soviet of the RSFSR 
Decisions on requisition and confiscation shall be passed according to the procedure stipulated by the 
legislation in force on RSFSR territory. 

Decisions by bodies of state administration on lhe confiscation of foreign investments may 
be appealed against in RSFSR courts. 

2. Foreign investors shall be entitled to compensation for damage, including missed gain, 
caused to them as a result of execution of instructions from RSFSR state bodies or their officials 
which contradict the legislation in force on RSFSR territory, and also as a consequence of these bodies 
or their officials improperly discharging their legislation stipulated duties towards the foreign investor 
concerned or towards an enterprise with foreign investments. 

ARTICLE 8. COMPENSATION AND INDEMNIFICATION OF FOREIGN 
INVESTORS FOR LOSSES 

1. The compensation payable to a foreign investor must correspond to the real value of his 
investments being nationalised or requisition i.e. to its value before the time when the actual or the 
forthcoming nationalisation or requisition became officially known. 

The compensation must be paid without unjustified delay in the currency in which the 
investments were initially made, or in any other foreign currency acceptable to the foreign investor. .. 
Before payment, interest shall be added to the compensation sum in accordance with the interest .rate 
effective on RSFSR territory. 

2. Compensation for losses, including missed gain, ca.wed to a foreign investor as a result of 
the actions indicated in Clause 2 of Article 7 shall be paid by the body which permitted the said 
actions to occur. 
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ARTICLE 9. THE PROCEDURE FOR RESOLVING DISPUTES 

1. Investment-related disputes over the amount and terms or procedure for the payment of 
compensation shall be mhred in the Supreme Cow of the RSFSR unless a different procedure is 
laid down by the relevant international treaty effective on RSFSR territory. 

I 2.. The ielevant international treaty effective on RSFSR territory may provide for m u s e  to 
international means of settling disputes arising in connection with foreign investments made on RSFSR .. teni tory. 

r-'. -. . . : .*\-.*. :r r ..;. .: ,... +, . :;., :.. ..,.. .,. .. .. .. .,.,' ' .;;r.. .... . ... .. " . ' -. -' . ' .:. ..........-. -.. . . <, is  - .,." .'.'. ... ."..., .. . .. . . < .. .'?d .-.+. >'..' '...:' ,i'>>. ..'̂ .' .<. ..:,.. :.-.. .. .<: 

ARTICLE 10. GUARANTEES OF TRANSFER ' OF PAYMENTS IN 
CONNECTION WITH FOREIGN INVESTMENTS 

I Foreign investors who have paid the appropriate taxes and fees shall be guaranteed 
unhindered transfer of payments abroad in connection with the investments made by them, provided 

I these payments have been made in foreign currency, and in particular: 

- income on investment derived, among other things, as profit, a share of profit, dividends, 
interest, licence fees and commissions, payments for technical aid and maintenance service, and other 
remunerations; 

- sums payable on grounds of rights to money claims, and of demands to fulfil contractual 
obligations of economic value; . . 

- sums received by investors in connection with partial or total liquidation, or the sale of 
their shares; 

i - compensations provided for in Article 8 of the present Law. 

ARTICLE 11. GUARANTEES OF THE USE OF PAYMENTS IN USSR 
CURRENCY ON RSFSR TERRITORY 

1. The payments indicated in Article 10 of the present Law and received by foreign investors 
in USSR cumncy from sources in the RSFSR and other Union republics may be re-@vested on 
RSFSR territory and used in accordance with the legislation in force in the RSFSR. 

Foreign investors may keep their mubIe funds in' current and settlement accounts with 
banks situated on RSFSR tenitory which have the appropriate licence of the Central Bank of the 
RSFSR, without the right to transfer abroad money from the said accounts. 

Foreign investors may use their rouble funds in these accounts to purchase foreign currency 
on the domestic currency market according to the procedure prescribed by the legislation in force on 
RSFSR tenitory. - - 
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. 
2. Enterprises with foreign investments that produce goods of key nationaleconomic 

I importance that replace imports which shall be c o r n e d  by the findings of the RSFSR Ministry of 
Foreign Economic Relations, the RSFSR Council of Ministers, and the Councils of Ministers of the 
republics within the RSFSR) may, using the hard- fimd of the RSFSR and those of the 

I republics within the RSFSR respectively, and by agneement with the fo&gn investor concerned, 
convert his rouble profit into foreign currency at an agreed-upon rate, but not lower than the rate used 
by the State Bank of the USSR in its foreigneconomic transactions. 

ARTICLE 12. ORGANSATIONAL-LEGAL FORMS AND TYPES OF 
. ENTERPRISES WITH FOREIGN INVESTMENTS 

1. On the temtory of the RSFSR enterprises with foreign investments shall be set up and 
operate as joint-stock companies and other economic societies and parmeships, as envisaged by 
RSFSR legislation 

2. On the tenitory of the RSFSR the following enterprises may be set up and operate: 

- enterprises with foreign equity (joint ventures), and also their daughter enterprises and 
subsidiaries; 

- enterprises wholly owned by foreign investors, and also their daughter enterprises and 
subsidiaries; 

- subsidiaries of foreign legal entities. 

A R T I W  13. THE PROCEDURE FOR SETTING UP ENTERPRISES WITH 
FOREIGN INVESTMENTS 

1. An enterprise with foreign investments may be set up either by founding one or as a result 
of a foreign investor acquiring shares in an enterprise founded earlier without foreign investments, or 
by his acquiring the entire enterprise. 

2. Enterprises with foreign investments shall be founded according to the procedure'stipulated 
by the legislation, effective on RSFSR territory, on enterprises and entrepreneurial activity, economic 
societies and partnerships, with due account taken of the addenda attached to the present Law. 

3. Where a foreign investor acquires shares in an enterprise founded earlier without foreign 
investments, and also where he acquires such an enterprise, he shan do so in accordance with the 
procedure stipulated by the legislation in force on RSFSR territory* taking into account the addenda 
attached to the present Law. 
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ARTICLE 14. SUBSTANTIATION STUDY FORENTERPRISES WITH FOREIGN 
INVESTMENTS 

1. When setting up an enterprise with foreign investmenrs which involves large-scale 

I construction or reconstruction, the appropriate preliminary substantiation study shall be carried out. 
In certain cases the establishment of enterprises with foreign investments shall necessarily qu i r e  the 
relevant expertise of the sanitary-epidemiological services and an ecological inspection. All types of 

I 
substantiation studies shall be Conducted and the relevant pennits issued .according io the general 
procedure prescribed by the legislation in force on RSFSR temtory. 

* .  
,, , . ;,:,-: .,., ;, . .. ....: ,.. . . . ,..2 ..,:, .., . ,,.,.. With,.re,,& Q, -'~*.*$@$ "&me.* wB& e%o*6'gcal .~PPati.$ig. .affe'f " -  """' '" ' ' ' ' 

I the tenitory of more than one republic within the RSFSFt, the ecological study shall be conducted by 
a joint commission set up on a-parity basis by the relevant bodies of the republics concerned within 
the RSFSR. The required permits shall be issued by the RSFSR State Com@ttee for Ecology and Use 

I of Natural Resources on the Strength of the report of a joint commission of experts. 

ARTICLE IS. FOUNDING DOCUMENTS OF ENTERPRISES WITH FOREIGN 
INVESTMENTS 

1. The foundiig documents of an enterprise with foreign investments must specify the object 
and purposes of its activity, the composition of the partners, the amount and procedure for forming 
its statutory capital, the value of the share of each of the partners, the strum, composition and 
competence of its management bodies, the decision-making procedure, the questions requiring 
unanimous decision, and the procedure for liquidating the enterprise. In addition to this, the founding 
documents may include other provisions that do not contradict the legislation in force of RSFSR 
temtory and reflect the specific features of the enterprise's activity. 

2. Contributions to the statutory capital of an enterprise with foreign investments shall be 
valued by agreement between its partners on the basis of world-market prices. Where such prices are 
lacking, the value of the contributions shall be determined by agreement among the pamen. The 
valuation may be made either in USSR cumncy or in a foreign currency with the value of the 
contributions converted into roubles according to the exchange rate that the USSR State Bank applies 
in its foreigneconomic operations. 

ARTICLE 16. STATE REGISTRATION OF ENTERPRISES WITH FOREIGN 
INVESTMENTS 

1. The state registration of enterprises with foreign investments shall be effected by the 
RSFSR Ministry of Finance or by another authorised state body. 

Enterprises whose foreign investments exceed 100 million roubles shall be registered by 
the RSFSR Ministry of Finance with the permission of the RSFSR Council of Ministers. The RSFSR 
Council of Ministers must, within two months fmm the date the application is submitted to the RSFSR 
Ministry of Finance, issue a pennit or provide the applicant with a well-founded reason for refusing. 
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2. The state registration of enterprises with foreign investments shall be effected where the 
following documents are available: 

1) for joint ventures: 

(a) the founders' written application requesting the registration of the enterprise being set up; 

0) two sets of notarised copies of the founding documents; 

(d) for Soviet legal entities, nqtarised copies of the decision of the'owner of the assets to set 
up the enterprise concemed, or copies of the decision of a body authorised by him, and also notarised 
copies of the founding documents for each Soviet legal entity participating in the establishment of the 
joint venture concerned; 

(d a document attesting to the foreign investor's solvency issued by the bank or other credit- 
financial institution servicing him (with a certified translation into Russian); 

(0 a statement from the commercial register of the foreign investor's country of origin, or an 
equivalent document testifying to his legal status in conformity with the legislation of the counay 
where he resides, to his citizenship or domicile (with a certified translation into Russian); 

2) for enterprises wholly belonging to .foreign investors: 

fa) the foreign investor's written application for registration; 

(b) two sets of notarised copies of the founding documents; 

(c) a document attesting to the foreign investor's solvency issued by the bank or other credit- 
financial institution serving him (with a certified translation into Russian); 

(dl a statement from the commercial register of the foreign investor's country of origin (with 
a certif~ed translation into Russian); 

(el in the cases provided for by the law, the relevant expertise; 

3) for subsidiaries of enterprises with foreign investments and subsidiaries of foreign legal 
entities: 

(a) an application for registration signed by the head of the enterprise setting up the. subsidiary; 

(b) a notarised copy of a statement from the decision of the enterprise's management body 
authorised to set up a subsidiary; 

(c) two notarised copies of the subsidiary's statute; 

(4 notarised copies of the founding documents of the enterprise s e h g  up the subsidiary; 

(d as regards the foreign legal entity, a statement from the commercial register of his country 
of origin or an equivalent document testifying to his legal status in accordance with the legislation of 
the country where he resides (with a cenified translation into Russian); 
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(f) in the cases provided for by the law, the relevant expertise. 

3. AIso subject to state registration shall be al l  addenda and amendments made in the founding 
documents of shady registered ente* wim foreign investments, and in those of their subsidiaries, 
and also data on their liquidation. 

A notarised. copy of the decision of the competent body of the enterprise with foreign . . 

I 
' 

investments about the amendments or addenda made in its founding d k e n t s  shall be presented. by 
this enterprise to the registering body not later than 30 days after their adoption. The said amendments 

.. and addenda made in the fopding documents shall take effect only upon their registration. . . . . :... . . . 3 . .  . ,  , . ., , . - . . . . . . ..i. C' i .  .. .'.-. ... <.:-:,.< j, ..':? . .: :. . i-.:.;. . . ... ,. ..., ,'b . . r;. ... .- '1.. . :.- .:. * p. .. ... , , . .. . . .  -.. .i ..: 5 .  .-:: " :.;.:.. ..:. , .. .:; . : ..-. 

ARTICLE 17. TlME-LIMITS. FOR THE REGISTRATION OF ENTERPRISES 
WITH FOREIGN INVESTMENTS 

The Ministry of Finance of the RSFSR or another authorised state body must, within 21 
days of the date of submission of an application, register the enterprise with foreign investments or 
communicate to the applicant the reasons for refusal. 

A registered enterprise with foreign investments shall be issued a standard certificate of 
registration. An enterprise with foreign investments shall acquire the right of a legal entity from the 
moment of its registration. The local authorities in the a m  where the enterprise is situated shall be 
notified of the registration and announcement on registration shall be published in the press. 

ARTICLE 18. REFUSAL TO REGISTER ENTERPRISES WITH FOREIGN 
INVESTMENTS 

Denial of state registration to an enterprise with foreign investments shall be possible only 
where the procedure for forming such an enterprise, established by the legislation in force on RSFSR 
temtory, has been violated, or where the documents necessary for registration are incompatible with 
it. Denial of registration may be appealed against in accordance with legal procedure. 

ARTICLE 19. LIQUIDATION OF ENTERPRISES WITH FOREIGN 
INVESTMENTS 

1. The liquidation of an enterprise with foreign investments shall be effected in the cases and 
in accordance with the procedure provided for by the legislation in force on RSFSR tenitory'which 
applies to the respective organisationablegal forms of enterprises. 

2. Should after a year following the registration of an enterprise with foreign investments there 
is no documentary confirmation that each of the partners has paid not less than 50 per cent of his 
contributions to the statutory capital as indicated in the founding documents, then the body that had 
registered the given enterprise shall declare the enterprise nonexistent and pass a decision on its 
liquidation. Information about this shall be published in the press. 

3. The registration of the liquidation of an enterprise with foreign investments shall be effected 
by the body that registered it on the strength of the report of the liquidation commission and of the 
liquidation balance sheet confirmed by an auditing organisation. Infomation of the liquidation shall 
be published in the press. 
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CHAPTER XV. CONDITIONS FOR THE FUNCTIONING OF ENTERPRISES 
WITH FOREIGN INVESTMENTS 

ARTICLE 20. TYPES OF ACTIVITY 

I An enterprise with foreign investments may engage in any types of activity that meets the 
purposes provided for in the enterprise's Statute, with the exception of those prohibited by the 

. . legislation in force on RSFSR territory. 

I -. To conduct insurance and intermediary activities connected with .the movement of 
..- :.,.i~ :' . - a  ;.+ .I... :-.. :' -*  skufities; . ~ . ~ ~ ~ ~ ~ ~ ~ ~ , f ~ r e ~ g R ~ ~ ~ e n t S ~ ~ ~ ~ ~ ~ a ~ ~ ~ . H c e n c e L f r o m  &e'R4JmR mw of:.:.. . ' ...-c2 .: .. 

I Fiance. Banking requires a licence from the Central Bank of the RSFSR. The RSFSR Council of 
Ministers may specify other types of activity which shall be conducted by enterprises with foreign 
invesunents only on the basis of a special peimit (or licence). 

ARTICLE 21. DAUGHTER ENTERPRISES, SUBSIDIARIES AND 
REPRESENTATIVE OFF'ICES OF ENTERPRISES WITH 
FOREIGN INVESTMENTS 

1. An enterprise with foreign invesmenrs may set up daughter enterprises having the rights 
of a legal entity, and also subsidiaries and representative offices on RSFSR temtory and beyond its 
borders, including in foreign states, in compliance with the regulations established by the legislation 
in force on RSFSR tenitory, by the legislation of the Union republics, and/or by the relevant 
legislation of the foreign states concerned. 

2. The subsidiaries and representative offices of enterprises with foreign investments shall 
operate on the basis of their statutes approved by these enterprises. They shall have b e  right to open 
accounts in banking institutions in the RSFSR 

ARTICLE 22. TERMS FOR THE REALISATION OF GOODS, OPERATIONS 
AND SERVICES ON THE MARKET OF THE RSFSR 

An enterprise with foreign investments may, on a contractual basis, specify the terms for 
reatising its products/operations/se~ices on the market of the RSFSR including the prices for them, 
and also the terms for delivering goods and rendering services obtained on this market. The-enterprise 
with foreign investments shall pay for the delivery of goods and the Gdering of services obtained 
from the RSFSR market, and shall also pay for housing and non-dwelling premises on RSFSR 
territory, in USSR currency. 

ARTICLE 23. ASSOCIATIONS AND UNIONS OF ENTERPRISES WITH 
FOREIGN INVESTMENTS 

Enterprises with foreign investments may, on a voluntary basis, unite into unions, -- 
associations, concerns, and inter-sectoral, regional and other amalgamations on terms that do not 
contradict the anti-monopoly legislation in force on RSFSR territory and in accordance with the 
procedure prescribed by the legislative acts of the RSFSR 

Within the framework of such amalgamations the payments in hard currency by enterprises . 

with foreign investments may be regulated. 

I 
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ARTICLE 24. CUSTOMS DUTIES 

1. Assets brought into the RSFSR as contributions of foreign investors to the statutory fund 
of enterprises with foreign investmenis within the time-limits d l i s h e d  by their founding documents 
for its formation, and also assets intended for their own material production, shall be exempt from 
customs duties and import taxes. 

. . .  . . . 
2. ' Assets br&ght into the 'RSI%R by foreign employks 'of'enterprises "with foreign- . 

. 

I .. investments for their own needs shall be exempt from customs duties. 

ARTICLE 25. EXPORT AND IMPORT OF GOODS AND SERVICES 

1. Enterprises wholly owned by foreign investors and joint ventures with foreign investments 
amounting to more than 30 per cent in their statutory capitat, shall be entitled without a licence to 
export their products and import goods for their own needs, except for the cases provided for by 
international agreements effective on RSFSR temtory. The procedure for identifying goods of their 
own m&ufacture intended for export, and goods imported by the enterprises for their own needs, shall 
be established by the RSFSR Council of Ministers on the basis of the rules concerning the origin of 
goods that are accepted in to world practice. 

2. The hard currency proceeds of the said enterprises from the export of their own products 
shall remain entirely at their disposal. The export and import of other goods/senkes shall be carried 
out by a l l  enterprises with foreign investments on general terns. 

ARTICLE 26. SELF-REPAYMENT IN HARD CURRENCY 

All hard c m c y  expendim connected with the conduct by enterprises with foreign 
investments of various types of economic activity on RSFSR territory, including .transfers abroad of 
the foreign investor's share of profit, shall be paid for from their hard currency earnings from the 
given type of activity, and also from .other sources of obtaining foreign currency permitted by 
legislation. Operations with foreign c m c y  shall be transacted by enterprises with foreign investments 
in accordance with the procedure stipulated by the legislation in force on RSFSR territory. . 

ARTICLE 27. INSURANCE OF ASSETS AND INSURANCE AGAINST RISKS 

The insurance of the assets of an enterprise with foreign investments and insurance against 
risks shall be effected at its own discretion, unless otherwise stipulated by the legislationin force on 
RSFSR territory. 

ARTICLE 28. TAXATION 

Enterprises with foreign investments and also foreign investors shall pay taxes established - 
by the legislation in force on RSFSR territory. 

Taxation benefits may be established for enterprises with foreign investments operating in 
priority sectors of the national economy and in some particular regions. 
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ARTICLE 29. AUDITING FOR PURPOSES OF TAXATION 

Auditing for the purpose of taxing the financial and commercial activity of enterprises with 

I foreign investments shall be wried out by auditing oigankdons of the RSFSR 

The accounts and reports of enteqrises with foreign investments on RSFSR temtory shall 
.:. be .kept. w~?nWg.  tq the. xqles..in ,force: ia. the. foreign .iavestor;s. countryi of 0- .-.. :..., ; .. -, * ;- . . .: :. ., .:.. 

For the purpose of balance sheet assessment and accounting, .an enterprise with foreign 
investments shall convert its hard currency into roubles according to the rate used by the State Bank 
of the USSR in its foreign economic transactions. 

ARTICLE 31. SECURITY FOR OBLIGATIONS 

The assets of an enterprise with foreign investments may be used as security for all types 
of its obligations, including the attraction of loans. Its rights of ownership of buildings, structures and 
equipment, and other properly rights, may serve as security for obligations. 

Mortgaged assets or properly rights may be sold by the mortgagee for roubles or foreign 
currency at contractual prices, including at auctions, to legal entities and citizens of the RSFSR, and 
in the cases provided for by legislative acts in force in the RSFSR, and also to foreign legal entities 
and natural persons and their associations. 

ARTICLE 32. RIGHTS TO INTELLECTUAL PROPERTY 

1. The protection and execution of rights to the intellectual property of enteaprises with 
foreign investments shall be guaranteed in accordance with the legislation in force on RSFSR territory. 

Enterprises with foreign investments shall conclude with their employees contracts in regard 
to the rights to objects of intellectual property created in keeping with the assignments confirmed by 
the enterprises' documents. 

2. Patents for an invention, industrial sample and a trade mark shall be issued to an enterprise 
on concluding the relevant contract between the employee and the enterprise. This contract, in addition 
to transferring to the enterprise the employee's right to a patent, shall specify the enterprise's 
reciprocal duties to provide material, production and social conditions for the employee. Where the 
said contract berween the employee and the enterprise with foreign investments has not been 
concluded, the patent shall be issued to the author of the invention or the industrial or commodity 
sample. The enterprise shall have the right to use this invention, industrial sample or trade mark on 
the terms stipulated by the contract concluded with the inventor holding the patent. 

3. An enterprise with foreign investments shall take independent decisions on patenting abroad 
inventions and industrial samples belonging to it. 
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ARTICLE 33. LABOUR RELATIONS 

1. Labour relations, including questions of hire and dismissal, work and recreation regime, 
terms of remuneration, guarantees and compensations at an enterprise with foreign investment shall 

I be regulated by collective agreement (contract) and by individual labour agreements (contracts). 

The terms of collective and individual labour agreements (contracts) must not worsen the 
conditions of the enterprise's employees compmd with the terms stipulated by the legislation in forre : 

on RSFSR territory. 

. : . .  . - : ., ... , . .. 2,. . .. :. ,.:? .., . :: may . ~ . ~ p l q ~  of en&*. .fm@ . i n v ~ ~ e ~  &. m e m b  .of .th&p . . - ..;. -,, . : - e ;  . :'I ' 

management bodies. The terms of hire, work and rest and recreation and also the pension provisions 
for foreign employees shall be agreed upon in labour agreement (contract) concluded with each of 

I 
them individually. The wages received in hard c u m c y  by foreign employees may be transferred by 
them abroad after payment of income tax. 

3. Trade unions at enterprises with foreign investments shall conduct their activity on the basis 
of the legislation in force on RSFSR territory. 

ARTICLE 34. SOCIAL INSURANCE AND SECURITY FOR EMPLOYEES OF 
ENTERPRISES WITH FOREIGN INVESTMENTS 

1. Social insurance for workers at enterprises with foreign investments and their social security 
(with the exception of the pension scheme for foreign employees) shall be regulated by the legal norms 
of the legislation in force on RSFSR tenitory. 

2. Payments for the pension schemes for foreign employees at enterprises with foreign 
investments shall be remitted to the respective funds in the countries of their permanent residence in 
currency and under the terms of these countries. 

Enterprises with foreign investments shall make deductions for the state social insurance 
of Soviet and foreign employees and deductions for the pension schemes of Soviet employees 
according to the rates established for enterprises and organisations in the RSFSR 

CHAPTER V. ACQUISITION BY FOREIGN INVESTORS OF EQUITY IN 
ENTERPRISES, SHARES AND OTHER SECURITIES 

ARTICLE 35. ACQUISITION BY FOREIGN INVESTORS OF EQUITY, STOCKS, 
SHARES AND OTHER SECURITIES OF ENTERPRISES 

1. Foreign investors shall have the right to acquire equity, stocks, shares and other securities 
of enterprises situated on RSFSR territory. Equity, stocks and shares in enterprises may be purchased 
by foreign investors for USSR currency received as income from sources on the territory of the 
RSFSR and other Union republics, as well as for foreign currency. In the latter case, the foreign - 
currency shall be converted into roubles according to the rate of exchange used by the State Bank of 
the USSR in its foreign economic transactions. 

A foreign investor shall not use USSR currency, bought at a rate of exchange higher than 
the rate used by the USSR State Bank in its foreign economic transactions, to acquire equity, stocks, 
shares and other securities. 
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2. Where payment for equity, stocks, sham in an enterprise is made by the foreign investor 
in foreign currency, this enterprise shall be regarded as an enterprise with foreign investments. Where 
payment is made in USSR currency, the enterprise shall be regarded as an enterprise with foreign 
investments provided lhe foreign iwestor owns in it more than 50 per cent of equity, stocks, shares. 
In this case, the enterprise shall enjoy the privileges provided for in Article 25 of the present Law. 

I . .3. . . . . The acqeition by foreign investors of equity, stocks, shares and other securities shall be 
subject to registration at the &FSR Ministry of Finance Or other bthorised bodies. 

 ARTICLE'^^. ACQUISITION BY FORJ3IGN INVESTORS OF STATE-ISSUED 
SECURITIES 

Foreign investors may acquire state-issued securities with the permission of the Ministry 
of Finance of the RSFSR or central financial bodies or the republics within the RSFSR. 

ARTICLE 37. PARTICIPATION OF FOREIGN INVESTORS IN 
PMVATISATION 

1. Foreign investors may participate in the privatisation of stateimunicipally-owned enterprises, 
and also uncompleted projects of capital construction on RSFSR territory. The terms of their 
participation in competitions and auction sales for the privatisation of StatebunicipaJly-owned 
enterprises shall be defined by the legislation in force on RSFSR territory. 

Payment for the acquired enterprises or equity, stocks, shares shall be made in USSR 
currency. 

2. For the purpose of privatisation foreign investors may use the rouble funds in their 
settlement accounts obtained as income from sources on the temtory of the RSFSR and other Union 
republics. 

A foreign investor shall not use USSR currency, bought at a rate higher than the rate used 
by the USSR State Bank in its foreign economic transactions for purposes of privatisation. 

Foreign investors may exchange their hard currency funds for USSR currency at the rate 
used by the USSR State Bank in its foreign economic transactions, and place them in special accounts 
at the Central Bank of the RSFSR and other authorised banks. Funds from the said accounts may be 
spent only for the 
remaining funds in 

purpose of privatisation. Foreign investors shall have the right to convert the 
these accounts back into foreign currency. 
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CHAPTER VL ACQtiISITION BY FOREIGN INVESTORS AND ENTERPRISES 
WITH FOREIGN INVESTMENTS OF RIGHTS TO USE LAND 
AND OTHER PROPERTY RIGHTS 

I ARTICLE 38. THE RIGHT TO USE LAND AND NATURAL RESOURCES 

The granting to foreign inveqors and .enterprise$ with foreign investments of rights to use 

1'  ' land, including in  lease, dnd natural-&nnxs s h d l  be regulated by the Land Code of the RSFSR kid . . 

other legislative acts in force on RSFSR temtory. 

I 
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ARTICLE 39. LEASING OF PROPERTY 

Property shall be leased to foreign investors and enterprises with foreign investments on 
the basis of lease-hold agreements in accordance with the legislation in force on RSFSR tenitory. 

Property which is the property of the RSFSR and costs more than 100 million roubles shall 
be leased with the permission of the state body authorised to manage this property. 

ARTICLE 40. CONCESSION AGREEMENTS 

1. The granting to foreign investors of rights to develop and exploit renewable and non- 
renewable natural resources and to conduct economic activity connected with the use of objects which 
are state property (but have not been transfemd to the full economic or operational management of 
enterprises, institutions and organisations) shall be based on concession agreements concluded with 
the foreign investors by the RSFSR Council of Ministers or other authorised state body in accordance 
with the procedure laid down by the RSFSR legislation on concessions. 

The duration of a concession agreement shall depend on the nature and terns of the 
concession, but may not be more than 50 years. 

Unilateml alteration of the terms of a concession agreement shall not be permitted, unless 
otherwise stipulated by the agreement. 

2. Concession agreements may contain clauses taken from the legislation in force on RSFSR 
temtory. In this case they are subject to endorsement by the RSFSR Supreme Soviet. ' 

CHAPTER W. FOREIGN INVESTMENTS IN FREE ECONOMIC ZONES 

ARTICLE 41. FREE ECONOMIC ZONES 

Free economic zones shall be set up in the RSFSR in order to attract foreign capital, . * advanced technologies and managerial know-how from other countries and develop the republic's 
export potential. A preferential regime of economic activity, compared with the general one, shall be 
established in free economic zones for foreign investors and enterprises with foreign investments. 

The Privatisation Manual Volume II Document A-7, Page 14 



ARTICLE 42. CONDITIONS OF ECONOMIC ACTIVITY FOR FOREIGN 
INVESTORS AND ENTERPRISES WITH FOREIGN 
INVESTMENTS IN FREE ECONOMIC ZONES 

I 1. Foreign investors and enterprises with foreign investments engaging in economic activity 
in free economic zones shall be granted, apart from the rights and guarantees provided for by the 

I legislationin force on RSFSR tenitory, the following additional benefits: . . 

- - a simplified procedure for the registration of enterprises with foreign investmem; 
.. . . . ... . ... ... . - +. ,enterprises m. foe@ hmma@ 0fi.up-to. 75 .million m&les -..bebe.&&& 50 ,.mg&&on :*. . . - -  I.-. ... . -.- - -  I..' 

. . 

the authorised bodies directly in the economic zone; 

- a preferential taxation regime: foreign investors and enterprises with foreign investments 
shall be taxed at reduced rates; this shall also apply to the tax on the portion of the profit repatriated. 
The tax rates may not be less than 50 per cent of the rates effective on RSFSR temtory and applicable 
to foreign investors and enterprises with foreign investments; 

- reduced rates of payment for the use of land and other natural resources; the granting of 
rights to long term lease for a period of up to 70 years with sub-leasing rights; 

- a special customs regime that includes reduced customs duties on the import and export 
of goods; simplified formalities for cross-border hips; 

- simplified formalities for granting entry and exit visas to aliens, and also entry without 
visa and exits. 

2. The types and amounts of benefits granted in free economic zones shall ?x established by 
the RSFSR Council of Ministers and endorsed by the RSFSR Supreme Soviet. 
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RESOLUTION OF THE RSFSR SUPREME SOMET 
ON THE ENFORCEMENT OF THE RSFSR 

LAW "ON FOREIGN INVESTMENTS IN THE RSFSR" 

The Supreme Soviet of the RSFSR hereby resolves: 
. . 

1. ~b enforce ~ ~ ~ . R S F S R  Law 6 ~ o k g n  Investments in th;: RSFSRn as from September 
1991. 

I ..;.., . ,,_,.' . . > _ \  *..:~,,..; .l*..;' :.-.., :. p.. a . .  ,.: -... .. ..,,.. .. ..;- ..,: :..*... ' .  ... - ' .  ...' :.-. :.,:. ..I ' : . . . . . + . . - . . I .  -.. ..:. :.:., .*-. .... :.. I.:.. - I . ;  - .-.- . +. -..:.. -: ... 
To charge the Cbmmi& of 'the RSFSR Supreme'Soviet for &mathnal 'AEah 'and" 

Foreign-Economic Relations, jointly with the RSFSR Council of Ministers, to draw up and submit to 
the RSFSR Supreme Soviet a draft Law of the RSFSR 'on Concessions" prior to November 1,1991. 

3. All concession agreements shall be subject to endorsement by the RSFSR Supreme Soviet 
pending the adoption of the RSFSR Law "On Concessions". 

I 4. The RSFSR Council of Ministers shall, prior to September 1: 

- bring into conformity with this Law the resolutions and directives of the RSFSR Council 
of Ministers, and also ensure that the ministries, state committees and departments of the RSFSR 
revise or repeal their nonnative acts, including instructions that contradict this Law; 

- resolve the question of the operation on RSFSR territory of the USSR Government's 
resolutions and directives where they contradict this Law. 

5. The Central Bank of the RSFSR shall, prior to September 1, issue normative acts in 
execution of the RSFSR Law "On Foreign Investments in the RSFSR". 
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DECREE 

OF J i i E  PI.?ESIDENT OF THE RUSSIAN FEDEFiATIOiY 

Gn :ke Siate Program oi.Privatization of  State and Municipal'Enterprises' . . 
i n  the Russian Federation 

. , .., . ,. . .,. .:., .: .:* ,::.... :.:. '.'." 
, , - ,. .: ,... , .:.... . ....,.. , ,. .., ..: .. For xhe;.9u.c.pose.s .of .deepening.economi'c. ~eforms'~atid'eii'~uri~g'~ifie s(a'bJity o'f the legal . 

1. bases for the single market of objects of privatization in the Russian Federation and in 
accordance with points 2 and 3 of  Decree of  the President of the Russian Federation No. 

I 
1598  of  7 October 1993 "On Legal ~e& la t ion  in the Period of Phased Constitutional Reform 
in the Russian Federation," 1 hereby decree: 

1, That the State Program o f  Privatization of  State and Municipal Enterprises in the 
Russian Federation presented by  the Council of  Ministers - Government of the Russian 
Federation be  ratified and put into effect from 1 January 1994. 

2. That  the Council of Ministers - Government of  the Russian Federation shall: 
b y  2 5  January 1994 prepare proposals for  the introduction of appropriate changes 

and supplements to  the current legislation of  the Russian Federation concerning taxation; 
b y  25 January 1994 prepare a Register o f  Stock-Issuing Enterprises and publish 

this Register in order to  ensure the right of Russian citizens to  use their privatization 
vouchers; 

b y  1 February 1994 bring previously issued regulatory acts into compliance with 
the State Program of Privatization o f  State and Municipal Enterprises in the Russian 
Federation; 

by 1 March 1994 prepare regulatory acts ensuring execution of  the State Program 
o f  Privatization of  State and Municipal Enterprises in the Russian Federation; 

b y  1 March 1994 prepare drafts of Laws o f  the Russian Federation "On the 
Privatization o f  State and Municipal Educational Institutions* and "On the Privatization of 
Public Health lnstitutions and Pharmaceutical Institutions and Enterprises"; 

by 1 March 1994 develop a draft of  a Jaw o f  the Russian Federation on the 
transformation o f  state enterprises into public works {factories, institutes, and other 
organizations) financed directly from budgetary funds; 

b y  1 March 1994 develop and ratify Regulations on the Procedure for Use of 
Objects and Property of Civil Defense by  Privatized Enterprises, Institutions, and 
Organizations. 

3. That  the State Committee of  the Russian Federation for the Management of State - 

Property, together wi th the State Committee of the Russian Federation for Issues of 
Architecture and Construction and the Ministry of Culture of the Russian Federation, shall by 
1 March 1994 develop a Model Protective Contract applicable to  the privatization of 
unoccupied premises located in buildings that are historical or cultural landmarks. 

4. That  it is established that the procedures installed by Decree o f  the President of 
the Russian Federation No. 1662 o f  19 October 1993 "On Improving Bookkeeping and 
Increasing Accountability for i ts Timely Execution" apply to  enterprises in which the share of 
state ownership, at the issuance of  Decree of the President of the Russian Federation No. 
1662 of 1 9  October 1993, constituted less than 2 5  percent. 



P8ZZ 'ON 



. . 
Thc State Progrcm 'of ~:i<a;ization of State and Municipal Enterprises in the Russian 

Fecierntion (hercinaiter referred to as the Program) is a federal program in the economic and 
social development o f  the Russian Federation deyeloggd .in .~cc;~r.dance,,t?/itb.~~e xequirements.: --: ...: - 

. ,. :,.. . ,,., ..,: : ....., & .. ...,.......-,a. ..;.a : . ... z . : .  . .'*' . ;:%'. .A ..- 
6i"t11ell3w of'the Russian Federation "On the Privatization of State and Municipal Enterprises 
in the Russian Federation" taking into account the experience and results of  the 
implementation of privatization in 199217 993. 

The Program establishes the goals, targets, priorities, restrictions, and procedure of 
privatization. 

A broad construction of the restrictions on  privatization that are indicated in the 
Program and also in local privatizaiton programs is not permitted. 

The principal objectives of the Program are: 
t o  form a broad stratum of private owners as an economic basis for market relations; 
t o  involve the broadest possible strata of  the population in  the process of privatization 

through the sale of state and municipal property being privatized for privatization vouchers in 
specialized voucher auctions before 1 July 1994, and for money in auctions after 1 July 
1994; 

t o  complete privatization wi th  the' use of  privatization vouchers; 
t o  complete privatization of the majority of  objects of "small privatization" and, on the 

basis o f  this, t o  accelerate the development of  the commerce and services sphere; 
t o  complete, for the most part, privatization of large- and medium-scale enterprises of  

industry and construction; 
t o  heighten the efficiency of the activity of  enterprises and of  the national economy as 

a whole b y  implementing economic restructuring, developing post-privatization support for 
enterprises, creating a competitive environment, and developing a secondary market; 

t o  attract investments into manufacture, including foreign investments; 
t o  assist in the implementation of measures for social welfare, including protection of 

t he  r ights o f  private owners (stockholders). 
Federally-, state-, and municipally-owned objects and enterprises, based on the 

possibility, o f  their privatization, can be assigned t o  the following groups: 
federally-owned objects and enterprises whose privatization is prohibited: 
federally-owned objects and enterprises that can be privatized only b y  a decision of 

t h e  Government of  the Russian Federation; 
federally-owned objects and enterprises that can be privatized only by a decision of 

the State Committee of the Russian Federation for the Management of State Property 
(hereinafter the GKI of Russia) taking into account the opinion of sectoral ministries; - - 

state/municipally-owned objects and enterprises that can be privatized in accordance 
with the Program only by a decision of state administrative bodies and authorities of republics 
within the Russian Federation, krais, oblasts, the autonomous oblast, autonomous okrugs, 
and the cities of Moscow and St. Petersburg and in accordance with local privatization 
programs; 

federally- and state/rnunicipally-owned objects and enterprises that are subject to 
mandatory privatization. 

Federally- and statelmunicipally-owned objects that are not included in targets and not 
subject t o  privatization-related restrictions can be privatized on the basis of decisions of 
territorial property management comrnittccs or privatization applications submitted by any 

II" 



i?: is-,: ::ily :::ihq; ?~::si:je ;hysic:il c ;  person nckrial:;!edged t>y ;!;c : - . . t ~  ;cl ,er  in :he 7rs~r.c;; ; f  

I . . .  ;r!vz;r;<;li:r;n, ::?a appr0p:ia:c pfOj) . l? i \ /  manacjernznt ccmxi t ice  shsil kc  o5iisc.j bc!i; 13 ;-(:s& 
2 deci:;ion on ~;rivatizacion of the cnterprke and ?o r:oli:y the  snpiiczcr of this dacision. 

. . . . ... . -. . . .?ri\~:.i!izaTion of st2te.ancj.municipal educat'iunal institu:h.s %hail be rec:u!atz.d b-1 the 

1 
- 

correspondi& iegislation. 
Public health institutions and enterprises, and also phmi.a=eu:icg! +ii tut i~m!,  p~n$~&rg.g~ :,,  

. .. ,., :fh.~.pa;qs.age.d,a:law.or: .ot.her.~legislan'.~e~Sct~of't~d'~Russid~'~e~eiat~cn, 'shall be privatized by 

'1 
:.*. .. : :I . .) . . I  .. 

a special procedure established by the Government of the Russian Federation. 
Issues concerning the privatization of objects owned by republics within the Russian 

I 
Federation, krais, oblasts, the autonomous oblast, autonomous okrugs, or the cities of 
Moscow and St. Petersburg, and also those concerning the privatization of municipally-owned 
objects, shall be decided by subjects of the Federation based on the legislation of the Russian 

I 
Federation on privatization, including features, restrictions, and principles determined by the 
current Program. 

The requirements established by the Program shall be binding for federal authorities, 

I 
s t a t e  administrative bodies, and authorities of republics within the Russian Federation, krais, 
oblasts, the  autonomous oblast, autonomous okrugs, and the cities of Moscow and St. 
Petersburg, a s  well as  for local self-governing bodies. 

2. CLASSIFICATION OF OBJECTS AND ENTERPRISES BASED ON THE POSSIBILITY 
OF PRIVATIZATION THEREOF 

2.1 FEDERALLY-OWNED OBJECTS AND ENTERPRISES WHOSE PRIVATIZATION IS 
PROHIBITED 

2.1.1 Mineral, forest, and water resources, airspace, resources of the continental 
shelf, territorial waters, and maritime economic zone of the  Russian Federation, as well a s  the 
communication and orbiting capabilities of satellites. 

2.1.2 Natural territories that are protected or reserved for special use and the real 
e s t a te  located in these territories. 

2.1 -3 Funds of the republican budget of the Russian Federation, the Republican 
Currency Reserve of the Russian Federation, the Pension Fund of the Russian Federation, the 
Fund for Social Security, Employment, and Social Support of the Population of the Russian 
Federation, other state extra-budgetary funds, and the Central Bank of the Russian 
Federation, including the Diamond Fund of the Russian Federation and the Gold Reserve of 
the Russian Federation. 

- * 

2.1.4 The Central Bank of the Russian Federation and the enterprises ensuring the 
issue and storage of banknotes, s t a t e  treasury. notes, bonds, and other s ta te  securities. 

2.1.5 permanent or issued military and nonmilitary property (including arsenals) under 
the operational command of the Armed Forces of the Russian Federation, the Federal 
Counterintelligence Service of the Russian Federation, the Ministry of Defense of the Russian 
Federation, the  Ministry of the Interior of the Russian Federation, the Federal Agency of 
Government Communications and Information under the President of the Russian Federation, 
the troops of the aforementioned branches, and other ministries and deparrnicnts having 
niili13ry unils, a s  well as  the property of dcfensc industry boards and troop detachments of - $9 $I' 



: . . . . . 2.1..5 Ins:itiitions.and.organizatiotrs~ that receive more than 50 pcrcct~t of th& 
financing from t<e republican budget of the Russian ~ederation. 

...* .*..., :. .. ..,....-., ' , - . '.- ' ':'-" .' " 

... .,., .-. . s - 2: 1.,3 .Clistrel-end real es ta te  oftsiitaii~afarid'cfilt&ral signtficance from a list 
approved by the Government of the Russian Federation. 

2.1 -8 Enterprises and objects of the hydrogeological service of the Ministry of Public 
Health o i  the Russian federation, services for environmental monitoring and environmental 
protection, including regional institutes and enterprises of the Russian Scientific Research and 
PtanninglSurveying Association for the Use of Land, the All-Russian lnstitute of Agricultural 
Aerdphotogeophysical Investigation with its regional branches, the Russian Center for 

-" Scientific Land Reform, and the Russian Institute of Soil and Ecosystem Monitoring with its 
regional institutes. 

2.7.9 Enterprises, organizations, and objects in the scientific and technical sphere of 
the state health and epidemiological services of the Russian Federation, veterinary services, 
crop protection services, resources for protect-ion and breeding of endangered species, and 
also nurseries for faboratory animals. 

2.7.10 Hydroeconomic and meliorative systems and structures, organizations for 
suoervision of the meliorative condition of soif. - - 

I' r 

3 3 Railroads and objects and property of rail transport directly participating in the 

technical sphere involGed in the 
and also in the planting, 
ances, including enterprises for the 

processing of hemp. 

: 2.6 .3 4 Port hydrotechnical structures and objects, including those servicing the 
Northern-Maritime Route and nuclear, academic, hydrographic, and ice-breaking fleets, 

3% ,.>" 

propmy for carrying out rescue work and fighting 02 splls a t  sea, objects and structures for 
managiAg-na$al traffic and inspecting port supervision, the Atomfiot repair and technology -- 

:= enterQn'& p"kfrperty of associations for the construction of waterways and canals, property 
owned try detachments of the Underwater River Construction Agency and by shipping 
inspectorates, 

.2:Y .I 5 ~ r ~ a n i z a t i o n s  and objects of naval emergency rescue services and 
radior&%bationaf and technological communications for sea and river transport. 

.-I.& 

: $T-$i" " 
? $.+ % c 1  

- .2t1;16 Objects, enterprises, and equipment for burial of solid and liquid radioactive 
and 'tmiic'chcrnicaf waste, burial grounds for animaf refuse. 

'L -2 4 



' 
2.1.19 Stationary objects of social services, including orphanages, nurseries, the 

Scienti$ic . .  I Research Institute of Prosthetics and Prosthesis Development, the Scientific 
Research lnstitute for the Determination of the Ability t o  Work and the Organization of the 
Work of Invalids, the institute for the advanced training of doctors and specialiSts, arid 
territorial centers of social services, and also boarding schools for orphans and children 

*, without guardians, boarding schools for children with deficiencies in intellectual and physical 
' development, homes for the elderly, nursing homes, dormitories, hospitals, sanatoria, 
boarding houses for invalids, children and the elderly, prosthetic and orthopedic enterprises, 
'including scientific research institutes in the areas of prosthetics and orthopedics involved in 
the production of products and the provision of services t o  invalids with impaired motor 
ability. 

2.7.20 Objects, enterprises, systems, and funds for air-traffic control and enterprises 
involved in the  provision of a unified system of air-traffic control in both lower and upper 
airspace; airfields of federal importance (classes A,B,C,D, and E in accordance with the 
adopted cfassification), meteorological centers and test-flight stations, training centers of civil 
aeronautics. - 

2 ,  . . 

2.1.21 Objects and enterprises whose security is ensured by closed administrative 
and territorial units {from a list approved by the Government of t he  Russian Federation]. - 

- : -  . *  - .- . % , ' . R$ "2.1.22 State seed inspection centers, breeding and hybridizing centers, laboratories 
-, -* - - ""=for strai&esting of agricultural crops, strain testing stations and plots, flaxseed culture and 

*' - .:.- 
hehpseed  culture stations, planning and surveying centers and stations for agrochemical 

. senkc=$ =enters for chemizations and agricuttural radiology, farms for production of valuable 
I and anadromous species of fish, reservoir operations for the protection and reproduction of 

fish populations, state fish hatcheries and farms, s ta te  stables and racetracks of federal 
importance, and nurseries for laboratory animals. 

2.1.23 stocks of rhe state reserve, bases of t he  Committee of the Russian Federation 
for S ta te  Reserves and other objects of same intended for the storage and maintenance of - - 

. the financial assets  of the state reserve. and also mobilization reserves Iwith the exception of 
such property of reserves a s  meets the specifications given in tf!e model agreement 
established by the GKI of Russia in conjunction with xhe Ministry of Defense of Russia and 
the Ministry of the Economy of Russia). 

2.i 124 Objects and enterprises of the Federal Postal Service under the Ministry of 
\ 

_ ~ornmunications of the Russian Federatipn. 
r- / .+ i - -<* 
2 - *- 

P 2:<.25 Objects and enterprises within the jurisdiction of the State Committee of the 
Russian Federation for Statistics. 

a13 -b 



h . .. 5 - r e .  . . ,.it hs i : i c?~c~  Fmrj o i  Technical Documen?ation. 

0 . .-. 7 .:. t ..is ! 3 g r . s  cf scjentifir, end technjcai iniormation, scienrific 2nd teshnicai iibrixias 
p t h s r ,  :mxzss, store, and offer access to state informational resourcss on the scientiiic 

2nd : C C ~ ] I I ~ C ~ !  development of Rgssia, state a~.chives and. funds., . , .  . .$I.- . ,. . - 
. .  .:. .' - . . I  - - . .... 

- -. 
2.1.29 ~hterprises and objects of the Federal Bureau of Russia for Hydrometecrology 

and Monitoring of the. Environpqnt .and .!be. ~ederai.Bureau.~f~.~Russia.-frn Geodesy .and2 -."' ':'.' ': " ' "" ... .. .. ..... . . ' . . .. .., .,- . .. . . - -  . .-.. 
Cartography that help ensure the standtjrdization of the technological process of observation 
and information preparation. 

2.1 -29 Objects and enterprises under the auspices of the'federat Agency for Medical- 
Biological and Extrernal Problems under the Ministry of Public Health of the Russian 
Federation. . 

zation and mine-rescue units, services and specialized subdivisions 
providing defense against gas and oil outflows, including those responding to emergency 

._ . .  _. .. situations, &€ural-disasters, and nudear disasters; - - ' -- - .. - - -- ---- 

2.1.37 Objects of amateur and professional sports used for the training of nationa! 
teams. 

2.1.32 Objects and enterprises for the extraction of precious stones, refining factories 
(mills and plants). 

2.1.33 Enterprises and objects in the scientific and industrialdevelopment sphere- - 
under the auspices of the-Russian Academy of ~cien&s; the Russian Academy of Agricultural i _ - _  scierides, <he Russian Academy of Medical Sciences, the Russian Academy of Education, and 
the ~ u s s i a h  Academy 'of Arts imparted to same by the procedure established b y  decree of the 

:- , i ~ie$d&~"of  s t " l  the Russian ~ederat ion (from a list approved by the Council of Ministers - 
s t  - " " -  ' 7 G_dvernmensl of the Russian Federation). - 2 , ,>! :.*. - , , r*<S-F  ' - ' 

-- Y&>; 
- - I ~ ,  _ 2.1.34 Television broadcasting centers. radio centers (including technical facilities 

and structures, except those that are the property of,enterprises subject to-privatization]. 
- - 

- - . - _ _ * -  - -  
.. ..- - % - ". - 

2.1.35 Enterprises involved in the development and manufacture of encoding 
technology. 

*" 2.1 -36 Objects in the scientific and technical sphere engaged in research into 
environmental protection and ecological monitoring under the Ministry for the Protection of 
the Environment and Natural Resources of the Russian Federation. 

2.1 -37 Protected objects o f  state administrative bodies, protective structures of civil 
defense, type two financial assets and special independent warehouses for their storage. 

- ". , -.,  
. I . .  ) 

'2.1138 Federal highways for public use and organizations for their upkeep. 
+ . .. 

* **-* ,.*'V 

: < .T :j. $. .& c;.-$. . * - a >  r < 

. \ 
-:* - - ;2;T.39; . . objects in the nonind&trial sphere under the jurisdiction of federal 

.: , ,d  

rep"p.sgnwvc ,* --.; . i:", bodies; - . A 

< "  % 5 - 6 , .  . 
, -2 , =< -d 

2.1;40 Objects and enterprises for the development and manufacture of 



. . . . . . . . . .  ... 2.1.42 Crzm~toria and c ~ n ~ e - : e r i e s ~ . ,  . . . . ,  . . . . . . . . . .  . . . . . . . .  ... 

I '  . . 

2.1.43 Enr~rpriscs, objects, and organizations of geological services engaged in 
regional aeolcgical, research . . . .  rela.t~d..to. sxat.e.,defensive.:.needs andwork  cn th.e,cariti.nentat"'; " . ' "  ." ' " . .  .i ,.; ,.. ,:;. ;.".. ;..... .. . . . .  . . . . .  . . . . . . . . . . .  

I' shelli and within'the boundaries of the  inaritime eccnomic zone and in international waters, 
including naval vessels intended for this work, and also enterprises, objects, and 
organizations engaged-in fundamental scientific research and development work directed 

I towards  resolutions of federal programs for the development of the national mineral and raw 
material base, corresponding t o  a special list approved by a Decree of the President of the 
Russian Federation, deep drilling wells located within the boundaries of mining areas or within 

I areas  in which licenses are  issued t o  mining or other enterprises, and the state network of 
supervisory wells and observation points for oil gushers and gas  springs. 

2.1.44 The subway 

Note: By decision of the  Government of the Russian Federation, for enterprises listed 
in section 2.1, the privatization of independent production not connected to the output of 
specifically proscribed goods may be allowed. 

2.2 FEDERALLY-OWNED OBJECTS AND ENTERPRISES THAT CAN BE PRIVATIZED 
ONLY 8 Y  A DEClSION OF THE GOVERNMENT OF THE RUSSIAN FEDERATION 

2.2.1 Objects and enterprises producing and repairing any weapons systems and 
components,  including coupling devices and military hardware not suitable for other 
applications, those manufacturing spacecraft, military supplies, explosives, fireworks, and 
special chemicals, and also objects engaged in research and development in the above fields 
{except those  specified in 2.1 1. 

2.2.2 Objects of civil defense (except those specified in 2.1). 

2.2.3 Special refrigerators designed for the permanent housing of state reserves, the 
accumulation of a federal food stock,  and the storage of mobilization reserves (except those 
specified in 2.7 1. 

2.2.4 Objects and enterprises processing precious metal ores, precious and 
semiprecious stones, and radioactive and rare-earth elements (except those specified in 2.1 I. -. 

-4 

2.2.5 Enterprises and associations of the fuel and energy complex (with the exception 
of organizations and enterprises in the construction industry], including enterprises involved in 
electric power, coal, oil, and g a s  extraction and processing, oil geophysics, and the 
manufacture of petroleum products, a s  well a s  nuclear power plants and objects and 
enterprises of pipeline transport. 

2.216 Enterprises and objects of rail transport, enterprises of sea  and air transport of 
federal importance (except those  specified in 2.1 and 2.41. 



. . .  . . , . . .  . . . . .  . .  . . . . 

. . . . ,..- . . . . .  , .. . . , ., ,. .Z...?..g .Communications enterprises,iexcept those' vrirhi'n the'"~o$echat" retail 
r x t ~ v o r k  and those specified in 2.11, including scientific research and planning and design 
enterprises and organizations, their enter.prises for experimentation and testing, and also 
insti tut ions of  the Cori?mittce of the Russian Federation for Information Dissemination. 

I 2.2.10 News agencies and television and radio broadcasting companies. 

2.2.1 1 Objects and enterprises of  sociocultural importance (including theaters, 
cinemas, concert and exhibition halls, movie studios and film-printing facilities, and objects of 
amateur and professional sports). 

2.2.1 2 Foreign trade associations of  the Ministry of  Foreign Economic Affairs of the 
Russian Federation and of other ministries and departments of the Russian Federation, i f  
others are not established by  the legislation of  the Russian Federation. 

2.2.1 3 Objects and enterprises conducting operation and maintenance in the gas 
industry having general Russian and interregional importance. 

2.2.14 Chattel and real estate of historical and cultural significance (except those 
specified in 2.1) entrusted to  the state and also held in the collections of state and municipal 
museums, archives, libraries, and galleries, and in the showrooms of enterprises in the art 
industry and in the traditional folk trades, including the premises and buildings where they are 
located. 

I - 
2.2.1 5 Printing enterprises, publishers, and book wholesalers under the jurisdiction of 

the Committee of the Russian Federation for Printing, the Ministry for Social Welfare of  the 
Russian Federation and the Ministry of Public Health of  the Russian Federation. 

2.2.1 6 Enterprises and objects in the scientific and technical sphere under the 
auspices o f  the Committee of the Russian Federation for Standardization, Weights and 
Measures, and Certification, machine testing stations. 

2.2.17 State-owned sanatoria and resorts under the jurisdiction of the Ministry for 
Social Welfare of the Russian Federation and the Ministry of Public Health of the Russian 
Federation. 

I 2.2.1 8 Enterprises and objects of  the Republican (Federal) Fund for Social Support. 

2.2.1 9 Enterprises in the lumber industry, bases for airborne forest protection, and 
also objects in the scientific and technical sphere under the auspices of the Russian forest 

protect ion services. 

1 2.2.20 Enterprises and objects under the auspices of  the Committee for the Water 
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. h a v i ~ g  Inil itary. units, as well .as enterprises she o9j;?c:s of'ti-iese'miilistries and deparirnenrs . .  . _ _ .  . 
n o t  i nvo l ved  in the production or repair o f  weepons systems afid components or the 
p roduc t i on  o i  ammunition, explosives, or,fireworks (excepi those specified In 2.1 and 
en ic rpr ises  o f  the Federal Counterintelligence Service of the Russian Federation). 

2.2.22 Enterprises tor the production of special nonnuclear materials. 

2.2.23 Enterprises o f  geological services (except those specified in 2.1. 

2 .2 .24  Objects and enterprises of the medical industry. pharmaceutical bases 
(storehouses) and bases o f  medical technology that supply commodities for federal and siate 
needs, a n d  also those servicing raions in  the Far Nonh  and similar raions (except those 
spec i f ied  in 2.1 1. 

2.2.25 Scientif ic and technical enterprises and objects o f  the chemical complex 
pe r fo rm ing  technical operations with toxic substances of the first and second danger classes, 
and a lso  manufacturers rated as first level explosive hazards. 

2.2.26 Objects whose construction is financed f rom the federal budget (except those 
spec i f ied  in 2.5). 

2.2.27 Objects and enterprises of the mining industry having general federal 
importance,  including salt mining (wi th the exception of enterprises mining local raw 
materials, a n d  also those performing logging activity, including those extracting tar- 
impregna ted  wood, resin, and barras). 

2.2.28 Enterprises for the burial o f  solid industrial and everyday waste. 

2.2.29 Enterprises and organizations within the jurisdiction o f  t he  Committee of the 
Russian Federation for Patents and Trademarks. 

2.2.30 Livestock and horse breeding centers, l ivestock farms, enterprises of livestock . * 
services. 

2.2.31 Auxiliary-production agricultural facilities o f  the biological industry, the 
Sor tsemovoshch enterprises o f  the Rossortsernovoshch Russian republican association. 

2.2.32 State scientif ic centers from a list approved by  the Government of the Russian 
Federat ion. 

2.2.33 Specialized factories and manufacturers of intermediate products and 
nonstandardizcd equipment and i n s t r h e n t s  for prothesis and orthopedic enterprises. 



., .. ,.: 
. . . . . . I  . :.., -..,..,. ',-: . .- .. ., ,..- .a? :;:I: I.r;.nzc~rt.?ii~n o:  n u c i e ~ i  weapons. 

2.3 FEDEiiALLY-OWNED OBJECTS AND ENTERPRISES THAT CAN BE PRIVATIZED 
ONLY L3Y A OEClSlON OF THE GKl OF RUSSIA TAKING INTO ACCOUNT THE OPlNlONS OF 
SECTORAL MINISTRIES AND DEPARTMENTS . 

2.3.1 Enterprises of all branches of the national economy (not specified in 2.1 or 2.2) 
whose share in the federal market for certain products, work, or services exceeds 35 
percent. 

2.3.2 Large-scale enterprises having, as of 1 January 1992, a net value of fixed 
assets of  greater than 1 million rubles. 

2.3.3 Enterprises of sea and river transport (except those specified in 2.2). 

2.3.4 Scientific research, design, planning and design, and planning and surveying 
institutes, objects, and experimental production objects (not specified in 2.1 or 2.2) having a 
net value o f  fixed assets, as of  1 January 1992, of greater than 1 million rubles. 

2.3.5 Enterprises for the production, bottling, and packaging o f  alcoholic beverages 
and spirits, wine, and tobacco products. 

2.3.6 Special enterprises for the production of  baby food. 

2.3.7 Enterprises and organizations connected-with the feeding of passengers on 
ships and in railroad cars and stations, and also those supplying sea and river fleets. 

2.3.8 Wholesale enterprises providing goods for federal and state needs, and also 
those serving raions of the Far North and similar regions, including temporary work 

* settlements, as well as those serving the population of closed territories and administrative 
regions (except those specified in 2.2). 

2.3.9 Printing enterprises and publishers (except those specified in 2.21. 
. - 

2.3.10 Specialized construction organizations building objects providing state security 
(except those specified in 2.1 and 2.21. 

2.3.1 1 Objects and enterprises whose construction and modernization is financed 
from the state budget and who operate in accordance wi th  the federal nuclear disaster 
response program, and those situated in and outside evacuated areas, temporary residence 

areas for evacuees, and areas specified for social and economic disaster relief under the 
current legislation for territories subjected to  radioactive contamination. 

2.3.1 2 Objects and enterprises of nuclear machine building. 



2.3. i 6 En~erprises p r~duc ing  specialized equipment for cu.lturo1 instltu:ions. 

2.3. i 7 Circus enterprises and organizations that are part of the Russian Circus 
company. 

2.3.18 Craft producers, small and large game hunting facilities, animal farms, 
ranches, an3 husbandry associations, state fur farms (fur faims). 

2.3.1 9 Specialized elevators and warehouses for permanent housing of state 
reserves, the acccmulation of a federal food stock, and the storage of mobilization reserves 
(except those specified in 2.7 1. 

2.3.20 Objects and enterprises of the agrobiological industry and their auxiliary 
agricultural facilities under the auspices of the Ministry of  Agriculture of the Russian 
Federation. 

The procedure for making decisions on the privatization of  objects and enterprises 
specified in 2.2 and 2.3. 

Decisions on the privatization of  enterprises specified in 2.2 and 2.3 shall be made on 
the basis o f  laws of the Russian Federation and acts of the President of the Russian 
Federation b y  the Government of the Russian Federation and the GKl of  Russia and its 
territorial bodies. 

Documents on the privatization of federally-owned enterprises shall be submitted to  
the property management committee empowered by  the territorial representative of the GKI 
of Russia. The committee must, within three days, refer these documents: 

i f  the enterprise is specified in 2.2, to  the GKI of Russia, w i th  copies sent t o  the 
relevant ministry, state committee, committee, or financial institution; 

i f  the enterprise is specified in 2.3, to  the financial institution for the area where the 
enterprise is located or registered, with copies sent to  the relevant sectoral ministry, state 
committee, or committee. 

Copies of the documents on privatization shall also be sent to  the State Committee of 
- *  

the Russian Federation for Antitrust.Policy and Support of  New Economic Structures or to  its 
territorial department for objects requiring the Committee's approval, which must, within 
three weeks, report its conclusions t o  the GKI of Russia (if the enterprise is specified in 2.21 
or to  the territorial agency of the GKI {if the enterprise is specified in 2.31. 

Sectoral ministries, state committees, and committees must, within two  weeks of 
receipt of documents, report their conclusions on the advisability of privatization of federally- 
owned objects to  the body making the final decision on privatization. 

For objects and enterprises specified in  2.3, the head of the territorial agency of the 
GKI of Russia, taking into account the conclusion of  the relevant ministry, must make a 
decision on privatization within one month after the documents are sent to  the scctoral - 

?a d 
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,~rn::;;;lec, 2nd :i-.cerriicrial aseccics on the issues of 'privatization o f  objects and enterprisss 
specified in 2.3, lhen ihe GKI o i  Russia shall have the right to consider for itself the 
possibility cf privatization, taking into account the opinion of sectoral ministries and 
departments. 

For objects and enterprises specified in 2.2, the GKI of Russia, within 15 days of 
receipi  o f  both the documents from the territorial agency and the conclusions from the 
ministries and departments, must submit drafts of directives to  the Government of the 
Russian Federation. 

The Government of the Russian Federation must, within 10 days (for enterprises of 
the  military-industrial complex, wi th in one month) of  submi'ssion, consider the drafts of 
directives and make corresponding decisions. 

If, in the time allotted the Government of the Russian Federation, no decisions are 
made by the established procedure, the GK1 of Russia must, within one month of the 
expiration of  the former period, make a decision on the possibility and procedure of 
privatization. 

I f  the Government of  the Russian Federation makes an unfavorable decision on 
privatization, the GKI must, in the same time frame, send a copy of  the directive of  the 
Government o f  the Russian Federation t o  the relevant territorial agency. 

Upon considering the issues of privatization of objects and enterprises specified in 2.2 
and 2.3, the  Government of  the Russian Federation and the GKI of Russia and its territorial 
agencies can make the following decisions: 

1. T o  forbid privatization. In this case, one of the following decisions can be taken: 
t o  transform the enterprise into an open joint-stock company in accordance wi th  Decree of 
the  President of  the Russian Federation No. 721 of 1 July 1992 "On Organizational Measures 
for Transforming State Enterprises and Charitable Organizations of State Enterprises into 
Joint-stock Companies" w i th  100 percent of the shares held in state ownership, or. to  
transform the enterprise into a state institution financed from the federal budget. 

2. T o  establish restrictions on privatization excIusively by holding common (with 
vot ing privileges) share packages (57, 38, and 25.5 percent) in federal ownership or by 
issuing "Golden Shares" (Zolotye Aktsii). 

3. To permit privatization without any type of restriction. 

For the transformation o f  enterprises specified in 2.2 and 2.3 into joint-stock 
companies, the Government o f  the Russian Federation and the GKI of Russia shall determine 
the targets, conditions, and time limits for holding share packages and "Golden Shares" 
(Zolotye Aktsi i l  in federal ownership, taking into account the opinions of sectoral ministries 
and departments and state administrative bodies. 

Share packages can be held in federal ownership for a period of no more than three 
years, and can only be held in the quantities of 51, 38, and.25.5 percent of the common 

(with voting privileges) shares as regards enterprises and organizations engaged in the 

fol lowing types of activity: 
cornrnunications; 
electric power gerwration and distribution; 
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.,,, , _. ,..2.:ni. s:c::zc:lon, ZT;U regair of arms, military hardware, n r i j  ~r:,i;:?::;ji~r: 
li~~!!;ciiiiz c i~er icc? l  a x i  baciericlogicol); 

;?;oduc:ir;n o i  aicohcllic beverages and spirits; 
c n t c q x i s ~ s  directly Invofved in sea and air traffic, and also airports, znd se3 and river 

pwts;  paten; service, siandardization and weights and measures; 
scientific and technical and planning and design enterprises; specialized enterprises 

for construc:ing and operating objects intended for national security; publishers and 
enterprises re!easing printed material for state needs; 

pipeline transport; 
circus enterprises and organizations that are part of the Russian Circus company; 
wholesale enterprises purchasing for state needs and import-export operations for the 

fulfillment of interstate agreements. 
Share packages of privatizing enterprises in the indicated areas that are held in federal 

ownership for less than three years consist of common shares which, prior to either the 
deadline indicated in the privatization plan or a decision to sell them prematurely, are held in  
the relevant comrnitiee for the management of state property. 

A decision to hold a share package consisting of 51 percent of the common (with 
voting privileges) shares can be taken only on  the basis of a decree of the President of the 
Russian Federation. A decision t o  hold a share package consisting of 38 percent of the 
common (wi th  voting privileges) shares can be taken by  the Government of the Russian 
Federation. 

For the transformation of  enterprises into joint-stock companies whose controlling 
interest is held in federal ownership for up  t o  three years, the Government o f  the Russian 
Federation and the GKI of Russia shall have the right, according to their jurisdiction as 
established by  the State Program of Privatization of State and Municipal Enterprises of the 
Russian Federation, to commission, on a contractual basis, the representation of state 
interests i n  the board of directors o f  a joint-stock company by parties appointed by them, 
including those holding offices in state administrative bodies for the representation of relevant 
ministries, departments, and raions. Office-holders in state administrative bodies who are 
appointed t o  the boards of directors of joint-stock companies in accordance wi th  the 
established procedure shall perform their duties on a gratuitous basis. 

For the transformation of  enterprises specified in  2.2 and 2.3 into joint-stock 
companies, the Government of the Russian Federation or the GKI of Russia, taking into 
account the suggestions of ministries and departments, can, upon issuing stock in  these 
companies, make a decision t o  issue "Golden Shares" (Zolotye Aktsii) for a period of up to 
three years. 

Simultaneous holding of  "Golden Shares" (Zolotye Aktsii) and any other types of share . . 
packages in state ownership is not permitted. 

When "Golden Shares" (Zolotye Aktsii) is issued, benefits for members of a work 
collective shall be granted in accordance wi th  the procedure put forth in the Program. 

The Government of the Russian Federation and the GKI of Russia shall have the right 
t o  make a decision to transfer share packages held in federal ownership into "Golden Shares" 
(Zolotye Aktsii). 

Dividends of stocks held in federal or state ownership shall be cornpleteiy channelled 

into the financing of objects for sociocultural and community-service purposes. These are 
objccts which are either acquired, in the process of transforming an enterprise into a joint- 
stock company, into the assets of local authorities or which remain in the assets of the 
cntcrprisc and are used for their original purposes. In the absence of such objccts, dividends 

*5 
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2.4. i 2 Airp~r is  of regional and local i!mporiance. 

2.4.13 Enterprises of regional social support funds, incfuding those I~aving under their 
authority objects in the sanatorium and health resort industry. 

2.4.1 4 Wholesale enterprises serving remote arctic raions of the Far North, regions of 
the  Far North, and similar regions with seasonally-restricted navigability, including temporary 
work sett lements,  settlements of geophysical and geological parties, and regions for the 
residence and economic activity of the sparse.poulation of the North. 

2.4.1 5 Enterprises of minor power production using the  energy of minor rivers, the 
sun ,  the  wind, and geothermal sources, enterprises working in autonomous energy 
production and not connected with a unified energy system, with the exception of atomic 
stations. 

2.4.16 Sea ports of regional and local importance. 

2.4.17 Highways for public use, enterprises and organizations for their upkeep 
(except those  specified in 2.7). 

Restrictions on privatization set by the Program are mandatory for all s ta te  governing 
and administrative bodies and bodies for local self-government. The introduction by these 
bodies of supplementary restrictions on the privatization of enterprises and s ta te  and 

' 

municipal property and on the sale of state-  and municipally-owned shares is prohibited. 

The privatization of objects and enterprises subject to  restrictions established by the 
Program is not permitted without the permission of the appropriate organs. 

Buying and selling, transfer, and exchange of interests (shares or parts thereof and 
stock) is forbidden among legal persons whose charter capital (fund) is more than 25 percent 
s t a t e  or municipal property. 

2.5 OBJECTS AND ENTERPRiSES THAT ARE SUBJECT TO MANDATORY 
PRIVATIZATION 

The following objects and enterprises are subject to mandatory privatization: 

2.5.7 Wholesale and retail objects and enterprises (including those for the sale of 
products with industrial and technical purposes), objects and enterprise of the food service 
industry and basic services, including bureaucratic objects of the retail trade, public food 
supply, and basic services networks (except those specified in 2.1 - 2.4). 



2.5.2 Objects and enterprise;' forganizarions) involved in consrruction' and the . consrruction materials industry (except those specified in 2.2 and . . 2.7i: 

'2.*5.3 Enterpriser in the fod-p;ocessing indurtrv' and iniighf industry. 

2.5.4 Objects that are temporarily shut dov;tl ind  objecn. of uncompleted 
constructiorl for.  .r l - :~k- . .  the regulat,:-y construction ivieexpirr.,: [with the e:' .cr.iion 
of power  blor -:: ~f :;uclear plants). 

. . 
2.5.5 ;'f ',oerty of enterprises l i qu ida~ id  withour &tat .,... i!:?$ S U C C ~ ~ . ~ O ~ S ~ $ O  . . . .  . . . . . . .  ..: ... . . . . .  . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  :.., . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  . . 
2: 5.6 -nter.r?ri*.;-; ri aufomoit:i6 franspon, in&jdinS .taxi sera ,; iexccp: those 

specified in 2.4: 
. . 

. . 
2.5.7 Ent >rises subject to  mandatory issuing of. ..:ock, detirmined by 3ecrez o i  .:e 

President 3 f  the R -:$an Federation No. 72j of - l ' . ~ u l ~  1992. 

2.Ci.e Objects involved in coinmerc.~, the'focld-seilices indus.tiy< and ba..:..- ::e..t.lces of 
!! 3 T. ~p:-!.-!tiofi. eri-?rprises of the construc i ;~n ' indus~r*~ built wi:? f imk i ror r !  the ..;a:.; iind 

Uebror'e;?Ierprises in all branches o f  the  nariorlal ecomrny fexcept thor.: 
2.: 1. 

:-. %. . . . . . . .  . . .  
2.5. 4 1 Entqj&'& ;ti.':hk :C.~T:.: . , ! !P: I , <  c ~ ~ i . ~ g  indllsfry (i-:&p: :hosc.'.s;r.;rified ,-i .? 4: 

. . 
-. - 

.- . .- -- 

2.6 PRIV:'. -1ZAZON UF ~E;'tl.;F::'l: :CLJECTS. OF N~~4RESIDENTIAt REAt ES7'JTE 
. . 

~ i t i ; cm engaged in entrepre&risl activity and ~nterprises whose charter capital . . 

consistr; '. ' .lo more than 25 percent stateimunicipally ?jwned 'interests (sharesi, in the czse 
. that  the) t inve.enta~ed into a lease agieement o n  a competitive or auction basis, as well as 
.xrtnershi;~s n ~ r l  i h t - s t o c k  cornpanies'created in. the  process .of privarizatihn, have the'right 
r.7 acquire nonres~dential premises, including both permanent and annexe.1 jjremises, leased 
by them in residentiai buildings, and also to adquire buildincjs and structw;es owned by  the 
RussIrtn Fec..ratic.:; (feagrally-owned), by  republics within the Russian Federation, krais, 
oblasts, auronornot:s formations, an? the cities. of Moscnw and St. Petersburg (state-ownedl, 

. or by rnunicipr'*l~,.s irnunicipally-owned). , 
. - 

. The sais oi ieased objects of nonresidential real estate is carried out by the appropriate 
.propeny rnar:sgernent committee', in response t o  a n  appfication by the lessee. Establishment 
of reztrictions on the resale of acquired objects of nonysidential real.estate is not permitted. 

The sale of leased real estate (buildings, s t r u c ~ r e s ,  and plots of land on which they 
are 2:tuatedl c1r nonresidential premises, including bc: :.permanent and annexed premises, in 
residential buildiqs to lessees indicated in 2.6 can-be ddnied only if restrictions specified in 
2.1 pqply tb these objects, or in regard to buildings ar;d structures that are real estak of 

- h is~qr ica l  and ci!ltural importance, religious buildings, and buildings and structures occupied 
by state governing and administrative bodies and courts. ' 

6' 

The price paid by lesseei for b&ldings, structures, and plats of land on which they are %$%@ 
> . . 
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3. CALCULATED PRIVAT1ZATION INDICES FOR STATE G.O'JERMN;ENTAL AND 
ADitlilNISTRATIVE 8ODIES 

3.1 Proceeding from privatization targets, and also from the structure and exten; of 
privatization demands in territorial and sectoral divisions, the GKI of Russia wil l  establish 
calculated targets for share issuing and privatization of an ever increasing number of 
enterprises, and for the use of privatization vouchers, which shall be an integral part of the 
Program. 

Calculated indices shall be distributed t o  regions within one month of the Program's 
adoption and shall be subject to  quarterly adjustment by the GKI of Russia. 

3.2 Based on the targets, property management committee of republics within the 
Russian Federation, krais, oblasts, the autonomous oblast, autonomous okrugs, and the cities 
o f  Moscow and St. Petersburg shall develop local privatization programs and shall make 
predictions of the quantity of privatization vouchers and money that wil l  be received as a 
result o f  privatization. The local privatization programs adopted by the respective local 
governing bodies shall be presented t o  the GKI of Russia and t o  the Russian Fund for Federal 
Property. 

4. ORGANIZATION AND ALLOCATION OF PROCEEDS FROM PRIVATIZATION 

4.1 .Proceeds from privatization shall be defined as all intake in the form of money 
and privatization vouchers resulting from the sale of objects of privatization, and all receipts 
during the process of population in the form of registration fees, collateral, and other receipts. 

Neither dividends from shares belonging t o  the state nor royalties from the rental of 
state and municipal property are included in  proceeds from privatization; they are thus 
subject t o  remittance into the appropriate budget, after deducting expenses incurred for 
banking operations (except in cases specified in 2.3 and 6). 

4.2 The expected total receipts from privatization in 1994 are estimated at 0.7 trillion 
rubles i n  the form of privatization vouchers, and another 0.8 trillion rubles i n  cash. 

The expected dividends from shares held in federal and state ownership in 1994 are 
estimated at  200 billion rubles. 

4.3 Allocation of proceeds from privatization, including privatization vouchers, shall 
be conducted in accordance with regulations under Appendix 1 to  the Program and in the 
fol lowing priority. Payments shall be made to: (1) w&k collectives; (2) privatization organs 
and local budgets, in which case settlements or remittances into the Federal Fund for 
Entrcprcneuria-l Support shall be conducted in cash; and (3) the republican budget of the 
Rt~ssian Federation and budgets of republics within t h e  Russian Federation, krais, ol~lasts, the 



. . -. .,,..+ 125 <:;>t/,..rq:-n ,.. ..., , n i  oi t ! x  2ussian Federation shall have the ri@t to adjust indjr,es 

x.i I-::-!!.:li?:io:~s i31 the n!!ccntion of proceeds from privgtizat~on, .taking h t . 0  account4he. . . . . % . . . .  
. . . . . . . . . . . . . . . . . . . . . .  

.,- LC. ,: 1c.*rdt>t1 . i;.*:.- o f  - t i i 'e.- f ' i&-~id 3'y..;iern of tbe Russian Federation, business conditions in the market 
for objects of property, and ;he suggesiions o i  the relevant privarizaiion organs. 

4.5 Prncceds iron? pri\~atizaiion shall not be subject to  taxation. 

4.6 The activities of property management committees and of property funds of all 
kinds, including transactions for other sales of state and municipal property, shall not be 
taxed. 

4.7 Proceeds from privatization shall be channelled, in accordance with established 
regulations, into budgets at the appropriate levels and shall be directed exclusively towards: 

the maintenance of sociocultural and community objects, including those that are 
not  part of the property aggregate of a joint-stock company and those that are, in the 
proceed o f  privatization, brought under the jurisdiction of local governing bodies; 

the financing of efforts for the post-privatization support of enterprises. 

4.8 In  cities that are subordinate t o  a raion and in cities having administrative and 
territorial subdivisions (raions, posyoloks), proceeds from privatization may be channelled by 
sellers into the budget of these administrative and territorial subdivisions in order to  finance 
the maintenance of sociocultural and community objects that have been brought under state 
ownership upon the privatization of an enterprise. This can be done as follows: by a petition 
f rom the administrative heads of cities and subcity raions Iposyoloks) and a subsequent 
decision b y  the administrative heads of cities and raions, in the case that the issue at hand 
concerns the sale of municipal property, or by a decision of state administrative bodies of 
subjects o f  the Russian Federation, in  the case that the issue at hand concerns the sale of 
state property. 

4.9 Monitoring of the timeliness and correctness of the settlements of privatization 
organs w i t h  budgets at various levels shall be carried out by the Monitoring and Inspection 
Bureau of  the Ministry of Finance of Russia together wi th  the GKI of Russia. 

5 ,  METHODS OF PRIVATIZATION AND PRIVILEGES GRANTED DURING 
PRIVATIZATION 

The actual method of privatization is determined by the working commission on 
privatization or the commission on privatization of the responsible committee on the 
administration of property in accordance wi th  the Law of  the Russian Federation "On the 
Privatization of State and Municipal Property of the Russian Federation," ~ e c r e e  of the 

President of the Russian Federation No. 721 of 1 July 1992 "On Organisational Measures for 

the Transformation of State Enterprise and Voluntary Associations of State Enterprises into 
Joint-stock Societies," state and local privatisation programs, and regulatory acts not 
contradicting this Program. 



- . .  . ,I,L . = .  i r s t  group comprises small enterprises with a net valuo as 3f 1 Jancerl; 1992 

no greaier i l lan 1 si i l ion rubles and subject to  sale by auction, bid ccmpti i ion,  afic! stock 
~ u c r i m .  Work coilcc'tives of these entc:prises have the right, with a qualified majority of 213 
o i  the vctes of all workers (at a general assembly or with s certified list of signatures), i o  
choose :he method of sale: by auction or by stock auction with unlimited participation. Such 
decisions are binding on the corresponding committees on the administration of the property; 

the second group comprises all other enterprises, which may be privatized by any 
method, provided for in point 5.2 of the Program. 

In cases of nonfulfillment of the provisions of this Program, of the Decrees of the 
President of the Russian Federation of 1 July 1992 N 721 and 14 October 1992 "On the Sale 
for Privatization Vouchers of Residential Buildings, Land and Municipal Property," and of the 
Resolution of the Council of Ministers and Government of the Russian Federation of 10 
August 1993 N 757 "On the Realization of Additional Measures for the Protection of the 
Rights of the Citizens of Russia to Participation in Privatization," committees on the 
administralion of the property (of the ministry and department) have the right to  take 
decisior~s following the established procedure on the annulment of contracts previously 
concluded w i th  the directors of the enterprises or, in cases where no contracts exist, on 
relieving them of their duties. In such cases, the transformation of the enterprise into an open 
joint-stock company proceeds on the initiative of the responsible committee on the 
administration of the property by the established procedure, with privileges extended to 
members of their work collectives only in  the first variant (point 5.3.1) of the Program. 

5.2. Use of the following methods of privatization shall be permitted in the procedure 
established by  the Program: 

sale of shares of open joint-stock companies formed in the process of  
A privatization; 

sale by auction of enterprises that are not joint-stock companies; 
sale of enterprises that are not joint-stock companies by commercial bid 

competition (including those with limited participation); 
sale of blocks of shares in  joint-stock companies by stock auction; 
sale by auction or bid competition of property (assets) of solvent, liquidating and . * 

liquidated enterprises, and also of objects whose construction is incomplete; 
buy-out of rental property; sale of enterprises to associations formed in  

accordance wi th  the additional privileges provided for in point 5.1 6; 
sale of interest (shares, stocks) in state and municipal property by auction or 

commercial bid competition, including those wi th  limited participation. 

5.3. SALE OF SHARES OF OPEN JOINT-STOCK COMPANIES FORMED-IN THE 
PROCESS OF PRIVATIZATION 

A. Privi/eges granted to members of work collectives in the transformation of 
sta teAnunicipn! enterprises iota open joint-stock compsnics 



5.3.1. In fhc sale fgratuitous transfer) of  shares of  open joint-stock companies formed 
via [tie transformation of state and municipal enterprises (including those previously 

m transformed into closed joint-stock companies), the work collective of  the enterprise shall 
decide on  the use of  one of the variants provided for by the Program in extending privileges 
t o  members of  the work collective of  the privatizing enterprise. These privileges shall also be 
extended to: 

employees for whom the given enterprise is the principal place of  employment; 
former employees having tenure at  the privatizing enterprise of not  less than ten 

years for men and seven years and six months for women, and who left the enterprise 
voluntarily (including in connection wi th  a transfer to other employment), as a result of  

manpower reductions, or in the course of  the reorganization of  the enterprise; . . .,. . . . . ... . .  . 
_.., . . 

. _ _ . _.. . . ... .. . . . . . .. persons with the right, incacc~rdan&&'with.the'la'h of the ~"ss ien~ebera t ion ,  to  
return to  their previous employment at  the enterprise, including persons called up  for military 
service while working for the state/municipal enterprise before i ts transformation into a joint- 
stock company, wi th  'the condition that such persons return to  their previous employment 
wi th in three months of demobilization; 

pensioners, receiving a pension at  the enterprise; 
persons dismissed from the enterprise in the course of manpower reductions 

after 1 January 7992 and registered as unemployed; 
workers of the enterprise receiving a pension for a handicap resulting from a 

work-related injury or illness; 
family members who are heirs of workers of  the enterprise killed a t  the 

enterprise. 
All persons receiving these privileges shall be included in the calculation of  the number 

of personnel on an equal basis with employees for whom the enterprise is the principal place 
of  employment. 

Variant 1 

All members 
to them and having 

, 
of the work collective 
the right to privileges: 

of the privatizing enterprise and persons equivalent 

shall simultaneousiy receive gratis registered preferred (nonvoting) shares, constituting 
25 per cent of the charter capital, but  not more than 2 0  times the legislatively established 
minimum remuneration for one employee; 

common shares, constituting up to  1 0  per cent of the charter capital, but  not more 
than six times the legislatively established minimum remuneration for one employee, shall be 
sold b y  closed subscription to the members of the work collective w i th  a discount of 30 per 
cent of  their nominal price and payment by  installment of up t o  three months; the initial 
payment shall not be less than 50 per cent of the nominal price of the shares. 

The adminisiration of the privatizing enterprise - the Director, his Deputy, Chief 
Engineer, Chief Accountant, Directors of separate structural divisions or subsidiaries - shall be 

given, under the terms of the contracts concluded with them, the right to  acquire common 
shares at  the nominal price to a total value, constituting up to five per cent of the charter 
capital, but  not more than 2000 times t h e  minimum remuneration established by the Laws of 
the Russian Federation for one person. 

Fcr en:crprises with an average manpower of more than 10 thousand persons, wi th  
separate strucrural divisions, and also in cases where the privatization plan provides for ;he 
reorgar:izntion of t h c  cnrerprise wi:h the formation of subsidiaries, the list of adminis?ralive 
persnnix l  !laving the right to such privileges may be broadened by  a decision of The work 
collec:~ve. 



Variant 2 

A11 members of the work collective and persons equivalent to  them and having the 
r ight t o  privileges shall have the right to obtain common (voting] shares, constituting up t o  51 
per cent of  the charter capital. 

In this case: 
gratuitous transfer and sale of shares under privileged conditions shall not  take place; 
the sale price of shares shall be  set in accordance wi th  the Regulation o n  closed 

subscription, approved by GKI of  Russia. 

I f  a group of workers of  an enterprise or any physical or legal person, acknowledged 
as the purchaser in accordance w i t h  Article 9 of the Law of the Rirssian Federation " On the 
Privatisation of  state and Municipal Enterprises o f  the Russian Federation", takes on the 
responsibility for the fulfillment of  the privatization plan of  the enterprise, for  ensuring the 
solvency of the enterprise, and receives the consent of a general assembly o f  the work 
collective to  the conclusion of  the appropriate agreement, the length of which shall not  
exceed one year (and not be subject t o  extension),the members of such a group shall have 
the right, before the expiry of  the indicated period and on the fulfillment of the conditions of  
the above-mentioned agreement, t o  acquire 30 per cent of the charter capital in the form of 
common shares of the enterprises a t  their nominal price. 
The procedure of concludin<an agreement with a group of workers on the acquisition of  
shares shall be in accordance wi th  the Regulation approved by GKI of Russia. 
For the period of  the agreement, the voting rights of  all voting shares of the corresponding 
property fund shall be transferred t o  the indicated group. 
The conditions of  the agreement shall be included in the privatization plan; the conclusion o f  
this agreement wi th the indicated group b y  the founder of  the joint-stock company shall be 
rnandat0ry.h the agreement shall be  specified the obligations o f  the members of the group 
and the limits of their material responsibility,in the form of their private property (provided as 
a deposit), to  the sum of not less than 200 times the minimum remuneration established b y  
the Laws of  the Russian Federation for  one person at  the time of the deposition of the 
property for each member of the group. 

In this variant, all workers o f  the enterprise (including the members of  the gcoup) shall 
be sold common shares to  a sum constituting 20 per cent of the charter capital, but  not  
exceeding 20 times the minimum remuneration established by the Laws of the Russian 
Federation for one worker, w i th  a discount of  30 per cent of their nominal price and a three- 
month period of insiallment payment; the initial payment shall not  be less than 25 per cent of 
the nominal price. 

In  the  case of nonfulfillment o f   he provisions of the agreement by the group, the 
shares to  be sold to the Group shall instead be sold to  the public at specialized voucher 
auction (after 1 July 1994 a t  auction for money). 

The procedure of disxibution o f  shares transferred gratis (under Variant 1) shall be 
determined by a decision of a general assembly (conference) of  the work collective by a 
simple majority of vc:es. 

Ti le sale of shzres to members of the work collective and to  persons equivalent io 
. 

them in priviieges, as ser out by :his Program, shall prcceed by closcd subscripiion in 
accordance with rhe :egtllation approved by GKl ~f Russia. 

Cornmilices cn the adminis~ration of property shall be perrni~tcd to  extend 10 t!;rr:e 

months The period oi closed subsc:iption of snarcs among v~orkcrs of the enic-rprisc, !;nsc.j 

on t l 1 ~  speciiics of i1:~ 2:oduc!icr; aciivity of the enterprise in qc!cstio'n.at ihe ::rime ?i::?t:r, ;!t!: 



sate of sharcs transferred to property funds m a y  be conducted until the end of the period of 
closed subscription. 

q The decision as to the choice of variant of  privileges established by this Program shall 
be taken by  a general assembly of the work collective or shall be ascertained by  a signed list 
o f  i ts members. A decision must receive the votes (signatures] of not less than two  thirds of 
the listed personnel of the enterprise. In the absence of such a decision, privileges shall be 
assigned in accordance with the first variant. 

Workers of enterprises that make up a .single technological complex wi th  the 
privatizing enterprise shall be offered, in accordance wi th  a decision of the work collective 
and independent of the variant chosen, the right to take part in the closed subscription to  
shares conducted among the workers of the privatizing enterprise,,under . . .  ,equal condixians, ..--.. .......... 

. . . . . . . . . . . . . . . . . .  . . . . .  . . ; .  . . . . . . . .  . . . . .  . . ; .  :. j ,'.. . . . . . . . . . . .  . . ,,. _ . . . . . . . .  

5.3.2. Any shares acquired or received gratis by physical or legal persons may be sold 
by their owners without limitation. The establishment of limitations shall be forbidden. 

5.3.3. The initial price of statelmunicipal enterprises i n  their sale at auction, b y  
commercial (noncommercial) competition or stock auction shall be established in accordance 
wi th  the Provisional Methodological Instructions o n  the Evaluation of the Value of Objects of 
Privatization approved by the Decree of  the President of the Russian Federation of 29 
January 1992  N 66 "On the Acceleration o f  Privatization of State and Municipal Enterprises," 
wi th  account taken of the changes introduced b y  the Directive of GKI of Russia of 13 
November 1993  N 763 "On S.everal Questions o n  the App!ication of the Provisional 
Methodological lnstruction&?'the Evaluation o f  the Value of Objects of Privatization." 

The value of property shall be evaluated on the basis of the financial balance for the 
accounting quarter preceding the evaiuation.The value o f  the fixed assets of unfinished 
construction and equipment not yet installed shall be determined during the evaluation wi th  
no account taken of the results of the reevaluation of fixed assets conducted in accordance 
wi th  the Resolution of the Government o f  the Russian Federation of 14 August 1992  No. 
595 "On the Reevaluation o i  Fixed Assets in the Russian Federation," and also subsequent 
reevaluations of fixed assets. 

The actual profits earned by enterprises in 1993-1 994 shall not be used as the source 
of a privatization fund for the workers of  the enterprise and shall not be excluded from the 
value of the property for the determination o f  the initial price of the enterprise. 

5.3.4. The amount of the charter capital i n  the transformation of state/municipal 
enterprises into open joint-stock companies shall be determined by the financial balance of 1 
July 1992 w i th  no account taken of the results o f  the reevaluation of fixed assets conducted 
in  accordance wi th  the resolution of the Government of the Russian'Federation of 14 August 
1992 "On the Reevaluation of Fixed Assets i n  the Russian Federation" and subsequent 
reevaluations of fixed assets and currency holdings. 

In this case, for the determination of the variant of privileges offered to  members of 
the work collective, the following shall be used: 

the minimum remuneration for labor as of 7 June 1992 (900 rubles]; - - 
t h e  average manpower of the enterprise according t o  the data for the first six months 

of 1992. 
All changes in the makeup and value of  the property of the enterprise after 7 June 

1992 shall apply to the makeup and value of  the property owned by the joint-stock company. 
The actual pi ofit carned by the enterprise in 1993-1 994 &all not be used as a source for a 

privatizaiion fund for the  workers of the enterprise and shall not be excluded from :he value 
of the property in the determination of the charter capital. 



. . 
5.3.5. Thc size of the charter capital of joint-stock companies forrned via the 

transformation of statelmunicipal enterprises formed (founded) after 1 July 1992 shall be . determined by the financial balance in the accounting quarter preceding the evaluation. 
In determining the size of the charter capital, the value of fixed assets, unfinished 

construction, and uninstalled equipment shalt be determined in the evaluation with no 
account taken of the results of the reevaluation conducted in accordance wi th resolution of 
the Government o f  the Russian Federation of 14 August 7 992 "On the Reevaluation of Fixed 
Assets in the Russian Federation,* and subsequent reevaluations of fixed assets. 

In this case, for the determination of the variant of privileges offered to  members of 
work collectives,the following shall be used: 

the minimum remuneration for labor in effect at the time of formation (foundation) of . . .. ... .. 
. . , . . . . _ ,  ,,, , _ ._  , , . .  _ . :  .- . . - . . . - -  . ' " . .  

the . . state!municipa]. enterprise;. . . -. . . -.. ' - 
,, . , .  . . . .  _ . .  . . ,. 

the average manpower of the enterprise according to the data of the six months prior 
to  the evaluation. 

5.3.6. In order to safeguard the rights of shareholders, increase in the charter capital 
of the joint-stock company shall be forbidden until 90 per cent of the shares of the privatizing 
enterprise have been sold. 

B. Privileges for members of work collectives and administra tions of privatized 
enterprises, provided after the completion of  the sale of stocks for priva tiza tion vouchers 

5.3.7. In the case of sale of more than 80 per cent of stocks of a joint-stock 
company and sale of a quantity of shares established by legislation for privatization vouchers, 
the right is provided: 

for members of work collectives of privatized enterprises to begin to buy out 
(and partly to receive free) shares from the enterprise employees shareholding fund, i f  this 
fund was included in the privatization plan confirmed before the release of the Program; 

for joint-stock companies in the process of privatisation to buy out a tract of 
land under enterprises being privatized in accordance with current legislation. Moreover, the 
appropriate property funds shall be the vendors of the tracts of land. The distribution of 
funds received from land tracts is carried out according to the standards laid set out in 
appendix no. 1 to the Program. 

C. Privileges for members of work colfectives and administrations in the case where a 
controlfhg interest in state/municipal ownershb is held 

5.3.8. In the case where a controlling interest in state/rnunicipal ownership is held, 
the privileges for the workers of enterprises are provided in the following order: 

if a controlling interest constitutes 51 per cent of shares, then registered 
preferred shares shall pass once and without charge to all members of the work collective 
and those equivalent to it. These shares constitute 25 per cent of the charter capital, but not 
more than 20 times the minimum wage of one employee as established by the legislation of . * 
the Russian Federation. Further ihan this. privileges are not provided; 

if a conirolling interest constitutes 38 per cent of shares, then privileges for 
members of lvork co!leciives and those equivalent to it are provided in accordance with rhe 
first benefits option (point 5.3.1. of the Program). 

In bcth cases, the enterprise employees shareholding fund shall not be establislicb, all 
remaining nonallocarcd shares are subject 10 sale a t  specialized voucher aucticns (afier 1 Juiy 
1991, a t  secondary auc;ions). 

If in state o:vr:ership 25.5 per cent is  secured, then ?rivileges ior members oi  ?.-,tori; 



collectives and those equivalent to  it arc provided under the first benefits option. 

. D. Rccc/Pt (sale) of shares from the enterprise employees shareholding fund 

5.3.9. For enterprises, requests  for privatization submitted after  1 s t  February 1994,  
the establishing of enterprise employees shareholding funds (hereinafter EESF) is not provided 
for. 

$ Receipt [sale) of shares from the EESF is conducted in the manner established by the 
government of the Russian Federation and this Program. 

During the transformation of s t a t e  and municipal enterprises into open joint-stock 
companies  upon the proposal by labor collectives] the enterprise employees shargh~lding. fund.. 

, , , . , - . . , . ., .. -* . 
c a n  be formed b# rneans,of. a-n investment of th'e.appro'pria'te property fund. The size of this 

, . . _, . ,. . . .: . .; . . . . . . . .  . 
investment shall not exceed.10 per  cen t  of the charter capital of.the enterprise in the case  of 
t h e  selection of  ben&@$a&age options 1 and 3, and 5 per cent in the case  of the selection 
of option 2 of the benefits package for members of labor collectives. 

Transfer of shares from the  EESF is conducted in the case where not less than 80 per 
c e n t  of shares  are sold and after  t h e  sale of the quantity of shares established by legislation 
h a s  been completed. 

Furthermore, from the total quantity of shares, a portion of the shares, which 
const i tu tes  one tenth of the total number of shares sold for privatization vouchers of this 
joint-stock company (with the  exception of shares sold or transferred to a work collective for 
preferential conditions), shall be subject  t o  gratuitous transfer to  members of the work 
collective. 

The EESF shall be formed in a time period of not less than two  years from the moment 
of  registration of the joint-stock company. Members of the work collective, for whom this 
joint-stock company is the basic workplace, shall have the right to  acquire shares from the 
EESF. 

5.4 THE SALE OF SHARES OF A JOINT-STOCK COMPANY IN SPECIALIZED CHECK 
AUCTIONS 

5.4.1 Before 1 July 1994 ,  t h e  basic form of selling shares shall be the sale of shares 
a t  specialized voucher auctions, t h e  conduct of which is defined by the GKI of Russia, and 
a lso  a t  interregional specialized voucher auctions and interregional all-Russian specialized 
voucher auctions, to  be carried ou t  in accordance with the  resolution of the ~ o u n c i i  of 
Ministers of the Government of the  Russian Federation No. 786 of 1 0  August 1 9 9 3  "On the 
Sale  of Shares at  Interregional Specialized Voucher Auctions". 

The conditions for the conduct  of interregional and interregional all-Russian specialized 
voucher auctions shall be regulated by the GKI of Russia. 

All owners of privatization vouchers, recognized a s  buyers in accordance with the 
legislation of the Russian Federation, shall be permitted to  participate in specialized voucher 
a u c t i ~ n s .  

5.4.2. The specialized voucher auction shall be the method of selling shares a t  
auction,  under which: 

all auction winners shall receive shares at  the same price; participation in the 
auction shall be defined by means of submitting one of the two types of requesrs with 
indicztion either of only the quantity of privatization vouchers (request type 1) or of the 
quantity of priv3tization vouchers for buying shares with indication of the minimum quantity 
of sharer; of iiominal vzlue for one privatization voucher (request type 2); 



persons submitting request type 1 shall always be among the auction winners. 
The appropriate property fund, property management committee and stock-issuing 

enterprise shall carry out the sale o f  shares at specialized voucher auctions in accordance 
w i t h  Oecrce of  the President o f  the Russian Federation No. 1229 of 14 October 1992  "On 
the Development o f  the System o f  Privatization Vouchers in the Russian Federation". 

The use of procedures for the conduct o f  specialized voucher auctions other than 
those established by the regulation of the GKl o f  Russia No. 701 of 4 November 1992. 

The sale of  the shares of  enterprises under privatization at specialized voucher 
auctions shall be carried out in accordance with the privatization plans, ratified by property 
management committees, and with the wor,k p1gn.s fr>r the .copduct.of..specialized. voucher ... . . .- - . . . . .  . .., . .-..: _ .,. ... . . . . ? _ . .  I 

a u d ~ o n s ,  which s'hall be mandatory for property f inds. 
Furthermore, the sale o f  shares at  specialized voucher auctions shall be permitted until 

the closed subscription t o  shares among the members of the work collective has been 
completed. 

5.4.3. lnterregional specialized voucher auctions shall be auctions t o  be carried out in  
the manner established b y  the Resolution o n  specialized voucher auctions, ratified by  the 
regulation o f  the GKI of Russia No. 701 o f  4 November 1992. Furthermore, the collection of 
requests for participation in  interregional specialized voucher auctions must be simultaneously 
organized in the territory of at least five subjects of the Russian Federation. 

5.4.4. Interregional all-Russian specialized voucher auctions shall be auctions to  be 
carried out  in the manner established by the Resolution on specialized voucher auctions, 
ratified by  regulation of the GKI of Russia No. 701 of 4 November 1992. The collection of 
requests for participation in  such an  auction shall be simultaneously organized in  the territory 
of a t  least 25 regions of the Russian Federation. 

Upon the conducting of an interregional all-Russian specialized voucher auction, the 
organization o f  the collection of  requests in Moscow shall be mandatory. 

5.4.5. Property Funds shall ensure the sale of at least 29 percent o f  the shares of 
the joint-stock company exclusively at specialized voucher auctions, in accordance w i th  the 
privatization plan (with the exception of joint-stock companies established from fuel and 
energy enterprises that are being privatized in  accordance with Decrees of the President of 
the Russian federation No. 923  of 15 August 1992, Nos. 1333 and 1334 of 5 November 
1992, No. 1403  of 17 November 1992, and No. 1702  of 3 0  December 1992), within t w o  
months of  the moment of transformation. 

The shares of joint-stock companies being established in the privatization process and 
which were formerly state-owned, having on 1 January 1992 a net value of fixed assets of 
more than 250 million rubles, shall be subject t o  sale exclusively at interregional and 
interregional all-Russian specialised voucher auctions, to  be carried out by property funds in 
accordance with the Resolution on the conduct of interregional all-Russian specialised 
voucher auctions, ratified by regulation of the GKI of Russia No. 1853 of 28 October 1993, - *  

and in accordance with the work plan ratified by the GKI of Russia. 

5.4.6 In  the case where shares of a joint-stock company are used as payment for 
charter capital of a different joint-stock company (holding company), the quantity equivalent 
t o  the nominal value of the shares of the latter must  be sold at a specialized vouc!~er auctions 
and indicated in the privatization plan of the former joint-stock company. The sale of shares 
must also be carried out in the region where the joint-stock company, the shares of which 
were invested in the holding company, is located. 

After I July 1994 shares shall be sold at auctions for money in accordance with t h e  q 
@& t= 
P 



resolution of the GKI of Russia. 

" 
5.5 THE SALE AT AUCTIONS OF ENTERPRISES THAT ARE NOT JOINT-STOCK . i a  ., .. 

COMPANIES -..i 

Auction sale is the acquisition into private ownership by physical or legal persons at 
open tenders auctions of objects of privatization in cases where buyers do not need to fulfil 
any conditions relating to the object of privatization. 

Furthermore, the right of ownership shall be transferred to the buyer offering the 
highest price at the auction. 

In the case where workers of an enterprise under privatization and persons dismissed . _ _ .  ..:_... :.. . . . ' . _ .  . 
.... -.. from .this .enterprise dlie.fd staff .red"($tidri.aftef j.;la')lu&y .7'9'92-*a' r ~ ~ i s t e & ~ ' ~ s '  

unemployed are deprived of ownership rights as a result of the auction, they shall receive 30 
percent of the receipts, but not exceeding 40 times the minimum wage for one worker as 
established the legislation of the Russian Federation. 

5.6 THE SALE OF ENTERPRISES THAT ARE NOT JOINT-STOCK COMPANIES BY 
COMMERCIAL TENDER (WITH RESTRICTED PARTlClPATlON) 

5.6.1 Sale by commercial tender is the acquisition into private ownership by physical 
or legal persons of objects of privatization in cases where buyers need to fulfill particular 
conditions relating to objects of privatization. The list of conditions of tender is determined in 
accordance with the Resolution of the Privatization of State and Municipal Enterprises in the 
Russian Federation by tender. Conditions not provided for in the above Resolution are 
acceptable. 

The mandatory conditions~for the sale of all objects of commerce of the food-service 
industry and of basic services are to preserve the line of operation and to prohibit cessation 
of the work of the privatized object for more than t w o  months after the conclusion of the 
deal and/or cumulatively 3 months in the course of the calendar year. Reducing the work 
schedule of the privatized object is only permitted by agreement with local administration. 

In the case where workers of an enterprise under privatization, and persons dismissed 
from this enterprise due to staff reduction after 1 January 1992 and registered as 
unemployed are deprived of ownership rights as a result of the tender, then they shall receive 
compensation amounting to  20 percent of the receipts, but not exceeding 30 times the 
minimum wage for one worker as established by the legislation of the Russian Federation. 

5.6.2 Commercial tender shall.be conducted in the form of open or closed tenders. 
Furthermore, in commercial tender the right of acquisition shall belong to the buyer offering 
the highest price. 

Sale a t  commercial tender with restricted participation is permitted (in accordance with 
local privatization programs) only during privatization of enterprises of commerce, of the 
food-service industry and of basic services situated in rural areas, urban posyoloks, raions of 
the Far North and similar areas. . - 

Only workers of the enterprise under privatization and inhabitants of the region are 
permitted to participate in t he  tender. 

5.7. THE SALE OF THE SHARE PACKAGES OF JOINT-STOCK COMPANIES 8 Y  
INVESTMENT TENDER 

When buyers are required to make investments, share packages of starc-owned jomt- 
stock cornpsnies shall be sold by investment tender. . -. 

s* \?2 



The criterion for selecting tender winners shall be the total size of the investment, 
discounted to its maturity and taking account of the rates of the Central 8ank of the Russian . Federation at the moment of carrying out the tender. 

The obligatory requirements for the conducrof the tender are: 
-. that, in the month following the completion of the investment tender, the tender 

winner shall deposit at least 20 percent of the total volume of the investment into the 
settlement account of the enterprise (0.5 percent of this amount shall be transferred by the 
investment tender winner in equal portions to the accounts of the appropriate property 
management committee and the appropriate property fund) and furthermore,in individual 
cases, the size of the initial payment may be reduced to 10 percent by a decision of the 
government of the Russian Federation; 

,, , , ,  , . ,. ..,, .; .. . ... , . ; .'. " - "  .' ' ..' "" 
. . , , ,  .. ,. . .... .. . .  . that the investment shall be.f.inalized h riotmdje than three years; 

that payment for a share package being sold at an investment tender shall be made at 
i ts nominal value. 

All investment tenders shall be open, i.e. any interested physical or legal persons may 
participate in  them. 

Investment tenders shall be conducted in accordance with the Resolution ratified by  
the GKI of Russia. 

The debt of an enterprise, whose shares are sold at an investment tender, shall be 
paid o f f  by the winner of the investment tender as a part of the investment. 

5.8. Upon the sale of state and municipal enterprises (and also the property of 
liquidated enterprises) by tender or a t  auction to a partnership {joint-stock company) including 
at least one third of the listed workers of an enterprise (subdivision) under privatization, a 
discount of 30 percent from the selling price shall be granted as well as an extension of the 
payment deadline of up to  three months. Furthermore, the amount of the initial payment 
defined by the privatization plan, or, in the absence of the necessary deed, by  the vendor, 
may be less than 25 percent of the selling price and may be submitted b y  the buyer in the 
following form: up to 80 percent in privatization vouchers, and the remainder in money. 

5.9. Physical and legal persons who are owners of state and municipal enterprises at 
auction (tender) shall be granted the right t o  conclude long-term lease agreements on 
nonresidential statelmunicipal premises, buildings and structures which are being used by 
these enterprises but are not part of  the property acquired by them. In this case, the 
appropriate property management committee shall be the vendor. Such a buy out.shall be 
conducted according to the price established on the basis of a system to be approved by  the 
GKI of Russia. 

Owners of privatized statefmunicipal enterprises shall have the exclusive right to 
acquire tracts of land being used by these enterprises. 

Alteration of the conditions of lease agreements on the above-mentioned premises, 
buildings and structures, in comparison with those earlier concluded, shall only be permitted 
upon agreement of the parties, unless otherwise provided for in the conditions of the  
agreement. . - 

5.10. In cases, during the conducting of an auction (tender) for the sale of enterprises 
under privatization, where the physical or legal person recognized as the buyer in accordance 
wi th article 9 of the Law of the Russian Federation "On the Privatization of State and 
Municipal Enterprises of the Russian Federation" is the only participant in  the auction 
(tender), then the enterprise shall be sold to this person for 10 times the value i f  it is situated 
i n  rural areas and in labor posyoloks, and for 100 times the value if situated in a city, the 
value being defined in accordance w i th  its appraisal certificate. 



I ~ r i v i l c ~ e s  shall not be granted to workers of an enterprise who have become its 
buyers or to partnerships (joint-stock companies) in the case provided for in 5.8. 

* 

5.1 1. Upon the sale of an enterprise in the process of privatization by  tender or at 
auction, the amount of the down-payment (deposit) collected from the participants shall be 
set at 100 percent of the initial price of the object, but it shall not exceed 7 000 times the 
minimum wage as established by  the legislation of the Russian Federation. 

5.1 2. THE SALE OF THE PROPERTY (ASSETS) OF ENTERPRISES WHICH ARE EITHER 

I CURRENTLY OPERATING, UNDER LlOUlDATlON OR WHICH HAVE ALREADY BEEN 
LIQUIDATED, BY TENDER, AT AUCTION, OR AT INVESTMENT TENDERS. THE SALE OF. . . . . : .. . 

. . . . . . _ . ... : ..: . .: . . . lNCQMPLETELY.cONSTRUCTED.OBJECTS BY'TENOE%'AT'.AUC~ idt4,"d~ AT 'INVESTMENT 
TENDERS 

5.1 2.1. The sale of property (assets) of enterprises under liquidation or which have 
already been liquidated shall be conducted exclusively at auction by the appropriate property 
funds (property management committees) in accordance with the resolution to  be ratified by  
the GKl of Russia. 

In this case, workers of the enterprise, and persons dismissed from this enterprise due 
to staff reduction after 1 January 1992 and registered as unemployed, shall be paid a sum 
amounting to 50 percent of the remaining monetary receipts of the property (assets) after the 
requirements of the creditors have been met, but not more than 40 times the minimum 
monthly wage for one worker as established by the legislation of the Russian Federation. 

5.1 2.2. The sale of the property (assets) of currently operating statefmunicipal 
enterprises shall be carried out exclusively for money wi th authorization of the appropriate 
property management committee a t  an auction organised b y  a property fund, in the manner 
established by the GKI of Russia. 

Furthermore, 80 percent of the proceeds received from the safe of property shall be 
le f t  at the disposal of the enterprise and may not be used t o  pay wages, and 20 percent shall 
be allocated in accordance with the standard allocation of proceeds from privatization, as 
established in Appendix 1 to the Program. 

The outcomes of the auction shall be drawn up in the form of a purchase and sale 
contract.. 

5.1 2.3. Privatization of assets of incompletely constructed objects shall be conducted 
exclusively for money taking into account the opinions of the ministries and departments: 

by means of the sale of the assets of these objects at auction or by tender; 
by means of the establishment of an open joint-stock company with 100 

percent state capital with the subsequent sale of stock. 
The distribution of monetary proceeds from the sale of assets of incompletely 

constructed objects shall be conducted in the following manner: 
50 percent to  the enterprise from whose property aggregates the assets of 

incompletely constructed objects were extracted; 
the remaining monetary proceeds shall be distributed equally between the appropriate 

property management committee and property fund, and shall be directed to the financing of 
t h e  privatization process. 

The decision on the selection of one of the above-mentioned methods for the 
privatization of incompletely constructed objects shall be taken by the appropriate property 
management committee. tabor commissions for the privatization of statelmunicipal 
enterprises sl~all have the right to decide on the exclusion of incompletely constructed objects 



'owncrsldp with thc purchaser or until more than 75 percent of the stock in the enterprise 
being privatized has been sold, in order t o  protect the interests of the employees of - 
enterprises being privatized, the following actions are prohibited without the assent  of the  
appropriate property management committee and without taking into account the opinion of 
the  appropriate sectorial ministry and department: 

reorganization, liquidation, or a change in the  structure of the enterprise; 
amending or terminating the validity of previously concluded lease agreements on 
nonresidential premises, buildings, s tructures occupied by enterprises being privatized, or 
amending or  terminating the validityof lease agreements for property leased t o  prospectors' 
artels; 

changing the  manpower - .  plan of the  enterprise, reducing the size. of .the ... . . . .. .;. 
, . . . .. :. ,$. ...... .i .. . 

... ; .. ... ..- ... .workforce.  w i t h o w a  de&i'sion"fjj; t ' e  labor collective of the  enterprise (subdivision) or organs 
empowered by them, to terminate or transfer to  other duties workers and management 
personnel of the  enterprise (subdivision). who are members of privatization labor commissions, 
excep t  in c a s e s  of voluntary resignation. 

5.7 5.2 During the transformation of enterprises to  open joint-stock companies, in 
accordance with Decree of the  President of the  Russian Federation No 727 dated 1 July 
1992 t h e  d a t e  of adoption of a decision by a labor collective t o  privatize shall be the da te  of 
release of t h e  order by the chief executive officer of the  enterprise or the date  of the decision 
by t h e  general meeting of the  labor collective t o  form a working commission on the 
privatization of that enterprise. 

5.15.3 From the moment of t h e  adoption of a decision by the labor collective to  apply 
for privairzation, and until the sale of more than 75 percent of the stock in the  enterprise 
being privatized, the sale of property, including real estate,  and the transfer of it from the  
a s s e t s  of the  enterprise being privatized without the assent  of the appropriate property 
management  committee is prohibited. 

The employees of an  enterprise being privatized - shareholders - shall be exempted 
from t h e  payment of tax on the sale of  s tock belonging to  them. 

5.16. ADDITIONAL BENEFITS IN THE PRIVATIZATION OF STATE/MUNICIPAL 
ENTERPRISES 

The following additional benefits shall be established in the privatization of' 
state/municipal enterprises: 

partnerships, consisting only of employees of enterprises whose workforce is made up 
of more than 50 percent handicapped persons at  the time of the adoption of a decision by 
t h e  labor collective to apply for privatization and if the partnership contains no less than half 
of  the  total number of handicapped employees, in accordance with a resolution approved by 
the GKI of Russia, shall have the priority right t o  acquire such enterprise a t  its residual value 
with up to 80 percent of payment made in privatization vouchers (for the period until 1 Ju ly  
1994); 

i f  the  number of handicapped employees is less than 50 percent but greater than ten 
percen; of ihe  Iota! number of employees, then the conditions for. the sale of the enterprise 
m c s t  include a requirement by the buyer to  preserve the number of job positions determined 
by the  privarization plan for the handicapped and to  provide them with special working 
conditicns; 

partnerships ionskiing of not less than two-thirds of the total number of employees ci 
a state!rnunicipd arts and crafts enterprise shall have a priority right to acquisition oi ;ilc 

en~crpr i se  31 ils residual value with up to 80 Percent of payrncnt made in privatizarion 



~ o u c t ~ c r s  (for the period until 1 July 1994); 
regardless of the benefits package option chosen by the labor colfective in the 

transfohnation of arts and crafts enterprises into open joint-stock companies, the leading 
artists and craftsmen shall be afforded the right to acquisition of stock at nominal value in an 
amount of five percent of the charter capital greater than that provided for in the labor 
coliective benefits, with payment for this additional acquisition made exciusively in 
privatization vouchers; 

in the privatization of enterprises located in settlements with a population of less than 
10,000 people, a s  well as  in closed administrative and territorial units, with the assent of the 
labor collective, all the inhabitants may participate in a closed subscription for stock in the 
enterprise being privatized which is subject to sale to that labor collective, this provided.jhat 
the number of employees ,, of . . the . . enterpris . :.. ... .... ?..being pdva.tized.-comprises~mo're't~~n'"half b;'f the 
empfoyablerpapOlai.io;i of such settlement; 

in the privatization of rural basic services enterprises, the labor collective shall enjoy 
privileged right to acquisition of the enterprise, provided that the participants observe the 
conditions s e t  forth for tenders. 

5.1 7 In calculating the benefits to  members of labor collectives in the process of 
privatization by means of transformation of a stateimunicipal enterprise into an open joint- 
stock company on the basis of minimum wage, that minimum wage shall be defined a s  that 
which w a s  fixed by legislation a s  of 1 July 1992, and in privatization by other means, a t  the 
moment of the adoption of the Program, unless otherwise established by privatization 
legislation. The determination of down payments or fines shall be based on the minimum 
wage on the date of their remittance. 

5.18. REORGANlZATlON AND DEMONOPOLlZATlON OF ENTERPRISES DURING 
THEIR PRIVATIZATION 

5.18.1. The creation of joint-stock companies (including holding companies) on the 
basis of concerns, unions, associations and other amalgamations of enterprises, who have 
among their participants state and/or municipal enterprises shall be prohibited, with the 
exception of cases where their organizational-legal form is brought into compliance with 
articles 9-1 2 of the Law of the Russian Federation "On Enterprises and Entrepreneurial 
Activity.'" 

5.18.2 The creation of holding companies in the transformation of s ta te  and 
municipal enterprises into joint-stock companies shall be conducted in accordance with the 
temporary regulation on holding companies formed during the transformation of state 
enterprises into joint-stock companies approved by Decree of the President of the Russian 
Federation No 1392 dated 16 November 1992 "On the Methods for Fulfilling Industrial Policy 
in the  Privatization of State Enterprises". 

No more than ten percent of t h e  stock of any joint-stock company formed in the 
process of privarization of a stateJmunicipal enterprise may be invested into the charter 
capital of a joint-stock company formed with state participation Iinciuding holding 
companies). 

Holding companies may be created only with the prior assent of :he appropriate 
authori~ies and 3dri:inistrations of subjects of the Russian Federation, on whose territory the 
en ter~r i ses  comprising the ho!ding company are located. 

5.18.3 The crea7ion oi enterprises, a s  well a s  the contribution of property 
invesiincnts into t!w charter capital of enterprises'(of any organizaiional-legal formj by 



omalga!nations of statelmunicipal enterprises whose organizational-legal form has  not been 
brought into compliance with articles 9-1 2 of the  Law of the  Russian Federation "On 
Enterprises and Entrepreneurial Activity" shall not be permitted. 
The legal successors to the abovementioned amalgamations a s  founders and participants 
(shareholders, stockholders) shall be the  enterprisestparticipants in the abovementioned 
amalgamations (if there is documented evidence that the latter's investments were composed 
of purpose-oriented and other contributions by these enterprises), or the  appropriate property 
management  committee (in all other cases). 

5.1 8.4 The creation of or investment into the charter capital of enterprises (of any 
organizationaf-legal form) by any s t a t e  administrstive bodies, organs of local self-government, . . ; . .. .. ': 
o r  s t a t e  or municipal jnsfit,utjog~, .w ith.. .the exception.:of praperty;~mtin~aiga~etit~d'omrnittees 
, _ _ . ? . .  :..: . . .  .. ._; . . . . 

and property funds, shall not be permitted. 

5.1 8.5 The privatization of s t a t e  and municipal  enterprise.^ by means of  sales of stock 
shall be after their transformation exclusively into open joint-stock companies. Enterprises of 
o ther  organizational-legal forms, previously created during the transformation of 
statefrnunicipal enterprises, shall be subject t o  transformation into open joint-stock companies 
during privatization. 

The rights of the s ta te  a s  a participant (shareholder, stockholder) in these  enterprises 
shafi be exercised by the appropriate property management committees and property funds. 

The latter shall be required t o  provide for the transformation of these enterprises, and 
t o  conduct the privatization of any s t a t e  or municipally-held interest in these enterprises in 
accordance with current privatization Jegisiation. 

5.1 8.6 Upon the acquisition of property, interest (shares), or stock in enterprises 
being privatized (joint-stock companies, partnerships) for money: 

legal persons (residents and nonresidents) shall present, in cases of transactions for 
s u m s  greater than 500,000 times the  minimum wage established by legislation, evidence (an 
official document) of the source of t h e  funds and their legality in accordance with the 
procedure approved jointly by the Federal Counterintelligence Service of the Russian 
Federation, the GKI of Russia; 

individuals shall present, in c a s e s  of transactions for sums greater than 5000 times 
t h e  minimum wage established by legislation, an income statement in accordance with the 
procedure approved jointly by the Federal Counterintelligence Service of the Russian 
Federation, the GKI of Russia and the  S t a t e  Tax Service of the Russian Federation. 

5.18.7 Decisions on the  segregation of organizational subdivisions from the  aggregate 
of enTerprises in the process of their privatization shall be adopted by the appropriate 
property management committees in accordance with antimonopoly organs and sectoral 
ministries and depanments, on the basis of the decisions of the labor collectives of the 
enterprises (organizational subdivisions). Decisions on the segregation of organizational 
subdivisions from amalgamations of enterprises, in the process of bringing their 
organizational-legal form into compliance with current legislation shall be adopted on the 
basis of the decisions of the labor collectives of the enterprises, taking into accouni the 
opinions of  antimonopoly organs and sectoral ministries and departments (except for 
enterprises in foreign trade amalgamations). 

The decision to segregate an  organizational subdivision must not violate the  intesrity 
o f  a manr~facturing cornp!ex. 

5.1 8.8 Monogolist enterprises are subject to recryanization during or afrcr 



privatization in accordance with current !egislation. m In the privatization of enterprises recognized in the'established manner as dominating 

* 
the Russian (federal) market, the GKI of Russia, and property management funds who are 

B 
empowered with the rights of agency of the GKI, are within their rights as representatives of 
the State Committee of the' Russian Federation for Antimonopoly Policy and the Support of 
N e w  Economic~Structures or its territorial administrations {hereinafter - antimonopoly organs) 

I 
t o  adopt a decision: 

t o  inciude in the charter of the joint-stock company being created requirements for the 
mandatory prior approval by antimonopoly organs of any acquisition by such company of 

I 
stock, shares, or interest in the charter capital of any other institution selling on the market 
similar or identical goods (or services); 

t o  include in  the privatization . . ,. plan .. -. requirements ... . . . . .:. ...... , for , . t~e, . ,~an~a~~ry.pr i .or  conclus ion.of : .~~- .  
.: .:. .... . .. .. -.-..: .<  . . -anagree.inen't Icbntrac.tj.w.ith antimonopoly organs which would set forth the requirements 

for the enterprise in deterrence of monopolistic activity and unethical competition, and 
responsibility for failure to-abide by such agreement. 

5.19 THE DISPOSAL OF STATE-OWNED OBJECTS LOCATED ABROAD 

5.19.1 Privatization and disposal o f  state property located abroad shall be conducted 
in the manner set forth by the Jaws of the Russian Federation, decrees of the President o f  the 
Russian Federation, or resolutions of the Government of the Russian Federation. 

5.1 9.2 The privatization (sale) of state-owned objects of the Russian Federation, 
located within the territory of independent states - the former republics of the USSR, shall be 
conducted after the settling of issues of ownership rights on the basis of intergovernment 
and interstate treaties. 

6. SECTORAL SPECIFICS OF THE PRIVATIZATION OF STATElMUNlClPAL 
ENTERPRISES 

6.1 The privatization and transformation into joint-stock companies of state 
enterprises and of industrial and scientific-industrial associations in the fields of electrical 
power, nuclear power, gas, coal, oil, oil refining .and petroleum products, the defense 
complex, mining and processing of precious metals and stones, objects of social-cultural and 
community importance to the enterprises being privatized, railway transportation;objects of 
the Russian joint-stock company "Rossiiskii Nikei"', shall be regulated by the current decrees 
and orders of the President of the Russian Federation. 

6.2 The creation of new all-Russian integrated monopolies (holding companies and 
enterprises which administer the shares of the joint-stock companies being created) is 
permitted exclusively in the fuel, power, and nuclear complex, and only in cases provided for 
by decree of the President of the Russian Federation, with the  assent of the state governing 
and administrative bodies of subjects of the Russian Federation, and of the State Committee - *  

fcr Antitrus: Policies and the Support of the New Economic Structures of the Russian 
Federation. 

6.3 Within six months after the adoption of this privatization Program, for the 
purpose of the creation of a competitive market and for the protection of consumer interests, 
t h e  Governmeni of the Russian Federation shall provide for the creation of independent oil 
s?cck companies, which will provide for ihe  extraction of oil, oil refining, and also the sale of 



oil and petroleum products, by means of the consolidation of sharehoidings under the 
administration of the state enterprise "Rosneft', with their subsequent sale on the secondary 

% market. 
Members of paramilitary units of the Ministry of Fuel and Energy of the Russian 

Federation (responsible for gas and oil disaster response and gusher containment), of 
paramilitary mining rescue units belonging to  metallurgical mining enterprises and the gold 
and diamond industries, who provide mining safety, shatl be granted special privileges to the 
acquisition of stock in  the enterprises which they service within the framework of general 
benefits which are granted to members of the worker's collective of those enterprises. 

1 6.4 The privatization of enterprises involved in the primary processing of agricultural 
products, fish, seafood products a,nd,gf q$srp.risss. providing .maintenance.and.logist?~s'- to 'the'' ' 

_., .. .. . .. . ,,.. , : . a  , ..,.. ... .? ,. ... . .'.,!: : ' :. Z.,' 
~ ~ i ~ i n d u s t r i d c o ~ p l e x  shall be conducted in accordance with the Decree of the President of 
the Russian Federation dated October 27, 1993, No. 1767, "on the Regulation of Land 
Refationships and the.Deveiopment of Agrarian Reforms in Russia," and with this Program. 
Furthermore, the issuing of stock in these enterprises shall be conducted regardless o f  the 
number of workers and value of its fixed assets, with benefits t o  members of the worker's 
collective being offered under options one and three. 

All the remaining stock shall be offered, within three months after the adoption of a 
decision on privatization, at closed voucher auctions to  agricultural and fish product 
producers, suppliers or consumers o f  services, recognized as purchasers in accordance wi th 
article 9 of the Law of the Russian'Federation "On the privatization of state and municipal 
enterprises in the Russian Federationn, and also to the rural population of the production zone 
of these enterprises in accordance with the regulation approved by the GKI of Russia on 
specialized closed voucher auctions. 

Nonassigned shares of enterprises in the agroindustrial complex shall be sold at 
specialized voucher auctions without restrictions on the composition of the participants. 
A decision on the issuance of "Golden Shares" (Zoiotye Aktsii) shall be adopted upon the 
transformation of tobacco manufacturing enterprises into open joint-stock companies. 

. 6.5 The privatization and selling of released military property (except armaments and 
ammunition) shall be conducted by the Ministry of Defense of the Russian Federation in  the 
manners established by the decrees of the President of the Russian Federation dated 
November 30, 1992, No. 151 8, "On the procedure of reorganizing and utilization of released 
military property," and December 28, 1992, No. 1659, "On measures for the social welfare 
of military personnel, veterans their family membersn. 

6.6 The privatization of publishers, printing houses and wholesale book trading 
enterprises of the Press Committee of the Russian Federation shall be conducted in 
accordance with regulations approved by the Government of the Russian Federation. 
"Golden Sliares" (Zo!otye Aktsii) shall be issued for a period of three years upon the 
transformation of tvhotesale book trading enterprises into open joint-stock companies. 
The right to  participate in a closed subscription for stock shall be granted, upon the 
transformation of publishing houses into open joint-stock companies, to workers of the 
editorial staff of nevdspapers and magazines, who were earlier a part of the staff of these 
publisl~ing houses, including wrirers and editors on the editorial staff of newspapers and 
magazines. 

6.7 The pri\~atization of objects of the scientific-technical field shall be conducred in 
akcordance .vith 11w :eguIzition approved by the Government of the Russian fdcrar ion. 



m 6.8 The privatization of objects and enterprises related to the field of Communications 
(except objects and enterprises of the retail network "Rospechat'"] shall be carried out in  
accordance with the resolutions of the Government of the Russian Federation. 

I :- - - 
6.9 The privatization of objects and enterprises of a sanatorium-resort nature which 

are federally owned shall be conducted in accordance with resolutions of the Government of m the Russian Federation. 
Upon the transformation of enterprises of wholesale trade, objects and enterprises of a 

sanatorium-resort nature, which are federally owned, into open joint-stock companies, 

I .  benefits to members of the worker's collective shall be granted only benefits option 7 of the 
established in this Program. . . . .  . . . . . . . . . . . . . . . .  :$:.., .. :... :.. ........." . -  ...... ,,.. (,. ;.. .;:; ..... ,",, ,:, . . .  ., ,, ... .  ,,...: . . . . . . . . . . . .  ..,. , --:... :.'.. =; 

: . . .  ...I: .... .>.. .... .. . . .  .. '. . . . . .  s .  

6.10 The privatization of objects of amateur and professional sports shall be carried 
out in accordance with resolutions of the Government of the Russian Federation. 

.. 6.1 1 Upon the privatization of timber farms by means of the sale of stock in open 
joint-stock companies, and in the event o f  the segregation from such farms of organizational 
subdivisions engaged in milling activities, all workers of the former amalgamated forestry 
enterprise shall be allowed to participate in a closed stock subscription. In the case of sale at 
voucher auctions of stock in wholesale trade and food service industry enterprises which 
serve the enterprises and organizations of the Russian Federal Forestry Service, only 
inhabitants of lumbering settlements may be purchasers. 

This procedure shall apply t o  all organizational subdivisions engaged in milling 
activities (the preparation'of lumber from raw timber and its processing) segregated from 
amalgamated forestry enterprises of the Russian Federal Forestry Service. 

6.7 2. Released motor vehicles and water .transport vessels of organizations, 
institutions and enterprises (including those being privatized) shall be sold at auction. 
Furthermore, a special privatization system with a mixed form of payment shall be used: 
until July 1, 1994, 50 percent in voucher and 50 percent in cash, and after July 1, 1994 - 
only in cash, and furthermore: - 

30 percent of monetary proceeds shall go to the organization, institution or 
enterprise from whose holdings the indicated property was released; 

70 percent of monetary proceeds shall be divided equally between the property 
management fund and the property fund. These proceeds, received by these privatization 
organs, shall be allocated for the financing o f  the process of privatization. 

6.13 The privatization of federally-owned cultural objects (including objects and 
enterprises of cinematography) shall be carried out in accordance with regulations approved 
by the  Government of the Russian Federation. 

Upon the privatization of federally-owned cultural objects (including objects and 
enrerprises of cinematography) by means of the sale of stock in open joint-stock companies, 
"Golden Shares" (Zolotye Aktsii) may be issued and held in state ownership for a period of - -  
three years; this in the interest of preventing the restructuring of the  object. 

6.14 If objects of social or community significance or residential real estate are not 
included in the charier capital of an enterprise being privatized, and i f  these cbjects or real 
estate are carmarkcd for transfer inlo municipal ownership, then the appropriate organs of 
sclf-gowrnnient must, within six months of the day of adoption of the privatization plan, 
reccivc :hc ob jcc~s  or real e s a t e  irito ihcir assets and conclude a contract with the 
crl:crpiscs for :?K mzintcnancc of such objects; and  if necessary, rnusi preserve zontractu~l 



relations with the privatized enterpriselformer owner, which is fulfilling the obligations of the 
new owner in the maintenance of the residences or social and community objects. 

6.1 5 'Sales a t  auction are prohibited in the privatization of enterprises which produce 
baby food, and if they are transformed into open joint-stock companies, a decision to issue 
"Golden Shares" (Zolotye Aktsii) shall be adopted. 

6.1 6 Objects of departmental commerce and of the food-service industry which serve 
institutions, enterprises and organizations of the  Russian Federal Forestry Service shall be 
privatized in accordance with a special regulation approved by GKI of Russia, taking into 
account the proposals of theR.us$an Federal Farestry-..Service.- I... .. - ' .... .'-' ' ............ ' ".".. ' . 
.I......, :. ........... .? . .'.- ' . A  ......... 

6.1 7 In the privatization of state/municipal enterprises, the new owner inherits all the 
rights and responsibilities for the fire safety of the enterprises. 

6.1 8 The privatization of foreign trade associations of the Ministry of Foreign 
Economic Refations of the Russian Federation and other ministries and departments of the 
Russian Federation shall be conducted in accordance with a regulation approved by the 
Government of the Russian Federation, upon presentation by the GKI of Russia and the MFER 
of Russia. 

6.19 The privatization of civil defense objects, except those indicated in section 2.1, 
shall be conducted in accordance with a regulation approved by the Government of the 
Russian Federation. 

6.20 A decision to issue "Golden Shares" {Zolotye Aktsii) shall be adopted in the 
transformation into open joint-stock companies of testing factories which are part of the 
system of the Russian Federation Committee for Standardization, Weights and Measures, and 
Certification. 

6.21 Enterprises of the Ministry of Education of the Russian Federation shall be 
transformed exclusively into bpen joint-stock companies, regardless of the value of their fixed 
assets .  GKI of Russia may adopt a decision to  issue "Golden Shares* (Zolotye Aktsii) in the 
transformation of these enterprises into joint-stock companies. 

It shall be a mandatory condition in the transformation of enterprises of this ministry 
that two-thirds of their production output (both in type and volumel a s  measured at the 
moment remain dedicated to the production of study materials. 

6.22 Enterprises and objects of the motor-vehicle and highway industries which are 
objects or which are assigned permanent mobilization tasks shall be privatized with 
consideration for the opinion of the State Committee for Emergency Situations. 

6.23 All enterprises, scientific research and design organizations which are under the 
jurisdiction of the Russian Federation Committee of Metallurgy shall be privatized with 
consideration of the  opinion of that committee, and only by means of sale of stock in open 
joint-stock companies, regardless of the size and value of their fixed assets. 

6.24 The privariration of folk arts and crafts enterprises shall be con@c& with 
mandatory preservation of their line of activity and with cansideration for the opinicn oS the 
S ta te  Co111rnit:ee oi the Russian Federation for Industrial Policy. 



6.25 In the transforn~ation of federally or nwnicipally-owned hatel complexes, hot& 
motels, pensions, campgrounds, and tourist/excursion objects into open joint-stock 
companies, benefits shall be provided to members of the labor collective only under benefits . 
option 1, a s  set forth in this Program. 

6.26 "Golden Shares" (Zolotye Aktsii) shalt be issued in the transformation of the 
following into open joint-stock companies: objects and enterprises of the medical industry, 
pharmaceuticaf warehouses, medical equipment warehouses, a s  well a s  enterprises and 
objects in the scientific and technical fields of the chemical complex, which contain sites with 
toxic substances of hazard classes 1 and 2. 

. , .,., .. ... ., ... : ...%'..'. 

6.27 A decision on the privatization qf.enterprises and objects-.which manufacture'* 
. . .  i....., 

., : ,  ,... ,. .. . .'. . .:; . -.. 

......:..... . -  .: .. - poisanaus. Butjstances and temporary exterminants shall be adopted only after the completion 
of destruction of those substances and the decontamination of equipment. 

6.28 The privatization of passenger transport enterprises which are also involved in 
cargo transfer shall be conducted in accordance with the resolutions of the Government of 
the Russian Federation. 

6.29 The transformation into open joint-stock companies and the privatization of 
enterprises and objects of the Russian Federal Geodesy and Cartography Service, indicated in 
section 2.2 of this Program, shall be conducted with mandatory preservation of their line of 
activity and with consideration for the opinion of the Russian Federal Geodesy and 
Cartography Service. 

6.30 Objects and enterprises of rural commerce, of the food service industry, and of 
basic services with a net value of fixed assets a s  of 1 January 1992 of less than 0.5 million 
rubles are subject to sale exclusively at  tenders and investment tenders. 

6.3 1 tn the privatization of geological enterprises, those organizational subdivisions 
and objects not subject to privatization are segregated from the body of the enterprise. 
Shares of geological joint-stock companies held in federal ownership may be sold prematurely 
on the basis of decisions of the Government of the Russian Federation. 

6.32 Per resolution of the Government of the Russian Federation, in the 
of objects and enterprises involved in the processing of precious metal ores, precious and 
semi-precious stones, one of the following property appraisal options shall apply, at the 
behest of the labor collective: 

option 1 - without inclusion of precious and semi-precious stones, precious metals in 
the vaiue of property to be bought out. In this case precious and semi-precious stones a s  well 
as precious metals shall remain in state ownership and shall be used by the enterprise in 
accordance with a contract concluded with the Committee of the Russian Federation for . - 
Precious Metals and Precious Stones; 

option 2 - with inclusion of precious and semi-precious stones, precious mcrals in t h e  

I value of property to be bought out, at the current price at the rnoment of the  apprcval of the 
privatizarion plan. 

I 6.33 In tile privatization of stale and municipal enterprises, the procedure for 
assessing ecologtcal impact and workp!ace safety at si tes with potential chc:rtIcsl, exr,lcsivc, 
fire, and toxic hazards shall be c.s:ablisi;ed by  the EX1 o i  Russia iairh ccnsi&!-.?tior1 fcr ;hc 



m proposals of the Ministry a€ Environmental and Natural Resources Protection of the Russian 
Federation and the appropriate sectoral ministries and departments, and shall include the . issues of: ecological survey; reflection of ecological and safety issues -, in the conditions for 

I 
privatization plans and tenders; presentation of requirements for environmental cleanup, 
~referent ia l  appraisai property on nature reserves; and the creation a t  enterprises of 
environmental cleanup funds. 

I The abovementioned ministry and GKI of Russia shal approve the list of ecologically 
hazardous enterprises for consideration in the process of privatization. 
The privatization of enterprises subject to an assessment of ecolagica! requirements shall be 
conducted in accordance with the Regulation approved by the Government of the Russian 
Federation. ..... ..... ................. :. - . .... 

,f. 

. . . . . . . . . . . . . . . . .  ............. . . . . . . . .  . . .  . . . . . . I . . . .  ..,. . . . . . . . .  . . . . .  ..._..__ ..: . . . . . . . " . ' . . .  . -  '::; . ....-:... 

I ' 7. CONDlTlONS FOR ISSUING PRIVAT~ZATIQN CREDITS. 

Commercial banks of the Russian Federation and foreign banks may issue credit for 
privatization transactions in accordance with current legislation. 

Credit resources may be allocated by the Central Bank of the Russian Federation only 
for the holding of voucher auctions. 

Credit resources may be allocated for focal privatization programs only from those 
funds at  the disposal of the appropriate local authorities. 

The Government of the Russian Federation, on behalf of the Russian Federation shall 
provide for the issue of preferred credits from international financial institutions (banks) to 
support the privatization process in Russia. 

8. THE USE OF PRIVATIZATION VOUCHERS. 

This program shall implement the system of privatization on the basis of use of 
privatization vouchers in accordance with the decrees of the President of the Russian 
Federation No. 91 4 dated 7 4 August 1992; No 1228 dated 14 October 1992; No 1229 
dated 1 4  October 1992, No 1304 dated 2 6  October 1992, No 1391 dated 1 6  November 
1992;  No 1705 dared 3 1 December 1992;  No 7 dated 10  January 1993; No 21  6 dated 1 2  
February 1993; No 2004 dated 24 November 1993, within the validity period for 
privatization vouchers which ends 1 July 1994. 

8.1. Citizens of Russia and other persons entitled to receive privatization vouchers can 
use privatization vouchers issued in 1 9 9 2  with a nominal value of 10 thousand rubies for the 
acquisition of objects of privatization. 

The deadline for issue of privatization vouchers shall be extended for those persons on 
extended voyages and on extended tours of duty. 

8.2. Privatization vouchers may be used a s  payment by buyers of the  following 
objects during privatization: 

enterprises, their subdivisions, property, shares in Joint-stock companies and 
interests in t h e  chzrter capital of enterprises federally or state-owned by republics within ;he 
Russian Fcdcration, krais, oblasts, autonomous oblasts, autonomous okrugs, ehe cities of 
Moscov~ and Saint-Pnrersburg, or municipally owned; 

t r n c r s  of land, in the procedure provided for in the decrees of the President of the 
Russian Federation N G  63 1 ,  dated 14 J u n e  1992 "On the approval of 3 procedure for the sale 
of !snd tracrs during :he srivatizaiion of stsTe and municipal enterprises, and land tracts 
offered to cirizcns a;:d their associaiions ior entrepreneurial acrivity"; and No I 2 2 8  dazed 14 



Octobcr 1992 "On the sale of residcntiaf property, land tracts, and municipal property for 
privatization vouchers." 

shares in voucher investment funds; 
shares in social welfare voucher investment funds; 
leases and rights of purchase. 

The size of payments which must  be made in privatization vouchers shall be 
established by decrees of the President of the  Russian Federation and this Program. 

With consideration of the sectorial and regional particularities of privatization, the size 
of payments  made in privatization vouchers may  b e  changed in accordance with decrees of 
the  President of the Russian Federation. 

8.3. No other systems . . . . . .  shalt be  permit~e~~,foy,the.~gr.~tui.to.u.s..~ra.n.s.fer .of s ta te  or. ...-. . -: .. . .:. _ = ,_ .  . -,, _ ..< . .  .. '* .-....... * . 
'muriicipal;pro'p&ty t o  the ownership of citizens of the Russian Federation in republics, krais, 
oblasts, autonomous oblasts, autonomous okrugs, the cities of iVloscow and Saint- 
Petersburg, in raions.and cities, except  for the  transfer of shares from EESFs and under the 
first benefits option during share issue in the  process of privatization, provided for in this 
program. 

8.4. It shall be forbidden t o  refuse t o  acceljt privatization vouchers as a form of 
payment during privatization. No f e e s  may be  charged for the acceptance of privatization 
vouchers by property funds a s  a form of payment during privatization. 

Brokers who conduct voucher auctions in accordance with Russian Federation 
privatization legislation under the auspices of property funds shall be exempt from Value 
Added Tax for the expenses incurred in holding voucher auctions, which are reimbursed to 
them by property funds. 

8.5. The state shall guarantee t o  the owner of a privatization voucher the right to  use 
it for  the  acquisition of objects of privatization, in accordance with the legislation of the 
Russian Federation. 

8.6. Privatization vouchers may be circulated in certificate or non-certificate form. 
To provide for the issue, circulation, and safekeeping of shares in privatized 

enterprises, and privatization vouchers in non-certificate form (as entries in accounts), a s  well 
a s  t o  accep t  and process the mandates  of the  owners of privatization vouchers and of 
sharehoiders, depositories shall be created.  A regulation on these depositories shall be 
approved by the GKl of Russia in collaboration with the Securities and Exchange Commission 
of  the  President of the Russian Federation. 

8.7. Purchase and sales of privatization vouchers and the acquisition of securities on 
them,  including shares in voucher investment funds and shares in enterprises being 
privatized, shall be tax exempt. The value of a privatization voucher issued to a person who 
h a s  ?he right to receive it under current legislation, is not included in the receiver's total 
taxable income, and is exempt from income taxation. 

Income realized from the profitable sale o f  shares in voucher investment funds shall be - - 
exempt  from taxation. 

Voucher investment funds and investment instirutions are exempt from prcperty tsx. 
Thc services of deposi~ories and auditing firms provided by voucher investment funds and 
investment insfifuir.5 are cxernpt from V.A.T. 



comprc11ensive information on privatization and property fund bulletins with obligatory 
publication of time tables for the sale of objects, including the conducting of voucher 
auctions, plans to privatize enterprises, lists o f  privatized enterprises, and also methodological 
and normative documents on the problems of privatization. 

8.9 In order to prevent abuse, it shall be forbidden to borrow or lend privatization 
vouchers, to receive or give privatization vouchers as tax payments, and to carry out other 
operations with privatization vouchers which are not stipulated by legislation of the Russian 
Federation on privatization. 

8.1 0 The financi,ng,,qf, issu,e, $afeke.eping, redemption,,and destruction-of privatization ....:' ';:'" 
. . . i . .. . 

'vo'iidh6rs''S'hail be funded from the republican budget o f  the Russian Federation, and also by 
means for privatization which are forthcoming in the orders of the appropriate property- 
management committees and property flinds. 

All organizations, enterprises and institutions which issue certificates of deposit of 
privatization vouchers, collect, hold for safekeeping, redeem or destroy privatization 
vouchers, must keep records and present accountability on the movement of privatization 
vouchers in the manner established by GKl of Russia. 

8.11 Up to 10 percent of the total shares o f  a JSC sold at a voucher auction 
(provided that at least 292$.of the shares of the JSC were sold at voucher auction) may be 
sold for rubles, with tw$ioceeds from the sale allocated to  cover the expenses for holding 
the voucher auction. Thirty percent of the proceeds from such sale shall be allocated for 
financing the safekeeping and destruction of privatization vouchers, and the remaining 
proceeds shall be allocated to property funds t o  cover expenses for holding voucher auctions 
and for the redemption of privatization vouchers. 

In this case, there is no need to  amend Section I1 of the privatization plan. 

9. DEVELOPMENT OF A SECONDARY MARKET 
- 

9.1. In order to provide a system for capital circulation (purchase and sales of shares), 
and in order to introduce shareholder registers and noncash transfer of privatization vouchers 
and shares within the country, independent registrars, depositories, and accounting 
organizations shall be created. 

The regulation on shareholder registers shall be approved by the Russian State 
Property Committee, in collaboration with the President of the Russian Federation's 
Commission for securities and funds markets. 

9.2. Property funds (or in their absence, the appropriate property administration 
ccmmittee) shall bear responsibility for accruing and redemption of invested vouchers. 
Property administration committees shall bear responsibility for the destruction of vouchers. . . 

9.3. No Type of investment fund shall have the right to exchange shares issued by 
itself for shares of a joint-stock company created during the process of privatization , the 
ho!cer of which are property funds. 

9.4. Leg31 persons conducting investment activity in the manner established for 
invczmcnt  funds musr bring ~l ie i r  charter documents into conformity with tflar Russian 
Fedcrsiion ~ C ~ ; S ~ S ; ~ O I >  ivhich regulares the creation and activities of investment iunas. 



cit ircns arc  within their rights to hold in their a sse t s  not more than 25 pcrccnt of the 
sccuritics of one issuer; and to acquire and hold in their assets the shares of other investment 
funds. 

The investment activities of specialized privatization investment funds which accrue 
privatization vouchers from individual citizens shall be exempted from the following for the 
first two years following their registfation: 

advance payments of profit taxes; 
t axes  on dividends paid out by enterprises on their shares, which are held by 

specialized privatization investment funds which accrue privatization vouchers from individual 
citizens; 

taxes paid on the registration of securities issue prospectuses. 
\ .  . . . <. ., 

Spec.i.al(jzed pivatiza.tion investment f.unds..which..accrue privatiza.tiofiv~~;'cfiers' from "indivi;dual ..\ >' : . z . .  

citizens shall be exempt from payment of value added sales tax  on the purchase of shares of 
a n  enterprise being privatized. 

9.5. In the interest of regulating the  development of the securities market, until the 
implementation by the Russian Federation of standard regulations governing the activities of 
investment banks: 

banks may not purchase interests (shares, stock) in enterprises being privatized or 
in specialized privatization investment funds which accrue privatization vouchers from 
individual citizens, neither for money nor for privatization vouchers acquired by them; nor 
may t h e y  own more than 10 percent of the shares of any joint-stock company, nor may more 
than 5 percent of their assets consist of shares in joint-stock companies; 

banks may accept from individual citizens and legal persons privatization vouchers, 
securities of enterprises being privatized and of investment funds for safekeeping. 

9.6. Should no deadline be indicated in the  privatization plan for the sale of share 
packages  which are t o  be disposed by the  appropriate property fund, then those packages 
mus t  b e  sold within three months of their transfer to the fund. 

9.7. Government administrative organs shall provide all possible assistance to current 
and future military social security voucher investment funds in disposing of vouchers owned 
by military personnel, civilian personnel of the Armed Forces of the Russian Federation and 
other military and paramilitary ministries and administrations, veterans and the family 
members  of all the above mentioned groups; 

A military social security voucher investment fund may be one in which a; least 75 
percent of the  stockholders are individual citizens belonging to one of the above categories. 

9.8. The chairman of the appropriate property fund shall bear personal responsibility 
for ccnforming with deadlines for sale of an enterprise's shares, a s  se t  forth in the 
privatization plan (plan - schedule for voucher auctions). In case of violation by a property 
fund of the  deadline for sales of an  enterprise's shares, (resulting in non-fulfillment of the 
enterprise's privatization plan), the property administration committee must commence the 
sale of  those  shares which have been turned over to the fund, within 15 days of the deadline 
s e t  forth in the privatization plan. 

9.9. Property administration committees are responsible for the creation in cacli region 
of the necessary network of independent regisrrars and depositories sufficient to meet the 
needs  of joint-stock companies in implementing shareholder and investment fund registers. 

9.10 PROTECTION OF SI-IAREHOLDER XGHTS 



9.10.1. In the interest of protecting shareholder's rights: 
all common shares of  an open joint-stock company shall entitle their holders to  

equal rights and shall pay equal dividends, regardless of  their date of  issue; 
an annual shareholders' meeting of  an open joint-stock company shall be held 

within 120 calendar days of  the end o f  the fiscal year. In addition. the joint-stock company's 
balance sheet, profit and loss records (annual report), and report of the auditing commission 
o n  the results of its annuai review, all of which are presented at the annual shareholders' 
meeting, shall be approved by the joint-stock company's board of  directors no later than 60 
days after the end of  the fiscal year. Should the board of directors fail to  approve the JSC's 
balance sheet, then the balance sheet shall be turned over to the tax inspector's office, 
wh ich  shall commission an audit'at the JSC's expense. 

....._ ..... ........... . . . . . . . . . . . .  . . . . : - . .  ...; ..,:,. -; . _ _ .  . I  
.: ; .:. 
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9.10.2. Decisions relating t o  the following actions may bemade only b y  a 

shareholders' meeting, at which the hoiders o f  three-quarters of the company's common 
shares are either prese'nt in person or represented by duly appointed proxy, and consent t o  
the decision: 

changes or additions t o  the JSC's charter; 
changes i n  the size o f  the JSC's charter capital; 
except i n  instances o f  redemption of  shares purchased by  the company: any 

mortgaging, lease, sale, exchange or other alienation of any property which is indicated in  the 
charter documents of the company; as welt as cases where the size of a transaction or the 
value of property which is the object of  a transaction exceeds 25 percent of the charter 
capital; or in cases where the JSC's auditing commission has not made any determination on 
approval of the traftssction; 

participafi'on in holding companies, amalgamated enterprises and financial- 
industrial groups; 

reorganization or liquidation of the JSC. This point applies t o  open JSCs, 
created i n  the process of privatization of stateJmunicipal enterprises, i f  a t  the moment of the 
general meeting of shareholders not  more than 25 percent of the company's shares are 
state/municipally-held. 

- 
9.10.3. Any limitations or conditions on the sale by shareholders of shares in  an open 

JSC owned by them are forbidden. 

9.10.4. The board of directors of an open JSC is elected at  a meeting o f  shareholders 
and shall consist of not less than seven members, and for JSCs wi th  more than ten thousand 
shareholders, not less than nine members. during elections to  the board of directors, each 
share shall carry a number of votes equivalent to  the number of board members being 
elected. During voting, each shareholder has the right to cast part or all of the votes to which 
he is entitled from each share he!d by him, for one or several candidates to the board of 
directors. Those candidates receiving the greatest number of votes shall be elected. t o  the 
board of directors. 

Each member of the  board of directors shall have one vote a t  meetings of the board of 
directors. Shareholders who are employees of the JSC may not comprise more than one-third 
o f  the board of direc:ors of that company. 

9.i0.5. Shares of a JSC which are held by  the JSC which issued them shall not 
participate i n  voting a t  the general meeting of shareholders. A quorum shall be determined 
without consideration of such shares. 

9.iC.G. An open joint-stock company may not be reorganized into a closed joint-stock 



company or a limited liability association. 

. 9.7 0.7. A joint-stock company is required to send to each shareholder, via registered 
mail, no later than 30 days before the meeting of  shareholders: 

written notice of the time and place the shareholders' meeting is to be held; 
an agenda for the shareholders' meeting, approved by the board of  directors; 
information on  shareholdersl meeting agenda issues, including a balfot for 

elections to the board of directors and a ballot for elections to the auditing commission. 
The procedure for preparing and conducting the general meeting of open joint-stock 

companies shall be approved by the Securities and Stock Exchange Commission of  the 
President of the Russian Federation. 

10. USE OF FOREIGN INVESTMENT 

10.1 Foreign investors may participate in auctions (including voucher auctions), 
tenders, and may purchase privatization vouchers for use as a means of  payment'in the 
process of privatization; The Russian Ministry o f  Finance must be subsequently informed of  
these actions. 

No additionaf permits from state committees, ministries, or departments of the 
Russian Federation, krais, oblasts, autonomous oblasts, or autonomous okrugs, or of the 
cities of rZloscow and Saint-Petersburg are required for use of privatization vouchers by 
foreign physical or legal persons in  the process of privatization. 

In  the conducting of transactions with foreign investors, the appropriate property 
funds (property administration committees) shall act as the sole and exciusive vendors of  
state and municipal properties. 

if  a foreign investor is the sole participant in  an auction, tender, or investment tender, 
then an enterprise may be sold to  him. In this case the appropriate property fund conducts a 
special appraisal o f  the property of the enterprise, according to a system approved by  the 
Russian State Property Committee together wi th  the Russian Ministry of Finance. 

ParticipaTion by foreign investors in  the privatization of objects falling into the 
fol lowing categories shall be only by decision of local authorities or organs 
authorized by  them: trade organizations, food industry, service industry, and small industrial, 
construction, and road transport enterprises (with an average payroll of less than 200 
persons, or 1.4ih assets of less than 1 million rubles, as of 1 January 1992). 
Decisions to admit foreign investors into participation in the privatization of the following 
categories cf  enterprises shall be rendered only by  the Government of the Russian Federation 
or by the governments of the republics within the Russian Federation (depending on the type 
of state property), simultaneously with a decision on the feasibility of privatization of such 
enterprises: objecrs and enterprises of the defense industry (where the amount of their sales 
is more than 30 percent defense-related); oil and gas industry; mining and processing of 
strategic ores and raw materials, precious and semi-precious stones, precious metals, 
radioactive and rare-earth elements; transportation and cornmunications enterprises as listed . - 
in section 2.2 of this program. In addition, after the voucher (stock) auction (tender), the 
organizers shall forward information on the foreign winning bidder to  the Government of the 
Russian Federation and to the Federal Counterintelligence Service of the dussian Federation. 
The Federal Counterintelligence Service of the Russian Federation shall have the right within 
one month to present grounds for denying the acquisition by the foreign investors of shares, 
interests, or property. On the basis of these findings the Government of the Russian 
Federation rnay pass an appropriate ruling. 

The us? of foreign investments in the privatization of srate and municipal enterprises 



tocared w~thin closed territories, except a s  provided by rulings of the Government of the 
Russian Fedcration. 

No other restrictions shall be placed on the  participation of foreign investors in 
.L 

privatization. 

10.2. Settlenlents with foreign investors (residents and nonresidents) in the 
conducting of  transactions shall be executed in the  currency of the Russian Federation or in 
privatization vouchers. 

7 0.3. Foreign individuals not registered a s  entrepreneurs in their country of origin, 
shall be  recognized a s  foreign investors as regards their participation in privatization. 

1 1 . l .  Unless otherwise provided by current privatization legislation, property funds, 
acting in accordance with accordance with the Regulation on the Russian Federal Property 
Fund (property fund), approved by Decree No 2173 of the President of the  Russian 
Federarion dated 17 December 1993, shall be t h e  vendors of statelmunicipal enterprises and 
other state-owned objects. 

In regions where property funds do not operate, their functions shall be carried out by 
the appropriate property administration committees. 

The right of sale of federal property being privatized (with the exception of enterprises 
with a charter capital greater than 500 million rubles) shall belong to  the Property Funds of 
republics, krais, oblasts, autonomous objasts, autonomous okrugs, cities of Moscow and 
Saint-Petersburg (and other major cities - upon approval of the Russian Federal Property 
Fund). 

11.2. From the moment a decisions taken either by the worker's collective or by the  
appropriate property fund to privatize an  enterprise, any powers delegated t o  a ministry, 
adminisrration, or local authority become invalid, with the exception of the  right to execute 
contracts with the upper management of the  enterprise being privatized. 

1 1.3. Russian Federation ministries and departments shall develop recommendations 
connected with the particularities of privatization in their fields; they shall corroborate such 
recommendations with the Russian Federation S ta te  Committee for Antitrust Policy and 
Support of New Economic Structures, and submit them t o  GKI of Russia, unless otherwise 
provided in section 6 of this Program. 

The GKI of Russia shall develop recommendations on the procedure for privatization of 
objects and  enterprises of various fields, a s  indicated in section 6 of this Program, taking into 
account t h e  opinion of Russian Federation State Committee for Antitrust Policy and Support 
of New Economic Structures. 

1 1.4. In order t o  exercise the powers of an owner a t  shareholder meetings of joint- 
stock companies whose share packages are secured in s ta te  propeny, or in cases  where a 
decision has  been taken to issue "golden share" (Zolotye Aktsii), the property administration 
committees on the appropriate levels may recruit representatives from the relevant Russian 
Federation ministries or departments to represent such  ministries or departments. 
Representatives of the administration of and employees of joint-stock companies may not act  
a s  representatives of the state at shareholder meetings or on the board of directors. 



I I 1.5. Privatization organs of the Russian Federation (property administration 
committees and property funds) shalt conduct the privatization of federally-owned objects - 

m without the  additional consent of any s ta te  authorities or departments of the Russian 
Federation, with the exception of those objects restricted in privatization in accordance with 
articles 2.1, 2.2, and 2.3 of this Program. 

1 11.6. Local property administration committees and property funds shall maintain 
records and accountability on privatization, and shall present  to  statistical bureaus accounting 

I 
information on the progress of the privatization. This shall be accomplished in the form 
established by the Sta te  Committee of the Russian Federation for Statistics, and GKI of 
Russia; and shall be financed a t  the expense of the  State co.m.pi,tt.g,e.of .the-Russia.n ..- :.. . .... . .  , . .,-- . .* -. 

, ..:. .a,.. :...: .: :_.. . .._ 

'1' 
._ . . -. .: . ..... ... .. . : .. .. Federatis-n'for StaWtics;'Ttie 'eiiterp'hes and organizations shall bear responsibility for the  

validity of this information. 

12. REQUIREMENTS FOR LOCAL PRIVATIZATION PROGRAMS. 

12.1. Local privatization programs shall b e  deveioped by property management 
committees of the republics within the  Russian Federation, krais, oblasts, autonomous 
oblasts, autonomous okrugs, cities (except cities subordinate to  raions) raions (except raions 
within cities); and are approved by the  appropriate local authorities, who are in turn within 
their rights to  assign privatization targets to  subordinate authorities and administrations 
(organs of local self-government). 

12.2.  Local privatization programs must be developed in accordance with this 
Program, and approved no l a t e t h a n  2 months after this Program's publication. Thereafter, 
local programs must be published in the  press of the  appropriate authorities and presented t o  
GKI of Russia. 

12.3. Local privatization programs must: 
not contradict this Program, nor introduce additional limitations on the 

privatization of objects or enterprises; 
ensure the complete fulfillment of the requirements and targets s e t  forth in this 

Program. 
Local privatization programs must  include: 
a listing of enterprises subject t o  privatization; 
proposals for the privatization of enterprises in c a s e s  which require the  permission of 

the  Government of the  Russian Federation and GKI of Russia; 
a listing of objects which have been temporarily closed down and incomplete 

constructions which are state or municipally-owned, whose  construction deadlines have not 
been met  and which are subject to privatization; 

targets for the privatization by local authorities of municipally-owned objects, with a 
breakdown by categories in accordance with the accounting figures defined by this Program; 
furthermore, these Targets must include those mandatory targets se t  forth in the  1992 S t a t e  
Privatization Program, unless they have already been met;  

a schedule for holding voucher auctions for all enterprises being transformed into open 
joint-stock companies; 

a forecast for funding, including in the form of privatization vouchers. 

12.4. The GKI of Russia, in collaboration with the  S ta te  Committee of the Russian 
federation for Statistics, shall determine the forms and time lirnirations for the presentation 
of accountability for the fulfillment of the  targets s e t  forth in this Program. 



12.5. The Chiefs of Administration, and chairmen of the property administration 
comrnittces and property funds a t  all levels shall bear personal responsibility for the execution 
of local privatization programs. 

12.6. The GKI of Russia shall oversee the execution of local privatization programs. 

13. METHODS FOR STiMULATING THE FULFILLMENT OF THE STATE 
PRWATIZATION PROGRAM OF THE RUSSIAN FEDERATION. 

In order to raise the interest level of the regions, enterprises, committees, and _ ;.. , _ . -  
property management . . .  . funds, ....-.: . which, .... :.. ..-- shall, $.... conduct pri.va.tizatiort.,. the~-folfowing~~h'ai1~'b~" '. 

:.( -. . .. aecdi.i.l@li*fiiiid in' the implementation of this Program: 
enterprises being privatized under appropriate programs and on a competitive basis 

may  be rendered state assistance and benefits. Funhermore, those enterprises who actively 
cooperated with the property funds in the  complete and timely fulfillment of their privatization 
plan under standard conditions, shall have unconditional priority in receiving state aid and 
benefits; 

regions shall be provided with funding with consideration for their fulfillment of state 
privatization plans. Regions which have not met  the requirements of Russian Federation 
privatization legislation, including those regions failing t o  accept privatization vouchers, shall 
receive no financial assistance; 

those subjects of the Russian Federation, a s  concerns their property, &d appropriate 
local bodies of self-government, a s  concerns municipal property, who take a decision to sell a 
greater percentage of shares (property) for privatization vouchers than that minimum 
percentage s e t  forih in this program shall have a priority right to  obtain financial assistance 
and preferential credit treatment from federal authorities during the creation of the federal 
budget; 

the  GKI of Russia and the Russian Federal Property Fund shall have the right to  pay 
bonuses  from funds realized from privatization, except funds realized from the sale of former 
military property (that which is under the operational command of the Armed Forces of the 
Russian Federation, The Federal Counterintelligence Service of the Russian Federation, the 
Ministry of Internal Affairs of the Russian Federation, and other ministries and administrations 
of the  Russian Federation) in an amount not less than ten percent of the funds remaining a t  
their disposal, to employees of the following: the S ta te  Committee of the Russian Federation 
for Antitrust Policy and the Support of New Economic Structures and its territoriai 
administrations; sectorial ministries, committees, and administrations; local property 
committees and funds. These employees shall be thbse who have achieved the best results in 
the implementation of this program. The bonuses shall be paid without limiting the salaries of 
the staffs of the above-listed state administrative bodies. 

Enterprises involved in the manufacturing sector, and whose charter capital consists 
of less than 25 percent state property (except those listed in section 2.1 and point 2.2.6). 
shall enjoy preference in the receipt of foreign technical assistance and foreign credits, unless . 
otherwise specified by international (intergovernmental1 agreement. 
Monies and valuables, presented as  foreign technical assistance, and foreign credits, 
allocated for privatization support in the Russian Federation, shall be exempt from any 
taxation, a s  well as from customs tariffs and fees. 

74. THE PARTICULARITIES OF PRIVATIZATION IN THE REGIONS. 

14.1 Property management committees and property funds of subjects of the Russian 

d 



Rural raions Sales of objects of trade, food industry, 
and community services a t  commercial 
tenders, with a preservation of the form 
of the enterprise for up to five years, and 
with annual subsidies to the privatized 
enterprises 

Regions which achieved the  bes t  .esults All decisions on the privatization of 
in the  conducting of privatization (per the ' objects listed in point 2.2 (except 2.2.4, 
list approved by the Government of the 2.2.5, 2.2.6, 2.2.1 2, 2.2.1 5, 2.2.2 1 of 
Russian Federation) the Program) shall be,take.n,directly by----- .." ' . '  'I' ' 

, ,, , _,. < _ _  ,a_.... . :. . -I' 

. .. . .. . ...;. . ::: I:.; . :.,.tfje':prdperty.management committees of 
. . .,. 3 ', 

, ..,...,,,... :..'....:.. .: . . . 
. .i._ .. . 

, . . .:,. ... . . ?  ''.' - . . . . . republics, krais, oblasts, autonomous 
oblasts, autonomous okrugs, cities of 
Moscow and Saint-Petersburg without 
the permission of the Government of the 
Russian Federation. 

14.5. The privatization of sanatoriumlresort and touristlexcursion objects in the Kavkazsie 
Mineralnye Vody region shall b e  conducted in accordance with the Oecree of the President of 
t h e  Russian Federation. 

15, PROVIDING 1NFORMATlON ON THE PROCESS OF PRIVATIZATION 

15.1. At the regional level, propeny management committees shall be required to 
altocate no less than 10 percent of their earnings from privatization for information and 
clarification. 

15.2. The GKI of Russia, t h e  Russian Federal Property Fund, and local property 
management  committees and property funds and shall be responsible for publicity, 
clarification, information, and education tasks. 

The above organs, in conducting privatization, shall be responsible for publishing: 
In newspapers: 

information on the subs tance  of privatization, the  role of privatization vouchers and 
m e a n s  of using them, voucher auctions and investment funds. 

in the privatization bulletin "The Russian Federal Property, Fund Bulletin", which is 
jointly published a t  their own expense  by the Russian Federal Property Fund and GKI of 
Russia: information on the progress of privatization, including voucher auctions, the time and 
place they are to  be held, and on enrerprises being offered a t  them. 

in special mass-produced brochures: schedules for holding voucher auctions, 
informationon the role of privatization in centers and a t  sites, the  use of privatization 
vouchers, the manner for acquisition of shares in enterprises being privatized, on investment 
funds ,  and on the progress of holding voucher auctions. 

15.3. The GKI of Russia and the  Russian Federal Property Fund, and properly funds 
and committees a t  the local level shall provide for the broadcast on television and radio of: 
reporting in news programs on a regular basis of the progress of sales for privatization 
vouchers, and about the more significant objects being offered for sale; 
regular broadcasts of information on future sales. 



15.4. All  the mass media which receive subsidies from budgets on all tevels are 
required t o  give space or air time o f  a value up t o  ten percent of such subsidies to  reporting - 
on object being privatized on all levels of ownership. 

15.5. The GKI of Russia, i n  coilaboration w i th  the Russian Federal Property Fund and 
other interested organizations must provide for gratis publication in the "Bulletin of the 
Russian Federal Property Fund" o f  announcements on auctions and investment tenders to be 
held. 

16.1 In  the interest of increasing the workplace prestige at organs conducting 
privatization, and of raising the interest level of their employees in  performing professionally: 

A mandatory state personal insurance program shall be set up, to be funded from 
budgets a t  all levels and from proceeds from privatization: 

they shall be provided wi th  means for persona! protection per a list approved by  the 
head o f  the privatization organ w i th  the assent o f  the Ministry of Internal Affairs of the 
Russian Federation, purchased from the funds o f  the organs conducting privatization, and 
organize training in the use of those means. 

16.2 It shall be established that: 
upon lhe liquidation of property management committees and property funds at all 

levels, their employees shall be provided with a severance pay in an amount equal to  one 
year's wages, which shall be paid from the appropriate budgets; 

should a staff member die in the line of duty, his family shall receive a lump-sum 
payment in an amount equal to t w o  year's wages of  the deceased, which shall be paid from 
the appropriate budget; 

should an employee receive serious injuries, which result in permanent disability, a 
lump-sum payment shall be made t o  him in an amount equal t o  one year of his wages, and 
for 7 0 years his pension shall be supplemented t o  the level of-his former salary. This shall be 
paid f rom the appropriate budget. 

Should an employee receive less serious injuries, a lump-sum payment shall be made 
t o  him equivalent to  five months of his wages. This shall be paid from the appropriate 
budget. 

Should an employee's property be damaged in the line of his duty, full compensation 
shall be paid from the appropriate budget, w i th  subsequent recompensation to  the budget to  
be made b y  the offender. 

17. PRlVATlZATION AND STRUCTURAL POLICY 

17.1 Certain procedures and conditions shall apply for the provision on a competitive - 
basis of the following special purpose credits to  firms being privatized, and which are 
involved in comprehensive state programs: 

for the replenishment of turnover capital for investment needs; 
for military industry conversion programs; 
for environmental protection; 
for other needs, as determined by the government of the Russian Federation, 

including import subsidies funded from centralized resources. 
Thc procedure for conducting special competitions .for preferred credits is defined by a 



standards for the allocation of proceeds from privatization to the appropriate property 
funds and committces for the management of property are in effect from 1 January 1994 

. 
' Funds are allocated in accordance with conditions developed by the appropriate 
ministries, whereupon one percent of these funds are used as incentive for the organizers of 
the privatization process 

.l il 9 Not less than 50 percent of the proceeds from privatization received by the GKl of 

Russia must be chanelled into the holding of voucher auctions. If, after voucher auctions and 
voucher investment tenders are held, insufficient funds remain for remittance into 
privatization bodies according to these standards, then the..shortfall qha!l b.e .S ~mpe~sated.. . .:  . 1:- ..: .-. . .. 

,,$,,, kwn-;the;rocar,bU'd' gdt'..,.. . : :  . - . ... : .  a :  - . : =  - .. -'"' ". .' ' > ' >  ' * '  

, . 

Administration of these funds shall be carried out by a combined group consisting of 

representatives from the GKI of Russia and the Russian Federal Property Fund. 



APPENDIX I1 

THE INTERREPUBLIC PROGRAM OF PRIVATIZATION OF STATE AND MUNICIPAL . 
ENTERPRISES IN RAIONS.OF THE FAR NORTHAND SIMILAR REGIONS 

The lnterrepubtic Program of Privatization of S t a t e  and Municipal Enterprises in Raions 
of the  Far North and Similar Regions, which w a s  developed in accordance with the  Law of 
the  Russian Federation "On the Privatization of Sta te  and  Municipai Enterprises in the Russian 
Federation" and the Resolution of the Supreme Soviet .of t h e  Russian Federation "On the 
Implementation of the  State Program of Privatization of S ta te  and  Municipal Enterprises in the 
Russian Federation in 1992," establishes the goals of privatization! de!ineates the. ,  ,. . . .-,...... : :. ,.,, ; . ,, ., ,;, .,,.... .. .,.. ... :.: .: . ' . .. . '  ' . ':'X''. ' . '  

. . . . . .  . . ...- . .circumstances~for gratitingpiivdIBg8i'ii;ider privatizatibn, and determines'the general conduct 
of, a s  well a s  restrictions on, the privatization of objects and enterprises located in the  
specified regions. . . 

The Program is an integral part of the S ta te  Program of privatization of State and 
Municipal Enterprises in the Russian Federation and supplements the  latter a s  concerns the 
creation of a system of measures which take into account the  peculiarities of implementing 
privatization in the  Far North and in similar regions. 

1. Provisions of the Program apply to  s t a t e  and municipal enterprises located in the 
following territories: 

Republic of Altai -- the Kosh-Agachkii and Ulaganskii raions; 
Republic of Buryatiya - the city of Severobaikal'sk; the  Bauntovskii, Kurumkanskii, 

Okinskii, Muiskii, and Severo-Baikal'skii raions; 
The Republic of Komi; 
Republic of Kareliya -- the city of Kostomuksha; the  Belomorskii, Kemskii, 

Loukhskii, Kaleval'skii, and Senezhskii raions; 
The Republic of Sakha (Yakutiya); 
Krasnoyarskii Krai -- the Evenkiiskii and Taimyrskii (Dolgano-Nenetskii) okrugs; the 

cities of Igarka, Lesosibirsk, Noril'sk, and Eniseisk; t h e  Boguchanskii, Eniseiskii, Kezhemskii, 
Motyginskii, Severo-Eniseiskii, and Turukhanskii raions; 

Primorskii Krai -- the city of Dal'negorsk; t h e  Dal'negorskii, Kavalerovskii, Ol'ginskii, 
and Terneiskii raions; the labor posyolok of Vostok; t h e  Boguslavetskii, Vostretsovskii, 
Dal'ne-Kutskii, Ismailikhskii, Mel'nichnyi, Roshchinskii, and  Taezhnenskii rural soviets of the 
Krasnoarmeiskii raion; 

Khabarovskii Krai -- the cities of Amursk, Komsomol'sk-na-Amure, Nikolaevsk-na- 
Arnure, and Sovetskaya Gahan'; the Ayano-Maiskii, Okhotskii, Vanenskii, Verkhnebupeinskii, 
Komsomol'skii, Nikolaevskii, im. Poliny Osipenko, Sovetsko-Gavanskii, Solnechnyi, Tururo- 
Churnikanskii, and Ul'chskii raions; t he  Arnurskii raion, including the  labor posyolok of El'ban; 
the  Voznesenskii, Paalinskii, Achanskii, Dzhuenskii, and Al'minskii rural soviets; .~ - 

The Chukotskii autonomous okrug; 
Amurskaya Oblast -- the cities of Tynda and Zeya; the Zeiskii, Selendzhinskii, and 

Tydinskii raions; 
The Arkhangel'skaya Oblast; 
lrkutskaya Oblast -- the cities of Gratsk, Bodaibo, Ust'-llimsk, and Ust'-Kut; the 

Bodaibinskii, Bratskii, Kazachinsko-Lenskii, Katangskii, Kirenskii, Mamsko-ChuisRii, 
Nizhncilirnskii, Ust'-llimskii, and Ustt-Kutskii raions; 



The Kamchatskaya Oblast; 
The Magadanskaya Oblast; 
The Murmanskaya Oblast; 
Permskaya Oblast -- the Komi-Permyatskii autonomous okrug; the Gainskii, 

Kosinskii, and Kochevskii raions; 
The Sakhalinskaya Oblast; 

Tomskaya Oblast -- the cities of Kedrovyi, Kolpashevo, and Strezhevoi; the 
Ateksandrovskii, Bakcharskii, Verkhneketskii, ~a r~asoksk i i ,  Kolpashevskii, Krivosheinskii, 

Molchanovskii, Parabel'skii, Tegui'detskii, and Chainskii raions; _ _ _ _  _._:_._ : +:. ., _: . .-.I. , . ... 
Tyumenska ya. Obla$,:t.,.the, Yamalo-Nanetskii .andXha w ty-Mansiiskii .gi i ton~mous . , . ..:. . ,, , . ....,, :s. .'. ... . ... . 

okrugs; the Uvatskii raion; 
Chitinskaya oblast -- the Kalarskii, Tungiro-Olekminskii, and Tungokochinskii raions; 
All islands in the Northern Artic Ocean and i ts seas, as well as islands in the Bering 

Sea and the Sea of Okhotsk. 

Requirements set forth by this Program are binding for state governing and 

administrative bodies of the Russian Federation, republics within the Russian Federation, 

krais, oblasts, and autonomous oblasts; and for organs of local self-government, located in 
raions o f  the Far North and in similar regions. 

Issues on the privatization of objects of property that have not been settled by this 
Program are governed by the provisions of the State Program of Privatization of State and 
Municipal Enterprises in the Russian Federation and by local privatization programs. 

2. SPEClflCS OF THE GOALS OF PRIVATIZATION 

In addition to the main goals of privatization in the Russian Federation, which are set 
forth in section 7 of the State Program of Privatization of State and Municipal Enterprises in 
the Russian Federation, the following are supplementary goals of privatization in raions of the 
Far North and similar regions: 

to achieve a sensible union of the traditional economic activities of the peoples of the . 

North with industrial production; 

t o  promote the sensible employment of the population and the social development of 
the regions; 

to  create real conditions for the establishment of ownership rights for the population 
living in raions of the Far North and similar regions, and also for communal economic 
enterprise collectives and isolated inhabitants among the sparse peoples of the North. 

- - 
3. SUPPLEMENTARY RESTRlCTIONS ON PRIVATiZATiON 

3.1 It is forbidden to privatize cultural objects and enterprises, as well as objects and 
enterprises of amateur and professional sports, located in the arctic zone of the Far North, in 
places of habitarion and economic activity of the sparse peoples of the North, or in mining 
posyoloks. 

3.2 With regard to enterprises, and organizations and their organizarional subdivisions 

held in the assets of enterprises, performing work involving expeditionary tours of duty in 



,.., ,... . a . u n  a byiuc 13, ccuuulng trucking enterprises, a s  well as 
entcrpriscs engaged in freight traffic involving expeditionary tours of duty, decisions on 
privatization shall be made directly by the GKI of Russia based on the conclusions of the 

v State  Committee of the Russian Federation for Socjoeconomic Development of the North and 
the appropriate sectoral ministries, departments, and committees. 

3.3 The participation of foreign investors in the privatization of objects and 
enterprises involved in commerce, the food services industry, and basic services, and also of 
small industrial, construction, and motor vehicle enterprises (with a net value, a s  of 1 . 

January 1992, of less than 1 million rubles], is perrniited only by a decision of local self- 
governing bodies, or, in places of habitation of the sparse peoples of the North, with the 

,. , . .. ;,, : . .. ,.'... , ..., ..... '. .:...;.. :. .:,. ' -  

consent of. regionaj .as,socia.tions..o.f these people~;..,..;'-~:.'. 's'' "".- ' ' - '" '  . :.*'. ,?. ... . , .  . '.'..:.:. - '.".. . . 
A decision t o  allow foreign investors to participate in the privatization of objects and 

enterprises in the fuel and energy complex or objects and enterprises for the extraction and 
processing of ores of precious and semiprecious stones, precious- metals, and radioactive and 
rare-earth elements must be made by the Government of the Russian Federation or the 
governments of the Republic of Altai, the Republic of Kareliya, the Republic of Buryatiya, and 
the Republic of Sakha (Yakutiya) (depending on the type of ownership) and must be made 
sirnultaneousfy with the initial decision to allow privatization of these objects and enterprises. 

3.4 A decision to  privatize objects and enterprises involved in the traditional economic 
activities of peoples of the North must be made with the consent of both regional 
associations of the sparse peoples of the North and representatives of collectives of these 
peoples. 

Objects and enterprises involved in the traditional economic activities of peoples of the 
North shall be defined a s  (i) those enterprises for which not less than half the members of the 
work collective belong to a sparse ethnic community related to the indigenous population of a 
given territory; (ii) those enterprises located in places of habitation and economic activity of 
the sparse peoples of the North and using a s  raw materials secondary products of traditional 
professions (reindeer breeding, hunting, fishing and hunting of sea animals, gathering of wild 
plants), a s  well a s  those objects of the industrial infrastructure serving the given enterprises, 
including enterprises for the processing and preservation of buckskin, velvet antlers, and by- 

products, and the processing of fish, sea animals, and sea products, enterprises and works 
for the tanning of deer hides and the processing and preparation of fur products, enterprises 
for the manufacture of folk arts and crafts, the tailoring of fur clothing, and the cobbling of 
shoes, and enterprises providing raw materials for the production of medical biological 
compounds. 

4. ENTERPRISES SUBJECT TO MANDATORY PRIVATIZATION -. 
The following are subject to mandatory privatization: 
enterprises working with small reserves of mineral deposits, including those previously 

abandoned, which are considered substandard, with the exception of enterprises for the 
extraction of precious metals and precious stones; 

enterprises in all areas of the national economy which have been tempor-arily shut 

down, with the exception of enterprises in the precious metals and stones industry, including 



ploperty reinarnmg after the liquidation of an enterprise. 

1 
5. SPECIFICS OF CHOOSING THE METHOD OF PRIVATIZATION -- . 

In determining the method of privatization, the following factors are considered: 

I * 

the size of the enterprise (the average manpower and the net value of fixed assets), 
i ts socioeconomic significance for attaining goals of both national and local importance; 

special characteristics of theenterprise being privatized; the advisibility of maintaining 

B the line o f  activity o f  the enterprise; ecological conditions in the region in which the 
enterprise operates; the degree to which enterprises either hold a.m.ongpdy,.in relationm ..- . ::.- . .,- 

,; .. . . ,,: -;., . .... .. . . . .. .;<: ' ... .: . ... . 
. , : . . ; : .:.. .:consumers of ~ t ~ ' e ~ r ' p r ~ d ~ c ~ s " ~ ' s e ~ v i c e ~ ,  or are affected by a monopoly, in relation to the 

'I.' ' 

suppliers of material resources, in regions,where they operate. 
investment requirements, including' foreign investment; . 

I the opinion of the work collective of the enterprise being privatized; 

the opinion of regionai associations of the sparse peoples of the North and of 
representatives of their economic collectives, i f  the objects of privatization are directly 

I located in places of habitation and economic activity of these peoples. 

I 6. SUPPLEMENTARY METHODS OF PRIVATIZATION 

B 6.1 When enterprises involved in  the traditional economic activities of the peoples of 
the North (with a net value of fixed assets, as of' 1 January 1992, of greater than 1 million 

rubles) are privatized by means of transforming them into open joint-stock companies, all 

I members of the work collective of an enterprise shall be granted the right to  receive 

gratuitous common (voting) shares constituting up to 50 percent of the charter capital. These 

I 
shares are alloted among the members of the work coflective by a decision of its board 
(conference). 

The balance of the shares shall be distributed in the following manner: 

I 29 percent -- for sale in closed voucher auctions, the procedure for the holding of 
which is determined by the Government of the Russian Federation; 

the remaining shares -- for sale for money at auction among inhabitants of republics 
within the Russian Federation, krais, oblasts, and autonomous okrugs, wholly or partially 
associated wi th raions of the Far North. An enterprise employee shareholder fund (EESF) is 
not formed in this case. 

6.2 When enterprises involved in the traditional economic activities of the peoples of 

I the Nonh  (with a net value of fixed assets, as of 7 January 7992, of less than 7 million . 

rubles) are privatized, a partnership which comprises not less than half the members of the . - 
total workforce of an enterprise shall have the right to acquire the enterprise for the residual 

I net value wirhin a period of three months after the adoption of the privatization plan of the 
given enterprise. 

I If the workers fail to  acquire the enterprise, privatization shall be carried out at auction 
or on a tender basis in accordance with the legislation of the Russian Federation. 

I 6.3 Stock in enterpriser, in the oil, oil-refining, and petroleum-products industries may 



be so!d to ttw population of oil-producing regions associated with the sparse pcoples of the 
North, or to members of work collectives of enterprises and associations for oil transport, in 
ad hoc closed check auctions conducted in accordance with Resolutions adopted by the GKI 
of Russia. It is established that specialized voucher investment funds, in which are 
accumulated the privatization vouchers of citizens in the categories mentioned above, may 
ac t  a s  representatives of these citizens in such auctions. In this case, these special funds 
shall bear the responsibility for proving to the vendors - the appropriate Property funds or 
their representatives - that their shareholders (not counting the establishers) are all citizens in 
the above-mentioned categories. 

,.- $.). .&:? ... -.. ..-. 
6.4 for the priva!.izat.ion qf. .e,nterpcis.es. involved-in. commetce-, ..she f W d  8iWTces .- . .. ' : .: . ..*, , : ,..; i.. .,. ': .. . : .' ' ' 

industry, or basic services located in isolated raions of the Far North or in similar regions 
(corresponding to a list developed by -the.State Committee of the Russian Federation for the 
Socioeconomic Development of the ~ o + h  and approved by the GKI of Russia), the 
appropriate committees for the management of property may decide to permit sale of these 
enterprises a t  tenders with the following mandatory conditions of the sale: that the output 
level of specific types of merchandise, work, and services shall be maintained for a period of 
three years, taking into account the existing demand; that an interruption in the work of the 
object being privatized for a period of greater than two months after the purchasehale and 
(or) for a total of more than six months in a calender year shall be forbidden; that changes in 
the work schedule of the object being privatized which curtail the operations of the object 
shall be approved by the local administration; and also that one of the following conditions 
shall be fulfilled by the buyer: 

that they not allow a curtailment of production (service] volume; 
that they adhere t o  established ecological regulations, and also that they cut back 

on environmental damage; 
that they finance the construction of objects of environmental protection and 

objects of the social infrastructure; 
that they maintain the number of job positions, including reserving jobs for 

representatives of the sparse peoples of the North; 
that they guarantee a required amount of investment in the development of 

production. 

6.5 The privatization of objects and enterprises in the mining industry that are 
temporarily shut down shall be carried out exclusively at  investment tenders for money with 
discounts of 50 percent and with the imposition of mandatory conditions of investment in 
environmental protection works and of reopening of the enterprises within six months of the 
acquisition of ownership. 

- * 
6.6 The privatization of enterprises acknowledged a s  ecological hazards, 

corresponding to a list compiled by the Ministry of Environmental and Natural Resources 
Protection of the Russian Federation aqd the State Committee of the Russian Federation'for 
Socioeconomic Development of the North and approved by the GKI of Russia, shall proceed 
only a t  commercial or inves~ment tenders (for privatization vouchers before 1 July. 1994, and 
for money after 1 July 1994) with the mandatory conditions of investment in improving the 
ecol~gica l  condition of the environment. 



6.7 Wfien s ta te  and municipal enterprises located in raions of the Far North and in 
similar regions are privatized, in response to  the proposal of a work collective and the assen t  - of local self-governing bodies, it shall be permissible t o  include social, culturaf, and basic 
services objects that  are part of the asse t s  of an  enterprise in the aggregate of property being 
privatized. 

6.8 When airports of regional and local importance, transport enterprises serving the 
arctic zone of the  Far North, sea ports of regional and local importance, and port areas are 
transormed into open'joint-stock companies, and when a decision is taken to  hold share 
parcels in statelmunicipal ownership, the object or enterprise in question shail be brought 

, ,_ ,_ . - . . . .. : .. ' 
under the  control of gaverning. Sro.dies .o.f..subjec?s of..the.Russian..Federation~~~ ' '..',''"' "" - 

., .,;:...,.:. . , .. . '.. . 

6.9 When s t a te  and municipal enterprises located in raions of the Far North and in 
similar regions are  privatized, members of the work collectives of these enterprises and 
persons equivalent t o  them shall be entitled to  priveleges specified by the Sta te  Program of 
Privatization of S ta te  and Municipal Enterprises in the Russian Federation depending on the 
chosen method of privatization, and shall also be  entitled to  priveleges se t  forth by this 
Program. 

6.10 In order to  determine the  amount of compensation given to  work collectives that  
did not receive ownership rights a s  t h e  result of a tender, the minimum monthly wage shall 
be applied, a s  established by the legislation of the Russian Federation, calculated for one 
worker taking into account the correction coefficient of the raion and a percentage increase in 
salary. 

6.7 7 The right to  priveleged acquisition of shares in open joint-stock companies being 
formed from enterprises located in raions of the Far North and in similar regions shall be 
granted t o  the former employees of a n  enterprise whose working tenure in the enterprise 
being privatized is no less than five years for men and three and a half years for women. 

6.12 When enterprises whose  production is seasonally dependent and who are 
involved in the primary processing of agricultural raw materials, fish, and ocean products are 
privatized in accordance with local programs, work collectives of these enterprises shall, 
during the  period of high-volume receipt of these raw materials and corresponding increase in 
the level of working capital, be granted extensions of regularly scheduled payments for 
objects of privatization until the completion of settlements for sales of their products, but 
these  extensions shall be for no longer than six months. 

6.13 When enterprises in the mining industry located in raions of the Far North and in 

similar regions are privatized, priveleges specified by this Program for members of work 
collectives shall apply only to former employees of these enterprises whose working tenure in 
the enterprise is no less than five years for men and three and a half years for women, 
irrespective of their place of residence, and to those members of prospectors' artels leasing 
the property of these enterprises, who have worked in them for no less than five seasons. 

6.1 4 If an enterprise is situated outside raions of the Far North and similar re$ons, 

but performs work by expeditionary tours of duty aniounting to not less than 75 percent of 



I the gcncral volume of performed works (services) in these areas, then members of the work 
coliectivc of  the enterprise shall be granted priveleges given to collectives of enterprises . located in raions of the Far North and in similar regions. When separate subdivisions of an 

I enterprise operate in the system of expeditionary tours of duty, then workers of a given 
subdivision shall be granted priveleges specified for workers in raions of  the Far North and in 
similar regions if that subdivision obtains the status of a juridical person in the process of u privatization of the enterprise. These priveleges shall not be extended to other subdivisions 
of the enterprise. 

I 7. MEASURES FOR SOCIAL PROTECTION OF THE POPULATION DURING THE 
. . . . . . . .  ..< ................ ;. ..:... . .  - 

PROCESS OF PRIVATIZAT!ON z , , , : , . - ,  ,.,., .............. ,, .. .,;. . . I  ::... . . . . .  .:.: ................ ..-...I ::- .. . .  , . . . . . .  ..;....;. ......., .i .. :; ... ;. ................... .'". ..... 

7.1 P n ~ e e d s  into the Federal Fun# for Enterpreneurial Support can also be used to 
grant lump-sum aid packages for the resettlement of people moving to  regions of Russia 
where there is an insufficient work force, or t o  a village owing to a loss of work. 

I 7.2 If the reservation of job positions for the sparse peoples of the North is made a 
condition of privatization, then associations of those peoples are granted the right to monitor 
the hiring and employment of individuals from among them in both enterprises engaged in 

I traditional economic activities and enterprises engaged in other activities located in places of 
habitation and economic activity of the sparse peoples of the North. 

8. THE PROCEDURE FOR RELATIONS BETWEEN STATE BODIES IMPLEMENTING 
PRIVATIZATION 

8.1 For a decision on the privatization of state- or municipally-owned property in 
places of habitation and economic activity of the sparse peoples of the North, the opinion of 
regional associations of these peoples representing the interests of ethnic groups shall be 
considered. 

8.2 Ministries and departments of the Russian Federation shall develop 
recommendations for the accounting of specific features of enterprises, located in raions of 
the Far North and in sirnaar regions, in the process of privatization and assumption of 
ownership powers. They shall approve these regulations with the State Committee of the 
Russian Federation for Antitrust Policy and Support of New Economic Structures, and shall 
present them to the GKI of Russia. 

8.3 When a deficit exists in the financesof bodies implementing privatization 
(property management committees and property funds] in areas located in raions of the Far 

North and in similar regions, the GKI of Russia and the Russian Federal Property Fund shall 
render them financial assistance. 

9. FORMATION OF PURPOSE-ORIENTED FINANCIAL FUNDS FOR THE PROCEEDS 
FROM PRIVATIZATION 



9.1 Monetary proceeds received from privatization and put at the disposal of the 
appropriate local self-governing bodies, apart from funds formed in accordance with the State - 
Program of Privatization of State and Municipal ~ntd$rises in the Russian-Federation, shall be 
channefed into the formation of the following purpose-oriented funds for raions of the Far 
North and similar regions: 

the fund for support of the unemployed and those desiring to move to regions of 
Russia where there is an insufficient work force or to  pursue agricultural activity. Proceeds 

o f  this fund shall help pay for departure and resettlement of migrants; 
the fund for environmental protection measures; 

the fund for economic and cultural development o f  the . sparse . .  peoples . .... of the .,,. Far . . ,,,,, ,: .,,. ,..,,,. , ...,... . . ,  ,,. .,... . .^. . .  . , 
...- . I . ;:; :. . .: .... North , . ,;; ;.,. .* ... ..,.,. ,; ..,,, < :. .. . ... .'... . ...I .'::.' . .' " ..'. .".' " " :.. ' " " 

9.2 The procedure for formation.and allocation of purpose-oriented funds, and also 
the level of proceeds channeled for the above purposes, shall be determined by the 
Government of the Russian ~ederation. 

10. REQUIREMENTS ON LOCAL PRIVATIZATION PROGRAMS 

10.1 Local programs of privatization of state and municipal enterprises located in 
raions of the Far North and in similar regions shall be developed by the appropriate property 
management committees of republics within the Russian Federation, krais, oblasts, the 
auto&mous oblast, autonomous okrugs, cities (except those subordinate to  regions), and 

raions (except those in cities). The programs shall be implemented by the appropriate local 

self-governing bodies, taking into account the opinions of associations of the sparse peoples 
o f  the North on those parts of the programs concerning their active lives. 

10.2 Local privatization programs must be developed (refined) in accordance with the 
requirements of this Program and approved (reapproved) no later than one month after their 
publication. Local privatization programs must be published in the printing offices of the 
appropriate local self-governing bodies and must be presented to the GKI of Russia. 

10.3 Local privatization programs must: 
not contradict the State Program of Privatization of State and Municipal 

Enterprises in the Russian Federation or this Program; 
not include proposals for the privatization of enterprises which are not subject t o  

privatization and not introduce supplementary restrictions on the privatization of enterprises; 
include listings of specific enterprises (groups of enterprises) subject to 

privatization, with the delineation of enterprises located in places of habitation and economic - - 
activity of the sparse peoples of the North; 

include forecasts for the receipt of proceeds from privatization, as well as the 
priority and destinations for 'the channeling of these proceeds; 

consider the nonuniformity of the territories inside administrative and terrirorial 
units with respect to natural and climatic conditions, the extent of their assimilation and their 

transportational accessibility; 

consider the possible social ramifications of liquidating ineffective enterprise, most 

of all in small towns and population centers with single-sector production; 
I 



include definite measures for demonopolization and creation of a competitive 

atmosphere, in aggreement with the appropriate territorial administrators of the Committee of 
the Russian Federation for Antitrust Policy and Support of New Economic Structures, and 
measures for social protection of the population, support and development of 
entrepreneurship, and environmental protection, and to use for this the resources of 
extrabudgetary funds and foreign investments. 

Property management committees of republics within the Russian Federation, krais, 
oblasts,. the autonomous oblast, autonomous okrugs, cities, and raions (except raions in 
cities), with the consent of the appropriate local self-governing bodies, can introduce . ... I changes : . . . : . . . . . . , . . . . . . .  . 

. c _ , . : _ . . . . ~  ..: . -  .. .. , 
. . 

into republican and local privatization.,prqgfgpq ".. :,-. ... .. . :. .. :;;- -..- ... ..': .' 
. ,. , - . , , , . . ,.: .. . .,. . . :'.. *:'. - 

. ....,:--..,vb.-~ Supe-iui&iijnnnof the fulfillment of local programs of privatization of state and municipal 
enterprises located in raions of the Far North and in similar regions shall be entrusted t o  the 
GKI of  Russia and the State committee of the Russian Federation for Socioeconomic 
Development of the North. 
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I"' unofficial translation 

THE LAW 
OF THE RUSSIAN FEDERATION 

ON HEALTH INSURANCE OF THE CITIZENS OF THE RUSSIAN FEDERATION 

This Law defines legal, economic and organizational 
foundations of the health insurance of the Russian Federation 
population. The Law is aimed at strengthening the motivation and 
responsibility of the population and government, enterprises, 
institutions, organizations in the cause of citizens' health 
protection in new economic conditions and at ensuring the 

- 
I 

constitutional right of the Russian Federation citizens to health 
protection. 

Chapter 1. Basic Principles 

Article 1. Health Insurance 

Health insurance is a form of social protection of the 
interests of the population in the sphere of health protection. 

The goal of health insurance is to guarantee, in case of 
insured accident, that the individual will receive medical care 
paid for by the accumulated installment premiums, as well as to 
finance preventive services. 

Health insurance is to be carried out in two forms: 
compulsory and voluntary. 

. * 
Compulsory health insurance is part of the state social 

insurance and provides equal abilities for all citizens of the 
Russian Federation in obtaining medical and medicinal care, which 
is funded through compulsory medical insurance moneys in the 
volume and on terms, which conform compulsory health insurance 
programs. 

Voluntary health insurance is carried out on the basis of 



Programs of Voluntary Health Insurance 
population with any additional medical and 

and provides the 
other services not 

covered in the programs of Compulsory Health Insurance. 

Voluntary health insurance can be both collective and 
private. , . . . 

. ... 
A r t i c l e  2, . . Sub j ects of Health . In~~urance, -. ... .'.."... ......' ': .... :.-.. - -.-- - ...-. .r'.i.-.i.: .,..., . , . , .... .....:; ..,. ,. - ;,.. : ......., , .:. , . .. . . . . . . .,'. '. ; .. .... - ': '. .,... , . " < ,- '....." 

The subjects of health insurance are: citizens, insurant, 
health insurance company, medical facility. 

Under compulsory health insurance the insurants are: for the 
non-working population - Councils of Ministers of republics 
inside the Russian Federation, governmental bodies of autonomous 
oblast, autonomous okrugs, krays, oblasts, cities Moscow and St. 
Petersburg, local administration; for the working population - 
enterprises, institutions, organizations, self-employed 
individuals and individuals of free occupation1 (thereafter 
called "enterprises"). 

Under voluntary health insurance the'insurants are legally 
capable citizens and (or) enterprises representing citizens' 
interests. 

Health insurance companies are legal entities practicing 
health insurance and possessing an official right (license) to 
deal in health insurance. 

Medical facilities in the framework of health insurance are 
license-holding medical establishments, scientific research and 
medical institutes, other institutions offeringmedicalservices, 
as well as persons practicing medicine both individually and in 
groups. 

Chapter 2. The System of Health Insurance 

Article 3. The Object of Voluntary Health 
Insurance 

The object of voluntary health insurance is the insurance 
risk connected with the cost of providing medical assistance in 
the event of insured accident. 

. - 

1 The "individual of free occupationw are those people engaged 
uncreative activities who are not members of their professional 
union. 
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Article 4 .  The Health Insurance Contract 

Health insurance is carried out in the form of a contract 
between the subjects of health insurance. The subjects of health 
insurance are to fulfil their obligations under contract in 
accordance.with the legislation of the Rus'sian Federation. 

The health insurance contract is an asreement between the - 
. , . . . . ... , - . .. . ........ . . ...,.. ..$qsurant. md,,the ,heal.t.h,.insurance .. campany ,ac.co.xdi.ng,..to ..which .,.the. :.. .... :...-. . 

"I latter takes upon itself the obligation to organize and finance 
the provision to the insured individuals medical assistance of 
defined volume and quality or. other services in the framework of 

I the programs of compulsory and voluntary health insurance. 
- 

Health insurance contract should include: 

I - the names of the parties; 

- the term of the contract; 

- the number of the insured; 

- the volume, timing and means of payment of the 
insurance premium; 

- the list of medical services covered by the programs 
of compulsory or voluntary health insurance; 

- the rights, obligations and responsibilities of the 
parties and other conditions which do not contradict 
the legislation of the Russian Federation. 

The typical form of compulsory and voluntary health 
insurance contract, as well as the terms and conditions of the 
issue of contract are established by the Council of Ministers - 
Government of the Russian Federation. 

Unless otherwise stated in the contract, a health insurance 
contract is considered effective immediately after the 'first 
premium is paid. 

If the insurant stops being a legal entity due to 
liquidation or reorganization of the enterprise while the 
compulsory health insurance contract is still valid, the rights 
and obligations under the contract are transferred to its 
successor. 

If the insurant is officially (in court) recognized as 
legally incapable or limited in legal capability while the 
voluntary health insurance contract is still valid, his rights 
and obligations under the contract are trans£ erred to his 
guardian or trustee acting in the interests of the insured. 
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Article 5. Health Insurance Policy 

Every citizen in whose name a health insurance contract was 
concluded or who independently concludes such a contract receives 
a health insurance policy. The health insurance policy is held 
by the insured individual. 

The form of health insurance policy and the instructions how 
..:to ..f &,&I.-. i&.. .ou.t> ...are. :.. -be : .hsu.&: &y:--f-he.: ..canc.&p of .:.M$ni-sters' ,.; '... 
Government of the Russian Federation. 

Health insurance policy is valid on the entire territory of 
the Russian Federation a swell as on the territory of other 
republics which signed the joint agreement on the health 
insurance of citizens. 

Article 6. The Rights of the Citizens of the 
Russian Federation in the System of 
Health Insurance 

Citizens of the Russian Federation have the right to: 

- compulsory and voluntary health insurance; 

- choice of the health insurance company; 

- choice of the medical facility and physician in 
accordance with the contracts of compulsory and 
voluntary health insurance; 

- receiving medical care on the entire territory of the 
Russian Federation, including that outside the place 
of permanent residence; 

- bringing an action against the insurant, health 
insurance company, medical facility, including action 
for damages inflicted by the above mentioned parties, 
regardless of the fact whether or not this right is 
specifically indicated in the contract; 

- getting back part of the premium paid in under the 
voluntary health insurance plan if this is stated in 
the contract. 

Regulations of compulsory health insurance which are put 
forward in this Law and other official documents pertaining 
thereof are to be applied to the working citizens immediately 
after they sign the labor agreement. 

The interests of the citizens are protected by the Councils 
of Ministers of the Russian Federation and republics within the 
Russian Federation, by the government bodies of autonomous 
oblasts, autonomous okrugs, krays, oblasts, cities Moscow and St. 
Petersburg, local administration, professional, public and other 
unions (organizations) . 



Article 7. The Rights and Responsibilities of 
People Without Citizenship in the 
System of Health Insurance 

On the'territory of the Russian Federation people without 
citizenship have the same right and obligations in the system of 
health insurance as citizens of the Russian Federation. 

, ..*..,. '. .<;.,: . .'.. .: ;...+:< ... *. : .- ;.<, i. , . 2. ..- . ;. .... : .  ,.:-.: ..:.. . :.. . ..:: : ..,..,...-.. . 3 , .  :..: ..;-::; ,+. :... ..; .-..,..... .. . I 
:.: ::. .. ,;. ,..;., ......... :...-. .;..:;. - ;:..:; - >  ,-.... ;. 1 .s.. . ... ,, 

Article 8. Health Insurance of the Citizens of the 
Russian Federation Abroad and Health 

I Insurance of the Foreign Citizens on 
the Territory of the Russian Federation 

Health insurance of the citizens of the Russian Federation 
abroad is carried out on the basis of bilateral agreements 
between the Russian Federation and foreign country the citizen 
is visiting. 

Health insurance of foreign citizens temporarily living in 
the Russian Federation is carried out according to the 
regulations set up by the Council of Ministers of the Russian 
Federation - Government of the Russian Federation. 

Foreign citizens enjoying the right of permanent residency 
in the Russian Federation have the same rights and obligations 
in the system of health insurance as citizens of the Russian 
Federation, unless otherwise stated in the international 
agreements. 

Article 9. Rights and Obligations of the Insurant 

The insurant has the right to: 

- participation in all kinds of health insurance; 

- free choice of insurance company; 

- control over the fulfillment of health insurance 
contract; 

- taking back part of the premium paid in to the 
insurance company under voluntary health insurance 
plan in accordance with the contract. 

In addition to the rights indicated above, institutional 
insurants (enterprises) have the right to: 

- allocation of financial resources out of profit or 
income of the enterprise for the purposes of voluntary 
health insurance of the employees. 
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The insurant is obliged to: 

conclude the contract of compulsory health insurance 
with a health insurance company; 

pay the installment premium on time in :the way 
described by this Law and the contract of health 
insurance; 
. . , ,  , . , . . . . . . : . , : , . ..:'.:.. ... .:, ..... .., ::. .: .., 7 . -  ... -: ::..: :r;  .: :.:. '., .:. . __ - A -  - ' ' 

take measures, as far as it is possible, . against the 
events that may be dangerous to the health of the 
citizens; 

provide the insurance company with all the information 
required concerning the health of the individuals that 
should be insured. 

Article 10. The Sources of Financing the Public 
Health Care System in the Russian 
Federation 

The financial resources of public health care system in the 
Russian Federation are: 

- funds from Republican (the Russian Federation) budget, 
budgets of he republics within the Russian Federation, 
and budgets of the local Councils of People's 
Deputies ; 

- funds of state and public organizations 
(amalgamations), enterprises and other economic 
agents ; 

- personal funds of the citizens; 

- charitable donations and contributions; 

- income on securities; 

- loans of banks and other credit institutions; 

- other sources not forbidden by the legislation of the 
Russian Federation and the republics within the 
Russian Federation. 

These resources are used in the formation of funds for the . - 
state and municipal health care systems and funds for state 
system of compulsory health insurance. 



A r t i c l e  11. Moneys for the State and Municipal 
H e a l t h  C a r e  Systems 

Moneys for the state and municipal health care systems are 
for realization of the state policy in health protection of the 
population. Councils of ministersof the Russian Federation and 
republics within the Russian Federation, government bodies of 
autonomous oblasts, autonomous okrugs, krays, oblasts, cities - 

. ..... .i .... , ...., ..; ,, .. ... .Mo~.co.w... .asd.,St:. .. , Pe&:e.rsbu.rg.,, .. L.QG& .... ad.mini,s trat.ion, ..det,=mine :. f he- .. ... : -.. .. .. .. .. ,.. . - 
amount of funds allocated to state and municipal health care 
systems. 

Moneys for 'the state and municipal health .care systems are 
used as following: 

- financing the development and implementation of 
earmarked programs put forward by the Councils of 
Ministers of the Russian Federation and republics 
within the Russian Federation, government bodies of 
autonomous oblasts, autonomous okrugs, krays, oblasts, 
cities Moscow and St. Petersburg, local 
administration; 

- provision of the professional training of the 
personnel; 

- financing scientific research; 

- upgrading medical facilities; 

- subsidizing certain territories in order to equalize 
the condition of provision of medical care to the 
population under the compulsory health insurance; 

- covering the cost of the most expensive types of 
medical services; 

- financing medical facilities providing care' for 
socially significant diseases; 

- providing medical assistance in times.of epidemics, in 
disaster zones, and in other cases of emergency. 

Financial resources that haven't been spent during the 
current year cannot be taken away and are not taken into account 
in the formation of the next year's budget. 

Article 12. Moneys for State System of Compulsory 
Health Insurance 

Moneys for the state system of the compulsory health 
insurance are formed by the insurants' assignments for compulsory 
health insurance. 

The Federal and territorial funds for compulso~ health 
insurance are established as independent non-commercial finance 



and credit institutions for implementation of the state policy 
in the sphere of compulsory health insurance. 

The Federal fund for compulsory health insurance is 
established by the Supreme Soviet of the Russian Federation and 
carries out its activity in accordance with the legislation of 
the Russian Federation. 

.: ... :.. . . . . .  : ... l..Tegri.torial...-funds.. . .:for...; .compuLso~.. health.. insuxance.:,...a.re 
established by the Supreme Soviets of the republics within the 
Russian Federation, by the Soviets of People's Deputies of 
autonomous oblasts, autonomous okrugs, krays, oblasts,cities 
Moscow and St. Petersburg and carry out its activity in 
accordance with the legislation of the Russian Federation, 
republics within the Russian Federation and normative legislation 
acts of autonomous oblasts, autonomous okrugs, krays, oblasts, 
cities Moscow and St. Petersburg. 

Funds for compulsory health insurance aim to accumulate 
insurance premiums, to provide financial stability of the state 
system of compulsory health insurance and to equalize financial 
resources for it. 

Moneys of funds for compulsory health insurance are the 
state property of the Russian Federation; they are not included 
into budgets or other funds, and can not be withdrawn. 

The procedure of collecting insurance premiums for 
compulsory health insurance is worked out by the Government of 
the Russian Federation and approved by the Supreme Soviet of the 
Russian Federation. 

Article 13. Taxation of Moneys Allocated for Health 
Care 

Moneys allocated to citizens and legal entities for 
financing state and municipal system of health care are deducted 
from the taxable moneys. 

Legal entities contributing part of their profit for the 
purposes of voluntary health insurance of their employees, their 
families and retired employees enjoy tax benefits of up to 10% 
of the amount contributed. 

Chapter 3. The Activity of Health Insurance Companies 

Article 14. Health Insurance Company 

Health insurance companies are legal entities which are 
independent economic agents of any kind of ownership allowed by 
the legislation of the Russian Federation, which have capital 
fund large enough to provide resources for health insurance 
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operations, and which organize their activity according to the 

I 
legislation of the Russian Federation. 

Health insurance companies are not part of the health care 
system. 

. . . .  .. . . 
. . . . 

Government bodies supervising the health care system and 
medical facilities cannot set up health insurance companies. 

, . .. , .. : ..,. .., , . :. .:. .. . ,, ... , ,. ... :... ,.'. ..:. .. ;.. .: ,..... .. ... : . .. .. . ' ...'.'.'.:. - ...__ . .% _ I 
..,... :, ..;: ..... .,, ...- .,.. ..... >.. '.* -.: . .... - :... ...... ; .  .,'. .'..-,:..':..': -.+..>, .: :: . . . ',. . :; .....: ' . 

~overnment bodies'super~isin~ the health care system and 
medical facilities may own share of stock of -health insurance 
company. 

Their total share in any of the health insurance companies 
cannot exceed 10% of its capital fund. 

Article 15. The Rights and Responsibilities of a 
Health Insurance Company 

I A health insurance company has the right to: 

- free choice of medical facility for purposes of 
providing medical assistance to its clients according 
to health insurance contracts; 

- participate in the accrediting of medical facilities; 

- determine the size of voluntary health insurance 
premium; 

- participate in determining the size of medical service 
fees; 

- bring an action against medical facilities and/or its 
employees for material or moral damages inflicted to 
the insured person. 

Health insurance company is obliged to: 

- to carry out the health insurance activity on the non- 
commercial basis; 

- contract medical facilities to provide medical 
assistance and care to the insured individuals in the 
framework of compulsory health insurance; 

- contract any medical or other facilities to provide 
medical recreational, social and other services to 
their clients in the framework of voluntary health 
insurance; 

- issue an insurance policy to the insured or the 
insurant immediately upon the conclusion of the 
contract ; 



- pay back part of the insurance premium to the insured 
or the insurant if this is envisaged by the contract; 

- control the volume, quality and timing of the medical 
services granted according to the terms of the 

. . contract; ' 

- defend the interests of the insured. 
. . .. , .; .. . .:., . .. ,, .-. -:.... .: ,.: ..-..>, . : ......; ;..: .. . . . .' '. . % : .,< . . :.. ' :. >' ' '. .. .:.. ,..- -. :::. : .': ... 5 .  :: :- : :. .- " '. " ' ..I . . ..: . . . . .  . . - .  

' TO' ensure stabf lity o£ 'insurance operations health insurance 
companies shall set up reserve funds. 

Health insurance company cannot refuse to sign an compulsory 
health insurance contract unless it does not conform to the 
current health insurance regulations. 

Article 16. The Issuing of Health Insurance 
Licenses 

State license allowing the health insurance activity is 
issued by the Ministry of Finance of the Russian Federation and 
by its bodies according to the legislation of the Russian 
Federation. 

Article 17. Health Insurance Premium 

Health insurance premium is determined as a rate of payment 
for compulsory health insurance in the amounts sufficient for the 
implementation of the health insurance programs and for the 
operations of the health insurance company. 

Compulsory health insurance premiums for the non-working 
population are paid by the Governments of the republica within 
the Russian Federation, governmental bodies of the autonomous 
oblasts, autonomous okrugs, krays, oblasts, cities Moscowand St. 
Petersburg, local administration out of respective budgets 
according to the time schedule for each year; these payments 
should be adjusted to the price level changes. 

In case local budget resources are not sufficient to pay the 
insurance premium in full, adequate amounts of money are to be 
provided from the upper-level budgets according to the order set 
up by the Council of Ministers - Government of the Russian 
Federation. 

The size of premium tariff for compulsory health insurance 
for the enterprises, organizations, institutions and other 
economic entities of any type of ownership is established in 
percentage to the wage bill and should be approved by the Supreme 
Soviet of the Russian Federation. 

Voluntary health insurance is financed through the profit 
of the enterprises and personal savings of the citizens by 
signing the contract. 



The size of voluntary insurance premium is determined in the 
course of negotiations between the paries involved. 

Article 18. The Taxation of Health' Insurance :. . Companies .. . . 

Health insurance companies pay taxes according to the fiscal 
. . . . . . . . . . .  , ....,.. :. ..... ... ................. ..:..: . . . .  .-... . . .. :: . .:. .: ,l.aaw.g ...o.,.f, .the ..Russian. Fsderati.0~ ...., :... :,. .,...... :. :. ... : 

Article 19. Reorganization and Liquidation of 
Health Insurance Companies 

Health Insurance companies are reorganized and liquidated 
according to.the legislation of the Russian Federation. 

Chapter 4. The Activitv of Medical Facilities in the Svstem 
of Health Insurance 

Article 20. The Rights and Responsibilities of 
Medical Facilities. 

Medical assistance and care in the framework of health 
insurance can be provided by formally accredited medical 
facilities with any kind of ownership. They are independent 
economic agents and operate according to the contracts with 
health insurance companies. 

In accordance with their licenses medical facilities can 
participate in voluntary health insurance programs unless it 
prevents them from fulfilling their obligations under the 
compulsory health insurance programs. 

Medical facilities that fulfil their obligations in the 
system of health insurance may offer medical services not 
connected with the health insurance system. 

Medical facilities in the system of health insurance have 
the right to certify temporary disablement of the insured 
individuals. 

Article 21. The Licensing and Accrediting of .. 
Medical Facilities 

Licensing is the process of issuing a state permit allowing 
the medical facilities to deal in specified fields and to provide 
a certain range of services under compulsory and voluntary health 
insurance programs. Each medical facility regardless of its type 
of ownership has to obtain a license. 



I Licensing is performed by licensing committees set up by the 
government bodies, city and district local administration; 

I members of such committees are chosen among representatives of 
government bodies supervising the medical care system, medical 
professional associations, medical facilities, public 

. . _ .  . . . .  . 

l 
organizations. - .. . . . . 

The accrediting of medical facilities is the process of 
deteqi~$ng,.whet$er; ,t,hey .,;r.e .,up .te ... the.. ,accept.ed...sta.n&.rds ...-. ,Each - .; ... . ,... :. : ... .. - ' . - : <:.- ,.., .',.: ,...,... :. '.'?.. 

medical facility regardless of its type of ownership has to be 
officially accredited. 

The accrediting of medical facilities is carried out by the 
accrediting committees composed of the representatives of 
government bodies supervising the health care system, medical 
professional associations, health insurance companies. 

The accredited medical facilities receive certificates 
issued by the Councils of Ministers of republics within the 
Russian Federation, government bodies of the autonomous oblasts, 
autonomous okrugs, krays, oblasts, cities Moscow and St. 
Petersburg and local administration. 

Article 22. Programs of Compulsory Health Insurance 

The basic program of compulsory health insurance is worked 
out by the Ministry of health of the Russian Federation and 
approved by the Council of Ministers - Government of the Russian 
Federation. On the basis of the basic program the Councils of 
Ministers of the republics within the Russian Federation, 
government bodies of the autonomous oblasts, autonomous okrugs, 
krays, oblasts, cities Moscow and St. Petersburg and local 
administration approve territorial programs of compulsory health 
insurance. The volume and quality of medical services provided 
according to the territorial programs cannot be any lower than 
described in the basic program. 

Article 23. The Contract for the Provision of 
Medical Care (Medical Services) under 
the Health Insurance 

A contract for the provision of medical care (medical 
services) is an agreement between a health insurance company and 
a medical facility according to which the medical facility has 
to provide the insured individuals with the medical care of 
stated volume and quality and within the specified period of 
time. 

The relations between the parties are determined by the 
terms of contract. The contract must include the following: 

- the names of the parties; 

I - the number of the  insured; 



the types of medical care (medical services) provided; 

the cost of services and the system for their 
estimation; 

.. . .  . . . . . ,. , . . _ _  . ... . 

the system of 'control over the &aiity bf services and 
' 

over the use of financial resources; 

Article 24. Tariffs for the Services in the System 
of Health Insurance 

Tariffs for medical services under the compulsory health 
insurance are determined by the agreement between health 
insurance companies, the Councils of Ministers of the republics 
within the Russian federation, government bodies of the 
autonomous oblasts, autonomous okrugs, krays, oblasts, cities 
Moscow and St. Petersburg, local administration and medical 
professional associations. The tariffs should be sufficient to 
ensure profitability of the health insurance companies and a 
modern level of medical care. 

Tariffs for medical and other services under the voluntary 
health insurance are determined in the course of negotiations 
between the medical insurance company and the organization 
providing these services. 

Article 25. Taxation of Medical Facilities 

Income earned by medical facilities through completion of 
compulsory health insurance program is not taxed. 

Chapter 5. The Resulation of the Relatione Between the 
Parties in the System of Health Insurance 

Article 26. The Regulation of the Relations Between 
the Subjects of Health Insurance 

The relations between the subjects of health insurance are 
regulated by this Law, by the legislation of the Russian 
Federation and other normative acts, and also by the terms of the 
contract concluded between the parties. 

Any conflicts concerning health insurance should be examined 
in courts according to their competence and in the order set up 
by the legislation of the Russian Federation. 
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Article 27. Penalties of the Parties in the System - 

of Health Care 

The insurant that refuses to pay insurance premiums for 
compulsory health insurance is officially liable to pay the fine 
equal..to the corresponding insurance premium. The payment of the 
fine does not relieve the insurant of his duties under health 
insurance program. 

' .  .'. .. ... . ., " , , ' . . . , ,  . . . .  ..:.:.;; . -..:-.-. . .  '.. :.. . - '.. '  ... .. . . . . . '  ' .  . . . . " .  ' . . 

I" 
. . .. 

~&cordi*g to the legislation 0% the' kussian' ~ederation and 
the terms of the contract medical facilities are responsible for 
the volume and quality of the services provided and are penalized 

I for the refusal to provide the necessary services to the insured 
party. In case of the violation of the contract on behalf of the 
medical facility the health insurance company may partially or 

I 
in full refuse to pay for the services provided. 

The insurance company is legally and materially responsible. 
to the insured part for the fulfillment of the contract. The 

I specific amounts of compensation for damages is to be stated in 
the health insurance contract. 

Insurance companies should pay for the services provided by 
medical facilities in the way and within the time period 
specified in their mutual agreement, but no longer than one month 
after the reception of the bill. The penalties for delays in 
payment are to be determined in the contract. 

For a groundless refusal to sign a compulsory health 
insurance contract the insurance company may be deprived of its 
license. 

Article 28. The Right of the Insurance Company to 
Demand the Compensation of Expenditures 

The insurance company has the right to demand that legal 
entities or individuals responsible for damaging the insured 
individual's health should compensate its expenses for medical 
services, unless the damage was inflicted by the insurant. 



Bas ic  Prov i s ions  
o f  Ordinance o f  the Council  o f  Ministers - 

Government o f  the Russ ian Federat ion 
"On Measures for Enforcing RF Law "On Amendments and 

Addi t ions  to  RSFSR Law "On Medical Insurance o f  
C i t i z e n s  i n  the RSFSR" (Dated October 11, 1993, NO. 1018) 

The Council o f  M i n i s t e r s  hereby  DECREES: 

1. Execu t i ve  a u t h o r i t i e s  o f  the s u b j e c t s  of the RE' s h a l l ,  p r i o r  t o  November 
1. 1993: 

a )  appoint  e x e c u t i v e  d i r e c t o r s  o f  t e r r i t o r i a l  - funds  for compulsory 
medical insurance ( T F q I )  and r e s o l v e  a l l  l o g i s t i c  i s s u e s  r e l a t e d  
t o  t h e .  arrangement o f  their a c t i v i t i e s .  

b) approve t e r r i  t o r i a l  programs f o r  compulsory medical insurance  
(CMIJ b u i l t  on t h e  b a s i c  CMI programs. 

2.  The Federal CMI Fund (FCMIF] shall :' 
a )  i n  consul t a t i o n  w i t h  the M i n i s t r y  of  Hea l th  of  t h e  RF and the 

M i n i s t r y  o f  Finance o f  the RF, p r i o r  t o  November 1 ,  1993, approve 
procedures f o r  determining average p e r  c a p i t a  r a t e s  of  f inanc ing  
t h e  t e r r i  t o r i a l  CMI programs; 

b) i n  c o n s u l t a t i o n  w i t h  the Federal S e r v i c e  of  Russ ia  for Superv i s ion  
over  Insurance A c t i v i t i e s ,  p r i o r  t o  November 1 ,  1993, approve 
standard CMI Rules  and a fonnat  f o r  a standard agreement between 
TFCMI and an insurance medical  agency; 

c )  i n  conjunct ion w i t h  t h e  Ministry o f  Hea l th  of  t h e  RF, p r o f e s s i o n a l  
medical a s s o c i a t i o n s ,  TFCMI, p r i o r  to  November 1 ,  1993, develop 
t r a i n i n g  programs for t h e  CMI sys tem and implementat ion o f  
research s t u d i e s  i n  this area;  

dl i n  con junc t ion  w i t h  t h e  M i n i s t r y  o f  Hea l th  o f  t h e  RF, p r i o r  t o  
November 15, 1993, submit  proposa l s  for improving r e p o r t i n g  
documentation wi thin the CMI sys tem;  

e )  f u r n i s h  t o  t h e  Council o f  M i n i s t e r s  - Government o f  t h e  Russian 
Federation o f  the RF, along w i t h  a d r a f t  repub l i can  budget  f o r  
1994, proposals  r e l a t e d  t o  procedures  for c a l c u l a t i n g  payments for 
CMI o f  unemwl oved ci t i z e n s .  

3 .  FCMIF, t h e  Federal S e r v i c e  of  Russ ia  f o r  S u p e r v i s i o n  o v e r  Insurance 
A c t i v i t i e s ,  t h e  M i n i s t r y  o f  Health o f  t h e  RF, and the M i n i s t r y  o f  Finance o f  
the RF,  s h a l l ,  p r i o r  t o  December 1 ,  1993, approve accoun t ing  procedures for 
CMI funds  and medical i n s t i t u t i o n s  opera t ing  w i t h i n  the CMI sys tem.  

4 .  The Ministxy of h e a l t h  of  the Russian Federation s h a l l  : 

a )  develop,  i n  preparing a 1994 budge t ,  and s u b m i t  t o  the Council o f  . - M i n i s t e r s  -Government o f  t h e  Russ ian Federa t i o n  proposals  on 

1 CMI is equivalent t o  CHI i n  the t e x t ,  FFMCI t o  FHIF,  
a n d  TFCMCI t o  RWIF. The author. 



procedures for financing medical institution which are not part  o f  
the system of the Ministry o f  Health of the RF as well as medical 
institutions of  the federal level which are under the Ministry of 
health of the RF; 

b) i n  consultation with the Ministry of Finance, FCMIF, prior to  
December 1,  1993, approve settlement procedures between health 
authorities and territorial CMI funds for provision of the medical 
care under CMI. 

5 .  Tfre Federal Service of Russia for Supervision over Insurance Activities, 
the Ministry of health of the RF and F m F  shall, prior to November 1 ,  1993, 
submit for approval by the Council of Ministers - Government of the RF rules 
for licensing the activities of insurance medical agen.cies involved i n  CMI. 

6. TO APPROVE attached: 

a )  Instructions on Procedures for Collecting and Accounting .for 
Contributions to CMI; 

b) standard CMI agreements for employed and unemployed citizens. 
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HEALTH CARE IN RUSSIA: POSSIBILITIES FOR CHANGE 

Tfie Russian public appears to be extraordinarily confUsed at this time about the emerging choices and 
their role in these choices be-g to c&&ont the Russian health care consumer. Simply lwbg 
at the survey responses, one may come to the conclusion that the entire Russian public is 
schizophrenic - on the one hand they are distressed about the current state of health care in Russia 
and exhibit tendencies that can only be consrued as pro-refonn, but in the next instant they \kill 
appear to be perfectly satisfied with care that they have received and assert that Russia's problems are 
only temporary and than-ging the system would be a grave error. 

This continual juxtaposition of !xxmr& incon_mous statements and opinions is not however hinged 
on a mass imbalance in the Russian psyche. h e a d ,  it demonstrates the delicate balance that must 
be achieved in the public's mind, in order to effectively persuade them that refonn is both nec- 
and beneficial. It also proves just how vital the public education component of the privatization 
process will be in sweeping away the cobwebs of ignorance and infiltrating the dark corners of 
disillusion that already pervade public atritudes toward refonn and privatization. 

THE CURfiENT ENVIRONMENT 

The public continues to be quite negative when evaluating the direction of the country. Fully sixty- 
one percent (6 1%) ofRussians assert that the nation is "off on the wrong track," while only twenty- 
two percent (22%) counter that things are headed in the right direction. The wrong trackascore h a  
hovered around the 60% mark all year, so while in the United States t i i s  would be quite high, such 
negativity is nothing new for Russia. Respondents in the Far East region, less educated persons, older 
respondents and those with lower incomes exhibit the highest negativity about Russia. 

There has been a marked increase in concern about national poiitical leadership, with hily three-in-ten 
Russians asserting that this is the biggest problem fkcing their country. Almost half (47%) of college- 
educated respondems name this issue as the top problem, along with young men under the age of 45 
(37%), respondents in rural areas (34%), and employed persons (34%), especidy those in the private 
sector (3 8%). High prices (1 7%), crime (1 4%) and unemployment (1 1 %) also receive double-digit 
mentions as the top issue in Russia. 

It is interesting to note that when queri2d as to the number one problem facing them personally, 
respondents transfa concern immediately to high prices (40%), while unemployment remains about 
the same (10%) and health problems (.lo%) and housing (7%) surface as issues. Notably, it is older 
respondents who are driving concern over health problems, with 24% of those over the age of 65 and 
21% of retired persons mentioning the issue. They also tend to live alone (16%) and have lower 
incomes (14%). 

Ofthe three institutions tested among the public, the Minisay of Health is faring the best in their eyes. 
AIthdugh only 12% indicate that the MOH is doing an "excellent" or "good" job right now, 42% rate 
its perfkrmance as "satisfactory" and only 3 1 % as "unsatisfactory." In comparison, 44% of Russians 



indicate that the Duma is doing an "unsatisfactory" job and few Russian citizens know enough about 
the GKI to make an evaluation of its performance (43% are unsure or have no opinion). 

Respondents are quite satisfied with their focal polychics, as I l ly  60% indicate that they are satisfied 
and only 3 1% are not. satisfaction in urban areas is seven points higher than in rural areas (62% to 
55%), and is six poi1113 higher among women (62%) than men (56%). OIder women, especiafIy, tend 
to be quite satisfied with the polyclinics (65%), as are those who have used unpaid medical care in 
the last two years (62%), compared to just 50% of those who have not.. 

The public is rather unsure what their oblast health committee is doing (40%), while over one-third 
(36%) are currently satisfied and just 24% are dissatisfied. Rurd respondents, younger people and 
those in the Southern Russia region are more knowledgeabIe and more satisfied with their Oblast 
health committee than their counterparts elsewhere. 

USE OF HEALTH CARE 

Most Russians evaluate themselves as being fairly healthy, with less than one-quarter (23%) saying 
that they are in poor health. However, among those over the age of 65 this climbs to filly 54%. It 
is especially high among older women, as forty-one percent (4 1 %) of females over the age of 45 rate 
themselves as being in poor health, compared to just 29% of men in this same age bracket (although, 
men have a lower life expectancy than women). Thirty-five percent (35%) of low-income 
respondents indicate that they are in poor health, compared to just 15% of middle-income and 10% 
of high income respondents. 

Eighty-two percent (82%) of Russia's citizens have received medical care, either personally or for a 
member of their family, for which they were not charged outright (what we will refer to as unpaid 
care). Rural respondents are slightiy more likely than their urban counterparts to have received 
unpaid care (86% to 80%). The tendency to visit a medical facility increases with the education level 
of the respondent, so that college graduates are the most likely to have received care (85%) in the 

-d' last two years. 

Predictably, those over the age of 65 are the most likely group to have received unpaid care (86%), 
although this is only four points more-than respondents under the age of 45. Respondents with 
children are five points more likely to have received unpaid care than those without children (84% 
to 79%): . . . - -- 

The vast majority who received unpaid care did so at a polyclinic (71%), while two-in-ten (20%) 
sought care at the hospital. Just eight percent (8%) received a visit fiom the doctor, while one 
percent (1%) saw a midwife. Those who went to the hospital are much more likely to be fiom rural 
areas (28%) rather than urban areas (17%). Men over the age of 45 are the most likely to have been 
in the hospital (27%), and the tendency to have been in the hospital i n c r w s  as respondents' 
education levels and income decline. 



Eight percent (8%) of those who received unpaid care over the last two years had surgery (again, 
more likely to be older men or in rural areas), while nearly half (46%) received emergency care or 
treatment for such ailments as pneumonia (7%), cardiac care (6%), blood tests (8%), stornach/uIcers 
(6%), etc. The tendency to have received treatment for these ailments is more likely to come fiom 
older people, increasing to 65% of those over the age of 65 who sought medical care. 

Only six percent (6%) had a general examination and another 6% sought pediatric care, while M y  
17% sought relief for minor colds. These minor complaints were usually from younger respondents 
(44% of 1 8-34 year olds and 3 9% of 3 5-44 year olds) and those in urban areas (3 1 %). 

Another seven percent (7%) indicate that they did not pay for dental care, increasing especially in 
* - urban areas (10%) and among college graduates (12%). 

Just fourteen percent (14%) of the public who received medical care for which they did not have to 
pay, did have to give their doctor or nurse some type of @fi or cash payment. This practice appears 
to be-much more common in large cities (16% of those in cities over 500,000 people). Younger 
respondents are also much more likely to indicare that they have had to engage in this practice, with 
21% of 15-34 year olds, 18% of 35-44 year olds and 1 1% of 45-64 year olds saying this occuned 
(only 4% of seniors). The praaice also increases with the income level of the respondent, increasing 
to 20% of those in the highest income bracket. 

The vast majority of the responderits who received unpaid care are fairly satisfied with the care that 
they received. Forty-four percent (44%) rate the care as exceIlent or good, while 46% say it was fair 
and oniv e i ~ h t  Dercent (8%) evaluate the care as "voor." Younger women, college-educated 
respondents and those in large cities are the most likely to rate the care that they received as poor. 

Less than one-quarter (22%) ofthe respondents indicate that they have received care, for which they 
have outright paid. Nearly half (46%) of this has been for dental care, althoush a myriad of other 
treatments were mentioned, such as cardiac care (5%), general examinarions (8%j, surgery (3%), 
neurological problems (5%) and ulcer/stomach ailments (4%). Azain, nearly all "paid" procedures 
took place at polyclinics (69%), hospitals (10%) or in a doctor visit (8%). However, midwives 
appear to be paid quite frequently (8% of ail paid treatments). 

Quality of care does not appear to differ greatly between paid and unpaid treatments. Of those who 
paid for a medical procedure, 57% rate the care as excellent or good (slightly higher than unpaid), 
27% as fair (lower), and twelve percent.(12%). as poor (4 points higher). 

Few respondents indicate that they have not sought care for themseIves or a member of their family 
recently because of "concerns about the quality of the care, whereas in the past you probably would 
have sought care." Fifteen percent (15%) of the people respond positively to this query, not dropping 
below 8% with any key group. . - - 
Concern about quality appears to be the highest in the Far East region (22%) and in the largest cities 
with populations over 500,000 (1 7%). One should note that this concern is not out of ignorance or 



due to concerns about costs, as those who say they have stayed away fiom treatment out of concern 
about quality are more likely to be well-educated and have higher incomes than those who have not. 
In fkt, nearly onequartk (23%) of college graduates have not sought care due to quality concans 
(less than 12% of those with a high school education or below say the same). Similarly, eighteen 
percent (1 8%) of those in the highest income grouping have stayed away from receiving treatment 
due to these concerns (drops to 15% of middle and lower income respondents). 

Concern aiso tends to decrease with age, so that just 8% of seniors have not sought care because of 
quality, but hlIy 17% of 35-44 year olds and 21% of those under the age of 35 respond positively 
to this inquixy. Parents with children at home aIso tend to be more concerned (18%) than those 
without children (13%). 

- .  

I VIEWS ON THE CURRENT STATE OF HEALTH CARE 

A majority (55%) of Russian citizens indicate that they are not satisfied with health care in the 
country, with sixteen percent (16%) saying that they are "not at all satisfied." Conversely, 
twenty-nine percent (29%) state that they are satisfied with their health care, although only 9% 
say they are exremely satisfied. Another 12% have not used the health care system in quite 
awhile and do not feel f i e  to pass judgement. 

One should note that the views of the consumers very nearly match the views of health care 
providers in the country on this question. Fifty-five percent (55%) of doctors, nurses, bureaucrats 
and pharmacists also indicate that they are not satisfied with the current state of health care, while 
45% indicate that they are satisfied (there was no option for lack of experience with the system, 
so satisfaction ratings are higher among providers than consumers who could opt out of a 
decision based on lack of knowledge). 

However, in other areas, the providers appear to be much more negative than the recipients of 
care. Seventy-eight percent (78%) of health care providers indicate thaz-he system is less secure 
than ten years ago. In addition, seventy-eight percent (78%) assert that the current health care 
system does not meet Russia's needs. 

Of the consumers who indicated on tFiis question that they are not satisfied with health care in 
Russia, were then asked an open-ended question as to the most important reason for their 
dissatisfaction. Fully one-quarter (25%) of the respondents cite a'lack of .medicine, especially 
important in the rural areas (41%) and among seniors (42%). Two-in-ten Russians identify rude 
and irresponsible behavior by doctors as their biggest problem with the system, which tends to be 
the focus of urban respondents (24%), especially those in the biggest cities (31%). Twelve 
percent (12%) name general incompetency on the part of doctors, something more Iikely to be 
noted among younger and higher income respondents. A myriad-of other ,- concerns atso arise, 
such.as outdated equipment (7%). long lines and waits for care (ti%), a lack of specialists (3%), 
and high fees (5%). 



One should note that when respondents are given a list of health care issues and asked to prioritize 
which one the government should be working on first, "keeping hospitals and polyclinics supplies 
with necessary equipment, and drugs" moves to the forefront of concerns (39%). Concern over this 
aspect of the health care problem is being driven by respondents in rural areas"~f Russia, as nearly half 
(49%) cite supplies first. Reducing pollution in the environment arises as the next biggest issue that 
the public wants their leaders in Moscow to handle (16%). One-in-ten Russians want the government 
to  work on training doctors and nurses in the most modem medical procedures, 5% indicate that 
keeping the pharmaceutical factories open should be the priority, while everything else receives 
minimal support. Another 22% of the public take a holistic approach that a combination of concerns 
should be focused on. . 
However, when voters are asked to focus on the biggest wony for them personally, money becomes 
the top concern. Three-in-ten Russians say that what womes them the most is the possibility thai the 
"government will run out of money to fund the health care system and we will have to pay more than 
we can afford for treatment." 

In fact, fully seventy percent (70%) of the Russian public note that they wo& "a great deal" that they 
"might be required to pay" for their family's basic medical care. And an overwhelming, eight-one 
percent (8 1%) of the public indicate that they worry a great deal about not being able to pay for 
medical care if they or a f d y  member "suffered from a catastrophic illness in the fbture." Concern 
about one's ability to pay for care especially in the current economic environment cuts across almost 
all geographic and demographic lines. Only high income respondents tend to be slightly less 
concerned and measure approximately 20 points less concern on both issues. 

Long waits for medical care appear not to be as big a problem as in the past, with nearly half (49%)- 
saying that they "never need to wait" to get a doctor's appointment, etc. The most that anyone 
describes having had to wait is one month or more, although only 5% have had this experience. Of 
those who have had to wait a week or more (13%), most are in the largest cities (22%) and rated the 
care that they received as poor (22%). - ~ r  

Waits for care once they have arrived at the faciiity are senerally less than three hours, with 40% 
saying they have had to wait one hour or less, 27% stating that it was 1-2 hours, and only 7% 
indicating that they waited 3 hours or more. Another 13% say they have never had to wait and 11% 
have not used medical care. 

Respondents were also queried about the availability of medicine over the last six months to a year. 
Forty-one percent (41%) indicate that the supply has gotten worse, compared to over 52% of health 
care providers. For both groups, those in rural areas repon much more of a scarcity than their urban 
counterparts, as well as those in the Far East region. Three-in-ten Russians say that the supply of 
medicine has improved over the last six months to a year, while 17% say it is about the-same. 

. rC_. 

Forty-two percent (42%) of the public says that the quality of medicine is about the same as a few 
years ago, while eighteen percent (1 8%) resard it as better and 10% as worse. Urban areas report 
worse quality than their mral counterparts. In addition, younger and more educated respondents are 
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more likely to view the quality of medicine as improved. 

Respondents also apparently are willing to buy items, such as cosmetics, at a'pharmaw (36%), while 

I just 16% would only buy these items where they do presently. The idea is more widely accepted in 
the UrdSiberia region (47%) and in towns of 50 to 100,000 people (5 1%). Men and women under 
the age of 45 (41% each) are also more open to this idea than either men or women over the age of 

I 45 (27% and 34%, respectively). 

I 
Just over half(57%) of the Russian public has seen, read or heard something about the insurance law 
passed last year, an awareness level over 30 points lower than among health care providers irizthe 
country (88%). Awareness is over fifty percent (50%) in every region of the country, and is 

I particularly high in the Far East area, where hlly 83% of respondents have heard of the new law. 
Respondents in urban areas appear to be driving awareness of the new law, as 60% of these 
respondents have heard of it, compared to only 49% of those in rural areas. 

The more educated also appear to be paying closer attention to the issue, with three-fourths (75%) 
of college graduates indicating that they heard of the insurance reform law, dropping to 63% of 

'1 technical school graduates and down to 52% of high school graduates. Only 4 1% of those who less 
than a high school education have heard of the new law. 

I Similarly, higher income respondents are more likely to have heard of the law. Three-fourths (75%) 
ofthose in the highest income bracket and 64% of middle-income respondents know of the new law, 
as compared to less than half (48%) of those in the lowest income range. In addition, middle-age 
respondents tend to exhibit higher awareness levels than either young or old respondents. While over 
60% of those between the ages of 35-64 indicate that they have seen, read or heard of the insurance 
law, awareness drops to 58% of those under the age of 35 and to just 38% of those over the ase of 
65. 

B Respondents that are categorized as dissatisfied and more open to reform also appear to be paying 
closer attention to the issue, with 61% of this group indicating that they have heard of the new law. 
Awareness drops to 47% among those who are in the satisfiedireform resistant group. 

3. Of those respondents who have seen, read or heard about the new law, sixty-one percent (61%) are 
also aware of the voluntary insurance provisions of the new law "that allow for greater medical 

m coverage through voluntary contributions in addition to the mandatory basic coverage." Again, 

. i 
awareness is basically determined by education levels, with college-educated respondents much more - 
likely to be aware ofthis aspect of the new law (71%). It drops down to just 47% of those without 
a high school degree who were aware of the law, also knowing about the voluntary provisions within 
it. 

a Older voters also tend to be less knowledgeable about these provisions than their younger 771\ 



counterparts (only 50% of those over the age of 55 know about this aspect of the law). Young 
women under the age of 45 appear to be the best-informed about the new insurance law, as hlly 67% 
efi:bit awareness .of the .voJu.ntary provisions. .. . . . . .  .. . . . . . ... . .  . . . 

In addition, dissatisfied respondents are more likely to be aware of the provisions in the law, as 61% 
say that they have sen, read or heard about this aspect of it. Awareness drops 4 points among those 

* 

who are satisfied. 
.- . . 

Health care consumers are fairly positive in their assessment of the new law's impact on health care 
in Russia. Thirty-eight percent (38%) of the respondents who are aware of the law state that it will 
improve the health care they receive, although only 6% feel that way strongly. This compares to 29% 
of health care providers who believe the new law will have a positive impact on what they do. Just 
one-in-ten Russians assert that the changes in the law will make the health care they receive w&se 
(compared to 33% of providers who say it will adversely affect their work). Approximately one- 
quarter (26%) of the public indicates that the new law will make no difference to their health care, 
while another 26% are unsure of the effect it will have. 

Rural respondents are much more positive in their predictions of the law's impact, as 44% foresee it 
improving their health care while only 36% of urban respondents say the same. Those in the 
Southern Russia (40%) and the Far East regions (39%) also tend to be more positive than their 
counterparts elsewhere. 

Age is a strong determinant of attitudes on this issue, with positive assessments more common among 
younger peopIe. Nearly half (48%) of the respondents under the age of 45 believe that the new law 
will improve the medical care that they receive, dropping to approximately 40% of middle-age 
respondents and to just 26% of those over the age of 55. 

There is a slight gender gap on this issue, with men being more positive about the new law than their 
female counterparts. Forty-one percent (4 1%) of male respondents indicate that thehsurance law 
will improve the health care that they receive, while optimism among women is'five points lower 
(36%). This is apparent among younger respondents as well, with 49% of mmi under the age of 45 
saying that the law will improve care but only 42% of women in this same age group echoing this 
feeling. 

. 
Other key groups that tend to be more positive in their view of the law and its impact on the system 
are high income respondents (53% .improve), those with children (44%), graduates of technical 
schools (45%), respondents who believe business running health care would improve the system 
(Xi%), and those who had predicted the system would be better in the next ten years anyway (61%). 

PUBLIC EDUCATIONIPREVENTXN CAMPAIGNS 

- - 
Two-thirds (66%) of the public have seen, read or heard something about the government's public 
education campaigns "about public health issues that promote a healthier lifestyle, such as the hazards 
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of cigarette smoking, excessive alcohol drinking ..." Awareness of this effort is above 60% in every 
region of the country, particularly in Southern Russia where 7 1 % of the respondents know of this 
government pro*. 

Younger respondents are generally more aware of these government efforts than older people. Fully 
seventy-one percent (71%) of those under the age of 35 indicate that they have seen, read or heard 
something about these efforts. Awareness drops to approximately 66% of 35-64 year olds and 58% 
of those over the age of 65. Awareness also increases with education.leve1, so that l l l y  71% of 
college graduates have heard about these campaips. Income, however, is not a major determinant 
of attitudes on this issue. 

Respondents with children at home (70%), those who are ciassiiied as dissatisfied and open to reform 
(69%) , and those who received medical care for themselves or their family in the last two y&s 
(67%). Notably, three-fourths of those who had heard of the government insurance law are also 
aware of their efforts on public health education. 

Unfortunately, a hi& level of awareness does not translate into effectiveness. Less than one-quarter 
(24%) of the respondents who are aware of the government's efforts indicate that the program has 
caused them to "change any habits or do anything differently." The campaign has been more effective 
with younser respondents, as 30% of 18-34 year olds assert that they have made changes based on 
the information they received through the public health campaigns. This drops to approximately one- 
quarter (25%) of middle-age respondents who have made changes because of the program and only 
16% of seniors who modified their behavior, as a result of this. Young women under the age of  45 
have been especialIy prone to change (30%), five points more than men in this age group. There are 
little to no gender or income-based differences in attitudes. However, the programs do appear to be 
more effective among rural respondents (27%) than urban residents (23%). 

y.? 
The public is already fairly well informed on the benefits of preventive medicme. as seventy-one 
percent (71%) agree with the idea that "it is better to prevent illness by doing things such as seeing 
a doctor once a year for a physical examination, exercising and eating right." A mere eleven percent 
(1 1%) are more likely to agree with the view that "you only really need to see a doctor when you are 
sick. Besides exercise and changing your habits are more bother than it is worth and wiIl not help that 
much anyway." Thirteen percent (13%) state that both views carry about equal weight. 

The only groups who resist the benefits of prevention are almost all older people, as 18% of 55-64 
year olds and 14% of those over the age of 65 agree with the view that it is more of a bother than a 
help. This sentiment also tends to be stronger among older men (16%) than older women (13%). 
Resistance also tends to come &om less educated voters (who generally are older), with-16% of those 
with less than a high school education and 13% of those with a high school degr-e more likely 
to think that prevention is not worthwhile. 

Notably, respondents with children are ten points more likely to agree with the pro-prevention view 
(76%) than their counterparts who do not have children at home (66%). High income and white 
collar workers also are much more likely to agree with the views supporting prevention. 

'9 



On a similar note, eighty percent (80%) of those whd have children in the home indicate that they 
have received all their necessary vaccinations, while 16% indicate that they have only received some 
of them and just 4% repon them not receiving any. Although this may be a case where respondents 
are prone to answer in a "politically correct" fashion, awareness that this is the right thing to do at 
least is evidenced by their responses. The only region where the vaccination rate is slightly lower is 
the UraVSiberia region, where just 69% report their children have had all their vaccinations. 

"IXE FUTURE OF HEALTH CARE 

Wlth all the worries expressed about the current state of health care, it is somewhat surprising that 
Russians are as optimistic as they are when asked to predict the future of the system. The public 
is more likely to speculate that health care in the next ten years will get better (32%) than either 
deteriorate (21%) or stay the same (21%). However, over one-quarter (26%) are unsure what 
the situation will be ten years from now. 

Russia's youth tend to be driving the optimistic predictions for Russia's health care system. The 
view that things will get better increases as age declines, so that fblly 41% of 18-34 year olds 
make this assertion, dropping to just 26% of those over the age of 65. Optimism also tends to 
increase with income of the respondent, with just 27% of low income respondents indicating that 
health care will improve, while 34% of medium income and 40% of high income respondents 
predict thing will improve. 

Notably, a majority of respondents tend to view the problems of the health care syslem as 
temporary rather than inherent in the system. Fifty-four percent (54%) of the public agrees with 
the statement: "The health care system we have in Russia is an inherentiy good .system and the 
current problems are only temporary," while 35% disagree. 

This view tends to be more dominant in rural areas of the country (60%) ihcan with urban residents 
(52%). It is above 50% in every region of the country and the view is fairly widespread with little 
deviations based on gender, age or income. Education level plays a minor role, with college 
graduates being slightly less likely to-agree (49%) with the idea that the problems are only 
temporary. 

Among respondents who are in the satisfied/resistant to reform classification, fully seventy-four 
percent (74%) agree with the idea that Russia's health care problems are temporary and just 15% 
disagree. However, among those who were classified as being more open to reform, support for 
this view drops 24 points to 50%, while fully 41% disagree with this idea. Yet another indication 
that this group could be persuaded to accept major reforms. . - - 



VALUE CHOICES 
+ .  

Ouality 

Respondents were also asked to make certain choices based on possible reforms to the health care 
system. A majority (55%) of Russians indicate that "keeping medical care free to all Russians" should 
take precedence over "making sure the quality of health care you and your family receive is the best 
it can be even if it means paying something" (40%). - 

. - 
Again, age is the key determinant of attitudes on this issue, as one can see in the following diagram: 

FREE CARE QUALITY CARE 

1 8-34 years 3 8% 57% 
35-44 years 40% 54% 
45-54 years 57% 3 8% 
55 -64 years 7 1 % 22% 
65 and over 82% 13% 

This is an extremely dramatic rise in concern over cost and a desire for the status quo among older 
voters. It is slightly higher among older women over the age of 45 (73% for fiee care) than older 
men (67% for free care). 

More educated voters are also much more likely to demand quality care even if it comes at some cost 
to them personally. Half (50%) of graduates from technical schools and 55% of college graduates 
indicate that quality w e  is more desirable than f i e  care (45% and 39%, respectiyely). This contrasts 
sharply a-ginst the attitudes of less educated respondents, among whom only 17% put a premium on 
quality while hlly 80% desire fiee care. Obviously, income also plays a role in attitudes on this 
issue, with those more able to pay for care also more willing to pay. 

One should note that the Far East is the only region where voters are split on this issue, as forty-five 
percent (45%) choose fiee care, and an equal number prefer quaIity at a price. 

However, when asked whether they prefer a system where some types of procedures are restricted 
fiom a basic care package if the quality of basic care.improves (59%) or a system where anyone can 
receive any type of treatment but quality stays the same (36%), the public is willing to make some 
sacrifices. Thus, one can reason, that some sort of basic care package must remain "free" to the 
Russia public to appease their concerns about being able to afford basic care for theniselves and their 
families. They are used to certain restrictions being placed on their choices, but are concerned in 
these precarious economic times, that they will not be able to afford anything. 

Once asain, age is 'the major determinant of choices on the issue. Approximately seventy-three 
percent (73%) of respondents under the age of 45 are willing to endure restrictions on care in order 



to improve the quality, dropping to 65% of 45-54 year olds, 43% of 55-64 year oIds and just 33% 
of seniors. In fact, respondents over the ageof 55 are,more likely to want no res&ctions at or 
care (52% of  55-64 year olds and 61% of seniors) than would accept limitations for improved quality. 

As on the fim more educated people tend to place a on improving the quality of 
health care. Over 70% of technical school and college graduates would accept restrictions on types 
of care that are covered in order to improve quality, dropping to 62% of high school graduates and 
just 37% of those with0ut.a high school education. 

Individuals employed in the private sector (77% restrictions), high income (78%), those with children 
(69%), men (64%), and urban respondents (6 1%) also tend to place more value on raising the quality 
of care even if this means restricting their choices. * - .  

Cost - 

A majority of the Russian public is against individuals paying for health care, althoush there is about 
40% of the population which currently prefers reform options or believes they are equaIIy as good 
as the current system. Fi-three percent (53%) of the pubfic agree with the view that "people should 
never have to pay for rnedicd care as they cannot afford basic care and should only have to pay for 
' e m  comforts," such as private rooms or very expensive treatment methods." Twenty-one percent 
(21%) are more inclined to agree with the idea that "patients paying for medical services is the ody 
way to create competition among doctors and force them to provide better quality care while still 
keeping fees at reasonable rates." Another 22% believe both views have equal merit. 

Predictably, older Russians tend to be much more conservative on this issue and much more 
concerned about retaining "free" care than their younger counterparts. Fully, sixty-seven percent 
(67%) of those over the age of 65 and 64% of those between the ages of 55 and 64 believe that 
people should never have to pay for care. Support for this view drops to 55% of 45-54 year olds, 
48% of 35-44 year olds and to just 40% of those under the age of 35. Am<& the latter group, 29% 
actualiy agree with the idea that paying for sexvices is the only thing that will foster competition and 
bring up the level of quality - one of the highest support levels of any key group. 

Less educated respondents are driving th&ew that health care should continue to be Free to patients, 
as two-thirds (66%) of those with less than a high school education opt for this view. Support drops 
over 15 points among respondents with a hi& school degee-or more (approximately 48%). 

Notably, there is virtually no difference in attitudes of urban and rural respondents. However 
Russians inthe Central/Northern region tend to be more supportive of free care (58%) than those in 
the Southern (52%), UraVSiberia (47%) or Far East (5 1%) regions. - - 
Women are six points more likely than men to think that care shouId continue to be free and provided 
by the government (55% and 49%, respectively). This gap is evident among both older and younger 
women. 



Respondents who are employed in a private sector company (36% patients pay) or one that is in 
transition from public to private (3 I%), have children (25%) or are in the dissatisfied classification 
(22%) are .the most open. to the conceptdi& patients payiriggfor cafe is the only way to' foster 
competition and thereby improve quality. 

A plurality (46%) of the Russian public ind&ate that they would still go'to their loch polyclinic eien 
if'cost was not a consideration, although 22% indicate that they would go to a local private doctor. 
Only ten percent (10%) are concerned about portability, in that they would go to a polyclinic in 
another city, with most of these responses coming from rural areas (1 8%). Likewise, eight percent 
(8%) of the public would go to a private doctor in another city, driven by rural respondents (12%). 

Going to a local polyclinic is the chief preference for respondents in every region of the countxy, 
never deviating more than two paints from the nationd average. As was pointed out earlier, &a1 
respondents are more likely to choose a polyclinic in another city (18%) so support for their local 
clinic is somewhat lower (42%) than with urban residents (48%). Acceptance of private doctors 
appears to be higher in the Far East region (36% for local or one in another. city), UraVSiberia (3 1%) 
and CentraVNorchern Russia (31%). Willingness to go to a private doctor if cost was not a 
consideration drops to 24% in the Southern Russia region. Overall, acceptance of private doctors 
is 8 points higher in urban areas than in rural areas (32% and 24%, respectively). 

Age and education play important roles in determining respondents' acceptance of private doctors. 
Willingess to visit a private doctor drops almost twenty points corn the youngest respondents (35%) 
to the oldest (16%). Likewise, college graduates are 16 points more likely to say that they would 
visit a private doctor if cost were not a factor than the least educated respondents. 

Notably, even though cost was explained not to be a factor in their decision, income still is decisive 
to their decision. W~llingness to go to a private doctor is 17 points higher among high &come 
respondents than among those in the lowest income bracket. One should note that these individuals 
generally tend to be older, retired person on pensions and age may be the leading factor in the 
decision - not ability to pay. 
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Among those in the dissatisfied group, only 39% would stick with their local polyclinic if cost was 
not a factor, while 35% would choose a private doctor and 12% would go to a clinic in a nearby city. 
The satisfied/reform resistant group, however, by definition would tend to be happy with their local 
polyclinic (66% choose it), with only two-in-ten opting for a private doctor and 2% wanting to go 
to a clinic elsewhere. 

Respondents were also queried as to what specific procedures.or treatments that they would be 
willing to pay extra to receive if they were exduded from a government basic care packase. The 
following diagram illustrates the results: 



PROCEDURE WILLING, NOT WILLING 

Psychiatric cadtherapy 3 1% 58% 
Contraceptives/farnily planning 35% . 48% 
Alcohol abuse treatment * 37% 49% 
Preventative examinations 36% 57% 
Medicine for children 45% 
Eyeglasses/optornetric exam 45% 

As one can clearly see, there is great resistance to having to pay for basically anything. However, 
what this means rnisht be somewhat unclear as the question'may have been interpreted to mean 
diierent things. For example, one person might think that a program is vital and be objecting to the 
government not paying for it, as in the case of medicine for children, while another person ni&ht 
simply be saying that if the care cost something they personally would not seek that care and pay 
extra for it, as in dcohol abuse treatment. 

These considerations aside, there is only a clear majority who would not pay extra for two items: 
psychiatric care and preventative examinations. This echoes the providers' sentiments on this issue 
as 97% consider it to be the government's responsibility to pay for psychiatric care and 70% say they 
should pay for preventative examinations. However, only 35% of the consumers say that they are 
wiling to pick up the tab for contraceptives and family planning information, while 66% of the 
providers say the patients should bear this cost. Likewise, just 37% of Russians are willing to pay 
for alcohol abuse treatment, while 60% of the health care providers believe the consumers should pay 
for it. 

Those who are wiiling to pay for most of these procedures tend to be high incorne,.under the age of 
45, college-educated and work for a private sector company. Men are usually a few points more 
likely to indicate that they would pay extra for a service than their female,c,punterparts. 

Tvpe of FaciIity 

Xn the next portion of the interview, health care consumers were moved into making choices based 
on possible reforms to the Russian health care system. First, respondents were told about "health 
trusts" as follows: "There has been some discussion about creating some hospitals and polyclinics 
that are not run by the government, but are run by 'Health trusts.' This means that while the 
government still maintains certain standards for things such as safety, the administration of the 
hospital is in the hands of a church, charity, union or some other private group that does not make 
a profit off of the enterprise." - 

A majority (55%) of Russians indicate that they would be willing to go to these type of hospitals or 
polyclinics run by health trusts, with 17% strongly willing. Only one-third (33%) are opposed to 
visiting this type of facility, and just 12% are strongly not willing. 



Geographically, rural respondents are much more open to the idea of seeing a doctor at a non-profit 
institution, with 63% of these residents willing to visit as health trust facility (only 25% not willing). 
Openness drops to 52% of urban residents, while 35% are opposed to such an idea. Southern Russia 
respondents are quite open to this new type of facility (62% willing), compared to just 54% of those 
in CentraVnorth Russia, 52% of those in the Far East and just 48% of respondents in the Ural/Siberia 
region. 

There is only a slight gender gap on this issue, as 57% of men are willing to visit a facility run by a . 

health trust while 53% of female respondents say the same. Older women are the most resistant to 
the idea, as just hdf(50%) indicate they would be willing to visit such an institution while 35% are 
not. 

- - .  

Age continues to play a major role in respondents' health care attitudes, with openness to visitihg a 
health trust facility decreasing as age increases. While f eight percent (58%) of the youngest 
group of respondents are open to seeing a physician at a non-profit, non-government facility, less than 
half (49%) of the oldest respondents would do the same. 

In examining the target groups, satisfied respondents are the most resistant to these new facilities, 
with only 44% willing to visit one and hIIy 40% saying that they would not. Among the goup 
characterized as dissatisfied with the current system, filly 58% are open to this new type of facility, 
while less than one-third are resistant to the change (32%). 

Unemployed respondents (63%), those with children in the home (57%) and high income respondents 
(59%) are also more likely to indicate a willingness to visit these new facilities. 

Respondents were then moved into deciding their actions if the facility "was owned by a private 
group, such as a p u p s  of doctors that also work there, but the group might make a profit if they do 
well." In this case, just as many people are willing to visit such a facility (55%) as are willing to visit 
a non-profit facility. Therefore, this added facet does not add or detract from the marketability of a 
private institution. -Y& 

The addition of the "for-profit" clause into the hypothesis does have an interesting effect on some key 
groups in Russia. Geographically, the concept detracts from the facility's marketability among 
respondents in the rural areas (54%/-9 poicts), particularly among those in Southern Russia (56%/-6). 
However, this injection of capitalism slightly enhances support among urban residents (55%/+3), 

those in the Far east region (60%/+8) and notably, in the UraVSiberia area (57%/+9). Openness to 
these reformed institutions does not shift very much at a11 among those in Centramorthem Russia 
(-2)- 



The addition of the for-profit concept has the biggest negative impact on older people, although it 
turns out to be a plus among young people as one can see in the following diagram: 

. ., 
AGE 

... . . . . . .  ., . . . . .  

1 8-34 years 
3 5-44 years 
45-54 years 
55-64 years 
65 and over 
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NON-PROFIT : . . 

The impact of adding the for-profit concept also tends to be more df a plus among more educated 
respondents. Fully 67% of college gaduates and 60% of technical school graduates would visit a 
doctor at a private, for-profit facility, a net gain of 9 and 7 points, respectively. Conversely, high 
school graduates and those with less than a high school education are less favorable to the idea if the 
facility could make a profit (-4 and -9, respectively). 

The idea does have some unusud results among the target groups - adversely affecting the dissatisfied 
group (-2) and positively affecting the satisfied group (+5). 

Ofthose who would resist going to a private, for-profit hospital or chic, 36% indicate that the main 
reason they would not go is because they do not have the money. This tends to be by far the most 
important reason to rural respondents (56%), those over the age of 55 (45%), older women (45%), 
those with less than a high school education (50%) and those who are in the dissatisfied group (41%). 

Thirty-one percent (3 1%) say they would not trust the specialists at such a facility, which is more of 
a concern to urban and younger respondents. Thirteen percent (1 3%) are concerned about the lack 
of government control on these facilities, especially respondents under the age of'35 (21%) and 
residents of the Far East region (17%). Just eight percent (8%) of those who would not go to a 
private, for-profit facility cite concerns about quality, mostly young men 03%) and less educated 
people (1 1%). 

Respondents were then asked to choose between two opposing points of view about privatization 
and its effect on the Russian health c&e system. just over half (52%) of the respondents take a 
negative view of the situation and agree with the view that "allowing individuals and businesses to 
run the health care system will only make health care unaffordable for most Russians while letting 
these people get rich off our misery." 

Just twenty-three percent (23%) of the public takes a positive view of privatization, arguing that 
"allowing individuals and businesses to run Russia's hospitals and pharrnaceutica! companies will 
make hospitals be more responsive to their patients' needs and eliminate .the w i d w a d  inefficiencies 
of the state-run system through healthy competition." Another 19% believe that both views have 
equal merit, while 7% are unsure. 



The view that private ownership of the health care system will foster competition and improve the 
system as a whole is more likely to be held by groups that have evidenced openness to reform 
throughout the data: 13-34 year olds (32% improve/ilO% make unaffordable), college graduates 

* 

(35%/43%), private sector employees (40%/35%), high income respondents (40%/36%), dissatisfied 
respondents (27%/49%). 

Geographically, there is substantially more support for a private health care system in the Far East 
region of the country.(36%/41%) than in other areas. The Southern Russia and CentraVNorthern 
regions tend to be weakest areas, as filly 5 1% and 56%, respectively, believe that businesses running 
the health care system would make health care unaffordable for most Russians. 

There is dso substantial resistance predictably among the oldest respondents (65% unaffordab1e)yd 
low income Russians (58%). 

- 



POSSIBEI'XES FOR REFORM 

Russian health we consumers were se-mented into categories based upon their opinion of the he&h 
care system in general and their confidence in their doctors to meet their needs. Working on the 
assumption that those -who are the most dissatisfied with the present system may be d i n g  to 
undergo some type of change and be more open to reform, these groups fall into' the foI1owing 
categories: 

SatisfiedReform resistant: 11% 

CentraVNonhern Russia 
Urban, although not in the largest cities 

0 65 years of age and over 
* Women over age of 45 

Retired 
Resistance increases as education level decreases 
Resistance increases as income decreases 
Place a premium on fiee medical care 

Dissatisfiedhlore Ouen to Reform: 

UrdSiberia or Far East regions 
Towns with less than 10,000 people 
18-34 year olds 
Women under the age of 45 
Have children 
College or technical school education 
"White collar" worker 

0 Think health care system problems are inherent, not temporary ,,; 
0 Used unpaid and paid medical care in the past two years 

Neutral: 

Otherhixed: 

This hypo,+esis bears up when one examines the responses of the various groups to the tests on 
willingness to go to a non-profit facility or a for-profit facility. Of those who are satisfied with their 
health care, less than half (44%) say that they would go to a clinic or hospital run by a hedth trust 
that was non-profit. However, among those categorized as dissatisfied, a majadr; (58%) would be 
willing to visit such a facility - an increase of 14 points. Likewise, with a for-profit, private facility, 
only 49% of satisfied respondents say that they would go to such a facility, while 56% of dissatisfied 



respondents indicate that they would. 

Clearly, there are still fears to be overcome even with the group that is more .open to change but there 
are promisiig' signs throughout the data with this group on reform issues. t or example, while 60% 
of the satisfied/reform resistant group indicate that individuals and businesses running hedth care 
Edcilities and the pharmaceuticaI industry wodd make health care unaffordable to most Russians, less 
than half (49%) of the dissatisfied respondents agree with this assessment of privatization and 27% 
assert that it wouid improve things. Those in the dissatisfied group are 24 points likely than the 
satisfied group to believe that the problems in the Russian health care system are only temporary 
(50% to 74%). They are also less likely to put a premium on free care for all Russians and more 
willing to accept restrictions on care in return for better basic medical care. 

. - 
However, one must be extremely carefid in the rhetoric employed to rally support for the priva&tion 
process, When described a situation that is basically the privatization process (such as the question 
above), one sees that the dissatisfied group is quite open to the benefits of such a process. However, 
the term "privatization," per se, conjures up negative images for this group. While thirty-nine percent 
(39%) of the satisfied goup assert that "privatization is always a bad th;lg," agreement with this 
statement jumps up to 47% with those in the dissatisfied group. This is mostly being driven by those 
in the UraVSiberia area who are much more negative about both health care and privatization. 



"PUSH" ISSUES 

. . A number of statements regarding health care were tested in the last portion of the interview to 
examine public attitudes on a variety of fkonts. The following chart illustrates the findings: 

ISSUE AGREE 

Western pharmaceutical companies 
are exploitative and should be barred 42% 

Russian system must be universal 58% 

I am better able than doctors to care 
for myself 23 % 

Outdated equipment must be replaced 94% 

Privatization always a bad thing 45% 

Russian doctors better than Western 
doctors, because did not have modem 
drugs and expensive equipment 59% 

DISAGREE 

support universality of health care. 

Clearly, the strongest agreement comes on the issue of replacing old medical equipment in the 
facilities, as 94% indicate this should be done. Remember, this is the public's top health care issues 
that they feel the government should work on (question 34). 

.Y,+ 

There is quite a bit of mixed emotions over the issue of Western pharmaceutical companies being 
allowed into the Russian market. The idea that the Western companies are merely taking a situation 
ripe for expioitation and making money out cf other peoples' misery tends to be the prevailing feeling 
among older men (49%), blue collar workers (47%), low income respondents (48%) and those who 
think the heaIth care system is going.to deteriorate (48%). -- 

Views as to whether health care in Russia must be universal is almost solely based on the age of the 
respondent. Those under the age of 35 are actudiy more likely to disamee with the concept of 
universality (43% agree/47% disagree), while support for the idea increases as respondents' age 
increases. Therefore, fully 64% of 45-54 year olds, 71% of 55-64 vear olds and 75% of seniors 

The most imponant finding, however, is the fact that forty-five percent (45%) of the public agrees 



with the concept that privatization is always a bad thing. This is the predominant view in the largest 
cities with populations of over half a million (52%) and the Ural/Siberia region (51%), with 45-54 
year olds (54%), blue collar workers (50%) and those who predict the health care system will get 
worse in the next ten years (53%). As was mentioned earlier, there is also a substantial block of those 
dissatisfied and more open to reform who reject privatization per se (47%). 
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I EXECUTIVE SUMMARY 

B Amidst the blizzard of policy papers descending on Moscow, "Healthy Russia 2000" is unique. 

Reform of the health-care system in Russia is already underway, but with wide regional and sectoral 

I differences in the progress made to date. Accordingly, any policy discussions and recommendations 

can only be taken as part of an evolving, ongoing process. No policy "prescriptions," no snapshot 

I of public opinion and no econometric model are fixed references, but only way stations along the 

I 
process of health-care reform. In effect, therefore, this is a working paper on which work has already 

begun, and which will necessarily continue while the paper's recommendations for fbture 

implementation are studied and launched. 

In Section I, "Healthy Russia 2000" sets forth a vision of the future of Russian health care. Today, 

there exists the possibility of achieving (a) meaningful universal access to (b) enhanced, 

I efficiently-provided, cost-effective health care through (c) increased consumer choice and 

competition among health-care providers leading to (d) better health and greater satisfaction for the 

I people of Russia. Emphasis will be placed on all four components of health care: prevention, early 

detection of disease, treatment and rehabilitation. Some aspects of health care (& pharmaceutical 

manufacturing, distribution and retailing) can be privatized entirely. Other aspects, such as hospitals 

and polyclinics, will have more diverse possibilities, including continued government ownership, 

I transfer to local-government control, management by not-for-profit organizations or outright 

privatization. 

I 
Section II describes Russia's current state of health, which, in short, is not good. Compared to OECD 

countries, Russians have shorter life expectancies; higher illness and mortality rates among working , 

1 age persons; higher infant mortality rates; and a general weakening of the population's immune 

system because of environmental pollution, alcohol abuse and allergies among youth. The birth rate - 
has decreased, the general mortality rate has increased, and the population is aging. The young, 

women and the elderly are particularly vulnerable, and men have the lowest life expechcy in any - 
European country. 
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In Section III, "Healthy Russia 2000" examines the current state of the health-care system, especially 

available resources, in light of the health problems previously described. Significantly, the causes . .  , 

of many of Russia's health-care problems are manifestations of the overall difficulty of the transition 

away fkom prior structures and practices. Institutional resources, such as hospital facilities, are in 

relative over-supply but their physical condition is poor. The numbers of physicians and nurses are 

high, but their talents are not well utilized (often being spent on menial, non-medical tasks), and their 

pay and morale are low. Shortages of medical equipment are serious, aggravated by shortages of 

finding to purchase new, higher-quality equipment. The supply of pharmaceuticals is well below 

necessary levels. Plants are obsolete, production expertise for many drugs is lacking, and product 

ranges are outdated. The distribution of pharmaceuticals is one of the most serious problems in the 

entire health-care system, and will need signrficant restructuring, as will retailing. Health care has 

been historically underfunded, and national budget constraints have only grown worse. The 

Compulsory Medical Insurance law ("CMI") is in the early stages of implementation, and private 

payments are still a small percentage of the total expenditures for health care. As a result, real 

expenditures for health care are falling. Thus, the present system suffers from insufficient public 

funding, and yet also Ms to attract private resources in sufficient qualities to meet aggregate needs. 

Brief analyses of the Dutch, German, British, Swedish and American health-care systems are 

provided to allow readers and decision makers to compare the existing Russian system to possible 

alternatives. 

Section IV describes the results of the first systematic effort in Russia at consumer and provider 

polling on health care. Opinion is widely divided on the adequacy of existing health care and the 

need for reform. Younger, better-educated people tend to be more dissatisfied with the present 

system, and more ready to pay for increased care, compared to older, less-well-educated Russians , 

who tend to prefer the system as it is. Wide regional variations also exist. Providers seem quite 

aware of the possibility of insurance, but consumers are far less informed. Despite existing public- - 
information campaigns intended to improve lifestyles and thus health, very little real change in 

behavior has occurred. Nonetheless most Russians are optimistic about the fbture of healfh care, and - 
there is a large minority supportive of major reforms in the system. 
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I Section V describes a new approach to Russian health care, stressing that increased efficiency and 

competition can allocate scarce resources more effectively, especially since total resources available 

I for health care are not likely to grow to any extent in the near fbture. Preventive medicine and 

increased c o m e r  choice should be stressed. The pharmaceutical manufacturing, distribution and 

I retailing industry should be privatized, and new local-government, not-for-profit and for-profit 

hospitals and polyclinics should be established. The CMI system must be made to work better, and 

I sources of private financing need to be thoroughly explored. 

I Section VI proposes concrete steps to implement the new approach, some of which are already 

I underway. Additional steps can be undertaken immediately, and some others will have to await the 

outcome of the general debate on health care expected in the near fbture. Substantial new laws and 

I regulations will be needed to shape the new private and local-government institutions that will be 

<.- created, and prevent the creation of new monopolies. Financing remains difficult, but steps must be 

I taken to preserve meaningfid access to universal care. Increasing workforce training and 

maintaining the quality of care are critical. Major work is needed to reshape the pharmaceutical 

I industry, especially distribution More effective public-education campaigns, for both consumers and 

providers, are essential to the reform program's success. Finally, a presidentid Commission will 

I create stronger public support for this major undertaking. 



SECTION I 

A VISION OF THE FUTURE OF RUSSLAN HEALTH CARE 

I The people of Russia desire - and deserve - a health-care system equal in quality to that of the other 

industrialized democracies, and consistent with the World Health Organization's goal of "Health for 

I All by the Year 2000." For too long, the Russian people have been prevented from attaining the goal 

of a healthy Russia because of policies designed to achieve ideological objectives which the people 

I are now rejecting. Scarce resources were diverted, wasted and misallocated, and the health of the 

Russian people was impaired. Government bureaucrats made all of the key decisions about health- 

I care, rather than the citizens themselves. As a result, health-care for Russians is in jeopardy. Today, 

however, there is a new opportunity to turn the system around that must be seized. 

I 
Today, there exists the possibility of achieving: 

.."! meaningful universal access to 

enhanced, efficiently-provided, cost-effective health care through 

increased consumer choice and competition among health-care providers, leading to 

better health and greater satisfaction for the people of Russia. I 
I This possibility, which will be accomplished through a major reorganization of the health-care .- 

sector, represents a critical priority for the government of Russia. Without doubt, it will be a 

I monumental undertaking, and will have to take political realities into account, but it should - 

nonetheless be embraced by all of those concerned about a healthy Russia. 

Universal access to health-care, although theoretically available in the country, has too often been 

I inadequately realized because of favoritism, inequality in the distribution of personnel and resources, 

and inefficiency. Chronic underfbnding -- because health was actually a low budget priority in the 

1 Soviet Union -- resulted in poor performance. "Universal access" became yet another political .- 
slogan masking the harsh reality of scarcity and rationing. A "Healthy Russia 2000" will make 

I universal access a fact rather than simply rhetoric by empowering the Russian people to  make their - 
own decisions about health-care, and by providing adequate incentives to providers and other 
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I suppliers in the health sector. There is already a generous supply of trained medical manpower 

.. . . .  which . can and .. should . be . put . to better, . . .  and . . more . productive uses. . . .. . . .. . . . . .. 

I 
Enhanced, efficiently-provided, cost-effective health-care is central to the new system. Allowing 

I increased control and decision making by individual consumers, providers, and payor organizations 
- 

over virtually all aspects of health-care, &om hospitals to pharmaceutical distribution and retailing, 

I will increase efficiency and cost-effectiveness almost immediately, and it will enhance the actual 

provision of health-care shortly thereafter as new and improved procedures, medications and 

I facilities come into general use. In the four broad areas of prevention, early detection of disease, 

treatment, and rehabilitation, "Healthy Russia 2000" will ensure better services, drugs and medical 

I products for the Russian people. 

Increased consumer choice and competition among providers is fbndamental to restructuring 

Russia's health-care system. By providing the people with options, thereby increasing competition 

among the providers, together with increasing the incentives for providers to be more responsive, 

"Healthy Russia 2000," through a strong partnership between government and the private sector, will 

make available the benefits of market forces. Campaigns to increase public awareness and 

understanding of the new system will help ensure that adequate information is available both to 

health-care consumers and providers. High-quality goods and services will be available more 

consistently with the people's actual requirements. 

Better health and consumer satisfaction must be the ultimate goal of any reform in Russian health- 

care. Opening and reorganizing the financial, legal and all other aspects of the health-care system 

will be done with a clear vision that it is the people themselves who must benefit from the extensive 

changes that will be required, especially for the elderly, women, children, and other target groups. 

"Healthy Russia 2000" is not a plan for the privileged and the powehl, but rather one intended to - 
benefit Russians throughout all regions of the country and throughout all segments of society. 
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In the field of preventive medicine, Russia lags far behind most industrial democracies. Yet 

preventionis nQw attracting.more.and more attention in those countries, both because,of its . overall ... 
. . 

contribution to individual health, and because of the important impact it has on holding health costs 

down. It is far more efficient and cost-effective to .prevent medical problems than to.cure them after 

they begin. Thus, for example, the Russian environment and dietary habits must be improved, 

workplaces must be made safer, and the excess consumption of alcohol and tobacco, and the use of 

illicit narcotics, must be curtailed for a "Healthy Russia 2000." These steps alone would 

substantially increase both the personal health and productivity of many members of the Russian 

work force and their families. 

I The early detection of illness can likewise have a powerfbl impact on individual well-being and cost 

containment. Curing illness before it becomes clinically advanced is better for the patients and their 

families, reduces the adverse impact on the economy fiom lost productivity, and is less costly 

overall. This is especially true for children, where early and periodic screening and vaccinations 

produce tremendous human and economic benefits. Because Russian procedures in the past have 

been oriented toward hospital treatment, much will need to change. Here, competition among 

physicians, polyclinics and other providers should be quite important in moving toward an emphasis 

on the early detection of illness. Public health interventions and policy will also be important. - 

Treatment obviously remains central to achieving the goal of a "Healthy Russia 2000." Making 

hospitals more efficient means that scarce resources can be used to bring better care to a larger 

proportion of the population Competition, through vesting hospital ownership in private companies, 

non-governmental organizations, or municipalities; privatizing polyclinics; and permitting the 

private manufacture, distribution and retailing of pharmaceuticals and medical equipment can be an , 

important factor in bringing about the needed changes. Increased efficiency and cost-effectiveness 

in the provision of care can help reduce costs and benefit both providers and consumers. - 

Rehabilitation remains an important part of health-care, but it also must change. New opportunities - 
will emerge as a result of the expected de-emphasis of in-hospital treatment, as  the discipline of new 
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payment mechanisms reduces the length of hospital stays, once again enhancing the welfare of the 

patients and their families, . . .  . wl$e . simultaneously . .  . .  .. reducing . . .  .. the costs of health-care. . 
. . ., . . . . . . . . 

No one.doubts that the process of achieving a "Healthy Russia 2000" will be difficult.. The state of 

the overall national economy will be an important factor. There are substantial differences among 

Russia's regions in the provision and quality of health-care, in the availability of resources (financial, 

technological, personnel and institutional), and in methods of financing. Substantial underfbnding 

exists throughout the country, especially as government budgets fall in a difficult macroeconomic 

environment. New insurance plans are only partially operational, and their efficacy and long-term 

viability still too early to predict. 

New legal and regulatory structures must be conceived and implemented successfufly, involving new 

modes of ownership, commercial transactions and taxation. Standards for the production quality 

of medical goods and provision of services must be sustained and improved. Providers of foreign 

economic cooperation must believe that serious reform is possible and worth the commitment of 

substantial external resources. Potential foreign investors must also be convinced of the viability 

of trade and investment. Public confidence and awareness about the benefits and importance of the 

restructuring must be stimulated and sustained. Health-care providers, manufacturers and 

distributors must become enthusiastic advocates for change. There must be a strong coalition of * 

support in the Duma. 

"Healthy Russia 2000" hlly understands the gravity of the obstacles which must be overcome, and 

it does not underestimate the difficulty of the mission it faces. Nonetheless, "Healthy Russia 2000" 

does not shrink from the tasks before it simply because they are d icu l t .  To do so would be to , 

break faith with the people of Russia, who are themselves bravely struggling to create a democratic, 

fiee and prosperous society across the board. There is evidence that the high and rising death rates - 
in the former Soviet Union were a major cause of regime instability, and thus a contributing factor 

to the collapse of the Communist dictatorship. But high death rates can also cause-i-mtability in - 
Russia's newly-emerging democracy, threatening a return to the discredited old ways. This result 
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must be avoided, and it counsels against being overly cautious or pessimistic about the prospects for 

success. , 

Moreover, the process of restructuring has already begun, although in a fragmentary, erratic 

spontaneous manner. In many places, privately-owned pharmacies are selling to consumers, 

and 

and 

some physicians have already been providing fee-for-service medicine to their patients for decades. 

Polyclinics and hospitals have asked for advice and assistance on how to privatize. Pilot projects 

are underway in a variety of medical fields and Russian regions, to show the benefits that will flow 

from reform. Substantial authority and responsibility have already devolved from the central 

government to regional and local authorities. Financing mechanisms and the provision of health 

insurance (public and private) have begun to shift. These efforts are proceeding even in the face of 

massive economic, legal and logistical difficulties, and their ultimate success will largely depend on 

supportive changes throughout the health-care system. 

"Healthy Russia 2000" recognizes that not all aspects of the health-care industry can be treated in 

exactly the same way. Some aspects (such as the manufacture, distribution and retailing of 

pharmaceuticals) should be l l l y  privatized on an accelerated basis. Other aspects (such as 

polyclinics) will be somewhat more complicated. Still others (such as entire hospitals) will be 

amenable to a range of alternatives, from for-profit ownership, to tax-exempt non-governmental 

organization, to municipal or regional ownership. The fact remains, however, that the process of 

reform must begin, and must begin now, capitalizing on Russia's unique experiences and present 

knowledge, and the expected advances of the next decade. 

"Healthy Russia 2000" describes the current state of health in Russia (Section II), and explains the 

current health-care system (Section 111). It then examines the results of extensive survey research 

to discuss the perceptions of Russian consumers and professionals, and what these opinions can tell - 
us about the present situation and future prospects (Section IV). Finally, "Healthy Russia 2000" 

describes the new approach to health-care (Section V), and how it will be implemented (Section VI). -- 
Extensive Annexes provide supporting information and resource materials. 
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SECTION I1 

RUSSIA'S CURRENT STATE OF HEALTH 

The Russian Federation is a multi-national state with a total area of more than 17 million square 

kilometers, and a population of approximately 148,600,000. Seventy-eight percent live in the 

European areas, 22% in the Asian areas, and 73.3% live in urban regions. Health in Russia, as 

compared to the developed countries, is characterized by: 

shorter life expectancy; 

higher illness and mortality rates among working-age persons (especially among men) from 

cardiovascular and oncologic diseases, accidents, intoxication, injury, murders and suicide; 

higher infant mortality rate; 

high rates of illness and mortality from illnesses of the respiratory and digestive systems and 

infectious diseases among infants and young children; and 

weakening of the immune system of the population because of environmental pollution; alcohol 

abuse, and allergies among youth. 

In short, the health of Russia population is in a dismal state, and is continuing to deteriorate. 

Dierent types and levels of public health-care vary from territory to territory. These differences are 

most clearly evident in the following regions: 

The rayons with traditionally compact industrial development, established social infi-astructure 

and complicated ecological situations: North-Western, Central and the Urals economic rayons. , 

The rayons with developed industry; but in which local centers alternate with vast, thinly 

populated regions, with difficult ecological situations and unfavorable natural conditions: 

Northern, West-Siberian, East-Siberian and Far East economic rayons. - - 
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AgricultWindustrial temtories with unfavorable ecological situations in rural areas (such as 

inefficient utilization of pesticides and fertilizers, or poor organization of cattle breeding farms): 

Volga-Vyatsky, Central Black-Earth and Povolzhsky economic rayons. 

Based on a comprehensive analysis of health indicators, the hazardous regions are: Tuva, 

Khabarovsk region, Sakhalin oblast, Kemerovo oblast, Irkutsk oblast, Krasnoyarsk region, Korni 

Republic, Magadan oblast, Tomsk oblast, and Novgorod oblast. 

In addition, there are regional differences in the levels and rates of illness and mortality. Thus, in 

1992 the mortality rate in Russia was 12.2 per 1,000 people. This index varied from 9.6 in the Far 

East to 14.3 in the Central Black-Earth region, while among administrative territories it varied from 

5.7 in Chukotsky national okrug to 16.6 in Pskov Oblast. In 1993, for the first time in post-war 

history, more people died in Russia than were born, and the population declined by 800,000. 

In 1993, the infant mortality rate was 19.1 per 1,000 newborns, compared to 7.4 in Western 

countries. The index fluctuated from 15.6 in the Northwestern rayon to 20.8 in the East Siberian 

rayon. On the oblast level, the fluctuations are even greater, from 14.1 in the Karzkhaevo-Cherkessk 

Republic to 32.3 in Tuva. Regional differences are also evident in the rates of illness and mortality 

fiom infectious, parasitic, and oncologic diseases, and diseases of the digestive system. . 

Since 1992, the birth rate has decreased &om 10.7 to 9.2 per 1,000 people, the general mo&.lity rate 

has increased from 12.2 to 14.6 per 1,000; at the same time 1.4 times as many people died as the 

result of trauma and intoxication as in 1992. The major causes of death are endogenous diseases 

(blood circulation diseases, malignant neoplasms and some others). For example, in the Murmansk , 

oblast in 1993 the birth rate fell from 10.9 in 1990 to 7.2, the general mortality rate grew from 7.5 

in 1992 to 9.9, and the incidence of narcotic-related disorders increased by 25.4%. A decrease in 

the birth rate, and an increase in mortality rate for young working-age people will result in an 

increased share of the elderly in the total population. As a result, the number of chronic-&re patients - 
will grow. 
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As for preventive care, the highest priority must be given to the prevention of non-infectious 

diseases, since 96 out of every 100 deaths result from non-infectious diseases. High hospitalization 

rates and long hospital stays (at least 24 days for therapy and 13.5 for surgery) suggest there is a 

particularly low level of preventive and primary care, although hospitalization rates appear to be 

declining (from 25.5 per 100 people in 1985 to 21.8 in 1993). The high mortality rate fiom 

infectious diseases, in relation to rates in developed countries, results, in large measure, fiom the 

very same unfavorable life conditions which also cause non-infectious diseases: 

Unhealthy life style (poor nutrition, in particular: shortages of proteins, vitamins, vegetable fat 

and nutritional fibers; smoking, alcohol abuse, and insd3cient physical exercise); 

Unfavorable ecological factors, especially in industrially developed areas; 

Unfavorable sanitary and hygienic conditions at manufacturing enterprises; 

Psycho-social stress, caused by the socio-economic diiculties of this transitional period; and 

Deterioration in the quality of medical services while the health-care system is being 

restructured. 

A. MAJOR DISEASES 

Infectious Diseases. Compared to developed countries, the rate of acute intestinal infections, such - 

as salmonella and viral hepatitis, is higher, particularly in regions with unfavorable social, economic, 

sanitary and ecological conditions such as Dagestan, Chechnya, Ingushetia, Siberia, ~ u v a ,  and 

Buryatia. Tuva is one of the leaders in prevalence of type "A" and "B" hepatitis as well as intestinal 

infections. The rate of diphtheria and measles continues to rise in all of the administrative areas, 

particularly in overpopulated areas such as Moscow and St. Petersburg. Diphtheria cases alone grew , 

110 percent in 1992. Children's infections such as pertussis, measles and poliomyelitis persist. 

- 
The average rate of tuberculosis in Russia, now considered a social disease, is 34.2 per 100,000, and 

varies fi-om region to region: from 23.1 in the Northern rayon to 83.7 in Tuva. The &&st rates of 
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tuberculosis are in the Povolzhsky, North-Caucasian and West-Siberian rayons. Over one-third of 

tuberculosis patients are diagnosed with advanced cases, indicating the importance of prevention. 

The rate of natural-focal infections is growing. The major zoogenetic infection is hemorrhagic fever 

with renal syndrome which has spread to 45 administrative territories in Russia. The highest 

concentrations are found in Bashkortostan, Udmurtia, and the Mari-El Republic. Natural foci of 

tularemia continue to exist in Russia (mainly in the Central, Central Black-Earth and Volgo-Vyatsky 

rayons). In urban centers such as St. Petersburg, pockets of leptospirosis are developing. The 

natural foci of Russian tick-borne encephalitis are the forest zones of 38 administrative territories, 

with 85-90 percent of cases now registered in the Urals, East and West Siberia and the Far East. 

Parasitic pathology (opisthorchiasis, diphyllobothriasis, etc.) is the most prevalent disease among 

the populations of the North, Far East and Northern Caucasus areas and, to a significant extent, it 

defines public health in these areas. The growth rate of syphilis, gonorrhea and other venereal 

diseases, as well as pediculosis and scabies also serve as indicators of a troubled society. 

Oncologic Diseases. The growth rate of illness fiom cancers in Russia is clos'ely connected both 

with the general aging of the population and the worsening ecological situation. Early identification 

is crucial. Among patients diagnosed with original incidences of oncologic disease, those whose 

cancer is in the first or second stage account for 35.8%. In Russia, "pre-invasive" cancer accounts 

for 0.4 out of every 100 patients with original incidences of malignancies. 

In 1992, the rate was 271.6 cancer cases per 100,000 people. Among men, the primary types are: 

lung cancer (28.6% of cases), carcinoma of the stomach (1 5.8%), carcinoma of the skin (7.6%~)~ and , 

hemoblastosis (4.5%). Among women the primary types are: breast cancer (17.4%), carcinoma of 

the stomach (1 2.4%), carcinoma of the skin (1 2.3%) and carcinoma of uterine cervix (5 .8%). The - 
rate of disease for men is 1.8 times higher than that for women. The highest rate of cancer is found 

in the Sakhalin Oblast; among men, in the oblasts of Magadan, Novgorod and ~ u ~ & k ;  among 

women, in the oblasts of Kaliningrad and Chelyabinsk, and in Tuva and Adygeya. The highest rate 



Healthv Russia 2000 Page 10 

of lung cancer as well as the highest growth rate is in the European areas of Russia such as the 

Leningradskaya, Nizhijorodskaya and Chelyabinskaya industrial oblasts. 

Cardiovascular Diseases. Cardiovascular diseases became the leading cause of death in 1992, at 

646.0 per 100,000 people. Ischemic heart disease and cerebrovascular diseases are the largest 

contributors to mortality, with high blood pressure a leading risk factor. In addition, hyperpietic 

disease is a significant factor in mortality rates. Approximately 30% of deaths fiom cardiovascular 

diseases are among working age persons (ages 20- 591, and roughly 15 percent of school children 

suffer from high arterial pressure. Mass control over arterial hypertension, timely identification of 

those who suffer from high arterial pressure, identifjmg "dislipoproteinemias" and reducing the risk 

factors will diminish the incidence of cardiovascular pathology. 

Mental Health. Psychiatric diseases, including narcological disorder, have long been widespread. 

The rate of original incidence of psychic disorder cases (excluding alcoholic psychosis, chronic 

alcoholism, drug abuse and toxomania) was 106.6 per 100,000 in 1992. The rate of original 

incidence of alcoholic psychosis, chronic alcoholism, drug abuse and toxomania was 107.6 per 

100,000. Alcoholism is responsible for 95.9 percent of all cases of mental illness. The rate of 

registered cases of mental illness in rural areas is 2 to 2.5 times higher than the rate in urban areas. 

The rayons with the worst mental health situations are the Central, Volgo-Vyatsky, and Central 

Black-Earth rayons, as well as the West-Siberian and East-Siberian regions. In the last several years, 

the rate of anxiety, depression and obsessive-compulsive disorders has continued to rise. . 

Respiratory Diseases. Acute forms of respiratory diseases predominate, one of the major causes 

of personal disability and economic losses. The primary chronic respiratory diseases are chronic , 

bronchitis, emphysema, pharyngitis, tonsillitis and adenoidal diseases, pneumonia, bronchial asthma 

and allergic rhinitis. .-. 

Diseases of the Digestive System. The rate of diseases of the digestive system is growhg. Gastric - 
and duodenal ulcers are the most serious of these diseases. 
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HEALTH CARE IN RUSSIA: PROVIDER MEWS 

The men and women employed in the Russian health care field are being faced with an 
evolution in their entire enviromnent. They know that the system that they were trained for 
and that they worked in for most of their careers is not keeping pace with the demands 
being pressed upon it. While they are quite open to change as a general theme and often 
agree with many precepts of reform, when asked for solutions to the problems they cite, 
providers generaUy hark back to old ideas that they are familiar with (more assistance for 
the state) or resort to self-presemtion (higher salaries). 

A number of different groups were interviewed that we will refer to as health care 
"providers." Over half (52%) of those intenriewed are practicing doctors, while 12% are 
administrators of polyclinics or hospitals. Twenty percent (20%) are nurses, 6% are medical 
attendants and about one-in-ten are pharmacists or in the pharmaceutical industry. Notably, 
there are some glaring gaps in the providers', including the polyclinic or hos~jiral 
administrators,' knowledge of how their own facilities operate ai one will see, and many 
major decisions appear to be still left up to a centralized bureaucracy. 

VIEWS ON THE STATE OF HEALTH CAFtE 

A majority (55%) of health care providers indicate that they are not satisfied with the 
current state of health care in Russia, while 45% support the converse view. This exactly 
matches the views of the population as a whole. Negative evaluations of the system are 
much more likely to come from providers in the Far East (83% not satisfied) and Southern 
Russia (59%) regions of the country. Doctors and administrators also tend to be much 
more negative (58% and 59% not satisfied, respectively) than such groups as medical 
techni- (35%) or pharmacists (46%). 

W e  there is little difference between rural and urban providers, those who work in larger 
facilities tend to be more negative than their counterpans employed in s d e r  
environments. While just 45% of those who work in a facility with less than 50 employees 
are dissatisfied with the state of health care in Russia, this jumps ove~r13 points among 
those in facilities with over 50 employees (64%). 

Women employed in the health care field tend to be much more negative in their evaluation 
.of Russia's health care system While fifty-seven percent (57%) of female providers indicate 
that they are not satisfied with the state of medical care in the counuy, only 49% of male 
providers say the same. Notably, unlike with the general population, age is not a major 
determinant of attitudes on this issue, with older providers just as negative as their younger 
counterparts- Likewise, income is also not a strong determinant of provider attitudes as it 
was with consumers. 

Those who are not satisfied with the current state of health dare, were then queried as to 
who is at fault. Foriy-one percent (41%) of those who indicate that thev aredissatisfied 
with the system blame "reformers in the povernrnent today." Older health care providers 
are much more Iikely to focus .on the reformers as the cause of the system's woes, with only 



m onequarter (26%) of those under the age of 35 citing the reformers, but 38% of 35-44 year 
olds, 52% of 45-64 year olds and fully 71% of those over the age of 55 blaming this group. 
Administrators (58%), those in large facilities (54%), male respondents (60%) and those in 

I Southern Russia (51%) also are driving the focus to reformers. Notably, those in urban 
areas (44%) tend to blame the reformers more than their counterparts in rural areas (33%). 

I Twenty-two percent (22%) of providers focus on the Ministry of Health. Nurses, medical 
attendants and pharmacists who are not satisfied with the state of health care are much 
more likely to focus on the Ministry of Health as the guilty party, with over 30% of each of 

I these groups placing the blame with them. The Ministry of Health is also much more likely 
to come under fire from those in the Far East region (40%), working polyclinics that are 
attached to enterprises (45%) or in small hospitals (25%), under the age of 35 (36%), or 

I receive additional income from patients (42%). 
- - 

I 
Only 15% cite the old Soviet system as being to blame for the current state of health'care 
in Russia. Those in cities with a population of 100,000 or more (23%). practicing doctors 
(20%), those employed in polyclinics (20%) and respondents who do not receive additional 

I 
income (17%) tend to point at the old system as most to blame. 

Respondents who are not satisfied with the state of health care today were then queried 

I 
further as to the spxific reasons that they are not completely satisfied and then asked to 
explain how they would correct it. Unfortunately, as was mentioned earlier, the responses 
were rather simplistic. Thirty-nine percent (39%) view the situation as a result of a lack of 

I finances, and the most commonly cited solution is to increase state funding (29%). Ody six 
percent (6%) name having people pay as the best solution, while 5% identify changing the 
system as a whole and a mere 1% name encouraging privatization. An amazing 45% of the 

"1 providers who are dissatisjied with the state of health care in Russia c m o t  think of any way 
to solve or alleviate the problems they are faced with on a daily basis. Only 12% can think of 
more than one solution. 

I Other commonly cited reasons that providers are not satisfied with the state of medical care 
are the lack of medicines (6%) and equipment (2%), the management of the faciliues being 

u poor or not the right entity ( IT%),  the problems of the country as a whole impinging on the 
situation (5%), along with low salaries and poor working conditions (4%r;'-ddy 1% indicate 
that people cannot afford to pay for care, and another 1% regard the quality of services as 

I poor- 

An overwhelming seventy-eight percent (78%) of the health care providers indicate that they 
feel less secure- today about the health care system as compared to ten years ago. Only 
seven percent (7%) say they are more secure (mostly administrators), while 13% regard 
things as about the same. 

I m Insecurity about the system is highest among those away from Moscow. Eighty-seven 
percent (87%) of respondents in the Southern Russia region, as well as 83% of those in the 

I. Far East and 79% of those in the Ural/Siberia area feel less secure about the system than - ten years ago. Concern drops to 68% in the Central/North Russia region. 

I Medical attendants and pharmacists tend to be much less secure than other providers. 



Older respondents 
regarding things as 

&o exhibit more concern, with 88% of those over the age of 55 
less secure (compared to .less than 80% of those under the age of 55). 

QUALITY OF CARE 

The health care providers were also asked to evaluate the level of competency of the staff 
of hospitals/polyclinics and apetkas in their area. Most of the respondents did not rate their 
compatriots very well. Sixty percent (60%) regard the staffs of hospitals and polyclinics and 
50% of apetka employees as only being "generdly competent but most could use major 
training." Less than 5% thought either institutions' employees were "verywell trained in the 
latest medical technologies." 

Hospitak~oZycZinics= Just 4% of the providers indicate that the staff of these institutions 
are very well-trained, and 21% instead think that they are "well-trained but many could-ise 
some additional training in certain areas." Administrators and those in the largest cities are 
more likely to take the most positive view of the hospital and polyclinic staff. As mentioned 
above, 60% consider them just competent, which is the dominant view of all key groups and 
in every region of the country. Only 12% think the area staff are generally incompetent, 
driven by those in Southern Russia (20%), practicing doctors (15%) or pharmacists (14%). 

Apetkas: Providers are less sure about the capabilities of pharmacists and apetka employees 
(16% unsure), but generally the numbers do not move much. A mere 2% indicate that they 
are very well-trained, while one-quarter say they are well-trained but need additional 
training. This view is most likely to be held by the pharmacists themselves and those in 
large facilities. Approximately half (49%) consider them to be competent but in need of 
major training, while 8% say they are incompetent. The latter view is most likely to come 
from practicing doctors, providers in rural areas and those employed in polyclinics. 

Respondents were also queried about the availability of medicine over the last six months 
to a year. Health care providers tend to-be slightly more negative in their assessment of this 
situation than the population as a whole. While a majority (52%) of providers say that 
availability of drugs and medicine has gotten worse, it drops to 41% of heaith care 
consumers that say the same. There tends to be more of a scarcity fowroviders in rural 
areas (58% gotten worse) and in the Far East (75%). Notably, providers employed in 
hospitals (61%) appear to be having more shortages than those in polyclinics (49%) or 
apetkas, who actually say the situation is getting better (53%) rather than worse (37%). 

Notably, rfie larger the fadlity the more likely that providers report medicine to be iess 
available, as 56% of providers employed in facilities with more than 200 employees indicate 
that the supply of medicine has gotten worse. However, among those with 50-200 
employees, only 47% indicate the shortages have gotten worse, while in facilities with iess 
than 50 employees, the providers are actually more likely to indicate that things are getting 
better (46%) than worse (43%). 



NEW INSURANCE LAWS 

Awareness of the new insurance law passed Last year is quite high among health care 
providers (88%) over 25 points higher than with the general population (61%). Awareness 
tends to be highest among administrators (97%) and practicing doctors (92%), dropping 
among nurses (go%), medical technicians (82%) and pharmacists (75%). Awareness also 
tends to increase with the size of the faciiity, whether it be a hospital or polyclinic. One 
should note that those who are'- satisfied with the present state of health care appear to 
be paying somewhat closer attention to new changes (90% aware), compared to those who 
are satisfied (85%). 

While there is a high level of awareness among those employed in the health care field, they 
are extremely divided over what impact this new law will have. Twenty-nine percent (29%) 
of those who have heard of the law believe it will improve the situation (compared to 38% 
of consumers who have heard of the law). One-third (33%) of the providers state that the 
insurance law will make things worse (just 10% of consumers). and less than one-quarter 
(23%) say it will have little impact (26% of consumers). 

Rural providers appear to be the most optimistic about the new law's impact on the system, 
with 38% indicating it will improve things. compared to 26% of those in urban areas. The 
CentrallNonhern Russia region is the only geographic region where providers are more 

I likely to have a positive view of the law than a negative (38%+, 28%-). Southern Russia 
is the most negative area of the country, as fully forty-three percent (43%) think that the 
law will make the system worse (only 30% better). 

I Medical attendants and pharmacists are the only groups more likely to view the new law 
positively than negatively, although administrators are virtually evenly divided (32% each). 

I Both doctors and nurses tend to believe the law will have a negative impact (34% and 36% 
respectively) rather than a positive impact (28% and 27%). 

I Respondents employed in polyclinics also tend to be more negative (26% improve. 33% 
worse) than their counterparts at hospitals or apetkas. Negativity is especiaily strong at 

I 
poiyclinics which are not attached to a business enterprise, with 26% saying the law will be 
an improvement but fully 38% believing that it will make things w o r s e 4  

I The key determinant, however, on this issue is satisfaction with the system as it is right now. 
Among those who are satisfied, thirty-four percent (34%) think that the new insurance law 
will improve the system (28% worse). However, only 25% of those who are presently 

I dissatisfied with Russia's health care think the insurance law wiil improve things, and fully 
37% indicate it will cause further deterioration in health care. The negativity is especially 
potent among those who blame reformers for the system's current woes, as 46% of these 
respondents believe the insurance law will just make things worse. 

Health care providers across the country are also mixed in their opinion of how much 

I impact the insurance reform law will have on their job and others in their profession. Only 
twenty-one percent (21%) of the respondents believe that the new law willfrave a major 
impact on their job and others like them, mostly driven by those in hospitals (25%), doctors 

B (25%) and those in larger facilities (27%). Thirty-one percent (31%) of the providers, 



however, counter that the reform laws will only have a minor impact, an opinion notable 
among administrators (52%), providers in mid areas (45%), men (40%) and those who are 
satisfied with the present system (37%). Another thirty-one percent (31%) believe that the 
law will have no impact at all, a view more likely to be espoused in urban areas (36%) 
compared to just 16% in rural areas, medical attendants (43%), and those in smaller 
faciIities (40%). 

PRIVATELY PAID SERVICES 

Over three-fourths (76%) of.the health care providers state that they do not receive any 
additional income from patients, while twelve percent (12%) indicate that they do. 
However, another 12% refused to divulge whether they had additional sources of income, 
so the practice could be as high as 24%. . - 

- 
The practice is much more common in urban areas, increasing with the size of the city as 
one can see in the diagram below: 

POPULATION ADDTTlONAL TNCOME 

500,001 + 22% 
100,001 - 500,000 18% 
50,001 - 100,000 12% 
10,000 - 50,000 3% 
less than 10,000 7% 

Eighteen percent (18%) of doctors and sixteen percent (16%) of administrators report 
receiving some of their income from privately paid services. Only 5% of nurses and 4% of 
pharmacists indicate that they ever receive additional income. Providers in smaller facilities 
also tend to admit to the practice more often (17%) than their counterparts in larger 
institutions. 

Respondents were also queried as to what procedures and treatments should be the 
government's responsibility to pay for in a basic care package and what'fiatients should be 
willing to pay extra for. As seen in the next diagram, psychiatric care and 
prescriptions/medicine for children have a wide mandate from the providers to continue 
government sponsorship of these programs. Preventative exams are fairly well viewed as 
necessary to be covered as basic care, with much higher support in urban areas (76%) as 
compared to rural areas (55%) and with practicing nurses (84%) and medical attendants 
(88%)- 



GOVERNMENT PATLENT UNSURE 
. . 

Psychiatric care/therapy 97% 2% 1% 

Abortions ' , 25% 72% % 

Contraceptives/family planning 32% ai% 2% 

Alcohol abuse treatment 34% 60% A%? 

Preventative examinations 71% 2% 

Prescriptions/medicine for children 28% 3 2  1% 
.. - 

Eyeglasses/optometric exam 38% 61% 2% 

On the other hand. abortion, family planning/contraceptivest and optorneuic care are widely 
seen as being the responsibility of the patient. The view that abortion costs should be paid 
for by the patient is the dominant view in every region of the country, especially in the rural 
areas where 83% of the health care providers believe the patient should bear these costs. 
This is fifteen points higher than among urban providers (68%), who still overwhelmingly 
support this view. Female health care providers are about ten points more likeiy to suggest 
that the state should pay (28%) than their male counterparts (18%). 

Similarly, family planning costs tend to be relegated to the individual more so in rural areas 
(77% patient) than in urban areas (62%). There is no gender-based difference on this issue. 

Notably, treatment for alcohol abuse continues to be seen as the responsibility of the 
patient, with six-in-ten providers believing the patient should pay for this assistance. 
However, in mral areas there is much more support for state assistance, as 42% suggest the 
government should cover this treatment while 55% believe the patient should pay. This 
contrasts with urban areas, where just 31% rhink it is the state's responsibiliry and 62% say 
this falls in the patient's realm. Notably, respondents in the Far East region of the country 
are evenly divided in this case (50% each), with Southern Russia exhibiting the next highest 
support for state coverage for alcohol abuse treatment (38%). 

PUBLIC HEALTH- EDUCATION 

A majority of health care providers in the country indicate that they have assisted in some 
capacity in government public health education efforts. Participation rates tent# to be much 
higher among doctors (61%) and administrators (81%) than it is with nurses (34%) or 
pharmacists (29%). It also tends to be more common in the biggest cities (69%) and in the 
Far East region (67%) of the country. Notably, Central/Nonhern Russia providers are the 
least likely to indicate that they have been involved with a government public education 
program. 



Polyclinics also appear to be more participatory in these programs, with 58% of providers 
employed in these facilities having worked on such a campaign. This is especially tue of 
polyclinics attached to a business enterprise (81%) as opposed to those which are not (49%). 

Providers who receive part of their income from privately paid s e ~ c e s  are also more likely 
to be involved in these programs (65%) than those who are solely paid by salary (54%). 

The issue that most health care providers who have been involved in a government public 
health education campaign cite is the anti-smoking and drinking initiative (87%). 
Approximately four-in-ten providers who have been involved work on women's health issues, 
(a%), elderly care (40%), catastrophic care (40%) and childrens' health issues (39%). 

INCENTIVES REFORM 

An ovenuhelming 78% of Russian health care providers state that the current healthi-&re 
system does not adequately meet the needs of the Russian people. This is the dominant 
view in every region of the nation and with every single key subgroup of providers. 

However, the remedies that the providers offer to make the system better tend to be rather 
centered around old solutions and their own needs. Nearly half (49%) of the providers say 
that increasing salaries is the incentive that "should be available to health providers and the 
bureaucratic system to allow them to better respond to the needs of the Russia people." 
Similarly, the second most cited response is to increase state funding (13%). 

Some respondents clearly are unable to grasp the concept of a true incentive. They suggest 
adding more modem equipment as an incentive to better serve the people (8%) or 
providing them with medicine and drugs (5%). While these would definitely be beneficial, 
they do not really make the providers want to improve the quality of the care in other ways. 

Only 1% of the providers suggest encouraging private activity, while just 3% think-an 
appropriate incentive is allowing self-administration of facilities. Only one percent (1%) 
focus on improving the prestige of the profession as an incentive to draw in better people 
and therefore improve care. 

-*cr;̂  

However, a majority (69%) of the providers indicate that 'having competition among health 
care providers, such as hospitals, polyclinics, pharmacies and pharmaceutical manufacturers, 
would result in better care at lower costs" - the whole concept a basic precept of capitalism 
and free trade. Less than one-quarter (24%) disagree with this idea. 

- .  

Support for competition in the health care field is near or over 60% in every region of the 
country and a majority of every key subgroup agrees with the concept of using competition 
to lower costs and improve quality. The most support tends to come from providers in the 
Ural/Siberia (78%) and Far East regions (88%). Administrators (84%), pharmacists (82%) 
and chief nurses (80%) also tend to be much more supportive of competition, than 
practicing doctors or practicing nurses (63% and 58%, respectively). Providers who already 
receive some of their income from privately paid services are more likely t 0 5 ~ r e e  with a 
pro-competition stance (85%) than their counterparts who only receive salary (65%). 



I' flowever, fully three-quarters (74%) of the Russian providers favor formally allowing 
patients to pay doctors and nurses extra payments for certain treatments or in certain 
facilities, with nearlykilf (48%) favoring this strongly. Again, less than onequarter (23%) 

I oppose formalization of this process, 

This is the dominant view in every region of the country and with every key subgroup. One 

I should note that there is virtually no difference in the views of doctors and nurses, versus 
administrators and other providers. 

I DECISION-MAKING AUTHORITY 

DOES 

personnel 

Setting salaries and conditions of 
employment 

Purchasing equipment 

Choosing the brand equipment 

Deciding which patients .to accept 

Deciding which procedures and 
specialties to offer 

Renting space or selling goods to 
third parties 

Firing personnel 

Allocation of funds earned through 
private patients or patients 
outside of the local area 

Buying medicines 

Choosing the chief doctor 

Deciding treatment regime and length 
of stay 

DOES N g  

BE! 11% 



As one can see in the previous diagram, there are a number of basic decisions that continue 
to be controlled by an outside bureaucracy or.government agency, instead of the-individual 
hospital or polyclinic. Clearly, each facility has the most authority to handle the hiring and 
firing of its personnel, as nearly 90% of the providers respond positively that this aspect of 
the management of the facility is handled internally. 

Conversely, there are a number of decisions that are widely made outside the facility. Just 
19% of the doctors, nurses and administrators indicate that choosing the chief doctor is an 
internal decision, and just 32% set salaries and conditions of employment internally. Only 
35% of these providers can decide whether to rent space or sell goods to third parties, 
mostly urban and smaller facilities. . - 

Overall, it appears that urban facilities generally have more leeway and freedom to make 
their own decisions than facilities in more rural environments. Similarly, very large and very 
small facilities tend to be left more on their own, while medium size facilities (5Q200 
employees) are more likely to have more decisions made externdly. 

When asked, which of these decisions, they would most like to have made internally rather 
than by someone else, providers' minds again turn inward. Forty-five percent (45%) indicate 
that they would most want the setting of salaries and employment guidelines to be made 
within the facility, a desire more likely to be expressed by rural providers (59%) rather than 
urban (40%), and nurses (64%). Fourteen percent (14%) would prefer to have the ability 
to choose the chief doctor, mostly practicing doctors (17%) and medical attendants (18%). 
Another 7% want to be able to purchase equipment on their own, especially those in 
polyclinics and practicing doctors. 

Administrators only were asked a few additional aspects of the management process and 
whether they personally were able to make these decisions. These results are illustrated in 
the following chart: .- 

DOES 
DOES NOT -" 

Allocate budget of hospital/clinic 55% 45 G/c 

Borrow money (for example, to 
purchase equipment/supplies) - 39% - 59% 

Build new extensions to the facility 40% 577e 

Renovate facility 72% 28% 

61% -39% Change type of procedures offered - 

- 
Change reimbursement svstem 48% 52% 



The only management decision that is overwhelmingly left up to the hospital or polyclinic 
administrators is the renovation of the facility,. although they are generally not allowed to 
build new extension to the facility. 

The most interesting data comes on the issue of changing the reimbursement system, as 
almost half (48%) of the administrators indicate that they already have this power. This 
issue is also the most important aspect of the management of the facility that the 
administrators who do not now control this would Iike to have the authority to do. Ability 
to change the reimbursement system increases to 68% of administrators in Central/Northern 
Russia and 57% of those in urban areas. Half (51%) of those in polyciinics are able to 
make this decision, while just 35% of those in hospitals can change their reimbursement 
system. Smaller facilities appear to be able to make this decision more than their larger 
counterparts. 

In addition, most of these same subgroups of administrators are able to allocate their budget 
themselves. Sixty-eight percent (68%) of those in the ~ent ra l /~or thern  region, 61% of 
urban respondents and 62% of polyclinic administrators are able to allocate their budget for 
the facility. 

One should note that in almost every case, the administrators who are able to make more 
of their own decisions about the management of their facility are more likely to be 
sympathetic to reform and to place the blame for the system's current woes on the old 
Soviet system. Conversely, those who do not have the authority to make these decisions 
tend to blame the reformers for the system's problems and be more resistant to reform. 

CURRENT FINANCIAL SYSTEMS 

The first thing to point out is how ignorant of this aspect of their facility most health care 
providers are in general. On some issues, a majority of the providers are not capable-of 
even estimating or guessing about that aspect of their facility's finances. 

A plurality of the health care providers interviewed are employed at facilities that directly 
receive their funding from the state health authority (39%), while 14% receive their funding 
from the Ministry of Health. Just 3% say that their funding comes solely from insurance, 
and only 5% identify themselves as privately financed. Six percent (6%) are funded through 
enterprises, while 3% identify none of these and 11% are unsure. 

Several facilities are funded by more than one means, with thirteen percent (13%) indicating 
that their funding comes frorn both the state and insurance, while 5% receive funding from 
the state, insurance and private pa-yments. These facilities are more likely to be in Southern 
Russia, and the Far East regions of the country. 

Those who receive their funding from the state health authority alone are more likely to be 
rural (51%), as opposed to urban (35%), and be a hospital '(50%) instead of a poiycfinic 
(35%). About 65% of the providers in the Central/North Russia area noTe that their 
funding comes from either the state health authority or the Ministry of Health. None of the 
providers in this region indicate that their funds come frorn insurance alone. 



Solely private funding appears to be only in more urban areas (7%) and limited to 
polyclinics (7%). These facilities also tend to be small with less than H) employees (14%). 

Facilities which rely on a combination of the state and insurance for their funding are more 
likely to be inSouthern Russia (22%) and the Far East region of.the country (21%). There 
does not seem to be a major correlation between the size of the facility and whether it 
receives funding from both the state and insurance. Polyclinics (13%) and hospitals (14%) 
appear to make up about the same amount of funding from this system 

Large polyclinics appear to make up the bulk of those facilities-which receive funding from 
the state, insurance and private sources. - 
Among those providers who indicate that some of their facility's funding comes from 
insurance, a majority (55%) have no idea how much of it comes from this source. Tweqty- 
eight percent (28%) note that less than 30% of their income is derived from this souice, 
while 17% say that more than 30% can be traced to insurance. 

Facilities who rely most heavily on insurance tend to be in the Ural/Siberia and Far East 
regions of the country. Polyclinics are more likely to have a bigger portion of their budget 
coming from insurance (19%) than hospitals (12%). These facilities also tend to be 
medium-sized facilities (38%). 

Providers are also quite ignorant of the type of reimbursement system employed by their 
facility. Just under half (50%) of polyclinic employees are able to tell how they receive 
reimbursement for their s e ~ c e s ,  while only 40% of hospital employees are able to explain 
their reimbu,rsement system. 

Of polyclinic employees, thirty-four percent (34%) simply have a fixed salary, while just 4% 
are reimbursed on a per procedure basis with 770 on a per patient basis and 4% a 
combination of the two. -*v;" 

Among hospital employees, 27% indicate that they have a negotiated budget, while 5% say 
it is per patient, 3% per bed and only 1% by the length of the stay for a patient. 

As most of the providers do not know how they are being financed right now, it is not 
surprising that it is difficult for them to predict what impact a solely insurance-based system 
would have on their facility. Forty-two percent (42%) are unsure what impact this would 
have on them, while &yo-in-ten providers indicate that this would make things better, while 
28% say it would have a negative impact. Another eleven percent (11%) think the effect 
would be negiigible. 

There is a definite geographic-based difference in attitudes on this issue. W h k  onequarter 
(25%) of rural respondents assert that an insurance system would improve the health care 
system, agreement drops 7 points to 18% of rural providers. In fact, providers in the 
Ural/Siberia region of the country are the most likely to feel that this Gould improve things, 
dropping to 19% of those in Southern Russia and less than 13% of respondents in either 
the Far East or Central/North Russia regions. 



While there is no difference between hospitals and polyclinics on this issue, a positive 
assessment of insurance's impact on the system does depend on the size of the facility one 
works in, with those in larger facilities more Iikely to be positive about this refonn (28%)). 
Twenty-one percent (21%) of providers in mediumsized facilities think insurance would 
have a positive effect, while just 16% of those in smaller facilities say the same. 

Respondenti who receive some of their income from privately 'paid Services and those in the 
highest income bracket are also more positive about the impact of an insurance-based 
system. Respondents who blame the old Soviet system for the health care system's present 
woes are also more likely to look on this issue positively. 

POTENTIAL REFORM SYSTEMS 

Insurance-Based Svstem 

Respondents were also queried about some health care system models employed in other 
nations and the feasibility of utilizing such a system in Russia. The first hypothetical system 
was described as follows: "In some countries, such as France, Germany and the 
Netherlands, the government pays for health care by contributing to insurance companies, 
instead of contributing directly to the providers of the services, like hospitals and polyclinics. 
The providers are private and can make all their own decisions." Fully fifty-seven percent 
(57%) of the providers indicate that they would support instituting such a system in Russia, 
while only 22% are opposed at this time. 

There is a five point gap between rural and urban respondents in their support for this type 
of a system, with sixty-one percent (61%) of rural providers favoring i&titution of such a 
system while 56% of urban providers say the same. Support for reform tends to be much 
stronger in the Far East (67%) and Ural/Siberia regions (64%). dropping somewhat in the 
Central/Northern Russia region (58%). The Southern Russia regions is the only area of the 
country where support for this system drops below the 50% mark (48% 

Polyclinic employees also tend to be more open to reform (60%), than their counterparts 
in hospitals (53%) or apetkas (57%). This is especially true of polyclinics which are 
attached to an enterprise (69%). 

Similar to the general population as a whole, support for a reformed health care system 
among providers is also dependent on age, with resistance increasing among older 
respondents. Fully sixty-eight percent (68%) of providers under the age of 35 are in favor 
of instituting an insurance-based system, dropping to 61% of 35-44 year olds. Support falls 
further among 45-54 year olds (48%) and with those over the age of 55 (35%). 

Notably, satisfaction with the present system has no impact on support for* new type of 
system, as 58% of those who say that they are satisfied and 57% of those who are not 
satisfied are in favor of instituting this new type of system. However, who one blames for 
the problems of the present system does impact on support for reform, with hllv 87% of 



those who blame the Soviet system supporting reform but only 48% of those who blame the 
reformers wanting to change the present system. 

Of those who agree with the precept that competition in the health care system fosters 
better care at lower costs, sixty-three percent (63%) are in favor of instituting a new system 
like the one in France and Germany. Only 47% of those who do not agree with this idea 
favor a system like this in Russia 

However, respondents are not quite as confident of the effect that such a new system might 
have on their own facility. mrty-eight percent (38%) of the providers think that under a 
system where their "facility is private and can make its own decisions but receives no direct 
funding from the staten that their facifity could provide better care than it does now. 
However, onequarter (25%) of the providers think that this would have no impact on their 
facility's performance and 18% actually say the quality of care would deteriorate, .;-- 

The most optimistic assessments of the impact of a system with indirect government funding 
and private management of facilities come from providers in the Far East (63% better care) 
and Urd/Siberia regions (42%), as compared-to those in Southem Russia (39%) and the 
Central/Northern region (28%). Although overall, rural providers are more positive in their 
assessment of the new system's impact on their faciiity's care (42% better as compares to 
36% of urban), the respondents in the largest cities with populations of over 500,000 are 
extremely positive with 45% indicating that such reform would improve the care that they 
give. 

Administrators are the most likely to say that this would be a positive step for their own 
facility (SO%), with doctors (40%) and pharmacists (39%) also fairly positive. Nurses ahd 
medical attendants appear to be the most resistant to such a change with just 29% and 24%, 
respectively, thinking that things in their facility would improve under this new system. 

A majority of the providers do predict increasing costs under a systemmodeled after the 
French and Germans. Sixty-four percent (64%) of providers, increasing to 75% of rural 
providers, foresee higher costs as a result of this new system, while only 4% believe costs 
would decline. Eleven percent (11%) forecast that prices would remain about the same, 
although another 22% are uncertain of the system's impact on costs. 

Health Trust Svstem 

Respondents were then described a -system exkploying health trusts as follows: "in some 
countries, such as Great Britain, Sweden, Denmark and Finland, the government owns 
hospitals and cIinics, but the facilities operate themselves and control all decisions. The state 
pays the facilities on a per capita basis or by negotiating contracts each year."Support for 
this type of system increases to an impressive seventy-eight percent (78%), with fuily four-in- 
ten providers supporting this strongly. A mere seven percent (7%) oppose this new type of / 
system, while another 15% are unsure right now. 

Support is highest in the Central/Northern and Far East regions, where 84% and 83%, 
T P q - - ~ i x r  I x r  f x m r  inct;tlv-' I 1 1 7  



I Southern Russia and 68% in the UrallSiberia region. Overall, rural providers exhibit six - 
points more support for a system modeled after the British &an their urban Counterparts 

Support is widespread with employees of both polyclinics and hospitals, but is especially high 

I among employees of polyclinics attached to businesses (83%) and those with more than 15 
doctors in them (86%). Notably, support for this type of system is not affected by age or 
support for competition within the health care system. - - - 

I Respondents are much more likely to feel that this type of system would benefit their own 
facility, as 61% indicate that care wouId improve under the health trust system, while just 

I 5% say things would get worse. The only substantial negative evaluation comes horn 
providers in the largest cities (12% worse) and hospital employees (10%). 

.. - 

















n o ~ a ~ ~ ~ r o r u c t  h u r n ~ c m  MCAHKOB - 78% - ymep)~llom, w-0 t1~11tew1m 
cHmMa wpamxpancrrwst Hc cooTscn:TDyeT n o ~ p e 6 ~ r m ~  rrzrceJIerrwrr Poccm. &-o 
mwa ~ X H H C  0 6 4 ~  ma ~ c c x  pemoliob H ~ 1 1  nro6oii nonrpynnM M~AHKOB. 
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RUSSIA HEALTH CARE - CONSUMER 
FINAL 

Hello, I'm of , a national research firm. 
We're talking to people in the republic of Russia today about public and 
economic issues facing us all. 

Thinking for a moment about the state of Russia -- 
1. Generally speaking, do'you feel things here in Russia are going in the 

right direction, or are they off on the wrong track? 

I F  CHOICE MADE, ASK: And 
do you feel strongly about 
that? 

Right direction/strongly . . . 5% 
Right direction . . . . . . 17% 
UNSURE(DNR) . . . - .  . .  17% 
Wrong track . . . . . . . . 41% 
Wrong track/strongly . . . . 20% 

Now I would like to read you a list of issues that some people from this part 
of the country have said are important problems facing Russia today. 
Please listen as I read the list and tell me which one issue you think is 
most important. (READ AND ROTATE ISSUES) 

42 
MOST 

IMPORTANT 

1) National political leadership 30% 

2) Interethnic conflicts 6% 

3) Shortages of goods/food 

4) Health care 2 % 

5) Crime 

6) High prices 17% 

7) Unemployment 

8) COMBINATION/EQUALLY (DMZ) 

9 )  UNSURE (DMZ) 

*INDICATES LESS THAN 1% 



Still thinking about things here in Russia -- 
3. Being as specific as you can, what is the number one problem facing 

you personally -- that is, what is the problem that you (and your family) 
are most concerned about? (PROBE: PLEASE TEI;L HE MORE ABOUT THAT) 

. . . . . . . . . . . .  Health problems 
High prices, inflation, finance problem . . . . .  Unemployment, how to find job 
Crime, afraid to go along the streets . . . . . . . . . . . .  Moral, loneliness 
Housing problem, how to renovate housing 
Uncertainty, afraid of future . . . . .  
Interethical problem break up the Soviet . . . . . . . . . . . .  Social problems . . . . . . . . . . . .  Family problems . . . . . . . . . .  Children's problems 
Problems in college, education . .  . . . . . . . . . . .  Personal problems . . . . . . . . . . . . .  Lackoffood . . . . . . . . . .  Working conditions . . . . . . . . . .  Problem on the farm . . .  State problems: political/social . . . . . . . . .  Environment pollution . . . . .  Delay tp pay salary, pensions 
Problems in the household (no hot water, 
bad road near house) . . . . . . . .  . . . . . . . . . . . . .  Many problems . . . . . . . . . . . . . .  No problems . . . . . . . . . . . . . .  Donotknow 

. . 10% . . 40% . . 10% . . 4% . . 1% . 7% . . 3% 
Union 1% . . 3% . 1% . . 3% . . . .  . . 2% . . 1% 
. . a *  . . 1% . . 5% . . . .  . . 2% 

Now, I am going to read you several organizations in Russia. Please tell me, 
for each one, how you would rate the job that organization is doing -- 
would you say that it is doing an excellent, good, satisfactory, or unsatis- 
factory job? 

UNSURE/ 
Un- NO OPIN 

(ROTATE 4-6) Excellent Good Satis Satis (DNR) 

4. The Ministry of Health 1% 11% - 42% 3 1% 15% 

5. The Duma * 2% - 19% 44% 34% 

6. GKI * 2% - 18% 36% 43% 

Now, thinking specifically about your local polyclinic for a moment -- 
7 .  Do you approve or disapprove of the way your local polyclinic is 

taking care of your community's health care needs? 

I F  CHOICE MADE. ASK: And 
do you strongly or somewhat 
(approve/disapprove)? 

Approve/strongly . . . .  20% 
Approve/somewhat . . . .  40% 
UNSURE (DNR) . . . . . .  9% 
Disapprove/somewhat . . 18% 
Disapprove/strongly . . 12% 

Now, thinking specifically about the Oblast Health committee'for a moment -- 
8 .  Do you approve or disapprove of the way the Oblast Health Committee is 

taking care of your communitygs health care needs? 

IF CHOICE MADE, ASK: And 
do you strongly or somewhat 
(approve/disapprove)? 

Approve/strongly .7 . . 9% 
Approve/aomewhat . . . .  27% 
UNSURE (DNR) . . . . . .  40% 
Disapprove/ somewhat . . 13% 
Disapprove/strongly . . 11% 



Now, thinking about your own health -- 
9. Would you say that you personally are in excellent, good, fair or poor 

health? 
Excellent . . . . . . . 3% 
Good . . . . . . . . . . 25% 
Fair . . . . . . . . . . 48% 
Poor..........23% 
UNSURE (DM) - . 1% 

And -- 
10. Have you or a member of your immediate family had-to use unpaid 

professional medical services (your local medical center) in the last 
two years? 

Yes (TO 11-14) . . , . . 82% 
No (TO 15) . . . . . . . 19% 
UNSURE (TO15) . . . . . . * 

IF .YESg IN OUESTION 10, THEN ASK: 

11. What type of medical facility provided that care? 

Hospital . . , . . . . . 20% 
Polyclinic . . . . . . . 71% 
Doctor visit . . . . . . 8% 
Midwife/non-professional 1% 
OTHER * 
UNSURE (DNR) . . . . . . - * 

(CONTINUE TO 12) 

12. And, what type of medical care or service was provided at that time? 

Surgery . . . . . . . . 8% 
Broken bone/leg/rib/hip 2% 
Emergency service/accidentl% 
General examination . . 6% 
Pediatric care , . . . . 6% 
Child birth/prenatal care 2% 
Immunization/vaccination 1% 
Cancer treatment . . . . 1% 
Pneumonia/bronchitis/flu 7%- 
Heart attack/cardiac care 6% 
Blood test/care/high blood 
pressure . . . . . ; . 8% 

Stroke . . . . . . . . . 1% 
Diabetes . . . . . . . . 2% 
Neurological problem . . 6% 
Stomach/ulcer/gall bladder6% 
Arthritis . . , . . . . 2% 
Infection . . . . . . . 3% 
X-ray . . . . . . . . 1% 
Geriatric problem . . . . * 
Other . . . . . . . . . 7% 
DON'T REMEMBER/REFUSED . . * 

(CONTINUE TO QUESTION 13) 7 

13. Did you have to offer gifts or informally pay doctors or nurses 
yourself for these services? 

Yes . . . . . . . - . 14% - 
No . . . . . . - . . . - 86% 
UNSURE (DNR) . . . . . . . * - 

(C0NTI)NE TO QUESTION 14) - 



14. And, how would you rate the medical care that you received? Would 
you say it was... (READ CHOICES) 

Excellent . . . . . . .  7% 
Good . . . . . . . . . .  38% 
Fair . . . . . . . . . .  46% 
Poor . . . .  8% 
UNSURE (DNR) - * - 1% 

** ASK OF EVERYONE ** 

15. Now, have you had to use professional medical services in the last 
two years? 

Yes (TO 1 6 - 1 8 )  . . . . .  22% 
No (TO 1 9 )  . . . . . . .  78% 
UNSURE (TO 19) . . . . . .  * 

IF *YESg IN QUESTION 15, THEN ASK: 

16. What type of medical facility provided that care? 

. . . . . . . .  Hospital 10% 
Polyclinic . . . . . . .  70% 
Doctor visit . . . . . .  6% 
Midwifeinon-professional 8% 
OTHER 7% . . . . . . .  UNSURE (DNR) * 

(CONTINUE TO 17) 

17. And, what type of medical care or service was provided at that time? 

. . . . . . . .  Surgery 3% 
Broken bone/leg/rib/hip 2% 
Emergency service/accident * 
General examination . . 8% 
Pediatric care . . . . .  2% 
Child birthlprenatal care 2% 
Immunization/vaccination 1% 
Cancer treatment . . . .  1% 
~neumonia/bronchitis/flu 2% 
Heart attacklcardiac care 5%- 
Blood test/care/high blood/ . . . . . . .  pressure 1% 
Stroke . . . . . . . . . .  * 
Diabetes . . . . . .  ; . .  * 
Neurological problem . . 5% 
Stomach/ulcer/gall bladder4% . . . . . . .  Arthritis 1% 
Infection . . . . . . .  1% 
X-ray . . . . . . . . .  1% 
Geriatric problem . . .  1% . . . . . . . . .  Other 15% 
DON'T REMEMBER/REFUSED . . * 

(CONTINUE TO OUESTION 18) 

18. And, how would you rate the medical care that you received? Would 
you say it was... (READ CfIOICES) 

Excellent . . . . . . .  15% 
Good . . . . . . . . . .  42% . . . . . . . . . .  Fair 27% -. 
Poor . . . . . . . . . .  12% 

. . *  . .  UNSURE (DNR) , 4% 



** ASK OF 

19. How 

EVERYONE ** 

satisfied are 
you are extremely 
satisfied at all? 

you with your current health care? -- Would you say 
satisfied, very satisfied, somewhat satisfied, or not 

Extremely satisfied 
(TO 20) . . . . . . . .  9% 
Very satisfied (TO 20) . 20% 
Somewhat satisfied 
(TO 19-1) - 0 . 0 . 39% 

Not satisfied (TO 19-1) 16% 
NOT HAD TO USE HEALTH 

CARE (DNR) (TO 20)  . 12% 
UNSURE (DNR) (TO 20) . . 5% 

IF mSOMEWBAT SATISFIEDm OR .NOT SATISFIEDw IN OUESTIONS 19, THEN ASK: 

19-1. And, being as specific as you can, what are two or three of the 
most important reason why you are not satisfied with your health 
care? (PROBE: PLEASE TELL ME MORE ABOUT TEA!l!) 

. . . . . . . .  Not effect from treatment 1% . . .  Doctors are incompetent, bad-trained 6% 
Doctors are irresponsible, rude, . . . . . . . .  very formal in treatment 9% . . . . . . . . .  Bad technical equipment 8% . . . .  High fees for treatment, medicines 4% 
Long lines to doctors, need to wait 
long time, ambulance car is always late 5% 

Difficult to find medicines, not available 11% 
Lack of specialists, need to go very far - 
to another city - to find doctor . . . .  2% 

Refuse to provide medical services needed 1% . . . . . .  Can not give correct diagnosis 2% . . . . . . . . .  Low quality of services 2% 
Low material incentives for doctors to 
treat people . . . . . . . . . . . . . . . *  

Bad preventative help and information . . .  * 
No 'individual" treatment . . . . . . . .  2% 
Medical facilities are dirty, bad conditions 1% 
Inconvenient hours of work of medical . . . .  facilities - only during the day I%-- . . . . . . . . . . . . . . . . . .  Unsure 6% 

** ASK OF EVERYONE ** 
20. And, do you think that health care here in Russia will get better, get 

worse or stay about the same in the next ten years? 

. . . . . . .  Get better 32% . . . . . . .  Get worse 21% . . . . .  About the same 21% . . . . . .  UNSURE (DNR) 26% 

And -- 
21. How confident are you that when you get sick, the doctor that sees you 

is well trained and able to meet your needs? Are you -- extremely 
confident, very confident, somewhat confident, or not confident at 
all -- than your doctor can meet your needs? 

Extremely confident- . . 9% 
Very confident . . . . .  9% 
Somewhat confident . . .  37% 
Not confident at all . . 38% . . . . . .  UNSURE (DNR) 6% 



Now, thinking about the availability of medicines in Russia today -- 
22, In your experience, has the availability of medicine or legal drugs in 

the past few months -- gotten better, gotten worse, stayed about the same, 
or is it not available at all? 

Gotten better , , . . , 30% 
Gotten worse . . . . . .  41% 
About the same . . . . .  17% 
Not available at all . . 3% 
UNSURE (DNR) . 8% 

And -- 
23, Do you think the quality of drugs and medicines in Russia today is -- 

better, worse or about the same as a few years ago? 

IF CHOICE MADE, ASK: 
And do you feel strongly 
about that? 

Better/strongly . . . .  5% 
Better . . . . . . . . .  14% 
UNSURE (DNR) . . . . . .  30% 
Aboutthesame . . . .  42% 
Worse . . . . . . . . .  8% 
Worse/strongly . . . . .  2% 

And -- 
24. If your local pharmacy were to stock goods other than drugs and medicine, 

such as cosmetics and convenience items, would you consider buying 
these items from a pharmacy or would you continue to buy them where 
you do now? 

Pharmacy . . . . . . . .  36% 
Where buy now . . . . .  16% 
BOTH (DNR) . . . . . . .  27% 
NEITHER (DNR) . . . . .  16% 
UNSURE (DNR) . . . . . .  5% 

Now, thinking about the future of health care in Russia -- 
25-1. How much do you personally worry that you might be required to pay for 

you and your family's basic medical care? Does it personally worry you -7 
a great deal, somewhat, or not very much? 

Great deal . , . . , , . 70% 
Somewhat . . , , . . ,. . 19% 
Not very much . , . . 7% 
NOT AT ALL (DNR) . . . .  4% 
UNSURE (DNR) . . . . . .  1% 

And, thinking about catastrophic illnesses, such as debilitating accidents, or 
diseases like cancer or heart problems -- 

How much do you personally worry about not being able to pay for medical 
care if you or a member of your family suffered from a catastrophic 
illness in the future? Does it worry you -- a great deal, somewhat, 
or not very much? , 

Great deal . . . . . . .  81% . . . . . . . .  Somewhat 12% 
Not very much . . . . . .  4% 
NOT AT ALL (DNR) . . , . 2% - . . . . . .  UNSURE (DNR) 1% 



26, Have you seen, read or heard anything about the new government insurance 
law recently? 

Yes (27 & 28) , . , , . 57% 
UNSURE (DNR) (To 29) . . . *  
No (TO 29) . . . . . . .  43% 

I F  wYESm I N  OUESTION 26. ASK: 

27, Are you aware of the voluntary insurance provisions of the new law 
that allows for greater medical coverage through voluntary 
contributions in addition to the mandatory basic coverage? 

Yeslaware - - . - . . 61% 
Nolnot aware . . . . . .  39% 
UNSURE (DNR) . . . . . . .  * 

(CONTINUE To QUESTION 28) 

28. Thinking about what you have seen, read or heard about this, 
do you think the new government health care insurance system will 
improve the health care you receive or will it make it worse? 

-- 

IF CHOICE MADE, ASK: 
And do you feel strongly 
about that? 

Improve/strongly , . , . 6% 
Improve . . . . . . . .  32% 
UNSmzE ( D M )  , , . . , . 26% 
NO DIFFERENCE (DNR) , . 26% . . . . . . . . .  Worse 6% 
Worselstrongly . . . . .  4% 

** ASK OF EVERYONE ** 

29. Have you seen, read or heard any of the government's campaigns to educate 
you and your family about public health issues that promote a healthier 
lifestyle, such as the hazards of cigarette smoking, excessive alcohol 
drinking, or anything else? 

Yes (TO 30) . . . . . .  66% 
No (TO 31) . . . . . . .  34% 
UNSURE (DNR) (TO 31) . . .  * 

I F  mYESw I N  OUESTION 29, THEN ASK: 

30. Have these education efforts by the government caused you to change 
any habits or do anything differently than before? 

Yeslchanged . , . . , . 24% 
Nolhave not changed . . 76% 
UNSURE (DNR) . . . . . . .  * 



** ASK OF EVERYONE ** 
Now I ' d  l i k e  t o  read you two viewpoints about keeping healthy. Please te l l  m e  
which one comes c l o s e s t  t o  what you p rac t i ce  i n  your d a i l y  l i f e .  (READ & 
ROTATE ALTERNATIVES) 

31. Some people say/ t h a t  it is b e t t e r  t o  prevent i l l n e s s  by doing things  
Other people sav such a s  seeing a doctor once a year  f o r  a physical 

examination, exercis ing and ea t i ng  r i g h t ,  

Other people say/ t h a t  you only r e a l l y  need t o  see a doctor  when you are 
Some people say sick,  Besides, exerc i se  and changing your hab i t s  is 

more bother than  it is worth and w i l l  not help  you t h a t  
much anyway. 

"Which viewpoint comes 
c l o s e s t  t o  your own?" 

Prevent . . . . . . . . . . . . . .  71% 
More bother than it w i l l  help . . .  11% . . . . . . . .  BOTH EQUALLY (DNR) 13% . . . . . . . . . . .  UNSURE (DNR) 5% 

S t i l l  th inking about hea l th  care  here i n  Russia -- 
32. Have you not gone t o  seek medical ca r e  f o r  you o r  a member of your 

family recen t ly  because of concerns about t h e  qua l i t y  of t h e  care,  
whereas i n  t h e  pas t  you probably would have sought care?  

Y e s  . . . . . . . . . .  16% 
No . . . . . . . . . . .  81% . . . . . .  UNSm (DNR) 4% 

And, th inking about any time i n  t h e  l a s t  two years t h a t  you or a member of your 
family has had t o  wait an "excessive amountn of time f o r  a medical procedure o r  
t o  see a doctor -- 
33. Would you say t h e  longest you have had t o  wait is -- one day, two-six days, 

one week, two weeks, one month, o r  more than one month? 

One day . . . . . . . .  14% . . . . . . . .  2-5 days 9% 
One week . . . . . . . .  6% 
Two weeks , . . , . . , 3% 
One month , . . , , . . 3% 
More than one month . . 2% 
NEVER HAD TO WAIT 

LONG(DNR) . . . . . .  49% 
NOT USED MEDICAL CARE I N  

LAST TWO YEARS (DNR) . 11% . . . . . .  UNSURE (DNR) 4% 



As you may be aware, Russia's health care system is currently undergoing major 
changes and experiencing a number of difficulties. If you could tell the 
leaders in Moscow, one health care issue that they should work on first, which 
of the following would it be -- (READ LIST AND ROTATE) -- 

Q34 
TOP 

PRIORITY 

1) Vaccinating young children 3% 

2) Improving the water purification plants 2% 

3) Reducing pollution in the environment 16% 

4) Training doctors and nurses in the most modern 
procedures and health care techniques 10% 

5) Keeping hospitals and polyclinics supplied with 
necessary equipment and drugs 39% 

6) Keeping pharmaceutical factories operating 5 % 

7) Educating the public about the hazards of 
smoking and drinking 1% 

8) COMBINATION/EQUALLY (DNR) 22% 

9) UNSURE (DNR) 3% 

Now I would like to read you a list of issues that some people from this part 
of Russia have said worry them about the state of health care in Russia today. 
Please listen as I read the list and tell me which one issue worries you the 
most. (READ AND ROTATE ISSUES) 

Q35 
BIGGEST 
WORRY 

1) Doctors are not properly trained and will make a 
mistake in treating me or my family member 18% 

2) Government will run out of money to fund the 
health care system and we will have to pay 
more than I can afford for treatment 30% 

3) I will need surgery or emergency care but the 
hospital will not have anesthesia or the 
proper supplies 16% 

4) My children will need medicine or a vaccination, 
but there will be none available 8 % 

5) I will find out that I have a disease or ailment, 
that could have been prevented if I had been 
properly informed 5 % 

6) COMBINATION/EQUALLY (DNR) 19% 
- .  

7) UNSURE (DNR) 4% -. 



Now I would like to read you a series of possible objectives or aims in 
reforming our health care system. As I read them please tell me which one you 
would most prefer to be one of the aims in reforming our health care system -- 
36. Would you prefer . . . (READ CHOICES AND ROTATE) 

Keeping medical care free to all Russians 

0 Making sure the quality of the health care you and your family 
receives is the best it can be even if it means paying something 

Free care . . , . . , . 55% 
Quality care . , . . , . 40% 
UNSURE (DNR) . . . . . . 5% 

Still thinking about your preferred objectives in reforming our health care 
system -- 
37. Would you prefer . . . (READ CHOICES AND ROTATE) 

Restricting the types of medical procedures you can receive free of charge 
if the quality of basic care improves 

Making sure all Russians have access to all types of medical procedures 
if the quality of care were to remain as it is now 

Restrict/better quality 60% 
No restrictions . . . . 36% 
UNSURE (DNR) . . . , , , 5% 

And -- 
38. Now, I would like to read you a statement that some people in this area 

agree with and others disagree with. Please tell me whether you 
personally agree or disagree. 

"The health care system we have in Russia is an inherently good system 
and the current problems are only temporary." 

IF CHOICE MADE, ASK: 
And do you strongly 
(agree/disagree) 
or somewhat (agree/ 
disagree) of that? 

Agree/strongly - . . . 16% 
Agree/somewhat . . . . 38% 
UNSURE (DNR) , . . . . 10% 
Disagree/somewhat . . . 20% 
Disagree/strongly . . . 16% 

Now I'd like to read you two viewpoints and please tell me which one 
comes closest to your own. (READ & ROTATE ALTERNATIVES) 

39. Some people say/ that people should never have to pay for medical care , 
Other people sav as they cannot afford basic care and should only have 

to pay for "extra comforts," such as private rooms or 
very expensive treatment methods. - 

Other people say/ that patients paying for medical services is the only 
Some people sav way to create competition among doctors and force them 

to provide better quality care while still keeping fees 
at reasonable rates. - 

"Which viewpoint comes Should not pay for services . . . . 53% 
closest to your own?" Should pay for services . . . . . . 21% 

BOTH EQUALLY (Dm) . . . - . . . . 22% 
UNSURE (DNR) , . . . . . . . . . . 4% 



And -- 
40. If cost were not a factor and you could go anywhere to receive medical 

care, which of the following would you probably go to for non-emergency 
care? Would you go to -- (ROTATg) -- your local polyclinic, a local 
private doctor, a large clinic in a nearby (or another) city, a 
private doctor in a nearby (or another) city? 

Local polyclinic . . - . 46% 
Local private doctor . . 22% 
Polyclinic in 
another city . . . . 10% 

Private doctor in another 
city . 8% 

Good specialist . , , . 3% 
Foreign specialist , . - 1% 
High prestige Poly. . . . * 
Private Polyclinic . . - . * 
Family doctor . . . , . 1% 
Research Center . , . . 1% 
Don't go anywhere , . . 1% 
OTHER (Dm) . . , . . . 1% 
UNSURE (DNR) . . . . . , 8% 

Now I would like to read you several medical procedures or treatments that 
might not be considered "basic care" and that the government might not be able 
to pay for someday. Please tell me, for each one, whether you would be willing 
to pay extra to have this care. Here is the first one... 

(ROTATE LIST) 
NOT UNSURE 

WILLING WILLING (DNR) 

41. Psychiatric care/therapy - 3 1% - 58% - 11% 

42. Contraceptives/family planning - 35% - 48% - 18% 

43. Alcohol abuse treatment - 37% - 49% - 14% 

44. Preventative examinations - 36% - 57% - 7 % 

45. Prescriptions/medicine for children 45% - 49% - 6% 

46. Eyeglasses/optometric exam - 45% - 46% - 9% 

(END ROTATION) 

There has been some discussion about creating some hospitals and polyclinics 
that are not run by the government, but are run by "Health trusts." This 
means that while the government still maintains certain standards for things 
such as safety, the administration of the hospital is in the hands of a 
church, charity, union or some other private group that does not make a profit 
off of the enterprise. 

47. Would you be willing to go to a hospital or polyclinic run by a 
health trust rather than a government-run one? 

IF CHOICE MADE, ASK: 
And do you feel strongly 
about that? 

Yes/strongly willing , . 17% 
Yes/willing . . , , , . 38% 
UNSURE (DNR) . . . . , . 13% - 
No/not willing . , . - . 21% 
No/strongly not willing 12% 



Now, what if the hospital or polyclinic was owned by a private group, such as 
a groups of doctors that also work there, but the group might make a profit 
if they do well enough -- 
48. Would you be willing to go to a private hospital or polyclinic rather 

than a government-run one? 

IF CHOICE MADE, ASK: YeS/Stmg willing(T0 50) 10% 
And do you feel strongly Yes/willing (TO 50) . . 45% 
about that? UNSURE (DNR) (TO 50)  . . 10% 

No/not willing (TO 49) . 19% 
No/strongly not (TO 49) 17% 

IF ANY .NOT WII;LINGm IN QUESTION 48. m N  ASK: 

49. What is the single most important reason why you would not go to a 
privately-run polyclinic or hospital? 
(PROBE: PLEASE TELL ME MORE ABOUT TBAT) 

Do not trust quality of service (afraid to 
be infected . . . . . . . . . . . . . . . .  8% 

Do not have money to pay for services, they 
will be to expensive for me . . . . . . .  36% 

Do not trust specialists working in 
private hospitals . . . . . . . . . . . .  31% 

Private clinics are out of any control . 13% 
Do not think the treatment in private 
clinic will be better than in state-run one 1% 

I didn't see any of such clinics, no experience 
to treat in private organizations . . . . .  2% . . . . . . . . . . . . . . . . . . . .  Other 4% 

Do not know . . . . . . . . . . . . . . . . .  * 

** ASK OF EVERYONE ** 
Now I'd like to read you two viewpoints and please tell me which one 
comes closest to your own. (READ & ROTATE ALTERNATIVES) 

50. Some people say/ that allowing individuals and businesses to run 
Other people say Russiaqs hospitals and pharmaceutical companies 

will make hospitals be more responsive to their 
patients* needs and eliminate the widespread : 
inefficiencies of the state-run system through 
healthy competition. 

Other people say/ that allowing individuals and businesses to run 
some wople say the health care system will only make health care 

unaffordable for most Russians while letting these 
people get rich off our misery. 

"Which viewpoint comes 
closest to your own?" 

. . . . . . . . . .  Will be better 23% . . . . . . . . . . .  Will be worse 52% . . . . . . . . .  BOTH EQUALLY (Dm) 19% . . . . . . . . . . .  UNSURE (DM) 7 %  



Now, I am going to read to you a series of statements that some people in 
Russia have made about health care in the country. Please listen as I read 
each one and tell me if you agree or disagree with the statement. (READ AND 
ROTATE) IF CHOICE MADE, ASK: Is that strongly (agree/disagree) or somewhat 
(agree/disagree)? 

AGREE NO DISAGREE 
Strnq 

Western companies who are coming to 
Russia to sell drugs and medical 
equipment are only exploiting our 
people and should be barred from 
this market. (PROMPT: DO YOU 
AGREE OR DISAGREZ WITH THIS 
STATEMENT? ) - 16% 

The health care system in Russia, 
must be universal even if it means - 
lower standards of quality overall. 28% 

Doctors are so poorly trained, that 
I could probably take better care 
of myself than they would. - 5 % 

The outdated equipment in hospitals 
must be replaced before doctors 
can adequately care for their 
patients . - 74% 

Privatization is alwavs a bad 
thing . - 27% 

Russian doctors are actually better 
than Western doctors, because they 
have been able to care for people 
even without the modern drugs and 
expensive equipment. - 2 5% 

Smwht UNSUR DIFF. Smwht Strnq ---- 
(Dm) (Dm) 

(END ROTATION) 

Now, just a few final questions for statistical purposes only -- 
57. You are now: 

Employed/working (TO 58-59) . 
Temporarily jobless (TO 60) . 
Retired or disabled (TO 60) .. 
Running household/bringing up 
children (TO 60) . . . . .  

Hunting for a job (TO 60) . . 
Studying somewhere (TO 60) . . . .  Active military (TO 60) . . . . . . . .  Other (TO 60) . . . .  UNSURE (DNR) (TO 60) 

IF .EMPLOYEDm THEN ASK: , 
58. Are you a... (READ LIST) 

Factory/Industrial worker . . 46% . . . . . . . . . .  Engineer -14% 
Intellectual not engaged -. . . . . . . .  in manufacturing 8% 
White collar/office worker . 26% 
~octor/nurse/health care field 5% . .  . . . . . .  Agriculture .+ 1% . . . . . . . . .  Entrepreneur 1% 
Other . . . . . . . . . . . . .  1% 
NA . . . . . . . . . . . . . .  * 

(CONTINUE TO 5 9 )  



IF 'EMPLOYEDm THEN ASK: 

Thinking about your workplace .. 
59 . Are you employed by a p r iva t e  s ec to r  company. a state-run/ 

publ ic  sec tor  company. o r  is it i n  a s t a t e  of t r a n s i t i o n  from 
publ ic  t o  p r iva te  a t  t h i s  time? 

P r iva t e  . . . . . . . . . . .  14% 
Public . . . . . . . . . . .  73% 
Transi t ion . . . . . . . . .  10% 
NEITEIER(DNR) . I . . . . . . .  * 
UNSURE (DM) . . . . . . . . .  4% 

(** ASK OF EVERYONE **) 
60 . Gender (BY OBSERVATION) 

M a l e  . . 38% . . . . . . . . . . .  Female 63% 

61 . How old  a r e  you? 
18-24 . . .  
25-29 . . .  
30-34 . . .  
35-39 . . .  
40-44 . . .  
45-54 . . .  
55-64 . . .  
65 and over 

62 . What is your education? (DO NOT READ. JUST RECORD) 

Seven grades or less . . . .  17% 
High school incomplete . . . .  9% 
High school graduate . . . .  25% 
Some technica l  school . . . .  27% 
Less than 3 years  of col lege . 3% 
College graduate . . . . . .  18% 

63 . Taking i n t o  account a l l  types of income of a l l  your household members . . .  
salary,  wages. scholarship. pensions. on t h e  dole  f o r  c h i l d  car ing - 
what was t h e  monthly average income pe r  member over t h e  pas t  two o r  
t h r e e  months? 

80K o r  less . . . . . . . . .  17% 
80K t o  150K . . . .  22% 
150K t o  250K . . . . . . . .  21% 
250Kto 400K . . . . . . . .  17% 
400K t o  more . . . . . . . .  10% 
UNSURE/NO OPINION (DNR) . 14% 

64 . Do you have chi ldren under t he  age of 18 l i v i n g  a t  home? 

Y e s  (-65) . . . . . .  4 6 % .  . . . . . . .  No (TO 66) 54% 
UNSURE/REFUSED(DNR)(~ 66) * 

IF  .YESm I N  QUESTION 64. THEN ASK: 

65 . Have your children received all t h e  necessary vaccinat ions  o r  
immunizations? . 

Yes . . . . . . . . . .  80% 
Almost/some . . . . . .  16% 
No/not any . . . . . . .  4% 

UNSURE (DNR) . . . . . . . *  



RUSSIA HEALTH CARE - PROVIDER 
FINAL 

Hello, I'm o f , a national research firm. 
We're talking to people in the republic of Russia today about public and 
economic issues facing us all. 

1. How satisfied are you with the current state of health care in Russia today -- 
Would you say that you are extremely satisfied, very satisfied, 
somewhat satisfied, or not satisfied at all? 

Extremely satisfied (TO 4)3% 
Very satisfied (TO 4) . 42% 
Somewhat satisfied . . . . . . .  (TO 2-3) 30% 
Not satisfied (TO 2-3) 26% 
UNSURE (DNR) (TO 4) . . .  * 

IF *SOMEWEAT SATISFIEDg OR .NOT SATISFIEDg IN QUESTION 1. THEN ASK: 

Who do you blame for the problems in the health care system today? 
(DO NOT READ CHOICES) 

Old Soviet system/ 
communists . . . . . .  15% 

Reformers in the government 
today . . . . . . . .  41% 

The West/western companiesl% 
Medical schools . . . .  1% 
Hospital administrators 1% 
Doctors . . . . . . . .  1% 
Pharmaceutical industry 1% 
Health Ministry . . . .  22% 
Combination . . . . . .  15% 
OTHER 2% 
UNSURE . . . . . . . .  2% 



IF "SOMEWBAT SATISFIEDm OR "NOT SATISFIED" I N  OUESTION 1, THEN ASK: 

3. And, being a s  spec i f ic  a s  you can, what is  t h e  most important 
reason t h a t  you a r e  not completely s a t i s f i e d  with t h e  s t a t e  of 
hea l th  care  i n  Russia and exact ly  how would you co r r ec t  o r  
improve t h i s ?  (PROBE: PLEASE TELL ME MORE ABOUT THAT) 

I H A I N R E A S O N Y O U A R E N O T S A T I S F I E D W / H + C .  
Low s o c i a l  s t a t u s  of profession 

I 
Lack of medicines 
Lack of f inance 
Some people cannot afford t o  pay 
Lack of equipment 

I 
Too high working load 
Dis t rac t ion  i n  t h e  country 
N o  self-supporting 
Wrong management 

I 
Lack of qua l i f i ca t i ons  
Lack of qua l i t y  norms 
Low sa l a ry  
Bad working condit ions 
Orientat ion t o  individuals 
Low qua l i t y  of services  
Not every se rv ice  is available 
Don't know/no response 

( HOW WOULD YOU IMPROVE THTS/1ST HENTION 
N e w  insurance program 

I 
Increase i n  s t a t e  funding 
Provide equipment 
Provide medicine 
Change system a s  a whole 

I 
People should pay 
Improve management 
Pay f o r  qua l i t y  
Improve t r a in ing  
Develop pharmaceutical industry 
Encourage p r iva t e  a c t i v i t y  
More nurses 
Increase respons ib i l i ty  
Don't know/no response- 

I 
I HOW WOULD YOU IMPROVE THIS/2ND MENTION 

Increase i n  s t a t e  funding 2 % 
Increase s a l a r i e s  2 % 
People should pay 

I 
3% 

Improve management 2% 
Improve t r a i n i n g  2 % 
Educational campaign 2 % 
Don't know/no response 88% 

** ASK OF EVERYONE ** 

I S t i l l  th inking about t h e  health care  system i n  Russia today -- 
4. Compared t o  t e n  years ago, do you f e e l  more secure, less secure or about - 

t h e  same about the health care  system today? 
More secure  . . . . . 7% 
L e s s  secure  , . . , . . 78% - 

I 
About the same . . . . . 13% 
UNSURE (DNR) . . . . , . 3% 



Now, thinking about the current health care system of hospitals and polyclinics 
in your area -- 
5. Overall, would you say the staffs of these institutions are -- 4 very 

well-trained in the latest medical technologies, 0 well-trained but many 
could use some additional training in certain areas, generally 
competent but most could use major training, 0 generally incompetent? 

Very well-trained - . . 4% 
Well-trained . . . . . .  21% 
Competent . . . . . . .  60% 
Incompetent . . . . . .  12% . . . . . .  UNSURE (DNR) 4% 

Now, thinking about the current system of apetkas in your area -- 
6. Overall, would you say the staffs of these institutions are -- 0 very 

well-trained in the latest medical technologies, 0 well-trained but many 
could use some additional training in certain areas, 0 generally 
competent but most could use major training, 0 generally incompetent? 

Very well-trained . 2% 
Well-trained . . . . . .  25% 
Competent . . . . . . .  50% 
Incompetent . . . . . .  8% 
UNSURE (DNR) . . . . . .  16% 

Now, thinking about the availability of medicines in Russia today -- 
7 .  In your experience, has the availability of medicine in the past six to 

twelve months -- gotten better, gotten worse or stayed about the same? 
Gotten better . . . . .  36% 
Gotten worse . . . . . .  52% 
About the same . . . . .  9% 
UNSURE (DNR) . . . . . .  3% 

8. Have you seen, read or heard anything about the government insurance 
law that came into effect last year? 

Yes (9 L 10) . . . . . .  88% 
UNSURE (DNR) (TO 11) . . .  * 
No (TO 11) . . . . . . .  12% 

IF mYESm IN QUESTION 8, ASK: 

9. Thinking about what you have seen, read or heard about this, 
do you think the government health care insurance system will 
improve the health care system or will it make it worse? 

IF CHOICE MADE, ASK: 
And do you feel stronqlv - - 
about that? 

Improve/strongly . . . .  5% 
Improve . . . . . . . .  24% 
UNSURE (DNR) . . . . . .  15% 
NO DIFFERENCE (DNR) . - 17% . 
Worse . . . . . . . . .  23% 
Worse/strongly . . . .  ..15% 



I F  'YESw I N  QUESTION 8 ,  ASK: 

10. And, how much of an impact do you think these new insurance laws 
will have on your job or others in your profession? Do you think 
it will have a major impact, a minor impact, or no impact at all? 

Major . . . . . . . . .  22% 
Minor . . . . . . . . .  31% 
No .impact at all . . . .  31% 
UNSURE (DNR) . . . . . .  17% 

Still thinking about the government's role in taking care of health needs -- 
11. What percentage of your income is derived from services that are in 

addition to your base salary from the government (privately paid for)? 

. . . . . . . . . . .  0 76% . . . . . . . . . . .  1 2% 
5 . . . . . . . . . . .  2% 
1 0 . .  . . . .  3% . . . . . . . . . . .  15 1% . . . . . . . . .  2 0 . .  1% 
2 5 - . . - . . . - - , . - *  
3 0 - . . . . . . . . - . - *  
35 . . . . . . . . . . .  1% 
4 0 .  . . . . . . .  1% 
45 . . . . . . . . . . . .  * 
50 . . . . . . .  , . . . - *  
6 0 . . . - . . . . . . . . *  
75 . . . . . . . . . . . -  * 
100 . . . . . . . . . . .  * . . . . . . . .  Refused 7% 
Unsure . . . . . . . . .  5% 

Now I would like to read you several medical procedures or treatments that 
might not be considered "basic caren and that the government might not be able 
to pay for someday. Please tell me, for each one, whether you think the 
government should have to cover this treatment in a basic care insurance package 
or whether patients should be willing to pay extra to give this care. Here is - 
the first one... 

UNSURE : 
(ROTATE LIST) GOVERNMENT PATIENT (DNR) 

12. Psychiatric care/therapy - 97% - 2 % - 1% 

13. Abort ions - 25% - 72% - 3 % 

14. Contraceptives/family planning - 32% - 66% - 2% 

15. Alcohol abuse treatment - 34% - 60% - 6% 

16- Preventative examinations - 71% - 2 6% - 3 % 

17. Prescriptions/medicine for children - 98% - 1% - 1% 

18. Eyeglasses/optometric exam - 38% - 6 1% - 2 % - 
(END ROTATION) 



Now, th ink ing  about government p u b l i c  educat ion  campaigns -- 
19. Do you p a r t i c i p a t e  i n  education e f f o r t s  and pub l i c  h e a l t h  campaigns? 

Y e s  (TO 20) - . . . . .  54% 
NO (TO 21) . . . . . . .  46% 
UNSvRE (DNR) (TO 21) . . .  * 

I F  *YESg I N  QUESTION 19. THEN ASK: 

What campaigns have you been involved i n  -- 
NOT 

MENTIONED MJ3NTIONED 

20-1) Childrens '  h e a l t h  i s s u e s  39% 61% 

20-2) Women's h e a l t h  i s s u e s  44% 56% 

20-3) Elder ly  care 40% 60% 

20-4) Catas t rophic  care 40% 60% 

20-5) Prevention i s sues ,  such a s  t h e  hazards 
of c i g a r e t t e  smoking o r  d r ink ing  87% 13% 

** ASK OF EVERYONE ** 

Now, th ink ing  about t h e  cu r ren t  h e a l t h  care system -- 
21. Do you t h i n k  t h a t  t h e  c u r r e n t  h e a l t h  care system adequate ly  meets t h e  

needs of t h e  Russian people? . . . . . .  Yes (TO 22) 19% 
No (TO 23) . . . . . . .  78% 
UNSrmE (DNR) (TO 23) . . 4% 

IF *NOa OR *UHSUREw I N  QUESTION 21, ASK: 

22. Being a s p e c i f i c  a s  you can, what i n c e n t i v e s  should be  a v a i l a b l e  t o  
h e a l t h  providers  and t h e  bureaucra t i c  system t o  a l low them t o  
b e t t e r  respond t o  t h e  needs of t h e  Russian people? 
(PROBE: PLEASE TELL ME MORE ABOUT THAT) 

WHAT INCENTIVES SHOULD BE AVAILABLE/lST 
Working cond i t ions  
Modern Equipment 
Pay f o r  person work 
More a t t e n t i o n  t o  r u r a l  
Provide medicines and drugs 
Inc rease  salaries 
Pay f o r  q u a l i f i c a t i o n s  
S o c i a l  s e c u r i t y  f o r  doc to r s  
Pay f o r  q u a l i t y  
P r e s t i g e  of p ro fess ion  
Diagnosis 
Inc rease  s t a t e  budget 
Encourage p r i v a t e  a c t i v i t y  
Change norms & s t andards  
Sel f -adminis t ra t ion  of  f a c i l i t i e s  
Improve t r a i n i n g  
More information f o r  people 
N e w  norms of quality and quan t i ty  
Information about medicine 
Change attitudes toward p a t i e n t s  
Unsure 



WHAT INCENTIVES SHOULD 
Working conditions 
Modern Equipment 
Pay for person work 

BE AVAIL?! 

Provide medicines and drugs 
Increase salaries 
Pay for qualifications 
Social security for doctors 
Pay for quality 
Prestige of profession 
Diagnosis 
Increase state budget 
Benefits for doctors 
Increase quality of services 
self -administra%ion of facilities 
Improve training 
Introduce insurance 
More information for people 
Pay to doctors/not facilities 
New norms of quality and quantity 
Information about medicine 
Tax reduction 
State pay to poor people 
Develop medical facilities 
Unsure 

WHAT INCENTIVES SHOULD BE AVAILABLE/3RD 
Working conditions 
Modern Equipment 
Pay for person work 
Provide medicines and drugs 
Increase salaries 
Pay for qualifications 
Pay for quality 
Prestige of profession 
Decrease cost of medicine 
Increase state budget 
Encourage private activity 
Benefits for doctors 
Change norms & standards 
Self-administration of facilities 
Improve training 
Introduce insurance 
New norms of quality and quantity 
Organizations of work 
Privatization 
Free choice of doctors 
Unsure 

** ASK OF EVERYONE ** 

23. Do you think that having competition among health care providers, such 
as hospitals, polyclinics, pharmacies, and pharmaceutical manufacturers, 
would result in better care at lower costs? 

- . - - - 
IF CHOICE MADE, ASK: 
And do you feel strongly 
about that? 

Yee/strongly . . . . . . 34% 
Yes . . . . . , , . . . 35% 
UNSURE (DNR) . . . . . . 8% 
No . . . - . . * . - 7 .  12% 
No/strongly . . . . . . 12% 



And -- 
24, Would you favor or oppose formally allowing patients to pay doctors and 

nurses extra payments for certain treatments or in certain facilities? 

IF CHOICE MADE, ASK: 
And do you feel strongly 
about that? 

Yes/strongly . . . - . .  48% 
Yes . . . . . . . . . .  26% 
UNSURE (DNR) . . . . . .  3% . . . . . . . . .  N o . .  6% 
No/strongly . . . . , .  17% 

-- - - - 

** ASK OF DOCMRS/NURSES/HOSPITAL OR POLYCLINIC ADMINISTRATORS ** 

Now, I am going to read you a list of decisions that in some places are made by 
the government and in some places are made by the medical facility (hospital or 
polyclinic). For each one, please tell if your facility controls that aspect 
of the health care process or does not. Here is the first one... 

(ROTATE LIST) 

Hiring of personnel 

Setting salaries and conditions of 
employment 

Purchasing equipment 

Choosing the brand of equipment 

Deciding which patients to accept 

Deciding which procedures and 
specialties to offer 

Renting space or selling goods to 
third parties 

Firing personnel 

Allocation of funds earned through 
private patients or patients 
outside of the local area 

Buying medicines 

Choosing the chief doctor 

Deciding treatment regime and length 
of stay 

DOES 

88% - 

32% - 
66% - 
64% - 
66% - 
56% - 

35% - 
89% - 

40% - 
75% - 
19% - 

59% - 

DOES 
NOT - 
11% - 

6 6% - 
27% - 
2 7% - 
30% - 

39% - 

53% - 
10% - 

34% - 
21% - 
72% - 

30% - 

UNSURE 
(DM) 

1% - 

2 % - 
7% - 
10% - 

5 % - 

5 % - 

12% - 
1 % - 

2 6% - 
4% - 
9% - 

11% - 
(END ROTATION) 



Now, thinking about the aspects of health care that I listed that your facility 
does not control -- If you could gain control of one of these, which would be 
your first choice? IF CHOICE MADE, ASK: And what would be your second choice? 
(DO NOT READ LIST) 

Hire personnel . . . . .  3% 
Set salaries/employment 45% 
Purchase equipment . . 7% 
Choose brand of equipment 1% 
Decide patients to accept 4% 
Decide procedures to offer2% 
Rent space/sell assets . 2% . . . . . .  Fire personnel * 
Allocation of funds from 

private patients . . .  2% . . . . .  Buy medicines 2% 
Choosing chief doctor . 14% 
Decide treatment regimes/ . . . .  length of stay 2% . . . . . . .  OTHER (DNR) * 
UNSURE (DNR) . . . . . .  18% 

** ASK OF HOSPITAL ADMINIsTRATORS/POLYCLINIC ADMINISTRATORS ONLY ** 

Here is another list of decisions made by hospital administrators in some areas. 
For each one, please tell me if you make that decision personally. Here is the .. first one. 

(ROTATE LIST) 
DO UNSURE 

DO - 0 

39. Allocate budget of hospital/clinic - 55% - 4 5% - * 

40. Borrow money (for example, to 
purchase equipment/supplies) - 39% - 59% - 3 % 

41. Build new extensions to the facility 40% - 57% - 3 % 

42. Renovate facility - 72% - 2 8% - * 

43. Change type of procedures offered - 61% - 39% - * 

44. Change reimbursement system - 48% - 52% - * 

(END ROTATION) 
And -- 
45. Which of these do you think the hospital or clinic would most benefit 

from if you were able to do personally? (DO NOT READ LIST) 

Allocate budget . . . .  20% . . . . . .  Borrow money 3% 
Build . . . . . . . . .  2% 
Renovate . . . . . . . .  3% 
Change procedures . . .  7% 
Change reimbursement 

system . , . . , . . 48% . . . . . .  
- .  

OTHER (DNR) 7% 
-UNSURE (DNR) . . . . . .  12% 



** ASK OF DOCTORS/NURSES/HOSPITAL OR POLYCLINIC ADMINISTRATORS ** 

46. What i s  t h e  percentage of u n f i l l e d  p o s i t i o n s  a t  your f a c i l i t y ?  

None . . . . . . . . . .  46% 
Less t h a n  20% . . . . .  14% 
20% o r  more . . . . . .  12% 
Unsure . . . . . . . . .  28% 

I F  ANY PERCENT GIVEN,  THEN ASK: 

47. And, are t h e s e  pos i t ions  mostly f o r  -- (ROTATE) -- 4 doctors ,  
0 nurses ,  0 medical technic ians ,  o r  4 c leaners  and non-medical 
personnel? . . . . . . . .  Doctors 10% . . . . . . . . .  Nurses 24% 

Medical t e c h n i c i a n s  . . 24% . . . . . .  Non-medical 1% 
OTHER (SPECIFY) 

1% . . . . . .  UNSURE (DM) 40% 

Now, th ink ing  about how your f a c i l i t y  is  financed -- 
48. Is your f a c i l i t y  financed more by -- (ROTATE) -- 

4 d i r e c t  funding from t h e  hea l th  au thor i ty ,  

4 direct funding from t h e  minis t ry  of hea l th ,  

insurance  funding through var ious  insurance funds, 

4 p r i v a t e l y  financed, 

f inanced through an e n t e r p r i s e ,  

a combination of d i r e c t  h e a l t h  a u t h o r i t y  and insurance,  OR 

4 a combination of d i r e c t  hea l th  a u t h o r i t y ,  insurance  and p r i v a t e  funding? 

Health a u t h o r i t y  (TO 52) 39% 
Minis t ry  of Health : 

(TO 52) . . . . . . .  14% 
Insurance (TO 49-51) . . 3% 
P r i v a t e  (TO 49-51) . . .  5% 
Financed through 

e n t e r p r i s e  (TO 52) . . 6% 
Combinat ion  two 
(TO 49-51) . . . . . . .  14% 

Combination t h r e e  <TO 52) 5% 
NONE OF THESE 

(DNR) (TO 52) . . . .  3% 
UNSURE/REFUSED (DHR) 

(TO 52) . . . . . . .  11% 
IF wINSURANCE,w wPRIVATEw OR wCOMBINATION OF THE TWOw THEN ASK: - 
49. What percentage of your funding is through insurance? 

. * . . . *  . .  None t. 10% 
L e s s  than 30% . . . . .  18% . . . . . .  30% or more 17% . . . . . . . . .  Unsure 55% 
Not asked . . . . . . . .  * 

(CONTINUE TO 5 0 )  



POLYCLINIC ** 
How do you receive reimbursement for services? IS it -- according 
to the procedures performed, per patient served, OR 
per capita plus a specific per procedure fee? 

. . . . .  per procedure 4% . . .  Per patient served 7% 
Both . . . . . . . . . .  4% . . . . . .  Fixed Salary 34% . . . . . .  UNSURE (DNR) 50% 

** IF fIOSPITAL ** 
50-2. How do you receive reimbursement for services? Is it -- 0 per 

hospitalized patient according to diagnosis, 4 by the number of beds, 
4 per length of stay in hospital, OR by a negotiated budget? 

Per hospitalized patients 5% . . . . .  Number of beds 3% . . .  Per length of stay 1% . . .  Negotiated budget 27% 
COMBINATION (DNR) . 4% . . . . . .  UNSURE (DNR) 60% 

51, And, if your facility received all its financing through insurance, 
would this be better, worse or about the same? 

. . . . . . . . .  Better 20% . . . . . . . . .  Worse 28% . . . . .  About the same 11% . . . . . .  UNSURE (DNR) 42% 

** ASK OF EVERYONE ** 

In some countries, such as France, Germany and the Netherlands, the government 
pays for health care by contributing to insurance companies, instead of 
contributing directly to the providers of the services, like hospitals and 
polycl.inics. The providers are private and can make all their own decisions. 

52. Would you favor or oppose instituting a similar system here in Russia? 

IF CHOICE IS MADE, ASK: 
And do you stronqly 
(~avor/+pose) 02 - 
somewhat (Favor/Oppose)? 

. . . . .  Favor/strongly 18% . . . .  . Favor/somewhat : 39% . . . . . .  UNSURE (DNR) 21% . . . .  Oppose/so~ewhat 9% . . . .  Oppose/strongly 13% 

Still thinking about this -- 
53. Do you believe that under this system, where your facility is private 

and can make its own decisions but receives no direct funding from the 
state, that your facility would provide better care, worse care, or would 
it make no difference? . . . . . . . . .  Better 38% . . . . . . . . .  Worse 18% 

. . .  . . . . .  No difference 25% 
UNSURE (DNR) . . . . . .  20% .-- 



And -- 
54. Under this system, do you believe 

decrease, or stay about the same? 
that costs per patient would increase, 

Increase . . . . . . . .  64% 
Decrease . . . . . . . .  4% 
About the same . . . . .  11% 
UNSURE (DNR) . . . . . .  22% 

Now, in some countries, such as Great Britain, Sweden, Denmark and Finland, the 
government owns hospitals and clinics, but the facilities operate themselves 
and control all decisions. The state pays the facilities on a per capita 
basis or by negotiating contracts each year. 

55. Would you favor or oppose instituting a similar system here in Russia? 

IF CHOICE IS MADE, ASK: 
And do you strongly 
(Favor/Oppose) or 
somewhat (Favor/Oppoae)? 

. . . . .  Favor/strongly 40% . . . . .  Favor/somewhat 38% . . . . . .  UNSURE (DNR) 15% 
Oppose/somewhat . . . .  5% . . . .  Oppose/strongly 3% 

Still 

56. 

thinking about this -- 
Do you believe that under this system that your facility would provide 
better care, worse care, or would it make no difference? 

. . . . . . . . .  Better 61% 
Worse , , . . , . . , 5% . . . . .  No difference 16% 
UNSURE (DNR) . . . . . .  18% 

Now, thinking about patients1 choice in facilities -- 
57. Can patients outside your geographic area choose to go to your facility? 

. . . . . . . . . .  Yes 94% 
N o , ,  . . . . . . . a .  5% 
UNSURE (DNR) . . . . . .  1% .. 

And -- 
58. Should patients be able to have a choice as to which facility to use without 

any extra cost? 
Yes . . . . . . . . . .  83% 
N o . . . - . . . . . . . l 4 %  
UNSURE (DNR) . . . . . .  3% 

And -- 
59. Should patients be able to have a choice as to which doctor to go to? 

- - Yes . . , . . , . . . 98% - .  
N o .  2% 
UNSURE (DNR) . . . . . .  1% -. 



I 60. Are you employed i n  a polycl inic  o r  a hospi ta l?  

Polycl inic  (TO 61-63) . 56% 
Hospital (TO 6 4 - 6 5 )  . . 34% 

I OTHER (DNR) SPECIFY (TO 66)  
11% 

UNSURE/REFUSED (DNR)(TO 6 6 )  * 

I I F  POLYCLINIC THEN ASK: 

61. Is your po lyc l in ic  attached t o  a business, factory or enterpr ise?  - - - 

. . . . . .  I Yes/attached 33% 
No/not at tached . . . .  67% 
UNSURE (DNR) . . . . . . .  * 

I (CONTINUE TO 6 2 )  

62. How many doctors  does your c l i n i c  have i n  a l l ?  

. . . . . . .  I 15 o r  less . . . . . . . .  29% 1 6 - 3 0  21% 
31 - 99 . . . . . . . .  21% 
100 o r  more . . . . . .  6% . . . . . .  I Dk/no answer 24% 

(CONTINUE TO 63) 

63. And, how many of these  a r e  spec i a l i s t s ?  
Therapist  . . . . . . .  16% 
Dentis t  . . . . . . . .  7% 
Other s p e c i a l i s t  . . . .  29% 
Administrator . . . . .  12% 
Nurse . . . . . . . . .  20% 
Medical a t tendant  . . .  6% 
Pharmacist . . . . . . .  10% 

I IF HOSPITAL THEN ASK: 

I 
64. Does your hosp i ta l  have emergency f a c i l i t i e s  o r  not? 

Yes/emergency . . . . .  68% 
No/no emergency . , . . 33% . . . . . . . .  B UNSURE (DNR) * 

(CONTINUE !l!O 65') 

65. And, how many beds does your hosp i ta l  have? 

100 o r  less . . . . . .  15% 
101-200 . . . . . . .  21% 
201 - 500 . . . . . . .  22% 
More than 500 . . . . .  29% 
Dk/no answer . . . . . .  13% 



(** ASK OF EVERYONE **) 

NOW, j u s t  a few f i n a l  questions f o r  s t a t i s t i c a l  purposes only -- 
66. Gender (BY OBSERVATION) 

Male . . . . . . . . . .  32% 
Female . . . . . . . . .  68% 

67. How o l d  a r e  you? 18-24 
25-29 
30-34 
35-39 
40-44 
45-54 
55-64 
65 and 

. . . . . . . . .  5% . . . . . . . .  .11% . . . . . . . . .  14% . . . . . . . . .  18% . . . . . . .  .20% . . . . . . . . .  23% . . . . . . . . .  7% 
over . . . . . .  2% 

68. What is your education? (DO NOT READ, JUST RECORD1 

Some t echn ica l  school . 30% . . . . . . .  Nursing school 
Pharmaceutical school . 7% . . . . . .  College graduate . . . . . . .  Doctor, MD 1% 
PM . . . . . . . . . . . *  

69. What was your monthly average income over t h e  pas t  two or t h r e e  months 
a f t e r  taxes? (Rubles per month) 

30,000 OR LESS . . . . .  1% 
30,001-40,000 . . . . .  2% 
40,001-50,000 . . . . .  2% 
50,001-70,000 . . . . .  5% 
70,001-100,000 . . . . .  19% 
100,001-200,000 . . . .  36% 
200,001-300,000 . . . .  22% 
300,001-400,000 . 8% 
400,001 and over . . . .  5% - 
REFUSE (DNR) . . . . . .  1% 
UNSURE/NO OPINION (DNR) 1% 

** ASK OF DOCTORS ONLY ** 

70. What i s  t h e  average amount of addi t ional  income you earn  by taking i n  
pa t i en t s  from outs ide  your area and/or emergency pa t i en t s?  
(Rubles per w) 

L e s s  than 10,000 . . , . . . . . .  10,001-50,000 
50,001-100,000 . . . . .  
100,001-250,000 , , . 
Over 250,000 . . . . . .  . . . . .  NOTHING (DNR) . . . . .  

- - 
REFUSED (DNR) . . . . . .  UNSURE (DNR) 



71. CODE POSITION 
Pract ic ing doctor (TO 72)16% 
Dentis t  . . . . . . . .  7% 
Other Spec i a l i s t  . . . .  29% 
Nurse (TO 74) . . . . .  2 0 %  
Pharmacist o r  i n  

pharmaceutical industry 
(TO 73) . . . . . . a  10% 

Health care bureaucrat 
administrator (TO 7 4 )  12% 

I F  PRACTICING DOCTOR, THEN ASK: 

7 2 ,  And, are you a general p r ac t i t i one r  o r  a s p e c i a l i s t ?  

General . . . . . . . .  16% . . . . . . .  Spec i a l i s t  29% 
ADMINISTRATOR (RECODE 
ABOVE) . . . . . . . .  12% 

UNSURE/REFUSED (DNR) . . .  * 
I F  I N  PHARMACEUTICAL INDUSTRY, THEN ASK: 

Thinking about your workplace -- 
73. Are you employed by a p r iva t e  sec tor  company, a state-run/ 

public sec tor  company, o r  is  it i n  a s t a t e  of t r a n s i t i o n  from 
public t o  p r iva te  a t  t h i s  time? . . . . . . . .  Pr iva te  7% 

Public . . . . . . . . .  71% 
Transi t ion . . . . . . .  11% 
NEITHER(DNFt) . . . . . . .  * 
UNSW (DNR) . . . . . .  11% 





-- - - 

64.3a n m m e  12 biecmea uzymoca  na B ~ M  c-rm~n~a~bcs c -rpymonm npa noJyeHm nexapcm aa 
nbmrHbu ycnoarrcrx, m p ~ e  B ~ M  narrara~31~s? 

ECnN AA, YTOYHHTE: C rammi m e m o  T P Y ~ H ~ P M E  BH -a? / ~ A Y H T ~ T E /  

COuHAnbHO-AEMOrPAcPMYECKME CBEAEHIM 
M, HaKOlieu, HeCwOJIbKO 3aKJflOWiTeJlbHbur BOnpWOE 

150. Celuc Bx: (~AYMT~IB.A&TE OTBETbI, I7OKA HE ROJYVNTE ",") 



B/. ?&KOBO Bame uryxeS~oe na;roxewe? BH: 

! + ! 
156. Cnaxlrre, m a  nx s BauieR ceube n m n  no 18 ner? 

(1) Aa, caenanar ace ~ ~ H B H B K H  . . 
(2) na, cAenaHx nowit sce, UH eeroropue U~UBHBKH - - 
(2) H ~ T ,  He Q W t l O  HHKaKHX IlPHBABOP: 

(9)  ~ ~ T P Y ~ H I I W  OTBCTHTb, He 3Haf0  



161. C ~ a x u ~ e ,  noxanyiicra, mii y s u ~ m a ~ a  ace BHAM noxo~a ~ c e x  W ~ H O B  C ~ M ~ A  - 3apnna~y, nexcsi~, 
~H~:CHIIHH. nocOCjuz na nereii, anmenTu ii T.n.- MKOB 6 w  06auii aoxon Bameii cemn a nponrnoH 
YCX~IILC, T.C. B anpene, no BuveTa r a ~ ~ x - r m 6 0  tranoms? /YGE,@fTECb, YTO YYTEHH BCE BN,4M 
AOXOAOB BCEX YJEHOB CEMhH/ 

MHTEPBbIOEP: HAnMLLILlTE 9ETKO BAUIY OAMWIMIO, MM8, OTUECTBO 



117218, MOCKB~, yn. ~ p x n x a ~ o s c ~ o r o ,  24/35, K. 5 

T~JI .  0951128-56-01 

MHTEPBbIOEP. AAJIEE BAM B COOTBETCTBMU C WHCTPYKIIMIIMH K HEKOTOPbW BOmOCAM nPMAETC5I MEHXTb 
n O P m O K  9TEHWI AJIbTEPHATMB HA O E P A T I ~ R  &Wi -Or0 HOBOM) PEClTOHJIEHTA. C KOTOPbIM Bbl 
TOBOPHTE. OTMETbTE 3nECb KAKOM) nOPElnKA CITEHMII BbI EYAETE l l P ~ E P X U B A T b C E l  AJIII ,4AHHOI'O 
P E C J I O ~ E H T A .  AJIIl IIEPBOI'O PECIIOmEHTA IIOPIIAOK rlTEHMII BCErAA TAKOR KAK HhnECiATAH B AHKETE 

1. KAK HAnE'lATAH B AHKETE 2. O E P A T H L ~  IIOPSflOK 

ECJIN 'YACTNYHO HE Y~OB/IETB0PEHw NnN "TIOITHOCTbK3 HE Y,40l3JETBOPEHn 6 B.1, 
CllPOCNTE: 
2. KTO, no B a m e ~ y  MneHum, B ~ a n h b r u e f i  crenenn B m w r e  3a cyrqemsyronrne B Hacmnmee s p e ~ n  

n p o 6 n e ~ ~  cncrewH s x p a e o o x p a ~ e ~ ~ n  B POCCHH? (HE YHTATb. K O A N P Y ~ ~ T E  CO CnOB OAMH 
BbIEOP) 

Bpaw ............................................................................................... (06) 
................................................. O a p ~ a q e s ~ a ~ e c ~ a n  npo~armnen~ocra (07) 

......................................................... MUHHCTQPCTBO 3ApZlBOOXpaHeHBII (08) 
............................... K o h f 6 u ~ a q ~ a  ~3 nepewicneHHom /HE YHTATbI (97) 

Apyroe / K T 0  NMEHHO/ ........................ (98) 
.......................... 3 a ~ p y n w m b  m ~ e r n ~ b / ~ e ~  M H ~ X H ~  /HE YNTATb/ (99) 

3. C K ~ X H T ~ ,  noX&IIy%CTa, KaKaS OCHOBHaS npHW5Ha TOlW, VIO BFA He lIOJlHOCTbl0 yA0BJIeTBOpeHH 
CymeCTBYtoEQHM IlOJlOXeHHeM MeAWHHCKOIQ C~UQ'XIIB~HHP B POCCIIH. A TaKXe CKaXUTe KaK, XI0 
Barne~y  MHennto, MOJKHO 6 ~ x 0  661 HCnpaBHTb UJIH ynylmrrim CHCre Hamem ~ J ~ ~ B O O X P ~ H ~ H H S ?  
(3MNLUkfTE AOClKlBHO OTBET PECnOHAEHTA. I?QCTAPxTECh LTOnYYNTb KAK 
M0;IKHO EOnEE KOHKPETH~IR OTBET) 

EC3I.f OTBET HE BCEH, YTOYHNTE 9 ~ o  BH m e m e  BBHJU~? P a c c ~ a x n ~ e ,  noxaqilcra, no.qpo6nefi 06 
r n M .  - - 



CIiPOCNTE BCEX 
Ewe OAWH BOnPOC 0 CHCTeMe 3APaBOOXPaHCHWR B POCCWH CerOAHII 

4. C ~ a x u ~ e ,  noxanyiicra, B H a m m u e e  B p e m  Bu n c n w m a m e  M e H b m e  6ecno~oiicrsa O T H O C U T ~ ~ ~ H O  
conomua M ~ A H ~ N H C K O ~ ~  o6cnyxuea~n9 B Poccm, r e M  10 neT ~ a s a ~ ,  6 a n b m e  6ecno~oiicr~a nmi 
n p n M e p H o  T a K o e  me KaK 10 nm H a s a n ?  / H E  YNTATb/ 

Tenepb n o m B o p m  o h n b e w u a x  H n o n w K n H n w K a x  B B a m e ~  paiione 
5. B q m o ~  K a K  BH cumacre, n e p c o H a n  M e A n s u H c K u x  y v p e m e ~ u i i  B B a m e ~  paiione oqem xopomo o6yvea 

p a 6 0 T a T b  C IIOCJIeAHHMH MeAHuUHCKHMH TeXHOnOMHMH; X O p o m O  O ~ Y Y ~ H ,  HO MHOl%M CJIeAOBanO 6n 
IIOJIylrHTb ~OITOJIHHTeJlbHyIO IIOAl-OTOBKy B OnpeAeJ IeHHHX O ~ J I ~ C E ~ X ;  B IW'fOM n e p C O H m  lTOAroToBJIeH, HO 
fkJIbIIIHHCTBy H y X H O  6 w o  6b1 np0f iTk i  06y ' leH&fe WHOBHHM H a B H K a M  Hl lH I I e P C O H m  B U U O M  
H ~ K O M ~ ~ T ~ H T ~ H ?  /HE YNTATbI 

(1) Orem xopomo o 6 y v e n ~  
(2) Xopomo 06yvenw 

7. Zlcxona ~3 Bamem onma, KaK BH C v n T a e T e ,  O6ecneueaaocra nexcapcrsam 3a nocnenme 12 M e c n q e B ,  

m a  nyvme, mana xyxe HnH ocranacb H a  TOM ypome? /HE YHTATbI 

8. C K ~ X H T ~ ,  nomanyiicra, BH B ~ ~ J X H ,  VHT~JIH n n ~  cnzamann am-an& o HOBOM 3 a ~ o ~ e  06 O ~ S ~ ~ T ~ J ~ , H O M  
M~,~HU;HHCKOM C r p a x o B a m x x i ,  scrynmmeu B cnny B npomoM m ~ y ,  m u  ~ e r ?  



10. K a ~ o e  anngHHe, Ha Barn ~ 3 m m ,  OKaXeT HOB& 3aKOH 0 MemmHCKOM CTpaXOBaHnn Ha Bac n Ha Bamn: 
Komer no npo@eccaa - banbxnoe annaawe, ~e6onbmoe annasne m n  He oKaxeT HnKaKon, amrrrsns? 
/HE YffTATbI 

(9) 3aTpy~HSIIocb O T B € X H T ~ / H ~ T  MHeHHII 

11. n p e w r a ~ a ~ e  ce6e, VTO ~ e c b  Barn AOXOA cocrasnsm 100%. C ~ a m n ~ e ,  noxarryHcra, ~ a ~ o i i  npoqem ~3 
Bamero o64ero Aoxona cocramaeT AOXOA crr yuryr, KcrropMe BH o ~ a w ~ a e ~ e  VacrHm 06pa30~, 
AononHmenbHo K BameH O C H ~ B H O Z ~  sapnna~e? 







38. KOrAA BbIEOP C A M A H ,  CUPOCNTE: A YTO BH eu6panu 6~ BO BTODY~O O U ~ P ~ A ~ ?  / H E  YNTATb. 
B03MOXEH O W H  OTBET B KOnOHKE B.38/ 

B.37 B.38 
B nepByIo Bo BTOPYH) 
olrevenb ovepenb 

............. ......................................................... O n p e ~ e n e ~ ~ e  sapnna~ n ycno~nii ~ p y n a  (02) (02) 

............. l l o ~ y n ~ a  d o p y n o ~ a n ~ a  ................................................................................. (03) (03) 

B H & ~  @pMH H MapKH O ~ O ~ ~ A O B ~ H X S  ........................................................... (04) ............. (04) 

PeIlIeHne 0 TOM, KaKOrO nal(HeHTa HPHHIIMaTb, a K a K O r O  HeT ........................ (05) ............. (05) 

PelIIeHlle 0 TOM, K a K H e  YCJIYM npenOcraBJlRTb H KaKHe OTAUeHHR ~ e ~ b  ..... (06) ............. (06) 

Apema r ro~emen~n  u n ~  npo~axa  m s a p o ~  ~ p e ~ b e i i  cropo~e .......................... (07) ............. (07) 

Ceiirac n c06~pamb 3 a w ~ a ~ b  Bard npymk cnncoK pemennii, KoTopne npnHnMaroTcn anMnHncrpampami 
HescmpHx 6 o n b ~ ~ q  H ~OJIHKJIHHHK. C K ~ X H T ~  MHe,  noxanyiicra, no noBoRy Kaxaoro n3 TaKsix pemennii, 

. npHXOnIITC57 JIH B ~ M  JlHsHO npHHHMaTb TaKOlO pOAa PetUeHHS HJIH HCT. nepB0e H3 HHX... I~AYNTAI?TE. 
N ~ M E H S I ~ T E  ffOPSfAOK YTEHNg HA O E P A T H ~ I ~ ?  AJ7Sf K A X A O f O  HOBOfO PECITOHAEHTAI 

40. ITony'Ienae s a i i ~ o ~ ,  K ~ ~ A H T O B  ( ~ a n p s ~ e p ,  Ann ................... .............. .................... npuo6pe~e~nx 060py~osannn, ~ p y r o m  o c ~ a q e ~ n s )  1 2 (9) 

................... .................... ........................................... 41. CT~OHT~J~CI'BO HOBHX KOpnyCOB 1 2 (9) 

................... .............................................................. .................... 42. P~MOHT n o ~ e m e ~ ~ i i  1 2 (9) 

................... .................... .................................. 43. f ia~enenne ~ n n a  o ~ a s ~ s a e ~ u x  ycnyr 1 2 (9) 

................... .................... ...................................... 44. ~3~eHeHHfi CHCTeMbI OWaTbl TPYAa 1 2 (9) 

45. Kar BH csnTame, K a K o e  ~3 pemennfi, Ha  Barn Bmm, 6wo  6~ ~ a ~ d a n e e  B ~ A H O  Lyrn Bamem 
M ~ A H ~ H H C K O ~ ~  yYpe;Piqetmn n e w a m  Ha Bame nuwoe ~~CCMOT~~HH~?YHTAT~. B03MOmEH 
O W H  BbIEOPI 



47. C K ~ X H T ~ ,  ~ O X ~ J X Y ~ T ~ ,  KaKHe AOJlXHOCTU B OCHOBHOM He 3alWJIHeHH H nYCTYK)T B B a m e ~  Me~nqUHCKOM 
yvpex,qeHm - /~AYNTAI?TE. N ~ M E H ~ H T E  IIOPgAOK YTEHH2 HA 06PATHbIfi  AJg 
KA;vuAOrO HOBOrO PECnOHAEHTA. BO3MOXEH OdNH OTBET/ 

Tenepb o @ w ~ a ~ c u p o a a ~ n u  Me@iqnHcKax ynpexqennB 
48. C ~ a x n ~ e ,  noxanyiina, KaK wHaHcnpyeTca MeAnquHcKoe ylrpeyqesae, B K O T O ~ M  BH p a 6 o ~ a e ~ e ?  t /~AYNT&TE. N3MEHg TE UOPATAOK YTEHHJZ HA OEPATH~II? ,415l k X X A O r 0  HOBOrO 

PECDOHAEHTA. B03MOXEH O f l W  B ~ I . P /  

01. n p ~ ~ o e  @ H H ~ H C H ~ ~ B ~ H H ~  OT MCYAaPCTBa -->K BOnPOCY 50.1 
02. n p a ~ o e  @ u ~ a ~ c n p o s a ~ n e  OT Mu~ucrepcrsa 3 ~ p a ~ o o x p a ~ e ~ ~ n  -->K BOl7POCY SO. I . 

03. M3 crpaxoBt,tx B~HOCOB rlepes pamnvme n p a x o m e  @OHAH -->K BOl7POCY 49 
04. OT YacTmx naq wrn uanHwx oprasaaaqsii -->K BOITPOCY 49 
05. ~ u ~ a ~ c u p o a a ~ u e  OT npennpwn~wii -->K BOIi'POCY SO. 1 
06. Zlamawo npxuoe mcynapcrseesoe @ u ~ a ~ c u p o s a ~ u e ,  qacrawo n3 ~ P ~ X O B H X  B~HOCOB 

-->K B017POCY 49 
07. g a c r ~ q ~ o  npsMoe rocyAapcreeHtroe @ n ~ a ~ c u p o s a ~ ~ e ,  lracrnwo s3  crpaxomx BBHOCOB, 

H VaCTUYHO OT U K T H H X  BJHOCOB -->K BOIi'POCY 50.1 
(97) Hwlrem ~3 neperlncnewiom /HE YHTATb/ -->K BOITPOCY 50.1 

(98) A p y m  /YTO NMEHHOI -->K BOh'POCY 50.1 
(99) 3aTpy~~alocb OTBeTHb, OTKa3 OT OTBeTa /HE YHTATb/ -->K B O m Y  50.1 



ECJH PASOTAET B f7OJINIUINHNKE. ECJH HET nEPEXOANTE K 8.50.2 
50.1. K ~ K  onnasusaexa Bau ~ p y ~  - B 3 a ~ w c n ~ o c r ~  m e w a  o~a3bleae~blx ycnyr; m KannuecTsa naqneHmB 

m u  3a Kawom nauuema H NIHX: nna-ra 3a KoHKpame npOueAyprJ, m n  n m a n r i a a  sapnna~a Bne 
~ ~ B U C H M O C T U  OT uem-nu60? / H E  YNTATbI 

ECnN PAEOTAET B EOJIbHN4E. E C J N  HET LIEPEXOANTE K B.51 
50.2. K ~ K  onnawmamcn Barn ~ p y n  - B s a ~ n c u ~ o c r w  OT Konnqecrsa naqnenmq no w a y  6onbnww~x KWK; 

B S ~ B ~ C H M O C T W  OT BpeMeHw npe6bleanna naqwema B 60nbHH~e ma w 3  nmnHHom 6 m x e ~ a ?  / H E  
Y N T A T ~ I  

CITPOCNTE BCEX 
51. Ecnw 6~ Bame MeaHQiHCKOe yupeweHHe n0AHO'XbW ~ u H ~ H c u ~ o B ~ J I O C ~  H 3  CXpaXOBHX BBHOCOB, n0 

B a l n e ~ y  mennw,   TO 6 ~ 1 0  6b1 nyrlme Ana Bamem MeAasuHcKom yupewenan, xyxe HJIH Bce 6 w o  6~ 
TaKxe, KaK ceiisac? / H E  YHTATbI 



54. KaK BH CYnTaeTe, npH ~ a ~ o i i  cncreue CTOHMOCT~ O ~ U I ~ X H B ~ H H S  o ~ ~ o r o  naquema ~ o s p a c ~ e ~ ,  C H W ~ H T C ~  
UJIH WatfeTCS ~ a ~ 0 f i  xe? / H E  Y N T A T ~ I  

(1) l-Ionaocrbm sa 
(2) O~sacrs sa 
(3) OTY~CTH npHB 
(4) hJl~0CTblO npOTUB 
(9) ~ ~ T P Y A H I I ~ O C ~  O T B ~ T U T ~ / H ~ T  MHeHHSI 

56. K ~ K  BH CwTaeTe, npn ~ a ~ o i i  cncreMe Bame MenewHcKoe yspememe cMoxeT npeaocraarrma y c n p  
nyvmem Kasecrea, xynmero Kavecrsa wrw nu, Hnsem He HBM~HRT? /HE YNTATb/ 



(01) B pafi0~~0i'r UOJIHKnHHHKe -->K BOnPOCY 61-62 

(02) B I U I ~ T H O ~ ~  IIOJIHKJIHHHKe -->K BOnPOCY 6 1-62 

(03) B s e ~ o ~ c r ~ e ~ ~ o i i  nmwKnnanKe -->K BOnPOCY 61-62 
(04) B I IdnUKnHHHKf2 npytm3 Ttina /KAKO??/ -->K B017POCY 61-62 

(05) B paiioasol, mpo~c~oi3 6onbnnue -->K B017POCY 63-64 
(06) B ohacr~oi i ,  ~ p a e ~ o i i  t j a n b ~ u ~ e  -->K B017POCY 63-64 

(07) B s e~o~c r sen~o i ' r  6onbnnqe -->K BOnPOCY 63-64 

(08) B c n e ~ n a n n 3 ~ p o ~ a ~ ~ o i i  &nbswye, KnwnnKe -->K BOnPOCY 63-64 

(09) B nncicnaHcepe -->K BOIIPOCY 63-64 
(98) B 60J Ib~~ue  npyIVlXi Tuna /KAKOH/ -->K BOnPOCY 63-64 

(99) 3aTp)'~~alOCb OTBeTHTb -->K B O m C Y  65 

ECJH PAEOTAET B n O J N U N H N K E ,  TO Cl7POCNTE: 
6 1. Bama IIOnHKJIHHHKa OTHoCHTCn K K ~ K o ~ ~ - J I H ~ O  Opl7iHH3aqHH, npeAnpU5ITUlo, ylrpe~elilllo? 

62. CKOJI~KO spaqeii p a 6 o ~ a e ~  B Bameii nonsicnn~w~e? 

! ! /3A17N1CINTE KOnNYECTBO BPAYEB/ 
(999) ~ ~ T P Y ~ H ~ I I O C ~  OTBeTHTb /HE YNTATbI 

ITEPEXOANTE K B017POCY 150 
-- 

ECZN PMOTAET B EOJbHNYE, TO CnPOCNTE: 
63. Emb nu B Bameii 60nbn~qe cnyx6a c~opoii nouorqs? 

64. Ha CKOJlbKO ~ ~ H H V H H X  KOeK pilCUHTaHa Bama ~OJI~HHW? 

CnPOCNTE BCEX 
65. E C ~ H  6~ ~ a n o ~ o i i  WJIOBeK KJIH AeByIIIKa, CnpOCUJIH Bac COBCTa 0 TOM, CrOHT nH RM ~ ~ 6 p a T b  llpo@XClW 

Bpa.ra B KaVeCTBe CBO& 6ynytqeii npO@e~cHli, BH OTBeTlUIH 6b1, YTO CFOUT W H  AaRH 6H COBeT BH6p~b 
.qpyrym np+xu lo?  -- 



66. Ecnn 6b1 Bau cahfo~y/ca~of i  npwurnocb ~ ~ 6 n p a ~ b  n d e c c u m  B T ~ @  pas, O ~ S T ~  ~ ~ 6 p a n n  6~ ~y me 
cneqnanbHocrb, no ~ompoi i  Bbl p a 6 0 ~ a e ~ e  B Hacronwee BpeMa wrH s ~ 6 p a n n  6~ ~ p y r y m  npo@eccnm? 

(1) Bu6pan 661 ~y x e  nmeccnro 
(2) B ~ 6 p a n  6b1 ~pyry io  n&eccuro 
(9) ~ ~ T P Y J X H R K K ~  OTBeTWTb 

67. Ecnu 661 y Bac 6 w  BH~OP,  B ~ a ~ o i i  o p r a ~ ~ 3 a u u ~  Bbl npennown 661 p a h a ~ b ?  /~AYNT&TE/ 

153. C ~ a x n ~ e ,  noxanyiina, KaKoB Barn cpennuii e x e ~ e c a l r n ~ i i  AOXOA 3a nocnennwe nsa m u  ~ p d - ~ e c n q a ,  
nocne Busma Bcex ~ a n o r o ~ ?  /~AYHTA~?TE NHTEPBAJM AOXOAA A0 TEX nOP, n O h 3  HE 
lIOJYYHTE "Aa"/ 



155. C ~ a x n ~ e ,  noxanyiicra, KaKosa Baua cneqnanmocra B Hacrorrmee s p e ~ a ?  

B p a u - ~ e p a n e ~ ~  -->K BOL'POCY 157 
Bpau-m~amnor -->K BOl3POCY I57 
Bpav-cne~mnwn B npyroii o6nacrs -->K BOUPOCY 157 
&ipeKmp HnH 3aM.AHpeKTOpa, aAMHHHCTpaTop 6onb~~ub1, ~O~WKAHHHKH, ~ I I T ~ K H  

-->K BOUPOCY 156 
Me~.cecrpa -->K BOnPOCY 157 
Oenbnmep -->K BOUPOCY 157 
Q a p ~ a q e ~ ~  -->K BOL'POCY 156 
Apyroe / K T 0  NMEHHO/ -->K BOITPOCY 157 

ECJIN OAPMMEBT Cl?POCHTE: 

156. C K ~ X H T ~ ,  noxanyiicra, BH p a h a m e  B vacrnoP oprann3a~un, w y n a p m e ~ ~ o i r  o p ~ ~ 3 a w n ,  B 

C O B M ~ H O M  IIpeAnpHXTHH unn B o p r a ~ ~ 3 a q n ~ ,  KoTopaa Haxommn B ~ ~ A H H  nepexona OT rocy~apcrsen~oii B 

uacrnym? / H E  Y N T A T ~ I  

~ A Y B T A ~ T E  PECITOHlJ,EHTY: 3n, Bce Bonpocn, Kmpbte M ~ I  XOT~JIH B ~ M  sana~b. EUIH y Bac, B CBOIO 
O'lePeAb, eCTb BOnPOChI KO MHe, X IIOCTaPaWCb Ha HHX OTBeTWTb. B ~ I  MOXeTe II03BOHHTb HaM H n03Xe. 
H a n o ~ H ~ a t o  Ham ~ene4$0rr B MOCKB~: 128-56-01. Einam~apn~ 3a noMoIsb B pa6me! 
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HEALTH CARE RESEARCH IN RUSSIA 
May 1 - June 15,1994 

a FOCUS GROUPS - 10 Groups in 4 Cities 

a MEDIA SURVEY - 59 Cities 
(IPCC) 

CONSUMER SURVEY - 44 CitiesNillages 
Over 1500 Adults Interviewed 

a PROVIDER SURVEY = 39 CitiesNillages 
Over 275 Health Care Providers Interviewed 

INTERVIEWS 1 (hnployers/~nsurance Companies) 
20 Cities1138 Interviews 



HEALTH CARE CONSUMER SURVEY 

Central & North Russia 

Moscow 
Ozery 
Ryazan 
St. Petersburg 
Luga 
Chichulino 
Plashkino 
Stremutk 
Podosie 
Ershovo 
Priozerie 
Kormy 
Toroshino 
Chernihovizy 
Bolshiezhezly 
Ezhva 
Zelen 7 
Vilgort ' 

Krasnogorsk 
Vologda 

INTERVIEW SITES 

Southern Russia 

Kursk 
Samara 
Syzran 
Laischevo 
Stolbchy 
Narmonka 
Sokury 
Vasurinskaya 
Yuzny 
Elabuga 
Izobilnyi 
Novotroizkiy 
Tischenskoe 
Krasnyiyar 

Oktyabrskoe 
Salavat 
Perm 
Kungur 
Nevjansk 
Novosibirsk 
Zavialov 
Oktiabrskiy 

Far East 

Nazarov 
Khabarovsk 



Direction Things in Russia are Going 

Right 

Unsure I\ 

Health Cart Consumer #6544 

rong track 



Most Important Problem in Russia 

Nat. pol. leadership 

High prices 

Crime 

Unemployment 

Interethnic conflict 

Health care 

0% 
sin Health Care Consumer M544 



Jho do you Blame for Russia's Health Care Problems? 
(Among not satisfied with health care responses) 

Other 

tion 

Ministry 

sia Health Care Provider M559 Q 2 



- - - 

Number One Problem Facing You Personally 

High prices 

Jnemployment 

ealth problems 

Housing 

0% 10Yo 20% 30% 40% 
sia Health Care Consumer #6544 

5'333 



.. Rate the Job of. 

histry of Health 

The Duma 

...................................................................................... ...................................................................................... ...................................................................................... ...................................................................................... 

GKI 

......... ......... 
Good Satisfactory 0 Unsatisfactory ........ Unsureho opinion 

sia Health Care Consumer #6544 



Satisfaction with. .. 

I Local Polyclinic Oblast Health Committee 

Satisfied 0 Unsm Dissatisfied 
la Health Care Consumer #6544 

-- 
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Rate Your Personal Health 

Exce 

I Fair 
Q 9 

sia Health Care Consumer #6544 



--- - 

'ou or Family Member used Unpaid Medical Care in Last 2 Years 

la Health Care Consumer M544 



Did You Have to Give Gifts to Pay for 
Services? 

(Among those who used unpaid care) 

Yes 

Russia Hdth Care Consumer 116544 & 

Rate Medical Care Received 

(Among those who used unpaid care) 

'. 
Unsure Poor 

Exc 

v 

Rmda Health Care C o m e r  M544 

/ Fair 



'ou or Family Member used Paid Medical Care in Last 2 Years 

Q 16 
d a  Health Care Consumer t16544 



Did You Have to Give Gifts to Pay 
for Services? 

Rate Paid Medical Care Received 
(Among those who used paid care) 

(Among those who used paid care) 
Unsure 

Q 18 
Russia Health Care Consumer M544 



- 

'onsumer: A Satisfaction with Current Health Care 
Unsure 

Sati 

med. care 

Q 19 
a Health Cam Consumer #6544 



Iain Reason you are not satisfied with Health Care System 
(Among not satisfied with health care responses) 

Lack of finance 

'rong management 

Lack of medicines 

Jountry distraction 

,ack/qualifications 

4 -  
Low salary 

0% 
ssis Health Care Provider M559 



'onsumer: Most Important Reason Not Satisfied d 

(Among not satisfied responses) 

No medicine 

delformal doctors 

competent doctors 

0% 

la Health Can Consumer 116544 

1st Choice 2nd Choice 3rd Choice 



Providers: How would you improve this system? 
1st Mention 

(Among not satisfied with health care responses) 

Increase st. funding 

People should pay 

Jhange whole system 

New ins. program 

nprove management 

it* , 
Pay for quality 

0% 5% 10% 15% 20% 25% 
ussla Health Care Provider M 5 9  



More secure Unsure 

< 0  

Less secure I I .  
i i 

'roviders: Health Care System Today vs. 10 Years Ago 
b s  P , .  

E I. k t e  I .; * ,  , I  

Q 4 
nssia Health Care Pmviderf6559 

. . 

i.' 

. . .n 
c" 

4-l. 



-- 

Russian Health Care in the Next 10 Years Will ... 

Get bet 

the same 

Get worse - 
sis Health Care Consumer M544 Q 20 



- 

'onfidence d that Doctor will be able to Meet Your Needs 

Unsure 

assla Health Care Consumer #6544 

fident 



Availability of Medicine in Last 12 Months 
Unsure 

Gotten better 

the same 

Q 7 
sin Health C a n  Provider #6559 



Are You Personally Worried... 

I *  Might be required to piy 
fdr your family's health care 

That you can't pay for 
catastrophic illness 

. . . . . . . . . . . . . . . . 
A great deal Somewhat Not very much .... .... Not at dl Unsure Q 25-01, Q 25-02 

Health Care Consumer 116544 



Government Health Care Campaign 

I f  Seen, read, heard about 
gdvt. health care campaign . 

a Health Care Consumer #6W 

Will campaign change habits? 
(among those slrlh of campaign) 



Public Health Campaign Participation 

Yes 

rsia Health Care Provider M559 Q 19 

4$% 
9% 



Health Issues Involved in. .. 
Children's 

61% 
I 

Women's 
56% 

I 

Elderly care 

tastrophic care 

87% 
.evention issues 

I 

0% 20% 40% 60% 80% 100% 

Mentioned Not mentioned 
a Health Cart Provider #6559 

Q 20 
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een, Read, Heard about New Government Insurance Law 

Yes 
I 

ia Health Care Provider #6559 
Q 8 



'Jill v New Government Insurance System Improve Health Care 
(Among those who had s/r/h) 

Providers Consumers 

i ......., ..,..... 
Improve Worsen No difference [7 .... .... Unsure 

mia Health Care Provider +I6559 
Q 9 Provider 

Q 28 Consumer 



What Incentives should be Available? 
1st Choice 

(Among no and unsure responses) 

Increase salaries 

crease st. budget 

odern equipment 

ovide med./drugs 

Pay for quality 

0% 
la Health Care Provider lf6559 



7ould Competition Lead to Better Care and Lower Costs? 

Unsure 

;la Health C a n  Provider #6559 Q 23 



Current Health Care System is Good, Problems are Temporary 

Agree 

)is agree 



Free care 

3 Health Care Consumer M544 

Medical Care Most Preferred 
Unsure 

Quality care 



Patient's Choices in Facilities 

94% 
Patients outside your area 

choose to go to your facility 

Patients should be able to 83% 
choose their facility without 

extra cost 
14% 

atients should have a choice 
98% 

about what doctor to use 

a Health Care Provider MS59 



4efer Restrictions on Health Care to Guarantee Quality of Care 

care 

a Health Ctye Consumer U6544 

Unsure 

restrictions 



Willingness to Pay for Services 

_y extra for psychiatric care 
31% 

Pay extra for contraceptives 
66% 

I 

Pay extra for alcohol 
abuse treatment 

60% 

g extra for preventive exams 36% 

Pay extra for prescriptions1 
medicine for children 

45% 

i 

Consumer Willing 
a Health Care Consumer #6544/Pmvlder M559 



Privatization Choices 

, I  non-profit health trust 
Willing to go to a for profit 

private hospital or clinic 

I Health Cam Consumer KC6544 
Willing 0 Not willing Unsure 



- 

Why not go to a Private Hospital or Clinic? 
= mong those not willing to go to private 

Don't trust aualitv Unsure 

Don't have money \ 

hospitallclinic) 

, No control 

spclis t. 

Q 49 
I Health Care Consumer M544 



View if Business Runs Health Care, It Will ... 
Unsure 

$la Health Care ConsumerM544 

th equally 

Make inaccesible 
Q 50 



Views on Health Care 

Western companies exploit, 2% 
must be barred from Russia 45% 

I 

Health care in Russia must 58% 
be universal 

I 

:oulc probably take better care 
of myself than doctors 

70% 
I 

Outdated equipment must 94% 
be replaced 

fathation is always a bad thing 45% 

I 

~ u s s i a h  doctors are actually 59% 
better than Western doctors 

It0 , 

I 

Agree Disagree 
a Health Care Consumer Ma4 



TESTERN PHARMACEUTICAL COMPANIES ARE 
EXPLOITATIVE AND SHOULD BE BARRED 

gree 

,la , 
Unsure 

Agree 

KEY GROUPS 

Older men 

Blue collar workers 

Low income 
respondents 

Think health care 
system is going to 
deteriorate 



RUSSIAN SYSTEM MUST BE UNIVERSAL 

____I_)) 

Agree 

KEY GROUPS 

Under 35 years of age 

45-54 year olds 

55-64 year olds 

Seniors 



'RIVATIZATION IS ALWAYS A BAD THING 

Agree 

__I___)C 

KEY GROUPS 

Cities with over half 
a million people 

UrallSiberia region 

45-54 year olds 

Blue collar workers 

Predict health care 
system will get worse 
in the next ten years 



- - 

RUSSIAN DOCTORS BETTER THAN WESTERN 
DOCTORS, BECAUSE THEY CARE FOR PEOPLE 

EVEN WITHOUT MODERN DRUGS AND 
EXPENSIVE EQUIPMENT 

Agree 



-- -- - - - 

REFORM TARGET GROUP I1 
SATISFIEDIREFORM RESISTANT - 11 % 

CentraVNorthern Retired 
Russia 

Resistance increases as 
Urban, although not education level decreases 
in the largest cities 

Resistance increases as 
a 65 years of age and income level decreases 

over, 
Place a premium on 

Women over the age 
3, 

free medical care 
of 45 

, 



REFORM TARGET GROUP I 
DISSATISFIEDIMORE OPEN TO REFORM - 46% 

Par East Regions 
College or technical 
school education 

Towns with less "White collar" worker ' 

i than 10,000 people . 
- *+ A h :  

i* 

, '9 

" .  7 . ' - .  . .s Think health care systeid - 
a 18-34 year olds , . ' problems are inherent,-$ '- 

i )  - ,  
; I * - ' ~  . not temporary , > 

+i'i 

I: 

,+ 

9 Women under the 
V 

. <'.st, " ' 
%, ?.% 

* ", 

I age of 45 Used unpaid and paid ' A ,  - \ ,  .. .. 
I ' 

% i3. , . i' medical care in the past d 
', :*.$ ~ $ 4  13" :: two years . . 
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HEALTH TRUST SYSTEM 

OPINION 





PUBLIC EDUCATION CAMPAIGN 

FUTURE-ORIENTED 
FOCUS ON CHOICE 
MOBILIZE MEDICAL COMMUNITY 
TOWARD COMPETITION 
REINFORCE UNIVERSAL FREE CARE 
REFINE LIST OF FREEIPAID SERVICES 

I 

ORIENT CAMPAIGN TOWARDS 
- POLYCLINI.CS AND PREVENTATIVE 

'EDUCATION . 



lIpo&lertar ~ c a a s ~ ~ b l  B PO~CAI: wiii 1994 
++**++**+C**++++*++**++**+*+C++**+*+**+++*+***+*+**********++*+*+***+++*~*+***+*L++~*LS*~+*.*-* I HHTEPBLIOEP. nhJlEE Bhh! R.COOTBEMBMW C ILHCXPYIUHIIHn I: HeXOTOPbIH BOW"- W w s  
IIOPWOK rlTEiIMH AJIbTEPtIATHB HA OGPATHLIR U X A O M  tIOBOM) PECIIOkUlEtIT& C KOTOPMM Bbl 
I'OBOPKTE. OTMETbTE 3AECb KAKON) IlOPSZJW'A qTEHW4 Bbl EYflETE I lPHUEPXHUAlXII  rUUI UHHOTY) 
PECIlOtaEHTk &JLM nEPBOlD PEC~lOH,QEIiTA IIOP5UOK.YIEHW B C E r U  TMOA I[M: m u T * I i  B 

1. KAK HhnEZUTAH B AHKETE 2 O ~ A T H ~ I R  nOPZlROK 

Ek3pa6oruqa ............................... .............................-.................-*...-.. 7 
................................ K O M ~ H H ~ ~ H Q  ~3 nepe~HUIcHiiOm / H E  Y m A T b /  (8) 

........................... 3a~pyn~nloca  or~ern~b/ner M H e H I l f  /HE Y N T A T ~ I  49) 

.4asaih.e else Hemon, oomaopxw o mu, x a ~  r c ~ y r  wra 8 Pcccm. 
3. Cnaxure, noxmyiicra, m~ym npo&re~y Bu mme-re npc6nexoii nobceo omq Lyln Bac ,wwo a 

Hamswee s p e w .  ZI miem mewry, seu BH nuwo (a u o x m  6- R aca Bama cuubn) ~anQncc 
06ecno~ocn~ B n a m m e c  spun? ( 3MNLYHTE AOCROBHO OTLIET PECnOHJEHTA. 
~ O C T A P A R T E C ~  LfOJYYWTb .KAK M O X H O  IGOJIEE KOHKPETHMfl OTBET) 





2. B UQlirHklMHWTf 

I 3. noce4-e spa= aa m q  . - 
4. K nerapm, s~axagw, ae- ~pauy 
(8) Apy~oe / K Y ~  HMEHHO/ :, . 4 

I (9) 3aTpynruoca o ~ ~ e ~ i r r a / n e ~  u~e~irn / H E  Y H T A T ~ I  

12. no nogarry rauon, 3 a h e s a m n  Bar dpauaannca K spavy n a lrarom poaa nourn  Bar xyr;9;~r!nCb 

I 
noc~emi~k pas. ECJW Bbi H e  n o c c m x  spaw 3a nourep(~nc ~ a ; t  m a ,  a ~ r o  ~ O ~ ; U I  rfo-mfk H3 YlXtrcn 
BanreZl c e u n ,  TO 3a =KO& n o u o ~ ~ o  06ptaancs K spa.ry rml1li6o us, wlems BaureiC cmm~ s . . 
nocneu~aii jm? / H E  YHTATh 3MHLLINTE CO CJOB/ I .  





(07) k e e  Be;rulHBCX, BHHMaTeJlbHOe 06paIQe~He 
(98) Apyroe /YTO WMEHHO NMEHHOI- 
(99) 3aTpyntmIOCb O T B ~ M T ~ / H ~ T  MHeHHQ /HE YNTAT~/ 

CI3POCNTEBCEX - 

CnPOCNTE BCEX 
. 20. C K ~ X H T ~ ,  noxanyiina, no-Bamexy MHeuHzo, a cnenylorssie necnn ner Hennswcxoe ~ ~ C J I ~ X I I R ~ H ~ ~ ~  a 

Poccnn craneT nyvlue, m a H m  xyxe H ~ I H  O ~ H ( T T C S I  H a  TOM xe  yposae? / H E  YNT.4Tb/ 



22A. C ~ a m u ~ e ,  noxanyiina, 3a nocne~enii ma ur;ycranocb nu Barr A R V R ~  txiumi- c ~ y a s ~ e i i ,  uro 
Bau 6 m o  ~ e o 6 x o n n ~ o  npno6pem nescapcrso ryln Bac nuao  m u  rn ~om-nu6y~tb ~3 wexion &me& 
CeMbH H y Bac ~ W H  BeHbcH, Y ~ M  K Y l W T b  TaKCX! JleXa-, HO Bbt H e  XOrnn W ~ T H  r npoilaxce 

' WIH TaKOe He CJIyY~JICXb? 

KOrAA OTBET AAH, CnPOCHTE: Cqsi~ame AH BH, ~FTO ~ a ~ e m m  nexapcra mva3no nywne/xyxe m a  
nnmb HecKonhKo nyumilxyxe, rleM ~ e c ~ m w o  am w? 



(2) nolcynan 6u T ~ W  xe, me norynaro c t b a c  



Clip OCNTE BCEX 
29. B HacTonuee s p e m  B POCCHH Beams  KaMnaHwa no nponarawe snopo~oro dpasa  X H ~ H ? ,  HanpHMep, 

nmsoaami o 6 p a m a ~ e ; r b ~ u e  nporpauwH o spene KypeHns, ynorpefhe~na amcorona B oonbwnx 
ronnuecmax H TaK nanee. C ~ a x a ~ e ,  nomanyiicra, npnxoam0Cb nn B ~ M  e nourewee BpeMa sum, 
qHTaTb KnH ULhIIUaTb ~ ~ T o - J I w ~ O  I13 O ~ P ~ ~ O B ~ T ~ X ~ H ~ L X  I l P O W M M  0 3a4HTe 3 A O P B b B  IIO TMeBH30PY, 
prlano, 133 ra3m I V U ~  x3 J ~ H X  HPY~HX H ~ ~ ~ H I I K O B ?  

< 

(1) Aa ->K BOffPOCAM 30 
(2) Ha ->K BOl7POCY 31 
(9) 3a~pyrplax>cb O T B ~ T H T ~ / H ~ T  YHCliHS -->K BOflPocY 31 

30. Cramme, no;rranykcra, noinyxmni ns d p a 3 0 ~ a ~ e n b m e  nporpamm no oxpaHe 3ROpOBbS, Koropble BH 
c~crrpe,'1a, s m m  MH o w m p ~ x  BH cn~manw, npnsanoii ~ 3 ~ e ~ e n u i i  B Baornx npasuwax Knn 
n o 6 y ~ z ~ ~  Bac nenan wwui60 no ~ p y m ~ y ,  qeN pafibme MH H~T? 

(9) 3aTpynH!ZlOCb ~eTH~b/ l im MHeHHn 

Cl7POCNTE BCEX 
31. Tenepb MHe xcrrenoca 6b1 aarmarb B ~ M  paxmiwue T O ~ ~ K H  3peuns Ha nomepxaHne 3AOpOBbs. . 
noxa.iyiicra, cxaxwre Mne, raraa ~3 Tosex S ~ ~ H H B ,  KompHe x B ~ M  npnseny, 6nnxe K Baweii 
c & s e ~ ~ o i i ?  /~AYNT&TE TOYKN 3PEHHJl. N~MEHBBTE l7OPaAOX YTEHff2 HA o ~ P A T H ~ ~ R  
All R U ' A O r O  HOBOrO PECIIOH,4EHTA/ 
He~crropue RlOnH IUBODSfT, llTO TOTO, V T O ~ H  IlpeAOTBpTHTb 3 a h e ~ a ~ ~ e ,  AyWIle XCWR 6~ pa3 B fW 

X02HTb Hi3 OCMOTp K BP3'1Y, AeJlaTb @H~HWXK~L!  ynpaXHeIfHR Ii IIpaBHnbHO nHTilTbCX. 

R c n o ~ ~ u ~ e ,  noxany4cra, cnyuanocb nn ~orna-nu60 3a nouleaHne nsa m a ,  urn Bbl nnn Kfo-n~60 n3 Bimeii 
CCMbIi 6a~1 BblHYXlteH ?KnaTb 3H31IHTeflbHOe BWMB, ~ 0 6 5  3anHMTbCB Ha IlpHeM K 0paYy HAM ~OnJ'rlNTb 
~ ~ ~ 0 k - ~ l l i 6 0  Hpj'fOfi BHA M ~ , Q ~ ~ I ~ H H C K O ~ ~  ilOUOLUH. 

33. K a ~ o e  M3KCKhfaJlbHOe BpeMS Bat4 npHxonnnocb X k l ~ b  OT 3anilCH GO RpHeMa - neHb, OT AByX no LUeCTH 

~fiei i ,  HeaMiO, ABe HeJXJH, U€!cnll UJlH 6OJlee OnHON3 ~€Znrla? 



3. M H ~  n m p e 6 y m n  cpowan M e n u u w H c K a n  n o h l o u b ,  'a B ~ O J I ~ H H U ~  ne oraxmn aumcsrtli n l l t  

I nedxoan~orn o 6 o p y a o s a ~ m  
4. Momi LltXIIM f l o ~ p e 6 y C T c S l  j I e K 3 p C T B O  l t n H  f l p H B t i B K i l ,  a AeKrtpCl'M HG O K r t X e T C n  B tlp)XMi . 
5. Y M e H n  O ~ H ~ ~ ~ X H T C S  x 6 x ~ e t l a ~ ~ e ,  ~ m p o e  uorno 6~4 6bira npenmepameno, CCAH 6~ II 6~ 

I AOCK3TOrHO H K ~ P M H ~ ~ B ; L H  0 H e M  

(8) K o h r 6 n ~ a q ~ a  m 3  n e p e v H u I e H n o m  /HE YNTATb/ 
. (9) 3 a ~ p y A ~ a l O C b  O T B ~ T H T ~ / H ~ T  M H e H H S  / H E  YNTATb/ 



!2) Gecnnamoe d c n y x n a a ~ n e  nnq Bcex, naxe m u  Kalrecmo H e  ynyqmwrca 



40. E o n  6b1 uem B;IC ~e B m H o B U a  H Bu ~ i o m ~ s  6~ 0 6 p i n ~ ~ b ~ s  3a ~eanwtfi~x~ii nmOuba . 1 k  

M e l H U 3 l H C X O C  Y Y w a e H H e  B n&ii ~0q);e CTpHbl, Kyaa M3 fl€!pe\rK7eitHOrQ Bbl6hi H;1hIWWC BrpQTfiO 
o6p31KJ~cb - B: / N ~ M E H ~ H T E  JlOPSJOK YTEHNB HA O G P A T H ~ I ~ ~  KA;K'AOfo H0BOrO 
PECnOHfiEHTAl uecr~ym nClAHLIki&HKy, ~ t x r n o ~ y  rlclnnoary swuy, na;lraIuIuHnrcy a A p F M  
m w e ,  . r a n H o M y  spmy a npymu mpae ZL'IH ~y.W-rut6ynb ewe? / H E  Y H T A T ~ I  

(1) Colrepme~uo TOVHO cornacnncn 6b1 -+K BORPOCY JO 
(2 )  Haeepnoe, cornacnnca 6u -->K B0/7POCY 30 
(3) Hasep~oe, H e  cornacwrcn 6~ -->K BOnPOCY 49 . 
(4) Coeeprue~~o mwo tie cornacnnca 6t4 -->K BOnPOCY 49 
(9 )  3a~p)'JIIi~locb ~ t ~ t T i f T b / H f f  MHeHHSI -->K BOnPmY 19 



Tenepb ff CdWpaEOCb 3LiqHTaTb B ~ M  HeCKMbKO J"l%epme~lffi, KOTOPbK! BblCKa3bIBaKYP HeKOTOpble PCXClraHe 
no np06,?e~ci~ s n p a ~ o o x p a ~ e ~ ~ s  B tia~ueji cTpaHe. noxanyiima, nourynral'ire mi y7eepxneHnn H cKaxnTe 
MHC no noBony Kaxaoro n3 HUX: BH c H S ~ M  nmHccrfim wrnacm,  mmulrno wrnacm, ~ a c r u ~ ~ ~ o  He 
cornacw K ~ H  nannocrbio He cormcnbl? ( 3 A Y N T a T E )  

3 a w n t i s x m  M ~ e r c c  
rlanttocrrlo %CTH.~HO oreerm pasno 9acr~wi1  ue %mr~ocrbw, 

cornaceu cornacen (HE 9MTATb) (HE 'IWATb)cornace~ tie cornaceti -- 
S I. 3anan~we KoMnanHu, KmopHe npoaam 

neKapcrm H Mennusincuoe 060pyao~a~ue 
B POCCHH, npOcrO ucnonbsym 
HaC 5 CBOHX UeJlRX 11 AOAXHH 6 ~ ~ b  

....... ..... ............... ......... ............... ............ ............. ............ W3I'HaHH C POCCU~CKOPO PblHKa : 1 2 ( 9 )  (4 )  .'. 5 6 

53. Bpaw HacranbKo ~ e ~ s a n u ~ n q n p o s a ~ a t ,  

I 410 II C3M, BePOSlTHO, CMOr 6~ JIYlrLUe 
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SECTION I 
CURRENT STATUS OF HEALTH CARE SYSTEM IN 

RUSSIA, VOLUMES 2,3,4,5 

1.1 Summary 

As chronicled in the nation's newspapers, the health care system in Russia is far fiom impressive. 
Many articles have been written about the spread of disease. Another recurrent theme in these 
articles is the effect of the health care crisis on the demographics of Russia. Journalists tend to 
concentrate on specific health indicators to judge the effectiveness of the health care system. They 
tend to rely upon the incidence of disease and rates of b i d  and mortality as the final arbiters of the 
quality of the health care system. The effect is sobering. Infrequent references to international 
conferences or specific aid programs cannot dispel the sense of impending disaster to which the all 
too fiequent recurrence of words such as epidemic and crisis give rise. Stories on incidences of 
hepatitis, scabies, syphilis, tuberculosis, rabies, diphtheria and AIDS are commonplace while the 
declining birth rate and rising mortality rate seem a constant cause for concern. As might be expected 
the unfortunate plight of Russian children is particularly highlighted in many articles and stories. On 
a similarly disturbing note, a marked and widespread absence of optimism for the future of the health 
care system is apparent. 

1.2 Incidences of Disease and Infection: 

#623 (Narodnaya Gazeta N0.247~1993~12.24) 

THE EPIDEMIC OF DYSENTERY CONTINUES IN THE VILLAGE OF STROYGORODOK -- 

The number of victims has already reached 273. The cause of the epidemic has been discovered to 
be fecal matter in the supply of drinking water. At present the village apartments are relying upon 
boiled water. The supply has been chlorinated three times using in total nearly a ton of 
monochloride. 

The source of the fecal matter has not yet been discovered or isolated. 

#695 (Nizavisimaya Gazeta No. 17, 1994,01.28) 

FROM DECEMBER 28 TO JANUARY 21 IN THE TERRITORY OF THE SARATOV OBLAST 
74 CASES OF DIPHTHERIA WERE REGISTERED INCLUDING 18 CHILDREN - 
According to information received on January 23,6 children have died fkom diptheria 

- -. 
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ACCORDING TO HEALTH CARE OFFICIALS IN EKATERINBURG IN 1993 THE 
INCIDENCES OF DISEASES GREW BY 1.3 TIMES FOR TUBERCULOSIS, BY 6 TIMES FOR 
DIPHTHERIA, BY 3 TIMES FOR SYPHILIS, BY 2.5 TIMES FOR TICK BORNE 
ENCEPHALITIS AND BY 1.3 TIMES FOR SEROUS HEPATITIS 

Medical experts have discovered a social origin for these infections: enterprises have ceased virtually 
all medical assistance while private companies have never offered such services. Hepatitis has grown 
in connection with the drastic decrease in the quality of drinking water. Medical personnel have 
developed a program to fight socially dangerous infections, however they believe that the increased 
incidences of these diseases will continue as it would require ten billion roubles to eliminate the 
causes of these diseases. 

#959 (Sevodniya N75,1994,04.22) 

IN THE LAST 12 MONTHS IN ST. PETERSBURG DEATHS FROM TUBERCULOSIS HAVE 
NEARLY DOUBLED 

Until the end of 1994 the rate of incidence of tuberculosis is expected to grow steadily. The chief 
doctor of the city tuberculosis clinic Vladimir Zaytzev announced that the sudden growth of this 
terrible lung disease was caused by increased migration to St. Petersburg from former southern 
republics of the USSR which have very unfavorable conditions fi-om a medical point of view. Many 
of these emigrants are &aid of X-rays which aid in early diagnosis and come fiom socially 
defenseless stratum of society. Since the beginning of the year there have been 61 1 cases of 
diphtheria which is 70% more than there were in one quarter of the previous year. For 20 patients- 
the disease resulted in death. All of those who died fiom the disease, which included children, were 
not vaccinated against the disease. 

#755 (Kuranty No.31, 1994,02.17) 

ONLY ONE OUT OF EVERY FOUR MOSCOW SCHOOL CHILDREN ARE FULLY HEALTHY 
UPON GRADUATION 

According to data fiom the Academy of Medical Science published in the journal "Medical News", 
the students studies most often suffered fi-om allergies, however there was also a high incidence of , 
psychological disorders: among young children nearly 1594, while among teenagers 20-25%. 
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1.3 Effect of Health upon Demographics: 

#702 (Izvestiya No. 20, 1994,02.02) 

ACCORDING TO OFFICIAL DATA PRESENTED IN A NATIONAL SPEECH ON THE 
SITUATION OF CHILDREN, IN THE PAST YEAR 1,362,000 CHILDREN WERE BORN, TWO 
TIMES FEWER THAN WERE BORN IN 1987. 

In 1993 number of deaths surpassed the number of births by nearly 805,000. In sixty-nine territories 
a negative rate of population growth has already been registered. The birth rate in Russia last year 
fell below the critical point to become one of the lowest in the world at 9.2 per 10,000 persons while 
the mortality rate, conversely, increased fiom 10.5 per 10,000 in 1987 to 14.6 per 10,000 last year. 
This has given specialists reason to assert that after 20 years the discussion will turn to the 
demographic legacy of today's reforms and the ability of a diminished population to sustain 
pensioners. 

A world-wide health care organization has arrived at several criteria for the evaluation of the status 
of health and welfare of nations. One of the hdamental criteria is infant mortality. At the beginning 
of the 1970's in Russia this indicator was comparable to levels in the USA, Great Britain, West 
Germany and had even begun to decrease noticeably. However, since 1990 (17 deaths per 1,000 
births) the mortality rate has again begun to grow and last year the rate increased to 19 per 1,000. 
The reasons are as follows: hypoxia, brain hemorrhage, congenital developmental anomalies, and 
intrauterine infections. In order to clearly illustrate the losses which society incurs as a result of 
infant mortality, the number of unlived years was calculated. In 1992 the total was nearly 500,000. 
The rate of mortality among children fkom age one to fourteen is also rising. The primary factors are 
traumas and unfortunate accidents, the decrease in the availability of high-quality health care for 
chronic and serious childhood diseases, excessive cost of drugs and the introduction of fees for many 
types of medical care. 

The most direct influence on demographic statistics are factors such as the maternal mortality rate 
which is 15-20 times higher than that in developed nations. The reasons are: illegal abortions, 
hemorrhaging and toxicoses. According to expert evaluations 60% of deaths among women are 
preventable. In connection-with this, we stand as the record-holders for the number of abortions. 
According to official statistics there are 3.5 million abortions every year, and noone knows the actual 
figure. 

Many of the mentioned factors were presented at the Russian assembly for "Protection of the Health 
of Mothers and Children" organized by the Commission for Women, Families and Demographics 
under the President and the International Fund for the Protection of the Health of Women and - 
Children which was recently held in Moscow. 
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Nearly 3 dozen different programs in this sphere have already been developed, however they are 
struggling to achieve the necessary resources and basic coordination. Revisions and clear funding 
directed toward the most critical areas is desperately needed. 

#594 (Nizavisimaya Gazeta No.242, 1993, 12.17) 

BY THE END OF THE CENTURY IN RUSSIA THERE WILL BE VIRTUALLY NO HEALTHY 
PEOPLE 

This discomfiting conclusion was reached by the authors of the monograph "The Effects of 
Ecological Conditions on the Health of Population of Russia" which was just published in Moscow. 
They establish that without exception the rise in mortality from severe respiratory and intestinal 
infections, congenital anomalies, colitis, leukemia and other diseases is causally connected with the 
worsening of ecological conditions. More than three million people breathe poisoned air. Every 
second Russian drinks water which does not meet required standards for sanitation. 

1.4 Policy, Reform and Foreign Influence: 

#733 (Nizavisimaya Gazeta No.27, 1994,02.11) 

AS DISCOVERED BY "NG" FROM SOURCES IN THE RUSSIAN MINISTRY OF HEALTH 
THE GRANTING OF LICENSES FOR THE IMPORT OF DRUGS TO RUSSIA HAS BEEN 
HALTED 

In fact this constitutes the freezing at customs of many containers of crucial preparations (many of 
which require special storage conditions). These containers are accumulating fines and inevitably- 
bringing about the rupturing of business contacts with foreign partners. 

#824 (Narodnaya Gazeta No.43, 1994,03 .O4) 

THE GOAL OF ANY REFORM IS IMPROVEMENT IN RESULTS ACCORDING TO THE 
HEAD OF THE RAMEN ADMINISTRATIVE RAYON, V.F. DEMIN 

In a cost breakdown the amount of expenditures for industrial production in 1993 constituted nearly 
130 billion roubles. This figure is grave, however, as accounting for inflation this is 12% lower than 
the previous year. There are today 650 doctors and nearly 2,000 intermediate medical personnel , 
working in the health care system of the region. In recent years a children's hospital, the Central 
Ramen Hospital Birth Center, the Nikitski and Chulkov 

Hospitals, the system of out-patient clinics, and tuberculosis sanatoriums have been renovated. For 
the citizens an ultra-sound diagnostic department in the Central Ramen Children's Hospital. A 
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program is being developed for a computer center which would allow for the autornization of the 
investigation of disease histories. Doctors and specialists continually investigate the quality of food 
products. 

#990 (PF, 1994,05.13) 

THE NUMBER OF FEDERAL HEALTH CARE PROGRAMS IS EXPECTED TO BE 
CURTAILED 

As discovered by PostFactum on May 13 fiom official sources within the security department of the 
Russian Federation, specialists fiom an interdepartmental commission for the safeguarding of public 
health consider it necessary to adopt a series of laws in this area. These would include laws 
concerning the health care system, medicinal resources and the rights of patients. 

Also, it is necessary to define which issues concerning the safeguarding of health care must be 
decided on the federal level and which on a regional level. At the last meeting of the commission 
the opinion was put forward that all programs connected with health care must be administered by 
the government. On the other hand in a private conversation with a correspondent fiom PF one of 
the members of the security department noted that this constitutes a backpedaling approach: the 
number of federal programs in connection with the latest presidential decree concerning the 
regularization of documentation preparation w i t .  federal programs will apparently decrease. For 
the regions this will mean more opportunities and fieedom. For example, the production of vaccines 
and serums will be accomplished by the federal government, but distribution and organization will 
be the responsibility of the regions. 

#876 (Moskovskaya Pravda No.54,1994,03.22) 

THE FIRST GERMAN-RUSSIAN CONGRESS FOR REHABILITATIVE MEDICINE TOOK 
PLACE ON MARCH 19 AND 20 AT THE BALTSCHUG HOTEL 

The organizers of the conference were the International Fund for Charity and Health and the 
philanthropic society "CARE Germany". The participants in the Congress discussed a program to 
introduce the German system of rehabilitation to Moscow and Russian clinics. 

1.5 Conclusion 

These specifics paint a grim picture of universal decline in the health care sector. The references to 
international conferences and reform hardly succeed in counterbalancing the reality which the media 
and by extension the people of Russia are all too willing to face head-on. Rates of disease and the -- 
baseline facts of illness and health are the issues that matter to the people. Reforms and policies are 
shown to be important only insofar as they can be shown to directly affect the realityof the health - -. 
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crisis. In addition there is seemingly no clear distinction among Russians between economic and 
social hardships and the health care crisis. Each contributes to the other. Ecological conditions and 
matters directly related to societal decay are presented again and again as the root cause of the health 
problems within Russia. Health care is viewed as one of the many aspects of society that is in crisis 
due to a general breakdown of the nation's governmental and social systems. 

The problems are openly acknowledged and addressed, however, the articles invariably stop short 
of proposing remedies or pointing to a brighter tomorrow. If they present an accurate portrayal of 
the current status of the health care system in Russia, the Russian people are under no illusions as 
to the need for real improvement in the general health of the population. 

International Business & Technical Consultants, lnc. 



Media Analysis of Articles Compiled by IPCC Moscow Page 7 

SECTION I1 
MEDICAL SERVICES IN RUSSIA, VOLUME 6 

2.1 Summary 

As shown fiom articles dating from January to June 1994, it is impossible to paint any one general 
picture of medical services available in Russia. Some articles, far fiom deriding the types of services 
available, have a tendency to focus on the positive, the new, the interesting-it is as if such articles 
are collectively saying that despite problems, innovative progress is alive and well in Russia's health 
care sector. Some other articles, which outline visits by government officials to medical institutions 
or new programs, are a bit more subdued in tone, as if merely chronologically recording events and 
nothing else. Paradoxically, other sources focus on key problems such as insufficient financing for 
the purchasing of medicines and equipment. While these articles also carry a dramatic tone about 
them, the emphasis is more on gaping lacks in the system and how providers are managing despite 
such lacks. The most curious group of sources are those which write about the new types of faith 
healers, promotional events, or special new services- some fiom a negative or objective view, many 
others .from a rather positive point of view. The existence of such articles likely demonstrates: 1) a 
real dissatisfaction among the Russian consumer population with traditional medical services, 2) the 
continuance of old cultural beliefs and superstitions. Finally, while all the sources may detail the 
implementation of a new treatment for cancer or the reorganization of a hospital, the activities or 
faults of a popular faith healer, promotions of a new medical facility, etc., there is a striking absence 
of basic, accurate, comprehensive consumer information type articles on type and cost of medical 
services across Russia. 

2.2 Focus on Positive Factors in the Russian Medical Services Sector 

#235 (Moskovskya Pravda N10,1994,01.18) 

AN ELITE POLYCLINIC OF THE 3RD ADMINISTRATION WHICH UNTIL RECENTLY 
SERVED A SELECTED FEW HAS OPENED ITS DOORS FOR EVERYONE 

58 Doctors and 120 medical staff members, many of which are specialists with the highest grade 
scientific credentials, are prepared to deliver almost any type of medical care. Everyday some 25 
specialists receive patients. In all, the polyclinic has 10 departments. "The polyclinic is one of the 
first in the city to receive a medical insurance license and it can offer paid services to organizations 
and individuals," said the head physician, Oleg Kuzovlev. "Polyclinic care without dental care costs 
$200 dollars per year, with dental care $250, with dental care plus home visits-$350. Of course 
payment will be in the ruble equivalent. In the words of the head physician, the prices are not 
expensive, if compared with analogous services offered at the former 4th Administration Hospital. - - 
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# 240 (Rabochaya Tribuna N 13,1994,01.22) 

THE HEAD OF THE SURGICAL DEPARTMENT AT THE NOVISIBIRSK MEDICAL 
INSTITUTE, PRESIDENT OF THE STOCK COMPANY "SIBANGIOKOR," PROFESSOR 
GREGOGRY MISH HAS SUGGESTED A NEW TREATMENT FOR CIRRHOSIS OF TJ3E 
LIVER 

The procedure, which is hard to call an operation, is fairly simple. An IV unit is hooked to the vein, 
feeding it medicine. Then a vacuum method sucks out the bile and filters it through an original 
sorbent, developed at Catalysis Institute SO RAN under the direction of academician Cryill 
Zamaraeva. The cleansed bile is then returned to the organism of the patient. After this a special 
circuit of medications is used to stimulate the working of the patient's immune system. After 25-30 
days the patient leaves, practically speaking in healthy clinical condition. An analogous method can 
be used to treat heavy, chronic hepatitis. 

Already tens of patients have been treated using this new procedure. In almost 70% of the cases, 
treatment was successful. In terms of modern day clinical treatment, this is a relatively high 
percentage. 

#252 (Delovoy Mir N24, 1994,02.05) 

SICKNESS CAN BE SHOT AT FROM A CANNON (A UNIQUE MEDICAL PROJECT) 

At the Oncological Center of the Russian Academy of Medical Scientists, arrive individuals with 
critical conditions £tom all corners of the MS. It is here within the walls of this academic institute, 
that a new instrument comes to face the disease-a laser. 

Ray treatment has been used in the treatment of cancer for a long time. The problem is that the 
atomic particles are too light. Entering the organism, they fly off in various directions, striking 
healthy organs along with sick ones. Now an experiment is taking place, whereby cancer is treated 
with heavy particles (protons). According to specialists, this is the single type of laser radiation, 
which will concentrate itself on the millimeter of living tissue that it needs to. 

The development of this project along with the building of appropriate equipment is being financed 
by the Russian Ministry of Health and the Moscow city government. On the edge of the city, a 
construction site has been determined. But investors are essential. Some Russian firms have already * 

volunteered to take part in the realization of this project. 

#336 (Rossiskaya Gazeta N157, 1994,03.26) .-- . 

TECHNOLOGY LINKED WITH THE CREATION OF SO CALLED "CLEAN ROOMS" FOR 
- - 
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THE PRODUCTION OF VACCINES AND OTHER PARTICULARLY PURE MEDICAL 
PREPARATIONS IS A HIGH-TECH FIELD THROUGHOUT THE WORLD AND IS KEPT 
SECRET. 

Russian Scientists from the Institute of Immunology, have for the first time in domestic histo~y 
created a whole block of so called "clean rooms." They are designed for the production of vaccines 
and other specially refined commercial medical preparations. "Clean Rooms" can also be used for 
the production of radioelectronic components. In comparison with analogous types of facilities, the 
"clean rooms" at the institute have a row of advantages. They have been constructed only on a base 
of domestic equipment. They can be constructed in practically any area, as long as it has a ceiling 
height of no less than 3 meters. Various combinations can be brought out of the clean rooms, 
depending on the demands of industry. Surrounding personnel are reliably protected. "Clean rooms" 
are already in successful use at the institute. 

2.3 Basic Recording of Events. 

#319 (PF, 1994,03, 16) 

DRAFT AGREEMENT ON BENEFITS TO VETERANS AND INVALIDS IN ALL CIS STATES 
PREPARED 

On the 16th of March the Ministry of Cooperative Relations of the Russian Federation released an 
announcement in which it was noted that the notice for the planned Mid-April meeting of head CIS 
representatives, will include a multilateral agreement on the mutual bringing up of benefits and 
guaranties for veterans and invalids of the Second World War, participants in foreign wars, families 
of deceased military personnel. In the draft agreement are systematically included acts of the former- 
USSR pertaining to benefits and guaranties for war veterans and their families. In the opinion of 
experts, it would be advisable to have analogous acts passed by all CIS states. 

2.4 The Uphill Struggle with Key Problems. 

#280 (Efir-Digest, 1994,02.24) 

OPEN RADIO (MOSCOW): THE MOSCOW RESEARCH INSTITUTE OF 
TRANSPLANTATION AND ARTIFICIAL ORGANS WILL NOT BE AE3LE TO CONDUCT 
KIDNEY TRANSPLANTS THIS YEAR, BECAUSE THE HEALTH MINISTRY HAS NOT 
ALLOCATED ADEQUATE FUNDING FOR THE PURCHASING OF THE MEDICTNE 
NECESSARY FOR POST OPERATIVE PROCEDURES 

-. 

One small bottle of the medicine, Ciclosparina, costs $200-250 dollars. The institute needs a 
minimum of no less than 400 bottles of this medicine per month. The Health Ministry has allocated 

- - 
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funds for the purchasing of a thousand bottles per year. This is such a small amount, that the 
conducting of a kidney transplant becomes meaningless. 

In the meantime, one such operation increases the lifespan of a patient by 5 years. Recently the 
singular way of acquiring funds for the buying of such an important medicine, has been through paid 
operations, which the institute has conducted on foreigners. In February, such operations already cost 
upwards of tens of millions of roubles. 

#326 (Moskovskie Novosti Nl 1, 1994,03.20) 

IN MOSCOW THERE IS A LACK OF DONOR BLOOD 

The other day, the capital's Red Cross urgently called up Muscovites to take part in a blood donor 
drive, organized at various enterprises. The cost of 100 ml of blood- 3 thousand roubles. In general, 
procedures for the taking of blood are identical. Not all blood gathered is used. The methods of 
inspecting it- dictates of the time- have become stricter. Besides tests for syphilis, AIDS, hepatitis-B, 
since 1994 compulsory testing for hepatitis-C has been instituted; according to some statistics, in 
Russia more than 10 million people are infected with the disease. 

Natural donor blood remains unique and irreplaceable. For a long time, scientists have been trying 
to create blood artificially. But such a compound is unlikely to be appearing anytime soon. 
Confirmation of this is the history related to the so called "blue blood," perftoran, created at the 
powefil biological center of the Russian academy of sciences more than 10 years ago. Its use saved 
many a veteran fiom the conflict with Afghanistan, but petty squabbles brought it to the point where 
some of the biologists were criminally charged with experiments on humans. One of the creators 
killed himself. . . 

Of course, at that time, perftoran was far Away from perfection, but its [development] w q  a major 
priority for the USSR. Today, this priority has been lost. Today as before, Doctors use long ago 
developed blood based serums .... They help support geodynamics and respiration, but they carry no 
oxygen. 

2.5 Articles in Support and Against Alternative Medical Services 

#270 (Moskovskaya Pravda N33,l 994,02.18 

BEWARE: ALCOHOLISM 

According to the favorable reviews of patients, the office of anonymous treatment, which is headed - 
by candidate of medical science Sergery Victorovich Kikta, is one of the best in Moscow. The 
hypnotic methods employed by the doctor are unique- after one session ones craving for alcohol 

- - 
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sharply falls. In order to solidifjr the effect, a number of modern methods are used: encoding (strictly 
individual), new medical preparations, Eriksonian hypnosis (the doctor was trained to use this 
method while in the states), SIT, immunological treatment. After the course of treatment is 
concluded, its effect is monitored. Personal attention along with patience fiom the staff is guarantied 
to all patients. In addition, treatment against tobacco addiction is offered as well. 

#278 (RIA, 1994,02.23) 

THE KHBOROVSK EXHIl3ITION WILL NOT ONLY FEATURE THE SALE OF INEXPENSIVE 
GOODS FROM JAPAN AND THE US, BUT ALSO THE MEDICAL TREATMENT OF 
CHILDREN 

800 Foreign and 200 Russian firms will take part in the international exhibition-sale, which will take 
place in Khbarovsk fiom June 1 to August 21, of this year .... 

Alongside the sale, on the territory of the exhibition will be organized meetings of businessmen, 
consultation on the creation of joint ventures, and also the fiee treatment of children, applying the 
latest achievements of medicine .... 

#283 (Trud N35,1994,02.25) 

VERKHOTURIE POLYCLINICS (SVERDLOVSK REGION) ARE NO LONGER CROWED 
WITH PATIENTS: ALL THE SICK WANT TO BE CURED BY GRANDMA LIDIA 

During her free sessions, the healer from Kiev "treated everyone for all types of diseases." There 
were so many longing to be cured, that the local house of culture could not hold all of them, an# 
those that could not get in, with tears begged to be allowed inside. The guest fiom the Ukraine 
banished devils and removed ills; because of this, blood-curdling screams of those treate.d echoed 
fiom the hall, some people ripping off their clothes. Some people could not stand the session and had 
to be taken outside for some fresh air. After the sessions, Grandma Lidia declared that in Verkhoturie 
there is a lot of unclean strength, because of this she became very tired? avoiding looking at people's 
evil eye. 

#343 (Narodnaya Gazeta N60, 1994,03.30) 

VISIT AT THE ALL-RUSSIAN ONCOLOGICAL CENTER T 

The first specialist we talked to was Professor L. Moroz of the Research Institute of Experimental 
Diagnostic and Therapy. "All types of 'clever medical healers' have arisen. I don't want to doubt the - 
possibility of some healers with rich experience and knowledge. However, an evaluation of the 
results of their treatment as a whole shows that unfortunately, the majority of so-called folk healers 

- - 
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are nothing more than charlatans. I have worked on the treatment of cancer patients for some 40 
years, but not once have I encountered anyone of them fully treated by such folk healers." 

"Treating a neglected condition and 'retreating' someone having been in incompetent hands is 
significantly harder than treating the condition from the very beginning- and chances of success are 
fewer." 

2.6 Conclusion 

Unfortunately, while the attention of the media to the medical services field is focused on the 
development of new technologies, the recording of meetings, the pros and cons of faith healers, etc, 
there is a large gap of comprehensive consumer information oriented articles. The few articles 
mentioning types of facilities, services and costs seem more like advertisements than actual sources 
of information. The other significant point of the media analysis is the paradox between coverage 
of state-of-the art technical advances in care and a continual focus on alternative treatments. Another 
similar paradox just as significant relates to their being articles about superlative new treatments and 
state of the art institutions along with articles which describe the lack of essential medicines. This 
presence of first world along with the third makes it near to impossible to herd the types of medical 
services in Russia under one roof. 
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HEALTH INSURANCE, VOLUME 7 

3.1 Summary 

As a whole, media coverage on the new health insurance system can be divided into two types: 1) 
positive views of the system and 2) focus on the difficult problems the system is having. Of the 
former, most sources date fiom the earlier to mid parts of 1993, when much of Russia's new health 
insurance system was still at the theoretical planning stages. Many of these sources are either 
interviews with administrators of the federal or local territorial insurance funds, or with the heads 
of insurance companies. Such articles tend to say in effect that while, some minor problems in 
implementation may remain, a powerful new system for the financing and organization of care is on 
its way, benefiting all concerned parties. Some articles do give a fairly comprehensive background 
of the new health insurance system, however others seem to be functioning more as advertisements 
or self-promotion campaigns for the individuals &g it. 

The second group of sources cast a much more sober outlook on the system, describing the very real 
problems in implementation, organization, and financing that the system is having. Often what is 
said in these sources directly contradicts the rosy predictions of the first group. Chronologically, 
most such articles date fiom late '93 or through the fust part of 1994, a time when the first real 
results of the health insurance system became evident. The general conclusion ultimately reached 
by the reader is that while the theory of health insurance is a good one, real problems in organization 
and financing remain to be overcome if the goal of a quality health insurance system for the people 
of Russia is to be realized. 

3.2 Positive Views and Promotion 

#74 (Kuranti, N 128, 1993,07.09) 

INTERVIEW WITH THE HEAD OF THE WORKING GROUP FOR THE INTRODUCTION OF 
HEALTH INSURANCE IN MOSCOW, DEPUTY CHAIRMAN OF THE STANDING 
COMMISSION FOR HEALTH CARE OF THE MOSCOW CITY COUNCIL IGOR TIJPAKOV 

The compulsory insurance system consists of funds mandatorily contributed to by each employer 
in the form of 3.6% of the sum of employee salaries of such an enterprise, institution, or , 
organization, irrespective of the form of ownership. Those not working-pensioners, invalids, 
housewives, children will have insurance monies paid into the fund by the state. - 
The municipal health insurance fund will finance on a competitive basis various insurance 
companies, each one of which will conclude an agreement with a given number of provider 

- - 
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institutions .... 

The mairi purpose of the fund is so that the doctor will be interested in the patient. An insurance 
company will now pay medical personnel for their work based on the level and quality of care. 
Patients with complaints will now address not the hospital administration, but their insurance 
company, which will guarantee them optimal care. 

#99 (Delovoy Mir Nl73,1993,09.11) 

THE IVASTROVAZ JOINT STOCK INSURANCE SOCIETY ELABORATES SEVERAL 
COMPREHENSIVE MEDICAL PROGRAMS FOR CHILDREN AND ADULTS 

Among the share holders of the stock company "Ivastrovaz" include the powerful textile companies 
"Fatekc," "Tefa," "8th of March," Stock Company "Ivanovokhimprom," and others. 

Complex of worked out programs including "Family Care," "Dental Care of all levels," 
"Rehabilitation," "Curative Cosmetology," "Voice," "Safe Childbirth," "Family Planning," and many 
others. Bases for treatment include. . . the leading centers of the capital. 

#12 1 (Rossiskaya Gazeta N200,1993,10.27) 

AN ALL RUSSIAN CONFERENCE ON THE INTRODUCTION OF OBLIGATORY HEALTH 
INSURANCE OPENED ON OCTOBER 26 IN MOSCOW 

The law was passed only in 199 1, but it has started to work only now, when finally the appropriate 
regulations have been drawn up for the creation of a federal fund of compulsory medical insurance. 
This means a new era for our health care system. Market conditions will enter [the health care field]. 
However, paradoxically speaking, it will be these very conditions that will act as a guarantor by the 
compulsory insurance fund for the least afnuent classes .... 

Each organization, including commercial structures, will in mandatory fashion transfer to the 
territorial funds, which will be created across all regions of the Russian Federation, 3.6% of the sum 
of their employee salaries. Then their will be a second transfer of the funds, by a good equalizing 
principle, to the young and old members of the non-working population. 

We have the right to choose our own doctor and medical institution, which will have already gone 7 

through a licensing process for the receiving of a special certificate. Where we go, the money will 
follow. This process, in the opinion of the Minister of Health Edward Hechaeva, will force medical 
institutions to run a competitive struggle for patients: &dening their spectrum of services and - 
increasing the quality of services offered. 

- -. 
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#I44 (Moskovskaya Pravda N226,1993,11.23) 

INTERVIEW WITH THE CHAIR OF THE BOARD OF THE FEDERAL FUND FOR 
OBLIGATORY MEDICAL INSURANCE, DEPUTY RUSSIAN HEALTH MINISTER 
VLADIMIR STARODUBOV 

"They say that medical personnel are not especially enthusiastic about the Compulsory Insurance 
Fund. Why?" 

"I think that this opinion is mistaken. Under the conditions of compulsory medical insurance there 
will appear the opportunity to begin to earn money. A qualified doctor should receive a lot. Not to 
welcome this is impossible, especially given the fact that pay of medical personnel is the 3rd lowest 
in Russia. In other countries, doctors are among the top 5.... . . . As a result of such reorganization, 
the number of polyclinic doctors will increase, while the number of patients addressing each 
individual doctor will decrease. . ." 

#I45 (Moskovskaya Pravda N226,1993,11.23) 

INTERVIEW WITH GURAM MZHAVANADZE, GENERAL DIRECTOR OF THE GAREMED 
JOINT STOCK SOCIETY, PRESIDENT OF THE RUSSIAN ASSOCIATION OF MEDICAL 
INSURANCE ORGANIZATIONS AND A MEMBER OF THE BOARD OF THE FEDERAL 
COMPULSORY HEALTH INSURANCE FUND 

In the field of health insurance we will work without any commercial interest, because the law 
forbids us to add any commercial charges to our compulsory health insurance policy. Also we are 
forbidden to use compulsory health insurance funds for purposes other than originally intended ..., 

Insurance companies will compensate provider institutions which have rendered patient services. 
Moreover they will compensate with funds obtained fkom the compulsory insurance fund. Of itself, 
this is not a complex procedure. Of course, at the start some difficulties in the implementation 
process need to be worked out. Nevertheless, already today one can say with coddence delays in 
payments to medical provider institutions won't take place. The system is sound from a financial 
point of view .... 

Besides quality control, we will regulate all complaints coming from the consumer population. In 
the structure of our insurance society, "Gamed," we have foreseen the creation of experts for both 
fields. 

International Business & Technical Consultants, Inc. 



Media Analysis of Articles Compiled by IPCC MOSCOW Page 16 

3.3 The Real Problems Faced with the Development of Health Insurance In Russia 

# 130 (Kommersant-Daily N218,1993, 1 1.12) 

In the words of Anatoly Sobchak (mayor of St. Petersburg) [compulsory medical insurance] could 
have been realized in the summer, however the process was hindered by some deputies from the St. 
Petersburg city council, entering the board of the territorial insurance fund, hardly qualified and 
strongly halting its progress .... 

But it appears that the deputies are not the only ones to blame. Over the past few months the Central 
Bank of Russia in conjunction with the health insurance law, monthly collected from St. Petersburg 
enterprises. . . 3.4% of the sum of their employee salaries. This money (20 billion roubles), was 
supposed to become the foundation of the territorial insurance fund, however due to various reasons 
the whole sum timed out to be frozen within the accounts of the central bank. 

#142(Moskovskya Pravda N226,1993,11.23) 

INTERVIEW WITH THE EXECUTIVE DIRECTOR OF THE COMPULSORY FEDERAL 
HEALTH INSURANCE FUND, VLADIMIR GRISHIN 

"Vladimir Vadimovich, fiom y o u  announcement its clear, that if the compulsory health insurance 
fund does not receive additional financial resources, then in no due time after the complete transfer 
to compulsory health insurance, there will be no funds with which to pay polyclinics and hospitals 
for treatment of the consumer population; in other words, a stopping of the financing of medical 
institutions?" 

"The situation is complicated. On the one hand, its obvious, that the normative fund transfer of 3.6% 
for the financing of the compulsory insurance fund is inadequate, it needs to be increased. On the 
other hand, we understand that enterprises are already on their last legs in terms of paying taxes. So, 
when addressing the government, we do not ask it to increase the funds going to the insurance fund, 
but instead ask it to find additional resources fiom the 39% taken for the social tax fund." 

# 155 (Kornrnersant-Daily N249, 1993, 12-25) 

MOSCOW WILL INTRODUCE COMPULSORY MEDICAL INSURANCE ON JANUARY 1, 
1994, SAYS HEAD OF THE MOSCOW CITY HEALTH DEPARTMENT ANATOLY LOVYEV * 

However, one major factor blackens the (otherwise pretty picture of health insurance based 
medicine). . . (It seems that under a system of compulsory health insurance, when a medical - 
institution) has a monopoly for many types of treatment, it then does not have to compete for clients. 
This leads to the of medical services remaining at the prior low level, and often an insurance - - 
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company either cannot or does not want to investigate complaints of treatment made by its clients. 

# 18 1 (Radio "Novosti," St. Petersburg, 1994,02.16) 

Hopes placed on additional financing due to the insurance payments by the major enterprises of the 
city have not proved themselves believable .... 

As a result of major expenditures and general inflation, medical organizations have started to 
accumulate debts, having money only for the payment of personnel. Questions relating to the legal 
base of the new (insurance) system have remained unanswered. 

#202 (Kuznetsky Rabochy N50, Novokuznetsk, 1994,04.02) 

THE TERRITORIAL HEALTH INSURANCE FUND HAS SUGGESTED THAT INSURANCE 
WARN MEDICAL INSTITUTIONS THAT THEIR IS A LACK OF MONEY COMING IN FROM 
SOME ENTERPRISES 

Miners. . . and workers of the Novokunetsky Aviation Plant will only be provided with emergency 
care. . . The debt of the Aviation Plant to the insurance fund has become chronic: For 15 months the 
fund has not received one kopeck of funding (fiom the plant). 

#216 (PF, 1994,05.04) 

TKE ADMINISTRATION OF THE KUZBASS HAS TAKEN MEASURES SO THAT HEALTH 
INSURANCE FUNDS ARE DISTRIBUTED AS INTENDED 

. . .As shown by the experience of last year, many local administrations have transferred money not 
to the fund, but directly to medical institutions, which do not at all spend it as intended. .. 

#220 (Rossiskaya Gazeta N86, 1994,05.07) 

ALL MEDICAL INSURANCE COMPANIES IN THE STAVROPOL REGION, WHICH WAS 
THE FIRST REGION IN RUSSIA TO INTRODUCE HEALTH INSURANCE BASED MEDICINE 
ARE GROWING RICHER, MEANWHILE MEDICAL ESTABLISHMENTS ARE GROWING 
POOR 

I 

. . . pay for doctors carrying individual responsibility for the diagnoses and treatment of patients, is 
many times lower than, what the personnel of insurance companies earn, which do not directly treat 
anybody, but only enforce the carrying out of medical diagnoses and treatment. - 
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3.4 Conclusion 

According to the various sources sighted, while many administrators of territorial insurance funds 
or insurance companies continue, for reasons both personal and political, to present a rosy view of 
the health insurance system, the system itself suffers from many real problems. Rather, than being 
a smooth and easy process, the implementation of the new insurance system has proved to be a major 
financial, organizational, and social headache for Russia. Nevertheless, as the sources also state the 
process goes forward. Rather than trying to do away with the system entirely, reformers are trying 
to get it to function as was originally intended. As with other media coverage, many of the articles 
cited seem to be either focusing on the dire problems or on the self-promotion of interested parties. 
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SECTION IV 
PRODUCTION AND TRADE IN MEDICAL 

EQUIPMENT, VOLUME 8 

4.1 Summary 

As presented by the print media, production of and trade in medical equipment within Russia is a 
dynamic industry. Numerous articles evidence a flurry of international and domestic activity 
concerned with supplying equipment and materials for the Russian health care market. The supply 
of information is also significant if international conferences and exhibitions are any indication. 
Clearly international companies perceive that the Russian health care system offers nearly unlimited 
potential for equipment modernization and supply. On the domestic fiont small private firms as well 
as enormous factories are attempting to tap into the emerging medical market. Defense firms are 
converting to production of medical technology and medical experts are using their expertise in the 
field of production. The extent of the investments and efforts is unclear. However, the apparent 
willingness of foreign f m s  to invest in the Russian health care system and Russian firms to work 
both on their own and in conjunction with these foreign companies surely indicates a potential for 
legitimate progress and improvement in the supply of medical technology and equipment. 

4.2 Foreign Medical Production and Trade: 

#I98 (Economics and Life No. 1 1, 1994,03.25) 

INSTRUMENTS OF HEALTH 

More than 500 firms, ventures and organizations fiom Russia, Austria, Great Britain, Germany and 
other nations of the world will present their expositions at the fifth annual international exhibition 
"Medtechnica - 94" which is opening in Moscow on March 21 on the territory of the exhibition 
complex at Krasnaya Presnya. The exhibition was organized by the trade organization "Expocenter." 
This exhibition is the most important of the program of Moscow exhibitions for the past year in that 
health care in Russia is at a stage of reorganization and is in need of a wide array of medical 
technology. 

#I74 (Rossiskaya Vesti No.26, 1994, 02.15) 

THE HEAD OF THE MOSCOW OFFICE OF THE GERMAN CONCERN "SIEMENS A G ,  
ROBERT SCHMIDT: "WE ARE SEEKING AND FINDING RELIABLE PARTNERS IN - 
RUSSIA" 

Our fiscal year does not coincide with the calendar year. It begins on October 1 andqks through 
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September 30. In this period for 1992-1993 we have received a portfolio of orders in Russia worth 
500 million German marks. In the past year this has reached one billion marks. The medical 
technology department of our firm is leading our activities in Russia. Presently it has representatives 
in Vladivostock, Irkutsk, Kemerov and Ekaterinburg. Three quarters of our transactions are 
connected with the medical sector. These transactions are not entered into in Moscow, but instead 
outside of Moscow in the rural regions. 

What can we offer to the Russian medical system? Various equipment and apparatus necessary for 
doctors and patients. For example, tomography. This type of technology is rather expensive. Siemens 
has offered to the Russian market high quality computerized tomography at a relatively low price. 

Siemens is involved in areas such as medical technology and automization, complex administrative 
systems, energy, and telecommunications and it&ormation. 

#I55 (Moskovski Komsomolets No.7, 1994,O 1.13) 

MOSCOW HOSPITALS TO BE OUTFITTED WITH AMERICAN EQUIPMENT 

137 million US dollars worth of medical equipment will be purchased for Moscow institutions. As 
indicated by the Ministry of Health of the Russian Federation, approximately twelve million dollars 
will be spent on US equipment for the production of blood substitutes in polymer bags and a 
technological system to bottle insulin. In the State Institute of Blood Substitutes and Medical 
Preparations substances crucial for the treatment of diabetics will be produced. In addition it will 
produce packaged blood substitutes which are necessary for operations. 

Sixty five million dollars will go towards the purchase of equipment to outfit the NII Bakuleva 
Neurosurgical Complex while sixty million dollars will go to the Bakuleva Cardiovascular Surgery 
Institute. 

The funds are being supplied through an American investment credit which must be reimbursed 
within five years. 

4.3 Russian Medical Production and Trade: 

#I75 (Moskovskaya Pravda No.32, l994,02.17) 

SPECIALISTS AT THE MECHANICAL FACTORY HOLDING CONCERN "LENINETS" HAVE 
DEVELOPED A NEW TYPE OF ELECTROCARDIOGRAPH EQUIPPED WITH A PORTABLE 
BATTERY -. 

New products are satisfying increasing demands on medical facilities in rural areas. . 
- 

- - 
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Living under the constant threat of being disconnected from the medical services network, local 
doctors and rural hospitals have demanded of the administration of the Leningrad Oblast that the new 
electrocardiographs be installed in all medical facilities. At present a contract has already been 
concluded with mechanical factories in St. Petersburg to place several hundred cardiographs in 
oblast medical facilities. 

#57 (Deloviy Mir No.135, 1993,07.20) 

THE MOSCOW MACHINERY INDUSTRIAL ASSOCIATION "BANNER OF THE 
REVOLUTION" HAS BEGUN THE PROCESS OF PRODUCING GOODS FOR SOCIETY 
WHICH ARE SUITABLE FOR TECHNOLOGICAL PRODUCTION, THESE INCLUDE 
MANUFACTURING INSTRUMENTS NECESSARY FOR SURGICAL PROCEDURES. 

#42 (Deloviy Mi No. 108, 1993,06.10) 

AN ASSOCIATION OF MANUFACTURERS OF DISPOSABLE MEDICAL AND CONSUMER 
GOODS WILL BUILD A DISPOSABLE SYRINGE FACTORY IN THE CITY OF 
ENERGETIKA-ATOMSHIKA NOVOVORONESH 

The factory was the idea of the former Chief Sanitation Doctor of the oblast, Yuri Korzha who is 
now the vice-president of the association. Over the course of ten months the production of 200 
million disposable syringes per year was organized. All of the equipment was produced 
domestically. The process of sterilizing the syringes is wholly unique: with the help of an accelerator 
Harkov scientists set up the unit according to the requirements of the association. The association 
then built two factories in Novovoronesh - for the production of plastic plateware and stoppers for 
medical utensils which formerly were imported fiom Hungary for hard currency. 

Not long ago the association constructed another disposable syringe factory in Voronesh which 
produces 200 million syringes each year. In this way the problem with disposable syringes has been 
eliminated in Russia. The associations share is 40%. 

The Voronesh association has begun construction on a factorylpharmacy to produce blood 
substitution solutions on the order of 45 million units (one half liter packets) per year. The solutions 
will be prepared according to the formulas of the well-known German firm 

"Fresenius." In addition the association is planning to produce 30 million systems for transfusion of 
these solutions as well as systems for artificial kidneys and hearts as well as one billion needles for 
the disposable syringes. The association will be able to guarantee the availability of these products 
to the entire European part of Russia. -. 

This type of factorylpharmacy exists nowhere else in the world. - .- 
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Presently computer modeling is being done in Germany. Finished designs are sent by fax and work 
is begun immediately. The association intends to take 2.5 years to build the factory. The new factory 
will also create 3,500 jobs. 

The association has also found a means of financing for the construction of an insulin producing 
factory: the Americans have promised not to disclose the source. 

Yuri Korzha hopes to build a factory to produce various surgical instruments for standard operations 
such as the removal of appendix, hernia surgery and caesarian deliveries. 

4.4 Conclusion 

The specifics of change in this sector as expressed in these articles are encouraging. While some of 
the progress is apparently short term and specific, the reality of significant investment in the 
equipment supply sector of the health care system bodes well for the future. Foreign and domestic 
firms are not only showing their wares and selling products, they are investing for the long term. 
Although such activities do not yet constitute the norm, factories are being built and supply networks 
are being developed. Perhaps more importantly, Russian firms appear to be recognizing that the 
health care industry could constitute a long term source of business for technology and equipment 
purchases. One issue, however, should not be overlooked and that is the question of cost. These 
articles clearly show that foreign equipment and even newly produced high-tech Russian equipment 
does not come cheap. The ability of typical health care facilities to purchase the products now 
offered to them remains unclear. The fact that top quality medical equipment and technology is now 
available to the Russian health care system must, however, be seen as a positive sign for the future. 
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SECTION V 
NEW PUBLIC HEALTH STRUCTURE, VOLUME 9 

5.1 Summary 

The Russian health-care structure is undergoing significant changes. According to the assembled 
articles, new facilities, procedures and approaches are being created and implemented across Russia. 
The nature of these changes appears to be on the whole positive, yet unstructured. The new facilities 
and structures are no doubt necessary, but there is no indication that they constitute part of an overall 
plan or will contribute to progress in the health-care sector as a whole. This is especially true with 
regard to financial systems. Privatization is shown to be a viable option in several areas; however, 
a widespread expectation of universal f i e  health care is clearly evident. One can conclude fiom the 
articles on new health-care structures that localized specific progress is being made. Whether this 
progress will be sufficient to significantly affect the general provision of health care in Russia 
remains unclear. 

5.2 Privatization and Financing: 

IN THE KEMEROVO OBLAST MORE THAN 100 PRNATE FIRMS, TRADING COMPANIES 
AND COOPERATIVES ARE PROVIDING MEDICAL SERVICES TO THE POPULATION 

According to statistics fiom the oblast in 1993 in the Kemerovo Oblast the medical services for the 
population included 212 hospital facilities with 39,500 beds, 25 ambulance and emergency stations- 
and 40 sanitatiodepidemiology stations. The medical services also include 297 ambulances and 
polyclinics with a general capability of 59,900 visits per working shift. The number of doctors of 
all specialties is 14,000 and the number of intermediate medical personnel is 37,900. There are 44 
doctors, 120 intermediate medical personnel and 124 beds for every 10,000 persons. 

326,000 workers and their families rest and receive treatment in 38 sanatoriums, a resort, 81 
preventoriums, and local seasonal facilities. 

#1 (Meditsinskaya Gazeta No.1, l993,O 1.0 1) 
I 

THE MOSCOW MEDICAL EXCHANGE BEGINS TRADING AT SHABALOVKA 

Manager of the Exchange - V.I. Beregovoy Shares on the exchange cost 100,000 roubles. Ownership -. 

of shares guarantees the right to be present at every auction without charge. Tickets for other visitors 
cost 100 roubles. At the auctions the following are represented: medical supplies, diagnostic 
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equipment, apparatus, hospital equipment, medical instruments, disposable materials, replacement 
parts, bandages, reagents (in all nearly 800 types) as well as medicines, medicinal herbs, raw 
materials and food products (more than 300 types). 

A representative of the leadership of the medical exchange Evgeni Tonik stated "Medicine has the 
best prospects of any capital investment. For now the exchange is not wealthy, but we, the joint 
venture 'Medreks' and the association 'Detstvof as a team are helping the exchange to stand on its 
own. I think that it has a future." 

The exchange only organizes auctions and does not participate in them. Brokers provide clients in 
association with the exchange office. 

Address of the Moscow Medical Exchange - Shabolovka, 3 

5.3 New Facilities and Programs: 

#I82 (Narodnaya Gazeta No.64,1994,04.05) 

GRANDMOTHERS AND GRANDFATHERS CAN GO FOR HELP TO THE MEDICAL\SOCIAL 
OFFICE OF THE REGIONAL SOCIETY OF THE RED CROSS DOMODEDOVO W C H  JUST 
OPENED IN THE FIRST DAYS OF APRIL 

Here elderly people can have their blood pressure checked, receive medicine and, if necessary, get 
an injury dressed or bandaged. In the future the off~ce plans to increase the range of available 
medical services. Two not insignificant details: first, the office is located in the exact center of the 
city and getting there is very easy and second, the medical services are offered free of charge. - 

#I72 (Deloviy Mir No.50, 1994,03.11) 

AT THE VOLZHSKI AUTOMOBILE FACTORY A CENTER FOR WORKERS' MEDICINE 
HAS BEEN CREATED 

One of the most important assignments of the new structure of subdividing large factories is the 
prevention, discovery and treatment of illnesses among persons working in hazardous situations. 

Medical services are moving closer to the work place in industry. The network of medical facilities ? 

is broadening. Doctors will now have regular hours for seeing patients and perform regular 
preventive screenings in order to provide qualified medical aid to any of the factory's workers at a 
convenient time. -. 
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#I62 (Trud No.29, 1994,02.17) 

A CHILDREN'S REHABILITATION CENTER AND SCHOOL HAS OPENED IN 
PETROPAVLOSK-KAMCHATKA - ACCORDING TO SPECIALISTS IT IS THE FIRST 
INSTITUTION OF ITS KIND IN THE RUSSIAN PROVINCES 

Among its staff are experienced pediatric doctors, doctors of psychiatric therapy, logopedics, and 
opthamologists. The primary specialty of the center is the correction of hearing and sight among 
children with hearing and sight difficulties. In addition, the center provides help for parents of 
children who suffer fiom defects in proper physical and mental development. The treatment and 
training of young children and teenagers is organized according to specialized programs which 
employ the most modern techniques in the areas of both medicine and specialized pediatrics. 

#142(Moskovskaya Pravda No.253,1993,12.30) 

IN MOSCOW A CITY CENTER FOR REPRODUCTIVE HEALTH AND FAMILY PLANNING 
WILL BE CONSTRUCTED ON SEVASTOPOL PROSPEKT 

The building will be constructed by the Turkish fm "Enka" which built Petrovski Passazh and is 
currently restoring the upper floors of the White House. This specialized project will allow for 
separate rooms for mothers and their newborns as well as a special system of ventilation in the 
operating rooms. The clinic will have space for 250 beds. It will offer consultative and diagnostic 
services and have a department of obstetrics and gynecology as well as an extracorporeal department 
in which will be performed so-called test tube conception. The center will be equipped with French 
equipment valued at approximately five million dollars. 

The leadership of the medical management team is determined that this center will provide service 
to all women who come to it free of charge. 

5.4 Conclusion 

These articles make clear that in response to a clear need for improvement in health care, attempts 
are being made to change the structure of health care provision in Russia. Unfortunately, it is equally 
clear that the changes are more quantitative than qualitative. With few exceptions the solutions are 
extensions of the government-controlled structures of the past. If the health care system is indeed 
in crisis these solution will, at best, address specific recognized needs without any sort of 
broad-based reform. True significant changes in concepts and approaches seem to constitute only 
a small part of the new structures emerging in the Russian health-care system. Health care is 
perceived as a fundamental requirement of society and the general tenor of these articles is one of -- 
progress and optimism: health care is moving forward with modern ideas and technology. This 
contrasts sharply with the general perception of a health-care crisis in Russia. 

- .- 
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SECTION VI 
P-CEUTICAL INDUSTRY, VOLUME 10 

6.1 Summary 

The pharmaceutical industry is the subject of a great deal of media attention. Foreign investment and 
aid are highlighted as well as advances in domestic research and production. An undercurrent of 
concern, however, is also present. Shortages and significant cutbacks in fundig are frequently cited 
as threats to the integrity of the pharmaceutical industry. Financial systems aimed at controlling 
prices and assuring access to necessary drugs are evident, yet they would appear to be only partial 
solutions. The industry is in a period of flux and is attempting to both spur domestic supply and 
production while encouraging foreign investment all in an effort to achieve a stable pharmaceutical 
market. 

6.2 Financing and Supply of Pharmaceuticals: 

#336 (Deloviy Mir No.91, 1994,04.28) 

A WIDE RANGE OF PHARMACEUTICALS IS NOW AVAILABLE AT PHARMACY 
COUNTERS. THE INCREASE IN QUANTITY AND ASSORTMENT HAS ALLOWED FOR AN 
INCREASE IN THE REORGANIZATION OF THE PHARMACEUTICAL SECTOR THIS CAN 
FOLLOW THE EXAMPLE SET BY MOSCOW. 

Presently almost all pharmacies have been granted legal independence, opened payment accounts 
and settled their balances. As a result their relationships with their suppliers have changed. - 
Pharmacies now operate using warehouses and pharmaceutical factories as economic partners. 
Positive results have not been slow in coming. 

At the same time many are disturbed by the high prices for drugs whose expiration dates have 
sometimes passed, the massive numbers of closed pharmacy counters and the level of service. 
Discussions have begun about turning pharmacies over to private interests and selling them at 
auction. It is said that in the West most of these sorts of facilities are owned privately. 

A number of questions have arisen among pharmacists. The well known company "Nikomed", 
hoping to answer its colleagues questions, organized a seminar for pharmacists and doctors in 
Moscow. The role of pharmacies in the microstructure of a modem city, privatization fiom the point 
of view of doctors and pharmacists as well as medical insurance were discussed. 

A presentation of the firm's new facilities was conducted - sales outlets and pharmaceutical 
warehouses in Moscow. The firm belongs to an international association of pharfnaceutical - .. 
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companies which make up the corporation "Hafslund Niomed" the products of which are in demand 
the world over. Nikomed has been working successfully with Russian partners for several years. 

$319 (RIA, 1994,03.30) 

THE GOVERNMENT ALLOCATION FOR THE PURCHASE OF DRUGS HAS BEEN 
DECREASED AND THE SHORTAGE OF MEDICINES IS GROWING 

The security of the population's drug supplies will worsen dramatically by the Fall of 1994 if the 
extraordinary measures are not adopted at the federal level. This prognosis was presented on March 
30 by Galina Korotkova the leader of the trading organization "Pharmimeks" at the Meeting of 
Russian Pharmaceutical Association currently taking place in Moscow. 

"Presenily in Russia we have begun to receive drugs paid for through credit accounts in the World 
Bank and EC," Galina Korotkova told our correspondent. "As of the end of March the value of these 
shipments was more than 100 million dollars." 

In the opinion of Ms. Korotkova these deliveries through these lines of credit makes the situation 
easier (in the first six months shipments of medicine worth between 250 and 300 million dollars are 
expected), however, they will not solve the fundamental problem. 

"Since 1991 ," explained Ms. Korotkova, "the government apportionment for centralized purchases 
of pharmaceutical has been cut (from a total amount of fiom 2.5 to 1 billion dollars in 1992 to 500 
million dollars in 1993). Official statistics regarding the allocation of funds for the current year have 
yet to be released, however, according to official statistics the figure will be even lower than that for 
the previous year. At the same time domestic drug output is falling - by 13% in 1993 - which is- 
critical. For example only 9% of the demand for cancer dmgs was met. Due to the lack of anaesthetic 
resources operations have been put off. Equipment for biomedical research is idle due to a lack of 
reagents ." 

"In all civilized countries there is government support for the security of the supply of 
pharmaceuticals. The population of Russia does not have such support," stated Ms. Korotkova, 
"price limits have not been set and this puts a terrible burden upon the ill. There is no organ in Russia 
that controls the situation; noone knows what kind of hidden problems are going to arise today in 
different medications or how many and what kind of pharmaceutical are coming into the country 
&om various sources." 
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6.3 Production and Development: 

#320 (Nasha Gazeta No.38, Novokunetsk, 1994,03.3 1) 

AN AGREEMENT HAS BEEN REACHED REGARDING INVESTMENT IN A CONVERSION 
PROGRAM FOR THE KUZBAS DEFENSE INDUSTRY. THE AGREEMENT WAS 
NEGOTIATED BETWEEN THE ADMINISTRATION OF THE KEMEROVO OBLAST AND 
THE FEDERAL COMMITTEE FOR DEFENSE PRODUCTION. 

The agreement provides for the refitting of the Kemerovo factory "Kornrnunar" for the production 
of pharmaceuticals. 

RUSSIAN SPECIALISTS WORKING AT THE HEADQUARTERS OF THE TRADING 
COMPANY "INPOLIMED" IN MOSCOW HAVE DEVELOPED A NEW MEDICAL 
COMPOUND "LIBEROL" 

The drug has passed through clinical tests and has been authorized for application by the Ministry 
of Health of the Russian Federation. 

The compound takes the shape of a blue, oval, polymer film which can easily be attached to gum and 
dissolves into the gum in 20 -30 minutes. The primary active component of Liberol is Tioliberin. 
a natural brain substance. 

Improving the flow of blood in the brain, the compound acts almost immediately as an anti- 
depressant and psychiatric stimulant. In 30 minutes mood, physical and psychological attitude, 
aptitude for work and attention span all improve while sluggishness, apathy and depression 
disappear. 

#275 (Kornmersant - Daily No.26, 1994,02.15) 

NEITHER HEALTH NOR MEDICINE 

It seems as if, in the near future Russia may find itself without both life-sustaining medicines and 
a system of bio-medical science. Such a conclusion can be drawn fi-om the announcement by the 
president of the Russian Academy of Medical Science, academic Valentin Pokrovskovo, in which 
he stated that the research program for the pharmaceutical sector for the years 1994-2004 may not 
be completed due to the lack of government financing. -. 
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6.4 Foreign Involvement and Investment: 

#304 (BMMR, 1994,03.17) 

THE REPUBLIC PHARMACOLOGICAL UNION "PHARMATSIYA" HAS CONCLUDED A 
CONTRACT WITH THE AMERICAN FIRM "BRISTOL-MEYERS SQUIBB" TO BFSNG ITS 
PRODUCTS INTO THE RUSSIAN MARKET 

The firm produces cardiovascular compounds which are sold in many countries. 

#202 (Kommersant - Daily, No.209,1993, 10.30) 

REPRESENTATIVES OF THE GERMAN CHEMICAL-PHARMACEUTICAL CONCERN 
BAYER WHICH IN THE LAST CENTURY CREATED THE COMPOUND 
ACETYLSALICYLIC ACID AND WAS THE FIRST COMPANY TO SELL THE DRUG UNDER 
THE NAME "ASPIRIN" ANNOUNCED AT A PRESS CONFERENCE IN THE METROPOL 
HOTEL ON OCTOBER 28, 1993 THE BEGINNING OF THE PRODUCTION OF THE 
COMPOUND IN RUSSIA 

6.5 Conclusion 

The Russian pharmaceutical industry as represented in these articles has entered a chaotic period 
during which is willing to try anything which might lead to a stable supply and production of 
pharmaceuticals. From financial systems to direct imports and joint ventures, all facets of the 
industry are changing. Foreign investment seems to be a viable option due to the potential for profit 
in the pharmaceutical industry, however, as with most foreign goods and services, price remains a- 
significant barrier. According to these articles the prices demanded by foreign imports and 
investments is higher than many Russians can afford. Prospects for the future appear s~mewhat 
positive due to the extent of foreign involvement and Russian determination to increase and improve 
production. Maintaining the safety net so important to many Russians will, however, remain a 
serious challenge. 
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SECTION VII 
SPEECHES BY HEALTH OFFICIALS, VOLUME 11 

7.1 Summary 

If any one conclusion can be drawn fiom the most recent and significant speeches made by figures 
within the sphere of Russian health care it is this: The decline in the Russian health care system is 
not so much a reflection of decline within the health care system itself, as it is a decline in Russia's 
political, economic, social, and moral foundations. The country of Russia is going through a stressful 
crisis that is tearing away at all foundations of its society, health care being one among many such 
foundations, If the health care system in Russia is to be reformed, the society must first evolve the 
proper structures ranging from stress centers for adolescents to better control over inflation to far 
greater political stability. One thing is certain, no matter how qualified health administrators and 
medical personnel may be, their hands are tied if society as a whole does not heal itself of its chaotic 
disturbances and troubled discord. 

#6 (PF, 1993,02.11) 

ACADEMICIAN ALEXEI YABLOKOV: A NEW APPROACH TOWARDS HEALTH 
PRIORITIES IN RUSSIA IS NEEDED 

The council to the president on ecological and health protection has prepared a report for the security 
council of the Russian Federation, containing conclusions which will force a major change in the 
traditional way the nation's health problems are viewed. The new view bases itself on the decreasing 
of the average Russian lifespan to lower than 70 years. Figures have shown, that the major factors- 
of premature death [in Russia] do not have to do with the quality of medical services, but with 
social-economic and ecological factors. The threat to national security from the w o r s e ~ g  of the 
nation's health (premature death) will be more or less lessened when the social-economic causes then 
the ecological causes of this factor are eliminated, reforming medical institutions is the last of our 
priorities. 

#37 (Trud N 147- 148, 1993.6.26) 

INTERVIEW WITH ACADEMICIAN LEVON BADALYANA, OF THE RUSSIAN ACADEMY 
OF MEDICAL SCIENCES AND RUSSIAN ACADEMY OF EDUCATION 

[Russia's leaders] need to be more considerate and caring about their people. The president says 
something, the speaker immediately takes an opposing stand, not with any less conviction. They are -- 
heard by millions of people, and many of these millions literally have their spirits split. (By the way, 
the word schizophrenia comes fiom the words "schizW-split, and "phreniaU-spirit) - -  

- - 
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How can one immediately put before people such demands? Who is capable of understanding what 
is constitutional and what is not, what is legitimate and what is not. . . 

Fires need to be put out in Russia. Above all there needs to be a rise in the standard of living. A new 
constitution: So that a person knows that his rights cannot be taken away and that his property-even 
if its only his apartment-is inviolable. 

#I03 (Novaya Ezednevnaya Gazeta, 1993,09.22) 

INTERVIEW WITH THE CHAIRMAN OF THE CENTRAL COMMITTEE OF THE UNION OF 
RUSSIAN MEDICAL PERSONNEL, MIKHAIL KUZMENKO: BY THE YEAR 2000 THERE 
WILL BE NO HEALTHY PEOPLE IN RUSSIA. 

We, union members, and our scientific colleagues have urged the president to listen about the 
problem of health care and medical science, placing it on the pla- of national security. By the 
year 2000 there will be no healthy people in Russia. . . 

[The federal ministry of finance] does not finance our institutions. . . 

Almost all the clinics of the Academy of Medical Sciences closed for the summer. . . 

In Ekaterinburg the institute of tuberculosis has closed and released all one thousand patients 
because there is no money for water, gas, food, treatment. 

In Oblinsk the onochological center has closed. There is no money. 

# 152 (Kommersant-Daily N22 1, 1993, 1 1.17) 

HEAD OF THE RUSSIAN ANTI-AIDS CENTERVADIM POKROVSKY COMMENTS ON THE 
STATEMENTBY A MOSCOW SANITARY CONTROL COMMITTEE OFFICIAL WHO SITED 
STATISTICS SIGNIFYING A SHARP GROWTH IN THE NUMBER OF AIDS CASES IN 
RUSSIA. 

Preventive measures taken are all well known. . . however, the lack of public information such as 
the lack of publication of scientific articles, and simply lack of statistics on spread of the disease, has 
given rise to a false feeling of security. 

And as experts have predicted, the epidemic has begun and society as before is not prepared to 
counter it. [The state] does not finance the program against aids. Legislation regulating the - 
obligations of the state to suffers of AIDS, ran through the former parliament and was hung to dry. 
Its also doubtful how suffers of aids can in Russia's dire economic conditions depend on qualified 

- - 
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care for their condition-the cost of such care being several thousand dollars. 

#I64 (RIA, 1993,11.30) 

PROFESSOR CHUGAEV: PENAL CAMPS ARE HOT BEDS OF TB. 

#I70 (RIA, 1993,12.21) 

BRAIN D W  OF MEDICAL SPECIALISTS FROM RUSSIA MAY HAVE CATASTROPHIC 
CONSEQUENCES FOR THE COUNTRY 

For the past two years, some 150 medical scientists have emigrated abroad. Another 200 are working 
abroad on a contractual basis ..., [The President of the Russian Academy of Medical Scientists, 
Valentin Pokrovsky] emphasized that those leaving are the scientific and medical elite, and that this 
significantly undermines Russia's health system. Valentin Pokrovsky observed that for the past time 
interest among young people in the medical profession has significantly fallen. A significant number 
of perspective young scientists are going to work instead for commercial structures not at all linked 
with medicine. 

#I79 (Megapolis Express, N5 1 1993, 12.29) 

INTERVIEW WITH ALEXEI YABLOKOV, ADVISER TO THE RUSSIAN PRESIDENT ON 
ECOLOGICAL AND HEALTH ISSUES 

Today there are fewer people dying from heart problems than from suicide. More fi-om accidental 
deaths than from cancer. Death as the result of industrial accidents, transport collisions, poisoning- 
constitutes a real threat to the nation ... we are headed towards technological catastrophe. On average 
everyday in the country there are two gas explosions. . . Everyday there is a major rai1road:disaster. 
. .Every month a major industrial disaster, twice a deadly disaster along the ranks of the radioactive 
explosion at the Tomsk nuclear facility. 

And we don't have a real government. We have a group of varying ministries each one defending 
their own interests. 

#I93 (Sevodnya N28, 1994,02.12) 

CHILDREN'S PRACTITIONER I. LESHKEVICH SPEAKS ABOUT CHILDREN'S HEALTH IN 
RUSSIA 

Last year only 27% of some 62 thousand Moscow newborns were pronounced totally healthy, 
because as follows many pediatric diseases our obtained while still in the womb of the-mother, as  - - 
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a result of many negative factors acting on her: stress, bad diet, pollution, etc. for the past two to 
three years there has been a dramatic growth in chronic pediatric diseases such as cancer, 
endocrinological diseases, including diabetes, and especially worrying is the growth of diseases of 
the nervous system and sense organs, of psychological disorders. 

The growth of psychological disorders is influenced by many factors but most especially a child 
needs a normal, kind microclimate for survival, this is called a stable family. . . No one was prepared 
to face this dramatic growth in psychological disorders, including medical professionals. 

#223 (Znamya, Kaluga, 1994,03.11) 

INTERVIEW WITH HEAD OF THE DEPARTMENT OF GYNECOLOGY OF THE KALUGA 
AMBULANCE SERVICE, N. V. PESHKO 

For the past two years the number of operations performed has dramatically grown, especially major 
ones. The quantity of hemorrhaging and stillborn births has grown dramatically. There is one central 
cause: Among many of our patients the quality of life has greatly worsened, stresses taking a chronic 
character. 

#23 8 (Komsomolskaya Pravda N49,1994,03.23) 

INTERVIEW WITH IMMUNOPROFILAKTIKA PROGRAM DIRECTOR AA MORGUNOVA 

The worsening of sanitary conditions has to do with a worsening of living conditions. Migration has 
greatly increased: refugees, war victims, beggars. . . they are all carries of epidemiological diseases. 

#266 (Moskovskya Pravda N86,1994,05.04) 

INTERVIEW WITH HEAD OF THE MOSCOW REGIONAL NORCOLOGICAL CENTER, 
VALENTIN GALKIN 

According to studies carried out by us some 10 to 30% of the labor force needs the help of 
psychologicaVnorcological support s m ,  psychotherapists, social workers. And members of their 
families need essential psycho/correctional support services. . . [over the past few years] the majority 
of industrial accidents have occurred because of high alcohol intoxication. 
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7.2 Conclusion 

#23 (Moskovskya Pravda N lO8,1993,06.09) 

INTERVIEW WITH MOSCOW MEDICAL ACADEMY PROFESSOR YEVGENY YUMATOV, 
DIRECTOR OF THE INTERNATIONAL REGIONAL STRESS CONTROL CENTER 

A serious thing has happened- our 1Se has lost its arrangement. Disappointment in the past and 
hopelessness for the future. The emotional foundation of society has become negative, when in order 
to over come our crisis a positive outlook is needed. 

- .A 
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SECTION ViPI 
PRIVATIZATION - VOLUM[E 12 

8.1 Summary 

If the sources cited is any indication, a dichotomy has occurred in Russian society over the issue of 
health-care privatization. On the one side, powerful, dynamic forces in industry and business are 
embracing the concept; on the other side, many other less affluent groups (medical professionals 
among them) fear that privatization is destroying the very foundations of their lives. It seems that 
the two groups diametrically oppose each other and will not try to understand each other's separate 
and mutual concerns. Fortunately, there seem to be a few voices that are less dogmatic and more 
practical: they are for privatization and reform as long as it is carried out rationally over time and 
step by step, that health structures of vital national importance remain under some kind of state 
control and supervision, and that the force of privatization does not oppose state structures and 
regulations, but cooperates with them. 

8.2 Forces Moving in Favor of Privatization 

#6, IPCC, vol 12, (Kommersant N33,1993,08.23) 

AUCTION OF "STOMATOLOGIA" STOCK ENDS ON SEPTEMBER 1 

The (auction) is being carried out by the Moscow property fund. The stock company "Stomatologia" 
definitely presents an interest for those that want to establish control over the commercial 
perspectives of this branch of medicine. However, one needs to know that under the stock company's- 
privatization variant, 5 1 % of the shares already belong to a very narrow working collective. . . 

#12, IPCC, vol 12, (Delovoy Mir N4lYl994, 02.25) 

THE PRIVATIZED KAZAN PLANT OF MEDICAL EQUIPMENT (CHARTER FUND-OVER 
3.5 BILLION RUBLES) DECIDED TO SELL UP TO 20 PERCENT OF STOCK TO FOREIGN 
INVESTORS 

Prepared to become shareholders are firms from the U.S., Germany, Israel, with which there is 
already tentative partnership agreements. The plant manufactures unique medical instruments which 
have sales potential for foreign markets. The enterprise is interested in attracting foreign investors 
for the development of its industry and implementation of new technologies. Already, on the plant 
around 60 percent of the equipment is imported. Participation of foreign investors in organizational - 
structure of the plant, will in the opinion of the plant's management, continue to improve the 
technical base, keeping equipment in working order. - - 
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#137, IPCC, vol 1 1, (Delovoy Mir, N217,1993,11.07) 

MIKHAIL SPOVSKY, HEAD OF THE RF HEALTH MINISTRY DEPARTMENT OF MEDICAL 
SUPPLIES, SPEAKS ABOUT HIS ATTITUDE TOWARD THE ACTIVITY OF SMALL AND 
MEDIUM-SIZE BUSINESSES INVOLVED IN WHOLESALE DRUG TRADE 

The leadership of the health ministry in general supports the activity of commercial forms, which 
fulfil today those niches of the market that cannot be effectively served by the state sector. 

Mikhail Spovsky said that in Moscow alone some 250 private, mixed firms, joint ventures and 
associations have gotten licenses on the right to sell pharmaceutical goods and act as pharmacies. 
Such newly formed commercial forms have become active competitors of state structures, they often 
offer more profitable conditions for the supplying of medicines, and closely follow supply and 
demand. They work without subsidies and special benefits for small and medium businesses. using 
commercial credits for the quick creation of revolving funds. 

8.3 Fearful of Privatization and Change of Ownership Structure 

#2, IPCC vol 12, (PF, 1993,01.06) 

CHAIRMAN OF KRASNOPRESNENSKY DISTHCT COUNCIL ALEXANDER KRASNOV 
CIRCULATED AN OPEN LETTER TO MOSCOW MAYOR YUFU LUZHKOV 

The cause for the writing of this concerned the declaration by the Moscow government. . . on the 
creation of hospices in Moscow. . .there are plans to build a 25 bed hospice on the site of a hospital, 
which serves some 15 thousand . . . 

In the opinion of Aleksander Krasnova, the creation of a hospice on the site of a-recently 
reconstructed hospital with hospital equipment and staff being left on the street is untenable. . . 

#5, IPCC vol 12, (PF, 1993,06.23) 

AUCTIONING OF MEDICAL GOODS MANUFACTURER INCOMPATIBLE IN TULA 
REGION 

Such a resolution was passed by the Tula Oblast Medical Committee, looking at the state 
of affairs at the firm "Medtechnika," whose management would like to auction the company. 

On a meeting held at the company many opponents voiced there opinion. Representatives of medical - 
institutions in Tula complained that "Medtechnika" would exploit its monopolistic position [even 
more if sold off and the company would stop providing medical institutions with individually made 

- - 
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pieces of equipment. 

8.4 Privatization But Not Overly Fast and Only as Needed 

#22 1, IPCC vol 1 1, (Rossiiskiye Vesti N42, 1994,3.10) 

OFTEN CRUCIAL DECISIONS ARE BASED ON DOUBTFUL INFORMATION 

All newspapers are filled with descriptions of the wonders of paid [and privatized] medicine. . .[in 
the West]. "We have to rush to have a system like their's." . . . However, it seems that in many 
so-called civilized countries, the state continues to support care. .. And they say we need radical 
reforms. For example, it's known to everyone that in the U.S. the state supports fundamental science 
and higher education, . . . and agriculture-[without this support] these institutions would long ago 
have disappeared. In other words, society transfers its values into great fields on the principles of 
practical value, of social justice. 

And as if it is not strange, our society has kept quiet about or even ignored the fact that throughout 
the whole world enterprises [medical and otherwise] are becoming the property of their workers. . 
. Under such a form of ownership one gets the most rapid increase in labor productivity, and with 
increasing the quality of goods [and services] produced. 

8.5 Conclusion 

Ironically, not really any of the sources had the average consumer's or average provider's opinion 
on what privatization means to him or her. Most likely it is because such people are too busy trying 
to survive to be thinking about anything else. 

Privatization is not doomed in Russia. Between the businessman and the bureaucrats a golden mean 
is reachable: privatize you may, but make sure that such a change will really bring about solid 
benefits and that the process removes rather than adds to social tension. Spacing the process over 
time helps. Finally, specific national priorities for support by the state need to be determined and 
followed through. 
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HEALTHY RUSSIA 2000-FOCUS GROUP FINDINGS 

I. Background and Purpose: 

A. Ten health care provider and consumer focus groups were conducted in June, 1994 in the Russian 
cities of Khabarovsk, Novosibirsk, Krasnodar and Vladimir, respectively representing Russia's Far 
Eastern, Siberian, South and Central regions. The groups were held for IBTCI under the direction 
of Mr. V l a d i i  G. Andrenko, of the Moscow based Institute for Comparative Social Research. 
Further processing of the 20 hours of tape was completed by The Tarrance Group, of Alexandria, 
Virginia and IBTCI's Moscow office. 

B. The purpose of the focus groups was to gain a sense of the feelings, opinions, and perceptions 
held by consumers and providers on various issues related to the present state of the Russian health 
care system. 

11. Methodology: 

A. Each group was approximately 2 hours in length, with an average of 10 people per group. An 
attempt was made to vary the types of provider and consumer groups interviewed. Provider groups 
varied in terms of status ranging fiom upper level administrative health officials to mid-level medical 
personal. Consumer groups varied as well in terms of age and sex. 

B. The discussion framework for each of the groups centered around general questions relating to 
the state of Russian health care. The attempt was made to gather comments which encompassed the 
system as a whole rather than only the local parts. 

111. Prime Subject Matter: 

A.) System Overview 
B.) Situation of Russian Medical Personal 
C.) Financing of Care 
D.) Changes in Ownership and Administrative Structures of the Russian Health Care System 
E.) Health Awareness of the Russian People 

A. System Overview: 

1. Overall Opinion 
- 

The overall opinion among the consumers and providers of the groups was of a once stable health 
care system which is now veering towards disaster. Commonly heard expressions &om both 
consumers and providers consisted of "We are deep in the sticks," or "We need to get a-perspective 
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from the Center," indicating that not only is the system in trouble but no one seems to know the way 
out; "How is it possible to develop anything when in today's chaos we cannot even identify the 
general parameters?" one provider asked. 

Most providers voiced a nostalgia for the state system that they had been rooted in and a sense of 
bewilderment at today's rapidly changing situation: 

"Some 20 to 30 years ago we were nearer to the West's level. But now in the West, there has been 
a tremendous leap forward, while we have started lagging behind. . . . In the old days the health care 
system had a particular bit of functions which were precisely defined, now we have no one taking 
any responsibility. Everybody talks about it -- no one does anything. . . . Something has to be 
changed, but of the options which are available to us, we don't really see a real way out. . . . We now 
have alleged freedom but in fact we have been left to our own devices - the state does not guarantee 
social security. The state is simply washing its hands of our problems. . . Patients are demanding 
what used to be possible what used to be due, doctors cannot do anything -- this is where the 
psychological barrier becomes insurmountable." 

The one exception in the midst of all this pessimism is the belief that despite the country's general 
crisis "the health care system is surviving due to attitudes of responsibility of our personnel" and that 
at least now there is more freedom for individual doctors to innovate and create than there was 
earlier. 

Consumer sentiments basically echo those of the providers, however, they have less respect for 
Russian medical personnel (see situation of Russian medical personnel). They tend to want the state 
to bring order to the system and help them with the "grievous problem of survival." 

2.) Problems related to Pharmaceuticals and Equipment 

In the words of one consumer, even the most elementary pharmaceutical products have risen in 
expense to the point where a person in need of medication "must come ashore on his own." This 
sentiment is also echoed by providers who complain of major ruptures in inputs from former Soviet 
republics, while they think that new suppliers see everything as "just a spot deal," and cannot be 
trusted. Although there is the desire to use more western medicines a lack of money and proper 
supply channels prevent this from taking place. 

Many consumers mentioned that a doctor will write them a prescription," saying this is the 
medication you need but I don't know where you are going to find it." One provider mentioned "that 
if we want to provide medications to our patients for fiee then our drug stores start depending on the 
fact of whether or not the city financial department will compensate them for this." In short, both - 
consumers and providers are physically and psychologically stretched to the limit due to inefficient 
distribution and the rising prices of pharmaceuticals. 

- 
- - 
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In terms of the supply of medical equipment, providers mentioned that anything leftover kom other 
industries is then allocated to medicine. On the whole, providers mentioned that much of their heavy 
equipment is old and breaking down, with replacements being in short supply or too expensive. 
Moreover, basic things such as soap, scalpels, etc., are not always in adequate enough quantities. 
But providers did not seem enthused about the old equipment supply system: 

"At least now if you've got the money you can buy whatever you need, whereas under the old system 
the only thing you could buy was junk. . . . Sometimes in the old system we could not get anything, 
other times we had stuffthrown upon us, or equipment delivered 5 years too late by which time we 
would have already purchased it." 

Provider comments on pharmaceuticals and equipment give the impression of a present system 
unable to h c t i o n  properly due to the lack of basic supplies. 

3.) Problems with Infrastructure/Medical Services 

Major problems are occurring in this area as well. If most provider comments are any indication, 
maintaince and capital overhauls of the health care infrastructure have practically stopped occurring. 
Or as one provider mentioned: "The only time anything really is renovated is if a beam is practically 
falling down. Then the hospital will prop it up again. But how it props is up again is its own 
headache." The sense is that nothing is being done to prevent major infrastructural collapse. Also 
expressed among many groups, was the idea that out in the provinces the health care system is totally 
disrupted, and that people fiom outlying areas cannot even make it to the city for treatment because 
they don't have the funds and providers are not going to see them because they don't have the 
transport funds either. 

Ironically, while providers praise the old system in one breath, in the next they criticize its legacy 
to present medical services. As one provider mentioned, "the Soviet/Russian health care system has 
always been possessed by excessive quantity, i.e., more people in white overalls and each one 
receiving less salary: the whole system is based on the principle of numbers." In terms of quality 
one insightfid respondent mentioned that "in a day when mass injections and pill-popping have come 
to represent a lack of service rather than a plus, our country administers more such injections and 
pops more pills than anyone else." The conlusion is that massive, inflexible quantity-based 
programs are taking precedence and funding fiom more individualized quality- based medical 
service programs. 
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B. Situation of Russian Medical Personal 

1.) Administrative and Societal Indifference towards Russian Medical Personal 

From provider comments, one reaches the conclusion that society at large takes the labor of Russian 
medical personnel for granted and does not give them the status that their colleagues are accorded 
in the West. 

Mid-level personnel complain of upper level administrative indifference to their problems and 
concerns. In a word, they feel that authorities do not understand the health care situation and take 
no responsibility for any of their actions which influence it. The general belief voiced over and over 
again by provider comments is that the only thing holding up the "crashing Russian health care 
system is the sheer enthusiasm of Russian medical providers who are acting like shock absorbers." 
Providers mention that while a large number of decrees in favor of Russian medical personal have 
been passed, none of them have actually been carried out. Providers also say that the public does 
not respect them as professionals: "We are down to our heels and our nose is kept to the grindstone, 
but nothing has been done in terms of changing public attitude." 

In light of the above, it comes as no surprise that many providers mention the growth of a 
psychological sentiment of indifference, elusiveness and apathy among some medical professionals. 
Moreover there is frustration over the general state of Russia's economy and its medical 
infrastructure: "How can we introduce new services when our population is not in a state to fully 
pay for the services that they are presently getting." The conclusion reached is that while providers 
are the backbone of the Russian health care system, the administrators and consumers of the system 
do not give them adequate physical and moral support: 

"While in America, doctors are esteemed professionals, here they are petty service technicians. Often 
my daughter [who is a doctor] comes home saying that if anyone asked her who her last 5-patients 
were she would not be able to tell. At 150 thousand rubles a month she is expected to see 30 patients 
a day. How can I expect my daughter to do her work when her main concern is thinking about how 
to keep her family fed. The only way out for medical personnel is a lesser work load and a higher 
salary." 

Perhaps the issue that draws the greatest complaint from Russian medical providers is the lack of 
adequate compensation for their labors. In the words of one group participant, Russian "medical 
people are unaware of how much their labor really costs," ie., in terms of the work they do, Russian 
health care professionals are paid incredibly meager salaries especially compared to their western 
counterparts. Everyone echoed the thought that rates based on provider qualifications, quality of 
care, and number of patients seen were inadequate: "If I treat more people, 150 as opposed to 100, * 

the profit from this should go to strengthening my division and generating a profit for my staff, but 
under the system as it is now we end up getting a very small percentage of the total costs" of care. 

- - 

International Business & Technical Consultants. Inc. 



Focus Group Findings Page 5 

Listening to the provider tapes one detects the implied rising of an ultimatum: If we, the medical 
professionals of Russia, are to be providing quality care, we need to be paid adequately for our 
labors. However, it should be noted, that concrete solutions among providers on implementing a 
new reimbursement system are for the most part lacking, except for the generally shared opinion that 
the leveling of salaries is bad, and that there needs to be an established procedure for the measuring 
and paying of labor. 

2.) Consumer Lack of Trust towards Medical Professionals 

The flipside of the coin is the general consumer belief that doctors are not fully competent and that 
they cannot be trusted to provide reliable, quality care. The sentiments expressed are bleak: 

"No matter where I applied they would just give me some shots and nothing else, saying 'off with 
you. . . .' W e  being treated at the hospital it appeared that doctors did not know what was wrong 
with me-they would look at me, pass me around, and give me some injections. . . . I was told I had 
stomach cancer only to realize that my results had gotten mixed up with someone else's. . . . Doctors 
do not know how to give an injection, conduct a diagnosis, prescribe a medication. . . . In the 
hospital they are helping you somehow, but if you apply there with something serious you can die 
there and they won't help you--Doctors try to shun the most essential responsibilities. . . . Doctors 
were very rude and forceful in trying to get me to have an operation that I did not need. . . . What 
good is there in complaining, you will be left unattended if you complain too much." 

In addition, there are nagging irritations at rigid appointment schedules and hours spent waiting in 
line. Coupled with this is the belief that what was once a system centered around ethical 
responsibility towards the patient has become one centered around money, with responsibility in 
short supply. 

Some consumers suggest going back to traditional healers, others have taken to treating theplselves. 
Everyone expressed the need for providers who will take personal responsibility for what they are 
doing. Happily, some consumers mentioned doctors who would not accept under the table payments 
and actually were concerned about their patients. However, just as providers feel that consumers are 
a bit indifferent to their individual concerns, most consumers feel the same way about the majority 
of medical professionals sewing them. 

C. Financing of Care 

1.) Medical Insurance 

Both consumers and providers realize the financial mechanism of the Russian health care system -. 

needs to change. "The financing of care is at the head of the angle," says one provider. As for the 
new health insurance system, while group participants acknowledge its possible theoretical 

- - 
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importance they fault the system's practical implementation. "We were recently convinced of the 
importance of the new insurance program--our present financial mechanism is eating up all our 
financial resources--resources which could be better spent," says one provider. However, evaluations 
of how the present health insurance system is working are less than positive. Disillusionment has 
set in. In the words of various providers: 

"The medical insurance system gives off a show of doing dot, but in fact it is just consuming money. 
. . . There are hardly any ripples of reform in the actual system itself. . . . The system is just one new 
'transformation fiom the top,'--a very common thing to which no expectations should be held. . . . 
The law had tremendous potential but its implementation has proved to be such a sluggish process. 
. . . At the beginning there was the idea that insurance allocations would come in addition to state 
allocations, but now we are realizing that they are simply replacing state funding, for the most part 
the level of funding of the latter is the same as the former." 

Feelings of providers verge to levels of distrust to those running the system especially in terms of 
the financial distribution of insurance funds: 

"Financial organs and the Government are keeping the population in the dark in terms of their rights 
under the new health insurance system, they are using the whole situation as an opportunity to 
enrich themselves. . . . Money has not been collected properly or circulated properly. . . . 
Unfortunately, under the new insurance system while responsibility for care has been placed solely 
on doctors all financial leverage stays with financiers- not with bodies involved in organizing the 
system or which are aware of its needs. . . . Maybe the insurance system is a good idea, but I don't 
want an outsider controlling my payrolls. . . . The territorial funds and the insurance companies are 
really taking the leverage and control out of our hands." 

.- 

Such sentiments also apply to consumers, as one participant says: "I would like to keep track of 
money flow, of what goes to whom, so that the patient could be sure that he is the center of this little 
universe." 

Finally there is skepticism about the financial base of the entire health insurance system. Providers 
and consumers do not feel that the 3.6% tax is adequate enough, nor that most enterprises will be in 
a position to pay it. With industrial enterprises suffering fiom economic dislocation across Russia, 
participants question, "How can we start this new medical insurance system if the whole source of 
funding is not present?" And still other providers ask, "Where will the money come for hospitals 
not formally part of the new insurance program, for people who are refugees or not formally 
employed?" Moreover, almost all providers expressed sentiments that the payments received by 
hospitals fiom insurance companies are not adequately indexed for inflation and that the paperwork 
involved with such payments is exceedingly tedious and tiresome to complete. - 
Thus, while many participants acknowledged the need for some kind of insurance financed health 

- - 
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care system, it appears that they view such a system as more of a future ideal than a present reality. 

2.) Paid Services 

Most participants voiced a very conservative view regarding paid services. The general belief 
among consumers and providers in the groups is that only a small percentage of people can afford 
paid services. One provider asked the question, "How can we choose from the non-existent finances 
of our people what to make paid for?" As if speaking for all, another echoed, "For as long as our 
society is not stable, for as long as our society is not rich, nothing should be excluded from the free 
health care system, nothing. . . . Paid services can only exist when the standard of living of the 
population is high." Mentioned in various sentiments was the idea that the psychology of Russian 
doctors is such that they are not used to charging for services, while the psychology of the people 
is such that they are not used to paying for them: 

"Of course it is more profitable to be earning more but we should think about the nation. . . . Where 
is the justice if a Soviet citizen has spent his whole life-having his salary deducted to finance care 
and then suddenly he is told that he has to pay, we are very worried and very apprehensive that we 
must pay for operations and for things like syringes. . . . Nothing positive has happened-- 
commercialization of the medical industry has brought back no good results- this is not the industry 
where you can be making money." 

However, although in the minority, alternative view-points exist. Many consumers see paid services 
as a sheer necessity: 

"Despite our financial hardships we would pay for an operation in order not to run the risk of being 
ill-treated. . . . People need to be prepared to pay, for the most part people still have the belief that 
everything should be provided for at a price close to nothing-people have no idea of the high cost 
of medical services." 

Some providers have this point of view as well: 

"We got slapped in the face when we were told that we cannot charge anythiig for preventive 
examinations. If we have no money to pay our salaries and to buy reagents for our laboratories why 
should we service the workers of major enterprises for fiee? Why should we service those well off'? 
There should be a solid legislative and normative base for the administration of paid services." 

I 

But for the most part, when asked what types of care should remain free or inexpensive, providers 
and consumers mentioned things like: emergency, research work, maternal care, pediatric care, 
preventive care, pensioners, pharmaceuticals, major operations, sexually transmitted diseases, social - 
diseases such as TB, vaccinations, psychiatric care, and oncological operations. For paid services 
the list is more concise: Added hospital comforts, dental work, contraceptives, eyeglasses, and 

- - 
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possibly abortion. 

Over and over again the sentiment was voiced that any problems with the financing of medical 
organizations should not be solved by paid services but by greater allocations from the municipal 
and federal budgets: Rather than trying to solve their financial problems on their own with paid 
services or some other self-thought out solution, many providers continue to look to the state as the 
ultimate means of support. Since the old state financed system has been breaking down, many 
providers cynically view their prospects: "Our main problem becomes one of survival, i.e., how we 
can pinch another penny fiom our poor and suffering population." Thus it appears that providers are 
not so much against paid services as they are without adequate enough direction on how to prosper 
financially. 

D.) Changes in Ownership and Administrative Structures 

1.) Productive Change vs. Charlatanism 

What was repeatedly mentioned by both consumers and providers was that ultimately it is not the 
type of ownership structure of a health care facility that is important, but the quality of individuals 
managing the enterprise. Alternative admiistrative/privatized structures to the defunct state run 
system are acceptable, assuming such structures consist of skilled individuals with authoritative 
stature. What is definitely not an option is a new form of management just for its own sake with 
"with those that manage getting the good money and everyone else being just as badly off as before." 
For example, one provider refers to a hospital trust as having the "same old bureaucrats and bribery-- 
maybe in 50 years we will be ready for such a system." 

A general sentiment of consumers and providers is that a private institution would gradually, 
although not quickly, gain the confidence of the people if they felt that such an institution was truly 
feeling personally responsible and motivated in providing a quality level of care. Opinions on the 
quality of privatized care v&y: 

" I trust a private doctor, he is a self-made person surviving on his own--he is a concrete individual 
who I know and can be held responsible. . . . When a private doctor charges a certain amount of 
money for his patients, the level of responsibility he takes for each patient increases dramatically." 

"If private practioners are working with good quality let them, but more often than not it is not that 
much of an impressive performance. . . . In many cases its a nice sign above the entrance, but inside 
they are just swindlers and nothing else. . . . Many times patients are lured by so-called 'private 
healers,' they end up coming to us in an a w l  state." - 
Everyone shares the same ideal: A new administrative structure in the health care system that 
emphasizes quality and responsibility. However, while some view new administrative structures and 

- - 
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personal as reviving the system, others see the word "new" as representing nothing more than 
changes at the cosmetic level in order to fool the public into believing that real strides in quality have 
occurred. 

2.) Obstacles to Change 

While consumers and providers might be for a certain changes in administration and ownership, they 
feel that major, perhaps insurmountable, roadblocks exist, especially of a financial nature. As with 
paid services, participants ask "How can privatized, for-pay institutions be established when people 
cannot pay for them?" One provider says that creating a hospital trust is impossible, " because we 
don't have any groups of rich, conscientious citizens." Privatization has been said to become so 
complex a process that "not even Fydorov could break through today's situation. . . . The taxes are 
high--up to 60%" There exists the belief that there is "no way to organize good surgical and 
diagnostic services into small-semi private companies because of the expense involved." 

Finally, just as significant as the financial obstacles, are the psychological obstacles to change. "I 
am fearful," remarks one consumer, "no one has tested the privatized system yet and I don't want to 
be a guinea pig." A provider mentions that "cooperization could mean large numbers of medical 
personal getting sacked. We have spent so many years working within state organizations--it is the 
only world we know." A health care administrator says that "problems in our sphere need to be 
handled by the state until there is a unified state policy in all aspects there will be chaos. . . Drug 
stores were privatized and now there is complete chaos- God forbid us to ever see it again, it would 
be terrible." 

The general consensus of both consumers and providers was a desire for the process of privatization 
to be drawn out over some length of time, with the people heading the process needing to be 
"extremely competent" individuals. Cautious to the point of pessimism, nevertheless, participants 
voice tentative support of privatization and other changes in ownership structure provided that the 
process has "a clear cut program and good supporting legislation." In essence, if consumers and 
providers are expected to make adjustments in order to support system reform, they must see 
significant and lasting payoffs sooner rather than later if their support is to be gathered. 

E.) Health Awareness of the Russian People 

1.) External Factors Limiting Health Awareness 

Most participants mentioned "that people are extremely wound up about economic problems to the 
point where they cannot give their health any heed- "Only a well off person would come in to ask 
questions regarding his health," remarked one provider. "If anything," said one medical provider, * 

"people needing extended care are afiaid to seek it for fear of losing their jobs. Patients are telling 
us: Please release us or I'll be given the sack for being sick so long." 
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Also mentioned was that besides economic uncertainties, many citizens of Russia suffer from 
alienation, fiom the feeling that they do not matter to their country. As one participant mentioned 
"if a person feels needed by the state and by the community he will automatically want to support 
a healthy lifestyle, where as with us this 2 by 2 concept is lacking. . . People just don't know if they 
are needed or not." Furthering this alienation, are "overwhelming ecological problems, which cannot 
be helped," and the "emigration of valuable medical specialists." 

Participants feel that in order to bring people to pay more attention to their health their "economic 
sense of instability and worry" must be lessened. Finally, they feel that the government needs to 
"ask itself the question of what it needs a healthy population for," hopefully coming to the 
conclusion that a healthy population is an issue of central importance. The overall sense is that 
participants want "stability and organization" in their lives and feel that the state has been taking 
them and their usefulness to the country for granted too long. Again and again, one hears the 
question of "How can people pay for care if they are at the social bottom of life?" There is the 
echoing sentiment that in Russia "the survival level of the people must be held up," which will mean 
among other things repairing "the major problems with infrastructure." 

2.) The Need for New Attitudes and Lifestyle Changes 

While on one hand participants argue for the government to take action regarding people's health, 
on the other they say "that much in terms of health depends on the patient." Providers above all 
voice the sentiment that unfortunately "all responsibility for a patient's health is put on the doctor. 
Why can't a person himself take personal responsibility for his health. Everything surrounding us 
in the external environment is of importance--maybe only 10% depends on a doctor." 

Providers mention that while preventive measures are well organized in the West, "we live where. 
we should not live, eat what we should not eat, drink what we should not drink." There are many 
references to "excessive smoking and alcoholism," to the belief that the "population doesgot hold 
health as a great value in their lives." Better preventive care at the state and individual levels must 
be instituted: "People are coming to our hospital in a very grievous state when in reality lots of 
things could have been done earlier. Patients are badly informed on how to take care of their health." 
Another participant said that "People are trusting their health to all kinds of quacks, they are seeing 
newspaper advertisements of the type 'I am treating all types of sugar diabetes."' Finally, 
government efforts on increasing consumer health awareness must be revived "as it is difficult to say 
how people are responding to present public educatiodpreventive measures." 

The ultimate conclusion is that both the state and individuals themselves must take more 
responsibility in providing for a healthy lifestyle. But above all, the political and economic 
conditions of the country must improve because many of the health problems of the Russian people - 
are directly related to the excessive tension and instability now present in their lives. 

- - 
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Table 1 
Health of population 

Table 2 
Institutional resources 

Male 

Female 

Death Rate (per 1000 
population) 

Infant Death Rate (10000 
births) . 

Birth Rate (per 1000 
population) 

Abortion Rate (per 100 
births including stillborn) 

I Hospitals (thousands) 1 12.8 1 12.7 1 12.6 

I Beds (per 10,000 I 137.5 I 134.7 I 127.7 
population) 

lource: PJP Publications Ltd, SCRIP Reports, August 1993, p. 198, Goskomstat, Statistics Department 

63.8 

74.3 

13.4 

200.8 

I Polyclinics 
(thousands) 

63.5 

74.3 

11.4 

178.2 

12.1 

205.6 

, ' ' A  I I 1 

gource: Goskomstat, 1992 Medical service of population in RF, Statistics Department 

Visits per shift 
(thousands) 

Visits shift (per 

'"visits per shift" is a measure of polyclinic capacity which shows a maximum number of patients a 
poIycIinic can serve per eight hour shift assuming 100% staffing. This measure is used in the Russian health-care 

62 

73.8 

12.2 

180.5 

10.8 

207 

60.0 

72.5 

14.5 

199 

9.4 

3,222 

217 

3,272 

22 1 

3,321 

224 
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Table 3 
Conditions of Hospitals and Polyclinics in Use in 1988 

Disastrous 

Requires reconstruction 

Requires repair 

Good conditions I 15% I 17% I 
Requires slight repair 

Total I 100% I 100% I 

9% 

14% 

32% 

I I I I 
Source: World Bank Reoort Health Sector Reform in Russia: The Health Finance Persnectiw. Dec 1993 based on Goskomstat 1989 Yearbook 

5% 

14% 

3 0% 

30% 

. . 
of Health Statistics 

34% 

Table 4 
Conditions of Hospital and Polyclinics Buildings in Use in 1988 

I Sewer connection I 24% I 15% I 

I Electricity I 1% I 1% I 
Source: World Bank Report, Health Sector Reform in Russia: The Health Finance Perspective, Dec 1993 based on Goskomstat, 1989 Yearbook . 

Central Heating 

Bath/Shower 

of Health Statistics 

Table 5 
Construction of New Capacity 

19% 

45% 

I New Hospital 
Capacity (beds) 

'1 2% 

52% 

New Polyclinic 
Capacity 
(visits/shifi) 

,ource: Goskomstat, Medic 

76,340 62,508 39,636 63% 

'Service in Russian Federation in 1992 

statistic (something missing; hope it's on the BCG disk - JB) 
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Table 6 
Human Resources 

I Number of doctors 
(thousands) 

I Number of doctors (per 
10,000 population) 

I Number of pararnedicals I 1,816.7 I 1,691.1 I 1,684 I 1,680 
(thousands) 1 

I Number of paramedicals I 122.5 
(per 10,000 population) I 113.6 I 

Table 7 
Wages in Health Care (Rb per month) 

Number of medical students 
(thousands) 

I Average Salary in Health 
Care (current ~ b )  I 

Source: Goskomstat, 1992 Medical service of population in RF. 

214 

1 Care (1991 Rb) I I I I I 

217 

Retail Price Index I 1 .O 

Average Salary in Health 580 

I CAGR I 1 -167% 1 -28% 1 -30% 1 
I I I I I I 

Source: Goskomstat RF, Department of statistical publications 

26.0 

217 

10.0 

170 

3.6 

131 
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Table 8 . - 

Russia: Local Production 1992 

I I 
-- -- 

Total 9 1 74.4 I 

Synthetics 

Finished drugs 

Vitamins 

Antibiotics 

vaccines 

Plant derived 

Plastics 

MedicaI equipment 

Table 9 
Russia: Fulfillment of demand 1992-1993 

Cardiovascular I 59 I 91 I 35 I 65 

1 1  

12 

7 

17 

7 

2 

12 

23 

16.4 

14.0 

10.9 

16.3 

1.5 

0.8 

6.3 

8.2 

Psychotropics 

Antiturnour 

Antibiotics 

r 

Sulphonamides I 65 1 84 I 50 1 23 

Analgesics 

Antiseptics 

I I 1 1 

Blood substitutes I 40 1 79 1 75 I 8 8 

43 

45 

59 

29 

85 

74 

75 

80 

90 

94 

33 

22 

54 

-- 

68 

70 

78 

3 1 

4 1 

88 

47 
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Table 10 
Pharmaceutical Wholesalers 

Germany 105 152 1 72 

France 227 66 97 

Spain 

Average EC 

Russia (est.) I 133 3-25 I 120 I 

Table 11 
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Table 12 

Germany 18.1 884 

France 22.1 678 

Italy 16.0 625 

U K .  11.9 63 0 

I Spain 1 18.0 1 333 

1 Average EC 1 na 1 632 

Poland 5.2 

Russia 16 50-700 

Table 13 
Trend in Government Health Care Expenditure, 1985 to 1993 

I :;;ha1 Total (Mi*.. 1 
I Real Total (Min. Rbl) 1 26,269 I F y t h  in Real Total I 

I I I I 
om in Russia: The Health Finance Perspective, Dec. 1993. Based on reanaly 

Growth Rate per 
capita (%) 

2 1 

of data from tl 

5 

--- 
MedSocEconornInformInstitute, Moscow. For years 1987-1991 the deflator was constructed from information in World Bank, Russian Economic 
Reform, 1992 and IMF and World bank, The Economy of the USSR, 1990. The deflator is 0.408, 0.412, 0.437, 0.467, 1.0 for 1985 to 1991. 
Deflators for 1992 and 1993 (17.85 and 8.7) are constructed as weighted averages of indexes of wages in health care and retail prices based on 
Goskornstat data and Starodubov V.I. "Health at the Working Place, 31.05.94. 

Source: World Bank Report, Health Sector Re, 
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Table 14 
Recurrent Government Health Expenditures by Function (%) 

- 

I I I I 
.. ... 

a includine. 2.6 and 2.4 Dercent for Sanitariums in 1989 and 1990. res~ectivelv. Also includes residual TMA &r deduct in^ TMA oavments I 

Other 

Total 

r ,  - b  
hospitals i d  emergency centers. Most of this residual is ambulatoj. 'he TMi] residual was 5.6 and 9.3 percent in 1990 andY1991, respectively. 
Source: World Bank Report, Health Sector Reform in Russia: The Health Finance Perspective, Dec. 1993 

Hospitals 

Ambulatory Clinics 

Other Centers 

Emergency 

Blood Centers 

All Facilities 

Public Health 

Education and Research 
.' 

2.4 

100.0 

71.4 

9.1 

5.3 

2.0 

1 .O 

88.8 

3.1 

5.7 

2.7 

100.0 

69.3 

8.9 

8.1 

2.0 

0.9 

89.3 

3.1 

4.9 

3.6 

100.0 

66.6 

9.5 

11.8 

2.3 

0.8 

91.0 

3.2 

2.2 
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Table 15 
Health Budget Expenditure in the Russian Federation, 1992 

I I 1 1 I I I I 

Source: PIP Publications. SCRIP reports, December 1993, based on Byudzhemoe Poslanie na 1992 God (1992). Bvudzhemoe Poslanie na 1993 

Budget Indicator 

Health Expenditure 

of which: 

Wages 

Social Insurance Contribution 
I 

. .- . 
 GO^ (1993), pg. 397, and estimate;. 

Table 16 
Levels and Distribution of Health Finance, 1989 - 1992 

(bin Rb) 

34 1.2 

128.5 

48.8 

Health Budget Expenditure Per 
Capita (000 Rb) 

Health Share of State Budget (%) 

Health Share of GDP (%) 

% 

100 

3 8 

14 

a. MOH system 
Local 
Federal 

b. Parallel Systems 

c. Private 

Grand Total, min rbls, % 
of GDP 

2.3 

6.2 

2.3 

Federal 

67.4 

30.6 

11.6 

Source: World Bank Report, Health Sector Reform in Russia: The Health Finance Perspective, Dec. 1993. - 

78.42 % 
75.52 % 
2.91 % 

7.5 1 % 

14.07 % 

36.556 
2.8 

1.7 

% 

100 

46 

17 

16.8 

78.99 % 
76.01 % 
2.98 % 

8.12 % 

12.89 % 

39,533 
2.9 

Regional 

273.8 

97.9 

37.2 

82.44 % 
79.35 % 
3.09 % 

8.70 % 

8.87 % 

40,253 
3 -3 

% 

100 

36 

13 

7 
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Table 17 
Distribution of private expenditure on health care, 1989 - 1992 

Table 18 
Table 18 summarizes some of the characteristics of each system in 1990, before the recent major 
changes in Russia. Note that in 1993, Russian officials estimated that black market expenditure on 
health care might well be 25% of total expenditure. 

Fees 

Pharmacy and 
Optics 

Private, min. rubls. 
Source: World Bank Report. Health Sector Reform in Russia: The Health Finance Perspective, Dec. 1993 

16.36 % 

83.64 % 

5,141 

Russia 1990 

Russia 1993 

OECD Average 

Netherlands 

Germany 

UK 

Sweden 

USA 

16.37 % 

83.63 % 

5,095 

Source: Health Care Financing Review 1992 

Source (Russia): IBCG estimate 2 World Bank Dec. 1993 3 Unpublished data from the Ministry o f  Health, Goskomstat 

121 1 

31 1 

1204 

1286 

1486 

972 

1451 

2566 

18.64 % 

81.36 % 

3,670 

2.9 2 

>3.0 3 

7.6 

8.2 

8.1 

6.2 

8.6 

12.1 

16.35 % 

83.65 % 

3,009 

tax financed ' 

transition 

- 

sick funds 

sick funds 

tax financed 

tax financed 

tax + insurance 

80-953 

c/5 3 

74 

71 

73 

84 

90 

42 



Healthv Russia 2000: Reference Charts Page 11 

Table 19 

Source: FOZ 1992 

Health Insurance Fund Act 

Exceptional Medical Expenses Act 

Government 

Other Sources 

Table 20 
Comparison of health care outcomes for Russia and 5 OECD countries (1990) 

32.9 

3 1.4 

10.6 

25.0 

23.9 

45.6 

10.7 

19.9 

Russia 1990 

Russia 1993 

OECD Average 

Netherlands 

Germany 

UK 

Source: Health Care Financing Review 1992 
Source (Russia): 1990 Unpublished Ministry of Health data; 1993 Goskomstat 

Sweden 

USA 

63.9 

60.0 

72.6 

73.8 

72.6 

72.8 

74.8 

72.0 

74.3 

72.5 

78.9 

80.1 

79.0 

78.5 

80.4 

78.8 

17.4 

- 

7.4 

7.1 

7.5 

7.9 

13.4 

9.4 

13.0 

13.2 

11.3 

13.9 

6.0 

9.1 

14-.5 

16.7 
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Table 21 
Deviation between actual and need-based health expenditures in 1992. 

I RUSSIA I 413,789.0 1 302,862.5 1 36.63 1 
I NORTHERN REGION I 

NORTH-WESTERN REGION 

Karelia rep 

Komi rep 

Arkhangelskaya obl 

Vologodskaya rep 

Murmanskaya obl 

Pskovskaya obl I 1,963.8 1,988.6 -1.25 

2,94 1.4 

5,300.6 

4,887.4 

3,932.5 

5,810.5 

Saint-Petersburg 

Leningradskaya obl 

Novgorodskaya obl 

1,896.5 

2,806.3 

3,613.2 

3,321.7 

2,288.0 

11,558.2 

4,363.0 

1,885.6 

CENTRAL REGION 

55.09 

88.88 

35.27 

18.39 

153.95 

Bryanskaya obl 

Vladimirskaya obl 

Ivanovskaya obl 

Kaluzhskaya obl 

Kostromskaya obl 

Moscow 

Moscow obl 

Orlovskaya obl 

Ryazanskaya obl 

Smolenskaya obl 

Tverskaya obl 

10,938.8 

3,765.5 

1,759.5 

5.66 

15.87 

7.17 

2,80 1.7 

3,788.8 

2,993.9 

2,002.5 

1,883.9 

29,127.8 

13,759.8 

1,756.2 

3,289.0 

2,053.6 

2,994.5 

3,037.2 

3,498.9 

2,845.1 

2,281.5 

1,725.8 

20,618.5 

14,193.4 

1,905.8 

2,856.7 

2,46 1.9 

3,659.8 

. -7.75 

8.28 

5.23 

-12.23 

9.16 

4 1.27 

-3.06 

-7.85 

15.13 

-16.58 

-18.18 
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CENTRAGCHERNOZEMNY REGION 

Tulskaya obl 4,076.6 4,083.5 -0.17 

Yaroslavskaya obl 3,580.2 3,061.1 16.96 

VOLGO-VYATSKY REGION 

Mari-EI rep 

Mordovia rep 

Chuvashia 

Kirovskaya obl 

Nizhegorodskaya obl 

Belgorodskaya obl 

Voronezhskaya obl 

1,351.5 

1,689.3 

2,349.3 

3,100.6 

6,964.5 

2,147.5 

2,393.2 

3,150.3 

4,096.4 

8,492.8 

Kurskaya obl 

Lipetskaya obl 

Tambovskaya obl 

58.90 

41.66 

34.09 

32.12 
Yo 

2 1.94 

3,186.3 

5,572.7 

POVOLZHSKY REGION 

2,707.7 

3,386.8 

2,786.1 

Kalmykia-Khalm-Tang rep 

Tataria rep 

Astrakhanskaya obl 

Volgogradskaya obl 

Penzenskaya obl 

Samarskaya obl 

Saratovskaya obl 

NORTHERN CAUCASES REGION 

2,474.4 

4,444.4 

28.77 

25.39 

2,478.6 

2,191.4 

2,414.1 

Ulyanovskaya obl I 3,458.2 1 2,356.7 1 46.74 1 

868.2 

10,912.4 

2,027.7 

5,792.8 

2,820.2 

8,872.7 

5,794.8 

Adygeya rep 

Dagestan rep 

9.24 

54.55 

15.4 1 

876.0 

2,870.5 

912.1 

2,717.9 

515.8 

5,756.4 

1,637.1 

4,330.1 

2,455.2 

5,300.4 

4,4 19.2 

-3.96 

5.61 

68.32 

89.57 

23.86 

33.78 

14.87 

67.40 

31.13 
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Kabardio-Balkaria rep 

Karachaevo-Cherkessia rep 

Northern Osetia rep 

Krasnodarsky krai 

Stavropolsky krai 

Rostovskaya obl 

URALS REGION * 

Permskaya obl I 9,550.6 1 6,229.8 1 53.31 1 

1,567.7 

801.1 

1,411.4 

9,637.2 

3,939.0 

8,380.0 

Kurganskaya obl 

Orenburgskaya obl 

93.38 

18.06 

Bashkiria rep 

Udmurtia rep 

1,437.7 

832.9 

1,206.1 

10,063.3 

5,109.9 

8,863.8 

2,642.1 

6,25 1.1 

Sverdlovskaya obl 

Chelyabinskaya obl 

Novosibirskaya obl I 5,404.5 1 5,817.8 1 -7.10 1 

9.04 

-3.82 

17.02 

-4.23 

-22.91 

-5.46 

14,993.3 

3,787.1 

WESTERN SIBERIA REGION 

7,753.3 

3,207.7 

2,243.2 

4,271.1 

16,916.4 

13,998.9 

Gomy Altai rep 

Altaysky krai 

Kemerovskaya obl 

EASTERN-SIBERIA REGION I 

17.79 

46.36 

Omskaya obl 

Tomskaya obl 

Tyumenskaya obl 

Buryatia rep 1 2,779.7 2,080.8 33.59 

9,438.4 

7,240.8 

645.2 

6,537.4 

12,292.7 

I I 

Tuva rep I 1,257.8 674.1 86.59 

.. 79.23 

93.33 

6,642.9 

2,747.1 

18,690.1 

-- - 

I 
-- - 

Khakassia rep 1,536.3 1,186.9 29.44 

458.6 

6,424.0 

6,768.8 

40.71 

1.77 

81.61 

4,402.7 

2,053.3 

5,657.9 

50.88 

33.79 

230.34 1 
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Krasnoyarsky krai 

Irkutskaya obl 

Chitinskaya obl 

- 

KALININGRADSKAYA OBL 1,863.6 1,936.6 -3.77 

FAR EAST REGION 

12,269.3 

9,009.0 

3,718.7 

Yakutia-Sakha rep 

Primorsky krai 

Khabarovsky krai 

Amurskaya obl 

Kamchatskaya obl 

Magadanskaya obl 

Sakhalinskaya obl 

6,060.2 

5,766.0 

2,69 1.9 

2,828.6 

6,488.0 

5,696.3 

2,898.7 

1,169.6 

1,040.0 

1,969.3 

9,174.6 

6,485.6 

6,864.6 

2,865.4 

2,498.3 

3,623.6 

3,829.0 

102.46 

56.24 

38.15 

224.35 

-0.04 

20.5 1 

-1.15 

113.60 

248.41 

94.43 
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Table 22 
Deviation between actual and need-based health funds under different allocation scenarios, 

mln. USD. 

RUSSIAN FEDERATION I 513.6 932.9 141.7 

NORTHERN REGION 

Karelia rep 

Komi rep 

Arkhangelskaya obl 

Vologodskaya obl 

Murmanskaya ob1 

3.5 

17.4 

8.2 

4.7 

14.6 

NORTH-WESTERN REGION 

4.4 

14.1 

5.0 

12.0 

19.3 

Snt-Petersburg 

Leningradskaya obl 

Novgorodskaya obl 

Pskovskaya obl 

-0.9 

0.1 

-5.1 

4.4 

7.7 

4.6 

2.7 

0.2 

-1.0 

CENTRAL REGION 

0.3 

9.5 

0.8 

-0.5 

Bryanskaya obl 

Vladimirskaya obl 

Ivanovskaya obl 

Kaluzhskaya obl 

Kostromskaya obl 

Moscow 

Moscow obl 

Orlovskaya obl 

Ryazanskaya obl 

Smolenskaya obl 

Tverskaya obl 

Tulskaya obl 

-22.0 

2.3 

-2.6 

-3.6 

0.2 

2.4 

0.7 

-0.4 

1 .O 

18.3 

8.6 

0.2 

0.7 

1.1 

1.4 

4.3 

1.8 

10.3 

8.1 

-0.3 

1.8 

14.3 

8.8 

3.4 

9.8 

5.1 

2 -4 

9.7 

-3.6 

. 2.7 

2.7 

-4.3 

-1.7 

-37.1 

-15.9 

-0.2 

4.2 

0.2 

-4.4 

0.5 
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Yaroslavskaya obl I 3.7 16.0 8.7 

Belgorodskaya obl 7.8 15.2 7.9 

Voronezhskaya obl 3.6 7.8 -1.0 

Kurskaya obl 3.9 8.8 3.0 

Lipetskaya obl 4.6 15.6 9.9 

Tambovskaya obl 1.9 3.6 -1.3 
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Rostovskaya obl I 3.5 11.2 -7.3 

Northern Osetia rep 

Checheno-Ingushskaya rep 

Krasnodarsky krai 

Stavropolsky krai 

-0.7 

-2.9 

5.4 

0.5 

URALS REGION 

I EASTERN-SIBERIA REGION I 

Bashkiria rep 

Udmurtia rep 

Kurganskaya obl 

Orenburgskaya obl 

Permskaya obl 

Sverdlovskaya obl 

Chelyabinskaya obl 

Gomy Altai rep 

Altaysky krai 

Kemerovskaya obl 

Novosibirskaya obl 

Omskaya obl 

Tomskaya obl 

-0.6 

-3.6 

0.8 

0.5 

-2.2 

-5.5 

-16.6 

-7.8 

WESTERN SIBERIA REGION 

17.0 

3.2 

1.4 

11.0 

14.2 

32.5 

22.0 

I Tyumenskaya obl I 75.5 1 127.4 1 80.3 1 

-0.4 

0.0 

39.9 

3.8 

5.4 

5.7 

r 

- 

Buryatia rep 

Tuva rep 

Khakassia rep 

Krasnoyarsky krai 

Irkutskaya ob1 

44.6 

8.4 

2.5 

18.5 

28.8 

58.6 

40.0 

-0.9 

3.8 

43.3 

3.1 

15.9 

7.2 

24.2 

0.5 

-2.2 

6.7 

11.1 

27.8 

18.8 

-1.5 

-8.0 

14.5 

-9.5 

5.4 

0.8 

4.7 

-0.8 

3 -4 

34.2 

25.6 

1.1 

-1.7 

5.4 

54.1 

33.2 

-4.2 

-2.5 

2 -0 

26.7 

13.0 
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Chitinskaya obl I 6.4 -0.3 -6.8 

FAR EAST REGION 

Yakutia-Sakha rep 

Primorsky krai 

Khabarovsky krai 

Amurskaya obi 

Kamchatskaya obl 

Magadanskaya obl 

FEDERAL SUBSIDIES I 10.9 1 

- -  - 

Sakhalinskaya obl 

KALINTNGRADSKAYA OBL 

17.8 

4.1 

8.4 

3.1 

3.7 

9.4 

4.7 

0.4 

federal share of wage bill health tax (0.2%) as % to fed. 
subsidies 

20.6 

-1.1 

3.7 

-0.4 

1.5 

11.4 

5.4 

-15.0 

-9.1 

-7.1 

-2.7 

2.3 
- 

3.6 

1.3 

428% 

- 

-2.7 

-2.3 

,263% 19% 
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Figure 1 
Real Governmental Health Care Expenditures Declined by 95% in 1992 

(million of 1991 Rb) 
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Exhibit I 
Death rate from diseases (per 100,000 population) in 1992 

North Region 564.1 166.5 199.0 I I 41.8 I 25.0 

North West 790.3 267.0 200.8 46.0 I I 38.5 
I 

Central 

Volgo Vyatsky 

Central Chernozemny 

Povolzhie 

North Caucasus 

Urals 

West Siberian 

East Siberian 

Far East 

785.5 

685.7 

Source: Goskomstat, 1992 Medical Service of population in RF. 

788.8 

643.5 

650.2 

606.8 

497.6 

480.6 

455.9 

248.9 

189.5 

208.1 

206.8 

180.2 

185.2 

179.3 

165.5 

151.2 

169.4 

1752 

142.2 

143.5 

122.4 

184.3 

192.7 

217.8 

214.1 

54.0 

81.8 

36.8 

28.0 

89.7 

46.7 

56.6 

68.6 

55.8 -. 

64, 1 

39.1 

34.6 

31.1 

35.6 

29.5 

29.8 

36.0 

28.9 
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Exhibit I1 
Top 10 Disease in 1992 (per 1,000 population) 

Volgo 
Vyatsky 

Chernoze- 

North 514.1 27.5 47.7 
Caucasus 

Urals 646.3 36.5 54.8 

West 681.5 40.9 57.4 
Siberian 

East 587.8 34.3 48.4 
Siberian. 
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Exhibit 111 
Dynamics of diseases (per 100,000 population) 

RF 248 

North 206 
Region 

North 301 
West 

Central 282 

Volgo 248 
Vyat- 

Central 266 
Chernoz 
emny 

Povolz- 260 
hie I 
North 252 
Cauc- 
asus 

Siberian west 1 222 

Siberian 1 lS3 

FarEast 1 179 
Source: Goskomstat 



Healthy Russia 2000: Reference Charts Page 24 

Exhibit IV 
Number of Sick Days claimed per employee per year 

Urals I 11.6 I 0.9 I 10.4 I 1.10 

, 

RF 

North Region 

North West 

Central 

Volgo Vyatsky 

Central .Chemozemny 

Povolzhie 

West Siberian 

East Siberian 

Far East 

11.6 

11.8 

12.4 

13.7 

10.9 

11.3 

I 10.8 I 

Source: Goskomstat, 1992 Medical Service of Population in RF. 

11.0 

11.6 

11.8 

11.4 

13.2 

13.1 

12.6 

12.1 

12.4 

11.7 

10.5 

12.3 

12.8 

10.6 

12.3 

11.2 

11.3 

10.2 

10.9 

10.9 

11.2 

10.9 

0.92 

0.92 

0.85 

0.89 

0.84 

0.87 

1.04 

0.91 

0.84 

I 11.6 1 0.90 I 
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Exhibit V 
Doctors and Paramedical Staff (per 10,000 population) 

North Region 1 41.8 1 42.5 1 43.1 1 141.9 1 139.9 ( 137.6 

North West 

Central 

Volgo Vyatsky 

Central 
Chernozemny 

Povolzhie 

North Caucasus 
- 

Urals 

West Siberian 

East Siberian 

66.0 

58.2 

35.5 

34.7 

40.9 

40.4 

- 

I I I I I Far East 46.9 50.7 50.8 120.6 1 15.4 

37.0 

41.7 

3 8.4 
-- 

116.1 

54.6 

51.7 

38.1 

36.6 

43 .O 

41.8 

ource: Goskomstat, 1992 Medical Service of Population in RF. 

38.8 

43.8 

39.9 

552 

51.3 

39.7 

37.7 

43.8 

41.6 

39.5 

43.5 

41.7 

134.3 

130.9 

111.5 

109.1 

1 16.5 

108.8 

115.6 

1 19.4 

111.8 

108.9 

114.7 

109.8 

106.2 

115.1 

111.3 

109.1 

114.5 

108.7 

110.5 

113.1 

108.2 
- 

114.4 

114.7 

110.2 

116.1 

1 12.7 

111.1 
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Exhibit VI 
Perm Region 

1993 Budget for Health Care (millions of roubles) 

Exhibit VII 
Tver Region 

1993 Budget for Health Care (millions of roubles) 

Wages 

Social Security 

Pharmaceuticals 

Equipment 

Food . 

Utilities 

R&M 

Capital Investment 

25,OO 1 

8,834 

8,240 

8,926 

7,355 

1 1,265 

6,856 

4,302 

Wages 

Social Security 

Pharmaceuticals 

26.0 

10.0 

9.0 

10.0 

8.0 

12.0 

7.0 

4.0 

Equipment 

Food 

Utilities . . 

R&M 

Disposable supplies 

Other 

7,700 

3,045 

3,767 

4,692 

4,816 

5,973 

1,425 

275 

739 

23.6 

9.33 

1 1.54 

14.38 

14.76 

18.3 1 

4.36 

0.83 

2.2 

8,534 

3,362 

3,571 

25:42 

10.0 1 

10.63 

4,90 1 

4,772 

5,648 

1,881 

249 

653 

14.59 

14.21 

16.82 

5.60 

0.74 

1.94 
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Note 1. Capitation - The Financial Mechanism of the System 

1. In the enactment of Supreme Soviet of RF "On the Procedure of Financing of Compulsory 

Health Insurance in 1993 ", it states: 

"Territorial CMI h d s  should frnance CMI programs which are carried out by the health 

insurance companies on the basis of applying differentiated capitated norms which are 

established by Fund Board of Administration." 

2. This was followed up by the Government decree of Oct. 11, 1993 (Council of Ministers 

1993) that states in its second item: 

"The Federal CMI Fund (FCMIF) shall: 

a) in consultation with the Ministry of Health of the RF and the Ministry of Finance of 

the RF, prior to November 1,1993, approve procedures for determining average per 

capital rates of financing the territorial CMI programs; 

b) in consultation with the Federal Service of Russia for supervision over Insurance 

Activities, prior to November 1,1993, approve standard CMI Rules and a format for 

a standard agreement between TFCMI and an insurance medical agency.'! 

3. In addition, the decree stipulates in its fourth item: 

"The Ministry of Health of the Russian Federation shall: 

a) develop, in preparing a 1994 budget, and submit to the Council of Ministers, 

Government of the Russian Federation proposals on procedures for financing -. 

medical institution which are not part of the system of the Ministry of Health of the 

as well as medical instiltions of the Federal level which are under the Ministry 

health of the RF; 
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b) in consultation with the Ministry of Finance, FCMIF, prior to December 1, 1993, 

approve settlement procedures between health authorities and territorial CW-funds 

for provision of the medical care under CMI. 

4. Capitation is thus stipulated as the key financial mechanism for the health system. Indeed, 

capitation fits well the reform philosophy of the Russian reform efforts aiming at fostering 

a competitive environment with minimum government involvement in the organization and 

management of care provision, and in establishing the scope of choice available to 

consumers, yet under public finance principles. 

5.  The definition of capitation and its implementation therefore must encapsulate several basic 

issues most of which are stipulated by the October 1993 decree of GRF. 

Note 2: Wage-bill Determined Health Budget 

Suppose that the health budget, either at the regional or national level, is denoted as follows: 

where: 

H = total health budget, 
E = health tax revenues from wage-bill, and 
B = general revenues allocated to hedth. 

The health tax is determined as follows: 

E = pWN 

where: 
p = the health tax rate on the wage bill, 
W = the (average) wage rate, and 
N = the number employed. 
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In a capitation system based on the premise that employers finance the employed population, the 

allocation to each person (C) is determined as follows: 

C * = EIN* (3) 

Where C* is the standard capitation level for the standardized number of employed N*. These 
variables follow from the common practice to allow persons of7 primarily age and sex profiles to 
have different relative capitation coefficients. 

Note 3: Medical specialties by which the basic program was established. 

Cardiology 
Rheumatology 
Gastroenterology 
Pulmonology 
Endocrinology 
Nephrology 
Hematology 
Allergology 
Pediatric (somatic) 
General therapy 
Infection diseases 
Neonatology 
Traumatology 
Orthopedic 
Urology 
Neurosurgery 
Trauma from bum 
Stomatology 
Thoracic surgery 
Proctology 
Cardio surgery 
Vascular surgery 
General surgery 
Oncology 
Obstetrics and Gynecology 
Otolaryngology 
Ophthalmology 
Neurology 
Dermatology 
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Note 4: The basic program for 1993 included: 

a. polyclinic care (primary care, diagnostic and treatment in policlinic, emergency care, 

preventive care) in volume of 8 visits to physicians in an year per capita; 

b. hospital care by medical referral in volume of ZO,O hospitalizations in a year per 10 000 of 

population in all types of hospitals. Calculated need in hospital beds will comprise 97.06 beds 

per 10,000 population and beds for social nursing it will comprise 109.44 beds. 

The basic program is oriented to intensive utilization of resources, structural optimization of the 

medical facilities net both for the profile of beds and types of visits. 

Cost accounting of the basic program is based on a study of the medical care needs and expenditures 

per "one medical service" (a visit, a hospitalization, etc.) taking into the account the indexation. 

Inputs 

(a) Polyclinic care 

(1) Its expenditures (prices for December 1992) were 625.14 milliard rubles. 

(2) Cost of one visit - 469 rubles 

(3) Annual expenditures for one citizen - 4516.8 rubles (including 3858.5 rbl. per one 

men and 45 16.8 rbl. per one woman) 

(a) Hospital care 

(4) Its expenditures (prices for December 1992) were 727.33 milliard rubles 

(5)  Cost of one bed per one year - 450 thsn. rbl. 

(6) Cost of hospitalization of one patient - 19.86 thsn. rbl. 

(7) Annual expenditures per one citizen - 4903.6 rbl. (including 4814.4 rbl. per one men + 

and 4982.5 rbl. per one woman) 
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Note 5: The Capitation Formula for Health Funds Allocation 

1. The formula is a follows: 

NW92 

N .  = ............................... *VSMRi * t i  * I j  ( P i j * C  j) 

(ti * VSMR,) * Cj(Pi j  * Cj)  

where: 
N i  - need-based health expenditures in oblast i; 15 

,992 - 1990-level local health expenditures in the Russian Federation in 1992; 
SMRi - Standardized mortality rate in oblast i; 
P i j  - population in age group j in oblast i; 

Cj - age cost coeficient for age group j; 
t i  - regional cost coefficient in oblast i 

1990 - level health expenditures for 1992 were computed by applying 1992 age and-gender structure 

and 1992190 consumer price index to the 1990 health expenditures: 

where: 
N 1 9 w  - actual local health expenditures in 1990; 
INDEX- 1 99211990 consumer price index. 

2. THREE SCENARIOS FOR FORMATION OF LOCAL HEALTH BUDGETS. 

Actual health funds of each oblast is formed as follows: 

where: 
H i  - actual health funds in oblast i; 
Ti - wage bill health tax in oblast i; 
B , - health funds allocated by the local budget in oblast i. 
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Wage bill health tax by oblast, Tj, was calculated as 3.4- of oblast wage bill. No displacement value 

was applied. 

where: 
WB - wage bill in oblast i. 

We a s s h e  that the Federal budget would subsidy those oblast, which actual health budget is lower 

than the estimated need-based one. 

where: 
S - Federal health subsidy to oblast i. 

a. First allocation scenario 

The first scenario for local health financing suggests that local budget allocates the same 

age-adjusted sum of money for non-employed that is provided to the employed by the wage - 

bill health tax. 

B l j = ~ ,  * 1, LCj* (Pi, - EPij + CHij)] / Cj[C * (EP - Chij)J 

where: 
EP , - employed population in age j in oblast i; 
CH, - women with children in age up to three years old in oblast 1; applicable to age 16-54 
only, for other ages equal to o. - 
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b. Second allocation scenario 

The second scenario of local health financing suggests that the local budget allocates for 

health the same percentage of oblast gross product (GP), that N,,, formed in GPlm: 

where: 
GP , - economic potential of oblast i. 

c. Third allocation scenario 

l992/9O index of national global economic indicators (in actual prices) is higher than the l992/9O 

consumer price index (which is equal to 23 times), used as health services price index: GDP92-90 

= 27, NMP92-90 = 33, GP92-90 = 27. Thus, national economy, in general, can provide the 1990 

level of health expenditures. The third scenario of health financing suggests that Iocal health budget 

allocates money in the amount, needed in addition to the wage bill health t q  up to the 1990-level 

percent of GP: 

Note 6: The Data 

1. DATA 

a. Population, total and by age-and-gender groups, by oblast, 1 992; national, 1990, 1992. The 

following age structure is available by oblast: "0 15", "16-pension age" and, "older than - 
pension age". The pension age is 54 for females and 59 for males. National data are available 

by detailed age and gender structure (both genders, every 5 years). 
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m b. Women-emplovees with children under 3 years old, by oblast, 1992. This data is not 

available. The number of children under 3 years old in oblast i was estimated as follows: 

where: 
CH , - number of children under 3 years old; 
Pij - population in oblast i in year j (Goskomstat, 1992a; Goskomstat, 1993a); 
NT - natality in oblast i in year j (Goskomstat, 1992a; Goskomstat, 1993a); 
IM ij - infant mortality in oblast i in year j (Goskomstat, 1992b; Goskomstat, 1993b); 

c. total and by age-and gender groups, by oblast, 1992. Only the total 

number of the employed is available by oblast (Goskomstat, 1993~). National age structure 

was applied for all oblasts (Goskomstat, 1993a). The same age structure ('0-15', '16-pension 

age', and 'older than pension age') was used: 

1 d. Standardized Mortality Rates (SMR), by oblast, 1992. 1992 data were not available. 1989 

data on age-and-gender mortality rates were used ('MedSocEconornInforrn')~ 

i where: 
MR ,- Standardized mortality rate in oblast i; - 
d, - death cases In age-and-gender group j in oblast i; 
Pij - population in age-and-gender group j in oblast i. 

e. Age-and-gender cost coefficients for medical services. The FMOH recommended cost 

coefficients were weighted by the 1992 national age-and gender structure of the population 
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and aggregated according to the available oblast-level age structure (Ministry of Health of 

the USSR, 1989): 

a32 cost coefficient 
'O- 1 5' 3.94 
'1 6-54(59)' 3.82 
'5 5(60)+' 9.14 

( 1992. Data are not available. Data on the cost 

of main foodstuffs' set by economic regions were used (Federal Center for Economic 

Analysis and Forecast, 1993). 

Local health expenditures, 1990,1992. These data are available (Federal Ministry of Health 

working tables). 

N,,,= 13,112.9 mln. rbs. 

1992/90 price index of medical services. The index is not available, the 1992/90 consumer 

price index was applied (Goskomstat, 1992a; Goskomstat, 1993a): 

INDEX = 22.99 times 

Wage bill, by oblast, 1992. Data on wage bill are not available. They were estimated as 

follows: 

WBi= 12 * @Pi - CHi) * W i  (11) ' 

where: 
WB - wage bill in oblast i; 
EP , - employed population in oblast i (Goskomstat, 1993~); 
W - average monthly wage of employees in oblast i (Goskomstat, 1993b). 

It was assumed that all other categories of the employed (farmers, self employed, etc.) got the same 
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average wages. Women with small children are not assigned wages, although they are included in 

staff lists. 

j. G- by oblast, 1992; nation& 1990.Oblast-level data are not available. Estimate 

of oblast gross production (GP) was calculated for 1990 and 1992 as follows: 

GPi = IP i+APi+PSi  

where: . 
IP - gross industrial product in oblast i (Goskomstat, 1993~); 
AP - gross agricultural production in oblast i (Goskomstat working tables); 
PS - volume of paid services in oblast i (Goskomstat, 1993a). 

1992 oblast-level data on AP are available only in 1983-level prices. They were adjusted according 

to the national actual-price AP (Goskomstat, 1993a). 

k. Annual average exchanye rate, 1992. It was estimated as the harmonic average from the data 

on the exchange rates in the beginning and the end of each month in 1992 (Federal Center 

for Economic Analysis and Forecast, 1993). 

EXCHANGE RATE ,9,, = 209.4 rubles per 1 USD 

2. DATA SOURCES 

State Statistical Bureau. of the Russian Federation (Goskomstat), 1992a. "Russian Federation in 

1991". Annual book of statistics. 

Goskomstat, 1992b. "Indicators of Social Development of the Russian Federation. 1991 ." .- 
Goskomstat, 1993a "Russian Federation in 1992". ~nnual'book of statistics. 

Goskomstat, 1993 b. "Indicators of Social Development of the Russian Federation. 1992". 

Goskomstat, 1993c. "Russian Federation, 1992". Monthiy statistical buIIetin. 
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Goskomstat. Working tables on gross agricultural product. 

Ministry of Health of the USSR. Selected normative and methodical documents on the 

transition of health care institutes to new economic circumstance. Moscow, 1989. 

Ministry of Health of the Russian Federation. Working tables on the expenditures. 

Federal Center for Economic Analysis and Forecast. "Russia - 1993 Economic Situation", 

vol. 1. 1993. 

Scientific and Industrial Amalgamation on the Medical, Social and Economic Information 

Issues of the Ministry of Health of the Russian Federation ('MedSocEconomInforml). 

Working tables on 1989 age-and-gender mortality data. 
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HEALTH CARE EXPENDITURES IN RUSSIA ARE SIGNIFICANTLY 
BELOW OECD COUNTRIES 

Health care expenditures as a % of GDP 

average 

Health care expenditures per capita ($ / PPPS) 

average 

I-" - - 
I : Informal expenditures (unaccounted officially) 
I - - - _ .  

Source : OECD, World Bank, unpublished data from Ministry of Health, Goskomstat, BCG estimate 



THE CURRENT HEALTH CARE REFORM CREATES 'MAJOR 
CHANGES IN MANAGEMENT AND FINANCING OF HEALTH CARE ( I )  

Introduction of a Compulsory Medical lnsurance system (CMI) coexisting with 
local budget financing system 

Sources of funds 
Employers are required to pay a 3.6% payroll tax to cover employees 
Contributions from local budgets cover unemployed population and 
special programs 

* CMI funds are responsible for collecting the major part of funds from 
both employers and local authorities 

Uses of funds 
Providers are reimbursed on the basis of operations performed, cases 
treated (DRG) or capitation 
Funds are distributed to providers via insurance companies or directly 
by the CMI funds 

- in some cases funds can be distributed directly by the local health 
authorities 

Providers management 
lnsurance companies (or CMI funds if there are no insurance companies) 
must play an active role in monitoring costs and quality of health care 
delivery 

t 



THE CURRENT, HEALTH CARE REFORM CREAJES~MAJOR 
CHANGES IN MANAGEMENT AND FINANCING OF HEALTH CARE (I1 

Allocation for 
economically 
inactive persons 

L-----+ 
1 

Health 
authorities I Health care budget 

Insurers 
(urban 
areas) 

Special programs i 

Claims - - - . . - - - - -  

Training & Education 

,New facilities 

Capital Expenditures 

Reimbursement of 
services for socially 
s~gn~f~cant d~seases 

Special providers 
(cancer, clinics, .. .) 

Reimbursement 
for all services 

Extra money left 
could be spent on 

Co-sponsorhip 
of local govt. 
programs 
Capital 
expenditures 
Building 
reserves 



KEY OBJECTIVES OF THE HEALTH CARE FlNANCfNG P'ROJECT 

To understand current financial flows, from all sources to health care providers 

To identify and explain regional variations 

To assess the viability of the new system under overall tight financing constraints 

To identify main sources of inefficiencies and areas for improvement 
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Diagnosis of the current situation 

Main evolutionary scenarios 

Key issues and areas for improvement 



METHODOLOGY (I) 

National level 
Major sources of funds 
Major uses of funds 
(providers) 
'Evolution over time 

Main information sources 
Federal Funds 
Goskomstat 
World Bank 
Economist Intelligence Unit 

Regional level (sample of regions) 
Detailed sources of funds 
Detailed uses of funds 
State of implementation of 
health care reform 

Main information sources 
Local Health Department 
CMIfund 
Insurance companies 
Providers (Hospital, 
Polyclinics) . 

Financing 
model 

Simulations1 
Sensitivity to 

key parameters 
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METHODOLOGY !(I!) 
Region selection 

Sample to be representative of diversity along 2 main dimensions 
Wealth of the region (ie its.ability to fund health care expenditures) 

- local public funds (budget financing) 
- employers' contribution potential (average monthly wages 

used as a proxy) 
State of implementation of the reform / efficiency of the key players 

7 regions selected 
Arkhangelsk 
Tver 
City of Moscow 
Novgorod 
Barnaul 
Novosibirsk 
Krasnoyarsk 

9 Chosen regions have total population of 21 .I million (14% of Russia) 



A 

METHODOLOGY (Ill) 
Field research 

In each region, interviews with the key players 

Local Health Care authorities . 

Regional Compulsory Medical lnsurance (I) Fund 

Insurers (Compulsory Medical lnsurance (I) + Voluntary Medical 
Insurance)(*) 

Large providers (Hospitals, Polyclinics) 

Focus on 

Actual structure of the financing system (and likely evolution) 

Operational efficiency (benchmarking of the different players) 

Main problems faced during implementation of the reform 

(1) CMI 
(2) VMI 

t 

.. . 



METHODOLOGY (IV) 
List of interviews 

Moscow 

Novgorod 

Moscow Health Care Authority 
Moscow City Fund of Compulsory 
insurance 
Medstrakh lnsurance Company 
(CMi+VMI) 
Asko (VMl+other) 

Nalko (VMl+other) 

City Hospital 79 
City Hospital 31 
Polyclinic 58 

Novgorod City Administration 

CMl Fund 

CMU Fund & Health Administration 

Oblast Administration 

Asko (VHI) 

Polyclinic 1 

Veterans Hospital 

Ms Panina Lyudmila Paviovna 
Mr Lomakin-Rumyantsev 

Ms NA Mints 
Ms 1V Loukyanova 

G Smirnov 
B Evgenil 

Mr lE Alexandrovich 
Mr Goiuhln 
Mr lG Suslov 

L Semenova 

LV Timofeeva 

VA Medik 

LS Agafonova 

IS Gremitskih 

VA Zvetkova 

Dept. Head, Finance & Planning 
Executive Director 

Deputy Dir of Health lnsurance 

Chief of Medical Care insurance 
Chief of Life 81 Health lnsurance 

Vice President 
Dir of Medical Care insurance 

Head Doctor 
Chief Doctor 
Head Physician 

Head of Financial Dept, City Budget 

Executive Director 

Chairman CMI Fund, Head Health 
Administration 

Head of Oblast Budget 

General Director 

Chief Doctor 

Head 

23 June 
16 March 

14 July 

8 July 

8 July 

13 July 
22 June 
13 June 

29 June 

29 June 

30 June 

29 June 

30 June 

30 June 

30 June 



METHODOLOGY (V) 
List of interviews 

Altal KraiBarnaul 

Tver 

Siberian Association of Public 
Health & Local Health 
Administratlon 

Regional CMI Fund 

Commission for Quality Control 

Private Insurer 

Altai Diagnostic Centre 

Central (Hospital) 

Oblast Administration, 
Territorial CMI Fund, 
Oblast Admlnlstratlon 

Regional Administratlon 

Tver CMI Fund 

Tarzhok Central Hospital with 2 
Polyclinics 

Mr NF Geraslmenko 

OV Andreeva 

IA Egorova 

VV Kuznezov 

V Cheganov 

EP Oslpov 

AV Kozazev 
BI Mogilevsky 
IA Mishanova 

Z l Gubanova 

Zlobln Alexander Nikolaevitch 

Head & President 

Deputy Director 

Head of Department 

Director 

Chief Doctor 

Head of Hospital 
Chief Doctor 

Head of Health Care, 
Deputy Head, 
Chief Economist 

Assistant Chief Financial Office, 
Head of Budget Department 

Executive Director 

Chief Doctor 

11&12 
July 

12 July 

11 July 

12 July 

12 July 

11 July 

27 June 

28 June 

28 June 

28 June 

13 - 



Novosibirsk 

Krasnoyarsk 

METHODOLOGY (VI) 
List of interviews ' - 

CMl Fund 

Azopo Zhizn (CMI) 

Enterprise Owned Hospital & 
Polyclinics 

CIM Central Hospital I 

Regional CMI Fund 

Local Health Administration 

Medika Insurance Company 

Divnogorsk City Clinic (Hospital) 

A Reshetnikov 

lA lvaninskaya 

L Kanunnikova 

Leonid Fedorovich 

SM Goryachev 

BP Mashtakov 

GK Fzolova 

L Egorov 

Director General 

Director General 

Head Physician 

Chief Doctor 

Director 

Directorate Chief 

General Director 

Chief Doctor 

6 J u l y  

6 J u l y  

5 Ju ly  

5 J u l y  

13 J u l y  

13 J u l y  

13 J u l y  

14 J u l y  

- 1 4 -  



METHODOLOGY (VII) ' 
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LIMITS OF THE ANALYSIS 

For flows which were taken into account . 

Lack of reliable national data ' 

Sample size (7 regions) 

Availability of data in the regions 

Sensitivity of inflation adjustments for nominal expenditure 

Flows which were not taken into account at this stage 

Unofficial flows 

Health care networks directly managed by national administrations 

Private providers 



THE DEVELOPMENT OF CMI FINANCING HAS ,NOT BEEN 
SUFFICIENT YET TO BRIDGE THE GAP WITH THE 1991 LEVEL 01 

HEALTH CARE EXPENDITURES S o  

Evolution of health care expenditures 
Health care 16000 , 
expenditures 
,,,I,, B. ~ b ,  14000{ 

Government budget 
(federal and local) 

Employers 4000 

Citizens (2) 2000 

(1) Inflation adjusted to Dec 1993 Rb using monthly CPI 1991 -1 993; annual CPI index for 1989 & 1990 
(2) Assume stable contribution over 1991 -1 993 
Source: World Bank report (health sector reform in Russia 12/93), Federal CMI fund estimate, BCG analysis 



LOCAL BUDGET IS STILL THE LARGEST SOURCE OF FUNDS 
BUT THE FINANCING STRUCTURE IS CHANGING (I) 

Total official 1 Lower Lower Upper I 
health care bound ('I 
expenditure 100 :::::::::::::::::: .................. 
(%I .................. .................. .................. .................. 

r*"( Federal 60 

G, I 1  
Federa, l 2 O 1  
& local 

- - 
bound .................. .................. .................. .................. .................. .................. .................. 

Changes in 
Sources of funds 
(employers vs budget) 

Management of funds 
(CMI funds vs Local 
~ e a l t h  Authorities) 

- - ,  
I - - , CMI scope for funds management 

Note: 1. CMI fund expenditures through insurers, CMI' ~ranches, and in agreement with LHA 
2. Total CMI funds expenditures 

Source: World Bank, Goskomstat, Federal CMI Fund, BCG analysis 



ENTERPRISE FUNDED HOSPITAL BEDS DECREASED FROM 10% 
TO 2.3% OF TOTAL 1991 TO 1994 

Total national health care funding from enterprises decreased from 5% to 1 % 

% hospital beds 10 , 
in enterprise 
owned facilities 

Key drivers of this change 

Current economic conditions 

Reduction in social 
expenditures 

Downsizing of enterprise 
activities 

Requirement to contribute 
3.6% wagebill to CMI Fund 

Local Govlt/CMl funding 

Enterprise funding 

Source: BCG Enterprise Poll of around 40'enterprises in 5 regions conducted by telephone interview from 2-9 August 1994 



IN ADDITION TO OFFICIAL FUNDING, INFORMAL SO'URCES OF 
FUNDS COULD REPRESENT A SIGNIFICANT ALTERNATIVE 

SOURCE OF FU.NDS 

Volumes and transparency of informal flows appear to vary significantly 

Only indirect estimates available (from +20% to +40% of total health care 
expenditures?) 

Moscow city providers seem to receive a relatively large portion of financing 
unofficially 

A small proportion of which has been used to purchase equipment 

Informal flows seem less common in the regions outside Moscow 

None of interviewees admitted significant "black market" flows 

Informal flows create distortions in health care provision 

Scarce resources are reallocated to "cash patients" which amplifies 
underfunding for majority of population 

Informal flows do not get reinvested in health care 

Source : BCG Intervigws 

1 



THERE ARE MAJOR DIFFERENCES BETWEEN RIEGIONS 
Main factors 

. . 
State of implementation of the reform 

Population coverage 

Roles and missions of the various players 

Funding structure 
Funds channelled through CMI funds or directly to the providers 
Existence of insurance companies 
Providers coverage 

Wealth of the region 
Enterprise contribution potential 
Local budget contribution 

Operational efficiency of the financing system 
CMI tax collection yield 
Level of commissions 

Efficiency of the health care delivery system 



DIFFERENCES IN STATE OF IMPLEMENTATION OF THE REFORL 

CMI co werage of pop ulation [thro 

- 
Novgorod Tver 

Jan 93 Starting datt lo CMI Fund 

Novosibirsk Krasnoyarsk 

(1) Population coverage of hospitals funded directly by CMI Funds. This does not include CMI Funds directed by local Health Authorities. 
(2) CMI Fund temporarily allocates 62% of their funds to two oblast level institutions at the request of local health administration. 
Source : BCG regional interviews and analysis 



Quality 
control 

Cost control 

Distribution ol 
CMI funds 

Financing of 
medical 
services 

Financing of 
investments 

Collection of 
enterprises 
funds 

DIFFERENCES IN MISSIONS 1 ROLES OF KEY PLAYERS 

~~~ 
X 

X X 

X X 

X X X  

X 

X 

c 
CMI : Compulsory Medical Insurance 
LHA : Local Health Aulhoriiies X =Minor flow 
INS : Insurers (1) Tax authorities responsible for collection 

Source : BCG regional interviews and analysis 
10850/(nb)lJuly 26 94RACRBI TILE BOSI'ON CONSULTING GROUP 

i 

:MI LHA I= 



CMI vs  direct financing of providers by local government (1994 Ql + Q2) 

Total "official" 100 
Health care 

expenditures 90 
("/.) 

8 0 

" Novgorod Tver Krasnoyarsk Barnau 

(1) Barnaul CMI fund does not receive funds from budget for economically inactive persons 
Source : BCG regional intetviews and analysis 

) Moscow 

Federal Gvt 

0 Local Gvt 

Funds managed by C 

CMI 



# of insurers 
with CMI license 

% CMI 
expenditure(l) 
via insurers 

Type of 
competition 

DIFFERENCES IN FUNDING STRUCTUREb(I1) 
CMI insurance companies 

1 

70% 

Monopoly 

8 

100% 

* Monopoly 
for inactive 
population 

Competition 
for workers 

5 

27% 

Monopoly 

(1) Does not include CMI funds directed by Local Health Authorities 

Source : BCG regional interviews and analysis 

2 0 

100% 

High 
competition 



DIFFERENCES IN FUNDING STRUCTURE (ill) 
Provider coverage 

Most regions channel CMI moneys exclusively to urban hospitals to reduce burden on 
budget and to expand CMI coverage rapidly 

Polyclinics should receive CMI moneys after all hospitals are covered 

Most CMI Funds interviewed indicated a limited number of polyclinics would be 
covered by early 1995 

Notable exceptions 

Tver began with poorly funded rural hospitals because urban hospitals were 
unwilling to risk losing funds from budget 

Novgorod and Barnaul, despite a shortage of funds, started hospitals and 
polyclinics simultaneously 

Moscow began with polyclinics, and currently CMI funds provide almost 50% 
of polyclinic expenses 

Source : BCG regional interviews and analysis 



DIFFERENCES IN OPERATIONAL EFFICIENCY (I) 
Collection yield and commission levels 

CMI collection yield (1994 Q1 + Q2) 

% )  loo I 
"1 Jan 93 

July 93 July 93 Jan 94 

Commission level for CMI funds 
, (%) 10 

9 

* 1 Jan ! 

Source : BCG regional interviews and analysis 

f 



DIFFERENCES IN OPERATIONAL EFFICIENCY (11) 
Operational efficiency of CMI funds 

3.5 I * 8 I I I I 

5 5.5 6 6.5 7 7.5 Turnover (M Rbllrnonth) 

(1)External collection 
Source : BCG regional interviews and analysis 

CMl without insurers 

# adm staff 5 
M RbVmonth 

4.5 - 

4 - 

Novosibirsk 0") 

Novgorod Barnaul . 0 Krasnoyarsk (1) 

0 Tver 
~rchange lsko  



NATIONAL FLOW ESTIMATES (FIRST QUARTER 1994) - MACRO DATA - 

Health care 
providers 

Federal 
Gvt 

Note: Flows annualised from first quarter data; 12/1993 billion roubles 

Federal 
health 

programs 

1 B refers to the level of actual flow (a)' relative'to the projected flow (b) 
b 

Sources: Federal CMI Fund, World Bank, Goskomstat 
', 

t 



NATIONAL FLOW ESTIMATES (FIRST QUARTER 1994) 
EXTRAPOLATION 

Regional extrapolation confirms national estimates 

Employers' contribution 

T I  I I  i-izzz 
X 

National wage - of ~at ional  Sample bill over - Employers 
contribution sample weight Contribution 

7-7 32 bn rbl 17.5 560 bn rbl 

Regional 
Interviews 

Local Health Authority Budget 

I National I 
Sample health care 

contribution X budget (1993) = 
1420 bn rbl over sample 

weight 
7.1 u 

Note: Roubles inflation adjusted using monthly CPI index; 1211993 roubles 

Source: BCG regional interviews & analysis 

Extrapolation 
of National 
health care 

budget 
10,100 bn rbl 

( Goodfit with 
national 

estimates 
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HOW VIABLE OR SUSTAINABLIE IS THE NEW 
FINANCING SYSTEM ? 

What will be the funding structure when CMI funds are fully operational ? 

How viable is the health care system with the new funding situation ? 

Is local government amount sufficient ? 

Is enterprise amount sufficient ? 

How could unemployment impact the funding situation ? 



SIMULATED EQUILIBRIUM INDICATES THE MAJORITY OF 
FINANCING WILL STILL COME FROM LOCAL GOVERNMENT 

Evolution of financial structure 

health care 
expenditure 

Total official 100 

80 

I Equilibrium assumptions 

[ - -I CMI scope for funds management contribution 

Note: Inflation adjustment based on monthly CPI 
(1) Upper bound includes all CMI expenditures 
(2) Lower bound includes all CMI expendituies through insurers, branches & in agreement with LHA 

3.6% CMI rate 

95% collection rate for 
CMI funds 

Constant real Federal 
and Local government 
contribution 

Average wage in 
March 1994 

Source: Goskomstat, BCG regional interviews and analysis 



EVEN AT EQUILIBRIUM THE FUNDING STRUCTURE IS UNLIKELY 
TO BRIDGE THE GAP WITH 1991 EXPENDITURES 

Health care Simulation of total health care expenditures 
expenditure 16000 . . 
(1 211 993 bn Rb) 

I federal and I local 

Employers 

Citizens 

3.6% CMl rate 

95% collection 
rate for CMI 
funds' 

Key assumptions 

7 

To reach 1991 levels 
Local governments would need to increase the health budget by -20% 

Or 
Employers should contribute -5% of payrolls 

1 At70% collection rate equilibrium shortfall would be 17%. To reach 1991 levels; local government would need to 
increase the health budget by 34%; or employers should contribute 7% of payrolls 

Constant real 
Federal and 
Local 
government 
contribution 

Average wage in 
March 1994 

Note: Inflation adjustment based on monthly CPI 
Source: Federal CMI Fund, World Bank, Goskornstat, BCG analysis 



IMPACT OF UNEMPLOYMENT ON CMI F U N D S  AND LOCAL BUDGET 
To achieve 1991 equilibrium with unemployment of lo%, CMI rate would need 

to be 3.9% or local government spending increased by 4% 

Sensitivity of CMI funding to 
unemployment rate 

CMI 
funding.from 
enterprises 
(12/1993 bn Rt 

Unemployment 
rate (%) 

, . 

%increase 12 
in local 
government lo 
health 
funding 

8 

6 

Increase in local health budget to 
bridge funding gap at 3.6% 

contribution 

Unemployment 
rate (%) 

Note: 1. Based on equilibrium scenario and 1994 Q1 local government contribution for economically inactive 
Source: World Bank, Federal CMI Fund, Goskornstat, BCG analysis 



PRELIMINARY MODELLING IMPLIES THAT THE NEW 'FINANCING 
SYSTEM NEEDS AMENDMENTS 

Preliminary modelling shows that the current financing system will not be able to 
bridge the gap with the 1991 reference level 

There is a need for local governments to increase their level of health care 
expenditures. Their ability will be dependent on local economy and political 
situation 

And / or there is a need to increase the CMI tax rate which must be put in 
perspective of the overall taxation of enterprises 

- 

The major unknown still is the availability of "informal" flows 

But polarization of the health care system is likely if a significant share 
of the funding is left to "informal" flows (only wealthy individuals would 
access adequate health care) 
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THE REGIONAL FINANCING SYSTEM IS CQ!.MPLEX 

The multi layer system generates structural complexity .. . 
Local health authorities 
Local budgetary authorities 
CMI funds (with branches) 
Insurers 
Providers 

The complexity is compounded by the lack of clear definition of the respective 
roles 

Unclear responsibilities for defining the strategy of the regional health 
care system 
Overlap of responsibilities 

- eg. a provider can be financed by both CMI funds and LHA for the 
same expenditures 

- quality control perceived as being part of the missions of Local 
Health Authorities and CMI funds even if insurance companies 
exist 

Some essential tasks not fulfilled 
- quality control and support to providers for operational 

improvement are rarely provided 
Ambiguous role of insurers 

- "cross-selling" of VMI and other insurance products 



The state of implementation of reform varies between regions 
In terms of players involved in the regional health system 

- very few insurance companies. in some regions 
In terms of scope of expenditures covered by CMI funds vs local health 
authorities (providers type, # providers, urban vs rural) 

The roadmap towards a stabilized situation is not clear 
* Often no coordination between CMI funds and Local Health Authorities 

for transfer of responsibilities / funding 
Some exceptions : Moscow and Krasnoyarsk appear relatively 
successful in managing the transition 

Important rivalry / distrust between Local Health Authorities, CMI funds and 
insurers 

However, in some regions, some individuals perform executive roles in 
both CMI funds and LHA 



OP'ERATIONAL EFFICIENCY VARIES GREATLY 

.. . 
Health care delivery efficiency 

Eg, annual cost per bed in hospital .ranges . . from $3,000 to $1 1,000 in the 
regional sample . . 

Health care financing efficiency 

Reported collection rate varies from 69% to 85% 

Commissions paid to insurers vary from 1.5% to 10% with similar scope 

Difficulty for CMI funds and for insurers to understand, and then to 
control, cost dynamics at the provider level 

- but interesting local projects underway (software packages in Tver) 

Limited benchmarks I standards 
- great variations in pricing of medical services 

Difficulty to use planning as a management tool due to unclear definition 
of roles and a lack of secure financing 



OVERALL THE FINANCING SYSTEM DOES NOT ENCOURAGE -. 
EFFICIENCY 

Both in terms of structural efficiency of the health care delivery organization 

No incentives to cut overcapacity in hospitals and polyclinics 
- compounded by providers' responsibilities for social services 

No incentives to allocate resources primarily to out-patient care 

Quality control and operational support to providers are not rewarded 

And operational efficiency of the financing system 

The commission based financing of CMI funds and insurers doesn't 
create incentives to cut costs 
No direct pressure to reduce multiple layers of administrative costs with 
overlaps and redundancies 



KEY PLAYERS PERSPECTIVE : SYNTHESIS (I) 

~ a j o r  concern about the stability of the sources of funds 
, . 

Can and will the budget funds finance economically inactive persons ? 

Economic instability affects enterprises' funding ability 

The missions ands~ope  of work are not very clear 

Which type of expenditures must eventually be financed through local 
government budget (eg, capital expenditures) ? 

A couple of years will be necessary to get the system fully operational 

Lack of management expertise I tools to control healthcare costs and quality 

Reimbursement methods 

Historical costs database / benchmark 

Sometimes unwillingness to work with insurers 

Concern about future role of Federal CMI fund and redistribution of al l  the funds 
(3.6% vs 0.2%) 



KEY PLAYERS PERSPECTIVE : SYNTHES.'IS . . (!I) 

. , 
Some reluctance to transfer financing and responsibilities to the CMI funds 

Feel as having the leading role for quality control 

Still favor discretionary allocation of funds 

Mostly for capital expenditures 

Some mixed feelings about the profitability opportunites of the CMI business 
(now and in the mid term) 

Some view CMI as a major opportunity for products cross-selling 

Voluntary Medical Insurance products 

Other products 

Lack of emphasis on cost and quality control 



KEY PLAYERS PERSPECTIVE S: SYNTHESE . . (Ill) 

Difficulty to perceive today the benefits creited . . by the new system 

Stillin the learning phase 

More effort required to get funds than in the previous systems (complex 
reimbursement procedures) 

But opportunity to learn about cost management and some perception of 
increasing flexibility 

Major capital expenditures shortfall 

Insurance companies perceived as adding low value in the system 
Concern about capacity cuts 

Concern about capacity cuts 

Medical staff 

@ Polyclinic closures 



THE SYSTEM OFFERS SOME KEY'OPPORTUNITIES FOR 
IMPROVEMENT IN THE NEXT YEARS' 

.. . 
Decentralization allows for direct responsibilities and reactiveness in decision 
making , . 

Today, the competition between the various players does not seem very active 

Many regions have a limited number of insurance companies (with local 
monopolies) 

Limited competition between providers since patients do not seem to 
exploit fully the freedom of choice when it is feasible 

However, when the environment stabilizes regarding the implementation of the 
reform, market forces could largely improve the whole health care delivery and 
financing systems 

Mobility of patients and pressure from enterprises will force providers to 
improve quality or to exit 

Competition between insurance companies will force them to accept 
lower commissions and to play an active role in quality support 
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CHAPTER 1 
PROFILE OF THE HEALTH CARE SYSTEM 

- 

. . . - . . ~ . i  SUMMARY.. . : : . , . . . .  
. . . . . . . .  . 

Structure 

The health care system in the Netherlands is a system in transition. The current 
financing scheme is one of public funding through sickness funds (covering 
about two-thirds of the population) plus private insurance coverage for those 
with higher incomes (about onethird). Under the so-called Dekker reforms, 
approved by the government in 1988, this system will eventually be replaced by 
a centralised financing scheme. Private insurers and the sickness funds will 
attract enrollees by offering competitive premiums. Insurers will contract with 
providers to serve their enrollees. Providers will continue to be independent 
but will have greater incentives for efficiency under the new plan. 

Aarrre~ate Expenditure 

Historically, total spending on health care was determined by the demands of 
patients and the incentives on providers in treating patients. This led to 
unacceptably high expenditure which, in hun, resulted in increasing regulatory 
constraints. These included negotiated fees and capitations for physicians, 
attempts to limit physicians' incomes, constraints on capital spending by 
hospitals, prospective global budgeting for hospitals and reference pricing for 
pharmaceuticals. Given this heavy regulation, aggregate expenditure has 
become increasingly determined by political negotiations which try to balance 
public budgets against patient and provider satisfaction. 

Incentives 

Primary Care Physicians: General Practitioners (GPs) are paid a capitation, or a 
fixed amount per year, for each public patient who registers with them. This 
encourages the GPs to pass patients to the hospital as soon as they begin to 
draw sigmficantly on the GP's time and office resources, even when the least- 
cost site of care would be the GP's office. 

Hospitals: The vast majority of specialists, or hospital-based physicians, are paid 
a fee-for-service which is negotiated for publicly insured patients. The incentive 
has been for them to provide low-benefit, high-cost services in the most' 
expensive setting, the acute care hospital. 
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Since 1983, hospitals have been given a prospective, global budget in place of 
cost-based reimbursement, which had created strong incentives to increase costs. 
The newer scheme is meant to penalize hospitals which exceed their budget, 
essentially by forcing the hospital to make up the difference. This has not 
worked well. Hospitals do not control theutilization decisions of the hospital 
.specialists.or the GPs who send the -patients. to hospitals. Also, the. hospitals 
have been able to increase their global budgets by obtaining approval to add 
equipment and capital which have, in turn, been used to jusw higher revenues. 

Funders: The sickness funds lack important efficiency incentives, largely because 
they are the monopoly public insurer for a large share of the local population. 
The reforms being implemented will force the sickness funds to compete with 
the private insurers. Private insurers have been successful in serving those who 
were not eligible for the public funds. The private sector has been able to select 
the lower risks in the population; so much so that the private sector makes a 
contribution to the public fund as payment for the adverse selection experienced 
by the sickness funds. 

Pharmaceuticals 

As of January 1992, pharmaceuticals are being paid for under the Exceptional 
Medical Expense Fund (AWBZ) instead of the Health Insurance Act Fund. This 
reflects the ongoing implementation of the Dekker reforms which seek to roll 
all health care services into one central insurance fund. Other recent reforms 
have introduced the GVS programme, a 'reference pricing' scheme to pay for 
medicines. Under this scheme, patients must pay for anything in excess of a 
maximum reimbursement price. Supplemental insurance to help cover these 
copayments is apparently growing in popularity and should mitigate, to some 
extent, the negative impact of the GVS on the development of branded,'patented 
drugs. 

Issues - 
The Dutch health care system has been characterized by signhcant 
inefficiencies, especially the lack of incentives to use least-cost alternatives in 
health care. This has created a large and expensive hospital sector and 
encouraged long lengths of stay and very little day surgery by comparison with 
other developed countries. Government attempts to control costs during the 
1980s have stabilized spending as a share of GDP but have also reduced patient 
and provider satisfaction with the system. All of these factors underlie the 
recent passage of a major reform package to restructure the Dutch health care 
system. 
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Reforms 

The Dekker reforms are now being implemented in the Netherlands. The 
program has three main features: (1) one basic benefits package for all citizens 
under one furancing scheme, with consumers choosing their insurer and the 

. . . . . .: 
details of the insurance- policy .they most desire; 42) greater. incentives for 
efficiency in the delivery of care; and, (3) a shift from government regulation to 
greater reliance on managed competition. Sickness funds and private insurers 
will compete for enrollees and receive a risk-adjusted premium for each enrollee 
from the single Central Fund. Each enrollee will pay a flat-rate (i-e., not risk- 
adjusted) premium that depends on the insurer and coverage plan of their 
choice. Funding for the basic benefits package will come kgely from income- 
related taxes paid into the Central Fund (85 percent), with the remainder 
coming from the individual flat-rate premiums (15 percent) paid directly to the 
insurer chosen. 

Political Environment 

The reforms are proceeding slowly despite widespread bi-partisan support at 
the time of passage. In addition to the technical complexities involved in 
finalizing the new schemes, there is growing political opposition to the 
proposed changes. Higher income groups generally object to paying more 
under a system funded by income-related taxes than they paid for private 
insurance premiums. Private insurers are less satisfied with the new system 
because a large share of their revenues will derive from a bureaucratic formula 
rather than being under their direct control. Consequently, many believe that 
full implementation will require as much as another decade. 
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1.2 STRUCTURE OF THE HEALTH CARE SYSTEM 

1.2.1 The Health Care System in Context 
- 

The Netherlands is a constitutional monarchy. Legislative power rests with the Crown 
and the States-General (Staten Generuul) which has a 75 member upper house and a 150 
member lower house. The upper house is indirectly elected by the twelve Dutch 
Provincial Councils for six years, with half its members being re-elected every three 
years. The lower chamber is elected by direct universal adult suffrage on the basis of 
proportional representation every four years. 

There are 12 main political parties of which the most important are the Christian 
Democrats, Labour and the Liberals. All post World War I1 governments have been 
centrist coalitions, either CentreRight or Centre-Left, and have always included the 
Christian Democrats. The most recent election for the lower house was in September 
1989. The present government is a coalition of the largest party - the Christian 
Democrats - and the Labour Party. 

The government has overall responsibility for most aspects of health policy in the 
Netherlands. However, the actual system is characterised by a public/private mix of 
finance, together with service provision from private, not-for-profit hospitals. Most 
doctors - both GPs and specialists - work as private practitioners. Many Dutchmen 
pride themselves on having developed a pragmatic 'mixed' health care system, 
combining the social responsibility of the British and Scandinavian public systems with 
the entrepreneurial efficiency of the United States.' 

Expenditure on health care is high by international standards, and the standard of care 
is considered to be good. In general, patients have ready access to a comprehensive 
range of services and a wide choice between providers. Health status is also high. Life 
expectancy is long and infant mortality rates are among the lowest in the world. 

Nonetheless, there are problems. The government has been particularly concerned with 
the rising costs of health care. Since the early 1970s, it has sought to control the growth 
in aggregate expenditure through price controls and by regulating the numbers of 
hospitals, hospital beds and new technologies. Overall, the results of these policies 
have been disappointing.' Total expenditure continued to increase at what was 
thought to be an excessive rate during the 1970s. These increases also led to increases 
in the share of income being spent on health care. As aggregate cost containment 
policies became more effective during the 1980s, other pressures emerged. Waiting lists 
for elective surgical procedures lengthened and there was a strike by physicians 
protesting about restrictions on their incomes. It became increasingly obvious that the 

1 Saltman and de Roo (1989). 

2 van de Ven 11990). 
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system contained few incentives for using resources efficiently at the micro level. 
Moreover, some aspects of the mix of public and private funding were felt to be 
inequitable and to threaten social solidarity. 

- 

Faced with these shortcomings, the government appointed a committee to review the 
structure and financing of health care, chaired by Wiss'e Dekker, a former president of 
the electronics group, Philips International. The Dekker committee produced its report, 
"Willingness to Change", in March 1987. The Dekker plan had two main components: 
the introduction of a unified, basic health insurance package for the entire population; 
and the introduction of regulated competition between insurers and between providers. 
The proposals represent a movement towards a more market-based approach and are 
consistent with developments in a number of other countries and social policy areas. 

After a lengthy and difficult decision making process, the cabinet presented its final 
response to the Dekker report in a policy paper, "Changes Assured", in March 1988. 
In this paper, the cabinet accepted the main lines of the Dekker approach. Following 
parliamentary debates, the first steps towards a new health care system were taken on 
1 January 1989. It was expected that full implementation would take place over four 
years and would be completed by 1992. In fact, progress has been far slower than was 
originally envisaged. The proposals have encountered considerable political opposition, 
and doubts are now being expressed about whether they will ever be implemented in 
full.3 

In summary, the Dutch health care system is in the throes of a major programme of 
reform. This represents an ambitious attempt to introduce incentives for greater 
efficiency while maintaining equity in terms of access to health care. At present, 
however, there are doubts about the extent and pace of change achievable. 

1.22 General Features of the Finance System 

According to official Dutch estimates for 1992, 9.4 percent of GNP will be spent on 
health care in the Netherlands.' This figure is higher than the OECD estimate of 8.3 
percent (1989) mainly because it includes some long term nursing care expenditure not 
included by the OECD as health expenditure. 

Finance is raised from three main sources. First, the entire population is covered by 
compulsory social insurance for the costs of serious illness or long-term disability under 
the Exceptional Medical Expenses (Compensation) Act, better known by its initials, 
AWBZ. Services covered inciude hospital stays in excess of 365 days, nursing home 
care, and services for people with physical disabilities, mental handicaps and mental 
illness. Revenue to meet the costs of AWBZ is derived from two sources: income- 

3 Elsinga (1989). 

4 FOZ (1992). 
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related payments made by employees to the tax collecting authority; and (now only to 
a small extent) central government grants. In 1992, AWBZ is expected to account for 
about 45 percent of total health care expenditure. 

- 

The second source of health care funds is so& insurance payments made under the 
Health Insurance Act. Everyone earning below a certain wage and salary level (set at 
54,400 guilders in 1992 or $23,550 199O5) and recipients of social security benefits are 
required to contribute to this fund. These contributions include contributions related 
to earned income from insured people and their employers, and nominal flat-rate 
premiums. The over-65s remain covered after retirement if they were already 
compulsorily insured before retirement. Funds contributed under the Health Insurance 
Act cover the costs of GP services, short-term hospital care, dental w e  and, until this 
year, medicines. Approximately 62 percent of the population is insured under the 
Health Insurance Act. In 1992, it is expected to contribute approximately 24 percent 
of total health care expenditure. 

The third source of health care funds is payments made directly by individuals (i.e., 
out-of-pockets payments) and payments made by private insurers on behalf of their 
insureds. These companies offer cover to the self-employed and to those individuals 
with earned incomes above the ceiling specified by the terms of the Health Insurance 
Act. Currently, there is a wide variety of private insurance packages varying in the 
extent of their coverage and use of copayments and deductibles. Employees often 
receive a contribution from their employers towards the costs of private health 
insurance but, unlike in the United States, most private insurance is taken out by 
individuals rather than by their employers. About 32 percent of the population is 
covered by private insurance arrangements. 

Social insurance contributions are paid into a central fund administered by the Central 
Sickness Fund Board (Ziekenfondsraad). This board is an independent'administrative 
body responsible for distributing funds to about 30 private, not-for-profit sickness 
funds, which operate on a regional basis, and to the private insurers (AWBZ funds 
only). The individual sickness funds are responsible for meeting the bills submitted by 
hospitals and other providers, including doctors' fees, for services received by insurees. 

In addition to these three main forms of health insurance, there is a separate scheme 
for civil servants, covering about 6 percent of the population. Also, social care - 
particularly long-term residential care of the elderly - is funded separately through a 
combination of government grants and user charges. 

5 Throughout this Report, values are given in local curxency and in 1990 US!$. Conversions are made at 
1990 Purchasing Power Parities. Further, figures in 1990 US$ are effectively equivalent to 1990 ECUs, 
for while the current b/ECU exchange rate is 1 ECU = $1.382 (Financial Times, 6 August 19921, 
Purchasing Power Parity suggests a rate of 1 ECU = $1.021. Source: OECD (1992a); OECD (1992b). 



1.23 General Features of the Delivery System 

In 1990, there were 120 general hospitals offering a range of short-term care. Most of 
these hospitals are run privately on a not-for-profit basis and each is managed by its 

.. .. 
OWTI independent board. Many of these hospitals were developed by religious 
institutioxii. In'addition, there were 36 spkialised hospitals offering particular services,, . , 

such as children's or ophthalmic services, and 9 teaching hospitals attached to 
universities, in which the training of doctors and medical research took place. 

Despite the private status and autonomy of Dutch hospitals, they have all been subject 
to strong regulation under national planning legislation. They have not been permitted 
to expand or alter their activities without government approval. In general, approvals 
have only been granted if proposed changes conform with a hospital plan that has been 
drawn up by the local government and ratified by the national g~vernment.~ 

Long-term care is provided in 83 psychiatric hospitals, 121 homes for people with 
mental handicaps and 325 nursing homes. 

Family doctors (GPs) and most specialists are self-employed, private practitioners. The 
specialists are licensed to practise in the hospitals in which they work. As with 
hospitals, doctors' activities are subject to regulation by government. Until this year, 
local authorities had the power to restrict the establishment of new GP practices in 
areas in which their numbers exceeded a specified norm. This restriction has been 
recently abolished. There are still, however, norms regulating the number of medical 
specialists? 

In 1990, there were 1,453 pharmacists and, in addition, just over 700 doctors who had 
pharmaceutical facilities (from a total of 6,573 GPs). 

1.2.4 Inputs and Outputs of the System 

During the period of 1987 to 1992 Dutch health care expenditure as reported in the 
Financial Overview of the Care Sector (FOZ) by the Ministry of Health increased from 
42.9 bn guiders to 52.6 bn gullders (from $19.6 to $21.3 bn 1990). This corresponds to 
10.0 percent of gross national product (GNP) in 1987 and 9.4 percent in 1992.' These 
expenditure figures, both in absolute terms and expressed as a percentage of GNP, are 
somewhat higher than those reported by the OECD for the Netherlands. The major 
reason for this discrepancy is that OECD figures do not include long-term residential 

6 VNZ (1990). 

7 VNZ (1990). 

a Figures for 1992 are estimates. 
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care of the elderly. Both sets of data indicate that expenditure as a propotion of GNP 
has fallen over the period. 

Chart 1.1 indicates the sources of health care finance and the distribution of health care 
costs between the main sectors for 1990. Hospital care and the services of medical 
specialists (&ually provided within hospital settings) account for nearly onethird of 
total expenditure. This is almost double the share of expenditure devoted to 
ambulatory care. In fact, the predominance of hospital services is a notable feature of 
the Dutch health care system. Bed days per person and average lengths of stay are 
both high by international  standard^.^ 

The number of general hospital beds fell steadily over the period 1986-90 as did the 
beds per 1,000 population ratio, mostly in response to cost containment regulation. 
Over the same period, the number of GPs grew by 4.6 percent, while the number of 
medical specialists increased by 16 percent. 

Selected health status indicators indicate that life expectancy for both sexes and at all 
ages are among the highest reported by OECD countries. Favourable health status is 
also indicated by very low infant mortality and crude mortality rates, although the 
Netherlands is in the bottom one-third of OECD countries in terms of its perinatal 
mortality rate. 

e OECD (1991). 
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1.3 ANALYSIS OF INDIVIDUAL SECTORS 

1.3.1 Key Participants in the Health Care System 
- 

The main participants within the health care system in the Netherlands that are 
discussed in this section are: 

patients; 
financing organisations; 
providers of primary and community health care services; 
providers of hospital services; and, 
pharmaceutical sector. 

The relationships between these participants, and the flows of finance and services 
between them, are described in Chart 1.2 

1.3.2 Patients 

Health care services in the Netherlands originated largely from private initiatives, often 
on a charitable basis. Although the role of philanthropy has been gradually replaced 
by public finance and government regulation over the years, the system is still based 
upon a high degree of individualism. It is not a 'socialised' system in the same sense 
as the British National Health Service. One manifestation of this approach is that 
'rights' are rarely discussed in the health care context in the Netherlands. Rather, 
discussion usually focuses on 'obligations' and the ways in which different participants 
in the health sector are bound together by mutual, interlocking obligations.1° 
Nonetheless, the concept of 'social solidarity' does figure prominently among the 
objectives set for social policy in the Netherlands, as in many other European counties. 
This is generally taken to mean that contributions to the total costs o f  health care 
should be on the basis of ability to pay and that access to essential services should be 
based upon some definition of need. 

Since the introduction of insurance benefits under the Exceptional Medical Expenses 
Act and the Health Insurance Act in the 1960s, the Dutch have become accustomed to 
wide access to a high standard of service. There is considerable choice between GPs 
and hospital specialists, and care provided under social insurance is generally free at 
the point of service. There is a high level of public satisfaction with the health care 
system, as reported in a recent ten-nation survey." On the basis of a sample of 1,000 
Dutch residents surveyed in 1990, the Netherlands emerged as second only to Canada 
in terms of the proportion of the sample (47 percent) who felt that "the health care 
system works pretty well and only minor changes are necessary to make it work 

- -  - - 

10 Kirkman-Liff (1991). 

11 Blendon et al. (1990). 



Chart 1.2 
Key Participants in  the Health Care System in the Netherlands, 1991 
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better? The same survey showed that nearly the same proportion of the sample (46 
percent) thought that "there are some good things in our health system, but 
fundamental changes are needed to make it better." Only 7 percent believed that the 
system should be entirely rebuilt. - 

. . 
Certainly there is evidenceof dissatisfaction with certain aspects of the.system. In ,  . 

particular, attempts to control the growth of aggregate .expenditure have resulted in 
waiting lists for some services; these include care of the chronically sick, organ 
transplants, and orthopaedic and ophthalmic services. The real costs of waiting lists 
are significant. Silver Cross (a private insurer) estimates that 20 percent of absenteeism 
from companies in the Netherlands is caused by waiting times in health care services. 
As a result, Silver Goss has developed insurance packages which include 'accelerated 
treatment programmes.' These programmes allow privately insured patients to be 
treated in local hospitals without joining the waiting list. In urgent cases Silver Cross 
guarantees treatment, even if the patient must be sent outside the country.I2 

Cost containment through reductions in hospital capacity and restricting physician 
services have been politically unpopular. There has even been a strike by physicians 
protesting at attempts to control their income. At the same time, there is a widespread 
view that the health care system harbours X-inefficiency; that is, costs are higher than 
they would be if providers and sickness funds were being subjected to competitive 
pressure. A majority of the public (50 percent) believe that a 10 percent cost saving 
could be achieved with no decline in quality, and 20 percent beiieve that a 20 percent 
cost saving could be achieved with no decline in quality.13 

1.3.3 Payers 

1 33.1 The Exceptional Medical Expenses Act (AWBZ) 

The Exceptional Medical ~xpenses Act came into force in December 1967 and phased 
implementation began in January 1968. The scope of the Act is considerable. Initially 
it served mainly as a means of funding long-term or high-cost care, but over the years 
its provisions have been extended to cover more elements ,of health care, many of 
which are neither prolonged nor expensive in nature. In the future, coverage under the 
Act will be extended so that eventually it represents a basic insurance scheme covering 
the great majority of health and social services for the entire population. In 1992, 
AWBZ is expected to cover about 45 percent of all health care expenditure, up from 31 
percent in 1991. This reflects the reform plan's shift of coverage for some health 
services (notably, pharmaceuticals) from the Health Insurance Act into the AWBZ fund. 

12 Overmas (1992). 

13 Kirkman-Liff and van de Ven (1989). 
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Coverage under the Exceptional Medical Expenses Act includes: 

treatment and.care in hospitals after the first 365 days; 
treatment and care in psychiatric hospitals and psychiatric wards; 
nursing home care; 
care in an institution for.'the mentally handicapped; ,. .., . . 

care in an institution for the deaf and those with parthl hearing; 
services for the blind and poorly sighted; 
vaccinations; 
services for the disabled including day centre and hostel care; 
day care in a nursing home; 
home-care services; 
psychosocial care; 
psychiatric out-patient and non-residential care; 
medicines; and, 
aids and protheses. 

Insurance under the Exceptional Medical Expenses Act is statutory; practically the 
entire population is covered and must make both incomerelated and fht-rate 
contributions. In 1992, the income-related contribution rate is 7.3 percent of income (to 
a maximum income level) and the flat-rate contribution is 133.2 gwlders ($53.81 1990) 
per adult and 44.4 gudders ($17.94 1990) per child up to the age of 18 years (for a 
maximum of two children). 

In addition to the funds provided by individual contributions, part of the costs of 
AWBZ are met by a central government grant. However, as a result of government 
funding constraints, the size of this grant has fallen considerably over recent years and 
is now very small. 

The contributions collected by the tax authorities, together with the government grant, 
are paid into the Exceptional Medical Expenses Fund. This is administered by the 
Central Sickness Fund Council (Ziekenfondsraad) which makes payments to individual 
sickness funds and private insurers. It is these funds and insurers that are responsible 
for paying the bills for health care services provided under AWBZ. They are also 
responsible for organising payments for services covered by the Health Insurance Act. 

13.3.2 The Health Insurance Act 

The Health Insurance Act came into force on 1 January 1966. This provides a financing 
scheme for basic medical and hospital care for about 62 percent of the population. 
Under the provisions of the Act, everyone meeting the criteria set by the legislation is 
automatically insured and must pay the statutory contributions. The most important 
criteria is that the individual's wage or d ;uy is below a specified ceiling, set at 54,W 
guilders in 1992 ($23350 1990). In addition to the employed, this includes the 
unemployed, disabled and pensioners. 
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Coverage under the Health Insurance Act includes: 

medical and surgical treatment by GPs and specialists; 
obstetric care; - 
dental care; 
hospital care; 
transport; 
maternity care; 
audiological services; 
haemodialysis; 
services for patients with chronic respiratory problems; 
non residential rehabilitation services; 
services of a thrombosis unit; and, 
genetic testing and counselling. 

There is some regional variation in the percentage of the population covered under this 
scheme, ranging from 56 percent of the population who are covered in the province of 
Utrecht to 68 percent of the population in Limburg. 

Contributions for those up to the age of 65 are related to their income, whether this is 
earned income or income from social security. Until the end of 1988, employers and 
employees (or the relevant social security organisation) were each required to make 
payments of about 5 percent of the insured's income. However, from the beginning of 
1989, contributions ceased to be entirely income-related; a part of the insured's 
contribution is now a flat-rate charge and so the incomerelated part of their 
contribution has been reduced. Under the Dekker reforms, the transfer of coverage for 
some benefits to AWBZ has also served to reduce the income-related payment. In 1992, 
the combined employee/employer contribution amounted to 6.35 percent of the 
insured's income, with a flat-rate payment of 198 guilders ($80 1990) adult and 99 
gulders ($40 1990) per child up to the age of 18 (for a maximum of two children). 

The over-65s and people who have taken early retirement are subject to special 
arrangements. Reduced rate incomerelated contributions (0.75 percent in 1992) are 
payable from that part of their incomes which is related to the Old Age Pensions Act. 
Additional retirement income is charged at the full rate payable by employed people. 
The retired are also required to pay the flat-rate charge. 

Contributions from employers and employees cover about 85 percent of the cost of 
benefits provided under the Health Insurance Act. The remainder is covered by 
government grants (about 10 percent) which were origrnally used to cover some of the 
costs of services for the elderly before they were incorporated into the Health insurance 
Scheme in 1986, copayments (4 percent) and payments from private insurers (1 
percent). The payments from private insurers are required to meet some of the public 
sector costs arising from adverse selection. This occurs because old people are over- 
represented within the Health Fund Scheme compared with the private insurance 
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sector. In order to meet the extra costs arising from this imbalance, legislation was 
introduced requiring the private sector to make a contribution towards the costs of 
compulsory health insurance, as long as old people remain over-represented within the 
compulsory scheme. 

All of these funds are paid into the General Fund for Compulsory Health Insurance. 
This fund is managed by the Sickness Fund Council, which makes payments to 
individual sickness funds. Thus, the individual sickness funds are responsible for 
organising payments under both the Exceptions Medical Expenses Act and the Health 
Insurance Act. 

The sickness funds are regionally based. Table 1.1 Lists the funds that were operating 
in January 1988, their location and the size of population covered by them. Since 1988, 
there has been a rediction in the number of funds through rationalisation and 
amalgamation. It is expected that eventually there will probably be only 10 to 15 
funds. 

Because it is the individual sickness funds that are responsible for making payments 
to health care providers, they are in a key position - as third party purchasers of care - 
to influence the efficiency with which the care is provided. In fact, there is a certain 

amount of evidence to suggest that they have not been particularly vi@ant in this 
respect. One reason may be that sickness funds operate as local monopolies and so 
there is little competition between them for subscribers. A study of the hancial 
reports of 40 sickness funds reveals a variation in per expenses between the 
lowest-cost and highest-cost fund of 69 percent. Standardising for the age-sex 
composition of their insurees accounts for only about one-third of this variation, 
suggesting that there are large unexplained differences in management efficiency." 

The current reform programme (discussed in Section 1.5) aims to address this problem 
by introducing competition between insurers. It would be incorrect, however, to 
suggest that none of the individual funds has been active in encouraging efficiency to 
date. Kirkman-Liff and van de Ven (up cif) describe a number of initiatives which have 
sought to encourage greater efficiency among providers. Many of them concentrate on 
the role of GPs as 'gatekeepers'. Traditionally, the capitation payment system has 
offered little incentive for GPs to develop services for their patients. There has been 
an incentive for GPs to refer their patients to hospital specialists at an early stage. This 
decision is costless to them and avoids the costs of managing patients themselves. 
Thus, patients are shifted from a low-cost site of w e  to a high-cost site. Various 
sickness fund demonstration projects have sought to counteract these perverse financial 
incentives. 

14 Kirkman-Liff and van de Ven (1989). 
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TABLE 1.1 : SICKNESS FUNDS, 1988 

Name 
- .  

Place 

Noord Holland Noord 
Amersfoort 
Amstekeen CZH 
Amsterdam ZAO 
Apeldoorn en Omstreken 
MZB 
AZWZ 
Zuid-Hotlandse Eilanden 
DSW 
Salland 
Drechtstreek 
Eindhoven en Omstreken 
Ziekenfonds OGZO 
Gorinchem en Omstreken 
Gouda-Woerden 
Haaglanden 
Azivo 
Spaameland 
RZG 
Mijnstreek 
Twente 
Het Gooi en Omstreken 
Leeuwarden-Sneek 
Leeuwarden-APFZ 
Leiden-Alphen 
Zuid-Limburg ZtL  
Drenthe Noord-Overijssel 
Midden en Noord Zeeland 
Nijmegen BAZ 
Purmerend 
Rotterdam SZR 
Sittard 
Tilburg Centraal CZT 
Midden-Brabant ZMB 
Midden-Nederland RZMN 
Rijn-IJsselland RZR 
Nwrd-Limburg ZNL 
Zwolle RZZ 
Apeldoorn ANOZ 
Friesland ANOZ 
Lingestreek ANOZ 
ljsselstreek ANOZ 
Nijkerk ANOZ 

. .  . 

Alkmaar 
Amersfoort 
Amstekeen 
Amsterdam 
Apeldoorn 
Bergen op Zoon 
Breda 
Brielle 
Schiedam 
Deventer 
DordrecM 
Eindhoven 
Gmr 
Gorinchem 
Gouda 
Den Haag 
Den Haag 
Heemstede 
Groningen 
Heerlen 
Hengeb 
Huizen 
Leeuwarden 
Leeuwarden 
Leiden 
Maastricht 
Meppel 
Middelburg 
Nijmegen 
Purmerend 
Rotterdam 
Sittard 
Tilburg 
Tilburg 
Utrecht 
Doorwerth 
Venlo 
Zwolle 
Apeldoorn 
Leeuwarden 
Leerdam 
Zutphen 
Nijkerk 
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Several sickness funds have invested substantial effort in improving their medical care 
monitoring systems. These systems typically provide individual physician data on 
referrd rates, prescriptions for medicines and the use of diagnostic services. They 
enable medical advisors from the sickness funds to meet with individual GPs to discuss 
their performance. Moreover, various combinations -of performance payments and 
elements of ' fee-for-service. have been introduced -in order to .reduce unnecessary 
referrals to hospitals, to stimulate GPs to undertake more minor surgical procedures 
themselves and to encourage them to take on greater responsibility for long term care, 
such as diabetes control. 

There has also been a collaborative effort between Silver Cross (the largest private non- 
profit insurer in the Netherlands), a regional sickness fund in Utrecht and a community 
health centre to develop a limited provider plan. This incorporates elements of a US- 
type health maintenance organisation with some of the hospital and specialist referral 
aspects of a preferred provider organisation. 

Elsewhere, sickness funds have successfully developed programmes for Area Clinical 
Pharmacologists, in collaboration with medical schools. Under these arrangements, 
physician-pharmacologists work for the sickness funds and meet with general 
practitioners to discuss pharmaceutical issues. This often involves the development of 
prescription protocols for more cost-effective use of high-cost medicines. 

Despite these initiatives, however, Kirkman-Liff and van de Ven believe that there is 
still major scope for sickness funds to strengthen the roles of their medical advisers and 
other staff involved in utilisation management and quality assurance. They cite use of 
prior authorisation for major diagnostic and therapeutic procedures in the United 
States, as well as concurrent review and discharge planning during inpatient stays, and 
claim that these activities could similarly encourage greater use of clinically-appropriate 
and cost-effective care in the Netherlands. They also claim that an alternative to 
introducing fee-forservice elements into general practice would be to reduce GP patient 
list sizes and offer higher capitation payments in return for active GP participation in 
quality assurance and utiiisation review procedures. 

1333 Private Insurers 

People earning over the income limit of 54,400 guilders in 1992 are not eligible for 
coverage for basic medical and hospital care under the Health Insurance Act. Most of 
these people take out private insurance plans with one of the more than 40 private 
insurers. Just over 5 million people, or 32 percent of the population, are insured in this 
way. About 60 percent of private insurance is taken out in the form of individual 
contracts, and 40 percent are group contracts. There is considerable variation among 
the contracts in terms of their coverage, the choice offered between providers and the 
use made of copayments and deductibles. 
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Many of the companies offering health insurance are multi-sectoral firms offering 
insurance in other areas in addition to health care. In recent years, there have been a 
number of joint ventures between private insurers. In 1989, for example, two alliances 
were formed by eleven of the largest private health insurers, accounting for half of the 
private health insurance market. Because the regional market share of private health 
'insurers is generally low, joint ventures.and mergers awseen as -a way for- them ,to. . 
develop countervailing bargaining power in relation to providers." 

Although the private insurers serve individuals not covered by the Health lnsurance 
Act, their activities are not always entirely separate from those of the sickness funds. 
There is some joint ownership. Although formal mergers between private insurers and 
sickness funds are not possible at the moment, one private insurer already offers 
supplemental insurance business for six sickness funds. (Under the reform proposals, 
direct mergers will be possible - see Section 1.5).16 

Moreover, the largest private health insurer in the Netherlands - Silver Cross, which 
has 650,000 subscribers - was actually founded in 1948 as the result of an initiative 
taken by the sickness funds. The funds were concerned about the fate of their members 
whose incomes reached the ceiling level and could therefore no longer be insured with 
them. Silver Cross was developed to offer good quality services to these groups at a 
reasonable price. Subsequently, Silver Goss has taken the view that insurers need to 
be more active in the organisation and management of care and has developed the 
'Silver Care' concept as an example of managed care based upon the US health 
maintenance organisation model." 

1.3.4 Primary Health Care Sector 

Primary health care in the Netherlands is based upon a system of general practice 
doctors (GPs) who are usually the first point of contact for people irrith health 
problems. Dutch GPs are independent contractors with the sickness funds, in much the 
same way that British GPs are independent contractors with the National Health 
Service. 

In 1989 there were approximately 6,200 GPs with an average of 2,350 patients each. 
More than half of all GPs (54 percent) are in individual practices; 38 percent work in 
partnerships, usually comprising two GPs; and a small minority (7 percent) work in 
integrated health centres alongside community nurses and social workers. Until 1992, 
doctors who wanted to establish a separate general practice were required to obtain a 
permit from the relevant municipal authority. Permits were issued based upon the GP 

15 Schut et aL (1991). 

16 Schut et aL (1991). 

17 Kamermans et al. (1991). 
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- per ~ p i h  ratio and the spatial distribution of practices. In 1992 this system is being 
abolished and GPs will be able freely to choose the location of their practices. 

The overall number of contacts with GPs is estimated at 4.2 per patient per year; of 
these, 3.2 are with the GP and the remainder with the practice secretary. Of the contacts 
with GPs, 17 percent take the form of home visits." 

~ y s  patients may be divided into two categories on the basis of their insurance status. 
First, there are those whose services are publicly insured under the Health Insurance 
~ c t .  Tfiese patients can choose to be registered with the GP of their choice. The GP 
-ently receives a flat capitation fee (not related to age or other patient characteristics) 
for each patient. The capitation covers only primary care services and the GP is not at 
financial risk for referral to hospitals or specialists. (In the future GPs will negotiate 
reimbursements with insurers.) Second, there are patients covered by private 
insurance. Some of these will have policies which include the costs of primary care. 
Privately insured patients generally pay their GPs per consultation and claim partial 
payment from their insurance companies if covered for this service. 

Publicly insured patients can only obtain access to specialist and hospital care on the 
basis of a referral from a GP. Most private insurers also require a GP referral. GPs are, 
therefore, in a strong position as 'gatekeepers' to secondary care. To date, their 
financial incentives have been to shift patients into secondary care too quickly. Under 
the proposed reforms, these incentives are expected to change. 

Primary or community health services are also provided by about 7,000 community 
nurses. The work of community nursing is concentrated in two main areas: namely, 
well-baby care and nursing care, mainly for elderly people. Most of this work takes 
place in the patient's own home. The service is organised on a national basis through 
70 regional organisations and their constituent local teams, usually comprising a head 
nurse, seven registered nurses and two unregistered nurses. These local teams usually 
work within a restricted geographical area, unlike GPs who often serve scattered 
populations. A small number of community nurses work in integrated health centres 
alongside GPs and social workers. 

In contrast to many other countries, patients in the Netherlands have direct access to 
the services of community nurses. About half of patient contacts are made in this way. 
The remainder come from GP recommendations (about one-fifth) and from nursing 
home and hospital referrals (about one-third).19 Since 1980, the services of commimity 
nursing have been insured under AWBZ, although a membership fee is often required. 
The membership fee reflects the origins of the service which began through voluntary 
organisations 
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Two other groups which contribute to the provision of primary and community care 
are family assistants and general social workers. Family assistants are organised within 
a large number of local or regional organisations. There are approximately 35,000 
family assistants providing housekeeping, personal care and social support, primarily 

: , , for elderly people living alone. The service is funded, as with community nursing, 
through AWBZ, although people have to pay part of the costs themselves,.based upon 
their personal financial circumstances. The service is important because it enables 
people to live on the& own, delaying admission to nursing homes or homes for the 
elderly, or bridging waiting times for admission to these institutions. 

Social workers are in the salaried service of social work organisations, although they 
often work closely with family assistance organisations. In 1989, there were 2,000 
general social workers usually providing assistance for those with psychosocial 
problems. They provide a major source of help for low income groups in need of 
mental health services. General social work is directly accessible to patients without 
any copayments. The costs of the service are met through municipal subsidies. The 
service is notable for being the only area of primary care where finance has been 
successfully decentralised. 

Co-ordination between the various providers of primary and community care is 
achieved through bilateral cooperation, through loosely structured primary care teams 
('home teams') and through integrated health centres. Home teams involve co- 
operation between a GP, a community nurse and a general social worker with regular 
consultations about patients and their needs. In 1989, there were 460 home teams, 
comprising onequarter of al l  GPs, one-fifth of community nurses and two-fifths of 
general social workers. Health centres involve at least one GP, a community nurse and 
a general social worker working together in shared premises. In 1990, there were 160 
health centres. They are mainly located in new towns or in new parts of towns where 
health care services have been built up from scratch. Relatively few have'been formed 
by joining together existing services. 

1.3.5 Hospital Sector 
* 

The hospital system in the Netherlands reflects the complicated political and religious 
history of the country. Many social institutions were organised either confessionally 
(Catholic and Protestant denominations) or politically (socialist and liberal parties). 
These have been referred to as the 'four pillars' of society, each seeking to maintain its 
own cultural identity? 

Although the decline of the 'pillar system' over time has led to mergers and joint 
ventures between different institutions, the basic landscape remains largely defined by 
confessional and/or political affiliations. Thus, the majority of the country's 250 
hospitals are religious in character, although about 40 of them were established and are 

2~ Saltman and de Roo (1989). 
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operated by muniapal governments. All of these hospitals are owned and operated 
predominantly by private, l d y < o n ~ o ~ e d ,  independent boards on a not-for-profit 
bask. In fact, private for-profit hospitals are prohibited by law in the Netherlands. 

~ ~ ~ e - e n t  policy aimed at reductions in hospitalexcess capacity has led to the active 
encour+ment of mergers between hospitals, and to a steady reduction in the total 
number of hospitals over time. Between 1986 and 1990, for example, the number of 
general hospitals fell from 143 to 120 separate institutions. Some researchers question 
the wisdom of this policy and claim that it likely to stifle ~ornpetition.~' However, the 
government seems to believe that larger hospitals offer econ&nies of scale and that 
mergers are politically the most effective way of eliminating excess bed capacity. 

Most hospital specialists work for themselves as independent practitioners. There are 
a small number of specialists working on a salaried basis in teaching and municipal 
hospitals. Despite their independent status, however, the majority of hospital 
specialists are now organised in group practices known as partnerships, usually 
comprising three to six members. When a new specialist enters a group, a 'goodwill' 
fee, usually amounting to between one and one-and-a-half times the specialist's annual 
gross income, is payable to the group. 

Specialists are paid on a fee-for-service basis. For sickness fund patients, a detailed fee 
schedule is negotiated between the Association of Sickness Funds (VNZ) and the 
National Association of Specialists. This schedule is based upon a norm, or target 
income, for doctors within each specialty, which is also negotiated nationally. Payment 
involves a sliding scale of fees - known as 'regressive fees' - on the basis of which 
payments per item of service fall as the number of services provided exceeds specified 
limits. However, attempts to restrict specialists' incomes to target levels have been 
largely unsuccessful, because there is no co-ordinating system for aggregating income 
earned from sickness funds and private insurance companies. The available. evidence 
indicates that doctors compensate for reductions in fees by increasing their workloads 
to achieve target incomes they set for themselves rather than those specified in national 
negotiations. 

Hospitals are required to break even after taking account of all of their costs and 
revenues. There have, however, been some major changes in the financial 
arrangements governing hospital behaviour in recent years. Prior to 1983, hospitals 
received full retrospective reimbursement for all of the services they provided. It was 
an open-ended arrangement. Taken together with the fee-for-senrice system under 
which doctors were paid, there were powerful incentives to 'maximise the number of 
inpatient days. This was achieved both by high admission rates and long lengths of 
stay. There were few incentives to contain aggregate expenditure or to strive for 
efficiency at the micro level. Government attempts at cost containment were pursued 
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through regulation of capacity and through attempts to control tariffs. Neither 
mechanism was considered to be particularly successful. 

A major effort to address these shortcomings was launched in 1983 when retrospective 
reimbursement was replaced by a regime of prospective global budgeting. Under this 
system, each hospital received a prospective budget limit for the following year. It was 
intended that any over-expenditure would be met by the hospital itself and that the 
prospect of this penalty would encourage greater cost consciousness. 

Considerable effort has been devoted to the task of devising a formula for setting 
hospital budgets. In the early years, individual hospital budgets were simply set on 
the basis of historic expenditure levels. Clearly, this did not distinguish between 
efficient and inefficient providers. The first attempt to address this problem was taken 
in 1985, when a formula was introduced which sought to identify acceptable cost levels 
with more precision. It did this by distinguishing between fixed and variable costs. 
Budgets for fixed costs are based on fixed inputs such as the number of beds and the 
number of specialist units within a hospital, whereas variable costs are based on 
variable inputs such as admissions and patient days. 

The second major revision to the budgetary formula was the introduction of functional 
budgeting in 1988. Functional budgeting is based on the principle that hospitals should 
receive the same budget for performing the same function. Three main factors were 
taken into account in order to determine the functional budget 

the size of the population Sewed by the hospital; 

approved hospital capacity measured in terms of bed numbers and specialist 
units; and, 

'production agreements' between local insurers (sickness funds and private 
insurers) and local hospital boards. 

This process was expected to lead to a large reallocation of budgets between hospitals, 
but was also expected, in the longer term, to increase efficiency incentives in the 
hospital s e ~ t o r . ~  

It is not clear that prospective budgeting has achieved the results expected, either in 
terms of aggregate cost containment or greater effiaency. A case study of two 500-bed 
hospitals camed out in 1987 sheds some light on the limitations of these budgetary 
controls as a cost containment device." The study showed that for the two hospitals 
concerned, their budgets grew by 15-17 percent over the period 1983-1987 rather than 

P Maaae (19892 

P Saltman and de Roo (1989). 
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falling by the 7 percent that official policy required. This occurred because, faced by 
budget limitations, the hospital managers responded by aggressively pursuing new 
capital investments - for which revenues were auto~l lz l t i~~y approved - and by 
developing 'off-budget activities beyond the regula~or's grasp. 

Another reason why prospective budgeting appears to have had limited impact upon 
the efficiency with which resources are used in hospitals is because effective internal 
management arrangements with hospital specialists have rarely been developed. 
External cost  constraint^ may act as a stirndus for more effective hospital management 
but, if it is to be implemented successfully it requires clinicians to be actively involved 
in the management of resources. Despite some experiments with clinical budgeting at 
university hospitals in Maastricht and Utrecht, for example, most medical staff have not 
been fully integrated into the management of services. Indeed, some researchers 
emphasise the independence of hospital specialists and the unwillingness and/or 
inability of managers to challenge their aut~nomy.~' 

One specific source of rising costs in the hospital sector that the Dutch government has 
been concerned with is the introduction of new technologies. In fact, with the 
exception of open heart surgery, the Netherlands does not have particularly high 
treatment rates in procedures using expensive new medical technologies. Similarly, 
expenditure on drugs and medical equipment is not excessive. Nonetheless, as in most 
other countries, there is concern about the impact of new diagnostic and therapeutic 
procedures on health expenditure. 

With individual sickness funds facing few incentives for purchasing cost-effective care, 
most of the onus for controlling the diffusion of new technology has traditionally been 
assumed by the government. The Hospital Provisions Act provides two regulatory 
measures for pursuing this aim. Article 3 gives the government the power to control 
the distribution of medical specialists in the hospital sector. This can be relevant when 
new technologies are related to specialkt functions. More directly, Article 18 gives the 
Minister of Health the authority to control, by licensing, the provision of certain 
services involving new technologies. Ten technologies have been licensed under this 
authority; namely, kidney dialysis, kidney transplantation, radiotherapy, neurosurgery, 
cardiac surgery, heart catheterisation, nuclear medicine, computed tomography, pre- 
natal chromosome examination and neo-natal intensive care. 

More recently the realisation that the causes of increased health w e  expenditure seem 
to Lie in the more widespread use of 'commonf technologies (rather than simply the 
introduction of new technologies) has led to an haeased interest in providing 
incentives for cost-effective care, rather than placing reliance upon administrative 
regulation. Recent changes in hospital budgeting falls into this category, as does the 
decision of the Sickness Fund's Coundl, in 1987, to designate certain technologies as 
'emerging' and to approve them for reimbursement only following evaluations. 

24 Saltman and de Roo (1989); van de Ven (1991). 
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Various transplant procedures, lithotripsy and in-vitro fertilisation were all designated 
as emerging technologies. Rutten and Banta (1988) argue that overall there is a 
growing belief that incentives are more powerful than regulation in achieving a cost- 
effective use of new technologies. - 

The development of an appropri&e incentive system does rely upon the existence of 
accurate information on the costs and benefits of existing and new technologies. 
Despite an active academic community that is engaged in this work in the Netherlands 
- and a community which, moreover, has strong links with health policy officials - there 
is sti l l  an extremely limited institutional base for technology assessment. Given that 
the country imports about 90 percent of its technology, Rutten and Banta suggest that 
there is need for a clearing house that will be able to access international information. 

1.3.6 Pharmaceutical Sector 

The Ministry of Welfare, Public Health and Culture has broad responsibility for 
pharmaceutical affairs. The Pharmaceutical Inspectorate, which is part of the State 
Health Inspectorate, is responsible for ensuring that regulations are complied with, and 
for advising the Ministry. 

All registered pharmaceuticals are divided into two categories; namely, prescription 
only (Uitsluitend Recept, UR) and pharmacy only (Uifsluitend Apotheek, UA) products. 
A limited number of pharmacy only products are sold on a non-prescription basis and 
smaller pack sizes (list V products) are available from non-pharmacist druggists. 

The main outlet for prescription medicines is through retail pharmacies. These 
pharmacies must be owned by a pharmacist or a co-operative of pharmacists. Most 
retail pharmacies are members of the Royal Netherlands Pharmacy Soqiety (KNMP). 
KNMP members may run only one pharmacy. However, some non-KNMP pharmacy 
chains have been set up. There are no regulations covering the location of retail 
pharmacies, although the KNMP produces voluntary guidelines. There were 1,423 
retail pharmacies in 1990 according to the Central Bureau of Statistics. The State Health 
Inspectorate inspects these pharmacies. 

In addition to these retail pharmacies, there were 758 dispensing doctors in 1990. 
Doctors are permitted to dispense in areas with no pharmacy but lose this right when 
a pharmacy is authorised in their district. In recent years, the number of dispensing 
doctors has fallen as the number of retail pharmacies has grown. The M i t r y  of 
Welfare, Public Health and Culture seeks to encourage a rational distribution of retail 
pharmacies and dispensing doctors. 

Druggists sell List V products, as well as non-pharmaceutical items such as cosmetics. 
There are over twice as many druggists as there are retail pharmacists and these tend 
to be preferred by many customers. 
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Other outlets for medicines are hospital pharmacies and a limited number of grocery 
stores which are registered to sell a restricted list of medicines. A hospital must have 
more than 300 beds in order to have its own pharmacy, otherwise it must rely upon 
local retail pharmacies. - 

The association publishes an official price list for pharmaceuticals which 
is used by the sickness funds and private insurers as a basis for reimbursement. Apart 
from encouraging some voluntary price freezes, the government has not sought to 

these prices directly and, no doubt partly as a result of this, prices in the 
Netherlands have been high by international standards. Figures reported by Burstall 
(1991) show that they were nearly 30 percent above the EC average. Patients have been 
expected to meet about 20 percent of the cost of pharmaceuticals in the form of 
copayments. 

High price levels in the Netherlands in comparison with other European countries 
makes the practice of parailel importing profitable. In fact, the government actually 
looks favourably upon the practice viewing it as a useful way of keeping total 
expenditure in check To this end, it allows retail pharmacists to retain onethird of the 
savings made through the use of parallel imports. Burstall (1991) notes that it is not 
clear whether this is legal under the terms of the Treaty of Rome. 

Government attempts to reduce overall expenditure on medicines have a long tradition 
in the Netherlands. In 1982, the government introduced three limited lists. The 
Sickness Fund Council also seeks to influence prescribing through a 
pharmacotherapeutic guide which lists the names of all pharmaceuticals available on 
the market with a description and assessment by the Central Medical Pharmaceutical 
Committee in terms of their efficacy, indications, contra-indications, side-effects and 
price. The guide indicates products not recommended for prescription (because of their 
therapeutic value or price), new products not yet assessed for reimbursementi and also 
lists recently withdrawn products. It also contains products included in the Dutch 
National Formulary. 

In fact, the volume of consumption of medicines per capita in the Netherlands is very 
low by international standards (about half the EC average). Thus, although 
pharmaceutical prices are relatively high, overall expenditure on medicines is relatively 
low. Only about 5.3 percent of total health care expenditure was devoted to medicines 
in 1987 compared with an EC average of 10.1 percent. There has, however, been an 
increase in per capita sales of medicines of on average 9 percent per year over the 
period 1987-1 990. 

In July 1991, a considerably more powerful policy for controlling expenditure on 
medicines was introduced. This took the form of a new pharmaceutical reference 
pricing system for people insured under the sickness funds. Under the new h g s  
Remuneration System (GVS), medicines with the same therapeutic effect are grouped 
together and a maximum reimbursement price is calculated for all pharmaceuticals in 
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the same category, based on their average price in terms of the daily cost of therapy. 
For medicines costing more than the maximum reimbursement price, patients must pay 
the difference. This encourages the use of generic substitutes for branded, patented 
medicines when they are available. The - GVS was extended to include the private 
sector in January 1992. 

Some forecasters suggest that GVS may reduce expenditure on medicines by up to 30 
percent, and that sales of generic products can be expected to increase rapidly. Others, 
however, point out that the availability of supplementary insurance for prescription 
charges may act to maintain expenditure levels and that some products currently below 
the GVS level may actually increase in price.25 

The new system has been criticised by the pharmaceutical industry which fears that it 
could have serious adverse effects on innovative, research and development companies. 
In response to such criticism, the Ministry of Welfare, Public Health and Culture 
postponed the introduction of GVS, which had been scheduled for January 1991, and 
set up a committee to investigate the therapeutic grouping procedure. The 
pharmaceutical industry association, Nefarma, sought to block the introduction of the 
new system through an injunction against the government in June. However, this 
move failed and the scheme was introduced in July. 

The latest major policy change to affect the financing arrangements governing 
expenditure on medicines took place this year. As part of the Dekker reforms (see 
Section 1-51, responsibility for reimbursement for pharmaceuticals has been transferred 
from the sickness funds and the private insurers to the Exceptional Medical Expenses 
System (AWBZ). This is part of the phased transfer of services to this fund so that 
eventually it will constitute the unified, basic insurance system. The changeover was 
not without political problems. In particular, the government had claimed that the 
transfer of responsibility for pharmaceuticals would result in reductions in payroll 
contributions and private insurance premiums for basic health insurance to offset 
higher patient contributions to the AWBZ fund. In fact these reductions did not 
materialise. After a good deal of publicity, the sickness funds and some insurance 
companies modified their premiums, but not by as much as the government had 
expected. 

?5 Van de Ven (1992). 
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government's response to the Dekker Report, four serious deficiencies in the 
health care system were identified: - 

an uncoordinated finance structure; 
few incentives for efficient behaviour; 
unworkable government regulation governing volume and price of care; and, 
insurance market failures. 

following section, we discuss these deficiencies in more detail. Much of this 
discussion relies on van de Ven (1990). 

1.4.1 Uncoordinated Finance 

Interrelated forms of care in the Netherlands are often financed from different sources. 
Thus, hospital care and care by GPs are paid for by sickness funds or private health 
insurers; financing of home care is based on the AWBZ; family assistance programmes 
are paid for by private payments as well as out of the national budget; social work is 
paid for by private payments and municipal budgets; financing of nursing care is based 
on the AWBZ; and homes for the aged are heavily subsidised from national budgets. 

Separate budgetary responsibilities act as a barrier to coordinated monitoring and 
coordinated cost containment efforts. For instance, it is hard for the AWBZ to control 
nursing home spending if the fund has no direct authority or financial leverage over 
the physicians who make the decisions to place people in nursing homes. Thus, 
uncoordinated finance makes it difficult to achieve efficient substitution between 
different forms of care, both within the health sector and between the health care and 
other related social services facilities (for example, homes for the elderly and nursing 
homes).26 This problem is exacerbated by the lack of incentives to providers to 
encourage treatment of patients in the leastcost setting. 

1.4.2 Lack of Incentives for Efficiency 

The Dutch health care system contains very few financial incentives encouraging 
efficiency among producers of care, consumers and insurers. On the contrary, the 
financing system is such that efficient behaviour is often financially punished, while 
inefficient behaviour is financially rewarded. For example: 

the hospital finance system makes inpatient admissions much more attractive 
than cheaper day surgery; 

2b Groenewegen (1991). 
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a system of fee-for-service payments to hospital doctors sometimes encourages 
unnecessary and inappropriate, costly treatments; 

the capitation system under which GPsreceive payment stimulates them to refer 
patients to hospitals rather than treatingZthem themselves; 

the majority of consumers are close to fully insured for all of the health costs 
they incur regardless of their choice of provider and, therefore, have little reason 
to be interested in the efficiency with which resources are used when treating 
them; 

all sickness funds receive full reimbursement for their expenditure from the 
Central Sickness Fund and, therefore, face few incentives for improving 
efficiency; 

private insurers have stronger incentives to be cost conscious but, under the 
present system, the incentives tend to encourage them to insure low risk 
individuals rather than encouraging more efficient provision of health care. 

Unworkable Government Regulations 

Cost containment has been one of the major aims of Dutch government policy. 
Government regulation has been used extensively in pursuit of this goal. Examples 
include reductions in the number of beds, limits on hospital budgets (since 1983) and 
on investment in new health care facilities and even regulation of doctors' incomes. 
This extensive programme came under pressure in the 1980s in two respects. First, 
much of the legislation proved to be unworkable. Reguiations often failed to recognise 
the complexity of health care planning and the number of parties involved, each with 
conflicting interests. Moreover, the regulations themselves were often vague. 

Second, policies based upon tight state regulation are encountering political opposition. 
State intervention is increasingly being viewed as discouraging efficiency, rather than 
promoting it. Regulation is either ineffective, and participants in the system are able 
to contract around it, or it introduces unintended distortions (for example, the creation 
of waiting lists). A strategy more firmly based on cost consciousness and financial 
responsibility by those who use, provide and insure health services is considered 
preferable. 

1.4.4 Insurance Market Failures 

The partition of health insurance into a social sector, on the one hand, and a private 
insurance scheme on the other has given rise to a number of complexities and 
inefficiencies. Sickness funds generally provide insurance for people with a higher risk 
than those insured privately. This feature, together with the general goal of equity 
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beween different economic groups in has led to the need for a complex system 
of for adverse risk selection from the private to the social sector. 

Other problems in the insurance market indude-the lack of competitive incentives 
among the sickness funds as they are essentially regonal monopolies, the basic la& of 
choice among insurers, and transitional problems for individuals transferring from 
s o d l  insurance to private insurance on reaching the specified income ceiling. 



Profile of the Health Care System n/e/r/a 

1.5 ANALYSIS OF HEALTH CARE POLICY 

1.5.1 Ref o m  Proposals 

The reform programme begun in the ~ethedands in 1989, based upon the Dekker 
proposals, is far from complete, and sipficant political and technical obstacles remain 
to its full implementation. However, the general principles outlined in the Dekker 
report in 1987 are still accepted as the basis for reform. The reform programme 
contains three main features: 

there should be one basic health package for all. This will mean that existing 
financing sources will be channelled into one system. Sickness funds and 
private insurance companies will compete for enrollees; 

incentives for greater efficiency are to be offered to consumers, insurers and 
providers of care; and, 

0 there should be a shift from government regulation to managed competition as 
a means of encouraging the provision of cost-efficient services. Government 
responsibilities, however, will still be exercised to ensure an acceptable quality 
of care, adequate financial and geographical accessibility for all patients, a local 
supply of services in relation to the needs of the population, and solidarity 
between social groups. 

The system will work as follows: 

individuals pay an income related premium into a central fund (an expanded 
AWBZ); 
individuals enrol with an insurer of their choice for basic cover. The insurer 
must accept all comers; 
individuals pay a fixed premium, unrelated to risk, to their chosen insurer. The 
premium may vary from insurer to insurer, in part due to their efficiency; 
the insurer receives a risk-adjusted capitation payment from the central fund for 
each enrollee; 
insurers contract with providers for delivery of health care; 
individuals can take out supplementary insurance for services not in the basic 
package. 

The relationship between the main participants in the health care system can be 
described as a triangular structure which highlights three sets of bilateral relationships, 
namely: 

the relationship between consumers and insurers; 
0 the relationship between insurers and providers; and, 

the relationship between providers and consumers. 
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1 5.1 .I Consumers and Insurers 

m e  basic package will cover GP senrices, hospital treatment and sp&&t 
fees, as well as nursing homes, f a d y  care and certain forms of home health care. The 
basic insurance scheme will be financed approx&ately 85 percent from an income- 

premium and 15 percent a fixed premium (see Chart 1.3). The income related 
premium will be collected by the tax authority and paid into a central fund. Insurers 
will receive risk-adjusted capitation payments from the fund for the consumers who 
insure with them, adjusted for the main determinants of risk (eg. age). 

A key function of the central fund is to combine the goals of equity and efficiency. 
 mer me related payments from contributors permit any desired degree of cross- 
subsidisation between high and low income groups, between healthy and unhealthy 
people and between young and old people. At the same time, risk-adjusted capitation 
payments to insurers are an attempt to neutralise the insurer's incentives for preferred 
risk selection (see Section 1.5.2). Competition for insures can then focus on providing 
health insurance and health care to consumers as efficiently as possible. 

The fixed premiums paid directly by consumers to insurers may vary from insurer to 
insurer, but will not depend on the risk characteristics of individuals. Variations in 
fixed premium levels between insurers, based upon different levels of management 
efficiency, are expected to be one of the main areas of competition between insurers. 
Consumers can save by choosing an efficient insurer who keeps premiums down or by 
choosing an insurance package that covers the basic services but may or may not 
include copayments or restrictions on choice of provider (as found in the US HMO 
system). 

in addition, consumers will be free to take out supplementary insurance to cover health 
care and social service costs not covered by basic insurance. According to the 1988 
government proposals, this will include such services as some of the costs of medicines, 
physiotherapy and dental treatment for insured people above the age of 18. There has, 
however, been a continuing discussion about what exactly should be excluded from the 
basic benefits package and this may well change. Supplementary insurance will be 
financed entirely by fixed premiums set by insurers. 

Since premiums paid to insurers out of the Central Fund will be risk-adjusted, insurers 
will be required to offer open enrolment; consumers cannot be refused insurance on the 
grounds of high risk. Insurers will not be able to price discriminate between consumers 
in terms of the fixed premiums they charge for either basic or supplementary insurance, 
although premiums are expected to vary between insurers. 

Eventually, it is expected that the distinction between sickness funds and private health 
insurers will disappear as they both compete for customers on common terms. 
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! 15.1.2 Insurers and Providers 

Competition between insurers for consumers is expected to act as a stimulus to keep 
nominal premiums as low as possible, and this is expected to improve cost- 
consciousness in their contracts with providers. Any threats that this might offer to the 
quality of care are intended to be allayed by clear specification of the services that 
consumers will be expected to receive. Consumers will also discipline quality through 
their choice of insurer. In some cases, it will be necessary for the government to lay 
down minimum standards. For instance, it is proposed to amend the Hospitals' 
Facilities Act to provide for the monitoring of large residential institutions. 

Under the previouq planned health care system, various regulations were used to create 
a cohesive and efficient network of facilities in each region, in keeping with the needs 
of their local populations. Henceforth, however, the government sees regional 
development as being primarily the responsibility of providers and insurers. Providers 
will be put at risk for their revenues. If they are successful in running efficient 
facilities, they can buy the necessary plant and equipment out of the revenues they 
receive. 

Similarly, agreements on prices and budgets will be an essential part of the contracting 
process between insurers and providers. Negotiations will take place at the local level. 
It wiU no longer be appropriate for tariffs or hospital budgets to be set centrally. In 
some cases, however, cartels may form on either the insurer or provider side. In these 
circumstances, the government has made it clear that intervention through antitrust 
enforcement may be necessary either to stimulate or regulate the market. However, 
this will be very much a policy of last resort. 

I 2 5.2.3 P~oviders and Consumers 

t Consumers will have choice between insurers and different types of policies. While 

1 iLJ choice is based in part on the level of the flat premium and the type of plan being 
offered, the quality of care offered by providers with whom individual insurers have 

5 z contracts can be expected to be an important consideration for consumers. Dissatisfied 
consumers are expected to vote with their feet if quality standards with a particular 
insurer andlor provider are not met. The ability of consumers to express preferences 
provides the appropriate signals for the allocation of resources in the health care 
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market, and provides an important check on quality. Beyond this, however, it may be 
necessary for the government to support quality assurance through the promotion of 
accreditation initiatives or other forms of quality certification. 

- 
1.5.2 Consequences of the Reforms 

Van de Ven (1990) points out that 'the reform package will have far reaching 
consequences for insurers, providers and consumers. 

The role of insurers - both sickness funds and private health insurers - will change 
dramatically. Instead of acting as administrative payers or pure indemnity insurance 
companies, they will need to become cost-conscious purchasers of care. Sickness funds 
will receive a fixed but risk-adjusted budget allocation with which to purchase care. 
Moreover, they will lose their regional monopoly and will have to compete with other 
insurers. They will be able to contract selectively with providers. Private insurers will 
be confronted with pro-competitive regulation such as open enrolment. Preferred risk 
selection should become less of a problem as a result of risk adjusted capitation 
payments from the central fund. 

Supply side competition can be expected to develop as providers compete for service 
contracts on the basis of price and quality. This should increase productive efficiency 
in the use of resources by providers. One manifestation of this incentive for greater 
efficiency is likely to be further pressure to reduce excess capacity in the supply of 
hospital beds, presently estimated to be about 25 percent. Doctors too will feel the 
pressures of competition. Fixed fees will no longer be guaranteed and they will no 
longer be able to expect new contracts with insurers to be issued automatically. 

Consumers will be permitted to choose the insurer, the insurance scheme, and, 
implicitly, the provider which most closely satisfies their needs and preferences. The 
fact that insurers and providers will be competing for enrollees means that the 
appropriate signals for the allocation of health care resources will be forthcoming. 
Open enrolment will protect consumers from the effects of risk selection to the extent 
that the risk adjustment is imperfect. 

Van de Ven (1991) notes several problems that are likely to be involved in the transition 
from a centrally planned health care system to one based more upon market principles. 

There is a problem of consumers' lack of information. In particular, there is a 
serious shortage of information on quality. Without good information on the 
quality of care offered, consumers will not be able to make sound decisions 
between competing insurers and providers. A high priority should be attached 
to the task of disseminating understandable information to consumers. Ways 
of doing this include the estabiishment of independent institutes of certification 
for providers, encouraging providers and insurers to disseminate information 
and/or establishing independent organisations which would publish relevant 
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data. As competition among insurers evolves, it is expected that the competitive 
proces will produce substantial information as a method of convincing 
consmas to register with one insurer rather than another. 

prices within the Dutch health care system are presently determined through 
negotiations between provider and insurer organisations and by government 

As such are 0 4  poorly related to costs and as yet cannot 
be relied upon to provide the right signals for encouraging efficient resource 
allocation. Far better cost information needs to be generated in order to set 
prices in relation to actual resource costs. Competition is expected to stimulate 
the production of this information since providers must know their costs of 
managing patients if they are to bid for contracts to provide medical services. 

There are presently a number of price cartels (between, for example, physicians, 
dentists and pharmacists) and regonal cartels (between, for example, sickness 
&ds and GPs) that could inhibit the workings of the price system. As such, 
an effective antitrust poky  is central to the creation and maintenance of a 
competitive health care systenP 

Management skills are seriously underdeveloped in the Netherlands. Under the 
old style administrative system, managers acted more like bureaucrats and were 
given little d i i t i o n .  To be able to take advantage of the opportunities offered 
by a market system, they will be required to take responsibility for revenue 
raising, managing within budgets and managing their staff in ways that they 
have not been called upon to do before. Managing clinicians, who have 
traditionally enjoyed a high degree of professional autonomy, will be a major 
part of this task. Since the clinicians rely on the hospital, co-operation in 
bidding for insurance contracts and sharing risk with the hospital is expected. 

Another aspect of the Dutch reforms that has attracted the attention of health 
economists is the potential for preferred risk selection, or 'cream skimming', that could 
arise as the result of an imperfectly risk-adjusted capitation ~ystern .~  Cream 
skimming refers to the selection of good risks by insurers (those for whom the 
capitation payment is above the expected costs of their care) and the rejection of poor 
risks. It arises because of information asymmetry between insurers and those 
determining the capitation payments. While it is efficient for insurers to consider the 
risks they take on, preferred risk selection has a number of adverse consequences. 
Most notably, it leads to restrictions on access to care for those with poor health. 

Methods which they might potentially use to carry this out include designing benefits 
packages to deter poor risks, using selective advertising and mailing, using agents that 

27 See Schut et al. (1991) for a discussion of this issue. 

P van Wiet and van de Ven (1992). 
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are familiar with family health records and even offering 'golden handshakes' to poor 
risks if they disenrol. 

Research evidence suggests that the potential profits from preferred risk selection are 
large if capitation payments are based on standard risk-adjustment factors such as age, t 

gender and location. It appears that the maximum amount of the total variance in i 
acute health expenditure per individual which is explainable is between 15-20 percent, 
while the standard adjustor5 are only likely to explain about two percent. Prior 
utilisation of health care services by individuals seems to be the best predictor of future i 

expenditure, explaining up to two-thirds of the explainable variance. Thus, with the 
prospect of large profits and access to predictive information that is not included in the 
capitation formula, insurers have both a strong incentive and the ability to engage in 
preferred risk selection. 

Van Vliet and van de Ven (1992) suggest that the Dutch government has two policy 
instruments with which it could reduce the threat of preferred risk selection; namely, 
by refining the capitation formula to include more of the risk adjustment factors known 
by insurance companies and by encouraging pro-competition policies. 

Their research - based upon a panel of 35,000 people - shows that global parameters, 
such as age, gender and location, can explain about one-iifth of the explainable variance 
in annual health care expenditure. If the individual's prior year's costs are added as 
an explanatory variable, about three-fifths of the explainable variance in costs can be 
explained. Further analysis, using the Dutch Health Interview Survey (with a sample 
size of approximately 20,000), indicates that the addition of three health status 
indicators and several background characteristics increases the proportion of variance 
explained to threequarters of its maximum level. Taken together, this evidence 
suggests that, in the short term, information on prior expenditure should be included 
in the capitation formula. In the longer term, as information becomes available, 
indicators on chronic health status based upon previous hospitalisations should also be 
added, especially since this information would be available to insurers.29 

Alternatively, they argue that pro-competition policies could be used to overcome 
preferred risk selection. The incentive to select the lowest risk enrollees would be 
greatly reduced, for example, if insurers were able to vary the size of the flat rate 
premium between individuals on the basis of perceived risk. They claim that this 
would probably only produce a small variation in total premium payments but that this 
might be sufficient to deter preferred risk selection. Socially unacceptable premium 
differences could be avoided by setting upper and lower bounds on the flat rate 
premium. Moreover, a subsidy could also be provided to low income groups if this 
was deemed necessary. Van Wet and van de Ven point out that risk sharing between 
the central fund and the insurers would also reduce the incentive to risk select. 

29 van Vliet and van de Ven (1992). 
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OveraU, van Vliet and van de Ven believe that preferred risk selection is potentially a 
problem, but there are several shategies that might be used to reduce its 

negative effects. At the moment they have reservations about whether the government 
can implement the necessJary measures, because of their lack of patient-sp=ific 
information on prior utilisation. 

1.5.3 Preliminary View of the Reform Programme 

The ~ ~ t c h  reform proposals represent a coherent and consistent attempt to meet the 
mdtiple objectives of their health care system. The unified h s i c  insurance package is 
designed to ensure equitable access to health care for all the population. It embodies 
the important concept of social solidarity in which cross-subsidies flow from higher 
income groups, the young and the healthy to lower income groups, the elderly and the 
sick. 

Within this environment, efficiency gains are being sought through competition 
between insurers and between providers. It is intended, however, that competition will 
be managed, or regulated, to ensure that quality, access and other dimensions of care, 
which may be threatened in a totally free market, are maintained. Still, consumers will 
have choices and will be able to register their preferences for the style and level of care 
they most prefer. This encourages an efficient allocation of resources in the health care 
system. 

There are many technical aspects of the reforms which need to be addressed if they are 
to work as hoped. It appears that management skills are seriously underdeveloped 
within provider organisations. In particular, clinicians have rarely been involved in the 
management process. Effective integration of clinicians into management decision 
making is likely to be a prerequisite of greater efficiency within hospitals and other 
providers. Further, the development of a satisfactory risk-adjusted formula for 
capitation payments will be necessary to avoid preferred risk selection. 

More generally, however, the political context within which these changes take place 
is likely to be crucial and can be expected to govern their extent and the pace at which 
they proceed. At the outset, the Dekker proposals gained bi-partisan support, in 
contrast with many past reform proposals, because they combined features that were 
attractive to both of the main political constituencies. The Right was attracted by 
greater competition, while universal basic insurance appealed to the Left. 
Subsequently however, new divisions have appeared. It has become clear that income- 
related premiums involve a redistribution of income away from higher income groups 
because, under private insurance arrangements, their payments were not income- 
related. Some private insurers have expressed concerns about the bureaucracy with 
which they will have to deal in order to receive capitation payments. Continuing 
debate on these and other political issues has slowed the implementation of the 
reforms. Many informed observers now doubt whether they will be implemented to 
any significant extent for at least another 10 years. 
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CHAPTER 1 
PROFILE OF THE HEALTH CARE SYSTEM 

1.1 SUMMARY 
- 

. .  . . .  . . . . .  

Structure 

The health care system of the Federal Republic of Germany is based on a 
comprehensive statutory health insurance scheme. Health insurance with an 
insurance (or sickness) fund is mandatory for the majority of the population. 
There are more than 1,000 such funds. In general, all individuals are at present 
eligible to join the local fund whose boundaries include their place of work A 
segment of the population has choice of becoming a member of one or several 
other funds subject to meeting the membership qualifications of those funds. 
According to legislation passed in December 1992, these membership restrictions 
wil l  be lifted in the near future. 

Aameaate Level of Expenditure 

Sickness funds and primary care physicians, through their regional and national 
organisations, negotiate the level of global budgets from which fee-forservice 
payments are made. Flexible hospital budgets, based largely on per diem rates, 
are usually determined in negotiations between hospitals and sickness funds at 
the local level. The federal government can set national guidelines for the 
annual round of negotiations through the so-called 'Concerted Action'. This is 
a nationai forum which brings together the key participants of the health care 
sector. 

Incentives 

Office-Based Physicians: fee-forservice reimbursement provides doctors with a 
financial incentive to treat as many patients as possible, and to expand the 
volume of services. Policies designed to cap overall expenditure of physicians 
lead to strong competition amongst physicians that often takes the form of 
volume increases. 

Hospitals: prior to legislation enacted in 1992, hospitals were reimbursed 
through flexible budgets, based largely on per diem rates. Hence hospitals had 
an incentive to treat all patients as bng  as capacity was available, and to 
provide treatment for longer than may have been necessary. According to the 
new legislation per diem rates will be replaced by prospective payments made 
on a cost-per-case basis. Furthermore, flexible budgets have been abolished. 
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A guaranteed health care package, to which all members of the statutory 
sickness funds are entitled, is defined in the-health care legislation. Enrolment 
with sickness funds is open but subject to membership restrictions of individual 
funds. The fact that some people have a choice of which fund they wish to join 
means that there is scope for risk-selection. As a result, there is premium 
differentiation across funds. The 'hidden competition' between funds takes 
other forms as well, such as generous interpretations of health care service 
entitlements. 

Office-based physicians have an incentive to expand service volume and thus 
to over-provide treatments. Hospitals have had little incentive to use resoufies 
efficiently, since in general they have had their expected costs reimbursed by 
insurance funds. There still is a lack of integration between primary and 
secondary care; this lack of coordination leads to some duplication of work and 
hence costs. 

Medicines 

Pricing of medicines is free from direct control at manufacturers' level. 
However, 'reference prices' were introduced in 1989. These represent the levels 
at which sickness funds reimburse prescription medicines. Patients are required 
to pay the difference between price and reimbursement level. As a consequence 
manufacturers' prices for many medicines have converged towards reference 
prices. The structure of copayments for medicines has been altered several 
times. The 1993 Health Care Act introduced a number of changes to the pricing 
and reimbursement of medicines. These include a price freeze and price roll- 
back on non-reference priced medicines during 1993/94 and copayments on all 
prescription medicines. A global pharmaceuticals budget was introduced for 
1993; this will be replaced by regional budgets and prescription limits in 1994. 

Reforms 

Several health care cost containment acts have been passed in the 1ast.fifteen 
years, to restrain the costs of the health care system. The 1993 Health.Care Act 
introduces some far-reaching structural and organisational reforms to the health 
care system over the coming years. The Act also proposes short-term cost 
containment measures. These measures take the form of revenuelinked 
expenditure ceilings or capped budgets for specific health care services. 



Political Environment 

The German health care system is embedded in the so-called 'social market 
economy' which constitutes the framework for German social and economic 
policy making. Social market economy principles which affect the health care 

- - system are those of self-govemance,sodal partnership, and social solidarity. It 
. . 

is difficult to imagine circumstances under whidr attempts to abandon these . . 

principles would be politically acceptable. 
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1.2 STRUCTURE OF THE HEALTH CARE SYSTEM 

1 1  The Health Care System in Context 
- 

The Federal Republic of Germany1 has a comprehensive health care system which 
covers everything except long-term or permanent care. It is based on a compulsory 
insurance scheme. The insurance scheme is highly decentraked and comprises more 
than 1,000 insurance finds (or sickness funds; the terms are used synonymously 
throughout this report). Approximately 90 percent of the population are insured with 
one of the compulsory insurance funds. (Four percent have additional insurance with 
private insurers). Eight percent of the population are fully covered by private 
insurance. The remaining 2 percent are mainly civil servants for whom the 
Government administers health care. 

Health insurance is one of the four branches of social insurance in Germany. The other 
three branches are work-related accident insurance (paid exclusively by the employers), 
pensions insurance and unemployment insurance. 

Entitlements of the health system are generous by international standards and several 
health care services are free at the point of delivery. Benefits in kind include primary 
care, in-patient hospital care, dental care and even rehabilitation and preventative care 
stays in health resorts (Kurm), but not long-term care; benefits in cash include sickness 
payments, and burial allowances. 

At the national level the Federal Government passes health care act amendments which 
apply nationwide. The health care legislation lists the health care benefits to which all 
Germans are entitled and specifies the regulatory regime which governs the health care 
system. Through the so-called 'Concerted Action' (Konzetfierte M i o n ) ,  a national forum 
which brings together representatives of insurance funds, physicians and other 
organisations, the Federal Govenunent sets national priorities for the annual round of 
negotiations between health care providers and purchasers. 

Several amendments to the existing health care legislation, so-called cost containment 
acts, have been passed in the last fifteen years. The latest reforms came into effect in 
January 1993. Throughout this report this act will be referred to as the '1993 Health 
Care Act' (Gesundheits-Stnckturgesetz). 

I This chapter describes the health care system in the western Under of the Federal Republic of Germany. 
At present the former German Democratic Republic is in the pmcess of adopting the laws and 
regulations of western Germany. This includes all matten relating to health care. This means that the 
analysis of the health care system described in this chapter applies to both western Germany and - 
allowing for a transitional phase - eastern Germany. The data sets, however, refer exclusively to West 
Germany. Annex 1 briefly describes the process of integrating eastern G e m n  health care into the 
western German system 



The responsibility for providing ambulatory health care rests mainly with office-based 
(primary) physicians (SicherstellungsaufhYlg); this responsibility may be transferred to 
sickness funds if physicians fail to fulfil this obligation? Regulation and supervision 
of the provision of health care, however, is largely the responsibility of the eleven (since 
1990: sixteen) states (Under) which constitute the Federal Republic of Germany. They 
are also largely responsible for financing hospitals' capital expenditure and for the 
supervision of the health care system. The ministries in charge of this duty are the 
Under Ministies of Labour and Social Affairs3 Regulation of the financing side of the 
health care system is largely a matter for the federal authorities. Thus health care in 
Germany is regulated and supervised by both federal and Under ministries (as well as 
other organisations such as the Federal Insurance Office). 

After the last federal elections in December 1990, the Government reorganised the 
Ministry of Youth, Family and Health as three separate ministries. In this process, the 
Federal Ministry of Health was created.' At the same time, the responsibility for social 
health insurance, which previously lay with the Federal Ministry of Labour and Social 
Affairs, was transferred to the newly created Ministry of Health. 

1.22 General Features of the Finance System 

The foundations of a statutory health insurance system were laid by Chancellor 
Bismarck in 1883, although several health insurance schemes already existed at that 
time.' The financing side of the German health care system is characterised by self- 
governing statutory insurance funds. In 1911, 18 percent of the population was 
insured; by 1990 this figure had risen to approximately 90 percent. 

Insurance funds are organised on a local, company, or national basis. Sickness funds 
reimburse health care providers for a broad range of services. An exception is long- 
term residential care which is not covered. Sickness funds are largely financed through 
a proportionaf payroll tax which is levied on income earned in regular employment. 
Both employer and employee contribute equally to health insurance payments. Other 

z This means that in case of a collective boycott of physicians the responsibility for providkig health care 
is passed on to sickness funds. In order to fulfil this obligation sickness funds may contract direafy 
with individual doctors, or they may establish their own provider organisations. Physicians who have 
participated in a boycott may reapply for accreditation with a sickness fund after a period of six years. 

3 The Under Ministries of Labour and Social Affairs have different names in different Under. Some 
specificaIly mention lealth' in their title, whiie others do not. The exception is Bavaria where health 
care is largely supervised by the Land Interior Minisw. 

4 The other two ministries created in the process are the Ministry for the Family and the Eldedy, and the 
Ministry for Women and Youth 

s Compulsory accident insurance followed in 1884. Pension funds were established in 1889. 

L Contributions only start after a minimum threshold, so they are not strictly proportional. 
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sources of sickness funds' revenues include transfers by pension funds, local 
unemployment offices and welfare organisations 

Sickness funds are required to accept all personswho qualify for membership. In 
particular, the local funds must accept all comers whose place of work falls within their 
geographical boundaries (the 1993 Health Care Act extends the membership option to 
place of residence). They must also set premiums which do not discriminate on grounds 
of age, sex or risk factors. Furthermore, premiums are set and reviewed regularly to 
ensure that neither excessive reserves nor deficits accumulate. Thus there is general 
risk-sharing (solidarity) across al l  members of a particular sickness fund and funds 
operate on a pay-as-you go basis. 

Each individual's contribution to a sickness fund is linked to income. The contribution 
is deducted directly from the individual's pay-cheque and transferred to the 
individual's sickness fund. Sickness funds also act as first recipient of the individual's 
pension and unemployment contributions. These payments are then transferred to the 
individual's pension and unemployment fund. 

People above a certain income level (in 1992: DM 61,200 or $24,000 1990') may choose 
to become voluntary members of the social insurance system, or to opt out of the 
system and seek private health care insurance instead. Such a decision is usually 
irreversible. On the other hand, private health insurance companies may link their 
premiums to the perceived risk of the individual. However, in practice, most private 
health insurers charge community-rated premiums that are based on gender and age 
only. 

The 1993 Health Care Act has relaxed membership restrictions of sickness funds. It is 
envisaged that a large part of the population may eventually choose the sickness fund 
they wish to join. The new system will be introduced in 1997 (see Section 1.3.3). 

1.2.3 General Features of the Delivery System 

Patients have the right to seek treatment from any office-based and sickness fund 
accredited physician. Physicians act as gatekeepers to hospital services. Within limits, 
physicians and patients also have free choice with respect to the hospital to.which 
patients are referred. 

In 1990 there were 195,254 doctors in (western) Germany. This amounts to 3.1 doctors 
per thousand population, compared with an average of 2 3  per thousand over our 

7 Throughout this Report values are given in local cunency and in 1990 U S .  Conversions are made at 
1990 Purchasing Power Parities. Further, figures in 1990 US$ are effectively equivalent to 1990 ECUs, 
for while the current S/ECU exchange rate is 1 ECU = $1.382 (Financial Times, 6 August 1992), 
Purchasing Power Parity suggests a rate of 1 ECU = $1.021 in 1990. Sources: OECD 1991; OECD 1992a; 
OECD 1992b. 



study countries! Of these 75,251 were office-based physicians; 96D3 were clinicians; 
8,356 were in public office; and 15,444 were in other forms of employment? The 
number of doctors has risen steadily during recent decades. 

At the beginning of 1990 there were 3,046 hospitals in (western) Germany with 670,000 
beds (10.8 per thousand population, compared with an average of 9.1 per thousand 
over our study countries). Most hospitals are owned by public authorities or private 
non-profit organisations; some are in private ownership. Less than 10 percent of 
hospitals own more than 30 percent of aIl beds. The number of acute hospitals has 
been decreasing, while the number of hospitals for the chronically ill has increased 
slightly in recent years. ?he number of hospital beds rose from approximately 580,000 
(in 1960) to 760,000 (in 19741, and has since dmeased to 670,000 (in 1989). 

1.2.4 Inputs and Outputs of the System 

In 1989 total health care expenditure was DM 277 billion ($119 bn 1990). In comparison 
to 1970 when health care expenditure stood at DM 71 billion ($62.9 bn 1990), this is an 
increase of approximately 90 percent in real terms. 

Of the DM 277 billion total health care expenditure in 1989, DM 50 billion (18 percent) 
was spent on ambulatory (primary) care, DM 60 billion (22 percent) on in-patient care, 
DM 37 billion (13 percent) on pharmaceutical and medical aids, DM 77 billion (28 
percent) on rehabilitation and benefits in cash, and DM 18 billion (6 percent) on 
preventative and maternity care. The remaining DM 35 billion (13 percent) was spent 
on dentures, education and research. 

These data are shown in Chart 1.1, along with the breakdown of total expenditure on 
health care by different payers. Sickness funds account for approximately 50 percent 
of overall health care expenditure. The other half comes from pension funds, accident 
insurance, employers, government expenditure, private health insurers and patient 
copayrnents. Pension funds are responsible for the finance of rehabilitation care for 
people who are in employment or are potentially able to work. Statutory accident 
insurance is usually responsible for financing all acute or non-acute treatments as a 
result of injuries inflicted on people during work. (The accident insurance, financed 
by employers, generally reimburses the sickness funds which, in the first instance, 
reimburse providers). Contributions by employers in Chart 1.1 mainly relate to benefits 
in cash during absence of work because of illness. The federal and Lrirzder governments 
are responsible for public health and capital investment programmes, e.g. hospital 
facilities. 

a The countries in our study are: Canada, France, Cennany, Italy, japan, the Netherlands, New Zealand, 
Spain, Sweden, the UK, and the USA. 
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Expenditure by statutory insurance funds has increased steadily in recent years. In 
1970 it was DM 24 billion ($21 bn 1990), in 1980 it was DM 86 billion ($47 bn 19901, and 
by 1990 it had risen to DM 134 billion10 ($56 bn 1990). Insurance funds pay the 
majority of health care costs related to primary care, -hospital care and medicines. 

At the end of 1989 the size of the population of West Germany was around 62 million. 
That of East Germany was 16.4 million. From 1970 to 1988, the size of the population 
in West Germany has changed very little." 

Life expectancy at birth has steadily increased and stands now at 72 years for males 
and 79 years for females, slightly below the averages for our study countries which are 
73 and 80 respectively. On other measures of health status, Germany is close to the 
average for our study countries with an infant mortality of 7.5 per thousand (average 
7.61, and 'potential life years lost"2 of 29 per thousand for females and 52 per 
thousand for males (average 30 and 52). By international standards, Germany does 
well on perinatal mortality (6.4 per thousand, average 8.6). 

11 Sam OECD Health Data (1991). 

12 Potential Life Years Lost this is a WHO estimate of years of life to deaths which could have been 
prevented by the w of currently available te~hnology, improved public health, or less risky behaviour. 



Chart 1.1 A 
Expenditure on Health Care in Germany, 1989 
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Chart 1.1 B 
Expenditure on Health Care in Germany, 1989 

By Statutory Insurance Funds 
Total Spending: DM 128 billion 
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1.3 ANALYSIS OF INDIVIDUAL SECTORS 

1.3.1 Key Participants in the Health Care System 

"I Chart 1.2 provides an overview of the key participants of the German health care 
system, and the fiow of funding and delivery of services in the system. Other 

I relationships which are not linked to the funding and delivery of services, such as 
membership associations, are also indicated in the chart. 

In Section 1.3 we describe the role of the key participants of the German health care 
system. The key players are: 

The patients, who are also members of insurance funds; 
the statutory insurance funds, as well as their Land and federal associations; 
the primary sector (i.e. office-based physicians and specialists), as well as 
their Land and federal associations; 
hospital clinicians; 
the hospitals, as well as their Land and federal associatio~~s; 
the pharmaceutical sector; 
the Ministries of Labour and Social Affairs in the Under; and the Ministry of 
Health of the Federal Government. 

In addition, there are numerous scientific and medical research-based institutions in 
Germany, as well as professional associations and self help groups such as the German 
Multiple Sclerosis Society or the German Aids Help. There are no patient rights groups 
with significant influence in Germany. 

In the remainder of this chapter ofice-bused physicians (Kassendinfe) will sometimes be 
identified as 'primary physicians', as opposed to hospital-bused physicians for which the 
term 'clinicians' is used. 

1.3.2 Patients 

1.3.2.1 Attitudes Towards the Health Care System 

Germany's statutory health insurance system is based on the principle of solidarity. 
That principle states that citizens should receive health care benefits according to their 
needs and should pay according to their ability. Consequently, the general view that 
appears to prevail in Germany is that health care should largely be free at the point of 
delivery and should be comprehensive. 

Legislation enacted over the past decades has seen a gradual extension of health care 
benefits. Today they even indude rehabilitation and preventative care in health care 
resorts. It is generally felt that the entitlement mentality of the population coupled 
with the fact that reimbursement methods for health care services are largely based on 





n/e/r/a ~ r u l y s i ~  of Individual Sectors 

a fee-for-service regime have led to a generous provision of services and facilities to 
deliver these services. Queues for health care services are virtually unheard of. 

However, there is a continuing debate on health care reform, and health care policy is 
an important political topic in Germany. In surveys conducted periodically by the 
research organisation Infas, health care reform policies were considered to be an 
'important topic' by 50 perrent of all Germans in 1989.13 In 1987, the figure was 24 
percent. When asked to compare the importance of health care reform with other 
political topics, health care reform came fourth in the ranking order (with 50 percent) 
in the survey in 1989, after 'unemployment' (62 percent), 'maintaining social security-' 
(61 percent) and 'environmental protection' (59 percent). But it came before 
'disarmament and peace' (37 percent), 'pensions' (33 pexcent) and 'economic growth' 
(33 percent). Two years earlier, health care reform ranked only eighth. 

The same survey suggests that Germans in general are satisfied with the health care 
provision in their country. In 1988,29 percent of interviewees were said to be 'very 
satisfied' with the health care service, while 61 percent said that they were 'satisfied'. 
However, 45 percent of those being asked thought that the Health Care Cost 
Containment Act of 1989 would make the quality of health care worse. Only 3 percent 
thought that it would get better, while 45 percent thought that quality would not 
change. l4 

1.3.2.2 Roles and Objectives of the Individual Patient/huree 

Besides having their health restored, patients have few objectives other than receiving 
prompt treatment at no or little cost whenever the need arises. This includes free 
choice of physician, and, to a lesser extent, free choice of hospital (both subject to 
transport costs). 

In the role as payer, the insuree's objective is to keep the annual increase of their 
insurance fund contributions low, while receiving high quality health care services. 
There is little evidence that Germans think of the health care system to be seriously 
underfunded. There is, however, no direct link between insurance contributions and 
benefits. As a result, patients demonstrate little cost-consciousness. 

According to an international survey, patients in Germany appear to trust their doctor's 
medical judgement. There is little evidence that patients question a doctor's diagnosis 
or choice of treatment. Physicians are self-employed professionals and enjoy a high 
status in German society. The same applies to clinicians, although they are generally 
employed by hospitals. Trust in doctors' behaviour is also reinforced by the fact that 
relatively few cases of malpractice or incorrect diagnosis are dealt with by courts. 

13 Mas: AkturII Polifognmrrn dm Wochr 50 (1988) and 3 (1989). 

14 bid. 
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13.23 Objectives of fhe Insured Populafion - 

The German health care system is embedded in the German social and economic 
system, the so-called 'social market economy' (Soziale MarktToirfschaff). The values 
underlying the health care system can be characterid by several basic principles, 
which in turn stem from the values relating to a social market economy. The most 

I relevant of these are the principles of self-governance, social partnership, and social 
solidarity. Self-governance means that purchasers and providers of health care should 
operate as self-managing private organisations (under public law) with as little 

I interference from the government as possible. Social partnership rests on the 
assumption that both employers and employees should share the burden of financing 
health care. Social solidarity means that the economically stronger members of society 

I should support the weaker members to ensure equahty in the provision of health care. 
Specifically, this means that: 

the younger and healthier subsidise the older and less healthy; 
those with higher incomes subsidise those with lower incomes; 
those who are single and childless subsidise families and those with children; 
and, 
those who are employed subsidise those who are unemployed. 

It is difficult to imagine circumstances under which it would be politically acceptable 
to abandon these general principles as part of health care reform policies. 

1.3.3 Payers 

133.1 Structure of the Insurance Sedm 

In 1990, approximately 90 percent of the population of {western) Germany, 55 million 
people, belonged to a statutory insurance fund (Krankmkasse). In 1991, 1,135 such 
insurance funds existed, a number that had gradually decreased from approximately 
22,000 in 1911. About 8 percent of the population is covered exclusively by private 
health insurance schemes (although many people have supplementary private 
insurance). Approximately 2 percent are covered by special arrangements for &if 
servants (e.g. police and military forces). The government administers health care 
coverage for these groups. Less than 0.5 percent of the population has no Coverage at 
all. This includes persons with high incomes as well as non-registered individuals such 
as illegal immigrants. 

Sickness h d s  are established as 'private corporations under public law' ( @ ~ f l s ~ f t ~  
des flmtlich Redrts). The sickness fund system is highly decentralised. It consists of . 
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a number of different types of funds. This diversity is largely the result of historical 
developments. In 1991, the following insurance funds existed in (western) Germany: 

Table 1 .I : Number and v p e  of-Slckness Fund'' 

Local Slckness funds (Allgemeine Ortskrankenkassen), which geographically 
cover the entire country; 
Company-Based Funds (Betriebskassen), which are set up by large companies; 
Crafts' Funds (Innungskassen), which are set up by crafts' ~rganisatiins'~; 
Agrlwitural Funds (Landvirtschafrliche Krankenkassen), which are responsible 
mainly for farmers and their families; 
White Collar Workers Substitute Funds (Elsatzkassen fiir Angestellte), which 
operate nationwide; 
Blue Collar Workers Substitute Funds (E~atzkassen for Arbeiter), which 
operate nationwide, or on a regional basis; 
Sallors' Fund (See-Krankenkassg, for seamen; and, 
Miners' Fund (Bundesknappschaft), for miners. 

Total 1,135 Funds 

Sickness funds fall into two basic categories. The first category mainly comprises funds 
which cover individuals within their geographical boundaries (local funds), crafts' 
funds, company-based funds, and some small special funds. These are the so-called 
primary funds (RVO-Knssen). The second category comprises all other funds which 
cover people in particular classes of occupation. These are the so-called substitute 
funds (Ersatzkassen). Of particular importance are the white collar substitute funds. 
This group comprises nationwide operating funds for certain professional groups that 
are open to all who quahfy for membership, mainly all white collar workers." An 
exception is the 'technician substitute fund' which restricts membership to technicians. 
By contrast, all blue collar substitute funds are strictly trade-specific. This 
automatically restricts membership. 

Under the statutory insurance fund system, all insured people receive the following 
benefits:'' 

1s Source: &ten dcs Gcsundheim~cm (19911, p. 171. In 1990, the number of sickness funds was 1,147. 

16 Crafts' funds in Germany serve legally defined occupational groups, as opposed to company-based 
funds which serve the employees of a single organisation. 

17 Approximately 50 percent of those within the statutory insurance fund system have a choice of which 
fund they belong to. 

18 Health Cam Act, para. 11, pp. 20-62; also, in. Der Bundrministrr j2r Arbcit und Sarialordnung (19901: Die 
KrarJinnmsichmcng, p. 31; and Henke, 1990, p. 150. 
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Table 1.2: Benefits In Klnd and in m h  

Benefits In Kind Benefits In ~ e s h  

- 
Preventive Care (Health Counselling, Sickness Benefits 
Annual Check-Ups etc.) Maternity Allowances 
Primary (Ambulatory) Care Travel Costs 
Hospital Care Burial Allowances 
Dental Care 
Maternity Care 
Family Planning Advice 
Physiotherapy 
Rehabilitation 
Eyeglasses 
Medical Appliances 
Rehabilitation/Preventative Care Stays in Healh Care Resorts 
Medicines 

Many of the benefits in kind are free at the point of delivery, although there are 
exceptions. Copayments exist for in-patient care in hospitals, for medicines, and for 
some specialist primary services such as dentures and orthodontics treatments. 
Copayments tend to be small, with the exception of those for dental services. Upper 
reimbursement limits for prescription medicines also exist. 

All benefits are listed in the Health Care Act (Sozialgesehbuch, 5. Buch: Die 
Krankenwsicherung), mainly in paragraphs 11 to 68. They are available to all insured 
and apply to all sickness funds. It is thus not possible for insurance funds to deny 
coverage of any of these services to their members. Germany thus has a welldefined 
guaranteed health care package. The 1993 Health Care Act slightly changed the 
composition of this package. Some additional s e ~ c e s ,  such as transport costs and 
(under certain circumstances) treatment abroad, have been included in the package. 
Other services, such as special orthodontic treatments and vaccinations for holiday 
travel abroad, have been excluded from reimbursement. 

Patients do not pay for physicians' services at the point of delivery. Instead, the patient 
hands over a form (Kranhsckin)  to the physician which forms the basis of an invoice 
by the physician to the sickness fund. Forms are to be replaced by a so-called sickness 
insurance card (Krankenversicherungsknrte) by January 1995. 

The guaranteed health care package includes not only benefits in kind, but also benefits 
in cash. The most important of the latter are sickness benefits. Under German social 
legislation, employers must continue to pay the wages of employees who have fallen 
ill for the first six weeks of illness. After six weeks sickness funds assume 
responsibility for the payment of sickness benefits. These usually amount to 80 percent 
of the last wage the insured earned prior to becoming ill. The fund's commitment is 
for a maximum length of 78 weeks at which time the insured person q m e s  as a 
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permanently disabled person, or as a person requiring long-term care. In either case 
the insurance fund ceases to be responsible. 

Residential long-term care is not covered by the statutory sickness funds.I9 The 
burden of care for these people falls either on their ahmiliesf or, if this is not possible, 
on local government and voluntary ~r~anisa t ions .~  The financial burden, especially 
for in-patient long-term care, may be met out of the individual's pension or savings, 
as well as out of support from the family. Since this generally does not cover the costs 
of care, patients usually receive so-called welfare assistance (Sozidhilfe). Eighty percent 
of those receiving institutional (long-term) care depend on welfare payments. 

The fact that no adequate cover for long-term care exists is considered a weakness of 
the German social security system. The Federal Government is at present debating 
introducing a statutory long-term care insurance, possibly on similar lines as the health 
insurance. 

On 1 January 1990, there were 44 private health insurers covering in full or in part 11 
million people in all. Of these 6.5 million had exclusively private sector coverage 
(approximately 10 pexent of the population), while 4.5 million had supplementary 
coverage in addition to that guaranteed to them by the statutory sickness funds. In 
1989 private insurers' expenditure on health care was DM 17 billion ($7.3 bn 1990). 

133.2 Degree of Choice for the Insured 

According to the Health Care Act the following groups are subject to mandatory 
insurance and are insured automatically, i.e. without application for admission, other 
than self-registration or registration by their employers2' 

salaried workers; 
unemployed persons (if they receive unemployment benefits); 
students (up to age 30); 
pensioners; 

0 farmers; 
artists; and, 
disabled persons. 

Persons whose regular annual salary exceeds a certain amount (Versichmngsppichf- 
grenze; in 1992: DM 61,200 or $24,000 1990) are not required to belong to an insurance 

19 The responsibiity of the insurance fund ceases when a doctor decides that in-patient care cannot 
improve the health status of the patient. In many cases, the decision as to when in-patient care stops 
and long-term care starts is a difficult one. 

m Sice 1989 sickness funds have provided firuncial support to help cover the costs of home care. New 
proposals (June 1993) would bring long-term care within the social insurance system 

a Health Care Act, para. 5. The Health Care Act usually spedfies exactly the conditions which determine 
to which category a person belongs. 
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- 
fund; instead they may remain voluntary members of their sicknes fund, or, 

I alternatively opt out of statutory health hmance  and buy private insurance.= The 
latter decision is in general irreversible: people cannot revert b a d  to statutory 
insurance fund membership once they have left their fund unless Uleir income drops 

1 below the specified threshold and is expected to r6id.n there permanently. Special 
rules apply if the annual income of an individual is occasionally below and occasioaally 
above the threshold. In the past, few of those who were entitled made use of the 

I option of leaving an insurance fundaZ There are various additional regulations on 
voluntary membership in statutory insurance funds.24 

Spouses of insurance fund members are automatically covered if  they earn less than a 
minimum threshold (in 1992: DM 500 or $195 1990 per monthhX Dependents are 
automatically covered until the age of 18, or 25 for children attending university or 
vocational training courses. Civil sewants are usually covered against sickness through 
the Land or federal government which pay part of their health expenses directly. The 
remainder may be covered by private insurance. 

The health care legislation determines the insurance fund to which the insured belongs. 
For employed persons this is usually their local sickness fund. The location of their 
workplace, rather than their residence, determines membership of the local fund 
(although the 1993 Health Care Act changes this). For aaftsmen the craft's fund of the 
employer determines membership of crafts people. Special rules apply for company- 
based funds. If a firm has more than 450 (since January 1993: 1,000) employees and 
if  the existence of the local sickness fund is not endangered by the establishment of a 
company-based fund, a company-based fund can be founded. The foundation requires 
the approval of a majority of employees. Workers who enter a finn which has a 
company-based fund are eligible for membership of this fund. 

Due to the rules of selective enrolment a large part of the population is restricted in its 
choice of an insurance fund. However, a segment of the population, notably white 
collar workers, some blue collar workers, crafts people and employees of a company 
which has its own fund, have a choice of which fund they wish to join. 

This situation creates imbalances. Funds for white collar workers and funds for blue 
collar workers are known as 'substitute funds' (Ersattkassen) because they offer achoice 
for those eligible for membership. These substitute funds therefore provide some 
competition for the local funds. People who qualify for membership of a substitute 
fund have a choice between the substitute fund and their local insurance fund. White 

P Health Care Act, para. 6. 

23 This is apparently changing, with more and more young and healthy people making use of the option 

24 Health Care Act, para. 9. 

23 Wealth Care Act, para. 10. 
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collar workers in particular almost always have a choice of belonging to one of several 
substitute funds (the exception is the technicians substitute fund which restricts 
membership to technicians). Blue collar workers, on the other hand, usually only have 
a choice of one substitute fund only, based on their blue collar profession. The criteria 
for membership are becoming increasingly questio~aable, not least because there is no 
legally binding definition of what constitutes a white collar worker. 

The 1993 Health Care Act mandates that all members of local funds, company-based 
funds and aafts' funds may chose their sickness fund in the same say as most white 
collar workers do at present. This new regulation will come into effect in 1996. 
Insurance fund members can then terminate their membership of one fund and seek 
membership of another. Terminations will become effective at year-end. This means 
that switching insurance funds will become possible from January 1997 onwards. The 
aim of this reform is to provide most funds with the same competitive framework. 
This is expected to lead to a reduction in the differences in contribution rates that are 
currently manifest. Premium differentiation is expected to continue, but will depend 
much more on the efficiency with which sickness funds conclude contracts with 
providers, and much less on risk differentials in the insured population. 

This organisational reform of the sickness fund will have major implications for the 
German health care system. It means that the overwhelming majority of people will 
for the first time have a choice as to which fund they wish to belong. 

The 1993 Health Care Act also proposes the establishment of an overall risk adjustment 
mechanism (Risikostruktura1(~gleich) across funds. All funds will participate in this 
global risk adjustment mechanism, which will be gradually implemented beginning in 
January 1994 (i.e. two years prior to the Lifting of membership restrictions). By 1995, 
the risk adjustment mechanism of pensioners will be integrated in the general 
mechanism. 

The risk adjustment mechanism will be administered by the Federal Insurance Office 
(Bundesversicherungsamt) and will be based on revenue sharing involving all sickness 
funds (except the agricultural funds). Risk factors to be included in the risk adjustment 
mechanism will initially be limited to a small number of factors and will include 
income, number of dependents, gender and age. 

The latter regulation takes account of the fact that a comprehensive compensation 
scheme across insurance funds is in place which ensures an equal share for all funds 
for the financing of services for pensioners, albeit retrospectively. The compensation 
scheme eliminates undesirable differences resulting from different numbers of 
pensioners in individual funds. Pensioners pay approximately 17 percent of total 
insurance fund contributions, but account for 40 percent of their expenditure. This 
mechanism thus already ads as a safeguard for those funds which have a high 
proportion of pensioners. 
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I To phase in the new organisational structure of sickness funds, the following 
regulations have also been included in the 1993 Health Care Act: 

Current membership restrictions of substitute funds- be abolished; instead, 
there will be open enrolment for all comers. 

Substitute funds which currently only operate region-wide will & allowed to 
expand to cover the entire country. 

Open enrolment will also be extended to company-based funds where currently 
membership is restricted to employees of the company. These funds may open 
up membership if they wish to do so, but do not have to introduce open 
enrolment. The miners' fund, the sailors' fund and the agricultural funds have 
been excluded fmm &ciatory or voluntary open enrolment. 

Small (local) funds will be encouraged to merge. This process is already 
underway but is likely to accelerate once membership restrictions are lifted. 

13.33 Funding of the Payers 

The contributions which members pay to their insurance funds depend solely on their 
ability to pay and are calculated as a percentage of their income. The premiums are 
calculated as a percentage of the gross salaries up to an upper limit (in 1992: DM 
61,200 or $24,000 1990) after which the premium is b e d  at the maximum. This upper 
limit (Beitragsbemessungsgrenze) is set at 75 percent of the upper limit for the statutory 
pension insurance and is adjusted annually to coincide with the growth rate of the 
average income of the insured population. At present, i.e. prior to the changes 
mandated by the 1993 Health Care Act, the percentage charged by insurance funds 
differs across funds. This is due to diffe~nces in the risk structures of the funds, in the 
revenue bases, and in the regional distribution of facilities. 

For example, in 1989 the average insurance fund contribution rate 'was 12.9 percent. 
By 1990 that rate had decreased slightly to 12.5 percent (the first decrease since 19841, 
and decreased again in 1991 to 12.1 percent. However, average premiums charged by 
different types of funds in 1991 varied in the range of 11.1 to 13.3 percent. Charges 
made by individual funds differed even more. Contribution rates varied between 10.8 
percent (for the city of Boblingen, a suburb of Stuttgart) and 16.4 percent (for the city 
of Kiel in northern Germany). 

The variations in the contribution rates can also be seen from the following table, which 
Iists the annual average contribution amounts in 1988 (in DM) for various types of 
sickness funds:26 
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Table 1.3: Contribution Rates of Sickness Funds In 1988 

DM $1990 

Local sickness funds 
Company-based funds 
Crafts' funds 
Agricuttural funds 
White collar workers' funds 
Blue collar workers' funds 
Sailors' fund 
Miners' fund 

Sickness funds finance health expenditure on a pay-as-you-go basis from contributions. 
They do not receive additional funding from the g~vemment.~ Sickness funds are not 
for-profit organisations. They do not accumulate capital reserves. Changes in 
premiums are decided upon at irregular intervals rather than on an annual basis. The 
executive board of an insurance fund takes the necessary decisions, which then have 
to be passed by the general assembly of the insurance fund (see Sub-section 1.3.3.4 
below) and approved by the supervisory authority, which is usually the Ministry for 
Labour and Social Affairs of the respective Land. 

Employers and employees each pay 50 percent of the premium. Pensioners pay 50 
percent of the contribution out of their pension; the remaining SO percent is paid by 
their pension fund. For the unemployed the Federal Labour Agency pays the 
contributions, while for other groups (e.g. students, those in military service) special 
regulations are in place. 

People with an income above the opt-out level, who nevertheless decide tb remain 
members of the statutory insurance funds and are employed, atso pay only part of their 
premium, with a maximum of 50 percent being paid by the employer. In contrast to 
non-voluntary members whose contributions are deducted directly from their pay 
cheques, voluntary members (rather than the employers) are themselves responsible for 
the regular payments of their premiums. 

1.3.3.4 Regulation of the Payers 

Sickness funds are autonomous, self-managing bodies, regulated by the government as 
set out in the health care legislation. Judicial cases are dealt with by a system of special 
courts (Sozialgen'chte). They are generally inclined towards a generous interpretation 
of the rights of the insured. 

w There are exceptions. Sickness funds which grant maternity payments are reimbutsed by the federal 
government with a lixed fee (in 1990. DM 400). 
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Insurance funds are required to have the fobving decision m a h g  bodies? 

A general assembly (Vertretmmmmlung) which decides on the statutes of the 
fund and decides on such matters as the annual administrative budget, or 
cooperation with other sickness funds. The g&eral assembly is elected every 
six years in so-called 'sodat elections' by the insured and their employers. 

An executive committee (Vwsfand) which c a m s  out day-to-day business. The 
executive board is elected by the general assembly. 

Half the members of both the general assembly and the executive board come from the 
insured, the other half from employers. The general assembly and the executive board 
of substitute funds consist exclusively of the insured. Special rules apply to the miners' 
fund. The 1993 Health Care Act introduces changes to the internal organisation of 
sickness funds. In particular, it plans to phase out the general assembly and replace 
it with administration boards (Vmaltungsmf) which will consist of approximately 30 
people. The executive committee will be replaced by a Chief Executive Officer 
(Geschiiftsfiihrender Vmsfand). 

The government supervises the insurance funds and ensures that all actions taken by 
the funds are in accordance with the law? Supervising authorities for insurance 
funds whose areas of competence fall within one Land only are the Ministers for Labour 
and Social Affairs of the respective Land. For those funds whose area of competence 
falls within several Liinder, the supervising authorities are the Federal Minister for 
Health and the Federal Insurance Office. The Federal Insurance Office xnust also 
approve the premiums of private health insurers. 

Local sickness funds cooperate on several levels. On the Land level the local sickness 
funds based in one Land form a regional association (Landesmband). There 'are 
presently 264 local insurance funds in (western) ~errnany.~' They form 12 Liinder 
 association^.^' The number of insured members per local fund varies between 800 
members (on the island of Helgoland) to more than a d o n .  Each locd fund appoints 
members to the Lund general assembly and the Land executive committee. They, in 
turn, appoint members for the federal assembly and the federal executive committee. 

All Under associations form one federal association (~undesa&nd). Some funds, in 
particular the substitute funds, form only federal associations. These associations are 

w The government and i s  institutions are not allowed to impose their views on the funds with fespect to 
abstract legal tern such as the direaive for funds to "be economical". 

a There are 13 local funds in the ex-GDR (German Democratic Republic). 

31 There are 5 Under associations in the exCDR 
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also self-governing bodies whose governing institutions are similar to those of the local 
funds. The federal associations of substitute funds and the regional associations of 
other funds conclude contracts with their counterpart providers, in particular with the 
federal and regional associations of physicians. 

1 335 Economic Incentives 

Until the changes introduced by the 1993 Health Care Act come into effect, different 
sickness funds continue to be in different competitive situations. These differences can 
be described as follows: fund membership is compulsory for most people, and funds 
are not allowed to refuse membership to anyone who fulfils membership conditions. 
This means that funds cannot generally engage in open risk selebion. However, the 
potential membership of some funds includes a wider segment of the population than 
that of other funds; these funds are therefore able to attract better risks. For example, 
people who are eligible for membership in white collar funds are often younger and 
healthier than those in the local funds. White collar funds therefore have an incentive 
to attract (qualifymg) members, and indeed seek to do so. This behaviour can be 
described as a concealed form of (positive) risk s e l e d i ~ t l . ~ ~  

Competition is much less typical for blue collar funds. This is because they are usually 
small in terms of membership, as the number of blue collar workers has declined in 
recent years, in Germany as elsewhere. Furthermore, all blue collar funds restrict 
membership to workers of a specific economic sector.33 

Company-based funds also play a less significant competitive role than white collar 
funds, although their contribution rates are usually comparatively low. It is therefore 
usually advantageous for an employee to switch to a company-based fund. Company- 
based funds cannot demand a health check of an applicant, but employers sometimes 
do so as part of the recruitment of new employees. 

To summarise, the risk structure of some funds, notably nationwide operating white 
collar substitute funds and company-based funds, is better than that of other funds. 
Consequently, such funds have been able in the past to offer lower premiums to their 
members. At the same time, substitute funds have been able to pay slightly higher 
reimbursement fees to physicians. 

32 For example, while sickness funds are not allowed to advertise openly for members, they can in fact 
provide the general public with infonnation on health care issues. This is sometimes mixed with 
concealed fom of advertisement. 

33 S i r  membexship restrictions apply to individual funds within the group of white collar funds. 
However, since it is much more difficult to diffefentiate white collar (service) workers than blue collar 
(industrial) workers, the restrictions are less binding. 
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With the passing of the 1993 Health Care Act the Government si- ib intention 
to abolish the unequal com@tive standing of sickness fun&, and instead to put t h a  
on an equal footing. It remains to be seen whether or not the organisational reform of 
sickness funds will be implemented as p r d b e d  by @e 1993 ~ c t .  ~f the changes are 
implemented, and if furthermore the global risk adjustment mechanism between huds 
operates in a satisfactory manner, then the reforms will have succeeded in removing 
the incentive for some funds to pick and choose. Ideally, any remaining discrepancies 
in the income-related premiums between funds should then reflect efficiency differences 
between funds rather than variations in the risk structure of funds. 

1.3.4 Primary Health Care Sector 

1.3.4.1 Roles and Objectives 

The primary health care sector in Germany comprises all office-based physicians and 
specialists (including dentists) who deliver ambulatory care. In 1990, there were 75,251 
officebased physiaans providing services in Germany, or 1.19 per thousand of the 
population. As gatekeepers to the hospital sector, they are of central importance in 
determining the amount of care that is to be provided to the insuredM 

Apart from treating patients, officebased physicians provide health advice, refer 
patients to hospitals, prescribe medicines, and determine whether or not a patient is 
able to work (and thus becomes eligible for sickness benefits). 

In principle, each doctor who has achieved the required educational and training 
qualifications has the right to set up a practice and be accredited as a physician with 
the sickness funds. An exception is made for doctors of 55 years of age or more, who 
have no such right. Doctors do not have to ask for accreditation with sickness funds, 
unless they wish to be reimbursed by them. Sickness funds, on the other hand, must 
accept all applicants. Once a doctor is accredited with a fund, he or she b accredited 
with all funds. Thus accreditation with selected funds is not possible. 

According to the 1993 Health Care Act, physicians' right to establish practices will be 
subject to stricter control by the physicians' associations. Beginning in 1999, quotas will 
be used to determine the number of doctors allowed in any one region. The aim of this 
regulation is to reduce the expected surplus of doctors by curtailing their right to 
automatic accreditation with sickness funds. 
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The availability of technological equipment in the German ambulatory sector is, by 
international standards, high. On average each physician has approximately five 
assistants, which means that many diagnostic and therapeutic treatments involving 
high-tech machinery can be provided. This will often include ECGS, X-rays and 
endoscopy facilities, or even computer-tomography, as well as a range of laboratory 
services. 

Office-based physicians are organised in regional Associations of Accredited Physicians 
(Kasseniintliche Veteinigungen) for their dealings with statutory sickness funds. Each 
Land has one or more Land Associations of Accredited Physicians (Kasseniirzftiche Landes- 
vereinigung), and there is also one at the federal level (Kasseniintliche Bundes- 
vereinigung). One legal obligation of these associations is to set up a system of contracts 
with the insurance funds which will determine the level of reimbursement for 
physicians. The 1993 Health Care Act requires all contracts to be negotiated on a 
regional basis (usually a hnd). Prior to the 1993 Health Care Act, the Federal 
Association of Primary Physicians was responsible for the contracts with insurance 
funds which operate in more than one Land. 

Contracts between associations of sickness funds and associations of physicians 
covering reimbursement levels of the latter have to be in place at all times. This means 
that physicians are not allowed to strike. If the two parties cannot agree, the issue is 
resolved by an arbitration committee. Its non-partral chairman is appointed either by 
agreement or, failing that, by casting lots. 

1.3.4.2 Patient's Choice within fhe Prima y Health Care Sector 

All insured persons have a free choice of physician. Patients usually see their family 
doctor in the first instance, who may refer them to a specialist. Patients may also seek 
treatment directly from a speciali~t.~~ Unless there is a compelling reason, a patient 
who sees a doctor who is not accredited with an insurance fund may have to pay the 
additional costs, i.e. the extra cost over and above the agreed fee of an accredited 
physician. 

Hitherto primary and hospital care has not been well integrated in Germany. The 1993 
Health Care A d  appears to encourage the establishment of 'out-patient .clinics' in 
hospitals. These would be hospital departments where people undergo minor surgery 
on a day-basis. The Act stipulates that free choice of physician be extended to out- 
patient clinics where these are established. 

Certain specialties are not included in the list of treatments offered by office-based 
physicians. Examples of such treatments are the services of psychologists and natural 
(alternative) therapists. The insurance funds will only pay the costs of such treatments 

u Health Care Act, para. 76. 
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if the physician specifically requests that such treatment be provided and gives reasons 
for his or her request. 

13.43 Funding of the Primary Health Cme Sedor - 

Primary physicians are usually paid an a fee-forservice basis, although the health care 
legislation also allows other forms of payment. In practice, funding of physicians is 
based on a relationship between a budget set at the Land level and the amount of work 
undertaken by physicians as expressed in volume terms. In detail the procedure is as 
follows. 

On the Land level, the Under Sickness Fund Associations negotiate a budget for the 
following year with the Under Physician Associations. Thus physicians submit their 
bills to the respective Land association which is responsible for distributing the 
payments for services rendered. There are 18 Under Physician  association^.^^ 

. 

On the federal level, the Federal Association of Physicians and the Federal Association 
of Sickness Funds negotiate a fee schedule for the services provided by physicians." 
These fee schedules are relative value scales, expressed in points per service provided. 
For example, a telephone conversation with a patient may be worth 80 points, a home 
visit 360 points, and a radiology test up to 900 points. Detailed listings are published 
covering numerous services and their respective point values. 

To translate the points into German Marks the following formula is applied:" 

Monetary Conversion Factor (Point Value)= Budget 
Points Billed By All Physicians 

Monetary conversion factors may differ across groups of sickness funds, but not within 
groups of funds in the same Land. Monetary conversion factors for substitute funds 
have traditionally been marginally higher than those of the local sickness funds. At 
present, the value of a point is approximately 9 Pfennig ($0.038 1990) for local 
insurance funds, and 11 Pfennig ($0.046 1990) for substitute funds. For private patients 
the same relative value scheme is used. Physicians treating private patients are allowed 
to charge fees that are between 1.7 to 3.5 times the level of those paid by sbtutory 
sickness funds. 

m Y There are 5 lrfndcr Physician Associations in the ex-CDR. 

n Health Care Act, para. 82-87. 

38 This Seetion describes the reimbursement process as it was until the beginning of 1992. In hoar')'  19% 
a new contract was negotiated by sickness funds and physicians in which the capping of the overall 
physicians' budget was abandoned. As a mult, physicians responded with a sigruficant increase in the 

I volume of treatments in the first half year of 1992, thus putting in doubt whether the new c o n m t  will 
actually come into effect. Meanwhile the 1993 Health Cam Act a mintruduced capped budgets for 
physicians. This means that the situation will nenrain as it is d-ribed in this Section. 
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The reimbursement scheme has led to a decrease in the relative income of German 
doctors, not least because the number of doctors has risen steadily. According to one 
estimate the average income earned by German physicians was 6 5  times the average 
income of all German employees in 1971, but it was only 3.5 times the German average 

/ 

income in 1991.j9 

The 1993 Health Care Act limits the increase of the overall physicians' budget for the 
years 1993 to 1995 to the increase in the revenue base of members of the statutory 
insurance system. Several treatment items, such as minor -ambulatory surgery and 
preventative care (check ups, ante-natal care) will receive their own budgets. These 
budgets will also be linked to the revenue base of insurance contributions but will also 
receive additional funding. A separate budget for medicines prescribed by physicians 
has been introduced for the first time (see Section 1.3.6). 

Plans to change the reimbursement method of physicians have also been introduced by 
the 1993 Health Care Act. Instead of reimbursing each single act which a physician 
performs, individual acts of services may be grouped together to form so-called service- 
groups (Leistungskomplexe). Physicians may therefore increasingly be reimbursed for 
service groups rather than fee-for-service. Furthermore, office-based specialist 
physicians (e.g. paediatricians) will have to decide by the end of 1995 whether they 
wish to be known as family doctors (Hatcsiinte) or specialists CFachiinte). The aim of the 
latter reform is to financially upgrade service groups predominantly performed by 
family doctors. 

13.4.4 Regulation of t k  Primary Health Care Sector 

Apart from malpractice issues, regulation of the primary health care sector takes the 
form of checks on whether physicians provide treatment in a way which is both 
economic and cost-effective. To do this, sickness funds' associations and physicians' 
associations form regulatory committees. Membership on these committees is allocated 
on a bipartisan basis, with representatives from either group alternating as chairman 
for one year. Either party can initiate proceedings against a doctor who is considered 
to have provided treatment that is not economic or not cost-effective. Before any action 
is taken advice and counselling are offered. 

The two associations also jointly audit referral patterns of individual doctors and check 
on the number of people taking sick-leave on the doctor's advice. This control is 
mainly performed on the basis of detecting signiscant discrepancies between the 
average cost of an individual doctor's services (Arzfkostendurchschnitt) and the average 
cost of services of all doctors of the same specialty (e.g. all gynaecologists). In addition, 
more detailed checks are undertaken on a random sample basis and involve 
investigations of 2 pexent of all doctors per quarter. This form of random checks is 
spedfcally designed to complement the averagebased procedure control technique. 
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The 1993 Health Care Act specifies auditing procedures in more detail including 

I controls based on prescription limits. 

13.45 Economic Incentives - 

I The method of reimbursing physicians described above was intended to combine two 
things: fee-for-service reimbursement, and an attempt to contain costs. The fee-for- 

I service reimbursement provides doctors with an incentive to treat all patients (and, 
indeed, to overtreat them). On the other hand, the reimbursement system also 

I 
resembles a zero sum game. If one doctor generates 10 percent more services, his or 
her income might rise by 10 percent. However, if all doctors generate an additional 10 
percent of service the monetary value per point must fall by 10 percent to keep 

I 
expenditure within budget limits. The result is strong competition amongst physicians 
to expand the volume of treatment. 

The introduction of service group payments, to replace fee-for-service payments, may 
eventually reduce somewhat the incentive for doctors to provide extra treatments 
beyond what would appear reasonable on medical grounds. Instead, this will give 
doctors incentives to choose the most cost-effective course of therapy for a treatment 
covered by a service group arrangement. 

1.3.5 Hospital Sector 

1.3.5.1 Roles and Objedives 

In 1989 there were 3,046 hospitals in (western) Germany. These are divided into 

B hospitals for the acutely ill, special hospitals, and hospitals which care for patien& with 
long-term illnesses. Three different types of ownership of hospitals exist. They are 
public, private voluntary and private proprietary ownership. Each group ow& 

I approximately one third of all hospitals. 

Public hospitals are owned by cities and municipalities, by counties, by Lander, or, in 
the case of special (e.g. military) hospitals, by federal authorities, or combinations of 
these. University clinics are always owned by Under governments. Public hospitals 
account for 51 percent of beds; private voluntary hospitals, often owned by reiigious 

I organisations, account for 35 percent of beds; while private proprietary hospitals, often 
.owned by doctors, account for 14 percent of beds.* 

I On the lower level of city or county hospitals there is a trend amongst local authorities 
to establish a private company with limited liability as direct owner of the hospital. 
In so doing, local authorities create an institution governed by private, rather than 
public, law. This allows more flexibility with respect to wage setting for managers and 
some clinicians. It is the owner of the hospital (i.e. the municipal authorities or the 

Private hospitals need licences which are granted to the owners personally. 
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local parliament) which appoints hospital managers. In the last few years these 
appointments have inaeasingly taken the form of temporary, rather than unlimited, 
appointments. 

Hospitals can also be classified according to categories. Categories range from 1 to IX, 
depending on the number of medical departments. Thus, category I hospitals are 
university clinics with at least twelve medical departments, while category IX hospitals 
are small local hospitals. 

Several Under associations of hospitals (Landeskrankenhausgesellschaftm) exist, as well 
as a national organisation (Deutsche Krankenhausgesellschafr:), but because of the 
heterogeneity of their members they are rather less powerful organisations than, say, 
the physicians' associations. One of their functions is to negotiate the annual wage 
increases for clinicians and nurses with their respective trade unions. In 1990 there 
were 96,203 clinicians working in German hospitals. They are represented in wage 
negotiations by their one and only trade union, the Marburger Bud. The Marburger 
Bund is affiliated to the German Trade Union for White Collar Workers (Deutsche 
Angestelltengaonkschaft). Unlike physicians, clinicians have the right to strike for their 
wage demands as long as an emergency service is in place. This, however, rarely 
happens. Clinicians are also organised in the Harhnann B u d ,  a political pressure 
group, which is also open to physicians. Participants in the wage negotiations for 
nurses and other hospital staff include trade unions, such as the Trade Union for Public 
Services and Transport (Gmerkschaft &fmtliche Dienste, Transpwt und Verkehr), c h d e s  
(as owners of hospitals), the Red Cross as well as other organisations. 

The internal organisation of hospitals varies, not least because of the diversity of their 
legal form. For public local hospitals the organisation is usually as follows: central 
management consists of three people; these are a clinical director, a director of nursing 
and a director of administration. All three directors are usually appointed by the 
owner of the hospital, to whom they are accountable. They are paid a salary which is 
usually agreed in negotiation with the owner. In the case of university clinics, the 
clinical director is often elected by the medical staff. Directors of administration are 
increasingly being recruited from the private sector, and have a background as 

- managers, economists or lawyers. Some come from the civil service. This reflects the 
growing awareness that hospitals need to be run on business-type lines. It is also 
mirrored in the fact that salaries for these positions are now more in line with salaries 
of equivalent positions in the private sector, and that contracts are being reviewed 
regularly. 

The three directors usually run the affairs of the hospital as a team, with the clinical 
director possibly having the final say in case of disputes. In private proprietary 
hospitals, the organisation may be quite different. The same holds for university 
clinics, where universities and research organisations often have considerable influence. 
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Efforts are being made to introduce clinical budgeting in German hospitals, but these 

m attempts have not yet reached a sophisticated stage in all hospitals. The purpose of 
clinical budgeting is mostly directed towards improving resource allocation among 
hospital departments. It is generally not intended to invoive doctors and nurses in the 

I establishment of contracts with sickness funds in a sy&&tic way. It is generally felt 
that hospital doctors and nurses lack the necessary skills and experience to be involved 
in contracting. 

Incentivebased methods are increasingly being introduced in hospitals to encourage 
doctors to economise on resources. For example, doctors who spend less than the 
allocated internal budget on health care, may be permitted to spend the savings on 
research. 

I 135.2 Patient's Choice within the Hospital Secfw 

Insured persons have a say in the choice of the hospital to which they are referred by 
their physician. However, the physician has to take account of two criteria: 

The hospital should offer suitable treatment for the patient; and 
it should be cost-effective. 

B Thus, if the doctor refers a patient to a hospital, he or she has to give reasons why this 
is necessary. Usually this involves referring patients to either of the two nearest 

'I hospitals, taking into account medical suitability and costs of service. To help doctors 
with their choice, a price list, giving per diem or cost-percase rates, of nearby hospitals 
is usually available. If an insured person chooses another hospital without compelling 
reason, then the insurance fund can claim back from the patient a pencentage (which 
may be 100 percent) of the additional costs that have arisen in the course of the 
treatment at that hospital compared to the cost of the recommended hospital. 

1.353 Funding of the Hospital Sector 

I Only the following types of hospitals provide treatment to patients and are rehnbursed 
by sickness funds: 

I university clinics; 

hospitals which are part of the 'Hospital (Need) Plan' of a Land; and . 

I hospitals which have a contract with a Land Association of Sickness Funds. 

- 

Sickness funds may contract with public, voluntary and private (for-profit) hospital. 

I A flexible prospective annual budget is calculated on the basis of anticipated occupancy 
rates in the forthcoming year and the costs per day. This means that budgets are 
mainly based on per diem rates. A per diem rate is a uniform sum which fie hospital 

I receives for each day for the entire duration of the hospital in-patient stay of each of 
its patients. The per diem rate can vary for some specialties. Other treatments are 



n/e/r/a Analysis of Individual sectors 

priced on a cost-percase basis. All patients, whether privately or socially insured, are 
charged directly for additional service, such as a single room, television, or treatment 
by doctor of their choice. Costing and pricing rules are listed in the Federal Care 
Ordinance (BundespfIegesatzvety)~dnung). A twenty page formula (Selbstkostenblatt), 
detailing calculations and cost allocations must be filled out once a year by the hospital 
administration. 

Hospitals and sickness funds must agree on the following rates (if they fail, a neutral 
non-governmental arbitration office is called in): 

General rates; these are per diem rates irrespective of patient categories and 
specialty. They inevitably lead to crosssubsidisation across specialties. 

Special rates; these are per diem rates for special patient groups such as obstetrics 
patients, burn victims, infants in neonatal care, mental patients, etc. 

Cost-per-case payments; these are for speualised treatment and surgery 
(Sonderentgelte) including cancer treatment, thorax surgery, dialysis, heart and 
other transplants, lithotripsy and medical innovations. Rates for specialised 
services are cost-per-case payments outside the budget. 

For example, at the University Hospital of Hannover in Northern Germany, one of the 
most expensive hospitals in Germany, the rates for selected procedures are as follows 
(as of February 1992): 

. Table 1.4: Rates of Selected Procedures 

1. General Per Diem Rate 

2. Special Per Diem Rate 
Haernodialysis 
Paediatric Oncoiogy 
Intensive Care 

3. Cost-per-Case Payments 
Kidney Transplant 
Liver Transplant 
Heart Transplant 
Cardiithoracic Surgery 
Bone Marrow Transplant 
Lung Transplant 
Heart-Lung Transplant 
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Under the global budget, if actual bed days (ex post) exceed the expected bed days (ex 

B ante), hospitals receive only 25 percent of the per diem rate on the excess number. If the 
actual bed days fall short of the expected bed days the hospital receives 75 percent of 
the per diem rate for the shortfall. The rationale for-these figures is the assumption 

I that 75 percent of hospital's'cost are fixed, and 25 percent are variable. Therefore. if 
a hospital does not achieve its target, it can still honour its employment contracts and 

I 
other fived cost obligations. 

At present, sickness funds are obliged to meet the expected operating costs of hospitals 

I (Selbstkostendedatng). The 1993 Health Care Act has changed this. Hospitals now carry 
the risk of not covering their costs. Hospitals can carry surpluses over into subsequent 
years. Deficits are usually paid by the (public) owners. If the owner is a voluntary 

B organisation without sufficient funding, the deficit is financed by banks. Consequently. 
such hospitals accumulate debt over the years. 

u The negotiations between hospitals and insurance funds usually take place on a local 
level, not, as with the negotiations for reimbursement levels of physicians, on a national 
or Land level. It is the local sickness funds that usually take the lead in negotiations 

I with local hospitals, often with a representative of a nationwide operating substitute 
funds being present at these negotiations. Often, several local insurance funds will 

I 
negotiate jointly with a hospital. In practice, the negotiations concentrate on a 
percentage increase on the previous budget. 

'I The substitute funds have much less of an incentive for tough negotiating with 
hospitals. Since their expenditure is distributed across hospitals nationwide, rather 
than concentrating on a few in a municipality, they have more opportunities to 

I compensate cost differences among hospitals. 

Hospitals always bill the local insurance fund of a patient's residence. For most funds, 

I such 'cross-boundary' referrals and payments usually account for only a small amount 
of a local fund's budget. For nationwide operating funds cross-boundary payments do 
not apply. 

I 
Since January 1993, insured persons of age 18 or above pay a copayment of DM 11 

I ($4.51 1990) per day in hospital up to a maximum of 14 days. From January 1994 the 
copayment will increase to DM 12 ($4.92 1990). In eastern Germany copayments have 
been lowered from DM 10 to DM 8 ($3.28 1990) per day. As of January 1994 they will 

1 be increased to DM 9 ($3.69 1990). 

Investments (including expenditure for medical technology) are fimnced by the M ~ d f f  

I governments. This can include investments for private for-profit hospitals. 
Investments which lead to a rationalisation of services, and hence to a reduction of 

I 
operating costs, may be financed through per diem or cost-per-case rates by insurance 
funds, rather than by Under Governments through separate funds. 
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Prior to 1993, investment funds were allocated solely on the basis of the number of 

I beds in hospitals for each hospital category I to IX. For university clinics, the Federal 
Government (which is responsible for research) usually has to be consulted. The 

m Ministry for Labour and Social Affairs of the respective Land draws up the investment 
plan, with the Land Ministry of Finance deciding on the level of funds available. Thus, 

. .  . . , .  - : Gnder funds for capital expendituresare made.available to those,hospitals which have . , 

I. received accreditation under the Hospital (Need) Plan. Every Land must have such a 
Hospital Plan. Hospital accreditation is intended to achieve an equitable distribution 
of hospital facilities and available hospital beds within a Land, as well as a well 

I balanced structure of hospitals. Small local hospitals are responsible for basic care 
while university clinics are responsible for highly specialised care. Private hospitals 

I 
find it increasingly difficult to receive accreditation and thus become eligible for capital 
expenditure funds. 

The 1993 Health Care Act introduces several changes to the hospital sector. Most 
notably the Act states that for the years 1993 to 1995 budgets for hospitals are linked 
to the growth of income of members of sickness funds. Also more per diem rates will 
eventually be replaced by cost-per-case payments. A list of treatments for which cost- 
per-case payments is feasible will be drawn up by 1996. Treatments for which cost-per- 
case payment is not feasible will be reimbursed by a tariff which separates direct 
.medical expenses from hotel costs. 

The new regulation abolishes the long-standing principle of hospital finance whereby 
hospitals' operating costs were reimbursed in full (Selbstkostendeckungsprit~;ip) or almost 
in full (flexible budget). The aim of the new regulation is to create incentives for 
improved hospital efficiency by basing hospital funding increasingly on prospective 
cost-per-case payments (Leistungsentgelte und Fallpauschah). 

I Other changes envisaged by the 1993 Health Care Act include the following:. 

s The conditions under which capital investment funds may be attracted from 
private sector sources will be simplified and private sector finance promoted. 

Hospitals will be obliged to make better use of large' technical equipment 

I facilities, such as MRI units, by sharing such facilities with other providers. 
Planning for new large equipment facilities will be improved and will involve 

I 
better consultation among providers of a Land. 

The integration of primary and secondary care will be improved. This may lead 

I to the establishment of out-patient clinics in hospitals. 
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135.4 Regulation 4 the Hospital Sector 

It is possible for the Lmtd associations of the sickness funds to withdraw funding from 
hospitals, or hospital departments, which axe deemed to work inefficiently. To begin 
the proceedings, the Land association of sickness funds fogether with the association of 
private insurers and the hospital in question jointly appoint a controk to evaluate 
efficiency, cost-effectiveness and quality of the hospital. If no agreement is reached 
concerning the choice of an auditor a neutral arbitrator is called in to make this 
decision. The recommendations of the evaluation are taken into account at the next 
year's negotiations of per diem rates, and may eventually lead to the closure of the 
hospital or parts of the hospital. Under the 1993 Health Care Act these proceedings are 
further simplified. 

There are some differences between hospitals and rehabilitation institutions. The latter 
do not have to be included in the hospital need plan of the Mzder, but can contract 
directly with the sickness funds. Rehabilitation institutions also generally have more 
freedom in the setting of prices for services which they provide. Consequently, they 
are largely exempt from cost-effectiveness controls, but not from quality controls. 

Fonnalised quality control has only recently been introduced into the German health 
system. At present it is envisaged that a committee made up of the physicians' 
associations, the hospital associations, and the sickness funds will formulate 
recommendations and guidelines for quality control. 

1.35.5 Economic Incentives of the Hospifal Sector 

There are few for-profit hospitals, and most hospital managers are paid a salary. 
Nevertheless, the incentives of hospital managers are largely dependent upon the way 
the hospitals are reimbursed for the services which they provide. The incentive 
structure can therefore be described in four ways: 

Because payment is based on daily rates, the hospital's income is directly related 
to the number of patients and the average length of stay per patient. Hence a 
hospital has an incentive to treat all patients, as long as beds are available. It 
also has an incentive to provide treatment for as long as is necessary for medical 
reasons. But when beds are empty, there is a financial incentive to extend the 
hospital stay beyond the point at which hospitalised treatment is no longer 
strictly required. The introduction of cost-per-case payments for some services, 
as envisaged by the 1993 Health Care Act, will lessen this incentive. 

The incentive to keep as many patients as long as possible is compounded by 
the fact that if marginal costs make up less than 25 percent of the per diem rate, 
a higher than projected occupancy rate yields extra income. Furthermore, the 
surplus can be carried over into the next year. 
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In fact, given that the bulk of a hospital's care is often concentrated in the first 
days of a patient's treatment with little other than hotel care required towards 
the end of a patient's hospital stay, a hospital may decrease its average cost per 
day by keeping patients longer in the hospital than necessary. Thus, hospitals 
with a low turnover and long in-patient s6ysmay compare favourably in terms 
of cost-per-day to hospitals with a high turnover and short in-patient stays. 

While some hospitals are run by a team of relatively independent managers, 
others are more closely associated with their owners (e.g. towns, municipalities 
or regions). In the latter case they are more likely to operate under the political 
influence of their owners which may affect their efficiency. 

Under the conditions of fixed budgets during 1993 to 1995, hospitals are forced 
to balance revenues and expenditure. Since increases in revenues are unlikely, 
they therefore have an incentive to reduce their costs, either by shortening the 
length of stay of their in-patients, or by referring (expensive) patients to other 
hospitals. 

1.3.6 Pharmaceutical Sector 

1 3.6.1 Structure of the Pharmaceutical Sector 

In 1990 there were 18,500 pharmacies in Germany, of which the great majority (18,000) 
were retail pharmacies and the rest hospital pharmacies. These pharmacies employed 
36,500 pharmacists. Any pharmacist who has acquired the necessary qualification has 
the right to set up a pharmacy. Each pharmacist can operate only one pharmacy. 
Expenditure on medicines as a percentage of overall spending on health care has 
remained fairly constant in recent years at around 14 to 16 percent. 

Like physicians, pharmacists are organised in Land councils and a federal council. 
Councils decide mainly issues relating to education and professional standards. In 
addition, the Economic Associations of Pharmacies (Wrtschaftsverbiinde dm Apotheker) 
establish agreements with the insurance funds on drug labelling, prescription rules, 
inventory standards, etc., but not on reimbursement levels. 

In 1990, there were approximately 1,000 pharmaceutical manufacturers employing 
approximately 109,000 people." Less than 500 manufacturers produce 95 percent of 
all drugs. The lowest 25 percent of all firms had an annual turnover of less than DM 
15 million ($6.3 mn 19901, while the highest 25 percent had a turnover of above DM 150 
million ($63 mn 1990). 

o The figures are talcen from the 1990 Annual Report of the Fedexal Association of the Pharmaceutical 
Industry, and from PhPrma Datcn 1991, ako published by the Industry. 
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In the same year, the industry produced medicines worth DM 25.7 billion ($10.7 bn 
1990), of which DM 10.6 billion ($4.4 bn 1990) were exported, while imports were DM 
6.1 billion ($26 bn 1990). Sales in western Germany in 1990 were DM 162 billion ($6.8 
bn 1990) in manufacturers' prices, while sales in retail prices in 1990 were DM 21.8 
.billion ($9.1 bn 1990) for prescription drugs, and DM 5.7 billion (2.4 bn 1990) for over- 
thecounter (OTC) drugs. 

The industry is mainly organised in the Federal Association of the Pharmaceutical 
Industry (Bundesverband der Phatmazeutischen Indusfrie), which is also represented at the 
meetings of the Concerted Action. The Association is a member of international 
organisations such as the European Federation of Pharmaceutical Industries' 
Associations (EFPIA) and the International Federation of Pharmaceutical Manufacturers 
Associa tion (IFPMA). 

A survey of its members conducted by the Federal Association of the Pharmaceutical 
Industry revealed the following cost structure of the pharmaceutical industry in 1989 
(in percentku 

Table 15: Cost Structure of the Pharrnaceutlcal Industry in 1989 

Percentaae of Total Costs 

Production 
Scientific lnf ormation 
Advertising 
Research and Development 
Licences 
Distribution 
Administration 
Other 

Total 100.0 

Patent duration in Gennany is 20 years. However, given the time lag between patent 
application and market introduction, the effective patent protection period for 
medicines is very much less, on one estimate 7 to 8 yearsu In 1990, approximately 
600 patents for drugs were granted. Estimates for the number of medicines available 
in Gennany vary, not least because of difficulties in distinguishing substance 
combinations and ingredients, and hence identifying different drug products. A 
regularly updated list, published by the Federal Association of the Pharmaceutical 
Industry, lists 8,429 medicines in 1991. This number is likely to constitute a lower 
bound for the actual number of medicines. 

U Federal Association of the Pharmaceutical Industry: Annual Report 1990, p. 28. 
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1.3.6.2 Funding of the Pharmaceutical Sector. 

The funding of the pharmaceutical sector in Germany is shown in Chart 1.3. Medicines 
are distributed from the manufacturers to retailers via wholesalers and are distributed 
directly to hospital pharmacies. ~anufacturers-ark free to choose the price of their 
products. Wholesalers can add a percentage mark-up to the price, up to a maximum 
which is determined by federal law in the Medicines Price Ordinance (Anneimittel- 
preisverordnung). The maximum mark-up varies inversely with the manufacturer's 
price. Currently, the rate decreases in several steps from 21 percent for a 
manufacturer's price of up to DM 2.65 ($1.03 1990), to 12 percent for a price of DM 
108.71 ($42.32 1990) and above. 

The retail pharmacist is required to add a fixed mark-up to the 'hypothetical' 
wholesalers price; this is the manufacturer's price with the maximum wholesaler's 
mark-up added. This regulation ensures that prices for drugs in retail pharmacies are 
uniform throughout Germany. Again, the Gxed mark-up decreases in inverse relation 
to the hypothetical wholesaler's price, this time in several steps from 68 percent for a 
hypothetical price of up to DM 240 ($0.93 1990), to 30 percent, for a price of DM 170.30 
($66.30 1990) and above. 
However, retail pharmacies generally receive medicines from one to three wholesalers, 
and these provide quantity discounts to retailers in order to ensure long-term business 
relationships. The federal authorities decreed that these discounts should be passed on 
to the sickness funds. They estimated and calculated the average discount at 5 
percent.& As a result, all retail pharmacists have to pay 5 percent of the hypothetical 
wholesaler's price to insurance funds. 

Retail pharmacies are reimbursed partly by Pharmacy Data Centres (Aptheken- 
redrenzentren), which they have set up themselves and partly by patients (see Chart 1.3). 
There are four such data centres in Germany. These centres are then reimbuised by the 
insurance funds. 

Manufacturers of medicines generally compete on the basis of the prices and benefits 
of their products. Wholesalers of medicines also compete in the setting of prices to the 
extent that they set margins below the maximum allowable margin. Retail pharmacists 
do not compete as far as prices are concerned. 

Even though mark-ups on prices are degressive, the absolute difference between retail 
price and manufacturer's price is significantly higher for more expensive medicines. 
The actual wholesale price is determined in negotiation (the hypothetical wholesale 
price being very much an upper limit), so wholesalers and retailers divide this total 

44 In the five new Under of the d D R  a sosaUed defiat reimbursement scheme was set up, whereby the 
phamceuticai industry, wholesalers and retailers would reimburse the sickness funds for any occurring 
deficit on pharmaceutical spending in these five Under. A deficit was defined as an expenditure level 
on drugs which exceeds 15.6 percent of the insurance fund premiums. In 1991, the deficit was 
approximately DM 1 billion. 



Chart 1.3 
The Pharmaceutical Sector in Germany 
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margin between them. Neither, therefore, has any financial incentive to keep medicine 
prices low. 

13.63 Reference Prices 
- 

Insurance funds are required to reixyburse the retailers for part of the cost of medicines, 
The level at which this reimbursement is set is determined by the so-called reference 
pricing system. This was introduced in the 1989 Health Reform Act. 

Reference prices (or more correctly: fixed level reimbursement schemes; Anneimitfel- 
Festbetriigee) are administratively set reimbursement levels for medicines with similar 
properties (see below). They are .set by a federal commission comprising 
representatives of sickness funds and physicians, but not including representatives of 
the pharmaceutical industry. This constitutes the reimbursement level for insurance 
funds. 

If an insured person wishes to obtain a medicine whose price is above the reference 
price, then he or she has to pay the difference between the actual price and the 
reference price. Furthermore, doctors have to indicate on the prescription form whether 
the pharmacist is allowed to hand out an equally efficacious but more cost-effective 
drugfi 

The system of reference prices came into effect in 1989 and was to be developed in 
three  group^:^ 

1. Group 1 contains medicines with therapeutically equivalent active substances. 

2. Group 2 includes medicines with pharmacologically comparable active 
substances, especially chemically related ingredients. 

3. Finally, Group 3 includes those with comparable therapeutic effects, particularly 
drug combinations. Originally the Health Care Act of 1989 specified that drugs 
with comparable pharmacological-therapeutic effects be included, but the 1993 
Health Care Act changed this to comparable therapeutic effects. 

The Ministry of Health originally hoped that progress would be such that by the end 
of 1992 80 percent of all drugs would be covered by reference prices. Patented drugs 
were supposed to be excluded from reference pricing, but, prior to the 1993 Health 
Care Act, it appeared that the distinction between patented and non-patented drugs 
was not always observed. Under the 1993 Act the conditions for including out-of- 

u Patients can choose the Ail pharmacy, i-e. the non-hospital based phamcy, at which they obtain 
prescribed medicines. Hospital-based pharmacies are only accessible to clinicians. 

46 Health Care Act, para. 35. 
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patent drugs in Group 1 have been relaxed, whereas inclusion of drugs into Groups 2 
and 3 appear to have been tightened by clarifyulg the term *innovativef: an active 
ingredient is now considered innovative "so long as that active ingredient of this group 
which was first marketed is protected by patentw.* - 

.. . . . 
The first reference prices . were . . . . . introduced . on 1.. .September 39.89. : By 1 January ' 1993 " , '  ' ' 

. . . >  
. f@-nc iprices had been fixed for: 

86 substances of Group 1 (of an estimated potential of 130. substances); 

12 substance groups of Group 2, comprising 108 substances; and, 

3 substance combinations of Group 3?8 

This amounts to 45 percent of the total expenditure of sickness funds on medicines. 

The administration of reference prices is complex; Chart 1.4 lists the institutions and 
procedures that are involved. Chart 1.4 shows that the Federal Association of 
Company-Based Insurance Funds ( B u W m r d  dm Beftiebskrankenkassm) is responsible 
for the calculation of reference prices. The basis for this calculation is an econometric 
model which aims to determine relative standarc? prices by regressing manufacturers' 
prices of drugs of the same therapeutic group on the variables 'dosage strength' and 
'package size'. Standard prices are then converted into reference prices by multiplying 
the chosen price of a standard unit with the relative standard prices. 

The reference price system is controversial not least because it is difficult to decide 
what exactly a therapeutically comparable effect is. Its effects on pricing of drugs are 
significant. Although pricing of new dmgs is free upon market introduction, prices for 
many medicines did in fact converge to their reference price after the introduction of 
the new system. Since reference prices were calculated on an average basis, the prices 
of some medicines actually increased. Furthermore, generic drug competition almost 
collapsed as their prices were also brought into h e  with reference prices. 

4 Source: BundesDcrbond drr &hLbskrankenkasm, 1993, January. 
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Prescription fees were introduced in 1970. The copayment structure has changed 
frequently in recent years. Initially, when reference prices were htroduced, medicines 
covered by these were free of charges other than the difference between sales price and 
reimbursement level. This has changed with the passing of the 1993 Health Care Act. 
Patients now have to pay copayments for all medicines irrespective of whether or not 
they are covered by reference prices. The new structure is as follows: 

In practice the system of copayment ceilings is operated in a flexible manner. 
Chronically ill people who are unlikely to pay any copayments may receive a form 

DM 3 ($1.2 1990) for medicines priced DM 30 ($11.6 1990) or less (or the full 
price if less than DM 3); 

DM 5 ($1.9 1990) for medicines priced between DM 30 and DM 50 ($19.4 1990); 
and, 

DM 7 ($2.7 1990) for medicines priced over and above DM 50. 

However, according to the 1993 Health Care Act the current structure of copayments 
is to be replaced by yet another structure. From January 1994 the level of copayments 
will depend of the package size of medicines. Thus 'small' packages will have a 
copayment of DM 3, 'medium-size' packages will cost DM 5, while 'large' packages will 
cost DM 7. 

In order to protect chronically ill people, or those on low incomes, the annual sum of 
copayments to be paid by individuals is capped at an upper limit. That upper Iimit is 
dependent upon the income of the individual, marital status and the number of 
children. Different limits also apply to people living in the former East Germany; this 
regulation takes account of the fact that income levels in eastern Germany are below 
those of western Germany. 

Copayment limits usually apply to copayments on most services, e.g. medicines, 
medical appliances, medical aids and transport costs. In-patient stays in hospitals are 
excluded. Thus, for example, people with a monthly gross income of DM 1.484 ($590 
1990) do not have to pay any copayment at all. For married couples the limit is lifted 
by DM 556.50 ($225 19901, and for each additional child the limit is further lifted by 
DM 273.00 ($109 1990). For people on lower incomes, the upper ceiling of copayments 
is limited to 2 percent of gross income. For income levels over and above the threshold 
at which people can opt out of the social insurance scheme the copayment ceiling is 
limited to 4 percent of gross income. These figure are adjusted for famiiy members. 
For people living in eastern Germany copayment limits are approximately 25 perrent 
below that of western Germany. Several additional regulations specifying exemption 
categories (e.g. chronically sick people) exist. 
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from their insurance funds that serves as evidence that they are exempt from payment. 
Others who have paid more than their annual copayment limit can ask their insurance 
fund for a refund. 

- 
1.3.6.5 Reguhfion of the Pharmaceutical Sector 

....... ;. _ .... . :.. ;. . .  I .::.,. . . :_ . . . . . . .  . . ' , . . . .  ... : . . . ... .. . . .  . . ... . . . .  . . .  . . 

The Medicines Act (Anneimittelgesetz) describes the conditions under which drugs may 
be produced. New medicines have to be approved by the Federal Health Office 
(Bundesgesundheitsamt) which has a medicines commission responsible for the approval. 
At present there is a backlog of approval admissions and the average procedure may 
take several years, depending on the type of drug. Approval procedures can be 
shortened if  a pharmaceutical company applies for approval of a medicine which is the 
equivalent of an approved medicine whose patent has expired. 

Some medicines, notably high-tech and biotechnological dnrgs, must be approved by 
the European Commission; once this has been secured, the drug can then be put on the 
market in all member states of the Community. By 1995 it is envisaged that European 
Community-wide approval procedures will be in place for most medicines. The details 
of the approval procedure are listed in the Medicines Act There are several other 
ordinances which regulate the market for medicines. The Federal Health Office also 
decides whether or not a medicine needs to be prescribed by a doctor. 

Advertising of drugs is highly regulated, even for over-the-counter medicines. For 
prescribed medicines, advertising is usually restricted to scientific journals and to 
publications for doctors, visits to hospital personnel, or seminars for health care 
professionals. Cost effectiveness studies or cost benefit studies are not required as part 
of the registration procedure. 

Since 1983, there has been a list of medicines which the patient has to pay for in full 
(i.e. a negative list). It covers mainly OTC medicines. The negative list is to be 
replaced by a 'List of Reimbursable Drugs' by January 1996. To this effect, the 1993 
Health Care Act plans the establishment of an 'Institute For Medicinesy (AnneimitteE 
institut). A board with eleven independent experts will be set up and will draw up the 
initial list of reimbursable medicines. A decision on whether or not a new medicine 
will be includd on the list has to be made within three months of the application. If 
no decision is made within this time limit, the drug may be prescribed by physicians 
until a decision to the contrary has been made. Dmgs with little therapeutic value will 
not be included in the list. in exceptional cases physicians may prescribe medicines 
which are not listed, if they give reason for their choice. 
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The 1993 Health Care Act introduced two severe cost containment measures targeted 
at the pharmaceutical sector: 

1. A price freeze on medicines not covered by reference prices was introduced. 
Specifically, the industry has been asked to'lower prices by 2 to 5 percent from 
January 1993 onwards until 1994, based on price levels as at 1 May 1992 - 

2. A budget for medicines prescribed by office-based physicians was also 
introduced. This budget was set at DM 24 billion ($9.3 bn 1990) for the year 
1993. The Act states that indicative budgets may also be set for 1994 and 
beyond, thus introducing the possibility of firmly establishing capped medicines 
budgets into the German health care system. 

The Act rules that if the medicines budget for 1993 is exceeded by up to DM 280 
million ($109 mn 1990), physicians must pay for the overrun in the following year by 
reducing their collective budget. The 1993 Act does not introduce individual 
physicians' budgets. If the budget is exceeded by between DM 280 million and DM 560 
million ($217 m n  1990), it is the pharmaceutical industry which will pay for the 
overrun, mainly through a continuation of the price freezes agreed for 1993 and 1994. 

First effects of the medicines budget appear to be significant. In January 1993, the level 
of prescriptions by office-based physicians dropped by some 30 percent At present, 
it is not clear what the long-term effects of the new regulations will be. 
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1.4 INTERSECTORAL ANALYSIS 

1.4.1 Major Decision Makers . 

The German health care system appears to & -characterised by an extremely 
s.heterogenous decision. making process in .>which numerous participants...have vested . . . . 

interests and are often well organised in pressure groups to lobby for their interests. 
Physicians, clinicians and sickness funds, as well as the federal and finder 
governments, all have varying degrees of inhence. The sickness funds themselves are 
a heterogenous groups comprising local funds, company funds, and large nationwide 
operating substitute funds. Their interests partly overlap and partly diverge. Physician 
associations also comprise various interest groups which may not always agree on 
issues such as the re-evaluation of relative point values for different services (e.g. 
laboratory testings versus patient counselling). 

However, despite the heterogeneity and multiplicity of the participants in the German 
health care system, the actual decision making process in the system is much less 
decentralised than might be expected. Two features of the system can be identified as 
being largely responsible for this. These are (1) the federalist nature of the key decision 
makersf interactions, and (2) the indirectf but strong, influence of the Federal 
Government on health care policies. We will briefly turn to both features. 

Characteristic of the federalist nature of the German health care system is the fact that 
almost all key participants in it form Lnnd and federal associations. It is these 
associations that are largely responsible for the financing decisions in the health care 
system. In fact, their responsibility 'for negotiating budgets or fee schedules is often the 
primary reason for their existence. The decisions which provider and purchasing 
associations reach are always binding for their constituency; where federal associations 
are involved, this is for Germany as a whole; where Under associations are mvolved, 
it is for the respective Under. For the negotiations on reimbursement levels, each side 
agrees to be represented by their association; hence, the negotiations between the 
associations often take the form of bilateral bargaining. 

The most important decision making processes are the following: 

Reimbursement levels for primary physicians are negotiated between the federal 
and Liinder associations of the sickness funds, and the federal and Liinder 
associations of the primary physicians. 

Reimbursement levels for clinicians and nurses are negotiated between Trade 
Unions representing clinicians and nurses, and the German Hospital 
Association, representing hospitals. 

Budgets for hospitals are negotiated between hospitals and sickness funds on 
the local level. Representatives of national sickness funds may also be present. 
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The exception to this rule concerns pharmaceuticals. Reimbursement levels for 
medicines are inaeasingly fixed unilaterally by the National Association of Sickness 
Funds. 

Health care is no longer the responsibility of the &hisby of Labour and Social Affairs, 
but . . . . . .  rather.the . . .  . .  ~ponsibility.,of the .newly created Ministry of Health. As a- remkthe 

'. " 

influence over general policy issues that was exerted in the past by employers and 
employees is vanishing. 

In order to guide the bargaining process of the key decision makers of the health care 
system, the Federal Government convenes meetings of the so-called Concerted Action 
(Komntimfe Mion)." The Concerted Action has no regulatory powers; rather it exerts 
its influence on the basis of 'moral suasion'. Established in 1977 the Concerted Action 
is a national forum which meets twice annually. This top level meeting is convened 
by the Minister of Health and attended by representatives of the major sectors of health 
care. Over the years it has grown considerably, and now has approximately ninety 
members from various organisations (see Table 1.6). 

In meetings of the Concerted Action, guidelines are agreed for the rates of increase in 
different types of health care expenditure (such as primary care, hospital care, dental 
services or prescription drugs). In general, these guidelines aim to align health care 
expenditure with the growth of the revenue base of the statutory sickness funds. This 
principle of 'contribution rate stability' (Beitragsscrfzsfabilitiit) is actually written into 
health care legislati~n.~" This policy of revenue-based expenditure levels has often 
been criticized as not being an adequate basis for health care financing decisions, 
because it fixes health care expenditure as a constant share of income and thus links 
health care budgets to overall economic activity: in times of increasing growth, more 
money is available for health, while in times of recession, when health care need may 
be greater, less money is available. 

The Concerted Action also seeks to regulate the bargaining process of the federal and 
Land associations of purchasers and providers by acting as a mediator. The 
recommendations of the Concerted Action conference are sometimes based on expert 
advice commissioned by the Concerted Action from an expert council 
(Sachvmstandigenraf). Members of the expert council are usually academics with a 
background in health care and economics. They are appointed by the Minister of 
Health. Some economic advisors have recently pointed out that payroll deduction rate 
stability over the next few years can only be achieved by reducing services. 

49 Health Care Act, para. 141-142. 

50 Health Care Act, para 71, and para 141. 
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Table 1.6: Membership of the Concerted Actlon 

lnsurance Funds 
1. the Federal Association of the Local Sickness Funds; 
2. the Federal Association of the Company-Based Sickness Funds; 
3. the Federal Association of the Crafts' Sickness Funds; 

. , ,  .. . . . . . . . : . .. .... . . . .4. . . ... the Federal. Association .of the Agricuhral..Sidutess.Funds;. . .. . . . .  . . .  . . . .  . .  ., . . . .  . . .  .. .. 

5. the Miners' Sickness Fund; 
6. the Sailors' Sickness Fund; 
7. the Association of Whiie Collar Sickness Funds; 
8. the Association of Blue Collar Sickness Funds; and, 
9. the Association of Private lnsurance Companies. 

Doctors and Dentists 
10. Federal Association of Physicians; 
11. Federal Association of Dentists; 
12. Federal Medical Chamber; 
13. Federal Dental Chamber; 

Hospitals 
14. German Hospital Association 

Pharmaceutical Sector 
15. Federal Association of German Pharmacists; and, 
16. Federal Association of the German Pharmaceutical Industry. 

Trade Unions and Em~lover Omanisations 
17. German Trade Union Association; 
18. German White Collar Trade Union; 
19. German Civil Servant Association; and, 
20. Federal Association of German Employers. 

Governments 
21. Federal Association of Municipalities; 
22. the Lander Ministries for Labour and Social Affairs; 
23. the Federal Ministry for Labour and Social Affairs; 
24. the Federal Ministry for Economic Affairs; and, 
25. the Federal Ministry of Health. 

1.4.2 Consistency of Objectives and Incentives 

The main problems areas, prior to the passing of the 1993 Health Care Act, are listed 
below. Since the 1993 Act envisages changes to be implemented over a period of 
several years, these shortcomings can be expected to persist for a number of years. 

Patients, Physicians and lnsurance Funds 

Although the total reimbursement level for primary physicians is limited by an agreed 
overall budget, neither the associations of physicians nor the associations of sickness 
funds have any control over the volume of services provided by physicians. That 
volume is determined by patients and their individual physicians. Because physicians 
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compete with each other in this way, they have an incentive to expand volume. 
Patients who are fully covered against expenses are more likely to accept additional 
services from their physicians than would be the case if they were billed for these 
services. - - 

. . .  . . . .. - 
The iesult hks been a Continuous kipansion ofsefvi&' provided by physicians. ' This 
situation is exacerbated by the fact that the number of young physicians setting up 
practices has increased steadily in recent years. The increase of services generated by 
physicians is usually translated into an increase of the overall budget for office-based 
physicians in the next year, rather than a continuous devaluation of the point values 
for individual s e ~ c e s .  

Physicians and Hospitals 

A significant feature of the German health care system is the strict division between in- 
patient care and ambulatory, or primary care. Prior to the 1993 Health Care Act 
hospitals were not allowed to provide ambulatory care. However, since in-patient 
treatment usually follows ambulatory treatment, procedures (such as X-rays or blood 
tests) are often performed twice. This lack of integration of primary and hospital 
services tends to duplicate effort and increase costs. The problem is exacerbated if the 
patient is referred from an office-based physician to a specialist physician, referred from 
there to a hospital and then referred back to the primary care sector. The 1993 Health 
Care Act introduces a number of provisions designed to improve the integration of 
ambulatory and hospital services. 

Hospitals and Insurance Funds 

Hospitals generally have their operating costs reimbursed by sickness funds.. This 
means that hospitals are relatively free to decide what services to provide as part of 
medical care. This system gives the payer i.e. the sickness funds, little authority to co- 
determine how resources are spent, and in particular whether resources are allocated 
in a cost-efficient and economic way. Local insurance funds are often not in a position 
to evaluate whether a hospital works efficiently or not. The dual finance system of 
hospitals leads to a lack of coordination: Llinder governments, which finance 
investment expenditure of hospitals, are not responsible for the follow-up operating 
costs; while insurance funds, which fund operating costs of hospitals, are usually not 
involved in the investment decision. 

Different Groups of Insurance Funds 

The selective enrolment rules of the statutory health insurance system have led to 
concealed positive risk-selection by some funds ('cream-skimming'), and to premium 
differences. Some funds could thus afford to be more inclined towards a generous 
interpretation of members' entitlements than others. The resulting increase in health /' 
care expenditure was passed on to fund members in increased contributions. 5 
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1.43 Economic Implications for Efficiency and Equity 

The German health care system is equitable as far as access to services and provision 
of services is concerned. Equity in the provision of services is virtually guaranteed to 
all Germans, regardless of age, income or status in society. The main reason for this 
is that most people are covered by the statutory insurance system or by private 
insurance schemes. Even those who, for whatever reason, fall through that net and 
have no coverage are usually entitled to welfare assistance payments. Despite the 
decentralised structure of health care provision, there are few regional imbalances in 
western Germany as far as service availability is concerned. 

The system is, however, inequitable as far as the level of insurance contributions is 
concern&. Because each insurance fund is a separate self-governing organisation, it 
sets its own contribution level. Factors iduencing the variability in insurance fund 
contributions include differences in the risk structure of the insured population and 
differences in the wage base (Gnmdlohnsumme). This has led to considerable differences 
in insurance fund contributions for the same level of health care services. 

Under the former legislation, efficiency losses were generated in the following areas: 

'Physicians were likely to provide too much treatment and patients likely to 
accept this over-provision. (The 1993 legislation counters this with revenue 
based budgets for physician services.) 

Physicians could provide services, especially high-tech services, which were then 
duplicated by hospitals. Medical records often do not accompany patients who 
are referred to the hospital by their physician; hence patients may undergo the 
same procedures several times. (The new legislation remedies this situation 
through the introduction of provisions for improving the integration of 
institutional and ambulatory services.) 

Hospitals had few incentives to use resources as efficiently as possible. Sickness 
funds were not usually in a position to check whether the hospital provided cost 
effective treatment. (Hospital efficiency should improve as the result of the 
transition to a hospital finance system based on cost-per-case payments.) 

The relatively long length of stay in hospitals (compared to other countries) is 
partly due to a reimbursement method based on flat daily rates. This gives 
hospitals an incentive to keep patients longer than is strictly necessary on 
medical grounds. (This incentive will be removed under the future system for 
hospital reimbursement.) 

Several sickness funds are in a position to risk-select their members and do so. 
Sickness funds compete on the basis of generous interpretations of health c q e  
entitlements (for example with respect to the duration of rehabilitation stays in 
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health resorts), rather than on the basis of premium reductions. Sickness funds 
often simply pass on the additional expenditure to their members. (Risk- 
selection will still be possible, but wiU have little effect on contribution rates due 
to revenue sharing.) - 
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1.5 ANALYSIS OF HEALTH CARE POLICY 

In the early seventies, health care expenditure increased rapidly as a percentage of GDP 
causing politicians to speak of a 'health care cost~,explosion'. In the late 1970s, when 
economic recession started to erode the f inand  basis of the sickness funds, the Federal 
Government passed several health care reform acts, designed to bring expenditure 
under control. 

Most of these reform acts were in fact cost containment acts, and introduced little 
structural or organisational reform. The 1977 Health Care Act, for example, focused 
on improving the cooperation among the participants of the health care sector by 
introducing the Concerted Action. Cost sharing was extended, as was the risk 
adjustment mechanism between funds for pensioners. 

The main aim of the 1989 Health Care Act was to improve the financial performance 
of the system by strengthening cost-consciousness on both the supply and the demand 
side. Reference prices for drugs were introduced, and copayments for services were 
either introduced or increased. Some of the benefits in cash, such as the reimbursement 
for transportation to hospitals, were reduced. Sickness funds were given the right to 
terminate contracts with inefficient hospitals. Quality assurance and efficiency audits 
were also introduced. 

The effects of the Health Care Reform A d  of 1989 were dramatic, but short-lived. In 
1989, health care expenditure as a percent of gross domestic product dropped to 8.2 
percent, from 8.9 percent in the previous year? In 1990 it dropped further to 8.1 
percent. Since then, however, the share of GDP allocated to health care has increased 
sharply, and, prior to the introduction of the 1993 Health Care Act, had increased 
further. Similarly, the average health insurance premium, which had dropped from 
129 percent in 1989 to 122 percent in 1991 had by 1992 risen to a record high of 13.3 
percent." 

This renewed rise in health care expenditure led the coalition government of Chancellor 
Helmut Kohl to look yet again at health care reform. The newly appointed Minister 
for Health, Horst Seehofer, a member of the Christian Social Union (CSU), the Bavarian 
branch of the Christian Democratic Union (CDU), was given the task of proposing new 
reform measures. After many discussions, which involved the opposition Social 
Democratic Party as well as the key participants of the health care system, the 1993 
Health Care Act was passed in December 1992 It came into effect in January 1993. 
Table 1.7 lists some of the events during the negotiation process. This serves to show 
how important it had become to forge a coalition among decision makers in order to 
put together the reform package. 

SI OECD (1991). The OECD data does not include all health care related costs. 

u Zipperer (1993), p. 25. 
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CHAPTER 1 
PROFILE OF THE HEALTH CARE SYSTEM 

SUMMARY 
- 

Structure 

The United Kingdom has a national health service. ,?'his accounts for most 
health care expenditure, employs virtually all doctors and provides nearly all 
hospital beds. Sixteen regional authorities and nearly 200 local authorities 
administer this national health service. The roles of these authorities are 
currently undergoing significant changes. 

&pegate Level of Ex~enditure 

The level of public health care expenditure is decided, and controlled effectively, 
by central government. A small ?mt expanding private health insurance market 
offers supplementary health insurance. 

Incentives 

Primary Care Physicians: General Practitioners (GPs) are paid mainly on a 
capitation basis, with some weak constraints on their budgets for medicine 
prescriptions, and some elements of fee-for-sewice. The capitation payment 
method may create a financial incentive to economise on the care which they 
themselves provide whilst nevertheless ensuring that patients receive treatment 
that fulfiils their needs. 

Hospitals: Hospital doctors are paid on a salaried or fixed time contract basis. 
This gives them little 6inancial incentive to use the hospital's resources 
efficiently. 

Insurers: Private insurers compete with one another. They are concerned about 
the escalation of hospital costs. They respond by offering restricted ranges of 
services and limiting the choice of hospital for those covered. 

Medicines 

Pharmaceutical prices are not directly controlled. Manufacturers' profits are 
subjected to review and restraint, but within this constraint manufacturers are 
able to price freely. There are copayments for GPs' prescriptions, but 
widespread exemptions mean that only 15 percent of presriptions are subject to 
copayment. Generic substitution is common in hospital pharmacies. 
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I Issues 

Total public sector spending on health care is under control at a low proportion 
of CDP and health care outcomes in the UK are generally s i m k  to those in the 
other countries of this study. However, the combination of tight control on 
spending and the lack of incentives for efficient use of resources has resulted in 
biases in health care provision across specialities, and long waiting times for 
some treatments. Consequently the Government is under regular pressure to 
increase health care spending. 

The NHS is currently in the throes of a major reform involving the creation of 
an 'internal market' by the separation of public purchasers from public 
providers. In addition, hospitals are inaeasingly becoming self-governing trusts 
within the NHS, and a growing number of GPs are receiving their own budgets 
with which to purchase hospital and other care services. These changes are 
intended to provide better incentives for the efficient use of resources. At this 
time there is only fragmentary evidence about how well they are working. 

Political Environment 

The concept of universal provision of virtually all medical services free at the 
point of delivery is firmly entrenched No UK political party is yet willing to 
contemplate limiting the range of services available. Hence the present 
emphasis is on impmving efficiency - to get more health care for the same 
money. This may defer the need to restrain the growth of public health care 
expenditure in other ways, but it is unlikely to avoid it for ever. 
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1.2 STRUCTURE OF THE HEALTH CARE SYSTEM 

1.1 The Health Care System in Context 

The UK National Health Service (NHS) was esta5bhed in 1948. It is unusual in 
international.terms, to ,the extent that the public sector is heavily involved in both the 
hance and provision of health care. NHS &penditure'&&nts for nearly 90 percent 
of UK health care expenditure and around 95 percent of this.is financed through 
general taxation and national insurance contributions. The majority of NHS services 
are made available to the entire population at zero user chatges. On the supply side, 
publicly owned hospitals predominate, with a majority of doctors, nurses and other 
health service employees working as salaried employees for the NHS or having a close 
contractual relationship with it. Primary care doctors (GPs) are self-employed 
contractors to the NHS. 

Organisationally, the NHS is accountable to the Secretary of State for Health, who 
heads the central government's Department of Health (DOH). The NHS itself is headed 
by a Chief Executive who chairs the NHS Management Executive (NHSME). Below the 
national level, there are 14 regional health authorities (RHAs) plus a health authority 
covering Wales. Separate organisational arrangements apply to Scotland and Northern 
Ireland. Within the English RHAs, there are approximately 190 district health 
authorities (DHAs) that are responsible for the provision of hospital and community 
health services (HCHS) and 90 family health service authorities (FHSAs) that are 
responsible for primary care, including general practice doctors, dentists, pharmacists 
and opticians. The average DHA covers a population of about 250,000 people, although 
individual districts range from 100,000 to over 800,000 people. District catchment areas 
are drawn so that each district serves either a major town and its surrounding 
hinterland, a large rural area covering a number of smaller towns and villages, or a 
portion of a large city. 

The proportion of the population covered by some form of supplementary private 
medical insurance has nearly doubled over the last ten years (although it may have 
dipped slightly during the current recession). By December 1991, it is estimated that 
just over 12 percent of the population had private medical insurance? Private sector 
provider facilities also increased substantially over this period. Between 1979 and 1990, 
the number of private hospital beds increased by over 60 percent. For the most part, 
however, private insurance and facilities are M t e d  in coverage and are used to top 
up provision for elective procedures for which there are often long waiting times within 
the NHS. They do not usually cover primary health care. There is no relief from 
national insurance contributions or other taxes for people who buy private insurance. 
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Undoubtedly, the major change to affect the NHS in recent years has been the 
implementation on 1 A p d  1991 of the NHS and Co~~llllunity Care Act. This introduced 
the widest ranging set of reforms that have been applied to the NHS in its forty year 
history. These include, inter alia, the introduction of-an internal market for hospital 
services involving the separation of responsibility for purchasing health care from the 
responsibility for providing it, the establishment of NHS trust hospitals and community 
units, and the allocation of budgets to some qualiiyrng GPs to be used for the purchase 
of some hospital services on behalf of their patients. Heated debates surrounding these 
reforms figured prominently in the political campaign preceding the April 1992 general 
election, with the Labour party pledged to repeal many of these provisions. However, 
with the re-election of a Conservative government, the new Secretary of State, Mrs 
Virginia Bottomley, has reaffirmed the Government's intention to continue its reform 
programme. 

1.2.2 General Features Of The Finance System 

Total gross expenditure on the NHS in 1991/92 was just over £33 billion ($49 bn 
1990L2 In addition, there was an estimated 63.5 billion ($2.2 bn 1990) expenditure on 
private acute health care (1991 figures): Chart 1.1 illustrates (see Sub-Section 12.4). 
Taking public and private expenditure together, OECD figures suggest that the UK 
spends 6.1 percent of its GDP on health care (1990 figures); this represents the lowest 
share of all 24 OECD countries, with the exception of Greece and Turkey. (The UK 
figure has probably risen to around 6.4 percent in 1992.) 

The sources of NHS funding are broadly as follows: 

general taxation, 79 percent; 
national insurance, 15 percent; 

0 charges, 4 percent; and, 
other, mainly land sales, 2 percent. 

National insurance contributions, although recorded separately, are nowadays 
tantamount to a tax on earned income. Employees' national insurance contributions 
amount to 9 percent of their income, starting at £2,808 p.a. ($3,973 1990) and up to a 
maximum ceiling of f21,060 p.a. ($29,800 1990). Employers' contributions are.based 
upon employees' incomes and vary between 4.6 and 10.4 percent, depending on the 
income level. 

2 Throughout this Report, values are given in local currency and in 1990 US$. Conversions a= made at 
1990 Pwchasing Power Parities. Further, figures in 1990 US$ are effectively equivalent to 1990 ECUs, 
for while the current b/ECU exchange rate is 1 ECU = $1.382 (Financial Times, 6 August 1992), 
Purchasing Power Parity in 1990 suggests a rate of 1 ECU = $1.021. Source: OECD (1992a); OEW 
(1992b). 

In addition, some f2 billion (at retail prices) was spend on pharmaceutical products, including medical 
dressings and equipment, sold without NHS prescriptions. 
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About 65 percent of total NHS expenditure is devoted to hospital and cornunity 
health services, while 25 percent is devoted to family health services (FHS), covering 
the services of primary care providers (GPs), the costs of GP pharmaceutical 
prescriptions, ophthalmic and dental services. The remainder is accounted for by 
central services and administration. - 

The cash allocation for the NHS is determined each year as part of the Department of 
Health's allocation through the government's annual public expenditure planning 
process. This is a competitive bidding process in which individual spending 
departments submit proposals that are negotiated with the Treasury. Once an overall 
health expenditure level has been agreed, the Department of Health allocates the 
hospital and community health services budget to the 14 regional health authorities. 
Until 1991, this was done on the basis of a formula known as the Resource Allocation 
Working Party (RAWP) formula, which sought to reflect the relative level of health care 
needs within each region. The formula was based upon each region's population size, 
its age and sex composition and morbidity rates proxied by standardised mortality 
rates. After receiving their allocation, regions allocate budgets to the district health 
authorities (and FHSAs) within their boundaries. These second round allocations are 
partly based upon RAWP-type formula but have also relied a good deal upon less 
explicit, judgemental criteria and on historical factors, such as the location of major 
hospitals. It is the district health authorities that have been responsible for ensuring 
that an adequate range of hospital and community health services is made available to 
their residents. 

With the implementation of the NHS and Community Care Act in 1991, a slightly 
different variant of the RAWP formula - commonly referred to as a "weighted 
capitation" formula - has been introduced. This system will give greater freedom to 
district health authorities over how they spend their allocations. In particular, they may 
choose to switch funding away from those hospitals which presently serve them to new 
ones. 

The overwhelming majority of hospital and community health services are supplied to 
users without any charges. Where charges do apply, it is usually in connection with 
slightly superior hotel accommodation within hospitals, e.g. amenity beds. 

Funding for primary health care is also provided through the annual DOH expenditure 
allocation. This is distributed through 90 family health service authorities (FHsA~) that 
are responsible for making paymenl to GPs, dentists, opticians and some services of 
pharmacists. The costs of medicines represent over half the total FHSA budget, 
although pharmacists are actually reimbursed directly from the central prescription 
pricing authority and not through FHSAs. 

Users of GP services receive the overwhelming majority of them free of charge. In 
contrast, copayments have been increased quite substantially in recent years in the case 
of ophthalmic and dental services and also in relation to prescription medicines. 
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A major difference between the budgets allocated to HCHS and FHS is that the former 
are cash limited, whereas the latter (including the cost of pharmaceutical prescriptions) 
are not. Indeed, strong cash limits on HCHS resulted in a growth in volume 
expenditure (i.e. cash expenditure deflated by the HCHS price index) of less than one 
percent per year over the 1980s. Over the same period, growth in demand resulting 
from demographic change, and the introduction of new medical technologies, and 
consistent with centrally specified service development aims b s  been estimated to 
require an increase of about 2 percent per year in volume expenditure.' This failure 
of funding to match increases in demand over a prolonged period led to the cash crisis 
which came to a head in the Autumn of 1987. This resulted in the prime ministerial 
review of the NHS and, eventually, to the current programme of NHS reforms. 

12.3 General Features of the Delivery System 

NHS hospitals are owned by the public sector and are expected to provide planned 
volumes of care within agreed budgets. The pattern of hospital provision within the 
NHS has resulted from a legacy of pre-NHS hospitals and forty years of administrative 
planning. This has produced a general pattern in which each district has an acute 
general hospital, which aims to provide a comprehensive range of services. In addition, 
there are some specialties where the low incidence and prevalence of a particular 
condition, and/or the complexity of treatment, has led to the concentration of services 
within a small number of hospitals within each region. Renal and cancer treatments 
often fall into this category. Beyond this, there are some specialties - such as heart 
transplantation - that are organised on a national basis. Teaching is concentrated 
within a number of major hospitals in London and a number of provincial teaching 
hospitals associated with university departments. 

Community health services are also organised on a district basis and comprise a range 
of residential, day care and domiciliary services for elderly people and for people with 
mental illness and mental disabilities. In many instances, community health services 
overlap - or have a dose relation with - social care services offered by local government 
social service departments. One intention of the NHS and Community Care Act, 1990 
was to rationalise the provision of social care. Major budgetary responsibilities, 
designed to enable coordinated purchasing of care, were transferred to local 
government authorities on 1 April 1993. 

In 1989/90, there were 1,185 non-psychiatric hospitals in the NHS, with just under 
300,000 beds, 6.3 per thousand of the population. This represented a reduction of 
around 25 percent in the number of hospitals and nearly 20 percent in the number of 
beds since 1979. This reduction has resulted from a conscious decision to offer care in 
the community rather than institutional care. However, many concerns have been 
voiced about the lack of adequate community services. 

4 Robinson (1991 ). 



n/e/r/a ~ t ~ c t u r ~  

The NHS reforms have led to a major change in the organisation of hospital services 
through the introduction of an internal market and NHS trusts. From April 1991, all 
hospitals have been required to compete for service contracts from purchasers (i.e. 
districts, GP fundholders and private patients). Furthermore, NHS trust status means 
that hospitals and other provider units - while still remaining within the NHS - have 
greater autonomy than they had when they were under district contTol. Fiftyseven 
units became trusts in April 1991, and another 103 acquired this status in April 1992. 
The government intends that all units will eventually become trusts. 

Doctors work in NHS hospitals on a salaried basis. However, it is common for senior 
medical staff (consultants) to hold contracts which allow them to engage in private 
practice - which is paid on a fee-for-service basis - in addition to their NHS work. 
Consultants holding full-time NHS contracts are permitted to earn up to 10 percent of 
their gross income from private practice. Consultants on part-time contracts are able 
to engage in private practice without restriction on their earnings by giving up payment 
for at least one NHS session per week. 

In July 1990, there were also 216 private and voluntary acute medical/surgical 
hospitals, containing 11,000 beds. This compares with 150 hospitals and 6,671 beds in 
1979. These hospitals are mainly staffed by NHS doctors undertaking private practice 
on a part-time basis. Nursing and other staffI however, are usually employed 
exclusively within the private hospital. 

Primary care within the UK is based upon general practitioners. These are formally 
independent contractors but the terms of their contracts are subject to tight specification 
and regulation by the Department of Health through family health service authorities. 
They are paid through a complex formula which is based upon capitation payments, 
practice allowances, target payments and a small element of fee-for-service. GPs act 
as "gatekeepers" to secondary care so that a GP referral is usually required in order for 
a patient to see a hospital speclalist, except in emergencies. 

In April 1991, 300 GP practices became fundholders. This means that they receive 
annual budgets (deducted from dist~ict allocations) with which they can buy designated 
hospital services directly on behalf of their patients. In April 1992, another 300 
practices joined the scheme. This means that about 14 percent of the population is now 
covered by GP fundholding arrangements. A further substantial increase is expected 
in April 1993, following a further reduction in the minimum size threshold for 
fundholding practices. 

12.4 Inputs and Outputs of the System 

The latest Departmental Report of the governmenfs expenditure plans breaks down the 
projected NHS expenditure figures for 1991/92 Expenditure on the cash-limited 
hospital and community health services and that part of family health services 
expenditure that is also cash-limited accounts for 77 percent of net expenditure. The 



non-cash-limited family health services budget accounts for about 19 percent of the 
total. Expenditure on medicines represented about 50 percent of family health services 
expenditure. Capital expenditure amounted to just over 6 percent of total NHS 
expenditure. The somes of NHS funding, and the distribution of expenditure by 
sector are shown in Chart 1.1. 

Some notable features of hospital, community and family health services activity over 
recent years include: 

growth of in-patient activity of 1.7 percent per year over the period 1978 to 
l990/9l despite very tight hospital funding; 

reductions in average length of in-patient stay of 3.1 percent per year and an 
increase of 6.9 percent per year in the number of day cases treated over the 
same period; 

reduction of 16 percent in GP patient list sizes between 1978/79 and 1990/91. 
An average GP now has a list of around 1,900 patients; 

a rise of 27 percent in courses of general dental treatment from 1978/79 to 
1988/89 followed by a fall of 11 percent from 1988/89 to 1990/91; 

a fall of two-thirds in the number of NHS sight tests between 1988/89 and 
1990/91; (note: free eye tests were abolished on 1 April 1989, except for 
children under 16, low income groups, etc. Charges for tests are now typically 
between £10 ($14 1990) and €15 ($21 1990)); 

a 22 percent increase in the number of prescriptions for medicines issued 
between 1978/79 to 1990/91 and a fall in the percentage of prescriptions that 
were chargeable from 35 to 15 percent over the same period. Rising numbers 
of elderly people and in the numbers of people in receipt of social security 
benefits - both of whom are exempt from charges - appear to be the main 
reasons for the fall in the propotion of chargeable prescriptions. 

Comparing health status measures for the UK with those of other European countries 
and the US, indicates that the UK has by no means the best record, but that its 
performance exceeds that of the US in terms of male life expectancy at birth,' infant 
mortality and perinatal mortality rates. 
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1.3 ANALYSIS OF INDIVIDUAL SECTORS 

1 Key Participants in the Health Care System 
- 

The key participants dealt with in this section of the report are: 

patients; 
payers; 
the primary health care sector; 
the hospital sector; 
hospital clinicians; and, 

0 the pharmaceutical sector. 

The main relationships between these participants, and the flows of finance and 
services between them, are shown in Chart 1.2. 

1.3.2 Patients 

There are approximately 57 million people in the UK who are eligible for the services 
of the National Health Service. These services are provided, for the most part, free of 
charge. Around 12 percent of the population have some form of additional private 
insurance cover for a specified range of services. These usually cover elective 
medical/surgical procedures for which there are often long NHS waiting times. 

2.3.2.1 Attitudes Taaards the Health Care System 

The National Health Service is generally held in high regard in the UK. As an 
institution, it commands wide support and is often referred to within the UK as "the 
envy of the world. These public attitudes constitute a real political constraint on the 
scope for reform of the NHS. 

Nonetheless, various public opinion polls have revealed growing levels of 
dissatisfaction with the performance of the service? Since 1983, the British Social 
Attitudes Survey has asked random samples of between 1,600 and 3,100 people about 
their levels of satisfaction with the NHS in general and with specific services in 
particular. Selected results of this survey are reproduced in Tables 17 and 18 in Annex 
1. The question posed in relation to the general service is: 

"All in all, how satisfied or dissatisfied would you say you are with the 
way in which the NHS is run nowadays?" 
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Respondents ticked boxes according to whether they were very satisfied, quite satisfied, 
very dissatisfied or none of these. Between 1983 and 1990 the proportion of people 
reporting dissatisfaction nearly doubled. 

- .  

In all but one survey year, the general question was followed by more specific 
questions about satisfaction with particular aspects of the service Respondents bere 
asked: 

"From your own experience, or from what you have heard, please say 
how satisfied or dissatisfied you are with the way in which each of these 
parts of the NHS runs nowadays". 

The most dissatisfaction is expressed in relation to hospital services. While 
dissatisfaction with other areas of the health service remained at more or less the same 
low levels during the 1980s, the proportion of people expressing dissatisfaction with 
out-patient attendance at hospitals rose by one-third, and the proportion dissatisfied 
with being an in-patient doubled. Most notably, there is a high absolute level of 
dissatisfaction with hospital out-patient attendance, with about 30 percent of 
respondents consistently expressing such dissatisfaction since 1986. 

It is noticeable that dissatisfaction with specific services, even hospital out-patient 
attendance, is lower than dissatisfaction with the NHS as a whole. This finding is 
confirmed by findings carried out by the National Association of Health Authorities 
and Trusts (NAHAT) since 1985. Questions asking about respondents' overall opinion 
of the NHS in their area recorded between 65 and 75 percent of the sample expressing 
positive sentiments. However, when questions are related to satisfaction with actual 
treatment received, satisfaction levels are consistently in the 84 to 87 percent range. 
These differences may have arisen, in part, as the result of a number of high profile 
media campaigns and political debates highlighting deficiencies within the NHS which 
have taken place in recent years. These have often focused upon problems caused by 
underfunding. This publicity seems to affect popular perceptions about the NHS but 
these perceptions are often not borne out by those who actually experience the service. 

13.2.2 Roles and Objecfives of fhe Patient 

The views of patients concerning NHS services can be presented formally to the district 
health authority that is responsible through Community Health Councils (CHCs). 
There is one CHC for each district health authority. Each council has a volunteer 
chairperson and members, and is able to employ a full-time secretary with a small 
amount of public funding. CHC representatives (usually the chairperson) have special 
rights of attendance and participation at health authority meetings. Their concerns 
usually relate to individual cases or issues and, in particular, to complaints. In addition 
to CHCs, there is a range of pressure groups and voluntary organisations, typically 
associated with particular patient groups, that lobby on behalf of their members. There 
is also a National Patients Association. 
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Department of Health guidance to district health authorities attaches particular 
importance to the need to consult the public and to obtain their views as a basis for 
purchasing strategies! Within the NHS, this can be seen as an alternative means of 
eliciting consumer preferences to that offered by a market-led system. The experiment 
with public consultation that is taking place in-Oregon, USA, particularly its use of 
public meetings and community fora, has attracted a good deal of positive interest. 

During 1991, the Govenunent published the Citizen's Charter. This is a code of 
practice that is designed to make all public service providers more attentive to the 
needs of users. In 1992, the health service contribution to this general initiative was 
published in the form of a Patient's Charter? The Patient's Charter sets out in an 
explicit form seven existing rights patients have in relation to NHS services. These 
include rights to be referred to a hospital consultant, to be given a dear explanation of 
proposed treatments and rights of access to medical records. In addition, the Charter 
sets out three new rights: namely, rights to information on local health services, 
including quality standards and maximum waiting times; guarantees of admission for 
treatment no later than two years after being placed on a waiting list; and, rights to 
have complaints fully investigated by the relevant health authority's chief executive. 

Furthermore, the Charter contains nine national standards. These cover such aspects 
of care as privacy; information; waiting times for ambulances, accident and emergency 
services, and out-patient clinics; and discharge arrangements. The Charter also makes 
provision for the implementation of local standards. 

1.3.3 Payers 

About 95 percent of NHS funding is provided by general tax revenues (including 
National Insurance contributions). Charges represent about four percent of the total. 
They mainly apply to prescriptions for medicines, dental and ophthalmic services for 
which there have been substantial increases in charges in recent years. & remainder 
comes mainly from land sales). 

The government is the final arbiter of the UK's total (public) health care spending. Once 
this is determined, funding for the NHS is allocated to the Department of Health which 
then distributes it to regional health authorities. These, in turn, distribute it' to district 
health authorities, family health service authorities and GP fundholders who all 
purchase services on behalf of their patients. 

Under the pre-1991 unitary system, district health authorities were both purchasers and 
providers of care in the sense that they received an annual budget allocation and were 
responsible for providing a range of services for their district population from that 

c NHSME (1992). 

7 Department of Health (1992b). 



Profile of the Health Care System n/e/r/a 

budget. One of the features of this system was that it provided few incentives for 
efficiency. One observer who mched this conclusion was the US health policy analyst, 
Alain Enthoven, who published a highly influential monograph on the subject in 1985. 
His proposed solution was the establishment of an internal market, in which district 
health authorities would be free to buy and sell s-&s from each other. The NHS 
reforms introduced in April 1991 built upon the Enthoven proposals. 

Under the reforms, the responsibility for purchasing secondary health care is separated 
from the responsibility for providing it. On the purchaser side, there are three main 
agencies that will, henceforth, be responsible for purchasing health care. These are: 

district health authorities; 
GP fundholders; and, 
private patients' insurance plans and direct purchase. 

133.1 Disfrid Health Authorities 

DHAs are foml ly  headed by a board of directors, comprising a non-executive 
chairman, five non-executive directors (all appointed by the Secretary of State) and five 
executive directors. They are responsible to the Department of Health and independent 
of local government. When the reforms are fully operational, each district will receive 
a cash-limited budget based upon the size and characteristics of its population (at the 
moment, budgets are moving towards this target allocation over, typically, a five year 
period). It is the district's responsibility to use its budget to purchase services on 
behalf of its population. 

Purchasing involves a number of related tasks. First, districts are responsible for 
assessing the health care needs of their populations. Second, having established a 
picture of health care needs, districts are required to prioritise between them. It is 
recognised that budgets will never be sufficient to meet aIl health care needs and that 
choices will have to be made on the grounds of clinical- and cost-effectiveness. Third, 
districts have been required to develop contracting arrangements for the services they 
wish to purchase from providers. Finally, districts are required to monitor provider 
performance. To date, monitoring has been primarily concerned with financial 
performance, i.e. making sure that actual quarterly activity and expenditure meet 
planned levels. However, great emphasis is being placed upon the need to extend this 
function to allow quality to be monitored in the future. 

133.2 GP Fundholders 

Alongside district purchasers, the NHS reforms gave larger general practices the 
opportunity to apply for fundholder status. This involves "top slicing" part of the 
district's budget and allocating it to GPs so that they can buy a range of designated 
hospital and community services directly for patients registered with them. 
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Currently, any practice with over 7,000 patients may apply for fundholder status. 
Services that fundholders can buy include diagnostic tests, out-patient services and a . 
defined group of in-patient and day cases, such as hip replacements and cataract 
removals. The more expensive and complicated types of hospital treatment are 
excluded. As in the case of districts, GPs who opt for fundholding are free to take out 
service contracts with hospitals of their choosing and, in some cases, to substitute their 
own services for existing hospital ones.' From April 1993, the purchasing scope of 
fundholding GPs will be extended to include some community health services. 

Three hundred and six GPs became fundholders in April 1991. The average 
fundholding practice comprised just over five ~ ~ s ' a n d  had a list size of 12,200 patients. 
The total budget allocated to fundholders amounted to £404 million ($596 rnn 1990), 
with £208 million ($307 mn 1990) available for expenditure on hospital services. With 
the total HCHS budget amounting to over El8 billion ($26.6 bn 19901, fundholders' total 
purchasing power - at only about one percent of the total - was obviously marginal at 
that early stage. However, total spending figures conceal the fact that fundholders' 
purchasing power can be an important part of hospitals' incomes in the case of certain 
specialities, and it is this power that fundholders are already exerting in order to gain 
improved services for their patients? 

In April 1992, another -300 practices became fundholders. This means that now 
approximately 6.7 million people, or 14 percent of the population of England and 
Wales, are covered by fundholding arrangements. Prior to the recent general election, 
the future for fundholding was uncertain, as the Labour Party was pledged to abolish 
it. However, now that this prospect has disappeared, the number of practices seeking 
to join the scheme in April 1993 could almost double the existing number of 
fundholders. Clearly, what was initially a marginal part of the NHS reforms has 
become a major part of them. This poses a number of problems for efficiency and 
equity that are discussed later in this report. 

1 333 Private Patientsf and Insurance Plans 

Ministerial statements preceding the publication of the White Paper, Working for 
Patients - which formed the basis of the subsequent NHS and Community Care Act - 
emphasiseci the case for greater pluralism within the UK health care system. Low 
levels of private expenditure were cited as one of the reasons for low levels of total 
expenditure on health care in the UK. Part of the response to this problem was the 
introduction of tax relief on private health insurance premiums paid by, 'or on behalf 
of, elderly people. 
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In recent months, possibly because of government sensitivity to charges of privatisation 
in the run-up to the general election, the case for expanding private insurance has not 
been made so strongly. Nonetheless, the reforms do identify private patients' and 
insurance plans among the purchasers within the new style NHS market. 

Private insurance has expanded quite rapidly in iecent-years. Premia are often paid 
by employers, although employees are taxed on the imputed income. By December 
1990,6.7 million people, or 11.7 percent of the UK population, were covered by private 
medical insurance in the UK. This represented a growth in the numbers of insured 
people of over 30 percent between 1985 and 1990. Payments to providers in 1990 
amounted to an estimated E977 million ($1327 mn 1990).10 

The private insurance market is dominated by two non-profit private health insurers, 
BUPA and PPP, which account for 78 percent of total market subscription income. 
BUPA's share has, however, fallen from 59 to 49 percent over the last five years. At 
the same time, the growth of commercial (with-profit) private insurers has been quite 
marked over the same period; they now represent about 11 percent of the market. 
Many of them are concentrating on policies which supplement NHS services, for 
example where NHS waiting times are lengthy; such focusing helps to hold down 
premiums. All private insurers risk select; they a d j j t  premiums to take account of 
age, sex and existing health status. 

In 1990, private spending on independent hospitals and clinics amounted to £847 
million ($1324 mn 19901, while £404 million ($631 mn 1990) was paid in fees to 
surgeons, anaesthetists and physicians. Private spending on NHS services, in the form 
of payments for pay beds, private out-patient treatment and payments by overseas 
visitors, amounted to £113 million ($1 77 mn 1990). 

The bulk of this expenditure goes upon acute medical/surgical in-patient and out- 
patient work. Abortion is the most common procedure carried out in independent 
hospitals. Demand is also high for those elective procedures for which NHS waiting 
times tend to be longest, e.g. hip replacements, hernia repairs and treatment of varicose 
veins. By 1988, however, about one-third of operations carried out in independent 
operations were classified as major or more complex. There is also a small but growing 
high-technology component; for example, an estimated 2,600 coronary artery bypass 
grafts were camed out in 1986. 

1 33.4 Economic Incentives 

The key payers in the NHS internal market are the purchasers: District Health 
Authorities. However, purchasing has only been taking place for two years. Many of 
the functions described above are still in only embryonic form. Nonetheless, at least 
three factors of economic si@cance are worthy of note. First, although the potential 
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presented through purchasing has capturd the imagination of many managers within 
the NHS, and they seem to be seeking to do a good job, there is no financial 
incentive/sanction structure to encourage them to perform well: there is only the 
traditional management accountability system. That is, there are no financial incentives 
to match those which have been introduced through competition between providers on 
the supply side. (Providers are not-for-profit but face the possibility of contraction or 
closure if contracts cannot be agreed). 

Second the separation of purchasing and providing has meant that many purchasing 
authorities are very small in size and have found it difficult Q recruit senior people 
with the appropriate skills for carrying out their tasks. Skills in public health medicine 
that are necessary for needs assessment are in particularly short supply, as are health 
economists, whose skiUs are relevant to the task of prioritisation An increasingly 
common response to this difficulty has been to merge districts' purchasing activities - 
this, however, runs the danger of making them remote from their populations. 

Third, although the rhetoric accompanying the NHS reforms has emphasised increased 
patient choice, consumers have limited choice between hospitals and no choice between 
districts which purchase on their behalf (other than that offered by moving their place 
of residence to another district). 

Other important payers are the MAS and fundholding GPs. FHSAs channel funds 
to the primary care sector according to predetermined fonnulae. The NHS reforms 
have given them greater flexibility and discretionary powers than they held previously, 
but their functions are essentially communication, supervision and control. 

GP fundholders have much more discretion about how and where their patients are 
treated. However, they face only limited financial incentives. Any effiaency savings 
they make may be invested in the practice (e.g. to improve facilities) but may not be 
used to supplement their personal incomes. However, as independent contractors, they 
could ultimately benefit when they sell their partnerships on retirement. 

1.3.4 Primary Health Care Sector 

Primary health care in the UK is organised around a well-established system of general 
practice doctors. In 1990, there were 27,523 GPs in England and Wales, 0.6 per 
thousand of the population. Most of these were in partnerships of two or more 
partners, with approximately one-third working in practices of five or more partners. 

Patients consult their GPs for medical advice, diagnosis and treatment and for referral 
to hospital care. Compared with many other countries, the range of diagnostic 
procedures and treatments that GPs cany out in the UK is very limited. For example, 
few GPs will have X-ray facilities or specimen testing equipment. The latter will 
usually be camed out on the GPs behalf by a central pathology laboratory. For the 
most part, GPs confine themselves to standard tests and treatment of minor illnesses 
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(usually through drug therapy), and refer most non-standard cases to hospital 
specialists. There is scope for GPs with the relevant qualifications to carry out minor 
surgical procedures in their offices - for which they receive special payments - and this 
practice is growing, but it is still very small scale. - 

Medical students who wish to become GPs must complete the standard course of 
medical education and, in addition, follow a vocational training course. Once qualified, 
doctors who wish to set up in general practice usually do so by becoming a junior 
partner in an existing practice. The establishment of new practices is governed by the 
Medical Ptactices Committee. This committee seeks to achieve an even distribution of 
practices between different parts of the country and does so, primarily, by restricting 
the setting-up of practices in areas that it considers to be already well served. In 1986, 
this meant that it placed restrictions on the establishment of new practices in areas 
where there were 2,100 or fewer patients per GP. In fact, this restriction covered 92 
percent of existing GPs and so meant that they were effectively protected from new 
competition. 

Patients are required to register with a particular GP practice and subsequently must 
visit that practice for their primary health care needs. Exceptions occur if, for example, 
a patient is taken ill away from home when a local GP will usually respond. Whereas, 
traditionally patients have been able to change the GPs with whom they are registered, 
the system was highly bureaucratic. Consent needed to be obtained from the accepting 
GP, from the GP whose practice the patient was leaving and medical records cards 
needed to be processed by the Family Practice Committee. The NHS reforms have 
sought to simplify the process of changing GPs. Moreover, the general emphasis 
placed upon consumerism has led most GPs to become more proactive in distributing 
literature about their practice, its partners and the services they offer. 

GPs provide the overwhelming majority of their services free of charge to patients. 
They are paid through their local FHSA. GPs' actual fee and allowance levels are set 
by the government following the advice of an independent Pay Review Body. This 
Body makes its recommendations after hearing representations from the relevant 
professional associations, although these recommendations are not binding on the 
government and, in a number of recent years recommendations have either been 
delayed or not implemented in full. 

In 1990, a new payment structure for GPs was introduced. The 1990 contract'aims to 
place greater emphasis on capitation payments in order to "reward GPs who give high 
priority to attracting and keeping patients by providing a high quality, comprehensive 
service"." 

Under the new contract, at least 60 percent of GPs' fees and allowances are paid in the 
form of capitation payments. Patients over 75 years of age and those under 5 years of 

I1 Department of Health (1989b). 

1 Q 
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age attract extra capitation payments. In addition, there are a range of other payments, 
including: target payments payable when particular rates of childhood immunisation 
and screening for cancer of the cervix are achieved; additional basic practice allowances 
for GPs working in deprived areas; sessional fees for mning  health promotion clinics; 
night visit fees; and payments for minor surgery. - - 

. .  . , .  

The introduction of GP fundholding has meant a maj& change f& the GP piactices ' . . 

involved. The funds allocated to fundholders are, however, 'effectively "ring-fenced 
for purchasing hoipital services and cannot be used to supplement GPs' personal 
incomes. 

GPs' activities are regulated by Family Health Service Authorities. As part of the NHS 
reforms, each FHSA has appointed an independent medical adviser who is responsible 
for liaising with GPs and improving their performance. Most medical advisers have 
identified GP prescribing of medicines as an activity requiring their early attention. 
There are at present large variations in prescription rates between GPs, and medical 
advisers are focusing on high prescribers in order to examine their practices. 

Sandier (1990) reports information on the number of visits per GP per year, the average 
length of consultation and the number of hours worked per week for selected countries. 
Her data indicate that in comparison with, for example, the United States, France and 
Germany, GPs in the UK receive more visits per year and spend less time per 
consultation. They also work fewer hours per week. The fact that British GPs receive 
more visits seems to be at variance with expectations based upon the incentives offered 
by fee-for-service in comparison with a capitation system. On the other hand, the 
shorter consultation period and shorter working week is consistent with theoretical 
expectations. 

1.3.5 Hospital Sector 

135.1 Structure 

In 1989/90, there were 1,185 non-psychiatric hospitals in the NHS in England 
containing 270,334 beds. This represented 5.7 beds per 1,000 population. Around three 
quarters of the hospitals contained less than 250 beds. Just over 100 hospitals had more 
than 500 beds. In addition, there were 461 psychiatric hospitals with 70,627 beds. In 
1991, there were 216 independent hospitals with operating theatres in the UK. These 
contained 10,911 beds. 

Most NHS hospitals are managed by district health authorities, although under the 
NHS reforms which were implemented in April 1991, around 150 hospitals have 
become NHS trusts. These hospitals are still within the NHS but are run by boards of 
trustees outside of district health authority control. 
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The majority of hospital doctors work on a salaried basis, although a large proportion 
of the most senior doctors (consultants) have contracts which enable them to under@e 
private work in addition to their NHS work In 1989, there were 398,054 whole-time 
equivalent nursing and midwifery staff in the NHS. Nurses account for almost a 
quarter of the total NHS budget. Nursing is regarded as a professional activity with 
entry qualifications and a career ladder. 

Until the NHS reforms were introduced in April 1991, most NHS hospitals were 
directly managed by their district health authorities. Annual budgets were allocated 
to each hospital and they were required to deliver a generally agreed range of services 
from within this budget. This system contained few incentives for efficiency and so, 
not surprisingly, many examples of inefficiency arose. 

The Government's response to these inefficiencies has been to introduce an internal 
market in which competition between hospitals for service contracts is exp&ted to act 
as a spur to greater efficiency. This represents a major change in culture for most 
hospital managers and clinicians. At the moment, there is still some uncertainty about 
how hospitals will respond to this change and a wide diversity of experience. 

1 35.2 ~Hospifal Management 

Part of the uncertainty about hospitals' reaction to change arises because hospitals are 
complex institutions that pursue multiple objectives, many of them non-financcial.12 
In most organisations, managers can be expected to speclfy objectives in terms of sales, 
profits, growth or other financial variables and to devise strategies to meet them. 
However, the division of professional responsibilities within an NHS hospital, 
especially the presence of doctors with clinical responsibilities, makes it far less easy 
to ensure that everyone works towards a common financial objective. 

Recognition of the pivotal role of doctors in committing hospital expenditure has led 
to successive attempts to include them formally in management decisions about the use 
of resources. The latest attempt - the Resource Management (RM) initiative - has been 
adopted for nationwide application as part of the NHS reforms. RM involves the 
introduction of organisational structures - usually based on clinical directorates - that 
involve doctors and nurses in management decisions, including budgetary control. 
This is seen as a key requirement if hospitals are to be able to respond to the incentives 
offered by a competitive external environment. Progress with RM to date has, 
however, been limited. A three year evaluation of six experimental sites, funded by the 
Department of Health and carried out by independent academic researchers, suggests 
that "it is still not possible to provide a definitive assessment of RM as an ongoing 
working process for hospital management".13 

12 McGuire et aL (1988). 

13 Packwood et al. (1991). 
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1353 Hospital Contracts and Prices 

Contracts provide the f o n d  link between purchasers and providers of health care. 
They are the mechanism for funding the providers and for ensuring that the sentices 
demanded by health authorities are actually supplied to them by providers. During 

. . the first y.ear of the reforms, ,contracts have been based upon three main categories: . . .  . .  

block, cost and volume and cost-per-case. 

Block contracts offer access to a defined range of services and facilities in return for an 
annual fee. Block contracts were particularly well-suited to the first year requirements 
because they were able to refiect, albeit in contractual form, levels and patterns of 
activity that were already taking place. They were also relatively undemanding in 
terms of information requirements. However, they give providers little incentive to 
increase efficiency in order to generate more income. 

A cost and volume contract specifies that a provider will supply a given number of 
treatments or cases at an agreed price. Greater emphasis is placed upon services 
dehed  in terms of outputs, i.e. patients treated, rather than in terms of inputs, i-e. the 
facilities provided. If the number of cases exceeds the cost and volume agreement, 
extra cases have usually been funded on some (mar@) cost-per-case basis. 

Cost-per-case contracts are defined at the level of the individual patient. Because they 
obviously involve greater transactions costs than the other contract types, health 
authorities have mainly used cost-per-case contracts to fund treatments that fall outside 
of block or cost and volume contracts. However, it is worth noting that cost-per-case 
contracts allocate more of the financial risk to the purchaser (who picks up the effect 
of variations in volume). Referrals by GPs to providers with whom districts did not 
have prospective contracts, and services provided for GP fundholders, have been the 
main form of purchasing covered by cost-per-case contracts. Such contracts do give 
hospitals an incentive for efficiency; they have the opportunity to increase their income 
by improving productive efficiency: the efficiency with which a specified treatment is 
supplied. 

As might be expected, the overwhelming majority of contracts taken out in the first 
year of the reforms (1991/92) were block contracts. It is estimated that they 
represented 83 percent in terms of volume and 94 percent in terms of value of 
contracted services for acute care.'4 

Department of Health guidelines on the prices which hospitals can charge are highly rg 

prescriptive. They state that they should be based upon average total costs, that there 7: 
should be no planned cross-subsidisation between services and that marginal cost 

14 NAHAT (1992). 
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pricing is only appropriate in case where there is short-run, unused capacity* 
Moreover, each hospital is expected to earn a six percent return on the current value 
of its assets. 

During the first year of the reforms, costing and pricing was rudimentary. Few 
hospitals . .. had,pneviously had much experience with costing their services in a way that 
would form a basis for pricing. They were urged to keep costing systems simple and 
to treat refinement as an evolutionary process to be undertaken as information systems 
were developed. Attempts to disaggregate costs into fixed and .variable elements were 
seen as a medium term, rather than a short term, objective. Similarly, the development 
of more detailed case mix costing was not seen as feasible in the short run. Where it 
was considered necessary to take some account of changes in case mix, a broad banding 
of procedures or the use of average length of stay as a proxy for compI&ty, was 
recommended. Clearly, costing remains at a fairly crude lwel and this is, no doubt, 
one of the main reasons why huge variations in prices charged by different providers 
for similar procedures are still reported. 

135.4  Capital Charges 

Since April 1991, both NHS trusts and hospitals that remain under direct district control 
have been required to pay capital charges - comprising interest payments and 
depreciation charges - to regional health authorities and/or the Department of Health. 
Charges are based upon the value of their capital assets and must be included in the 
prices that purchasers pay for services. This practice represents a major departure for 
the NHS. 

Previously, capital assets, once acquired, were treated as a free good. There was no 
requirement for hospitals to meet the annual costs of capitad. This undoubtedly. led to 
inefficiency in the allocation and utilisation of capital assets. Capital charges will 
provide the price signals that are necessary to ensure greater efficiency in the use of the 
capital stock. There & already widespread anecdotal evidence that this is causing 
stringent reappraisal of investment plans. 

1 355 Capital Expenditure 

Capital funding for the NHS is determined through the public expenditure planning 
process, at the same time that operating expenditure is determined. It too is cash- 
limited. Early discussions about the new freedoms that t m t  hospitals would receive 
led many people to believe that they would be able to raise additional capital funds in 
the financial markets as long as they were able to service the debt. It is now clear, 
however, that the specification of external financing limits by the Department of Health 
will prevent this freedom from materiaiising. 

15 Department of Health (1989a). 
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In the past, capital funds have been distributed to districts by regional health 
authorities. Demand has always exceeded supply. As such, a mixture of 
administrative, political and economic (cost-benefit analysis) criteria have been used to 
determine annual allocations of the available funds. Under the internal market system, 
however, different criteria will need to apply. In particular, capital plans will have to 
be assessed in terms of their financial viability and their place in providers' business 
plans, as well as more general cost-benefit considerations. 

13.5.6 Prioate Hospital Sector 

In 1991, there were 216 independent hospitals with operating theatres in the UK. These 
contained 10,911 beds. The private sector experienced a boom during the late 1970s 
and early 1980s, with bed capacity increasing by over 50 percent between 1979 and 
1984. Since 1984, however, the number of beds has inaeased by only about 8 percent, 
and actually fell slightly between 1990 and 1991. In recent years, occupancy rates have 
also fallen, as a result of the recession. This is now threatening profitability. AMI, for 
example, reported occupancy rates of only about 60 percent in 1990. 

The NHS also has 3,000 dedicated pay beds. These are beds in normal NHS wards that 
may be used for treating private patients. In fact, these beds are unpopular with 
private patients and only achieve occupancy rates of around 30 percent. However, the 
NHS is responding to the opportunity to generate income from the private sector by 
investing in dedicated pay bed units. It is estimated that there were 24 of these units 
at the end of 1991, containing 566 beds. 

135.7 Economic Incentives 

Even under the new internal market system, NHS hospitals are not allowed to make 
a profit on any of their services; prices have to be based on average cost, without any 
cross-subsidisation. Hence, profit signals, as indicators of efficiency and pointers to 
resource allocation, are still absent from the system. The main incentive for efficiency 
is the fear that if prices are not competitive they will lose contracts and have to shed 
staff or even, eventually, close. 

Those NHS hospitals which are managed by trusts are essentially in the same position, 
but with the added fact that they are responsible for their own h c i a l  viability. This 
requires them to mtinise  closely the cash flow implications of their actions. Given 
that, in practice, they can also themselves use additional cash generated by efficiency 
improvements, cash flow considerations may, for trust hospitals, provide a partial 
substitute for profit incentives. 

Senior hospital doctors, who in practice take most of the spending decisions, are 
generally salaried and so have no direct financial incentive to use NH!S resources 
efficiently. Current attempts to make them more cost-conscious centre around 
involving them more closely in the management of hospitals. 
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Private hospitals can now contract with puhasers to provide services to NHS patients. 
So far, there has been little growth in this market and so there is no indication as to 
whether this will significantly affect the type and cost of services they provide. 
However, given the present low occupancy rates in many private hospitals, it does 
seem likely that they will make some response to-his freedom. 

1.3.6 Pharmaceutical Sector 

13.6.1 Structure 

The UK pharmaceutical market was the fourth largest in Europe in 1990, accounting 
for about 10 percent of Western European sales. It was also the sixth largest market 
in the world, taking an estimated three percent of total world sales. 

Spending on medicines in the UK accounted for 10.8 percent of total health expenditure 
and 0.7 percent of GDP in 1986." UK prices were 18 percent above EC average levels, 
while consumption per capita, was about two-thirds the EC level. 

Most medicines are prescribed through the NHS by general practitioners. These are 
prescribed on a standard NHS form by brand or generic name. In 1989, a total of 436.2 
million prescriptions were dispensed in the UK at a cost of £2.7 billion ($4.4 bn 1990). 
This represented an average cost per prescription of E6.25 ($10.69 1990) and a per capita 
cost of approximately £48 ($79 1990). About 83 percent of all NHS prescriptions were 
dispensed free of charge to groups exempt from payment; these include those over 
retirement age, children under 16 and those receiving various social security payments. 
The remainder have been subject to a flat rate charge of B.75 ($530 1991) since April 
1992 Alternatively, patients could purchase a "season ticket", covering an unlimited 
number of prescriptions during a period of four to twelve months. Annual season 
tickets are priced at about the cost of 13 individual prescriptions. 

During the 1980s, prescription charges were raised on a number of occasions. Between 
1979 and 1988, they increased in real value by over 550 percent." A number of 
studies have examined the price elasticity of demand on the basis of these price 
changes. Separate studies by O'Bnen (1981) and Lavers (1983) estimated that a ten 
percent increase in prescription charges resulted in a reduction in utilisation of around 
one percent (i.e. there was an estimated elasticity of u-tion of -0.1). More recent 
work by Ryan and Birch (1988) compared utilisation per capita between exempt and 
non-exempt adult nonelderly groups for the period 1975 to 1985. They estimated that 
a ten percent increase in charges led to a 1.8 percent reduction in demand (e = -0.18). 

- 

I4 Bustall  (1990). 

I7 Birch (1988). 
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The NHS reforms of 1991 introduced indicative prescribing budgets for GPs. These 
budgets are based upon the average budgets for GPs in particular areas, after taking 
account of any special circumstances. GPs who exceed these budgets are called upon 
to justify their expenditure to the independent-medical adviser of their FHSA. 

. . . . .. . . 

A ~ele&ed List Scheme restricts the number of medicines available on NHS 
prescriptions. There is also a negative list of branded products and non-medicines 
which may not be prescribed under the NHS. 

The Department of Health periodically mails to doctors leaflets containing cost 
comparison charts for the same or similar pharmaceuticals within a particular 
therapeutic group. The aim is to highlight price differences. The British National 
Formulary (BNF) is written by the Royal Pharmaceutical Society of Great Britain and 
the British Medical Association, and is mailed bi-annually free to all doctors. The BNF 
lists all registered products by therapeutic class, and includes outline information and 
comparative prices. The Drug and Therapeutic Bulletin is produced by the Consumers' 
Association and is mailed free to all doctors. The Monthly Index of Medical Specialties 
(MIMS) lists all proprietary products; it is mailed free to all doctors monthly. 

The UK has a well-established pharmaceutical industry with a strong research base. 
Five of the UK's multinational companies ranked among the top fifty companies 
worldwide in 1990, and its pharmaceutical industry accounts for about five percent of 
world production. 

The industry is at pains to emphasise the need to protect and promote its research base. 
Short-term cost containment policies are seen as a threat to longer term research and 
the benefits it produces. 

13.6.2 Distribution of Dtugs 

Approximately 94 percent of prescriptions written by NHS GPs are dispensed through 
retail pharmacies. There were approximately 12,300 retail pharmacies in the UK in 
1991. Retail pharmacies must be run by a qualified pharmacist and are generally 
privately owned, although there is an increasing number of pharmacy chains. 
Pharmacies are registered with, and inspected and controlled by, the Royal 
Pharmaceutical Society of Great Britain. The siting of retail pharmacies is under health 
authority control. Almost all retail pharmacies work under contracts to the NHS. 
These contracts are issued by the local FHSA. 

Some GPs have dispensing rights. These apply in nual areas if a practice is more than 
one mile from a retail pharmacy. NHS contracts for dispensing doctors are issued by 
the local FHSA. Approximately six percent of NHS prescriptions come through 
dispensing doctors. 
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Most hospitals also have a pharmacy. This phatmacy is administered by a District 
Pharmaceutical Officer, who is responsible for the maintenance of professional 
standards and all aspects of hospital policy regarding medicines. Generic substitution 
is generally practised in hospitals. - 

The NHS hospital pharmacy service dispenses nearly all prescriptions writte'n by 
hospital specialists, since these work from a hospital base. The hospital pharmacy has, 
therefore, a considemble.hpact on use of medicines, since regimens originated by the 
specialist are often continued by the GP when the patient is returned to his or her care. 

Most district health authorities have Drug and Therapeutic Committees, on which 
hospital pharmacists play an important role in promoting rational prescribing policies. 
This, coupled with the practice of ward pharmacy, means that pharmacists play an 
important role in the selection and use of medicines. Prescriptions issued for out- 
patients are usually dispensed by the hospital pharmacy. However, dtspensing of 
hospital prescriptions by retail pharmacies is becoming more common. 

1.3.63 Regulation of the Pharmaceutical Sector 

The UK is unique among European countries in controlling the profitability of 
pharmaceutical companies, rather than the prices of their products. This control is 
operated through the Pharmaceutical Price Regulation Scheme. Each year, firms 
negotiate with the Department of Health for a global return on capital based upon their 
sales to the NHS the previous year and forecasts of sales and costs for the foliowing 
year. Providing that this rate is not systematically exceeded, firms are free to set their 
own prices. Any company making a particularly high contribution to the UK economy 
(in terms of exports, R&D and local manufacture) may be allowed to earn a higher than 
average rate of return. Reimbursement prices for medicines prescribed under the NHS 
are listed in the Drug Tariff. Prices are based upon average w e n t  market prices. 

Overall control of policy on medicines is the responsibility of the Medicines Control 
Agency (MCA). The MCA was previously part of the DOH, but in July 1991, it became 
an independent agency reporting to the Department. Its responsibilities include 
pharmaceutical regulation and registration, inspections and monitoring. One of its 
expert committees, the Committee on Safety of Medicines, advises at the registration 
stage of new medicines on grounds of quality, safety and efficacy. 

There has been concern over government policy regarding patent term extensions. 
Pharmaceutical patents are available for products and processes. Patent protection lasts 
for twenty years from the date of filing. However, effective patent life is measured 
from the time at which a product enters the market and this was only about eight to 
ten years in the late 1980s. In April 1991, the government announced its intention of 
limiting pharmaceutical patent term extensions to thirteen years, instead of the 
maximum of sixteen years provided for under the proposed EC Supplementary 
Protection Certificate Scheme. The government's rationale was to try to achieve a 



n/e/r/a Analysis of Individual Sectors 

compromise between supporting R&D-based companies and encouraging generic 
manufacture. This policy was not, however, popular with the industry and the 
Association of the British Pharmaceutical Industry raised strong objections to the 
Government's stance. 

- 
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1.4 INTERSECTORAL ANALYSIS 

1.41 Major Decision Makers 

The major decision makers on Be funding side &el 
. . . .  . . 

voters / taxpayers /consumers; 
government; 
regional health authorities; 
district health authorities; 
GP fundholders; and, 
private inswers and patients. 

The major decision makers on the provider side are: 

a hospital managers; 
* hospital doctors; and, 
0 GPs. 

1 Consistency of Objectives and Incentives 

There is potential conflict and inconsistency between several of these actors. 

The consumers of health care are also tax payers and voters. Consumers face zero 
money prices for most NHS services; however, the price elasticity of demand for most 
of them is likely to be low. While there are non-money prices involved in consuming 
many free services (e.g. waiting times in GP surgeries) that serve to limit demand, there 
is excess demand for many hospital elective procedures and services, as evidenced by 
waiting Lists. Excess demand could possibly be removed by greater expenditure, but 
this would involve higher taxes. 

Whether this conflict will be resolved is unclear. Buchanan (1965) put forward the 
theory that NHS consumers - faced with zero prices - will demand more services than 
they are willing to pay for as taxpayers. This results in excess demand and non-price 
rationing through queues. Although there are a number of shortcomings in ~uchanan's 
original formulation, it does draw attention to the fact that a tax-funded, collective 
health care system is subject to political decision making and will not necessarily be 
able to deliver the volume of services that consumers demand, albeit that these 
demands are distorted by the absence of prices related to costs. 
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1.4.2.2 Government 

At the national level, spending on the NHS is determined as part of the public 
expenditure planning process, in negotiations between the Department of Health and 
the Treasury. Expenditure is determined in the light-of departmental needs and the 
Treasury's .macro-economic requirements regarding public expenditure. Control of 
aggregate expenditure is tight; spending over-runs are, in total, trivial.. If public 
expenditure is seen as a reflector of the wishes of taxpayers, then it appears that 
willingness to spendmore on NHS is low. This may be in conflict with the wishes of 
the same taxpayers as consumers, although the availability of private health services 
to supplement the NEE where individual patients are willing to pay provides a 
s i e c a n t  safety valve. 

1 A 2 3  Regional Health Authorities 

Regional Health Authorities receive a budget from the Department of Health on a 
formula basis. They are responsible for allocating funds to their districts. Regional 
objectives tend to be specified in terms of general health planning aims, although the 
allocation of capital funds to districts is subject, inter dia, to cost-benefit appraisal. 
Regional general managers are accountable to the Chief Executive of the NHS through 
an annual management review process. The role of RHAs in the current NHS is at 
present rather unclear and they may come into conflict with DHAs. 

1.4.2.4 District Healfh Aufhorifies 

District Health Authorities have traditionally been responsible for delivering health care 
to their populations. The general manager's objectives can be summarised as: meeting 
centrally specified targets, living within budget, avoiding external and internal conflicts. 
Since April 1991, districts have become purchasers. They are now generally charged 
with maximising "health gain". This concept is not, however, clearly defined; District 
managers are accountable to the regional general manager through an annual 
management review process. There is a small element of performancerelated pay. 
Under the current system, DHAs may come into conflict with GP fundholders. 

1.4.25 GP Fundholders 

GP fundholders purchase services on behalf of their patients. Their ma@ objective 
seems to be to provide good health care for their patients, and the main incentive, job 
satisfaction. There is little direct financial incentive for a fundholder other than those 
faced by other, non-fundholding, GPs. But there is the possibility of earning extra 
funds, improving facilities and so attracting more patients and increasing the capitation 
element of remuneration. If they attract more patients, they reduce the patient base of 
the DHA in which they are situated. If they grow to sufficient size, they may reduce 
the power of DHAs to bargain with suppliers of care. 
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1.4.2.6 Pnvufe Insurers and P a f h f s  

Private insurers pursue a range of financial and other objectives. They are involved in 
commercial transactions with providers and seek to obtain value for money in the 
normal way. They purchase most of their services on a feefor-service basis and have, 
therefore,. been concerned in recent years about cost escalation. 

1.4.2.7 Hospital Managers 

The chief executive of a provider unit has the dud  objectives of winning service 
contracts and ensuring that agreed activity levels are delivered within budget. 
Individual departmental managers have similar activity and budgetary responsibilities 
for their departments. The incentives faced by these managers are similar to those 
facing managers in most large corporations, although the high political profile of the 
NHS imposes additional constraints. Also, because of the mlatively powerful position 
of hospital doctors, managers may have less effective control than they would in many 
other businesses. 

1 AZ.8 Hospital Doctors 

Hospital doctors are salaried employees, although they enjoy a high degree of 
professional autonomy. They are usually employed by the hospitals if it is a Trust 
hospital, and generally by the health authorities otherwise. The Resource Management 
system requires doctors to be involved in the management process. As such, their main 
corporate aim seems to be to deliver high quality care, to be recognised as part of a 
successful team, and to generate income to provide essential equipment and 
administrative/se~!tarial back-up support. Personal finikaal incentives offered within 
the NHS undoubtedly play a part in influencing doctors' behaviour but they a? largely 
based on the assessment of professional performance. Hence, their behaviour is largely 
based on professional expectations and, in any case, extra NHS earnings are likely to 
be modest in comparison with the sums that senior doctors can earn through additional 
private practice. It has sometimes been claimed that consultants have an incentive to 
keep their waiting lists long as this increases demand for their private work. However, 
there is no hard evidence on this subject. 

1.4.2.9 General Practitioners 

GPs face a number of direct financial incentives. Capitation payments are used to 
encourage them to attract patients; target payments are used to encourage various 
preventative and screening activities; payments are made for night visits; and, there are 
special allowances for GPs setting up in deprived areas. 

Capitation systems are sometimes thought to encourage unnecessary hospital referrals 
as the GP has no additional financial incentive to treat a patient. Within the NHS, there 
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are wide variations in the rates at which GPs refer patients to  hospital^'^ but there is 
no evidence that overall referral rates are excessive because of the capitation payments 
system. When considering the incentives structure, it has to be borne in mind that a 
hospital referral is not totally costless to the Gl? It involves both time and paperwork. 
There is also the knowledge that, in the light of excess demand for many treatments, 
there will be a conside,rable waiting time for non-urgent referrals. 

1.4.3 Economic Implications for Efficiency and Equity 

1.43.1 Markets, Competition and Efficiency 

The radical nature of the NHS reforms has meant that they have attracted a good deal 
of attention from economists and others. Much has been written about the likely 
consequences of the  reform^.'^ All of these accounts, however, are based primarily on 
theoretical predictions and, to the extent that they draw on empirical evidence, this is 
usually from abroad. To a large extent, this is inevitable because the UK has had no 
previous experience with the quasi-market organisation that is being introduced into 
the NHS. 

However, the King's Fund is sponsoring seven projects that are currently monitoring 
different aspects of the reformp and there are other projects looking at such aspects 
of the reforms as the operation of GP fundholding. This section of the report draws 
on some of the theoretical and empirical issues that have been highlighted in this work 

It is the government's belief that supply-side competition will increase choice, quality 
and productive efficiency: 

"A funding system in which successful hospitals can flourish ... will 
ensure a better deal for the public, improving the choice and quality of 
services offered and the efficiency with which these services are 
deli~ered".~' 

Certainly, evidence from the United States suggests that, because of monopolistic 
market structures in the supply of hospital services, competition often takes place in 
terms of quality and amenity rather than price." Whether such competition will be 
able to take place on this basis in a cash-limited system such as that found in the UK 

16 Bradlow et aL (1992). 

19 See, for example, Culyer et al. (1991). 

ID King's Fund Commission (1992). 

n Department of Health (1989a). 

P R o b i n  and Luft (1987); Luft el a t  (1986); Zwanziger and Melnick (1988). 
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is less clear. Some economisl have argued that cost-reducing strategies will be more 
important and that, in the event of a costquality trade-off, quality will suffer.23 

Other work has questioned whether competition can be expected to lead to greater 
efficiency in view of the existence of local mono-polies of hospital services in many 
areas of the country. However, an empirical study of the potential for competition in 
one regional health authority suggests that this issue may have been over-e~timated.~~ 
This study used the Hirschman-Herfindahl'1ndex to calculate the degree of market 
concentration among 39 NHS hospitals offering general surgery in the West Midlands 
region. Applying the threshold adopted by the US Department of Justice - in its 
assessment of anti-trust cases - to the index, it found that around one-quarter of 
hospitals operated in markets where the degree of concentration was great enough to 
suggest that monopoly or oligopoly power might exist. 

However, Department of Health officials no longer assert that competition alone is 
expected to create greater efficiency. They point also to the importance of 
contestability. That is, it is not necessarily the existence of actual competitors that 
stimulates efficiency but rather the threat of new entrants to a market if  existing firms 
fail to operate efficiently and/or if they make monopoly profits. In fact, the existence 
of considerable sunk costs within most hospital markets means that there are significant 
barriers to entry to new h s .  This throws doubt on the applicability of contestability. 
However, Culyer and Posnett (1991) have pointed out that contestability could be 
applied to hospital managements as well as hospitals themselves, and that efficiency 
could be stimulated in this way. The experience of certain parts of the private sector, 
and of the public sector in Australia, suggest that this mechanism already takes place 
to some extent. 

To date, however, there are no UK data which establish an actual link. between 
competition and efficiency in the NHS. The link remains an a priori expectation on the 
part of the government. At the same time, there is no doubt that the establishment of 
a market in hospital services, and the contracting that this has involved, has imposed 
considerable costs upon the service over the last two years. Once again, neither the set- 
up costs nor the running costs have been quantified in any precise fashion, but the 
undoubted scale of the expected ongoing costs has led some economists to question 
whether the efficiency gains from competition will ever be great enough to offset them. 

Indeed, operating the market will inevitably involve the continuation of a substantial 
level of transactions costs and it has been pointed out that as health care markets are 
characterised by bounded rationality, asset specificity and opportunism, the transactions 
costs approach would suggest the desirability of internalking transactions within a 

23 Barr et al. (1989). 

24 Appleby and Little (1990). 
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single organisation, rather than using a market-based approach? (In other words, 
some people think it would be cheaper to have a National Health Service!). 

The devolution of decision making to the I d  operational level is one of the 
government's declared aims for the NHS reforms. The establishment of NHS trusts is 
a key component of this strategy. With greater management autonomy, competition 
between trusts for service contracts is expected to increase efficiency. 

Some independent experts are less clear that this will occur. The breakdown of the 
NHS as a monopsony buyer of labour has been pointed to as one reason for expecting 
competition between trusts for scarce labour skills to drive up the costs of wages and 
~alaries.'~ Casual evidence on the salary levels being offered to trust senior managers 
seems to bear this prediction out, to some extent -. 

Little is knownabout the relative operational efficiency of trusts and non-trust hospitals 
to date. Newspaper headlines highlighting trust financial problems during the first 
year of the reforms were misleading as they rarely had much to do with the 
establishment of trust status. Early evidence from one of the King's Fund research 
projects, examining the relative costs of trust and non-trust hospitals, suggests that trust 
hospital unit costs may indeed be lower than non-trusts, but that this was the case 
before these hospitals acquired trust status and, therefore, cannot be attributable to 
it.p 

1.43.3 GP Fundholding 

GP fundholding represents one of the potentially most radical aspects of the NHS 
reforms. The concept was clearly influenced by the experience of health maintenance 
organisations in the United States. Unlike HMOs, however, fundholders are much 
smaller - typically covering only 12,000 patients - and bear far less financial risk. In the 
case of fundholding, budgets are based upon prospective capitation payments but these 
cover only a limited range of hospital services and, moreover, there is a stop-loss 
provision which means that any patient costing the practice more than E5,000 ($7,075 
1990) in a year has the excess met from outside the fundholder's budget. 

Nonetheless, a good deal of interest has centred on the budget setting process and the 
incentives it pro~ides .~  During the first two years of the scheme, budgets had been 

73 Bartlett (1991). 

I Ban et al. (1989). 

'11 Le Grand and Bartlett (1991). 

m Glennerster et aL (1992). 
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set on the basis of historic utilisation levels and costs. This is likely to have reward& 
higher referring practices and to have penalised low spending ones, whether efficient 
or not. For the future, it is intended that a risk-adjusted capitation formula will be 
developed; however, this is still at an early stage of development. 

One of the main benefits expected from fundholding was increased responsiveness of 
hospital providers to GPs' wishes. Evidence from a case study of ten practices during 
the first year of fundholding suggests that these benefits are already being realised in 
small but significant ways." These benefits include changed patterns of hospital 
referrals to obtain shorter waiting times for patients; consultants visiting GP practices 
and holding out-patient clinics there; faster turn-round times with pathology laboratory 
testing and results; and, generally, a greater willingness on the part of hospital 
consultants to liaise with fundholders over courses of treatment. 

However, the very success that fundholders have achieved in acting as advocates for 
their patients has raised problems. Widespread criticism has centred upon the aIleged 
growth of a two-tier system, with patients of fundholding practices receiving 
preferential treatment at the expense of non-fundholder patients. In response to these 
criticisms, the Secretary of State was prompted to issue a directive which prohibited 
hospitals from offering tenns to fundholders that disadvantaged non-fundholder 
patients. This incident provides an example of a possible conflict between efficiency and 
equity aims in the provision of health care. 

Moreover the fragmentation of purchaser power amongst many fundholders may, some 
think, seriously reduce the ability of health authorities to carry through nationally-set 
health policy objectives. 

2.43.4 Regulation of the Market 

When the NHS reform proposals were first published, they were heralded as a radical 
move towards a more market-based system of health care. However, as the 
implementation phase has proceeded, it has become clear that initially at least the 
market will be quite tightly regulated to ensure that a series of economic and non- 
economic objectives are meteM The treatment of NHS trusts, the capital charging 
system and the future of London hospitals all provide examples of market regulation. 

When the NHS reforms were introduced, the freedom for .trusts to borrow from both 
the public and private sectors in order to fund capital expenditure was seen as an 
important element of their newly acquired autonomy. From the potential trust's 
perspective, this was seen as a means of addressing a long-standing problem; namely/ 

8 Glennerster, op cit. 

31 Robinson (1992). 



the tight restrictions imposed by the Department of Health on their ability to undertake 
capital programmes. 

However, the more sagacious commentators always saw greater freedom over 
borrowing as problematic. As part of the public *tor, trusts' borrowing forms part 
of the Public Sector Borrowing Requirement. As such, the Treasury was bound to 
maintain a close interest in their activities. In the event, these reservations were 
confirmed. Each of the 57-units which became first wave trusts in April 1991 had their 
borrowing limits - known as external financing limits - set by the Department of Health 
in a way that had exerted tight control on their ability to raise funds. Similar, if not 
stronger, constraints applied to the 103 second wave trusts that came into existence in 
April 1992. These controls are unIikely to be relaxed as long as maao-economic 
management of the economy requires the government to be able to regulate public 
sector borrowing. 

It was pointed out earlier that capital charges will provide the price signals that are 
necessary to ensure greater efficiency in the use of capital stock. However, the 
introduction of capital charging could pose problems for those hospitals occupying 
expensive sites and for the districts purchasing services from them. For the first two 
years of the reforms, these problems have been avoided, because each district has 
received a revenue allocation which has been adjj ted in line with the capital charges 
it is expected to meet from the hospitals and other units providing it with services. 
Hence, each district purchaser has received the cash necessary to meet its own 
individual capital charges bill. The result is that in this initial phase the overall effect 
of capital charging has been neutral. 

In the longer term, however, the system is not intended to be neutral. For capital 
charges to influence the way in which capital assets are used, it will be necessary to 
remove the protection presently received by providers with above average capital costs. 
This will be achieved by allocating revenue expenditure to districts on the basis of 
national average capital charges instead of the actual charges they incur. In this way, 
districts purchasing from high cost providers will find that they are able to buy a lower 
volume of services than comparable districts facing lower cost providers. 

However, the Department of Health recognises that a rapid move to such a system 
could prove to be highly disruptive. To meet this objection, transitional arrangements 
have been developed in order to phase in capital charging over a number of years. 
Beyond this, it is recognised that some hospitals will continue to incur higher capital 
charges in the longer term because of factors beyond management's control. This looks 
likeiy to result in some hospitals continuing to receive assistance (subsidisation) over 
a longer period. Inner London hospitals will, no doubt, fall into this category, as their 
capital charges are over 50 percent higher than those incurred by comparable hospitals 
in the remainder of the South East. While it may be quite legitimate to regulate the 
market in this way, careful consideration needs to be given to the balance between 
access and the cost-efficient location of resources. 
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London has been mentioned as a special problem because of its high cost hospitals. In 
the past, however, a number of residents from outside London have been treated at the 
main London teaching hospitals and the revenue necessary to cover their costs has been 
allocated directly to these hospitals. Under the new arrangements, revenue allocations 
will be distributed directly to the patient's district of residence. These districts may 
choose to treat patients locally and thereby withdraw money from London. This 
potential re-allocation of purrhasing power could provide powerful incentives for the 
contraction of facilities in London. The possible closure of one or more London 
teaching hospital has been widely discussed.31 

Recognising this possibility - and no doubt the political danger associated with an 
unplanned run-down of hospital facilities in London - the Department of Health 
appointed a commission, under the chairmanship of Sir Bernard Tomlinson, to 
investigate and report on the future of health services in London. His report was 
published in October 199232 It recommended the closure or merger of several London 
hospitals with additional resources going to primary and community care. 

Clearly, there are good reasons for taking a strategic view about the future of London 
hospitals. The unregulated introduction of market forces could lead to disorderly 
adjustments of a kind which might threaten essential services. In these circumstances, 
a measure of, at least, transitional regulation can be justified. However, once again, the 
impact of regulation will need to be carefully assessed to ensure that the right balance 
between efficiency and equity considerations is struck 

Equity goals have been an important component of UK health policy and recent 
reforms have been accompanied by a re-iteration of commitment to these goals. 
Despite the creation of an internal market on the delivery side, the equity goal for the 
NHS remains 'equal treatment for equal need'. Under the pre-reform system, this 
equity goal, at least as measured in macro data, appears to have been met. The 
distribution of ill-health is not equal across either income or socio-economic groups. 
The poor and those in lower socio-economic groups are sigmficantly more likely to 
report ill-health than those who are better off.33 However, the distribution of NHS 
resources, as measured by reported utilisation of NHS facilities in large scale social 
surveys, is also unevenly distributed. The poor received more health care. If the 
amount of treatment given is adjusted to reflect the greater morbidity of poorer 
persons, the distribution across income groups becomes fairly flat. In other words, the 
pre-reform NHS appears, broadly, to have allocated health care according to need3 
At present, it is too early to measure the implications for equity of the current quasi- 

a King's Fund Commission (1992). 

'32 Tomlinson (1992). 

a O'Donnell and Propper (1991). 

'3 Propper and Upward (1992). 
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market system. On the one hand, district health authorities remain responsible for all 
patients not covered by GP fundholders. While certain patients will cost them more 
than others, this was also the case under the previous system. As the DHA cannot 
shed these patients, incentives to provide care for them remain similar to under the 

- 
previous system. 

On the other hand, GP fundholders may have an incentive not to attract patients for 
whom average costs wiU be higher than average reimbursement. Such patients will 
increase their costs more than their revenues and ultimately may threaten their 
fundholding status. GP fundholders therefore have an incentive to cream-skim; to 
attract patients who are low risk A similar phenomenon has been observed in US 
HMOs. 

If cream-skimming occurs, the NHS reforms may lead to the situation where low risk 
patients get better treatment from GP hdholders, while high risk patients are left in 
the care of the DHAs, which end up holding a pool of patients, which is ever increasing 
in the difference between costs and revenues. However, one solution to this potential 
problem is to set capitation payments to GPs to reflect risk. Setting payments to reflect 
expected costs reduces incentives for aeam-skimming and so reduces incentives which 
may lead to increased inequity in the distribution of NHS resources. 
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1.5 ANALYSIS OF HEALTH CARE POLICY 

1.5.1 Current Health Care Policies and Proposals 
- 

15.1 .I Cost Containment and Micro-Efficiency 

Public expenditure controls do work in the UK. Consequently, they offer an extremely 
effective way of containing NHS expenditure and mean that the UK does not have an 
aggregate cost containment problem in the same way as do most other OECD countries. 
However, the shortage of funds and the lack of incentives for economic efficiency mean 
that rationing takes place in an arbitrary manner creating biased allocation of resources. 

The UK health system has had few incentives for encouraging micrDSffiaency, and it 
is this issue that the NHS reforms are designed to address. The basis of the reforms 
is the introduction of a quasi-market into the NHS, in which the responsibility for 
purchasing services is separated from the responsibility for providing them. Chart 1.2 
identifies the main pwchaser and provider agencies. 

Most of these have been described earlier in this report, and so only a brief summary 
is presented here: 

Regional health authorities aliocate budgets to DHAs, MAS and GP 
fundholders. At one stage, it looked as if this tier of administration might be 
abolished. Over time, however, it has become Iikely that they will remain and 
carry out regulatory and monitoring functions in reIation to district purchasers 
and/or NHS trusts. 

District health authorities receive annual cash-limited budgets .and are 
responsible for commissioning a range of hospital and community health 
services for their residents. A number of district purchasers have merged with 
adjoining ones - or are in the process of doing so - to reap economies of scale. 

Family health authorities have a management responsibility for primary care 
services. It looks likely that, as more GPs become fundholders, most FHSAs 
will merge with DHAs to form unified purchasing agencies. 

Non-fundholding GPs provide primary care services and refer patients to 
specialists. Under the reform arrangements, GPs are normally expected to refer 
patients to hospitals with whom the patient's DHA has a contract. DOH 
guidance emphasises that GPs' views need to be taken into account when 
districts place contracts. The DOH has also stated that GPs should have the 
option of referrals outside of contracts (in exceptional circumstances) through 
extra contractual referrals. 
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GP fundholders receive budgets topsliced from the district's allocation with 
which they can purchase a designated range of services directly on behalf of 
their patients. 

Private patients can supplement NHS services from the independent sector or 
in NHS private patient facilities.. Private health insurance has increased rapidly 

. . 
over the last ten years, at least until the econoniic recession' of 1991/2. 

District managed units (DMUs) are those hospitals and other provider units that 
have not yet acquired trust status and are, therefore, still managed by DHAs. 
It is intended that this should be a transitional stage and that all providers will 
eventually become trusts. 

NHS trusts are providers that have been granted self-governing status within 
the NHS. They are no longer accountable to DHAs, reporting directly to the 
NHS Management Executive. Trusts are designed to offer greater autonomy to 
managers over such matters as capital planning and employment policies. 

Private hospitals offer services to private patients, but they are also able to 
compete for NHS contracts. So far, few of these have been awarded. However, 
there are a number of examples of joint DHA/independent sector collaboration, 
such as the joint running of day case units. 

1.5.1.2 From Curative to Preventative Medicine 

For many years, it has been the conventional wisdom that the NHS is not primarily a 
'health' service, but a 'sickness' service; that is, it emphasises curative, rather than 
preventative, care. Despite much rhetoric emphasising the importance of prevention 
and health promotion, the sums of money spent on this activity within the .typical 
health authority have been minute compared with the mass of hospital spending. To 
a large extent, this reflects the powerful service-led interests within most health 
authorities - particularly that emanating from the high status enjoyed by hospital 
consultants, many of whom are frankly dismissive of health promotion and public 
health issues. 

The separation of purchasing from provider responsibilities offers the opportunity to 
redress this imbalance. Purchasers now hold budgets and public health specialists are 
important members of purchasing teams. Health promotion departments are usually 
located in, or have a close working relationship with, public health departments. At 
the same time, the government has signalled its intention of according a high priority 
to health promotion through the publication of the White Paper, The Health of the 
Nati~n.~' 

u Department of Health 11992a). 
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This White Paper represent. a major policy initiative for the UK government, albeit one 
that the World Health Organisation adopted ten years ago. The strategy outlined in 
the paper involves identifyrng particular diseasedcauses of morbidity and premature 
mortality; setting measurable targets for improvement; and, establishing mechanisms 
for measuring progress towards these targets. The  five areas targeted in the White 
Paper are coronary heart disease (CHD) and stroke, cancers, mental illness, HN/AIDS 
and sexually transr&ted diseases and accidents. 

The approach in the case of CHD and stroke, for example, includes the target: 

"to reduce death rates for both CHD and stroke in people under 65 by 
at least 40 percent by the year 2000 (from 58 per 100,000 population in 
1990 to no more than 35 per 100,000 for CHD, and from 125 per 100,000 
population in 1990 to no more than 7.5 per 100,000 for stroke)." 

Strategies for achieving this target in terms of reductions in the prevalence of smoking, 
healthier eating standards and physical activity are also specified in quantitative terxns. 

It should be pointed out that many economists have been critical of the Health of the 
Nation approach. These criticisms arise because it is not clear how the priority areas 
or targets were chosen. There is little indication that the relevant costs and benefits of 
achieving different degrees of health improvement in the different areas were 
considered. Without this analysis, it is impossible to establish whether these particular 
priorities will make the most efficient use of scarce resowes. 

1.5.1.3 Shifts in f he Use of Medical Technology 

Because of its relatively low expenditure levels on health care, the UK &is not 
witnessed the proliferation of new medical technologies as have some other countries. 
in 1984, for example, Aaron and Schwartz (1984) pointed out that in comparison with 
the UK, the United States carried out twice as many X-ray examinations per person; 
offered more than three times the rate of kidney dialysis treatment; had six times the 
CT scanning capacity; performed ten times the rate of coronary artery surgery; and, had 
between five and ten times as many hospital intensive care beds per capita. 

Nonetheless, despite the absence of widespread high technology medicine, there has 
been an increase in the use of new technologies in the UK over the last ten years. In 
particular, medical advances using minimally invasive diagnosis and treatment have 
allowed the extension of day case work and led to shorter lengths of in-patient stay (the 
average length of acute, in-patient stay fell from 9.8 to 6.3 days between 1978 and 19891, 
while the number .of ,day cases more than doubled over the same period. For similar 
reasons, more and more patients are able to be treated in their own homes, rather than 
in hospital settings, giving rise to the term "hospital at home". 
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1.5.2 Assessment of Cment Health Care Policies and Proposals 

The reforms which were introduced on 1 April 1991 represent a major change for the 
NHS. The separation of responsibility for purchasing health w e  from providing is 
intended to make services demand-led, rather than supply or semice-led as in the past. 
The internal market is designed to increase productive efficiency among providers 
through supply-side competition. The devolution of greater power and management 
autonomy to NHS trusts is also designed to inaease productive efficiency. Greater 
freedom and responsibility is expected to improve performance and lead to greater 
responsiveness to patients' wishes among GP fundholders. 

At the moment, however, these are all largely a priori expectations. There is little 
empirical evidence in terms of which the early performance of the new system can be 
assessed. Consequently it is not at present easy to see what further reforms will 
become desirable. 

There are a number of unresolved issues that remain and some aspects of the current 
system still look questionable in terms of their effects on efficiency, equity and choice. 
These include: 

0 the lack of financial or competitive incentives for NHS purchasers to increase 
their efficiency; 

0 the small size of purchasing agencies; 

0 the narrow choice of hospitals open to individual M S  patients and their GPs; 

0 the limited contestability in the hospital sector; 

0 the lack of an agreed approach to priorities in the NHS (for use when waiting 
lists become intolerable because the State is unwilling to fund expanding 
demand); and 

0 the lack of profit signals within the NHS 'market' to help allocate resources. 



PAPER:White Paper: Working for Patients; The Health Service; Caring for the 1990s' 
(Note: this paper lays out the Governments principles that it will be 
seeking to incorporate in the 1990 Act) 

PUBLISHER: HMSO 

AUTHOR: Government - 

DATE: January 1989 

RELEVANT CONTENTS: 

PART TWO : THE HOSPITAL SERVICE (PP 1 1-46] 
Chapter 2: Managing the service ( ~ ~ 1 2 - 2 1 )  
Chapter 3: Self-Governing Hospitals ( ~ ~ 2 2 - 2 9 )  
Chapter 4: Funding Hospital Services ( ~ ~ 3 0 - 3 8 )  
Chapter 5: The Work of Hospital Consultants (pp39-46) 

Comment: 
This section indicates the principles that will be used to determine the nature of the 
hospital service into the 1990s. Having established in part 1 the general management of 
the NHS, part 2 seeks to delegate as much decision-making as possible to the local level. 



Now that general managcmcnt is cstablished, the Government Is taking 
the next logical steps by delegating as much decision-making as 
possible to the local level. Hospitals and other managcment units will 
be expected to carry more direct responsibility for running their affairs. 
This has implications for the role of the ccntrc and of Regional and 
District Health Authorities (RHAs and DHAs). It means giving 
hospitals greater control over, and better information about. their use 
of resources. (Chapter 2.) 

Hospitals will be able to opt for a new self-governing status while 
remaining in the NHS. Major acute hospitals are the obvious 
candidates but others may become self-governing in due course. 
(Chapter 3.) 

* At the same time, the Government wants to create more Incentives to 
better performance by changing the way in which hospitals are funded. 
At present, hospitals which offer the best value for money arc oficn 
not rewarded for doing so. Indeed, hospitals may be pcnaliseii for thcir 
efficiency if they succeed In treating more patients than, they had 
budgeted for. The Government intends lo reverse this situation by 
ensuring that money flows to those hospitals which treat most paticnts. 
(Chapter 4.) 

Delegation downwards must bc matched by accountability upwards. 
General managers are already formally accountahlc Cor the spending 
of their health authorities, but It Is hospital consultants whose decisions 
In practice determine how a hospital's resources arc used. It is 
therefore important to ensure that consultants arc given more 
responsibility for thcir use or resources. (Chapter 5.) 



I INTRODUCTION 1 

2.1 Sincc taking ollicc, much 01 ~ h c  Govcrnmcnt's policy has hccn aimcd 
at strcngthcning thc managcmcnl of thc hospital scrvicc and improving 
its pcrlormancc through tl~c bcttcr usc of rcsourccs. Thcsc cliangcs havc 
hclped to improvc cflicicncy throughout thc hospital scrvicc, and to 
gcncratc additional rcvcnuc from cash-rclcasi~ig cost improvcmcnts 
amounting to over f90() million a ycar by 1988-89. In addition, rcccipls 
lrom land salcs should cxcccd f 300 million this ycar. 

2.2 'ilc running of the hospital scrvicc cannot Iiowcvcr hc adminislcrcd in 
dctail from Whitehall hy Ministcrs o r  hy civil servants. The 

Govcrnmcnl's main task must bc to sct ;I national framcwork 01 
ohjcctivcs and priorities. Local managcmcnt must thcn hc allowcd to 
gct on with thc task of managing, whilc rcn~aining accountahlc lo thc 
ccntrc lor its dclivcry of thc Govcrnmcnt's ohjcctivcs. 

I DELEGATING RESPONSIBILfTY I 
Central managenlent of  the NIIS 

2.3 The NIIS will continue to bc lundcd by thc Govcrnmcnt mainly from 
tax revenues. Ministcrs must hc accountahlc lo Parliament and to thc 
public for thc spending of thcsc huge sums 01 moncy. Such 
accountability docs not mean that Ministcrs should hc involvcd in 
operational dccisions. On thc contrary, thcsc dccisions must bc takcn 
locally by operational units with Ministcrs being responsible for policy 
and strategy. 

2.4 The central managcmcnt of thc NHS must rcflcct this division 01 
rcsponsibilitics. The Govcrnmcnt proposes that responsibility for 
stratcgy will bc for an NHS Policy Board chaircd by thc Sccrclary of 
Statc for Health. Rcsponsibility lor all opcrational matters will bc for 
an NHS Managcment Exccutivc chaircd by a Chic1 Exccutivc. Thc 
Managcmcni Exccutivc will be accountable to thc Policy Board for the 
management 01 the NtIS wilhin the stratcgy and objcctivcs sct by thc 
Policy Board. 

2.5 The specific proposals arc: 

a new NHS Policy Board, chaired and appointed by the Sccrctary of 
State, will detcrminc the strategy, objcctives and financcs ofthc NHS 
in the light of Government policy, and will set objcctivcs for the NHS 
Managcment Executivc and monitor whether they arc satisfactorily 
achicvcd. It will rcplacc the former Hcalth Scrvicc Supervisory 
Board and will includc non-cxccutive members drawn from inside 
and outside the NHS. 

Thc NHS Managcmcnt Exccutivc will bc chaircd by the Chlcf 
Exccutivc and appointed by thc Sccrctary of Statc in consultation with 
Ihc Chicf Exccutivc. It will deal with all opcratinnal matters within 
thc stratcgy and objcctives set by thc Policy Board. 

Rcsponsibility for thc managcmcnl of family practitioner scrviccs 
will bc brought undcr the NHS Managcmcnt Exccutivc. Thc bcttcr 
lntcgration of  primary care and hospital scrvlccs is an important 
objccllve. 

2.6 Thc overall crfcct of thcsc changes will be to introduce for thc first timc 
a clcar and cffcctivc chain of managcment command running from 
Districts through Regions to the Chicf Exccutivc and from thcrc to the 
Sccrclary of Slate. 

The  role of Regions 

2.7 The NtIS Managcmcnt Executivc could not dircctly cxcrcisc cffcctive 
authority over the currcnt 190 District Hcalth Authoritics (DtIAs). 
Regional Health Authorilics (RHAs) will therefore continue to ensure 
that Govcrnmcnt policics arc properly carricd out within thcir Regions. 
To  bc cffcctive, lhey will nccd lo concentrate thcir cflorts on thcir 
csscnlial tasks. Thcsc includc setting pcrformancc criteria, monitoring 
thc pcrlormance of  the ticalth Scrvicc and cvaluating its clrcctivcncss. 
Thcy will have a key role to play in managing thc widcr programme of 
changes that arc sct out in this White Paper. 



In addition, RHAs have traditionally provided a range of opcrational 
and managcmcnt scrviccs. These includc distribution ccntrcs, 
ambulance scrviccs and blood transfusion scwiccs which could not bc 
provided economically in cvcry District. Thcy also include legal. 
information and managcmcnt scrviccs to Districts thcmsclvcs. 
Following the introduction of general  management and thc 
re-organisation of Regional hcadquartcrs, many RtlAs have rcvicwcd 
thc provision of thcse scrviccs. As a rcsult. somc scwiccs have already 
bccn streamlined, delegated to Districts or contracted out to the privatc 
scctor. 

Thcrc rcmains, howcvcr, a widc variation in thc sizc of each Rcgion's 
opcrations. 'The Govcrnmcnt bclicvcs that thcrc is still considcrabic 
scopc for reductions in the nwnbcr of staff dircctly cmploycd by RIfAs 
on thcsc opcrations. Thc NllS Management Exccutivc will therefore 
rcvicw thc provision of ail rcgionally managed scwices. It will approvc 
the rctention of services at the Rcgiotral lcvcl only if it is cost-cffcctivc 
to do so. As part of this excrcisc. Districts will hc asked whcthcr thcy 
can provide more of thcsc scrviccs thcmsclvcs or purchasc them from 
the privatc sector. 

The role 01 Districts and hospitals 

2.10 The Govcmmcnt also believcs that thcrc is furthcr scopc for dclcgating 
decision-making from DllAs to hospitals and their associated 
managcment units. Many large hospitals already havc a significant 
degree of self-determination. RHAs will be expected to satisfy 
themselves that, wherever possible, all DHAs delegate operational 
functions to their hospitals, taking account of the availability of staff in 
key disciplines and thc need to ensure that, overall, the management of 
services rcmains cost-effective. 

2.1 1 The Oovemmcnt's objective is to create an organisation in which those 
who are actually providing the services are also responsible for 
day-to-day decisions about operational matters. Like RHAs. DHAs can 
then concentrate on ensuring that the hcalth necds of the population for 
which thcy are responsible are met; that thcrc are effective scrviccs for 
the prevcntion and control of diseases and the promotion of hcalth; that 

their population has access to a comprehensive range of high quality, 
value for money services; and on selling targets for and monitoring the 
performance of those managcmcnt units for which thcy continue to have 
responsibility. The Government will expect authorities to provide 
themselves with the medical and nursing advice thcy will need if they 
are to undertake thcse tasks effectively, 

Better use of start  

2.12 One of the kcys lo successful managemcnt of  the NHS is  good 
management of people. Chapter 5 includes proposals for ensuring that 
consultants are involved in the management of hospitals and are given 
responsibility for the use of resources. But it is nurses who represent the 
largest single group of  professional staff in thc NHS and who are 
responsible for delivering direct patient care around the clock. 

2.13 There havc been many developments in recent years in the better use of 
nursing staff, but the Government believes that there is still scopc for 
more progrcss at local level. It has alrcady endorscd the need to provide 
better training for the non-professional support staff to nurses. As pan 
of  this initiative, local managers, in consultation with their professional 
colleagues, will be expected to re-examine all areas of work l o  idenlify 
the most cost-effective use of professional skills. This may involve a 
reappraisal of traditional patterns and practices. Examples include the 
extended role of  nurses to cover specific duties normally undertaken by 
junior doctors in areas of  high technology carc and in casually 
departments; the use of clerical rather than nursing staff in rcceptionist 
work; and making full use of midwives as recom'mcndcd in the rcports 
of the Maternity Services Advisory Committee. There is also scope for 
more cost-effective working in other professions, somc of which, such 
as physiotherapists, speech therapists and chiropodists, make little use 
of non-professional helpers. 



Belfer inforniation 

2.14 The Govcrnmcnt rccogniscs that managcrs and profcssional stall' necd 
better information if thcy arc to makc thc bcst use of thc rcsourccs that 
arc available to thcm. The NliS has madc considcrablc progrcss in 
dcvcloping bcrtcr information systcms in hospilnls, but thcrc rcmain 
some important limitations. In particular, therc is at present only a 
limited capacity to link informatic~n ahout thc diagnosis of paticills and 
the cost of Ircatmcnt. The Oovcrnmcr~t bclicvcs that the bcst way to 
rcmcdy this is by cxtcnding and accclcrating thc cxisting Rcsourcc 
Managcmcnt Initintivc (RMI), ll1is is intcntlcd to providc a complctc 
picturcofthc rcsourccs uscd in treating hospital paticnts. A key fcalurc 
of thc RMI is that doctors, nurscs and othcr profcssional staff havc much 
morc information a1 thcir fingcrtips ahoul thc carc their paticnts arc 
getting. Thcir involvcmcnt in thc dcvclopmcnt of thc RMI has also 
cnsurcd that the ncw systcms arc actively uscd for the bcncrit of 
palicnts. 

2.15 In ordcr to cncouragc further thc involvcmcnt of doctors and nurscs in 
managcmcnt, the Governmcr~t proposcs to implcmcnt thc RMI 
programme in England in two stagcs: 

during 1989. to cxtcnd preparation for thc RMI in up to 50 acutc 
hospital units, linked to improvcmcnls in thc coding of medical 
records and cxpcrimcnlalion in analysing activity data into case-mix 
groups. This stage is aimcd at producing activity data that can be 
uscd, for example, for medical audit purposes. 

starting latc in 1989, to cxtcnd the full RMI process to 20 acutc 
hospital units with thc aim of building up covcragc to 260 aculc units 
by the cnd or 1991-92. 

2.16 This is an ambitious timetable, but the Govcrnmcnl rcmalns committed 
to introducing modern information systcms to support both clinical and 
operational functions in hospitals. 

Pay flexlblllty 

2.17 In addition to giving managcrs thc tools with which lo managc. thc 
Government wants to give thcm greatcr control over the rcsourccs for 
which they arc rcsponsiblc. Pay accounts forovcr 70 per cent of all NHS 
cxpcnditurc. Gelling pay wrong can havc serious cffccts on cxpcnditure 
on thc onc hand, and on thc availability of staff on the othcr. 

2.18 Chaptcr 3 proposcs that NIW llospilal Trusts should bc frcc to scttlc thc 
pay of  lhcir staff. But the Govcrnmcnt's objcctivc throughout the 
Scrvicc IS progrcsslvcly to lntroducc grcatcr flcxihility. In ordcr to allow 
managcrs to rclalc pay raws lo local labour markcts and to reward 
individual pcrfomancc. 

2.19 Until rcccntly, thcrc has heen no gcograpllfcal variation of pay (othcr 
than London wcighting) for NllS staff. Thc Nurses Pay Rcview Body, 
in its 1988 rcport, rccommcndcd London supplcmcnts to bc paid in 
addition to London wcighting to nurscs and thc professions allicd to 

mcdicinc, and thesc were introduced from 1 April 1988. Thc 
Govcrnmcnt has now asked the Rcvicw Body to acccpt thc case for morc 
local discretionary payments to nurscs lo help with particular local staff 
shortages and nursc managcmcnt problcms. 

2.20 Thc pcrformancc pay arrangcmcnls which apply lo gcncral manhgcrs and 
othcr top managcrs are k i n g  cxlcndcd to senior and middlc managers 
Iowcr down thc scale. Thc cxlcndcd arrangcmcnts, unlikc thc original 
oncs, includc an cxplicit local flexibility clcmcnt for posts at thcsc 
Icvcls, so that managcrs can react to local rccrultmcnt problcms. 

2.21 Ncgoiiations arc already undcr way to introducc flcxibility into thc 
administrative and clcrical pay scales. This will bc based on a national 
pay spinc, but will allow local discretion to take account of markct 
conditions. 

Conditions of service 

2.22 Thc Govcrnmcnt also wants to give local managcrs grcatcr flcxihility to 
dctcminc thc conditions of scrvicc of NHS staff. This will enable thcm 



to devise employment packages that arc most suited to local needs. At 
present, conditions of service are determined mainly by national 
negotiations in the Whitley Councils. An internal review of conditions 
of service by the Department of tlealth is nearing completion. 

Capital 

2.23 Managers should also bc ablc to make the most efficient Use of their 
physical resources. Capital in the NHS has been treated for the most 
part as a nrtcc good". Once an investment has hccn made. whcthcr in 
land, buildings or equipment, no further rcvcnuc chargcs arise from the 
continuing ~~scof thesc  capital assets. This can lead to inefficiency such 
as the under-utilisation of asscts, and may also mean that capital costs 
are not fully taken into account whcn. for example. comparisons of cost 
and performance arc made between diffcrcnt pans of the NHS. or with 
the private sector. 

2.24 The Government proposes to introduce a new system of charging for 
capital in the NHS. From April 1991. health authorities will he charged 
for the use of their existing capital assets and any new capital 
investment. The chargcs will be set to cover thc costs of interest and 
depreciation. Revenue allocations from Regions to Districts will be 
increased to cover the initial cost of the charges. Future capital 
investment will incur additional charges. The capital charging and 
funding system will be designed so that there is no net increase in public 
expenditure in the NHS and no reductions in the funds available for 
patient scrvices. The charging system will provide a strong incentive for 
every authority to use Its assets efficiently and to invest wisely. It will 
also place NHS hospitals on a more level footing with private hospitals. 
which have to meet the costs of capital on a normal, commercial basis. 
The Secretary of State will publish shortly a working paper which will 
set out the detail of how the capital charging scheme will be 
implemented, as a basis for discussion with interested parties. 

2.25 Funds for.capita1 investment will continue to be financed by the 
Exchequer and , except for NHS Hospital Trusts, will be allocated by 
RHAs from within an overall capital programme. There will therefore 

continue to be strategic oversight o r  capital planning, within an overall 
cash limit. But the capital charging scheme will ensure that managers 
are given clear financial signals when taking decisions on capital 
deployment. 

2.26 There are opportunities for health authorities to derive income and large 
capital sums from property which is surplus to requirements. There i s  
lillle experience in the NHS of undcrtaking,complex and specialised 
property transactions. Indeed. health aulhorities may only encounter this 
occasionally. In order to assist them in this, the NHS will in future be 
ablc to call on the advice of a central group of professionals, including 
members drawn from the private sector with Ihe necessary property. 
financial and legal expertise. 

2.27 The aovernment also intends to delegate more decisions about  
individual capital schemes. The expenditure limits above which projects 
have to be referred centrally for approval will therefore be increased. 
Prom now on only schemes with a capital cost of over f lOm (previously 
f Sm) will be referred to the Department of Health for approval. Of these. 
only those over £Ism (previously f IOm) will be referred lo the Treasury. 
These increases will be a welcome step forward in speeding u p  
inveslmenl approvals and giving health service managers greater 
freedom over key resource decisions. 

I 

Private capital 

2.28 As health authorities become more business-like in their approach to the 
provision of services, and.10 the use of the resources at their disposal, 
they are increasingly looking at the scopc for involving the private 
sector. Examples include joint ventures where the NHS provides land 
and a developer puts up a building, or where a major service is contracted 
out to the private sector. There may also be opportunities for an 
authority to work with a private developer to achieve a net saving. The 
Government is determined to encourage these schemes whcnever they 
are consistent with value for money and the proper control of public 
expenditure. 



[ INDEPENDENT AUDIT " : . 
. . .  .) . I  . . '  . 

2.29 To assist in the aim ofachicving bctter valuc for moncy. the Govcmmcnl 
intends also to make changes in Ihc arrangcmcnls for audit. At prcscnt. 
the statutory cxtcmal audit of the accounts or the hcalth authorities and 
Family Practitioner ~ommit tccs  (FPCs) is carricd out hy the Health 
Dcparlmcnls. The Govcmmcnl's ohjcctivc is that thcrc should he motc 
commitment to value for moncy studies, which would covcr a widct 
range of  NHS activity, by an audit hody that is  demonstrably 
indcpcndcnt of the health authnritics mid FITCs, and or  the ikalth 
Departments. 

2.30 Accordingly, the Govcrnmcnt proposcs to transfer responsibility for thc 
statutory cxtcrnal audit in England and Walcs to an indcpcndcnl body. 
the ~ u d i t   omm mission. Thc Audit Commission is currclitly rcsponsiblc 
[or the audit of local authoritics in England and Walcs; thcsc audits arc 
carried out by a mixture of thc Commission's own staff and private 

sector firms. The Commission has considerabic cxpcricncc and 
cxpertisc in arcas of work closcly related to the Hcalth S c ~ i c c .  In 
particular, it is accustomed to working in multi-disciplinary teams with 
professionals looking at the professional aspects of scrviccs. This will 
mean the involvement of indcpcndcnt professionals in audit work and 
will be an important part of the Commission's ncw rolc in the Health 
service. 

2.31 Thc Local Government and Housing Bill to be published soon after lhis 
White Paper will include a provision which will enable the Audit 
Cofnmission lo undertake audit in thc NHS under authority of the 
Secretary of Statc. This will dcvciop thc experience of the Audit 
Commission, and enable its staff to start to work with thc officials in 
the Department of Health and Wclsh Office who arc currently 
responsible for NHS audit. The Government intends to bring forward 
further legislation formally establishing the Audit Commission as the 
body responsible for the external audit of health authoritics and othcr 
NHS bodies in England and Wales which arc at prcscnt audited by the 
Department of Health and the Wclsh Offlcc. In this capacity. it would 
report to the appropriate Secretary of Statc. It is also likely that the bulk 

of staff of the Present NHS statutory audit service, who are ~ i ~ i l  
SCrvanh and MPIOYCCS Of h e  Dcpanment of Hcalth a d  Welsh Office, 

will I r a n s f ~ r  10 the * ~ d i t  Commission. tn this way there be 
continuity of expertise in the audit of  chc N~IS,  

2-12 The rcs~onsibilities of the Audit Commission wilt cover the full range 
ofoganisations within the NHS as they dcvclop. including the proposed 
NHS HosplIal T r t m  and Gp practice budgctr  It will provldc 
indepndcnt source of advice 10 Minjstcrs. Its r c p ~ n .  will be published 
~ n d c r  t h  aulhority of the Sccrctarics of  Scatc ror ~ c a ~ t h  and for wales, 
and will be made available to Parliament and the public. 



( INTRODUCTION 1 

3.1 This chapter sets out the Government's proposals for enabling as many 

hospitals as are willing and able to do so to run their own affairs. whilst 
remaining in the NHS. 

3.2 The Government expects that major acutc hospitals will be the most 

suitable candidates for its proposals, but othcr hospitals may also come 
within their scopc. Thcre arc currcntly over 320 major acute hospitals in 
the UK - "major" defined as having more than 250 beds. These arc 
substantial enterprises. Even the smallest of the managcmcnt units which 
currcntly run these hospitals may have rcvcnuc budgets in cxcess o f f  10 
million a year. The largest may have budgets in excess of E50 million. 
Some of  these hospitals already have substantial responsibilities 
delegated to them for running their own affairs. The Government intends 
to take this process much further by providing for a full, self-governing 
status for hospitals. 

3.3 The Government believes that self-government for hospitals will 

encourage a stronger sense of local ownership and pridc, building on the 
enormous fund of goodwill that exists in local communities. It will 
stimulate the commitment and harncss the skills of those who are directly 
responsible for providing services. Supported by a funding system in 
which successfui hospitals can flourish. it will encourage local initiative 
and greater competition. All this in turn will ensure a better deal for the 
public, improving the choice and quality of the services offered and the 
efficiency with which those services are delivered. 

1 NHS HOSPITAL TRUSTS 
I I 

3.4 The powers and responsibilities of each self-governing hospital will need 
to be formally vested in a new and separate legal body, to be known as an 
NHS Hospital Trust. Each NHS Hospital Trust will be run by a board of 
directors. The Government will bring forward.legislation enabling the 
Secretary of State to establish NHS Hospital Trusts and to appoint thelr 

boards. The Government proposes that the board of directors of an NHS 
Hospital Trust should be constituted as follows: 

Thcre will be a balanced number of  executive and non-executive 
directors and, in addition, a non-executive chairman. 

No board will have more than ten directors, excluding the chairman. 

The chairman will be appointed by the Secretary of State. 

Of the non-executive directors at least two will be drawn from the local 
community, for example from hospital Leagues of Friends and similar 
organisations. These two "community" directors will be appointed by 
the Regional Health Authority (RHA). The remainlng non-executive 
dircctors will be appointed by the Secretary of State after consulting 
the chairman. All the non-executive directors will be chosen for the 
contribution they personally can make to the effective management of 
the hospital and no1 for any interest group which they might represent. 
None will be an employee of a health authority or  hospital, of a trade 
union with members who work in the NHS, or  of a major contractor or 
other hospital supplier. For teaching hospitals, the non-exccutfve 
directors will need to include someone drawn from the relevant 
medical school. 

I 

I 

The executive directors will include thc general manager of the 
hospital, a medical director, the senior nurse manager and a finance 
director. They will be full members ofthe board. The general manager 
will be appointed by the non-executive directors, and the other 
executive directors by the non-executive directors acting with the 
general manager. 

3.5 NHS Hospital Trusts will be empowered by statute to employ stafT: to 
enter into contracts both to provide services and to buy in scrviccs and 
supplies from others: and to raise income within the scope set by the 
Health and Medicines Act 1988. 



An NIIS HospitalTrust will cam its rcvcnuc from the scrviccs it providcs. 
The main source of rcvcnuc will be from contracts with hcalth authoritics 
for the provision of scrviccs to thcir rcsidcnts. Othcr contracts and 
rcvcnuc will comc from OP practices with thcir own NHS budgcts, privalc 
paticnts or thcir insurancc companies, privatc hospitals, cmploycrs and, 
pcrhaps, other NHS Ilospital Trusts. This form of funding will be a 
stimulus to better pcrfonnancc. Thcrc will bc an opportunity to financc 
improved and expanded scrviccs bccausc the money will flow to whcrc 
thc paticnts arc going. Hospitals which provc more popular with OPs and 
paticnts will attract a largcr sharc of Nt1S and othcr resources availablc 
for hospital scrviccs. A successful hospital will thcn be ablc lo invcst in 
providing still more and bcttcr scrviccs. 

Contracts will nccd to spell out clcafly what is rcquircd of cach hospital 
in tcrms of the price, quality and naturc of service to bc provided. A 
hospital which fails to mcct the tcrms of a contract will risk losing paticnts 
and revcnuc. The arrangcmcnts set out in chapter 4 will cnsurc that 
paticnts who arc in nccd of urgcnt trcatmcnt arc not turncd away from a 
hospital simply bccausc thcir trcatmcnt is not. or may not be, covered by 
a contract with that hospital. Of course thcrc will be no qucstion of 
paticnts who need urgcnt treatment being dcnicd it. 

Health authority funding will continuc to hc cash-limited, and this will 
place authoritics under a strong inccntivc to secure value for moncy 
through thcir contracts. Performance-rclatcd contracts of cmploymcnt 
will similarly provide strong inccntivcs for hospital managers to improve 
the quantity and quality of the scrviccs on offer. Compclition with othcr 
hospitals, whcre it is cftectivc, should also constrain costs. 

Each Health Department's Accounting Officer will have an ovcrall 
responsibility for the stcwardship of public funds by NHS Hospital Trusts. 
The Secretary of State will nccd specific poweIs for use in rescrve to 
prcvcnt any NHS Hospital Trust with anything near to a local monopoly 

of scrvicc provision from exploiting its position, for cxamplc by charging 
unrcasonably high prices for its scrviccs. 

3.10 The Govcmmcnt proposcs to givc NHS Hospital Trusts a rangc ofpowcrs 
and frccdoms which arc not, and will not bc, available to health aulhoritics 
gcncrally. Grcatcr ftccdom will stimulate grcatcr cntcrprisc and 

commilmcnt, which will in turn improve scrvices for paticnts. NHS 
flospital Trusts will be a novel part of a systcm of hospital carc alongside 
hcalth authority-managcd and privalc scctor hospitals, and will increase 
the rangc of  choice availablc to pallcnts and thcir GPs. 

Employment of staff 

3.11 Thc Govcmmcnt intends that NflS Hospital Trusts should bc frcc to 
cmploy whatcvcr and howcvcr many staffthey consider ncccssary, cxccpt 
that junior doctors' posts will continue to nccd the approval of the rclevant 

Royal Collcgc for training purposes. Thc Govcrnmcnt sees it as  
particularly important that Trusts should cmploy thcir own consultants. 
Whcrc consultants also work for other NHS hospitals o r  in the privatc 
scclor, a Trust will nccd to cmploy thcm on a part-tlme basis cpnsistcnt 
with thcir commitmcnt to the Trust's hospital. 

3.12 The Govcmment also Intends that NHS Hospital Trusts should be free to 
scltlc thc pay and conditions of their staff, including doctors, nurses and 
others covcrcd by national pay rcvicw bodics. Subjeci to thcir contractual 
obligations, NflS tlospltal Trusts will be frcc cithcr to continue to follow 
national pay agrecmcnts o r  to  adopt partly or  wholly diffcrcnt 
arrangcrncnts. 

Ownership of assels 

3.13 NHS Hospital Trusts will bc constituted as public corporations. Each 
hospital's asscts will be veatcd in its Trust, as follows: 



TheTrust will be free to use the hospital's asscts to providc hcalth care. 
. in accordance with stated purposes laid down by the Secretary of Stale 

when self-governing status is granted. 

TheTrust will be frce to dispose of its asscts. subjcct only to a reserve 
power for the Secretary of Statc to intervene if a disposal would be 
against the public interest. 

When It is established, the Trust will be given an interest-bearing debt 
equal to the valuc of its initial assets. The effect of these and othcr 
arrangements for servicing capital will he consistent with that of the 
ncw capital charging system proposed lor NHS hospitals generally in 
chapter 2. 

The Trust will be frce to rctain surpiuses and to build up reserves with 
which to improve services and finance invcstmcnt. It will also be frce 
to manage any temporary deficits. 

The Trust's operations will be subjcct to independent audit by the 
Audit Commission in accordance with the proposals in chapter 2. The 
National Audit Office will have right of access to papers relating lo 
the accounts and audit of NHS Hospital Trusts, and will be able to 
include them in their valuc for money studies. 

The hospital's assets will revert to the owncrship of the Secretary of 
State if for any reason the Trust is wound up. 

Borrowing powers 

3.14 NHS Hospital Tmsts wilt be free to borrow, either from the Government 
or from the private sector, subject to an overall annual financing limit. 
The Government will seek limited reserve powers for the Secretary of  
State to use if this freedom is bcing abused o r  if a Trust is getting into 
difficulties. The annual financing limit will be set each year by the 
Secretary of State following the OovcrnmeW's Public Expenditure 
Survey. Borrowing from the Government will be from funds voted by 

Parliament. NHS Hospital Trusts will have to service thcir loans from 
thcir income, just as other NHS hospitals will be charged for thcir capital. 

3 .  The Govcrnmcnt will lay down a simple, flexible process for establishing 
an NHS Hospital Trust. It will be open to a variety of interests either to 
hitiale the process or to respond to any initiative takcn by the Sccrctary 
of Statc. Thcsc interests could include the District llcalth Authority 
(DHA), thc hospital managcmcnt team, a group of  stall', or people from 
thc local community who arc active in the hospital's support. 

3.16 Thc Govcrnmcnt is not proposing a rigid definition 01 what a "hospital" 
should bc for the purposes of sclf-government. For cxarnplc, it will oftcn 
be sensible for a hospital to retain its existing obligations to run a range 
of community-based sctviccs. Similarly, ncighbouring hospitals may 
want to combine into a single management unit. 

3.17 Hospitals will have to meet only a few essential conditions lo achieve 
sclf-govcming status. Thcrc will bc two main criteria. First, managcmcnt 
must have demonstrated the skills and capacity to run the (lospital, 
including strong and cffcctivc leadership, sufticicnt f i n a d ~ i a l  and 
pcrsonnci managemcnt expertise and adequate information systems, 
Second, scnior profcssionai staff, especially consultants, must be 
involved in the managcmcnt of the hospital. The Sccrctary of Statc will 
nccd to satlsfy himself that self-governing status is not simply bcing 
sought as an alternative to an unpalatable but necessary closurc. The NHS 
must not be obliged to retain hospitals which arc redundant to its nccds. 

3.18 The Government will look to RHAs to play an activc part in guidinb and 
supporting hospitals which can bc expected to meel these critcria and arc 
interested in achieving sclCgovcrnmcnt. In each case, the Sccrctary of 
S,Mc will nccd to satisfy himself at an early stagc that there i s  a good 
Prospcct of being able to approve the creation of  a new NlfS Ilospital 



Trust. With the advice of the RHA, he will also necd lo identify a 
"shadow" chairman who can act for thc hospital in preparing the ground. 

3.19 NHS Hospital Trusts must also continue to provide cssenlial core services 
to the local population, including accidcnt and emergency facilities, 
where no alternative provision exists. RIlAs will nccd to cnsurc that this 
is so when submitting and advising on a formal application to the 
Secretary of State. They will also nccd to cnsurc that the proposal to seck 
self-govcrning status is given adequatc publicity locally. 

3.20 The establishment of NfIS llospital Trusts will mean a subslantial change 
in the rcsponsibilitics of the DIi As which were previously responsible for 
their management. As morc and more proposals for establishing NHS 
Hospital Trusts come forward, RIIAs will necd to consider the viability 
of existing DHAs and thc possibility of  sensible mergers with 
neighbouring Districts. Larger Districts might eventually bccome 
candidates for mergers with Family Practitioner Committees. 

3.21 The Government believes that NHS Hospital Trusts have a major role to 
play in improving services to paticnts. It will therefore encourage as 
many major acute hospitals as possible to seek self-governing status. The 
Government's aim is to establish a substantial number of Trusts with 
effect from April 1991, in the wake of the necessary legislation. The 
experience gained will then inform the process of establishing more 
Trusts in later years. The Secrctary of State will be issuing shortly a 
working paper which will se t  ou t  in more detai l  the scope of 
self-governing status and proposals for Implementing it, as a basis for 
discussion with interested parties. 

3.22 The Oovernment and RHAs will identify suitable early candidates for 
self-government and encourage them to  seek and prepare for 
self-governing status. The aim will be to ensure that the hospitals 
concerned make pmductive use of the next two years by building up their 

capacity to run their own affairs effectively and by securing the maxlmum 
devolu t ion  o f  management  respons ib i l i ty  from the i r  DHAs. 
Self-government will lhcn be - as it should he - a natural step forward 
from devolved management within the present structure. 



FUNDING 
HOSPITAL 
SERVICES 1 

I INTRODUCTION 1 

4.1 Hospital scrviccs must bc fundcd in  a way which cncouragcs morc chnicc 

and morc value lor moncy. 

4.2 Chnptcrs 2 and 3 of this Whitc Papcr sct out tllc Govcrn~ncnt's proposals 

fordelegating to hospitnls thcmsclvcs t l ~c  main, opcrational rcsponsihility 
for providing hospital scrviccs. At the momcnt. IXstrict l lcalth 

Authnritics (DHAs) providc thosc scrviccs and arc rundcd to do so. 7'hc 
Governmcnt hclicvcs that thc primary task o f  cach DHA should bc to 
sccurc tlic bcst and most cost-cffcctivc scrviccs i t  can rnr its palicnts. 
whclhcror not thosc scrviccs arc providcd by ~ h c  District's own hospitals. 
This in turn implics that hcalth authnritics should bc lundcd for the 
population thcy scrvc. and not Cor thc scrviccs thcy providc. 

4.3 Similarly, thc Govcrnmcnt bclicvcs that N l iS  hospitals should bc Crcc to 
orrcr thcir scrviccs to thcir own Districts and to other Districts in a way 
which enahlcs thcm to attract thc funds thcy nccd in linc with Ihc work 
they are asked to do. This means that hospitals should be rundcd more 
directly for the volume and quality of thc scrviccs thcy providc. At 
prcsent, a hospital which bccomcs morc crricicnt and could trcal morc 
paticnts may be prevented from doing so by thc budgct imposcd on it. 
Anothcr, which is doing less work and operating at lowcr lcvcls o f  
efficiency, may still be funded at thc same Icvcl. The Oovernmcnl is 
determined to change this by making i t  possihlc for thc moncy available 
to treat paticnts to move morc freely to the hospitals which offer paticnts 
the best scrvicc and the best value for rnoncy. 

[ NNDINO HEALTH AUTHORITIES 1 

The present system 

4.4 Since 1977. moncy has bccn allocated to Regional llealth Authorities 

(RHAs) on the basis or a formula which sceks to identify the hcalth care 
nccds of cach Rcgion's population. The formula Is known as RAWP 

(Rcsource Allocation Working Party). Each ycar. when making financial 
allocations to Regions, the Governmcnt decides how far actual allocations 
should move towards the targel shares indicated by the formula. Whcn 
the formula was introduced Regions wcrc on average ovcr cighl p r  ccnt 
away from thcir RAWP targets, with a range from 11 p r  ccnt bclow to 
15 per cent above. Now 11 or the 14 arc within three pcr ccnt. 

RHAs tend to vary i n  the extent lo which thcy rely on the RAWP tonnula 
when allocating funds to Districts. I n  recent years, growth money has 
usually been allocated on the basis o f  planncd scrvicc dcvclopmcnts - for 
example, lo cnablc a new hospital to open - rathcr than by  a simple 
application o f  the formula. 

Thc undcsirablc result o f  the present system is that thcrc is  no dircct 
relationship bctwccn the amount of moncy a District is allocated and the 
number of paticnts its hospitals are treating. This is partly bccausc thc 
movement o f  paticnts across Regional boundaries is  rcRcctcd only 
rclrospcclively i n  thc formula, and bccausc the rcsulting changcs affcct 
only target, not actual. allocations. Allocations to Districts also reflect 
historical patterns o f  scrvlce use and pay insufficient regard to varying 
levels or  efficiency and performance. This confusing pattcm is often the 
cause o f  local linancial problcms within a scrvicc whosc total resources 
have bcen rising rapidly. 

\ 

A new approach 

The Governmcnt proposes to simplify and improve the arrangements for 
allocating funds to RHAs and DIIAs. The underlying piinclplcs to be 
applied arc the same i n  both cases. Thc Governmcnt rccognises thc nccd 
for a tran~ltlonal period, which wil l  bc longcr a1 District than at Rcgional 
Icvcl. 

Allocations lo  Rl lAs  

RIlAs wi l l  be fundcd on a capitation basis, weighted to reflect the hcalth 
and age distribution o f  the population, including the numbcr o f  elderly 
pcople, and the rclativc costs of providing serviccs. Thc Thamcs Regions 
wi l l  reccivc a slightly higher lcvcl or funding than Ihc rest - some three 



pcr ccnt highcr pcr hcad of population - to rcflcct the highcr costs of and 
demands on scrviccs in thc capital in  particular. Thc Govcmmcnt aims 
to movc to this new systcm ovcr a two ycar pcriod, starling in  April 1990. 
Thcrc wil l  be no scparatc "targcts": thc change to wcightcd capitation wil l  
bring actual allocations into linc with a rcviscd and simplilicd basis o l  
funding. 

4.9 From April 1990 allocations wil l  hc hascd on cach Rcgion's rcsidcnt 
population. Rcgions will then pay cach othcr directly, and thcrclorc morc 
quickly and in lull, for the work they do for othcr Rcgions - so-called 
"cross-boundary flows". RIiAs wil l  bc askcd to agrcc thc cost of thcsc 
flows so that direct paymcnt can start in 1990-9 1, initially hy agrccd cash 
limit adjustmcnls until thc Govcrnmcnt has obtained thc powcrs nccdcd 
to cnablc hcalth authorilics to chsrgc each othcr. 

4.10 Thc arrangcmenls dcscribcd in paragraphs 4.8-4.9 wi l l  rcpli~cc thc use o l  
the RAWP formula. The RAWP systcm has provcd a usclul method of 
producing a bcttcr distribution o f  rcsourccs nationally. But the 

Govcmmcnt has applicd i t  ovcr thc ycars to such cffcct that thc major 
differences havc gone and it is no longcr ncccssary. I t  would steadily 
bccomc an acadcmic cxcrcisc to try to gct all Rcgions cvcr closcr to 
complicated, cvcr-changing targcts. Thc Govcrnmcnt intends to movc on 
from RAWP to a sirnplcr and morc prcdictablc approach. Weighted 

capitation will bc a fair and casy to understand systcm for providing hcalth 
authoritics with thc means to buy thc bcst possiblc scrvicc lor patients in  
evcry part o f  thc country. 

4.11 At prcscnt Districts arc fundcd mainly according to whcrc hospitals 
happen to be locatcd. In futurc, like Rcglons. they wi l l  bc fundcd for thcir 
rcsidcnt populations. Districts wil l  pay dircctly for the scrviccs provided 
for thclr paticnts by hospitals in  olhcr Districts. The lransilion wil l  takc 
longcr than at Regional Icvcl, and wi l l  dcpcnd on improving local 
information about population, the movcmcnt o f  p l i cn ts  and thc costs of , 

different treatments. The Oovcmmcnt cxpccts somc DHAs to bc in  a 
position to pay cach othcr dircctly from April 1991. Other authoritics, 

drawing on the experience gained, wil l  be expected to lollow suit i n  the 
ncxt ycar. 

4.12 Even alter adjusting for cross-boundary flows, therc arc significant 
dillcrcnces between current District allocations and an approach bascd on 
wcightcd capitation. Rcsidcnts i n  Districts with morc hospital services 
lcnd lo  use them morc than pcoplc with fewer local racilitics. Difkrcnccs 
in  the quality o f  general practice or community-bascd scrviccs locally can 
also affcct the use o f  hospital services and their cost. Districts w i l l  i n  due 
coursc be funded on broadly the samc bask as Rcgions. but the 
Oovcrnmcnt rccogniscs that to do so lo  the samc timctablc would i n  somc 
cascs involve suddcn and substantial changcs in  thc money available to 
buy services for cach population. Such changcs musl be carefully 
managed over a transitional p r i o d  as the overall lcvcl o f  rcsources grows. 
The Govcmmcnt w i l l  discuss with RHAs thc dctailcd implcmcntation of  
thcsc proposals. 

1 FUNDING HOSPITAL SERVICES 1 : ., , I 
4.13 Thc prcscnt syslcm of  funding offers only limitcd inccntivcs fof hospitals 

to satisfy the nceds and preferences o f  patients or to takc on .additional 
work by improving productivity. I n  futurc, each DHA's duty w i l l  bc to 
buy the best scrvicc i t  can from its own hospitals, from othcr authoritics' 
hospitals, from self-governing hospitals or from thc privatc sector. 
Hospitals for their part w i l l  have to satisfy Districts that they are 
dclivcring the best and most efficient scrvicc. They wi l l  bc free to offcr 
thcir scrviccs to different hcalth authorities. 

4.14 The following paragraphs outline how this approach wi l l  work. Thc 
Secretary o f  State for Health wi l l  publish shortly a working papcr which 
wi l l  set out thc detail o f  how thc changcs rcquircd wi l l  hc implcmcnrcd, 
as a basis for discussion with intcrcstcd partics. 



"Core" services 

4.15 There are many services to which paticnts nccd guaranteed local acccss. 
These "core" services can be divided into fivc broad catcgorics: 

accident and emergency (A and E) dcpartmcntr; 

immcdiatc admissions to hospital from an A and E dcpartmcnl, 
including a significant proportion of gcncral surgcry; 

othcr immcdiatc admissions, such as most gcncral medicine and many 
hospital geriatric and psychiatric scrviccs; 

out-patient and othcr support scrviccs which arc needed in support of 
the first thrcc categories, either on site or immediately available; 

public hcalth, community-based scrvices and otlicr hospital scrviccs 
which nccd to bc providcd on a local basis. eithcr as  a mattcr of policy 
- forexamplc, scrviccs for elderly or mentally ill pcople -or  on grounds 
of practicability - for example, district nursing and health visiting. 

4.16 Where core scrvices arc provided by a hospital which continues to be 
managed directly by its DHA, thcy will be Funded through a management 
budget. Management budgets will enable DHAs to set clear targcts for 
the quantity and quality of thc hospital's scrviccs, and to assess the 
hospital's performance against these targets. As better cost information 
becomes available, Districts will bc ablc to refine and improve their 
targct-setting and monitoring. 

4.17 Alternatively, it will be possible for all or some of these core services to 
be bought by a District from an NZIS Hospital Trust, or from a directly 
managed hospital in a neighbouring District, undcr an annually negotiated 
contract. Under this arrangement, hospitals will provide an agrccd range 
of scrvices, f0r.a fixcd paymcnt, to all patients from the buying District 
who are referred or admitted. 

4.18 The emergency services provided by a hospital will of course always be 
available immediately. without any question as to where the money is 

coming from. The Govcmment will dcvclop and implcmcnt its proposals 
in a way which cnsutes that thc costs of emergency scrvices and those 
requiring immediate admission to hospital can bc met For every patient 
who needs them, irrcspcctive of whcthcr the patient is resident in a 
District which has a contract with the hospital. 

Other services 

4.19 Where paticnts and thcir GPs have time to choosc when and where to scck 
hospital treatment, Districts will be ablc to buy services in a more flexible 
way. There are broadly thrcc catcgorics of such scrviccs: 

thosc which most Districts provide but for which paticnts may he 
prepared lo travcl if a bcttcr setvice is available clscwhcrc. These are 
mainly surgical opcralions, such as hernias and hip rcplaccmcnts. 
which make up the bulk of waiting lists. 

thosc not provided In every District, such as car, nose and throal 
(ENT), ophthalmology and oral surgery; 

other scrviccs for which patients may wish to choosc the location, lor 
examplc some long-stay care for elderly people. 

I 

4.20 Most of thcse scrviccs will be providcd under a contract which~spcci~ies 
a minimum and maximum number of cases to be treated. An initial 
paymcnt would cover the minimum volume of work. with extra cases paid 
Tor as thcy arise, up to the specified maximum. The minimum paymcnt 
assures the hospital of a contribution towards its fixcd costs. This 
arrangement will apply lo most in-patient and day casc treatment within 
the scrvices described In paragraph 4.19. 

4-21 DHAs will want to keep a relatively small sum for buyin; services case 
by casc, at a price quoted by a hospital. This opens up the scdpc for 
buying scrvices at marginal cost as hospitals scck to -use any spare 
capacity. 

4.22 DHAs will be expected to use thcse new arrangements to offcr morc 
choice to paticnts. The range of choice available locally' will dcpcnd in 





training or research itsclf. Othcr costs arisc from thc impact of training 
or research nceds on service costs. 

4.30 Thc Govcrnmcnt is firmly commiucd to maintaining the quality of 
medical cducation and research. It rccogniscs the complexity and spccial 
nccds of these areas, llcalth authorities involvcd in mcdical cducalion 
incur additional costs which will continue to hc rcflcctcd in  thc new 
funding arrangcmcnls through an improved "scrvicc incrcmcnl for 
teaching" (SIFT). The Govcrnmcrrt has sct up all inter-dcpartmcntal 
Stccring Group on Undcrgraduatc Mcdical and Dental Education to 
examine thc spccial problcms of providing for mcdic;~l education. 'rhc 
Group wil l  devclop its work. and makc recornmcndntions in  the light of 
thc proposals in this While Papcr. Thc Govcrnmcnt wil l  discuss with 
R11As and others conccrncd how hcst to cnsurc that othcr costs associated 
with training and rcscarch arc also mct without putting one hospital at an 
unfair disadvantage by comparison with anothcr. 

5.1 The NHS employs over 48.000 hospital doctors, o f  whom nearly 17,000 
arc consultants. The reforms proposcd by the Government i n  this White 
Papcr wil l  makc i t  easier for consultants and their colleagues to get on 
with thc job o f  treating paticnts. The greater autonomy for hospitals 
proposcd i n  chapters 2 and 3 w i l l  rcmovc.unncccssary central and 
Rcgional controls. The new funding arrangcmcnts sct out i n  chaptcr 4 
wi l l  steer resources to those consultants best ahlc to providc a good quality 
scrvicc and to trcat more patients. The expansion o f  the resource 
management initiative outlined in chaptcr 2 wi l l  give them budgetary and 
information syslcms more scnsltively tuned to mcdical nceds. 

5.2 Thc dccisions taken by consultants arc critical to the way i n  whlch thc 
moncy availablc for the Nl tS is uscd. I t  is thcrcfore important to cnsurc 
that consultants are properly accountable for the conscqucnccs o f  these 
decisions. This chaptcr sets out the Government's proposals for striking 
a proper balance between two legitimate pressures, both o f  which arc 
focuscd on patients' interests: the professional responsibilities and 
rewards of the individual consultant; and the responsibility o f  managers 
to cnsurc that the moncy available for hospitals buys the best, possible 
s e ~ i c c  for patients. 

i 

5.3 A patient's primary concern, of course, is to bc given a correct diagnosis 
and then to receive thc bcst possible treatment. Within the ncxt two ycars, 
thc Govcmmcnt would l ike to see all hospital doctors taking part i n  what 
doctors thcmselvcs have come to call "medical audit",. a systcma!ic, 
critical analysis of the quality o f  mcdical care, including thc procedures 
uscd for diagnosis and treatmcnt. the use or resources, and the resulting 
outcome for thc paticnt. 

5.4 Mcdical audit i s  essentially a professional matter. I t  is a means o f  
ensuring, through pccr review o f  mcdical practice, that thc quality o f  



mcdicai work meets acccptahlc standards. It ncccssarily rcquircs both 
spccialiscd knowlcdgc of currcnt medical practicc and access lo adcquatc 
mcdical rccords. 

5.5 Medical audit must hc dcvciopcd and irnplcrncntcd with carc. Mcdicinc 
is an incxact scicncc, oftcn lacking gcncraliy acccptcd mcasurcs of thc 
bcncfits to patients from diffcrcnt tcchniqucs and scrviccs. Mcdical audit 
must not discourage doctors from taking on difficult hut csscntial clinical 
work. 

5.6 The Govcmmcnt wclcomcs the initiatives which thc mcdical profcssion 
is alrcady taking, both nationally and locally, lo foster thc dcvclopmcnt 
of mcdicai audit, and aims to work with thc profcssion to build on what 
has been achieved. For cxample. thc Sccrctary of Statc for Hcalth has 
asked the statutory Standing Mcdical Advisory Committee to considcr and 
report on how the quality of mcdical carc can best hc improvcd by mcans 
of mcdical audit, and on thc dcvclopmcnt of indicators of clinical 
outcome. Thc Govcmmcnt will also cncouragc all thc Royal Collcgcs lo 
makc participation in mcdical audit a condition of a hospital unit bcing 
allowed to train junior doctors. 

5.7 Managemcnl too hasa rcsponsihility to cnsurc that mcdical audit bccomcs 
firmly established, especially at local Icvcl. Thc Secretary of Stalc will 
publish shortly a working paper which will set out the detail of how an 
effective ftamcwork for mcdical audit might bc implcmcntcd, as a basis 
for discussion with intcrcstcd parties. The Government's aim is to securc 
such a framework in all NHS hospitals, including self-governing 
hospitals, by April 1991. 

5.8 The Govcmment's approach is based firmly on thc principle that the 
quality of medical work should be reviewcd by a doctor's pccrs, whilst 
recognising also that managcmcnt itself is responsible for cnsuring that 
rcsourccs are uscd in the most cffcclivc way. Thc Govcmmcnt's main 
proposals arc as,foilows: 

Every consultant should participatc in a form of mcdical audit agreed 
betwecn management and the profession locally. 

The system should be mcdically Icd, with a local mcdicai audit 
advisory commitlce chaired by a scnior clinician. 

District managcmcnt should be responsible for ensuring that an 
cffcctlvc system of medical audit is in place, and also that the work of 
cach mcdical tcam is rcvicwcd at whatever rcguiar, frcqucnt intervals 
arc agrecd locally. 

Pccr rcvicw findings in Individual cases should be confidcn~ial, hut thc 
general results of mcdical audit should bc available to managcmcnt 
locally and thc lcssons lcarncd puhlishcd more widely. 

Management should bc able lo initiate an indcpcndcnt profcssional 
audit, for examplc where thcrc is causc to question thc quality or 
cost-effcctiveness of a scrvicc. The possibiiity ofindcpcndcnt doctors 
working jointly with the Audit Commission is discussed in paragraph 
2.30. 

5.9 The Oovernmcnt recognises that medical audit nccds a significant 
lnvcstmcnt of time by doctors thcmsclves, and adequate support to ensure 
that the nccessary information is available. The Government is confidcnl 
that this invcstmcnt will prove worthwhile by further improving the 
quality of service to NHS patients. I 

1 MANAOINO THE CONSULTANT'S CONTRACT I 
5.10 Most hospital services are thc responsibility of ~ i s t r i c t  llcalth Authoritics 

(DNAs). But, with the exception of those working in Tcaching Districts 
o r  for S p c i a l  Health Authorities, consultants' contracts arc held by 
Regional Health Authoritlcs (RHAs). This has tended to cause confusion 
about the nature of a consul1an~'s accountability to local managcmcnt and 
the DHA. It has also tended lo leave unclcar what a District can and 
should expect of its consultants. 



5.11 Thc Govcrnmcnt bclicvcs that it is unacccptablc for local managcmcnl to 
havc little authority or influcncc ovcr thosc who arc in practicc 
rcsponsiblc for committing most of thc hospital scrvicc's rcsourccs. This 
docs not mean moving consultants' contracts from RI1As to Dtlhs, which 
would cause unncccssary disruption. Thc Govcrnmcnt proposcs instcad 
to cnsurc that cach DHA acts as its RIIA's agcnl in agrccing with 
consultants the scopc and arrangcmcclt of rhcir NIIS dutics in cach 
hospital. NIIS llospital Trusts will cmploy thcir own consultants, as 
proposed in chapter 3. 

.lob descriptions 

5.12 The key lo Ihc local managcmcnt of consultants' contr:icls is thiit cvcry 
consultant should have a fullcr joh dcscriptio~i than is commonly thc c : ~  
at prcscnt. This will nccd to covcr thcir rcsponsihility lor thc quality of 
their work, thcir use of rcsourccs. thc cxtcnt of thc scrviccs thcy providc 
lor NllS paticnts and thc timc thcy dcvotc to the NIIS. Thcsc joh 
dcscriptions, which will hc rcvicwahlc annually, will bc an csscntinl tool 
for managing all consultants' contracts. Thcy will nccd to bc sufficicnlly 
dctailcd. Tor cxamplc as to thc numhcr of outpaticnt clinics which a 
consultant is cxpcctcd to hold, to cnnhlc District managcmcnt lo monitor 
whcthcr consultants arc fulfilling thcir contructual obligations. 

5.13 DHAs will bc asked to agrcc a joh dcscription along tlicsc lincs with cach 
o l  thcir consultants. Thcy will nccd to do so in a way which prcscrvcs 
both thc frccdom or consultants to takc clinical decisions within Ihc 
boundaries o l  acccptcd prolessional standards and thcir 24-hour 
responsibility lor thcir paticnts. The Govcrnmcnt will discuss with 
managcmcnt and the medical prolcssion nationally how bcst to implcmcnt 
this, including a suilablc national frarncwork for consultants' job 
dcscriptions. 

5.14 Thcrc is currcntly no provision lor District managcmcnt to lakc a lull and 
formal part in the appointment of a consultant. Consultant appointmcnts 
are rccommcndcd by mainly professional Advisory Appointment 
Committees, whose primary considcration is the prolcssional suitability 

o l  the candidate. The Govemmcnt will seek to amcnd thc Appointment 
of Consultants Rcgulalions to enable District General Managcrs to take 
part directly in the appointments procedure. Professional suitability will 
and should rcmain essential, but the general manager's presence will help 
thc Committee to take inlo account a candidate's willingness and ability 
to mcct the requirements of the post for the management of resources and 
the dcvclopmenl o l  s c ~ i c c s .  

Disciplinary procedures 

5.15 Thc Govcrnmcnt intends to complemcnt thcsc changcs by improving the 
prcsent disciplinary proccdurcs for consultants. Thcsc procedures arc at 
prcscnt cumbersomc and inflcxiblc. Thcy havc rcccntiy bccn reviewed 
by a Joint Working Party o l  the Health Dcpartmcnts and the proTcssion. 
cstabllshcd by the Govemmcnt in 1987. The Working Party has madc a 
number of valuable recommendations. The Government will now open 
negotiations with the profession on the basis of the Working Party's 
rcpon. 

5.16 Thc Govcrnmcnt sets particular store by two of thc changcs which the 
Working Party suggests. The lirst is the introduction of new, local 
proccdurcs for dealing with circums~anccs which warrant disciplinary 
action short o l  dismissal. The second conccms thc righl of a Consultant 
dismissed by his employer to a p p a l  to the Secretary of Statc against his 
dismissal. This can be a time-consuming and costly process, the prospc t  
o f  which may de te r  managcmcnl from embarking on  dismissal  
procecdings in the lirst place. The Govemmcnt thcrcforc wclcomcs the 
Working Party's proposal for a timetable which should lead to concluding 
an appeal within not more than nine montl;s OF the dismissal. 

) REFORM OF DISTINCTfON AWARDS I 
5.17 Some 35 per cent of consultants currcntly receive of a distinction award. 

This takcs the form of a suprannuable incrcase in salary at one o l  four 
levcls. There ate currcntly some 3,900 'C' awards (f6.260). 1700 'B' 



awards (£14,200), 700 'A' awards (£24,850) and nearly 200 'A+' awards 
(£33,720) in Great Britain. Distinction awards are intended to reward 
clinical excellence, and are payable until retirement. The normal pattern 
is for progression through thc levels of awards. New and increased 
awards are given on the advice of an independent professional committee. 

5.18 The distinction awards schcme was introduced in 1948. and has remained 
substantially unchanged since thcn. In thcir 1988 report (Cm 358). the 
Review Body on Doctors' and Dentists' Remuneration suggested that 
expcnditurc on the schcme should result as Tar as possible in a benefit to 
the NHS, as well as rewarding doctors for thcir individual clforts. The 
Government agrees. 11 bclicvcs that the nature and administration of the 
scheme should now be changcd, with two main objectives in view: to 
rcflcct the widcr responsibilities of consultants for the effective use of 
resources, as well as the clinical mcrit of their work; and to ensure that 
the scheme olfers consultants stronger incentives to maintain and improve 
thcir contribu~ion to local services. 

5.19 The Governmcnt proposes to open discussions with the medical 
profession nationally with the following changes in mind: 

to modify thecriteria for 'C' awards, so that in future consultants must 
demonstrate not only their clinical skills but also a commitment to the 
management and development of the service. There will be limited 
exceptions, to mect the circumstances of consultants whose jobs 
include only a small management content. 

to restrict progression to the remaining three levels of awards to those 
consultants who have earned 'C' awards. 

to change the composition of the national Advisory Committee on 
Distinction Awards, to provide for a strongcr management influence 
on the choice of award holders. 

to make new or  increased awards reviewable every live ycars. 

to make new or increascd awards pensionable only if a consultant 

continues working in the NHS for at least three ycars. The 
Government believes that this will meet the criticism made by the 
Review Body that awards given to those approaching rctiremcnt, with 
the additional pension benefits enlailcd, can hardly hc said to be in the 
b e s ~  interests of the Service. 

I ADDITIONAL CONSULTANTS I 
5.20 The Government believes that faster progress in reducing waiting times 

Tor treatment and in improving the quality of services for NllS patients 
can be made by the creation of more consultant posts. This would also 
help to improve the career prospects, and to reduce the working hours, of 
junior doctors. The Government therefore proposes to introduce a scheme 
under which 100 additional, permanent consultant posts can by created 
over the next three years. The cost of these posts will bc met over and 
above the cost of the two per cent annual expansion in consultant numbers 
already planned. The scheme will concentrate on increasing thc number 
of consultants in those acute specialties which currently have the longest 
wailing limes for treatment. 

to change the composition of the regional committees which nominate 
candidates for 'C' awards. In future, each cornmittec will be chaired 
by the RHA Chairman and will include senior managers as well as 
clinicians. 
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SECTION 5. 
The Secretary of State may establish NHS trusts which 
1. assume responsibility for the management of existing hospitals or other facilities 
previously managed by Regional, District or Special Health Authorities 
2. provide hospitals and manage them 

SECTION 6. 
Staff employed at hospitals become part of and transfer to the NHS trust once it 
becomes operational 

SECTION 7. 
Gives supplementary provisions as to the transfer of staff into the NHS trust. 

SECTION 8. 
The Secretary of State can order the transfer of property, rights and liabilities from 
the health authority into the NHS trust to enable it to carry out its functions 

SECTION 9. 
Each NHS trust has an 'Originating Capital Debt' of an amount specified by an 
order of the Secretary of State. This 'originating capital debt' represents the excess 
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SECTION 10. 
Every NHS trust has financial obligations, including that revenue must be 
sufficient to meet outgoings from the revenue account 

SECTION 11. 
Through statutory instruments the Secretary of State can make provision for 
trustees for the NHS trust; the trustees have power to accept, hold and administer 
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any property on trust for i-the purposes of the NHS trust or ii. for other health 
service purposes 

IMPLICATIONS OF THE RELEVANT SCHEDULES: 
- 

SCHEDULE 2. 
For orders (statutory instruments) issued under section 5 concerning the 
establishment of NHS trusts 

Part 1.Reference to section 5 
Part 2. Specific duties of the NHS trust 

(eg, provide healthcare 'effectively, efficiently and economically') 
Part 3. Supplementary provisions concerning, for example, re-imbursement 
for non-NHS work 
Part 4. The dissolution of NHS trusts can be achieved on request from the 
NHS trust or on order of the Secretary of State 

SCHEDULE 3. 
Financial constraints on the NHS trusts covering: 
borrowing, guarantees of borrowing, limits of indebtness, capital injections 
('additional public dividend capital'), surplus funds and investment 
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PART I (9) in subsection (2) above "NHS trustw includ* 

1978 c. 29. (a) such a trust established under the National Health Service 
(Scotland) Act 1978; and 

(b) a body established in Northern Ireland and spacified by an ordcr 
made by statutory instrument by the Secretary of State as 
equivalent to an NHS trust established under this Part of this 
Act. 

National Health Service trusts 

NHS trusts. 5-41) Subject to subsection (2) or, as the case may be, subsection (3) 
below the Sbcretary of State may by order establish bodies, to be known 
as National Health Service! trusts (in this Act referred to as NHS trusts),- 

(a) to assume responsibility, in accordance with this Act, for the 
ownership and management of hospitals or other 
establishments or facilities which were previously managed or 
provided by Regional, District or Special Health Authorities; or 

(b) to provide and manage hospitals .-. . or other establishments or 
facilities. . - 

(2) In any cast where the Secretary of State is considering whether to 
make an ordcr under subsection (1) above establishing an NHS trust and 
the hospital, establishment or facility concerned is or is to be situated in 
England, he shall direct the relevant Regional Heaith Authority to . 
consult, with respect to the proposal to establish the trust,- 

(a) the relevant Community Health Council and such other persons 
or bodies as may be specified in the direction; and 

(b) such other persons or bodies as the Authority considers 
appropriate; 

and, within such period (if any) as the Secretary of State may determine, 
the rcicvant Regional Health Authority shall report the results of those 
consultations to the Secretary of State. 

(3) in any case where the Secretary of State is considering whether to 
make an order under subsection (1) above establishing an NHS trust and 
the hospital, cstabiishment or facility concerned is or is to be situated in 
Wales. he shall consult the relevant Community Health Council and such . 
other persons and bodies as he considers appropriate, 

(4) In subsections (2) and (3) above- 
(a) any reference to the relevant Regional Health Authority is a 

refercnce to that Authority in whose region the hospital. 
estabiishrnent or other facility concerned is. or is to be, situated; 
and 

(b) any reference to the relevant Community Health Council is a 
reference to the Council for the district, or part of the district. in 
which that hospital, cstabiishment or other facility is, or is to be. 
situated. 
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(5) Every NHS trust- PART I 

(a) shaII be a body corporate having a board of directors consisting 
of a chairman appointed by the Secretary of State and, subject 
to paragraph 5(2) of Schedule 2 to this Act, executive and non- 
executive directors (that is to say, diiectors who, subject to 
subsection (7) below, respectively are and arc not employees of 
the trust); and 

(b) shall have the functions conferred on it by an order under 
subsection (I) above and by Schedule 2 to this Act. 

(6) The functions specified in an order under subsection (1) above shall 
include such functions as the Stcntary of State considers appropriate. in 
relation to the provision of services by the trust for one or more health 
authorities. 

(7) The Secretary of State may by regulations make general provision 
with respect to- 

(a) the qualifications for and the tenure of office of the chairman and 
directors of an NHS trust (including the circumstances in which 
they shall cease to hold, or may be moved  from, office or may 
be suspended from performing the functions of the office); 

(b) the persons by whom the directors and any of the officers are to 
be appointed and the manner of their appointment; 

(c) the maximum and minimum numbers of the directors; 
(d) the circumstances in which a person who is not an employee of 

the trust is nevertheless, on appointment as a dimtor, to be 
regarded as an executive rather than a noncxecutive director; 

(e) the proceedings of the trust (including the didation of 
proceedings in the event of a vacancy or defect in appointment); 
and 

(f) the appointment. constitution and exercise of functions by 
committees and sub-committees of the trust (whether or not 
consisting of or including any members of the board) and, 
without prejudice to the generality of the power, any such 
regulations. may make provision to deal with cases where the 
post of any officer of an NHS trust is held jointly by two or more 
persons or where the functions of such an officer are in any other 
way performed by more than one person. 

(8) Part I of Schedule 2 to this Act shall have effect with respect to 
orders under subsection (1)  above; Part I1 of that Schedule shall have 
effect. subject to subsection (9) below. with respect to the general duties 
and the powers and status of NHS trusts: the supplementary provisions 
of Part 111 of that Schedule shall have effect: and Part IV of that Schedule 
shall have effect with respect to the dissolution of NHS trusts. 

(9) The specific powers conferred by paragraphs 14 and 15 in Part 11 of 
Schedule 2 to this Act may be exercised only to the extent that- 

(a) the exercise will not interfere with the duties of the trust to 
comply with directions under paragraph 6 of that Schedule; and 

(b) the exercise will not to any significant extent interfere with the 
performance by the trust of its obligations under any NHS 
contract or any obligdtions imposed by an order under 
subsection ( I  ) above. 
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PART I (10) The Semtary of State may by order made by statutory instrument 
confer on NHS trusts specific powers additional to thost contained in 
paragraphs 10 to 15 of Schedule 2 to this Act. 

Tc~~~~faoistatT 6.-41) Subject to sub3ection (5) below, this section applies to any 
to NHS trusts. person who, immediately before an NHS trust's operational date- 

(a) is employed by a hcalth authority to work solely at, or for the 
purposes of, a hospital or other establishment or facility which 
is to become the responsibility of the trust; or 

(b) is employed by a health authority to work at, or for the purposes 
of. such a hospital, establishment or facility and is designated 
for the purposes of this section by a scheme made by the health - 
authority specified as mentioned in paragraph 3(l)(f) of ' 

Schedule 2 to this Act. 

(2) A scheme under this section shall not have effect unless approved 
by the Secretary of State. 

(3) Subject to section 7 below, the contract of employment between a 
person to whom this section applies and the health authority by whom he 
is employed shall have effect from the operational date as if originally 
made between him and the NHS trust. 

(4) Without prejudice to subsection (3) above- 
(a) all the health authority's rights, powers, duties and liab'itits 

under or in connection with a contract to which that subsection 
applies shall by virtue of this section be transferred to the NHS 
trust on its operational date; and 

(b) anything done before that date by or in relation to the health 
authority in respect of that contract or the employa shall be 
deemed from that date to have been done by or in relation to the 
NHS trust. 

(5) In any case where- 
(a) an order under section 5(1) above provides for the establishment 

of an NHS trust with effect from a date earlier than the 
operational date of the trust, and 

(b) on or after that earlier date but before its operational date the . 
NHS trust makes an offer of employment by the trust to a 
pmon who at that time is employed by a hcalth authority to 
work (whether solely or otherwise) at, or for the purposes of, the 
hospital or other establishment or facility which is to become 
the rcsponsibiiity of the trust, and 

(c) as a resdt of the acceptance of the offer, the person to whom it 
was made becomes an employee of the NHS trust, 

subsections (3) and (4) above shan have effect in relation to that person's 
contract of employment as if he were a person to whom this section 
applies and any referena in those subsections to the operational datc of 
the trust were a reference to the date on which he takes up employment 
with the trust. 



National Health Service and Community Care Act 1990 .c. 19 

(6) Subsections (3) and (4) above are without prejudice to any right of 
an employee to terminate his contract of employment if a substantial 
change is made to his detriment in his working conditions: but no such 
right shall arise by reason only of the change in employer effected by this 
section. 

(7) A scheme under this section may designate a person either 
individually or as a member of a class or dtscription of employees, 

7.-41) In the case of a perion who falls within saction 6(1)(b) above, a 
scheme under that section may provide that, with effect from the NHS 
trust's operational date, his contract of employment (in this section 
refmcd to as "his original contract") shall be treated in accordance with 
the scheme as divided so as to constitute+- 

(a) a contract of rmploymmt with the NHS trust; and 
(b) a contract of employment with the health authority by whom he 

was employed before that date (in this section referred to as "the 
transferor authority"). 

(2) Where a scheme makes provision as mentioned in subsection (1) 
above.- 

the scheme shall secure that the benefits to the cmploya under 
the two contracts referred to in that subsection, when taken 
together. a n  not less favourable than the benefits under his 
original contract; 

section 6 above shall apply in relation to the contract r c f d  to 
in subsection (l)(a) above as if it were a contract t r a n s f d  
under that section from the transferor authority to the NHS 
trust; 

so far as necessary to preserve any rights and obligations. the 
contract referred to in subsection (1 Kb) above shall be regarded 
as a continuation of the employee's original contract; and 

for the purposes of section 146 of and Schedule 13 to the 
Employment Protection (Consolidation) Act 1978, the number 
of hours normally worked. or, as the case may be, the hours for 
which the employee is employed in any week under either of 
those contracts shall be taken to be the total of the hours 
normally worked or, as the case may be, for which he is 
employed under the two contracts taken together. 

Supplemmtary 
provisions as to 
transfer of staff. 

(3) Where. as a result of the provisions of section 6 above, by virtue of 
his employment during any period after the operational date of the NHS 
trust.-- 

(a) an employee has contractual rights against an NHS trust to 
benefits in the event of his redundancy. and 

(b) he also has statutory rights against the trust under Part V1 of the 
Employment Protection (Consolidation) Act 1978 (redundancy 
payments), 

any benefits provided to him by virtue of the contractual rights referred 
to in paragraph (a) above shall be taken as satisfying hi entitlement to 
benefits under the said Put VI. 
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PART 1 &---(I) The Secretary of State may by order transfer or provide for the 
Transfer of transfer to an NHS trust, with effa from such date as may be specified in 
proflY*n&ts the order, of such of the property, rights and liabilities of a health 
andiiibilitia lo authority or of the Secretary of State as, in his opinion, need to be 
NHS trust. transferred to the trust for the purpose of enabling it to carry out its 

functions. - 

(2) An order under this section may create or impose such new rights 
or liabilities in respect of what is transferred or what is retained by a 
health authority or the Secretary of State as appear to him to be necessary 
or expedient. 

(3) Nothing in this section affects the power of the Secretary of State 
or any power of a health authority to transfer property, rights or liabilities 
to an NHS trust otherwise than under subsection (I )  above. 

(4) Stamp duty shall not be chargeable in respect of any transfer to an 
NHS trust effected by or by virtue of an order under this section. 

(5) Where an order under this section provides for the transfer- 
(a) of land held on lease from a third party, that is to say, a person 

other than the Secretary of State or a health authority, or 
(b) of any other asset leased or hired from a third party or in which 

a third party has an interest, - : 
the transfer shall be binding on the third party notwithstanding that, 
apart from this subsection, it would have required his consent or 
concurrence. 

(6) ~n~ property, rights a id  liabilities which arc to be transferred to an 
NHS trust shall be identified by agreement betwecn the trust and a health ' . 
authority or, in default of agreement, by direction of the Secretary of 
State. 

(7) Where, for the purpose of a transfer pursuant to an order under this 
section, it becomes necessary to apportion any property, rights or 
liabilities, the order may contain such provisions as appear to the 
Secretary of State to be appropriate for the purpose; and where any such 
property or rights fall within subsection (5) above, the order shall contain 
such provisions as appear to the Secretary of State to be appropriate to 
safeguard the interests of third parties, including, where appropriate, 
provision for the payment of compensation of an amount to be 
determined in accordance with the order. 

(8) In the case of any transfer made by or pursuant to an order under 
this section, a certificate issued by the Secretary of State that any property 
specified in the certificate or any such intercst in or right over any such . . 
property as may be so .specified, or any right or liability so specified, is 
vested in the NHS trust specified in the order shall be conclusive evidence 
of that fact for all purposes. 

(9) Without prejudice to subsection (4) of section 126 of the principal 
Act, an order under this section may include provision for matters to be 
settled by arbitration by a person determined in accordance with the 
order. 

Originatingcapital 9.--(I) Each NHS trust shall have an originating capital debt of an 
debt of. and other amount specified in an order made by the Secretary of State, being an 
financial amount representing, subject to subsection (2) below. the excess of the 
provisions 
relating to NHS valuation of the assets which, on or in connection with the establishment 
trusts. d 
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of the trust, arc or a n  to be transferred to it (whether before* on or after PART I 
its operational date) over the amounts of the liabilities which arc or arc to 
be so transferred. 

(2) in determining the originating capital debt of an NHS trust, thm 
shall be left out of account such assets or, as the case may be, liabilities as 
are, or arc of a class, determined for the purposes of this section by the 
Secretary of State, with the consent of-the Treasury. 

(3) An NHS trust's originating capital debt shall be deemed to havt 
been issued out of moneys provided by Parliament and shall constitute an 
asset of the Consolidated Fund. 

(4) In accordance with an order under subsection (1) above, an NHS 
trust's originating capital debt shall be divided between- 

(a) a loan on which intenst shall be paid at such variable or fixed 
rates and at such times as the Treasury may determine; and 

(b) public dividend capital. 

(5) The loan specified in s u b d o n  (4Xa) above is in this Part of this 
Act r e f d  to as an NHS trust's "initial loan" and a rate of interest on 
the initial loan shall be determined as if section 5 of the National Loans 1968. c. 13. 
Act 1968 had effect in respect of it and subsections (5) to (5B) of that 
section shall apply accordingly. 

(6) Subject to subsections (4)(a) and (5) above, the terms of the initial 
loan shall be such as the Secretary of State, with the consent of the 
Treasury, may determine; and, in the event of the early repayment of the 
initial loan, the terms may require the payment of a premium or allow a 
discount. 

(7) With the consent of the Treasury, the Semtary of State may 
determine the terms on which any public dividend capital forming part of 
an NHS trust's originating capital debt is to be treated as having bcm 
issued, and, in particular. may determine the dividend which is to be 
payable at any time on any public dividend capital. 

(8) An order under subsection (1) above shall be made- 
(a) with the consent of the Treasury; and 
(b) by statutory instrument. 

(9) Schedule 3 to this Act shall have effect with respect to- 
(a) borrowing by NHS trusts; 
(b) the limits on their indebtedness; 
(c) the payment of additional public dividend capital to them; and 
(d) the application of any surplus funds of NHS trusts. 

10.-41) Every NHS trust shall ensure that its revenue is not less than ~inancid 
sufficient, taking one financial year with another, to meet outgoings ~Migationsof 
properly chargeable to revenue account. NHS trusts. 

(2) It shall be the duty of every NHS trust to achieve such financial 
objectives as may from time to time be set by the Secretary of State with 
the consent of the Treasury and as are applicable to it; and any such 
objectives may be made applicable to NHS trusts generally, or to a 
particular NHS trust or to NUS trusts of a particular description. 
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PART 1 11.--(I) The Secretary of State may by order made by statutory 
Trust funds and instrument provide for the appointment of trustees for an NHS trust; and 
tmstecs for NHS any trustees so appointed shall have power to accept, hold and administer 
trusts. any property on trust for the general or any specific purposes of the NHS 

trust (including the purposes of any specific hospital or other 
tstabliihment or facility which is owned and managed by the trust) or for 
all or any purposes relating to the health service. 

(2) ~n order under subsection (1) above may- 
(a) make provision as to the persons .by whom trustees are to be 

appointed and generally as to the method of their appointment; 
(b) make any appointment subject to such conditions as may be 

specified in the order (including conditions requiring the 
consent of the Secretary of State); 

(c) make provision as to the number of trustees to be appointed, 
including provision under which that number may from time to 
time be determined by the Semtary of State after consultation 
with such persons as he considers appropriate; and 

(d) make provision with respect to the term of office of any trustee 
and his removal from office. 

(3) Where, under subsection (1) above, trustees have been appointed 
for an NHS trust, the Secretary of State may by order made by statutory 
instrument provide for the transfer of any trust property from the NHS 
trust to the trustees so appointed. - 

(4) In section 91 of the principal Act (private trusts for hospitals) in 
subsection (3) (definition of "the appropriate hospital authority") after. - . 
paragraph (a) there shall be.inserted the following paragraphs- 

"(aa) where the hospital is owned and managed by an NHS 
trust and trustees have been appointed for the NHS trust, 
those trustees; 

(ab) where the hospital is owned and managed by an NHS trust 
and neither paragraph (a) nor paragraph (aa) above . 

applies, the NHS trust;". 

(5) In section 92 of the principal Act (further transfers of trust 
~ rope r t~k -  

(a) in subsection (I) after the word "hospital" there shall be inserted 
"or other establishment or facility" and for the words "or 
special trustees", in each place where they occur, there shall be 
substituted "NHS trust, special trustees or trustees for an NHS 
trust"; 

(b) in subsections (2) to (4), after the word "authorities", in each 
plaa where it occurs, there shall be inserted "or NHS trusts"; 

(c) in subsection (2) after the word "authority", there shall be 
inserted "or NHS trust"; and 

(d) at the end of the section there shall bt added the following 
subsection- 

"(6) If it appears to the Secretary of State at any time that- 
(a) the functions of any special trustees should be discharged by 

the trustees for an NHS trust, or 
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(b) the functions of the trustees for an NHS trust should be PART I 
discharged by special trustees, 

then, whether or not there has been any such change as is 
mentioned in subsection (1) above, he may, after consulting the 
special trustees and the trustees for the NHS trust, by order 
provide for the transfer of all trust property-from or to the 
special trustees to or from the trustees for the NHS trust." 

. . .  
(6) In section 96 of the principal ~ c t  (trusts: supple&entary 

. . 

provisions)- 
(a) any reference to sections 90 to 95 of the principal Act includes a 

reference to subsections (1) to (3) above; and 
(b) after subsection (1) there shall be inserted the following 

subsection- 

"(1A) Where any transfer of property by virtue of those sections 
is of, or includes,- . 

(a) land held on lease from a third party, that is to say, a person 
other than the Secretary of State or a health authority, or 

@) any other asset leased or hired from a third party or in which 
a third party has an interest, 

the transfer shall be binding on the third party notwithstanding that, 
apart from this subsection, it would have required his consent or 
concurrence." 

(7) In section 98(1) of the principal Act (accounts and audit) after 
paragraph (d) there shall be inserted- 

"(dd) any trustees for an NHS trust appointed in pursuana of 
section 11 of the National Health Service and Community 
Care Act 1990, and". 

Family Health Services Authorities 

1 2 4 1 )  In section 15 of the principal Act (duty of Family Health Functionsof 
Services Authority )- Family Health 

Scr vices (a) in subsection (I), after the word "regulations*' there shall be Authorities. 
inserted "and subject to any directions from the relevant 
Regional Health Authority"; 

(b) in paragraph (b) of that subsection, after the words "perform 
such" there shall be inserted "management and'r; and 

(c) at the end of that subsection there shall be inserted the following 
subsections- 

"(1A) In relation to a Family Health Services Authority for a 
locality in England, any reference in this Act or the National Health 
Service and Community Care Act 1990 to the relevant Regional 
Health Authority is a reference to that Authority in whose region 
lies the whole or the greater part of the Authority's locality. 

(1B) In relation to a medical practitioner, any reference in this 
Act or the National Health Service and Community Can Act 1990 
to the relevant Family Health Services Authority shall be construed 
as follows.- 
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(2) At the end of the paragraph there shall be added the following sub- SCH. 1 
paragraph-- 

"(7) In sub-paragraph ( 1 ) above "relevant authority" means- 
(a) a Regional Health Authority. a District Health Authority or a 

Family Health Services Authority: or - 

(b) any special health authority which is specified in Schedule 1 to the S.1.19821314. 
' Authorities for London Post-Graduate Teaching Hospitals 

(Establishment and Constitution) Order 1982. in the Board of 
Governors of the Eastman Dental Hospital (Establishment and S.I.1984J188 
Constitution) Order 1984 or in any other provision of an order 
under this Act which specifies an authority for the purposes of 
this subparagraph." 

8. In paragraph 10 of that Schedule (staff) at the end of subparagraph (IA) 
there shall be added the words "and a direction under that subparagraph may 
relate to a particular officer or class of offiar specified in the direction". 

9. In '~aragraph 12 of that Schedule (regulations as to tenure of office, 
committtes and subcommittees and procedure ctc. of authorities)- 

(a) at the end of paragraph (a) then shall k added the words "and any 
members of a committee or subcommittee of an authority who are not 
members of the authority": 

(b) after paragraph (a) there shall be inserted the following paragraph- 
"(aa) the circumstances in which a member of an authority who is (or 

is to be regarded as) an officer of the authority may be suspended 
from performing his functicns as a mcmbei': and 

(c) in paragraph (b) after the word "appointment" there shall be inserted 
"and constitution". 

10. After paragraph I2 of that Schedule there shall be inserted the following 
paragraph- 

"12A. Regulations made by virtue of this Schedule or Schedule 1 to the 
National Health Service and Community Care Act 1990 may make 
provision (including provision modifying those Schedules) to deal with 
cases where the post of chief officer or any other officer of an authority is 
held jointly by two or more persons or where thc functions of such an 
officer are in. any other way performed by more than one person." 

SCHEDULE 2 
NATIONAL HEALTH SERVICE TRUSTS 

PART 1 

Section 5. 

1 .--( I ) Any reference in this Pan of this Schedule to an order is a reference to 
an order under section 3 1 )  of this Act establishing an NHS trust or any 
subsequent order under that provision amending or revoking a previous order. 

(2) An order shall be made by statutory instrument. 

2. The provisions made hy an order shall be in conformity with any general 
provision made by regulations under section 3 7 )  of this Act. 

3.--(I) Without prejudice to any amendment made by a subsequent order. the 
first order to be made in relation to any NHS trust shall specify- 

(3) the name of the trust; 
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(b) the functions of the trust: 
(c) the number of executive directors and nontxenttivc dimtors: + 

(d) where the trust is to be regarded as having a significant teaching 
commitment, a provision to secure the inclusion in the non-exccutivc 
direstors referred to in paragraph (c) above of a person appointed from 
a university with a medical or dental school specified in the order, 

(e) the operational datc of the trust, that is to say. the date on which the 
rntst is to begin to undertake the whole of the functionsconfed on it: 
and 

(f) if a scheme is to he made under section 6 of this Act. the health authority 
which is to make the scheme. 

(2) For the purposes of subparagraph (I)(d) above. an NHS trust is to bt 
regarded as having a significant teaching commitment in the following cases- 

(a) if the trust is established to assume responsibility for the ownership and 
management of a hospital or other establishment or facility which. in 
the opinion of the Secretary of State. has a significant teaching and 
rrsearcfr commitment; and 

(b) in any other case. if the Secretary of State so provides in the order. 

'(3) In a case where the order contains a provision made by virtue of sub- 
paragraph (1Kd) above and a person who is being considered for appoinunmt 
by virtue of that provision- 

(a) is employed by the university in question. and 
(b) would also, apart from this sub-paragraph, be regarded as employed by . 

the tnnt. 
hi employment by the trust shall be disregarded in determining whether. if . 
appointed. he will be a non-executive director of the trust. 

(4) An order shall specify the accounting datc of the trust. 

4 . 4  1) An order may require a Regional. District or Special Health Authority 
to make staff, premises and other facilities available to an NHS trust pending the 
transftr or appointment of staff to or by the trust and the transfer of premises or . 
other facilities to the trust. 

(2) An order making provision under this paragraph may make provision 
with mpect to the time when the Regional, District or Special Health 
Authority's functions under the provision arc to come to an end. 

5-4 1) An order may provide for the establishment of an NHS trust with effect 
from a date earlier than the operational date of the trust and. during the period 
kt- that earlier date and the operational date, the trust shall have such . 
limited functions for the purpose of enabling it to begin to operate satisfactorily 
with effict from the operational date as may be specified in the order. 

(2) If an order makes the provision rcfmed to in sub-paragraph (1) above. - 
then. 4 any time during the period rcfmed to in that subparagraph, the NHS 
trust shall be regarded as properly constituted (and may carry out its 1 
functions accordingly) notwithstanding that. at that time. all or any 
executive directors have not yet been appointed. 

(3) If an order makes the provision r e f e d  to in subparagraph (1) above. the 
order may require a Regional. District or Special Health Authority to discharge 
such liabilities of the NHS trust as- 

(a) may be incumd during the period r e f d  to in that subparagraph; and 
(b) arc of a description specified in the order. 
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Spcijic duties 

6.41)  An NHS trust shall carry out effectively. e ~ ~ e n t l y  and economically 
the functions for the time being conferred on it by an order under section 5(1) of 

. . this Act and by the provisions of this Schedule and. with respect to the exercise 
of the powek conferred by siction 5( 1'0) of  this Act .and paragraphs 1.0 to 15- 
below. shall comply with any directions given to it by the Secretary of State. 
whether of a general or a particular nature. 

(2) An NHS trust shall comply with any dircctionsgiven to it by the Scmtary 
of State with respect to all or any of the following matters- 

(a) the qualifications of persons who may be employtd as officers of the 
trust; 

(b) the employment, for the purpose of performing functions specified in 
the direction. of officers having qualifications or cxperienct of a 
description so specified: 

(c) the manner in which of iars  of the trust a n  to be appointed. 
(d) prohibiting or restricting the disposal of. or of any intenst in. any asset 

which..at the time the direction is given. the Smctary of State 
reasonably considers to have a value in cxccm of such sum as may be 
specified in an order under section S(1) of this Act and in respect of 
which the Secretary of State considers that the interests of the National 
Health Service require that the asset should not be disposed of; 

(e) compliance with guidance or directions given (by circular or otherwise) 
to health authorities. or particular descriptions of health authorities; 
and 

(0 the implementation of awards relating to the distinction or merit of 
medical practitioners or dental practitioners or any class or clilssts of 
such practitioners. 

7.--( 1 ) For each accounting year an NHS trust shall prepare and send to the 
Secretary of State an annual report in such form as may be determined by the 
Secret+ary of State. 

(2) At such time or times as may & prescribed. an NHS trust shalt hold a 
public meeting at which its audited accounts and annual report and any report 
on the accounts made pursuant to subsection (3) of m i o n  15 of the Local 1982~. 32. 
Government Finance Act 1982 shall be presented. 

(3) In such circumstancxzs and at such time or times as may be prescribed, an 
NHS trust shall hold a public meeting at which such document as may bc 
prescribed shall be presented. 

8. An NHS trust shall Furnish to the Secretary of State such reports. returns 
and other information. including information as 10 its forward pianninp. as. and 
in such form as. he may require. 

9.--( 1 )  An NHS trust shall be liahlc to puy- 

(a) to the chairman and any non-executive director of the trust 
remuneration of an amount determined by the Secretary of State. not 
exceeding such amount as may be approved by the Treasury; 

(b) to the chairman and any non-executive direftor of the trust such 
travelling and other allowances as may be determined by the Secretary 
of State with the approval of the Treasury; 
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(c) 10 any member of a committee or subcommittee d the trust who is not 
also a d i m o r  such trawlling and othcr allowances as may be so 
dctermincd. 

(2) If an NHS trust so determines in the case of a p m n  who is or  has k e n  a 
chairman o i  the trust. the trust shall k liable to pay such pension. allowances or 
gratuities to or in respect of him as may k determined by the Secretary of State 
with the approval of the Treasury. 

(3) determinations may be made under subparagraph (I)  or sub- 
paragraph (2) above in relation to ditlemt cases or descriptions of casts. 

10. In addition to carrying out its other functions. an NHS trust may. as the 
provider. enter into NHS contracts. . . 

-. . 

11. An NHS trust may undertake and commission mearch and make 
7 

available staff and provide facilities for research by other persons. x 
'" . - 
B 

12. An NHS trust may- 
(a) provide training for pmons employed or  likely to be employed by the 

trust or  otherwise in the provision of services under the principal Act; 
and 

(b) make facilities and staff available in connection with training by a a 

university or any other body providing training in connection with the 
health service. 

13. An NHS trust may enter into arrangements for the carrying out, on such . . . 
tmns as seem to the trust to k appropriate. of any of its functions jointly with - . . 
any Regional. Districtor Special Health Authority. with another NHS trust or  
with any other body or individual. 

14. According to the nature of its functions. an NHS trust may make , 

accommodation or services or both available for patients who give undertakings . : 

(or for whom undertakings arc given) to pay, in respect of the accommodation . 
or services (or both) such charga as the trust may determine. 

IS. For the purpose of making additional income available in order better to 
perform its functions,an NHS trust shall have the powers specified in section 7(2) 

1988 c. 49. of the Health and Medicines Act 1988 (extension of powers of Secrttary of State 
for financing the Health Servia). 

General powers 
16.-(1) Subject to Schedule 3 to this Act. an NHS trust shall have power to .. 

do anything which appears to it to be necessary or expedient for the purpose of or 
in connection with the discharge of its functions. including in particular power- 

(a) to acquire and dispose of land and other property: 
(b) to enter into such contracts as seem to the trust to be appropriate; .% 
(c) to accept gifts of money. land or other property. including money. Land 

. 

or other propcny to k held on trust. either for the general or any 
specific purposes of the NHS trust or for all or any purposes relating to 
the health scrvia; and 

(d) to employ staff on such terms as the trust thinks fit. . . 

(2) The rrfcrence in sub-paragraph (IHc) above to specific purposes of t,he - 
NHS trust includes a reference to the purposes of a specific hospital or other 
estabiishmmt or facility which is owned and managed by the trust. 
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17.-41) Without prejudice to the generality of paragraph 16 above. for or in 
respect of such of its employees as it may determine, an NHS trust may make 
such arrangements for providing pensions. altowanas or gratuities as it may 
determine; and such arrangements may include the establishment and 
administration, by the trust or otherwise. of one or more pension schemes. 

(2) The refmncc in subparagraph (1) above to pensions. illowancs or 
gratuities to or in respect of anploytcs of an NHS trust includes a reference to 
pensions, aNowances or graiuities by way of compensation to or in respect of aily 
of the trust's employees who suffer loss of office or employment or loss or 
diminution of emoluments. 

Status 
18. An NHS trust shall not be regarded as the servant or a p t  of the Crown 

or, except as provided by this Act. as enjoying any status, immunity or privilege 
of the Crown; and an NHS trust's property shall not be regarded as property of, 
or property held on behalf of. the Crown. 

Re-imbursement for health services work carried out othcm*ire than d r  NHS 
contract 

19.-41) In any case where an NHS trust provides goods or services for the 
btnefit of an individual and- 

(a) the provision of those goods or services is not pursuant to an NHS 
contract. and 

(b) the condition of the individual is such that he needs those goods or 
services and. having regard to his condition, it is not practicable before 
providing them to enter into an NHS contract for their provision, and 

(c) the provision of those goods or semccs is within the primary functions 
of a District Health Authority or is a function of a health board, 

the trust shall be remunerated by that Authority or health board in respect of the 
provision of the goods or services in question. 

(2) The rate of any remuneration payable by virtue of sub-paragraph (1) 
above shall be calculated in such manner or on such basis as may be determined 
by the Secretary of State. 

20. In any case when an NHS trust provides goods or xrviccs for the benefit 
of an individual and- 

(a) the provision of those goods or services is not pursuant to an NHS 
contract. and 

(b) the individual is resident outside the United Kingdom and is of a 
description (being a description associating the individual with another 
country) specified for the purposes of this paragraph by a direction 
made by the Secretary of State. 

the trust shall be remunerated by the Secretary of Spate in respect of the provision 
of the goods or services in question at such rate or rates as he considers 
appropriate. 

Supply of goods uttd stwiws h? lwai authorifies 
21. in section 28 of the principal Act (supply of goods and services by local 

authorities) in subsection (3) after the words "health authorities", in each plaa 
where they occur, thm shall be inserted "and NHS trusts". and at the end there 
shall be added "and the National Health Scrvicc and Community Care Act 
1990". 
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Scw. 2 Making of chargems 

22. In each of sections 8 1 (charges for mom expensive supplies) and 82 (charges 
for repairs and replacement necessitated by an act or omission of the person 
supplied etc.) of the principal Act. in paragraph (a)- 

(a) after the words "Secretary of Slate" there shall be inserted "or an NHS 
trust": and 

(b) after the word *.him" there shall be inserted :or. as, the case may k b y  . , ..., 
the trust". 

23.-41) In section %A of the principal Act (power of health authorities etc. 
to raise money etc. by appeals, collections etc.) in subsection ( I). after the word 
"authority". in each plaa whm it occurs, t h m  shall be inserted "or NHS trust". 

(2) In subsections (3). (4) and (7) to (9) of that section. for the words 
"authority or Board". in each place where they occur. there shall be substituted 
"authority. NHS trust or Board". 

(3) In subscction (5). of that section. for the words from "Area or District" 
onwards there shall &substituted "body mponsible for the hospital if that body 
and the special trustas agree; and in this subsection the body responsible for a 
hospital is,- 

(a) in the case of a hospital vested in a NHS trust. that trust: and 
(b) in any other case. the District Health Authority exercising functions on . ' 

behalf of the Secretary of State in respect of the hospital". 

(4) After subsection (5) of that section there shall be inserted the following 
subsection- 

"(5A) When property is given in pursuance of this section on trust for 
any purposes of an NHS trust for which trustees have been appointed 
under section 1 l(1) of the National Health Servia and Community Care 
Act 1990. then. if those trustees and the NHS trust a m .  the property may 
be held, administered and applied by those trustees instead of by the NHS 
trust." 

(5) In subsection (6) of that section for the words "or to special trustees" there . 
shall be substituted "to an NHS trust or to special trusteesor trustees for an NHS 
trust". 

24.--(I ) In section 98 of the principal Act (accounts and audit). in subsection 
(I) after paragraph (bb) there shall be inserted- 

"(bbb) every NHS trust". 

(2) After subsection (2A) of that section there shall be inserted- 
"(2B) in preparing its annual accounts in pursuance of subsection (21 

above. an NHS trust shall comply with any directions given by the 
Secretary of State with the approval of the Treasury as to- 

(a) the methods and principles according to which the accounts are to 
be prepared; and 

(b) the information to be given in the accounts." 

Prorcction of n~enibers a11d officers 

25. in section 115 of the principal Act (protection of members and officers of ' 

health authorities ctc.)-- 

(a) for paragraph (b) then shall be substiiutcd- 
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"(b) an SHS trust": and 

(b) at the end there shall be added "and the National Health Servia and 
Cornmunit! Care Act 1990". 

Contpulsorj ucquisition 

26.41)  An NHS trust may be author id  to purchase land compulsorily for 
the purposes of its. functions .by means of an order made by the, trust and . . 

confirmed by the Secretary of State. 

(2) Subject to subparagraph (3) Mow. the Acquisition of Land Act 1981 shall 1981 c. 67. 
apply to the compulsory purchase of iand under this paragraph. 

(3) No order shall be made by an NHS trust under Pan I1 of the Acquisition 
of Land Act 1981 with respect to any land unless the proposal to acquire h e  land 
compu1sorily- 

(a) has been submitted to the Secretary of State in such form and together 
with such information as he may qui re :  and 

(b) has been approved by him. 

Use and derelopment of consecrated land and burial p u n &  

27. Section 128 of the Town and Country Planning Act 1971 (use and 1971 c. 78. 
development of &nxcrated land and burial grohds) app&s to consecrated land 
and land comorised in a buiial around. within the meaning of that section. which - 
an NHS trusiholds for any o f h  purposes as if- 

(a) that land had been acquired by the trust as mentioned in subsection (1) 
of that section: and 

(b) the trust were a statutory undertaker. within thc meaning of that Act. 

28.--4 1 )  The fixing of the seal of an NHS trust shall be authenticated by the 
signature of the chairman or of some other person authorised either generally or 
specially by the trust for that purpose and of one other director. 

(2) Any document purporting to be a document duly executed under the seal 
of an NHS trust shall be received in evidence and shall. unless the contrary is 
proved. be deemed to be so executed. 

(3) A document purporting to be signed on behalf of an NHS trust shill be 
received in evidence and shall. unless the contrary is proved. be deemed to be so 
signed. 

29.-(1) The Secretary of State may by order made by statutory instrument 
dissolve an NHS trust. 

( 2 )  An order under this paragraph may be made- 
(a) an the application of the NHS trust conivrned: or 
(b) if the Sccntary of State considers it appropriate in the interests of the 

health service. 

(3) Exivpt when it appears to the Secretary of Stare necessary to make an 
order under this paragraph as a matter of urgency. no such order shall be made 
until after the completion of such consultation as may be prcscrihcd. 
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2 30.--(I) If an NHS trust is dissolved under this Part of this Schedule. the 
Smtary of State may by order transfer or provide for the transfer t e  

(a) the Secretary of State, or 

(b) a health authority. or 

(c) another NHS trust. 
of such of the property. rights and liabilities of the NHS lrust which is dissolved 
as in his opinion is appropriate; and any such order may include provisions 
corresponding to those of section 8 of this Act. 

(2) An order under this paragmph may make provision in connection with the' 
transfer of staff employed by or for the purposes of the NHS trust which is 
dissolvcd; and such an order may include provisions cormponding to those of 
sections 6 and 7 of this Act. including provision for the making of a scheme by 
such health authority or other body as may be specified in the order. 

(3) No order shall k made under this paragraph until after completion of 
such consultation as may bc prescribed. 

31. Without prejudice to the generality of paragraph 30 above, if an NHS trust 
is dissolved under this Part of this Schedule, the Secretary of State or such other 
NHS trust or health authority as he may direct shall undertake the responsibility 
for the continued payment of any such pension. allowances or gratuities as, by 
virtue of paragraph 9(2) or paragraph 17 above, would otherwise have been the 
responsibility of the trust which has been dissolved. 

Section 9. 

32. An NHS trust may not be dissolved or wound up except in accordance with 
this Part of this Schedule. 

SCHEDULE 3 

1.-41) Subject to the provisions of this paragraph and to any limit imposed 
under the following provisions of this Schedule, for the purpose of its functions 
an NHS trust may borrow (both temporarily, by way of overdraft, and longer 
tam) from the Secretary of State or from any other person. 

(2) An NHS vust may not mortgage or charge any of its assets or in any other 
way w any of its assets as security for a loan. 

(3) Except with the consent of the Secretary. of State, an NHS trust may not 
borrow in any currency other than sterling; and the Secretary of State shall not 
give hi consent to any such borrowing except with the approval of the Treasury. 

(4) Intemt on any sums borrowed from the Secretary of State by an NHS 
trust shall be paid at such variable or fixed rates and at such times as the Treasury 
may determine. 

(5) A rate of interest under subparagraph (4) above shall be determined as if 
section 5 of the National Loans Act 1968 had dfect in mpcct of it and 
subsections (5 )  to (5B) of that section shall apply accordingly. 

(6) Subject to subparagraphs (4) and (5) above, the terms on which any sums 
an borrowed from the Secretary of State by an NHS trust shall be such as he may 
determine; and. in the went of the early repayment of any sums so borrowed, 
such tmns may require the payment of a premium or allow a discount. 
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2.-41) The Secretary of State may guarantee, in sucb manner and on such 
conditions as, with the approval of the Treasury, he considers appropriate, the 
repayments of the principal of and the payment of interest on any sums whicb an 
NHS trust borrows from a pmon other than the Secretary of State. 

- 

(2) Immediately after a guarantee is given under this pragraph, the Sarctary 
of State shall lay a statement of the guarantee before each House of Parliament. 

(3) Whm any sum is issued for fulfilling a guamtce so given, the Secretary 
of State shall lay before each House of Parliament a statcmmt relating to that 
sum as soon as possible after the end of each financial year beginning with that 
in which the sum is issued and ending with that in which all liability in respect of 
the principal of the sum and in respect of intmst on it is finally discharged. 

(4) If any sums are issued in fulfilment of a guarantee given under this 
paragraph, the NHS trust concerned shall make to the Seattary of State, at such 
times and in such manna as the Secretary of State may from time to time 
direct,- 

(a) payments of such amounts as the Secretary of State with the consent of 
the Treasury so d i m  in or towards repayment of the sums so issued., 
and 

(b) payments of intenst, at such rates as the Secretary of State with the 
consent of the Treasury so directs, on what is outstanding for the time 
being in respect of sums so issued. 

Limits on indebtedness 

3.--(I) The aggregate of all sums borrowed by NHS trusts established to 
assume responsibility for the ownership and management of, or to provide and 
manage, hospitals or other establishments or facilities which arc situated in 
England shall not exceed f 5.OOO million or such other sum not exceeding f 10,000 
million as may be specified by order made by the Secretary of State with the 
consent of the Treasury. 

(2) aggregate of all sums borrowed by NHS trusts established to assume 
rcsponsib~lity for the ownership and management of, or to provide and manage, 
hospitals or other establishments or facilities which arc situated in Wales shall 
not exceed E3OO million or such other sum not exceeding f600 million as may be 
specified by order made by the Secretary of State with the consent of the 
Treasury. 

(3) The references in sub-paragraphs (I) and (2) above to sums borrowed do 
not include a reference to NHS trusts' initial loans. 

4. Any power to make an order under paragraph 3 above shall k exercisable 
by statutory instrument which shall be subject to annulment in pursuance of a 
resolution of the House of Commons. 

Additional public dividend capital 

5.-41) If the Secretary of State. with the consent of theTrcasury, &usiden it 
appropriate to do so. he may. instead of making a loan to an NHS trust under 
paragraph 1 above. pay an amount to the trust as public dividend capital. 

(2) Section 9 of this Act shall apply to public dividmd capital paid to an NHS 
trust under this paragraph as it applies to public dividmfapital forming pnrt of 
the trust's originating capital debt. - 



Surplus jirndt 

a n  to the Secretary of Stale that any amount standing in the 
4HS uust is surplus to its foreseeable requirements. the trust shall. 
of State with the approval of thc Treasul?; and after consultation 
o directs. pay that amount into the Consolidated Fund. 

rust may not invest any money hcld hy it except in securities of thc 
f the United Kingdom or in such other manner as the Secretary of 
r the consent of the Tmsury approve. 

SCHEDULE 4 

n OF PART 111 OF THE LOCAL GMXNMEXT FIXANC-E ACT 1982 

*ion 1 1 (establishmtnt of Audit Commission). in subsection (1) 
is "Local Authorities" thew shall be inserted "and the National .. - .  
xtion (2) of that section.- 
le word "thirteen" there shall be substituted 'Wteen": 
ie word "seventeen" there shall be substituted "twenty": and 
aragraphs (a) and (b) there shall be substituted the words "such 
.nisations and other bodies as appear to him to be appropriate". 

section 12 (accounts subject to audit). in subsection (2) after 
there shall be inserted- 

a) a body specified in section 98(1) of the National Health Servia 
Act 1977". . . . .: *. 

- .A 

ubsection (3) of that section there shall be inserted the following .. - 
L: 

) This section also applies to thc accounts of the members of a (. 

fZ 
scd fund-holding practice so far as they relate to allotted sums paid 3 
I. and subject to subsection (3B) and section 16(1A) below. any 
x in this Pan of this Act to the accounts of a body shall be.' 
:ed. in relation to the members of a fund-hplding practice. as a . . . 
x to such of their accounts as relate to allotted sums so paid. 

In such circumstances and to such extent as regulations made by 
wary of Slate so provide. this Part of this Act shall not apply to the 
IS for any year of the members of a recognisd fund-holding practice 
accounts are submitted to a Family Health Senices Authority and 
r i d  in that Authority's accounts. 
In c * l k r r t i n n  (?A\ above "allotted sums" has the same meaning .. -iL 

C - 
.I 
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CHAPTER 1 
PROFILE OF THE HEALTH CARE SYSTEM 

- 
1.1 SUMMARY 

Structure 

Sweden has a national, yet decentralised, health care system. The provision of 
most health care services is the responsibility of 26 public authorities which are 
based on regional or local territories. These regional authorities also pay for 
most benefits in kind. A national insurance system, also with 26 regional 
offices, pays health care benefits in cash and reimburses a relatively small 
amount of work carried out by private physicians. 

The regional authorities are independent organisations run by elected 
politicians. Each authority provides health care for its own resident population. 

The national government of Sweden is responsible for making health care laws, 
but not for implementing them. Nevertheless, it retains some influence over the 
health care system. Many policy decisions, including wage negotiations with 
physicians and clinicians, are made centrally through the national organisation 
of the regional authorities. 

Amzre~ate Level of Exvenditure 

The regional authorities determine the aggregate level of expenditure on health 
care. Each regional authority can levy taxes to generate income, and the main 
use of the tax revenue is to finance health care. However, in the last two years 
the national parliament of Sweden has passed legislation which effectively 
prohibits regional authorities from increasing tax rates. 

The national insurance system is financed through payroll tax contributions. 
Their level is determined annually by the national parliament. 

rn Incentives 

Primary Care Physicians: public primary care physicians are not in competition 
with each other, since they are reimbursed on a salaried basis. They therefore 
have little financial incentive either to provide high quality service or to expand 
the volume of their work. Private primary care physicians, however, are paid 
on a fee-for-service basis, and therefore do have a financial incentive to expand 
volume. 
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Hospitals: in general hospitals have an incentive to provide health care cost- 
effectively. This is so because they receive a global budget, and because 
hospital managers are accountable to (elected) members of the regional authority 
boards. - 

Fundm: since (and indeed even before) regional authorities were prohibited 
from increasing the tax contributions of their resident population, they have 
introduced a multitude of regionally based reform models. These are 
predominantly aimed at a more efficient provision of health care. 

0 Issues - 
The main issues are: 

rn There are significant differences in the levels of productivity and quality 
of care across hospitals. 

Primary and secondary care are not well integrated. 

The absence of a family doctor system leads to a large number of self- 
referrals to hospitals by Swedes. 

Local and regional authorities have an incentive to shift the 
responsibility (and hence the financial burden) for some types of care 
onto each other. 

Medicines 

To comply with regulations by the European Community, the Swedish 
govenunent has introduced legislation which will separate price controls on 
medicines from their registration procedure. From 1 January 1993 a reference 
price system will apply. In the first instance this will cover multi-source 
substances, i.e. generic equivalents. 

Reforms 

Reforms aimed at stimulating competition between providers, by setting up an 
internal market, are currently being introduced in a number of regions. More 
far reaching reforms have been proposed by the national organisation of the 
regional authorities, and are being considered by a parliamentary committee. 



Political Environment 

Sweden's present interest in health care reform has to be seen against a wider 
background. The country is currently re-examining its role as an advanced 
welfare state and is contemplating adapting its social and economic framework 
to bring it more into line with that of other European counties. 
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1.2 THE STRUCTURE OF THE HEALTH CARE SYSTEM 

1.2.1 The Health Care System in Context 
- 

Sweden has a population of approximately 8.6 million people, spread over 450,000 
square km. Its population density is one of the lowest in Europe. About 90 percent 
of Swedes live in the Southern half of country, and about 20 percent live in the three 
largest cities Stockholm, MalmG, and GGteborg. 

Local self-government has a long tradition in Sweden. There are two kinds of local 
government units in Sweden: on the regional level, these are the county councils 
(Landsting), and on the local level they are the municipalities (Kommun). There are 23 
county councils, whose territories normally coincide with the national government's 
regional administrative unit, the county (Un). An exception concerns the three large 
municipalities which are not part of a county council, namely the cities of Goteborg and 
Malmo, and the island of Gotland. 

Parliamentary elections on all three levels, i.e. national, regional (county council) and 
local (municipality) level, take place every three years on the same day. The national 
parliament (Riksdag) elects the Prime Minister. 

The legal framework of the Swedish health care system is laid down in the Health Care 
and Medical Services Act (Hako-och Sjukoardslagen) of 1982, and amended in 1985. The 
Ministry of Health and Social Affairs (SociaIdeparfementef) is responsible for making 
health care laws. Their implementation, however, is largely the responsibility of county 
councils. 

The Act defines the terms health and medical care, and makes provisions for cohty 
council responsibilities, as well as supervisory activities of the national government.' 
According to the Act, the fundamental goals of health care are "good health and health 
care on equal conditions for the entire pop~lation".~ County councils are required, 
under the Act, to promote the health of their residents, to offer equal access to good 
medical care, and to plan the development and organization of health care.3 

The Local Government Act stipulates that county councils and municipalities 'conduct 
their own affairs'. This independence finds an expression in the fact that all t h v  tiers 
of government have the right to levy taxes. Constitutionally, each level of government 

I In addition, there kthe Supervision of Health Care and Medical Personnel Act, which contains general 
provisions concerning the duties of health and medical personnel; and the Health Care and Medical 
Services Advisory Board Act, which requires county councils to set up advisory boards to promote 
contacts between patients and staff. 

2 Health Care and Medical Services Act, Section 2. 

3 Health Care and Medical Services Act, Section 3. 
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is free to set taxes as it wishes, but in practice, tax rates are coordinated amongst the 
different tiers with the national government increasingly setting limits to overall 
taxation. The government is generally able to enforce its views, if necessary by 
threatening to withhold subsidies to councils. 

- 

1.23 General Features of the Finance and Delivery System 

Sweden has a national, yet decentralised, health service. It is predominantly organised 
on the regional level 'with some involvement from the local level and with intervention 
from the national level. Funding and provision of health care services, other than long- 
term care for the elderly, are the responsibilities of the county councils. Long-term care 
for the elderly has recently been transferred to the local municipalities. 

Health care is therefore predominantly the responsibility of county councils. 
Approximately 80 percent of their expenditure is allocated to health care. This 
expenditure is financed partly through regional income taxes which county councils 
levy directly on their population. County councils are also supported by state grants, 
and receive a capitated budget from the national social insurance fund. 

A breakdown of budgets of county councils, averaged over county councils, is as 
follows: 

Health Care 
Social Welfare 
Care for the Mentally Retarded 
Educational and Cultural Activities 
Administration 

TOTAL 100% 

Source: Federation of Swedish Counfy Councils (1989), p. 8. 

Benefits in cash for health care are paid by the national insurance system. . This was 
established in Sweden in 1955. Membership of the national insurance scheme is 
compulsory for all Swedes above the age of sixteen. The insurance system covers four 
types of social insurance: health care, work-related accidents, pension care and 
unemployment. On health care matters, the national social insurance system is 
responsible for the payments of benefits in cash to the insured population. The 
national insurance system is administered by the National Social Insurance Board 
(Riksforsiikn'ngsverkef) through its 26 regional offices. 

On the delivery side, there is a public primary care sector, a private primary care sector 
and a hospital sector. Public primary physicians are salaried employees of the county 
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councils. A small number of full-time private primary physicians exist. They are 
reimbursed on a feefor-service basis by the national insurance system. Public 
physicians may be allowed by their employer, the county councils, to do part-time 
private work in addition to their public sector work For this they receive fee-for- 
service payments in addition to their salary. ~ee-for-sefvice payments are made 
through the national insurance system. Hospital clinicians are salaried employees of 
the county councils. 

Primary and hospital care are not closely integrated. There is no family doctor system 
in Sweden. Patients can either go to a primary physician or refer themselves directly 
to the hospital. Primary physicians often work as groups in health care centres. This 
means that the individual patient has no guarantee of seeing the same doctor at each 
visit. Y 

1.2.3 Inputs and Outputs of the System 

Health care expenditure in Sweden in 1988 was SEK 88,637 million ($10.6 bn 1990),' 
or 9.4 percent of gross domestic product (GDPX5 Chart 1.1 shows how this figure is 
allocated to payers and sectors. 

Health care expenditure in 1988 was comprised as follows: 59 percent was funded out 
of county council taxation, and 7 percent was funded from municipality taxation. 
Contributions from the National Social Insurance Board and the national government 
amounted to 23 percent, while the remaining 11 percent of funding came from patient 
copayments. 

By international comparisons, Sweden has achieved a high standard of health. In 1990, 
infant mortality was 5.7 deaths in the first year per 1,000 births, which low6 
compared to the average figure of 7.6 for the countries included in this study? 
Average life expectancy at birth in 1989 was 75 years for males and 81 years for 
females: compared to the average of 73 for males and 80 for females for the countries 
included in the study. Life expectancy in Sweden has increased by two years in the 

4 Throughout this Report, values are given in local currency and in 1990 US. Conversions are 'inade at 
1990 Purchasing Power Parities. Further, figures in 1990 U S  are effectively equivalent to 1990 ECUs, 
for while the current f /ECU exchange a t e  is 1 ECU = $1.382 (Financial Tms, 6 August 19921, 1990 
Purchasing Power Parity suggests a rate of 1 ECU = $1.021. Source: OECD, 1992 (1992a); OECD (1992b). 

s If the care for mentally disabled people is excluded (as the United Nations has refommmded), health 
care spending as a percentage of GDP stands at 8.5. For 1990, health care spending as a percentage of 
GDP is 9.3 (including care for mentally disabled people), or 8.6 (excluding mentally disabled people). 

6 OECD (1991). 

7 The countries are Canada, France, Germany, Italy, Japan, the Netherlands, New Zealand, Spain, Sweden, 
the UK and the USA. 

8 OECD (1991). 
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Expenditure on Health Care in Sweden, 1988 
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last decade for both sexes. However, if  indicators such as sick leave and early 
retirement are taken as measures of morbidity., then the recent rise in these indicators 
can be cited as evidence for a possible increasing morbidity rate in Sweden? 

- 

The need for health care in Sweden as measured b i t he  proportion of elderly in the 
population, is rising. In 1990, approximately 18 percent of the population was 65 years 
or older, and 8 pexent was 75 years or older.1° Sweden thus has the largest 
percentage of elderly people of all our country studies." The share of the 75 years or 
older age group may increase to more than 10 percent by the year 2025. 

Q The high incidence of sick leave and early retirement has also been interpreted as the W i g  the result 
of generous payment rules for individuals. 

10 OECD (1991). 

11 The (unweighed) average share of the population aged 65 years or older in our country studies is 13.6. 
That of the population aged 75 years or older is 5.9. 
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1.3 ANALYSIS OF INDIVIDUAL SECTORS 

1.3.1 Key Participants in the Health Care System 

Chart 1.2 presents an overview of the financia-and delivery flows in the Swedish 
health care system. It also introduces the main participants in this system. These are: 

The patients, who are also taxpayers and members of the national insurance 
scheme; 
the National Government, especially the Ministry of Health and Social Affairs 
and the National Board of Health and Welfare; 
the local and regional authorities, i.e. the municipalities and county councils, 
and the Federation of County Councils; 
the National Social Insurance Board and its regional offices; 
primary physicians, either private or salaried; 
hospitals and long-term care institutions; 
hospital clinicians; and, 
the pharmaceutical sector. 

In this Section we will describe the role of each of these key participants. 

1.3.2 Patients 

13.2.1 Attitudes towards the Health Care System 

A survey conducted in 1990 to find out about people's perception of their health service 
revealed some surprising results.12 The study was carried out in ten countries and 
thus allows for comparisons across these on the level of satisfaction with health care 
services in these countries. Of 500 Swedes questioned, 58 percent thought that the 
Swedish health care system needed fundamental changes. This was si@cantly higher 
than in any other country bar the United States, where the figure was 60 percent. 

On the other hand, when asked whether the Swedish health care system should be 
completely rebuilt, only 6 percent replied that it should - significantly less than in most 
countries included in the survey. Only for Japan, Canada and the Netherlands was the 
comparable figure the same or marginally lower. Although the data needs to 
interpreted with great care, the findings suggest that many Swedes are dissatisfied with 
aspects of their health care system. At the same time they appear to have preference 
for health care reforms which do not fundamentally alter its governing principles. 
Swedes tend to agree with the basic structure of the health care system, but 
nevertheless favour changes. 

12 See Blendon, R; Leitman, R; Morrison, I; Donelan, K (1990), pp. 185 -192. 
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132.2 Roles and Objedives of fhe Patient 

As noted earlier, patients may refer themselves directly to hospitals in Sweden, rather 
than being referred there by their physicians. In fact, about 40 percent of the yearly 
visits to doctors in Sweden take place in outpatient departments of hospitals. This is 
partly because, in the absence of family doctors, the difference between going to a 
primary physicians' (group) practice or an outpatient department of a hospital is 
insipficant for many Swedes. 

A crude indication where Swedes go to for what ahents ,  if they have a choice of a 
primary care centre and a hospital, is given by the following table: 

Primary Care Centre Hospital 

Colds 
Stomach Symptoms 

Accidents 
Chest Pains 

Sickness Certificate 
Other 

100% TOTAL 100% 
- - - - - - - 

Source: SPRI 1987, p.5. 

In the Swedish health care system, the patient is relatively uninvolved in the decision 
making process. Socially this appears to manifest itself in a widespread feeling that 
patients have little choice. Because of the absence of a family doctor system, the patient 
does not have an agent who acts as a source of information and guidance on health 
care. 

Copayments exist for most services which a patient wishes to make use of, e.g. for 
visits to primary physicians, to hospitals and for medicines. There is a total copayment 
limit per annum for any patient which covers physician visits, outpatient treatment and 
drugs, but not inpatient stays. In 1992, the limit on average was SEK 1300 ($137 1990). 
In 1993 this will be inaeased to SEK 1,600. County councils can, however, set lower 
limits. f 

Complaints from patients on possible malpractice can be directed either to the National 
Board of Health and Welfare, or to the National Medical Disciplinary Board. The latter 
may withdraw the accreditation of a physician or a nurse, or limit the right of the 
person to practice in the health profession. The National Medical Disciplina~y Board 
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receives approximately 1500 complaints a year from patients or theirrelatives. Patients 
are eligible for a (usually small) financial compensation for maltreatment. 

1.3.3 Payers - 

13.3.1 Roles and Objectives 

As a basic rule, the responsibility for the funding of services in each county is as 
follows: county councils pay for most benefits in kind, while insurance funds pay for 
benefits in cash. 

The responsibility to provide and purchase health care services in Sweden is mainly 
allocated to county councils. County councils were set up in 1862 The population of 
a county council ranges from 60,000 to 1,700,000, the average being 300,000. More than 
400,000 people are employed by the county councils, or almost 10 percent of the 
workforce. Their responsibility comprises medical services, mental health care, care for 
the disabled, dental care, preventative care and public health. Some county councils 
also pay a part of the medical and dental training, but the bulk is usually financed by 
the national government. 

Municipalities have no responsibility for health care other than long-term care for the 
elderly. Their main responsibilities are the provision of schools, electricity supply, 
water supply sewerage and waste management, as well as housing and social and 
welfare services. There are 284 municipalities with populations ranging from 5,000 to 
700,000 and averaging 30,000. 

The Federation of County Councils (Landsfingsfiirbundef) is a national organisation of 
the county councils. Although it has no legal status, it has developed into a 
considerably powerful organisation over the years. Approximately 180 people work 
in the Federation which has only one central office, in Stockholm. 

Representatives of the political parties in the county councils .choose delegates to the 
congress, which is the highest decision-making body of the Federation of County 
Councils. The congress then elects the Federation's executive committee and the 
auditors. The executive committee is assisted by various speaal committees, such as 
the finance committee or the collective bargaining and personnel committee. Congress 
meets yearly, and elections take place every three years. 

The Federation of County Councils is also an employer organization which centrally 
negotiates the salaries for primary physicians, nurses and clinicians with representatives 
of their trade unions. It is thus a monopsony buyer of health care personnel. The 
outcome of the wage negotiations are binding for all individual county councils. 
Doctors and nurses are represented in these negotiations by their trade unions, which 
are basically the Swedish Medical Assodation, and the Swedish Association of Nurses 
and Midwives. There are no significant differences in the salary structure of hospital 
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clinicians and ambulatory physicians, but there are differences between doctors 
working in mral and in urban areas. Both groups are paid primarily a salary which 
is based on hours worked. Overtime and working unsocial hours, e.g. at nights and 
on weekends, command additional pay. 

- 

The Federation of County Councils negotiates with the government the total amount 
of grants which county councils receive. Furthermore, it has an advisory function to 
the Ministry of Finance. 

Within each county council there exist primary and secondary health care districts. In 
some cases, one or more primary health care district will be completely contained 
within the boundaries of a secondary health care district. In other cases these 
boundaries are not co-terminous. Municipalities are smaller units than county councils 
but their boundaries are not necessarily co-terminous with either primary health care 
districts or secondary health care districts.l3 

Most health care districts are headed by a Director whose duty is the planning of 
primary and hospital services in a district. The Director is responsible to a Board of 
politically appointed officials. 

The National Soc5al Insurance Board employs 14,000 people in its 26 regional offices. 
The boundaries of these 26 offices correspond to the boundaries of the 23 county 
councils and the three municipalities which are not part of a county council (i.e. 
Goteborg, Malmii and the island of Gotland). The National Social Insurance Board is 
located in Stockholm and employs 500 people. It is run by a board whose members are 
appointed by the government. 

The benefits in cash to which Swedes are entitled under the national insurance scheme 
include: 

13 Below are two examples of how services are organised within county counciis: 

(1) h4almlihus ktndsting has six health care districts. Each district has primary care facilities. Five 
out of six districts each have one hospitat The board and the managing d i i a  at district 
levek are responsible for the provision of both primary care and hospital care. The heads of 
the ciinical depamnents report directly to the managing director of the district 

(2) Wosborgs Londsting has ten primary care districts and two districts (Worth' and South') that 
comprise acute and psychiatric hospitals. In the 'northern' hospital diitrict them is  one large 
hospital. In the 'southern' district there are t h m  smaller hospital. Each hospital district, and 
each primary care district, is headed by a board and a managing director. The heads of the 
clinical depamnents report directly to the managing director of the hospital district 
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Benefits in Cash 

Sickness Benefits: 
From March 1991, this amounts to 60  cent of normal income for the first 
three days of illness, 80 percent from the fourth to the 90th day of illness, 90 
percent thereafter. The daily minimum benefit is SEK 60 ($5.51 1990). No 
sickness benefit is payable on that portion of gross annual income which 
exceeds SEK 241,500 ($22,200 1990). Sickness benefits are taxable. To qualify 
for sickness benefit, the person concerned must have reported sick to the social 
insurance office. The regulations have recently been changed, and the employer 
now makes the payments for the first fourteen days, after which the health 
insurance system takes over. 

Parental Benefits: 
The parental insurance scheme provides parental benefits for 450 days, starting 
two months before the expected date of child birth and lasting until the child 
is eight years old. Parents themselves decide how to allocate the 450 days of 
leave between them, but it is not possible for both to receive the benefits at the 
same time, except for ten days after the child is born. The benefit amounts to 
90 percent of gross income for 360 days, with a daily minimum of SEK 60 ($5.51 
19901, and a flat rate of SEK 60 ($5.51 1990) per day for another 90 days. 
Parental benefits are taxable. Parents are also entitled to the benefit if they 
adopt children under 10 years of age. There are further regulations in case of 
illness of a child. 

Maternity Benefits: 
If an expected mother is not able to work in her normal capacity due to her 
condition, she receives a maternity benefit which is equivalent to the parental 
benefits for a maximum of 50 days before the expected date of childbirth. 

Other Benefits: 
Other benefits in cash include allowances for medical expenses, travel expenses 
to and from hospitals, and rebates on medicines. 

A private health care insurance sector exists, but it is very small. It basically provides 
insurance cover against copayments, and, significantly, insurance cover for better access 
to physicians and hospitals for treatments, in cases where waiting lists are in operation. 
in these cases, the privately insured patient does not jump the queue in order to receive 
treatment in a public hospital. Rather, better access means that patients are referred 
to private physicians and private acute hospitals. Thus private insurers hold contracts 
with private physicians and private hospitals. 
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133.2 Degree of Choice for the Insured 

Purchasing and provision of health care services is largely the responsibility of the 
council of the patient's county of residence. Hence, patients have no choice of insurer, 
unless they move to a different county. Similarly, as insurance fund members, Swedes 
have no choice but to belong to the regional insurance board of their county of 
residence. The latter, however, is unlikely to matter, as contributions and benefits are 
the same throughout the country. 

1 333 Funding of the Payers 

Health care expenditure of county councils (and municipalities) are financed through 
taxation raised predominantly at the local level. Specific tasks, such as research and 
education of medical doctors, are either funded centrally by the national government, 
or by the county councils. 

In 1990, the average county council tax rate, a proportional payroll tax with no upper 
contribution limit, was 14.0 percent. It ranged from 1275 percent to 14.5 percent (for 
Stockholm). The average municipality tax rate, also a proportional payroll tax with no 
upper contribution limit, was 17.3 percent, and ranged from 11.4 percent to 18.0 
percent. The national government Levies several taxes (the most important being a 
progressive income tax) and provides funding in form of top-up grants to both country 
councils and muniapalities. 

The upper limit of all direct taxes, i.e. county council, municipality and national taxes, 
is currently set at 52 percent. Tax rates differ across county councils and municipalities, 
but equalisation schemes financed by the national government are in place to balance 
the burden of costs across regions in Sweden. In general, such schemes redistribute 
funds between the rural North and the more urban South. For 1991 and 1992, the 
payroll tax rates for county councils and municipalities have been frozen by 
government decree. 

The distribution of income according to source in 1989 for county councils and 
municipalities was as follows: 
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County Councils Income Source (Percent) Municipalities 

Tax Revenues 
User Charges - 

Tax Equalization Grants 
State Grants for Special Use 

Health Insurance Reimbursement 
Other 

100.0 TOTAL 100.0 

Source: The Swedish Institute (19911, Local Government in Sweden 

Local government expenditure in Sweden in 1989 amounted to SEK 341 billion ($38.5 
bn 1990), or 28 percent of gross domestic product. The municipalities accounted for 65 
percent, and the county councils for the remaining 35 percent. 

Health care expenditures of the National Social Insurance Board are h c e d  on a 
regional basis through payroll taxes, paid by the employer, and through state grants, 
allocated to insurance board through a weighted capitation scheme. Payroll taxes 
amount to 85 percent of the total income of the national insurance scheme with state 
grants covering the remaining 15 percent. These grants are allocated to regional 
insurance boards on the basis of a weighted capitation scheme. 

The level of the payroll tax contributions are determined annually by the national 
parliament. It is set as a flat percentage of wages and salaries, currently at 9.4 percent. 
There is no upper limit to contributions. Because the contribution rates are determined 
centrally, there are no divergences in premiums across the 26 regional social insurance 
funds which administer the system through their regional offices. 

There is a relationship between the funding of the National Social Insurance Board and 
the county councils. It is as follows. The National Social Insurance Board receives 
payments from payroll taxes and government grants. From this budget, the Board 
basically has to cover two main types of expenditure: 

Benefits in cash to the insured. The payments are made through the 26 regional 
offices. 

The National Social Insurance Board also reimburses private physicians doing 
full-time private work, as well as salaried physicians doing part time private 
work. 

Because the latter type of expenditure varies over time, not least because county 
councils themselves decide on the level of private work which is to be undertaken in 
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any given year, the reimbursement scheme linking county councils and the National 
Social Insurance Board is as follows: 

The National Social Insurance Board pays out benefits in cash to those who are 
entitled to it. - 

The remaining surplus is distributed to county councils, according to a weighted 
capitation formula. This entitlement constitutes a hypothetical entitlement 
budget. 

From the hypothetical entitlement budget of a council for a financial year the 
National Social Insurance Board then deducts the expenditure which it has spent 
on private physicians of the particular council in the previous year. The balance 
constitutes the actual entitlement budget. 

Potential deficits of the National Social Insurance Board, or of the county council 
budgets, have been dealt with in the past by increasing tax rates. However, in the last 
three years the county councils have been put under increasing pressure to limit their 
spending. In 1988, the national parliament passed a law prohibiting any increase in 
their tax rates during the period of 1990 to 1992 An extension of this law to apply to 
1993 is currently under discussion. In the view of some observers, the resulting cash 
constraints have led to an improvement in efficiency and productivity. 

1 33.4 Regulation of the Payers 

County Councils carry out their responsibility through a political decision making 
process, not through detailed regulations which are written down as laws. They have 
thus considerable freedom in the way they organise the provision of health care 
services within their boundaries. 

The internal organisation of county councils is as follows. Each regional parliament 
meets several times during the year, usually in Spring and Fall. According to the 
constitution, regional parliaments should convene at least four times a year. Nearly all 
members of the county councils are also members of a political party. The regional 
parliament elects an executive Health Service Board of full-time councillors to 
administer the county council's health care service. Councillors are professional 
politicians. The number of people on the Board varies across county councils; on 
average it consists of fifteen to twenty members. 

The National Social Insurance Board appoints the directors50 d.26 regional offices, 
while the countycouncils elect other members of the regional social insurance board. 
The regional offices, however, are not under the authority of the central National Board. 
In fact, they perform the function of a local sickness fund. Anyone dissatisfied with 
a decision of a regional office can appeal to an insurance court (FiirsirEngflatt). 
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Detailed regulations exist with regard to social insurance, in particular what people 
with no incomes, or those who are unable to contribute to their funds, should receive 
in benefits. Usually people with no income are entitled to the benefits in kind provided 
by the county councils, but not necessarily to the benefits in cash provided by insurance 
funds. 

1.335 Economic Incentives 

County councils have a total budget which they cannot exceed because they are now 
not allowed to raise the taxes beyond the level set by national government. 
Furthermore, the administration of county councils is in the hands of elected politicians. 
Their incentive must therefore be to provide an adequate level of health care within the 
available budget. 

County councils are not responsible for reimbursing physicians for the ful l-be or part- 
time private work which they allow them to do. As the cost of this work will be 
deducted from the budget which they receive in the following year, they have only a 
small incentive to allow an undue increase in the volume of private work. 

Neither the county councils nor the 26 regional insurance boards of the national 
insurance system compete. This is because membership of county councils and regional 
insurance funds is determined by the fund members' place of residence. Furthermore, 
in the case of the insurance boards, the benefits in cash which they distribute, as well 
as the contributions which they collect, are both determined centrally by the national 
government. There are hence no variations. 

1.3.4 Primary Health Care Sector 

13.4.1 Roles and Objecfives 

There is no strict division between the primary and the hospital sector in Sweden. This 
is most clearly visible by the fact that the large majority of primary physicians, as well 
as most clinicians, are salaried employees of the county councils. Primary physicians 
have to treat all patients whose residence is within the county council borders. 

Primary physicians usually work in public health centres. Public health centres are 
group practices with a number of doctors speciaLising in different fields, e.g. 
paediatricians, gynaecologists or psychiatrists. They also run mass health screening 
programs, such as health check ups for children, vaccination services, screening for 
cancer or mammography. Home visits, especially to the elderly, are usually made by 
district nurses, but seldom by physicians. 

Because the health centres are often set up as group practices, an individual patient is 
not guaranteed to see the same doctor on each visit. Furthermore, patients can present 
themselves to hospitals for treatment without first being referred there by their primary 
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physician. Hence, the concept of a 'family doctor', common in many countries, is 
largely non-existent in Sweden, although nowadays the concept is highly debated, and 
proposals have been made by the government to move towards a family doctor system. 

Approximately five percent of primary physicians -(1,000 out of 20,000) work full time 
in private practice. Apparently they account for a much larger share of ambulatory 
visits by patients. In contrast -to the salaried county council physicians, private 
physicians are paid on a feefor-service basis by the social &rance fund. Some also 
have contracts withcounty councils to provide care for patients within the council 
territory. Private practitioners usually can use support services, such as pathology tests 
or X-rays free of charge from the nearest hospital. 

There are approximately 10,000 dentists in Sweden. About fifty percent of dentists are 
private dentists. In general, the distinction between a private and a salaried dentist is 
the same as in the case of physicians. The reason, however, why the share of private 
dentists is comparatively high is the fact that the county councils only pay for dental 
care of children up to age nineteen. 

1.3.4.2 Patient's Choice within fhe Primary Health Care Sector 

Patients have free choice of their general practitioner within their county of residence 
or neighbouring counties; in some cases up to five. Physicians can, theoretically, refuse 
to take on patients, but rarely do so. Rather, if demand for their services increases 
rapidly, they may apply for permission from their employer, the county council, to 
undertake private part-time work. 

The freedom of primary physicians to refer patients to hospitals is limited. Doctors are 
usually required to refer patients to designated hospitals within the county. If a 
condition requires treatment in a regional hospital outside the county's territory, the 
patient must be seen by a specialist in the county hospital before he or she is further 
referred to a regional hospital. 

Patients pay a standard copayment rate set by each county council for ambulatory 
services. On average the copayment rate is SEK 100 ($9.18 1990) per visit. The 
copayment rate for treatments such as physiotherapy, occupational therapy.or speech 
therapy is around SEK 50 ($4.59 1990). The copayment rate for a visit to the District 
Nurse is on average SEK 35 ($3.21 1990). For a visit to a private physician.the patient 
may pay the same as for a salaried physician, or more, up to SEK 140 ($12.85 1990) per 
consultation. 

13.43  Funding of the Primary Healfh Care Sector 

As far as the funding of physicians is concerned, one needs to distinguish between 
salaried and private physicians. Salaried physicians receive an annual salary from the 
county councils. 
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Private physicians are reimbursed by the National Social Insurance Board on a fixed 
fee-for-service schedule. The fee schedule is negotiated by the National Board with the 
Swedish Medical Association. The national government has to agree to the schedule, 
and decides in case of disputes. The fees are calculated according to groups of services 
and numbers which define the degree of specialisation of the physician. Group and 
number are then translated into monetary values. 

Private physicians earn slightly more than employed physicians, as they have more 
opportunities to expand work and influence their salaries. 

Patients pay user charges for primary physician visits, but these may vary across 
counties. The copayments are made to the county council, not the physician. In 
practice, patients pay a 'cashier' prior to the consultation with the doctor. 

Dentists are reimbursed on an established scale of charges. For a course of treatment, 
patient copayment rates are 60 percent of the costs up to SEK 3,000 ($275 1990); 50 
percent of the cost between SEK 3,000 and SEK 7,000 ($275 - 643 1990); and 25 percent 
above that. Dentists are reimbursed by the social insurance office. Children and young 
people are entitled to free care from salaried dentists up to the age of nineteen. 

1.3.4.4 Regulation of the Primary Health Care Sedm 

In order to obtain a licence as a physician, Swedes have to study medicine at a 
university for at least five to six years, followed by a 21 month internship in a hospital. 
Admission to medical departments at universities is restricted with the average grade 
of the final school examination determining entry. Qualification as a specialist requires 
another four to six years of postgraduate training. A licence to become a physician is 
given automatically after training and internship by the National Board of Health and 
Welfare. However, additionally, physicians must apply for appointments with a county 
council. They appoint physicians according to health care needs. 

The number of physicians allowed to set up a private practice .is controlled by the 
county councils. Their number varies across counties and is adjusted annually, 
depending on the need for the provision of additional primary services, if, for example, 
waiting lists for ambulatory services start to build up. Also controlled is the number 
of patients which a private physician is allowed to treat. Again the number varies 
across counties; at present, the average is 6,000 patients annually. Patients who are 
prepared to pay the full price of treatment directly to their physician are excluded from 
the 6,000 patients a year rule. Frequently, at the end of the financial year, doctors seek 
to re-negotiate with county councils the upper limit of patients they are allowed to 
treat. 
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Part time 'private' work by salaried physicians is regulated, and county council 
approval to do so is needed in most cases?' For county councils the authorisation of 
private work by salaried physicians, either part-time or full-time, allows them to 
regulate the number and flow of patients, and to reduce waiting lists. - 

1.3.45 Economic Incentives 

Salaried physicians, who do not undertake private additional work, do not compete. 
To the extent that they are granted permission to do part-time private, i.e. feefor- 
service, work, they do compete. It is, however, a relatively weak form of competition, 
because scope and duration of private work is highly regulated by the county council 
and reviewed every year. Private physicians, on the other hand, compete for patients. 

1.3.5 Hospital Sector 

135.1 Roles and Objedives 

There are approximately 100 acute hospitals in Sweden. In addition, there are about 
240 nursing homes, 130 health centres with nursing homes, and 20 psychiatric hospitals. 
In total these hospitals provide 116,000 beds.'5 The number of hospital beds is 
relatively high, standing at approximately 13 per 1,000 inhabitants, of which 4 are 
general acute, 2 are psychiatric and 6 are long term. The comparable figure average 
over the countries included in this study is approximately 9 per 1,000 inhabitants. 

Sweden is divided into six medical regions with approximately 1 to 1.5 million 
inhabitants. The boundaries of medical regions contain those of county councils (with 
one exception). Each medical region has one medical school, and these are Uppsala, 
Lund, Stockholm, Goteborg, Ume3 and Linkoping. Nine large regional hospitals are 
affiliated to the medical schools. At present, some 900 medical students are accepted 
each year. 

~ e ~ i o n a l  hospitals are administered by the County Council where they are located, but 
funding comes from all those (neighbouring) counties which refer patients to the 
hospital in significant numbers. County hospitals, on the other hand, are less 
specialised than regional hospitals. Each county has at least one county hospital. They 
often have approximately 1,000 beds and 15 to 20 specialities. Finally, at the health 
district level, there are the district hospitals which are less specialised than the county 
hospitals. 

I4 'Private' work by salaried physicians is not rare. In 1984,16.9 percent of all salaried physicians were 
part-time private practitioners, compared to 7.8 percent in 1975. 

IS Spri (19871, p. 10. 
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There are two private hospitals groups in Sweden. One is based in Stockholm where 
it owns several hospitals and one is based in Geteborg. They require acaeditation by 
the National Board of Health and Welfare, which also inspects them. Public hospitals 
are owned by the county councils and do not require - - a licence. 

There is a small nursing home sector, which is private. Often, such homes are run by 
families on a non-profit basis, providing care for the mentally ill, alcoholics, or drug 
addicts. The owners are reimbursed by municipalities. There are, in geneml, no 
queues for admission to long-term care institutions, mainly because the municipalities 
have set up various arrangements, from home. nursing to communal group dwellings, 
for the elderly. 

135.2 Patient's Choice within the Hospital Sedw 

Patients have free choice to which hospital they refer themselves to or, in consultation 
with their primary physician, are referred to, as long as the hospital is within the 
temtory of the county of residence. If patients are referred to hospitals outside their 
county of residence, then aoss boundary payments are made between the counties of 
their residence and the counties of their treatments. Often, county councils have 
reciprocal agreements for cross boundary flows, in particular in rural areas, where 
adequate care may not be available in the immediate vicinity of patients' residences. 

Copayments for outpatient visits to hospitals vary across counties, but are on average 
SEK 100 ($9.18 1990). For inpatient treatment, the average copayment is SEK 70 ($6.43 
1990) per 24 hours which is deducted from the sickness benefit which patients receive. 
Pensioners pay at most SEK 65 ($5.97 1990). Copayments are set by the county 
councils. 

1.353 Funding of the Hospital Sector 

Hospitals are reimbursed through annual budgets paid by county councils which 
include the costs of all staff, (including clinicians), drugs, medical supplies and other 
items. Operating costs are separated from investment costs in most, but not all, county 
councils. County councils regulate the expansion of hospitals through the increase in 
their global budget. 

Funds are allocated from county councils to health care districts, and from there to 
individual units and departments. The general method for allocating funds is that of 
global budgeting, although this now gradually changing. Several county councils are 
at present introducing alternative ways of financing and delivering health care. We 
briefly introduce two such models. 

Under the Stockholm Model, S t~c~holm county council (with approximately 1.7 million 
people) aims to increase the effective utilization of the county's resources. The new 
model started in January 1992 but is not expected to be fully implemented until 1995. 

f 0% 1-4. c 
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Under this model, Stockholm will intmduce an internal market for hospital senrices. 
A local purchasing authority will buy services on behalf of the population within its 
boundaries. Hospitals will be paid according to the services they provide. Diagnosis 
Related Groups (DRGs) will serve as output measures. Patients will be free to choose 
their primary physician, as well as their hospital. %-January 1992 ceiling prices were 
announced for general surgery, obstetrics and gynaecology, urology, orthopaedics and 
cataract surgery, but they do not come into effect as effective maximum prices for 
hospitals before January 1993. 

Under the Dalamodel, the Darlarna region aims to create a mixed public/private 
market for health service providers, whereby public as well as private providers will 
be able to compete for funds to provide care. Under the Dalamodel, it is also intended 
to devolve all primary and hospital care funds from county councils to district boards, 
who will then act as purchasers of health care. These purchasers will negotiate health 
care contracts with the local providers. Citizens will be able to select whichever health 
care centre they prefer. This choice includes health centres outside their area of 
residence. If they choose an outside health centre, then this centre is reimbursed 
through cross boundary payments from the home district board. Patients will, 
however, be required to accept referral to a hospital within their home district 
whenever possible. 

The following table gives an indication of the average costs per bedday for different 
medical departments in Swedish hospitals: 

Type of Ward Costs per Bed-Day 
SEK 1985 $1990 

Medicine 
Surgery 
Neurosurgery 
Cardio-thoracic Surgery 
Paediatrics 
Maternity 
Psychiatric Care 
Long-Term Care 

Source: Swedish County Councils (29891, p. 14. 

During the period of expansion in the fifties and sixties, hospitals were usually 
compensated for budget deficits. The difficulties of hospitals in keeping within their 
budgets led to the development of tighter overall cost controls combined with a 
decentralised system involving clinical budgeting. Clinical budgeting means that the 
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clinical heads which lead the clinical departments are also responsible for the global 
budgets of their departments, which are generally divided into operating and 
investment costs. 

- 

13.5.4 Regulation of the Hospital Sector 

Some health care experts in Sweden express a strong belief that the financing of 
Swedish hospitals through global budgets has been, by and large, successful. Although 
waiting lists existed for the treatment of some mainly non-acute ailments, e.g. hip 
replacements, cataract operations, and coronary by-pass surgery, these waiting lists are 
not excessive. Recently the government has promised to guarantee treatment within 
three months for certain of these specialties, and county councils were encouraged to 
implement this guarantee by granting cost-per-case payments in addition to the agreed 
hospital budgets. The new regulations have helped to reduce waiting lists significantly 
in the past year. 

In the opinion of health care experts, the existence of waiting lists points to a 
management problem due to planning rigidities, not a resource problem. It also seems 
to be the case that waiting lists are defined rather crudely. In particular they may not 
always indicate unmet needs of the Swedish population. 

Since 1991 municipalities have been responsible for the long term care of the elderly. 
Previously that responsibility lay with the county councils. In the course of the transfer 
of responsibility for long-term care patients, a tax switch between county councils and 
municipalities took place. It is anticipated that by shifting the responsibility to the 
lowest level in the health care system, more innovative ways of care for the long-term 
patients can be found, which will eventually reduce the expenditure for the care of the 
long-term ill. There is some evidence that municipalities do use a variety of ways for 
caring for the long-term ill and elderly. This includes the involvement of self-help 
groups, neighbourhood care schemes or district nurses making home visits. 

1 -3.55 Economic Incentives 

In general, hospitals do not sompete, since they are financed through global budgets 
which are often determined on the basis of last year's budget. The situation is 
changing, however, with the government's drive to cut down waiting lists on some 
specialties. To achieve this, payment schedules have been altered to allow for cost-per- 
case payment for those specialties where waiting lists exist or unmet need is suspected. 
This change in payment schedule has set an incentive for hospitals to compete for the 
additional work, especially in urban areas such as Stockholm. It is argued that the 
introduction of cost-per-case payments will have a significant effect on productivity in 
Swedish hospitals. Similarly, in other urban areas such as MalmZi/Lund and Goteborg 
there are also signs of increasing competition and corresponding patient flows between 
county councils and independent municipalities. Competition also exists in the very 
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private market for elective surgery, which is carried out almost exclusively in 
private hospitals. 

1.3.6 Pharmaceutical Sector 
- 

1 3.6.1 Roles and Objectives 

 he pharmaceutical sector in Sweden consists of the pharmaceutical industry, two 
wholesale or distribution companies, and one centralised retailer with retail outlets. 
This retail organisation is the National Corporation of Swedish Pharmacies 
(Apoteksbolaget) which is responsible for purchasing and distributing drugs. There is 
also a Medical froducts Agency ~LiikemedeZsoer&) which is responsible for drug control 
and registration. 

Total sales in the Swedish drug market in 1988 were SEK 8,280 million ($1.0 bn 1990) 
in retail prices (excluding VAT). Some 174 firms were represented, of which 31 were 
domestic. The five largest pharmaceutical firms in Sweden - Astra, Kabi, Pharmacia, 
Glaxo and MSD - account for 50 percent of the market. 

The market share of foreign companies has inaeased horn 51 percent in 1978 to nearly 
60 percent in 1988. For several years, Sweden has had a positive trade balance in 
pharmaceuticals. In 1988, for example, Sweden exported drugs worth SEK 4,767 million 
($572 mn 1990) and imported drug worth SEK 2,795 million ($335 mn 1990). The share 
in health care costs of medicines has been fairly constant over the years and ranges 
from 8.1. percent to 8.8 percent for the years 1980 to 1988. Similarly, during this period 
the share of medicines in gross national product ranged from 0.71 percent to 0.76 
percent. 

Chart 1.3 presents an overview of the pharmaceutical sector in Sweden. Production of 
medicines is divided between domestic and foreign producers. The bulk of medicines 
are distributed by two wholesale companies, ADA and Kronans DroghndeI (Kromn). 
ADA is owned by the National Corporation of Swedish Pharmacies, while Kronan is 
owned by a consortium of foreign producers." 

Almost all retail sales are controlled by the National Corporation of Swedish 
Pharmacies (Apoteksbolaget) which acts as a retail organisation. This means that the 
Corporation has a monopsony in the producer market and a monopoly ip the retail 
market. A minor part of the retailing is also managed by the National Bacteriological 
Laboratory (Statetts Bakferiologiskn Laboratotium), and by the National Centre for 
Veterinary Medicine (Statens Veterirui'nnedicinska Anstalt). Apoteksbolaget is owned to two 
thirds by the state, and one third by the pension fund of pharmacists. Apoteksbolaget 

IC A small amount of drugs are distributed directly h m  the domestic and foreign producers to the 
National Corporation of Swedish Pharnracia. S o w  fomign companies also distribute through ADA 
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itself owns the wholesale company ADA. It has about 825 public outlets, of which 80 
are located in hospitals. 

The National Corporation of Swedish Pharmacies provides drugs to hospitals and the 
primary care market. The use of medicines in hospitals is reimbursed by the budgets 
allocated to them by the county councils. The prescription market is financed by the 
National Social Insurance Board through the Drug Benefit Scheme, and by patient 
copayments. Over-the-counter medicines are financed by consumers. The relative 
shares of hospitals, prescription drugs and OTC drugs have remained fairly constant 
over the last years and are as follows: 

- -- 

Market Shares in 1988 (Retail prices, excluding VAT, SEK million and Percent) 

1,482 ($179 mn 1990) Hospital Market 
6,081 ($730 mn 1990) Prescription Market 

717 ($86 mn 1990) OTC Market 

8,280 ($1002 mn 1990) TOTAL 100 
- --- 

Source: Jonssm t19911, p. 155. 

The nominal patent duration in Sweden is twenty years. Effective patent duration has 
decreased from 11.5 years during 1965 to 1969 to 9.6 years cluing 1985 to 1987. 

1.3.6.2 Patient's Choice with the Pharmaceuticnl Sector. 

Consumers have a choice of which pharmacy they go to in order to obtain medicines. . 

Consumer copayments for drugs were set at SEK 65, but have recently (1992) been 
increased to SEK 90 ($8.26 1990) per prescription for the first drug, and another SEK 
10 for every other drug on the same prescription; the remainder is reimbursed by the 
National Social Insurance Board through the Drugs Benefit Scheme (see Sub-section 
1.3.6.4). The upper limit of annual copayments, covering patient charges. and drug 
costs will be raised by SEK 100 to SEK 1,600 (to $147 1990) as of 1 January 1993. 

13.6.3 Funding of the Phannaceuticnf Sector. 

Prices of drugs are decided in negotiations between the National Corporation of 
Swedish Pharmacies and the producer." This position as a monopsony buyer, and 
effectively a price regulator, gives the Corporation signXcant market power, which it 
appears to have exercised in recent years. frice increases have been lower for 

17 New reimbursement rules are to be introduced in January 1993 (see Part 4). 
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medicines than for consumer goods in Sweden throughout the eighties. Drug prices 
are also considered to be low in comparison to other European countries; only Belgium, 
France, Italy and the United Kingdom have lower prices.'@ 

- < 

The margins of the wholesalers and the retailer (i.e. the National Corporation of 
Swedish Pharmacies and its outlets) for averages of sales are as follows: the 
manufacturers' prices to the wholesalers account for 68.2 percent of the pharmacy 
selling price; the wholesalers add 4.2 percent to the manufacturers' prices, which 
accounts for 28 percent of the pharmacy selling price; finally, the retailer adds 41 
percent to their purchasing price which accounts for 29 percent of the pharmacy selling 
price.Ig 

Hospitals are given a drugs' budget by the county councils. Hence, medicines which 
are part of inpatient treatments are reimbursed by the county councils. 

Prescription drugs, which the patient purchases from retail pharmacies, are paid for 
partly by user-charges and partly by the National Social Insurance Board. In practice 
this works the following way. The National Corporation of Swedish Pharmacies 
submits an invoice to the National Social Insurance Board which lists the pharmacies' 
recorded sales during the calendar month. A division is made into the various 
payment categories, including those which are free of charge on account of various 
high-cost protection schemes. Such schemes include the SEK 1,600 rule, or other 
exemptions (see Sub-Section 1.3.6.4 below). The National Social Insurance Board then 
pays out the reimbursement sum directly to the National Corporation of Swedish 
Pharmacies. 

Since the volume of prescription medicines purchased by patients from retail 
pharmacies is demand driven, the reimbursement levels from the National Social 
Insurance Board are open-ended. 

1.3.6.4 Regulation of the Pharmaceutical Secfm 

At present, prices of medicines are fixed in negotiations between the manufacturers and 
the National Corporation of Swedish Pharmacies which holds a monopsony position 
with respect to the pharmaceutical industry. If agreement cannot be reached the price 
is set by another body, the Medical Product Agency. The price which is agreed 
between the two parties is the pharmacies' purchase price. It includes the 
reimbursement to wholesalers for distribution and storage. The pharmacies' selling 
price is also set by the National Corporation of Swedish Pharmacies. It is same 
throughout the country. The difference between purchase price and selling price makes 
up the Corporation's margin. From that margin it has to cover the costs of Nnning the 

- - 

16 Jonsson, B (19911, p. 160. 

19 The Association of Representatives of Foreign Pharmaceutical Industries (1991) p. 19. 
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825 pharmacies and its own administration. It must also cover the 
dividend requirement of the Corporation which amounts to 6 percent of its capital. 

In June 1992 the national parliament decided on various changes to the reimbursement 
scheme for pharmaceuticals. The first set of changes-relate to copayments for patients. 
Tfiese changes came into effect in July 1992 The second set of changes proposes the 
introduction of a reference price system, planned for January 1993. Both changes a& 
explained 

The old regulations concerning copayments for pharmaceuticals were as follows. For 
each prescriptionsnly medicine there is a maximum charge to the patient of SEK 90 
for each item on the prescription. The costs which exceed that amount are paid by the 
National Social Insurance Board. For those suffering from long-term and serious 
illnesses medicines are free of charge, if the government has determined that the illness 
gives entitlement to exemption from charge." The regulations meant that each person 
paid a fixed charge of at most SEK 90 for each purchase, regardless of how many 
medicines were on the same prescription issued by the doctor, and irrespective of how 
expensive they were. 

From July 1992, new regulations are in place. The patient pays a maximum copayment 
of SEK 120 for the first item of the prescription. For each additional item which is 
purchased at the same time, the copayment will be SEK 10. In this event, the 
copayment of SEK 120 is to be made on the pharmaceutical preparation which has the 
highest price. 

The government estimates that this new measure will reduce the net expenses by the 
National Social Insurance Board by approximately SEK 400 million a year. 

The second change is a reform of the present method of prices control for drugs. Here, 
the government has made the social insurance system responsible for the setting of 
prices of medicines. The main reason for this change is to make Sweden's new 
reimbursement scheme compatible with the legal rules of the European Community 
which Sweden is obliged to follow as part of its application for membership of the 
Community. 

The rules are as follows. Reimbursement levels for medicines will be set by the 
National Social Insurance Board. In the view of the Swedish government, the EC 
Transparency Directive [89/ 105/EEC] on drugs spedfies that price controls for 
medicines cannot be linked to the registration procedure of drugs, as is currently 
happening in Sweden. However, according to the Swedish Minister of Health, it is not 

I0 The changes in the reimbursement scheme for pharmaceuticz~ls as proposed by the government is based 
on a Government 3i i  1991/92:151, and on extracts from the minutes of a ministerial meeting on 26 
March 1992. See also: Jendteg, S (1992) pp. 2-3. 

t l  Exemption of charge also applies to prophylactic medicine for pregnant women and for children. 
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possible to do without some form of price control if the aim of limiting the costs of 
pharmaceuticals is to be realised. Hence, a new price fhing system is required. As of 
January 1993, drug manufacturers have to make an application to the National Social 
Insurance Board requesting that the pharmaceufical product be covered by the benefits 
system, and that therefore the patient receives a price reduction. It is then the 
responsibility of the National Social Insurance Board to decide whether the medicine 
will be included in the list of products covered by the benefit scheme, and at what 
reimbursement level. For the latter decision, the Insurance Board may be assisted by 
the National Corporation of Swedish Pharmacies. 

While essentially this means that pricing of drugs is free, the reimbursement levels are 
in fact not. As a further regulation, the government also decided that for each 
pharmaceutical preparation for which there is an equivalent but cheaper counterpart 
on the market, the reimbursement levels should be based on the price which was set 
for the cheapest equivalent preparation plus 10 percent. If a consumer opts to purchase 
a different, more expensive equivalent preparation, then they will have to pay the 
difference between the price of the branded product and the reimbursement level of the 
cheaper equivalent themselves. Equivalent counterpart is defined hereby as "a 
pharmaceutical preparation which has the same physical form and contains the same 
quality of active agent as a previously registered pharmaceutical preparation with 
documented medicinal expedien~y".~ A further requirement is that the patent term 
for the brand-name product has expired, and that there is at least one generic 
counterpart on the market. 

The new reimbursement scheme for drugs in Sweden is similar to the system of 
reference prices introduced in Germany in 1991, in particular to the so-called Stage 1 
of the system which covers medicines with therapeutically equivalent active 
substances." As a result of the introduction of the reference price system iq Germany, 
many manufacturers' prices for medicines converged to their reference price levels. 

1.3.6.5 Economic Incentives 

The budget restriction under which hospitals work means that they are likely to be 
cost-conscious when they purchase drugs. Each hospital has a drug fonnula committee 
that makes recommendations on drug purchases within the restricted hospital budget. 
The budget restriction means that hospitals choose carefully which drugs they 
purchase. However, individual clinicians may not have a strong incentive always to 
use drugs efficiently, unless they manage their own budgets, as is usually the case in 
Swedish hospitals. 

P Government Bill 1991/92, Annex: extracts from the minutes of a ministerial meeting on 26 March 1992, 
p.23. 

I) Stage 2 of the German system covers medicines with pharmacologically comparable active substances, 
especially chemically related ingredients, while Stage 3 coves medicines with pharmacological- 
therapeutic effects, particularly drug combinations. , l' 
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prescription drugs have the largest share of the Swedish retail market (73 percent). 
this market, the incentives for the consumer as well as the prescribing doctor to be 
p r i c ~ o n s c i ~ ~ s  are relatively weak consumers only have an incentive to be cost- 
conscious up to the copayment which they pay However, the fact that patients pay 
a copayment rate for each visit to a physidan' may act as a deterrent to drug 
consumption. Fewer visits to physicians may take place than would be the case in the 
absence of physician visit copayments. This may result in lower levels of medicines 
being prescribed and consumed. 

Physicians have no incentives under the present system to take cost-effectiveness 
criteria into account when prescribing drugs. 

1.3.7 Other Participants 

The National Board of Health and Welfare CSocialsfyreism) is a relatively independent 
administrative agency. It employs approximately 300 people and has a central office 
in Stockholm as well as five regional offices. Its tasks include: 

supervising, monitoring and evaluating developments in all areas of health care; 
and, 

providing expertise and advice in the field of health care to the government. 

The National Board of Health and Welfare generally assumes the role of a watchdog 
on issues such as quality control checks. It undertakes these on a regular basis in all 
county councils. From time to time, it also performs detailed investigations of a single 
county council to assess the service quality and cost-effectiveness of the primary sector, 
of hospitals, and of the social services. Such detailed investigations may last up to six 
months. Additionally, the National Board is responsible for the licensing of physicians 
and private hospitals. 

The National Institute for Planning and Rationalization of Health Services, or SPRI 
(Sjukuardens och Socialvardens Planerzngs och Rafionaliseringsinsfifut) works on planning 
and efficiency measures, undertakes special investigative tasks and canies out applied 
research on health care. It is owned and funded jointly by the Government of Sweden 
and the Federation of County Councils. 

Another national organisation is the Swedish Council of Technology Assessment in 
Health Care (Statens Beredning for Utrardering av Medin'nsk Mefodik, or SBU). The 
Council is charged with a number of tasks. They include the identification of new or 
established medical technologies needing assessment; the establishment of medical, 
economic, humanitarian, and social values of using different technologies; the 
promotion of the rapid introduction of new medical technology which replaces less 
effective methods; the information of interested parties about the outcome of 
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technology assessment activities; and the monitoring and reporting on international 
studies and developments." 

Misconduct of health care personnel is inv-estigated by the National Medical 
Disciplinary Board (Hiilsosch Sjukztardens Ansvarsniimnd). 
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1.4 INTERSECTORAL ANALYSIS 

1.4.1 Major Decision Makers 

During the last three decades, the Swedish health -care system has undergone a 
&centralisation process that has progressively accelerated during the last few years. 
Consequently, health care policies have increasingly been formulated at the regional, 
county council, level. Similarly, health care reforms are implemented almost 
exclusively at the county council level. 

This suggests that the most important decision makers in the Swedish health care 
system are the elected members of the boards at county council and district level since 
they are responsible for the implementation of health care policies. They are staffed by 
members of the Swedish political parties. Many county councils, as well as the 
Federation of County Councils, are nowadays governed by coalitions of non-socialist 
parties. The Social Democratic party is still the largest political party, and retains some 
influence through its strong affiliation to the Swedish trade unions. 

The Federation of County Councils, which is only a loose association, at first appeared 
to support this drive towards decentralisation. It saw its major role as issuing unifying 
guidelines on health care policy matters, thus exercising a strong, but indirect, influence 
over health care policies in the counties. 

The result, however, has been that some counties, especially those which are busy 
experimenting with new forms of resource allocation in health care, have been 
increasingly less willing to be guided in their reform drive by the Federation in 
Stockholm. As a consequence, the Federation has lately lost much of its influence over 
health care policies. 

At the national level, various reform proposals have been suggested, which aim to 
overhaul the entire health care system to varying degrees (see Section 1.5). Some more 
radical suggestions are likely to require the national parliament to pass new legislation, 
since the funding mechanism of health care would have to be reformed. 

In the meantime, however, the county council authorities, which still act as providers 
and purchasers of health care, are experimenting with ways to locally reform the 
organisation of health care. These reforms seem to be guided by two principles: 

Health care policy reforms in most, but not all, county councils are marginal 
and progress only slowly. 

To a large extent, these reform policies aim to introduce some elements of 
market mechanisms into a largely budget-controlled system without 
compromising on the quality of health care. 
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1 .  Consistency of Objectives and Incentives 

The demarcation of central and local responsibilities for health care leads to potential 
conflict. For example, at central level, the National Board of Health and Welfare and 
the Federation of County Councils have overlapping responsibilities as far as planning 
of health care is concerned. This means that it is possible that both organisations may 
issue guidelines, say, on matters relating to quality of health care, which are potentially 
contradictory. 

Both organisations, but in particular the Federation, have yet to come to terms with the 
decentralisation of the Swedish health care system. As individual county councils 
assume more independence from the centre, they are increasingly less likely to respond 
to directives from Stockholm. The erstwhile strong influence of the Federation, which 
led it to be called the 'unofficial Ministry of Health', has recently vanished. The 
Federation is at present reevaluating its role in the new decentralised Swedish health 
care system. 

Similarly, on the local level, the demarcation of responsibilities between municipalities 
and county councils has not always been clear. Both organisations have an incentive 
to shift responsibility for care, and hence for financing care, onto each other. This 
happens often with those aspects of health care which are closely connected with the 
social services, e.g. psychiatric care, or drug user rehabilitation. 

Furthermore, there is a marked absence of incentives for most key participants to 
improve efficiency. However, efficiency seems to be improved on the occasions on 
which economic incentives are introduced into the system. For example, in January 
19% the national government and the Federation of County Councils agreed to reduce 
the waiting times for certain treatments and operations to no more than three months. 
The ailments covered by this rule are coronary artery disease, hip-joint and knee-joint 
replacement, cataract surgery, gallstone surgery, hernia surgery, surgery of prolapse 
and incontinence, and hearing aids. If patients cannot get treatment within the 
specified time period, they have to be offered treatment in another county or in a 
private hospital. Hospitals are paid for this on top of their existing budget. Early 
evidence suggests that waiting lists have been reduced significantly. 

1.4.3 Economic Implications for Efficiency and Equity 

In general, social or class related differences in mortality or morbidity are much less 
pronounced in Sweden than in many other countries. Material resources and living 
conditions are more equally distributed in Sweden, due to general policies in the last 
decades which have strongly favoured redistribution. The general welfare and 
redistribution policies implemented in the last decades by a predominantly social- 
democratic government were facilitated by continuous growth in gross domestic 
product. Only recently has growth slowed down and made such policies more 
difficult. 



. . Hospitals show considerable differences in terms of quality of care, and in terms 
of productivity and efficiency. A national project initiated in 1990 by 
parliament, called the D a p  50 project, iiimed to compare resource use and 
productivity across hospitals for various specialties, such as medicine, surgery, 
orthopaedics, gynaecology, urology and ophthalmology. The review pointed to 
extensive differences between the hospitals analysed. The project also suggested 
that, in order to improve capacity utilization, planning and organisation of 
hospital care should be made more flexible, and day surgery should be 
encouraged. 

There are regional imbalances in the provision of service across county councils. 
The availability of medical specialists is lower in the provincial and rural areas 
of the North than in the more densely populated areas in the South. 

The use of sickness benefits is also significantly higher among blue-collar 
workers than among white-collar workers and professionals. 

The main weaknesses of the Swedish health care system leading to inefficiencies are 
considered to be: 

0 There is a lack of integration between health services, social services and health 
insurance, and between primary and hospital care. Primary care physicians do 
not act as gatekeepers which results in a high proportion of self-referrals to 
hospitals by patients. This emphasis on institutional care largely has a historical 
basis. In the fifties and sixties much emphasis was put on hospital care with a 
tendency towards concentrating acute services in a limited number of units with 
a large number of beds. 

There is a lack of responsiveness to consumer preferences. The position of the 
consumer seems to be relatively weak, due to the absence of family doctors who 
would ensure continuity in patient-doctor relations, a lack of choice of hospitals, 
occasionally long waiting lists or waiting times and inconvenient opening hours 
of primary physician practices. These shortcomings are particularly important 
at a time when social thought and poiicy is becoming more market-oriented. 

There are significant differences in productivity of hospitals and in the quality 
of the services provided by them. 
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1.5 ANALYSIS OF HEALTH CARE POLICY 

1.5.1 Current Health Care Policies and Proposals 
- 

Swedish health care policies over the last three decades have concentrated on the 
decentralisation of the health care system. In 1963 responsibility for primary care was 
passed to the county councils; in 1967 responsibility for mental illness institutions was 
transferred to county councils; and in 1982 the county councils were put in charge of 
health promotion and public health, including public vaccination programmes through 
a new Health Care Act. In 1982 and 1983 the two university hospitals still owned by 
the State at the time, the Kmolinska Hospital in Stockholm and the Academic Hospital 
in Uppsala were put into the ownership of county councils. Recently, in 1991, 
responsibility for long term care of the elderly was passed from county councils to 
municipalities, thus further decentralising the system. 

As a consequence of the now decentralised system, it is difficult to assess reform of the 
entire Swedish health care system. A national reform policy is not implemented at 
present, and indeed does not exist. What does exist is several proposals concerning 
how to reform the Swedish health care system. These proposals come from two main 
sources, namely the Federation of County Councils, and the Ministry of Health and 
Social Affairs. We will deal with each in turn. 

The first group of proposals was published in a report published by the Federation of 
County Councils in 1991 under the name 'Crossroads - Future Options for Swedish 
Health Care'. The report presented the findings of a group of experts from the 
Federation, the Ministry of Health and Social Affairs, the National Board of Health and 
Welfare, health economists from universities, and administrators from county councils 
and municipalities. The project was initiated in 1988 by the Board of Directors of the 
Federation of Swedish County Councils. 

The Crossroads report proposes three models of health care reform in Sweden: 

The National Model 
Under the National Model, financing of health care would become the 
responsibility of a national insurance fund. The fund would receive its 
resources from national payroll tax. The fund would provide finance for 
benefits in kind as well as benefits in cash. County councils and municipalities 
would lose their right to levy taxes on their citizens for services which would 
then be covered by the national fund. Parliament would determine the fund's 
resources once a year, and would also decide on fees and benefits. 

Responsibility for financing health care would be separated from the 
responsibility for providing health w e .  To accomplish this, the providers 
would sign contracts with the fund. Contracts would determine volumes and 
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0 The Coordinated Model 
The coordinated model splits the responsibility for children, youth and the 
elderly, from the responsibility for people of working age. 

Municipalities would be responsible for the provision of all health care services 
to children, youth and the elderly. In effect, the municipalities' obligation to 
provide care would commence with birth and continue until the child reaches 
legal age. It would then recommence when the individual reaches retirement 
age. Municipalities would finance their activities through income taxes and 
patient fees. They would purchase health care from providers by concluding 
contracts. These provider institutions would either be owned by municipalities 
(e.g. nursing homes), or, more likely, would be owned by county councils. 

Responsibility for health care for people of working age would be transferred 
to a national insurance fund. The fund would finance its activity through a 
payroll tax. It would be responsible for benefits in kind as well as benefits in 
cash. Regional insurance offices would contract for health care services with 
different providers, e.g. hospitals and primary care centres. 

Municipalities and regional insurance offices would closely coordinate their 
activities. Patients of both groups would have the right to choose any provider 
with which their insurance office had a service agreement. 

The Population Based Model 
Under this model, the county councils would be abolished and Sweden would 
be divided into eight (medical) regions. Each region would have between 1 to 
1.5 million inhabitants. The regions would be solely responsible for financing 
health care. They would finance their activities through payroll taxes and 
patients' fees. Regions' opportunities to tax their citizens would be regulated 
by the national government. The division of Sweden into eight regions would 
be such as to avoid the necessity for complex annual tax transfers across 
regions. 

Health care services would be provided by regions themselves. They would 
have considerable independence and freedom in the way they organise the 
health care system. This might include the possibiity of regions signing 
contracts with providers or even with private organisations. Patients would 
enjoy freedom of provider choice, but only within their region of residence. 

The Federation of County Councils submitted its proposaIs to the public in 1991. Also 
in 1991, Sweden held elections. At the national level, a new conservative led 
government was elected, ending nine years of social democratic governments. Soon 

i 
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afterwards, the Ministry of Health and Social Affairs of the new government announced 
that it would conduct a new review of the Swedish health care system. 

In March 1992 the Swedish government appointed a parliamentary committee "to 
present an analysis and assessment of the funding needs of health services and medical 
care and the way in which those needs could be provided for until the year 2000, 
within the framework of a national economy in balance".25 The remit for the 
committee includes putting forward one or more proposals concerning the future 
funding and organisation of health care services and medical care, and in this 
connection, should also assess the developments of health care systems in the Nordic 
countries, Germany, Britain, the Netherlands and Canada. 

Furthermore, the Committee's recommendation are to be based on the analysis and 
evaluation of three models of funding and organisation. All three models are to be 
based on the assumption that funding is derived almost completely from taxation 
revenue, from social security contributions or from compulsory insurance premiums. 
The level of any such premium would be set according to payment capacity, rather 
than the individual's health cost. The proposal regarding funding and organisation of 
the three models should, however, also be based on the assumption that "competition 
between different types of care-producers, both public and private, is generally good 
for producti~ity".~~ 

The three models proposed by the parliamentary committee are as follows: 

A Reformed County Council Model 
The first model is based on the existing system, but would further emphasize 
the division between the funding role and the provider role of county councils 
in the present system. This would entail a clearer distinction between the 
county councils as the funding agency, and the primary and hospital sector as 
the provider organisations. In this internal market model, patients would have 
the right of free choice of care-provider, and payment would follow the patient. 
Health services could be supplied by both public and private providers. 

Primary Care Control 
In this model, all funding for health services would be placed into the primary 
care sector. Patients would be free to choose a family doctor. Doctors would 
be allocated a budget which is dependent upon the number of patients they see. 
This budget would also include the cost of specialist or hospital care which 
primary physicians would purchase, on behalf of their patients, from suitable 
care providers. This model is similar to the system of Fundholding GPs 
introduced in the United Kingdom in 1991. 

z Ministry of Health and Sixid Affairs (1992), p. 12. 

16 Ministry of Health and Social Affairs (1992), p. 18. 
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~ ~ m p u l s o r y  Medical Insurance 
This is the most radical of the three models. In it, the responsibility for the 
funding of health services is transferred to one or many insurance providers, 
I ~ S  introduction would mean abolishing the right of county councils to levy 
taxes for health care services. Insurance funds would be set up which would 
compensate providers of care according to a schedule of charges. 

The evaluation of the three models should be completed by 1 March 1993. The 
parliamentary committee's work is to be completed on I March 1994. 

1.5.2 Assessment of Current Health Care Policies and Proposals 

The current abundance of proposals on how to reform the Swedish health care system 
must be seen against the background of the m e n t  general politics in Sweden. In 1991, 
Sweden elected a new national government which marked the end of a long period of 
government by the Social Democratic Party (Arbetarqrtiet-SociaIdemokratem). The new 
government is a coalition of four parties: the Conservative Party (Moderata 
Samlingsparfiet), the Centre Party (Centerpartid), the Christian Democrats 
(Kristdemokratiska Samhiillspnrtiet), and the Liberal Party (Folkparfiet Liberalema). 

The parties of the present government agreed that the health care sector in Sweden 
needed re-evaluation. This thinking largely stems from the fact that Sweden's already 
high level of public spendinf would inaease still further as more demand is placed 
on the health care system, at a time when the government is attempting to reduce the 
level of public spending. However, there is still agreement amongst experts and the 
public that the Swedish health care system is providing quality care to its citizens. 

The government apparently could not decide on a national strategy for health, and 
hence deaded to appoint a parliamentary committee to study the issues. The 
Conservative Party is said to favour a compulsory insurance scheme, along the lines 
of the third organisational model which the committee is to study. They are backed 
in this demand by the Swedish Medical Association which supports an insurance-based 
system, together with a fee-for-service reimbursement scheme for physicians. 

The Liberal Party is said to favour a reformed global budgeting system, a proposal not 
considered any further by the parliamentary committee. The Liberals would also like 
to see the introduction of family doctors, rather than the present primary.health care 
centres. The Secretary of State responsible for health, Bo Konberg, is a member of the 
Liberal Party. 

D According to OECD data, Sweden's share of GDP consumed by the public sector was 602 percent in 
1989, against an OECD average of 41.2 percent. S i r l y ,  the savings ration in Sweden in 1989 stood 
at 7.2 percent, against an OECD average of 8.9 percent. 
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CHAPTER 1 
PROFILE OF THE HEALTH CARE SYSTEM 

- 

1.1 SUMMARY 

Structure 

The health care system in the United States is characterized by a mix of 
regulation and competition in both financing and delivery. Funding is provided 
through a combination of public and private sources. In 1990,' approximately 
42 percent of health care spending was financed by government sources with 
the remainder coming from private insurance (33 percent), consumer out-of- 
pocket payments (20 parent) and other sources, such as philanthropy. 

On the public side, virtually all Americans 65 years of age or older are covered 
by Medicare, a Federal Government program that exerts a strong influence over 
providers through administered prices. The elderly often purchase private 
supplemental first-dollar insurance called Medigap. Medicaid, a joint state and 
federal program, covers less than one-half of the poor, including many elderly 
for out-patient services. 

Private insurance provided through employers covers approximately 70 percent 
of Americans under 65 years of age plus many retirees. Private insurance 
markets in the US are very competitive. This has produced innovative attempts 
by insurers to control excess consumption of care. 

Not all Americans have health insurance coverage. In 1990, approximately 14 
percent (33 million) were uninsured year round, while millions of others 
experienced lapses in coverage. AU the uninsured must rely on charity care, 
pay for services out-of-pocket or go without care, while others (approximately 
15 million) were under-insured. 

The health care delivery system in the US is diverse and competitive. Providers 
are generally independent suppliers responsible for their costs and revenues. 

Aaeregate Level of Exwenditme 

Historically, the US has financed health care through an open-ended system. 
Total spending depends on patient demands and needs, the prevalence of 
government and employer-provided health insurance coverage, the incentives 

1 1990 data is used for most of the United States Report to facilitate comparisons with the other countries 
in this study. 
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of patients and providers in making treatment decisions and the pace of 
technological change. In 1990, total national health care expenditures were 
$666.2 billion with per capita spending on health axe at $2,566. While the cost 
of the entire American health care system in terms of the share of Gross 
National Product (GNP) rose from 5.3 percent in 1960 to 12.2 percent in 1990, 
the share of GNP spent on prescription drugs has remained constant for three 
decades - 0.53 percent of GNP in 1960 and 0.58 percent in 1990. increasing 
expenditures on health care have caused a growing number of third-party 
payers to shift their method of reimbursement to providers from retrospective 
to prospective payment arrangements. The purpose of these changes is to create 
greater cost consciousness among insurers, providers and patients. 

What contributes to rising health care costs is at the center of every discussion. 
While the debate continues, the US Department of Commerce attributes rising 
health care costs to: 

the proliferation and use of expensive technology, 

a higher utilization, 

0 innovative but costly long-term treatment for diseases such as cancer and 
AIDS, 

a an aging population, and 

a labor-intensive health care industry. 

Incentives 

Private Insurance: Insurers feel that they must avoid adverse selection2 if their 
premiums are to remain low and competitive. Thus, insurers have an incentive 
to refuse coverage to people with a history of health losses and often spend 
significant resources screening potential subscribers. This contributes to one of 
the major problems of the US system: the number of uninsured. The least 
healthy people pay the highest premiums and the sickest people are often also 
among the poorest and unable to obtain coverage. Public opinion considers the 
cost of health insurance premiums to be needlessly high and biased toward the 
healthy. Insurers are attempting to address the problem of moral hazard 
through coinsurance and innovations in managed care. 

2 Adverse selection occurs when a patient has knowledge about a medical condition he may a h d y  have 
(or be disposed to because of genetics), but keeps that knowledge fmm the insurer who is underwriting 
an insurance policy with a premium that is not rated for the risk of his pre-existing medical condition 
(or predisposition). 



ive 

1:: 
east 

Physicimts: General practitioners and specialists are paid under a variety of 
arrangements, including fee-for-service, salaries or, increasingly, capitation and 
other risk-sharing arrangements found in managed care contracts. Traditional 
fee-for-service payment arrangements often encourage physicians to provide 
high-cost care, which can also be of low-benefit. In a managed care 
environment, the role of the primary care physician as gatekeeper to the 
specialist and hospital sectors is growing in importance. Risksharing payment 
arrangements encourage primary care physicians to be costconscious, but may 
also raise issues of quality of care. 

Hospifals: Hospitals, like physicians, are paid in several ways with an increasing 
emphasis on prospective pricing. Increasingly, funds come from a fixed 
payment per diagnosis, such as the diagnosis related groups (DRGs) under 
Medicare, or per diem rates and cost-percase rates negotiated with various 
private insurers and government agencies. A small number of government 
hospitals are paid on a global budget basis. List prices now represent a small 
proportion of reimbursement. Relatively low payments by Medicare, Medicaid 
and managed care entities have led hospitals to "shift costs" to the traditional 
commercial insurers. This tactic is meeting with less and less success as these 
insurers exercise their own buyer-power and offer more managed care choices 
to consumers. 

Patients: Consumers in the US value choice and have substantial freedom to 
choose among insurance packages, providers and treatment alternatives. 
Because certainty and comfort are also highly valued by the society, patients 
demand the very best medical care regardless of its cost, due to high levels of 
first-dollar coverage. The current regressive employer-based tax subsidized 
private health insurance system provides people with incentives to seek more 
insurance coverage and care than they might buy if they were payirig more of 
the cost out of their own pockets. 

Medicines: Today providers and third-party payers actively select and purchase 
pharmaceutical products through a variety of means. Managed care insurers 
control prescribing through greater use of restrictive formularies, generic 
substitution and other drug utilization controls. As the buying power of 
managed care insurers, like the government, has increased, so has their 
commitment to becoming more cost-conscious. State Medicaid programs in the 
past have responded to increases in prescription prices by also using 
formularies, lowering their reimbursement levels to recipients and pharmacists, 
and encouraging generic substitution. 
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Issues - 
The US health care system has a number of possible inequities and inefficiencies 
which indude: - 

< 

access and equity problems reflected by the high percentage of the US 
population that is uninsured or under-insured; 

the propensity for others to . over-ins& and potentially over-use 
medical services due, in large part, to the tax benefits associated with 
employer-based insurance; 

substantial excess capacity in the system, especially in the hospital sector; 

a doubts about whether the level of resources devoted to technological 
development and diffusion is optimal; 

lack of 'portability" of employer-based insurance coverage; 

risk selection problems in private health insurance markets; and 

some inefficiency of government intervention in health care markets. 

Reforms 

Up until late 1992, a wide variety of reform proposals ranging from major 
restructuring to minor adjustments of the employment-based health insurance 
system had been introduced to increase access to health care and control costs. 
Recent health care reform initiatives confirm that a convergence is occurring 
centered around managed competition. Poll after poll confirms that the majority 
of Americans feel that the US health care system needs to be rebuilt or, at a 
minimum, requires fundamental change. National heaith care reform is most 
promising given the current unsustainable system. 

Political Environment 

Prospects for meaningful reform this year will continue to be greatly challenged 
by: 

3 According to US Senabr Durenburger, more than 100 million Americans are "over-insured" - people 
who have more financial pmtection than they need - i.e., anyone with firstdollar coverage. 



a lack of political consensus and support for "storable'" reform 
measures; 

state and federal budget defiats; - 

the unwillingness of the public to pay higher taxes without guarantees 
of cost containment, improved access and preservation of choice; 

a lack of consensus and support from highly influential health care 
groups (physicians, hospitals and insurers); and 

cultural preferences for pluralism, diversity, local solutions, and 
individual re~~onsibility.~ 

4 1990 legislation now requires that all b i  enacted into law be budget-neutraL "Scoring" Fefers to how 
much the reform bill will cost (or save) the Federal Govenunent and what impact the proposed 
legislation will have on national expenditures. 

s Enthoven and Kronick, 1989. 
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1.2 STRUCTURE OF THE HEALTH CARE SYSTEM 

1.2.1 The Health Care System in Context 
- .  

The health care system in the US has undergone signiscant changes over the last thirty 
years. During this time, health care financing expanded due to the growing economy 
and the passage of the Medicare and Medicaid public insurance programs in 1965. 
Following this expansionary period, a variety of piecemeal attempts to contain costs in 
both the public and private sectors emerged. More recently, reimbursements continue 
to change from retrospective, cost-based payments to prospective payments. This 
transition has put the US health care system in a state of diseqtlllibrium with 
substantial expensive excess capacity, especially in the hospital sector. 

Following World War 11, the public sector implemented a variety of programs to 
expand both the supply of and demand for health care services. These incl~ded:~ 

the Hill-Burton Act (1947) to provide government subsidies for the construction 
of hospitals; 

the GI Bill to enable many veterans to attain a medical education; 

the National Institutes of Health and health manpower legislation that 
encouraged training of physicians geared to specialty care and research; 

the Kerr-Mills Act (1960) that expanded financial assistance for health care to the 
poor; and 

the implementation of Medicare and Medicaid in 1966. 

Perhaps no other piece of public policy has stimulated national health care spending 
and shaped the country's reimbursement system more than Medicare. The original 
Medicare program provided cost-based reimbursements for hospitals and fee-for-service 
reimbursements for physicians. Employment-based private health insurance, even 
though well-established when Medicare was introduced in 1966, generally only paid 
fixed amounts for hospital care and minimal coverage of physician services. Private 
insurers soon adopted both the broader coverage and the retrospective method of 
reimbursement used by Medicare, making private insurance benefits more 
comprehensive. Funding for the care of the nation's poor, including elderly poor, was 
also increased under the Medicaid program. 

Under Medicare, hospitals were allowed to pass-through their costs of capital in their 
retrospective rates. These measures, combined with the Hill-Burton construction 

6 Davis, et d., 1990. 
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subsidies, provided incentives for both the number of hospitals and the intensity of 
services to expand, laying the foundation for the excess capacity problems of today. 
Furthermore, legislation to subsidize medical school education contributed to a rapid 
growth in the number of physicians and the - high ratio of specialties to general 
practitioners? 

Aaron (1991) points out that the rapid growth of the US health care system, which 
began in the 1960s, was supported by every major participant in the health care system 
- physicians, hospital administrators, businesses, insurance companies, suppliers, and 
the insured population - until the 1980s. During that period, the US economy had 
been growth-oriented and could afford high levels of health care expenditures by both 
the private and public sectors. More importantly, the retrospective cost-based 
reimbursement methods stimulated the development of new technologies and other 
medical research, producing sophisticated, high quality and widely available care for 
those with insurance. 

In the mid-1970s, US economic growth began to slow and budgetary constraints at all 
levels of government began to mount.. The Government shifted to implementing 
various measures aimed at containing health care costs. These enjoyed marginal 
success, at best. In 1971, the Federal Government began reducing its Medicaid 
contributions to the states, and mandated a five-month freeze on all hospital prices 
(later replaced with a seventeen-month, six percent inflation ceiling). Also, the federal 
Health Planning and Resource Development Act of 1974 required that all states 
receiving federal funds enact Certificate of Need (CON) programs. CON programs 
established state review and approval of planned capital investments and major health 
care expenditures. 

At the same time, states began to experiment with innovative approaches to health care 
cost containment by establishing voluntary and mandatory rate-setthg hospital 
reimbursement systems, encouraging alternative care facilities, such as ambulatory 
surgery centers and passing legislation which encouraged the formation of alternative 
delivery systems, such as HMOs. By 1974, twenty-two rate-setting systems were in 
existence and, by the end of 1985, rate-setting systems operated in thirty-five states? 
These programs have shown limited success, however, and many have been dropped. 
Eakin (1991) found that state hospital rate regulation reduced costs modestly while 
CON programs probably increased costs. By 1986, CON requirements for states to 
receive federal health funds were dropped and many states have since discontinued 
these programs. 

ruction 
7 For example, general and family practice physicians increased 9.9 percent from 1983 to 1990, whereas 

medical specialists increased 23.1 percent during this period (AM& 1Wb). 

8 Davis, 1990. 
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As a result of rapid growth of Medicare hospital expenditures - from $53 billion 
(nominal) in 1970 to $36.7 billion (nominal) in 1982 - the Federal Government adopted 
a dramatically different payment method for hospitals in 1983.9 This is known as the 
Prospective Payment System (PPS) based on DRGs. -Hospitals are given a fixed 
payment for each patient with a particular diagnosis. If the hospital's costs are more 
than the fixed rate, the hospital absorbs the loss; if they are less, the hospital keeps the 
difference. The prospective payment system has changed hospital incentives. Since 
Medicare paid for 27.5 percent of all hospital care in 1983, hospitals had a strong 
incentive to reorganize and control costs. 

The new system, coupled with similar moves by private insurers, has brought with it 
a decline in the average length of hospital stay and moved more traditional in-patient 
procedures to the less expensive out-patient setting. This has produced substantial 
excess hospital capacity. Since the 1980s, there has been an increase in hospital mergers 
and closures as average occupancy rates have fallen to the mid 60-percent range. The 
number of hospital beds declined 3.4 percent from 1980 to 1985 and eight percent from 
1985 to 1990.1° The number of hospital closures peaked in the late 1980s as total 
hospital declined from 7.3 percent in 1984 to 4.2 percent in 1990." 
Hospitals' PPS margins fell even more - from a high of 14.5 percent in 1984 to -3.6 
percent in 1990.13 Thus, while the Federal Government squeezes hospital profits 
through low administered reimbursements, profits are made up by charging higher 
prices to other payers, for example, patients covered by private insurance, or making 
money on non-in-patient operations, or by reducing costs. 

Until the beginning of 1992, Medicare reimbursed physicians predominantly on a fee- 
for-service basis that rewarded them for providing more medical services. Medicare's 
physician expenditures rose dramatically due to this type of reimbursement system. 
In 1970, Medicare's physician expenditures were $1.6 billion (nominal) and increased 
to $24.2 billion (nominal) by 1988. Medicare recently replaced this payment system 
with a uniform national fee schedule that bases physician reimbursements on the 
resources used in each type of physician service, the Resource-Based Relative Value 
Scale (RBRVS) system. For the first time, volume performance standards were 
established to discourage physicians from offsetting the effects of any cuts in fees by 
increasing the number of patient visits. Physicians' delivery incentives will 
undoubtedly change as the new Medicare fixed fee schedule coupled with increased 

9 Unless otherwise noted, all US health care financing data was taken from the official government source 
- the US Health Care Financing Administration Office - compiled by Levit et al., 1991. 

10 AMA, 1992b. 

11 Total hospital margins compare hospital revenues and expenses for all in-patient and out-patient care 
as well as for non-patient care activities (PROPAC, 1992). 
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penetration of managed care replaces the traditional fee-for-service reimbursement 
system. 

Private insurers have responded to escalating medical care costs by exercising their own 
buyer power and creating innovative alternative finance and delivery systems such as 
HMOs and experimenting with other forms of managed care. These include 
sophisticated utilization control programs and capitated payments to primary care 
physicians who act as "gatekeepers" for the patient's access to the rest of the system. 
Capitated risk-sharing contracts put physicians "at risk" for over-utilizing referrals to 
specialists and hospitals and, thus, create incentives to keep patients out of the 
hospital." As premiums and health care costs paid by employers have escalated, 
employers have responded by offering lower wage inaeases, requiring greater 
contributions toward health care from employees in the form of higher premiums and 
cost-sharing, reducing benefits, and, for some, dropping coverage altogether. In 
addition, the prevalence of large, self-insured employers who negotiate directly with 
hospitals and physicians to obtain discounted prices for their patients has grown. The 
providers agree to give discounts in exchange for a flow of patients, and the patients 
(or the employers on their behalf) accept restrictions on provider choice in exchange for 
lower consumer out-of-pocket costs. 

For patients, the US health care system is expensive to those without adequate 
insurance coverage, but provides high quality, sophisticated care that is quite accessible 
to those who have coverage. High quality care is not necessarily reflected in 
international health status indicators such as life expectancy or infant mortality rates, 
partly because of factors outside of health care. It is a system that provides a wide 
choice of providers and continues to allow patients to exercise a great deal of choice. 
However, many Americans are uninsured and continue to have limited access to the 
system. Competitive insurance markets have been very efficient in equating premiums 
with risks and in developing alternative delivery systems, but not without also 
aggravating inequities in the system as the number of uninsured or under-insured 
continues to grow. 

One of the consequences of rising health care costs and cost containment pressures is 
that since the 1980s some 30 million US citizens have been without health insurance. 
In 1990, 33.4 million people, approximately 14 pexent of the population, were 
uninsured while millions of others were under-insured. Furthermore, some private 
insurers try to avoid insuring high risk individuals who may make large insurance 
claims. This practice of "preferred risk selection" means that those with the greatest 
need for health insurance coverage must pay the highest premiums or go without 
coverage. 

14 "At risk" contracts with a physician base a portion of his compensation on the number and intensity of 
services r e f e d  out of the office, thereby giving the physician an incentive to provide the most cost- 
effective care through his own office. 
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In summary, the US health care system is the product of many forces. The early f o ~ e s  
of the 1960s and 1970s were strongly expansionary as public and private funding grew 
to accommodate the demands of Americans for high quality health care. The 
subsequent failures of piecemeal cost containment efforts have led third-party payers 
in one of two directions. The Federal Government and many state governments have 
introduced prospective reimbursements but have also chosen simply to cut those 
reimbursements to providers based on sheer monopsony power. Private insurers have 
moved toward more utilization control and the adoption of other managed care 
techniques to restructure the incentives of patients and providers. The result for 
patients has been an increased awareness of health care costs. The result for providers 
has been lower profit margins and excess capacity for some, especially hospitals. It is 
a system in disequilibrium and transition, primed for reform. Structural reforms are 
needed if an efficient and equitable health care system is to evolve. 

1.2.2 General Features of the Fiance System 

US national health care expenditures totalled $6662 billion in 1990. The distribution 
of national health expenditures by payer has changed considerably over the past thirty 
years?' In 1960, consumer out-of-pocket payments represented almost half of all 
spending for health care, while private health insurance and other private funds, and 
spending by all levels of government each contributed approximately onequarter. In 
1990, private health insurance represented the largest share of spending at 33 percent, 
followed by consumer outsf-pocket payments at 20 percent, Medicare at 17 percent, 
other government programs at 14 percent, Medicaid at 11 percent, and other private 
funds at five percent (see Chart 1.1). 

The US has a pluralistic, decentralized health care financing system. Employer-based 
private health insurance is the pervasive method of financing, covering more than 
60 percent of the population. Although financed very differently, the US shares three 
characteristics with Japan, Germany and France: 

private physicians, public and private hospitals and patient choice, 

insurance provided through the workplace, and 

health insurance provided by multiple third-party insurers." 

15 In addition, there is a great deal of geographical variation in health care expenditure in the US which 
stems from a variation in the completeness of health innuance and secondarily, to variations in income 
and in medical practice (Frech, 1990). As one possible explanation, Phelps (1992) attributes these 
"variationsm in medical practice to the probIem of incomplete diffusion of medical information. 

16 According to a 1991 US General Accounting Office (GAO) study 



Chart 1.1 
Health lnsurance in the US in 1990 

Type of Insurance 
Total Population: 246.2 million 

Source of Finance 
Total Spending: US$ 666.2 billion 

Employment-Based 
Other Private Funds Other Government 

10.3% 23.7% 
61.2% 

Other Private Funds 

Private Health Ins. 
I 

Uninsured 13.1% 48.3% 

13.6% 

Source: US Health Care Financing Administration 
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these two sources together accounted for almost 54 percent of total personal health care 
expenditures (see Chart 1.2). 

- 

. . 
Chart 1.2 

S o u m  of finrnelng ot US. Hmlth Expondltun 
1960-1 990. 

(16 I 

Insurers and governments are often involved in the pricing of health care services in 
the US. Most health care prices are set via competition in the private sector and 
administered pricing by government agencies in the public sector. Under the 
traditional feefor-service reimbursement system, health care providers set the prices 
as a result of interaction between providers and consumers (and their insurers) in a 
competitive market. In a managed care insurance arrangement, buyers and sellers 
negotiate prices for health care services. The Federal Government's Medicare program 
has adopted administered prices based on usual and customary fees for hospital in- 
patient and some out-patient services (DRGs) and for physician services (RBRVS fee 
schedules). Furthermore, some states determine hospital rates by a regulatory formula 
in a manner similar to that used to determine rates for electricity provided by a public 
utility. 

1 .Z.Z.l Pri.aafe Insurance 

Over the past three decades, the proportion of health care costs paid by private 
insurance has represented between 30 and 40 percent of all national health expenditures 
(see Chart 1.2). 

Private insurance policies are regulated by the states and every state requires that 
insurance companies doing business in their state include certain benefits in their 
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policies. The number of mandated health insurance benefits has dramatically increased 
over the last two decades." These regulations have a large effect on the cost of 
private health insurance and make it "illegal" for an insurance company to offer a bare 
bones, low-cost insurance poky to consumers who may only want to inmre against 
catastrophic illnesses.'" a result, almost o n e b e  of all large employers now self- 
insure their employees and, in doing so, are exempt from these state mandates and 
other Employee Retirement Income Security Act (ERISA) regulations (see Section 1.3.3). 

The full amount of an employer's health insurance contribution can be excluded from 
t both the employee's taxable income and fmm the eniployer's tax liability under state 

and federal laws. Individuals with higher incomes who choose very complete, costly 
health insurance coverage receive substantial subsidies and incentives to purchase 
excess (first-dollar) coverage through the tax system. Danzon (1992~) suggests that 
current untaxed health benefits in the US provide a $60 billion tax subsidy for middle 
and upper-income people. On the other hand, low-income people get much lower tax 
subsidies or none at all i f  their employer does not offer health insurance as an 
employee benefit. This system is clearly regressive.19 

Faced with budget deficits at the federal and state levels, public spending has not been 
able to keep up with the health care needs of the rising numbers of elderly and poor. 
As a result, the public sector provides relatively fewer medical services and the private 
sector is left paying higher costs for the medical needs of all - insured and uninsured 
alike. 

The rapid increase in the cost of health care has raised the level of premiums for 
private health insurance paid primarily by employers who, on average, pay about 90 
percent of the private health insurance premium for single workers and 75 percent of 
the cost of family ~overage.~' Between 1977 and 1987, the average real premium paid 
by employers rose from $1,111 to $1,656 (in 1987 dollars), or 49 percent.21 hi contrast, 
real median family income in the US grew by only eight percent during this same time 
p e r i ~ d . ~  

17 In 1970, there were only 30 mandated health insurance benefits (Health &nrfits Letter, 1992). As of July 
31,1992,1,081 statemandated benefits had been identified (lbid.). Required benefits vary h m  state to 
state but can include services provided by chiropractors, dentists, podiatrists, optometrists, almholism 
treatment, mammography screening and nraternity care (Ibid.1 - regardless of the consumer's 
willingness to pay for such coverage G.cmmic Report of thc Pnsidtnt, 1991). 

18 lbia. 

19 Wagstaff, ct d., 1989. 

10 Eamomic Rtpott of tk Arsidcnt, 1991. 

2l US CBO, 1991. 

a A. Sivemun, US Department of Commerce 



Pmae of the He* ~ u c  system n!e/r/a 

1.2.2.2' Cotfsumer Outof-Pocket 

The second largest source of health care expenditures .in 1990 was consumer out-of- 
pocket expenditure. Over time, out-of-pocket costs paid by consumers have fallen 
sharply (see Chart 1.2). In 1965, consumers paid 46 percent of all health care services 
directly out-of-pocket. By 1990, out-of-pocket payments covered only 20 petcent of all 
expenses. This has helped contribute to a rise in the quantity of medical care sentices 
demanded and purchased over the last three decades. Still, out-of-pocket expenditures 
represent a larger share of total health care costs than in most other countries. For 
example, out-of-pocket costs are only seven percent in West Germany and three percent 
in the United Kingd~rn.~ 

The share of expenses consumers pay out-of-pocket varies considerably among health 
care services (see Chart 1.3). In 1990, consumers paid five percent of all hospital costs 
out-of-pocket, 19 percent of all physician costs and 53 petcent of all medicines? 

Chart 1.3 
Slum of U.S. Health Cln Exponm 

Pald Outsf-PockoP 

1 OQ 1 

1.2.2.3 Medicare 

Medicare accounted for 17 percent of national health care expenditures in 1990, while 
providing coverage for 13 percent of the US population who include those 65 years of 
age and over, the disabled, and those with end-stage renal disease. As the US 

23 US CBO, 1991. 

24 Ecaomic Rcpott of the Prrsident, 1993. 
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p~puiation has aged, Medicare enrollees have increased from 19.5 million (or 
9.7 percent of the US resident population) in 1967 to 34.2 million (or 13 percent of the 

in 1990 - a 75 percent inaease. Health care spending is especially high 
in the last year of life. In 1979, the five percent of aged beneficiaries who were in their 
last year of life accounted for 29 percent of all ~ & & e  expendit~res.~ Total public 
Medicare expenditures were $108.9 billion in 1990, up from $3.4 billion (nominal) in 
1967. The average annual rate of growth in Medicare expenditures over this period 
was almost 15 percent. 

Medicare is funded through a combination of taxes on wages, premiums and direct 
payments by beneficiaries. The program provides two basic forms of coverage: Part 
A covers in-patient institutional servicesz6 and Part B provides supplemental medical 
insurance for physician services and other out-patient services, supplies, and 
equipment. Parts A and B represented 61 percent and 39 percent of total Medicare 
spending in 1990, respectively. For 1992, in-patient coverage provided under Part A 
had a $652 deductible for every "spell of with no copayments for the fist 60 
days and a coinsurance rate of $163 per day for the 61st to the 90th days of 
ho~pitalization.~ Coverage provided under Part B for physician services is voluntary 
and required a premium of $381.60 per year in 1992, a $100 per year deductible and a 
20 percent coinsurance requirement for any out-patient services ~urchased.~ 
Currently, there is no Medicare coverage of out-patient prescription medicines or for 
long-term care - expenses that account for a significant portion of the health care 
needs of the elderly and the disablecL3' Because financial risk under Medicare is 
open-ended (without limit) and has siguiicant coinsurance gaps, about 79 percent of 
Medicare enrollees have private supplemental first-dollar insurance protection which 
pays the deductible and coinsurance rates.31 In 1990, supplemental insurance 
included Medigap policies purchased by 31 percent of Medicare beneficiaries, 30 
percent of employment-based group retiree health plans and benefits provided under 

25 Op. cit., p. 152. 

ivhile 

I hTSU"f 
P AMA, 1992a. 

za h i d .  

21 In-patient hospital services, skilled nursing facility services, home health services, and hospice services 
are included (AMA, 1992a). 

n A spell of illness is a period of time that begins with the &st day a Medicare enrollee is furnished in- 
patient services in a hospital or nursing home and ends when the patient has been out of the facility for 
60 consecutive days. A person may have several "spells" and, thus, pay several deductibies per year 
(l'bid.). 

30 The Clinton Administration favors inclusion of both of these benefits in the basic benefit package. 
Funding considerations will ultimately decide if this is feasible, and if so, over what phased-in time 
period. 

n PROPAC, 1992. 
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Medicaid received by another I8 per~ent .~  Some studies show that Medigap 
insurance policies boost Medicare costs by reducing beneficiaries' out-of-pocket 
payments and increasing use of Medicare services. 

- 

1.2.2.4 Other Goommt Programs 

Other government program expenditures made up 14 percent of total national health 
care spending in 1990. ' State governments are increasingly facing the same budgetary 
pressures being experienced by the Federal Governmenta Health expenditures made 
by the Federal Government outside of the Medicare and Medicaid programs include: 
the Civilian Health and Medical Program of the Uniformed Services (CHAMPUS), 
Veterans Administration (VA), Federal Employees Health Benefits Program (FEHBP) 
and Indian Health Services. The remainder of federal funds (less than one-fifth) is 
spent on public health activities, research and construction, and administrative expenses 
of public programs. 

1.2.25 Medicaid 

Federal and state expenditures under the Medicaid program accounted for 11 percent 
of total national health care spending in 1990. Medicaid provides about one-half of the 
revenue used to fund the nation's nursing home industry. State Medicaid expenses 
represent the fastest growing items in state budgets in most large states. Some 25.5 
million Americans, approximately ten percent of the US population, received Medicaid 
services in 1990. 

Medicaid is financed primarily from federal and state general revenues. As these funds 
have tightened, eligibility has been scaled back and the states have been forced to bear 
an increasingly larger share of Medicaid's spiralling costs. When Medicaid was 
introduced in 1966, three out of every four poor Americans were eligible for coverage. 
Today, only 38 percent of the total population living below the poverty line is covered 
by Medi~aid.~ Nevertheless, the number of Medicaid recipients has increased from 
about ten million in 1967 to 25.5 million in 1990, an increase of 155 percent. However, 
because of low reimbursement fees established by the states, Medicaid patients often 
have trouble finding a physician who will treat them.35 

a For instance, public health program in the state of California will face S470 million in budget cuts with 
the passage of the latest budget. Included in the cuts are $200 million in reductions in the state's 
spending on Medicaid hospital fees, a $28 million cut in nursing home payments, a new 10-prescription- 
a-month limit on prescription medicine coverage, and a 9.5 percent cut in payments to surgeons, 
radiologists and anesthesiologists (Mtdicilu 6 H d t h ,  September 7,1992). 

U For example, Medicaid cunently pays only 8 to $25 for a routine doctor's office visit in New York 
(Colburn, 1992). 
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1.2.2.6 Other Priaate Funds 

Lastly, funds from various private souxes such as hospital non-patient revenues and 
philanthropy contributed four percent of total national health care expenditures in 1990. 

1.2.3 General Features of the Delivery System 

Health care services are provided in a loosely structured delivery system organized at 
the local level. 

There are about 6,700 hospitals in the United States, including 5,480 community, 
acute care hospitals,j6 880 specialty hospitals (e.g. psychiatric, rehabilitation, 
long-term care), and 340 Federal hospitals open only to military personnel, 
veterans, or native Americans. Of the 5,480 community hospitals, non-profit 
hospitals represent 59 percent, local government hospitals 27 percent, and for- 
profit hospitals 14 percent. There are 3.9 community hospital beds for each 
1,000 residents, although this varies around the country. There were 33 million 
hospital admissions in 1990 with an average length of stay per admission of 9.2 
days. Hospital stays are shorter and admission rates are lower in the United 
States compared with other OECD countries.37 The average hospital occupancy 
rate, 66 percent, is lower in the United States than in other OECD countries, 
however, this rate varies and may be 40 percent or lower in some areas, 
especially nual areas.ja 

The largest component of total national health care expenditures continues to 
be hospital expenditures. In 1990, hospital expenditures accounted for 38 
percent ($256 billion) of these expenditures. Profit margins for hospitals'have 
dropped as occupancy rates have fallen, the number of staffed beds decreased 
and more and more surgeries have moved into an out-patient setting. As 
mentioned above, these changes are a consequence of the Federal Government's 
new prospective payment system introduced in 1983, and the cost containment 
efforts of private insurers and states experimenting with alternative financing 
methods for their Medicaid programs over the last two decades. In addition. 
several states have turned to contracting with hospitals who have discounted 

34 Coaununity hospitals, which comprised 86 percent of dl hospitals in 1990, include aU short-term, 
general, non-kderal and other special hospitals whose facilities are open to the public. As more and 
more community hospitals face lower occupancy rates, the number of community hospitals continues 
to decline as the number of specialty hospitals increases. 

o A recent study found that the US had "pmportionally fewer hospital beds than Canada (3.9 vs. 5.4 per 
1000 population), fewer admissions (129 vs. 142 per 1000 population), and shorter mean stays (7.2 vs. 
112 days)", (Redelmeier and Fuchs, 1993). 

s This paragraph was taken from De Lew, d 1,1992, p. 155 (footnotes added by NERA). 
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their fees. Price competition among providers in arrangements such as these 
can be more successful in containing costs than administered pricing policies. 
Today, insurers, business, and governments negotiate steeply discounted prices 
with heavily competing hospitals, especially iti certain metropolitan markets. 

Phvsicians 

In 1990, there were 547,310 active physicians in the US, 244 physicians per 
100,000 population? The 1990 physician population is composed of 70,480 
general/family practitioners and 476,830 specialists, almost seven specialists for 
every general pra~titioner.~ 

Expenditures for physician services constituted 19 percent ($125.7 billion) of 
total national health care spending in 1990. Under traditional fee-forservice and 
cost-based reimbursement arrangements, physicians had strong incentives to 
deliver high quality care but few incentives to control costs. The financial 
incentives for physicians have since changed with the introduction of 
prospective fee schedules for physicians by Medicare in 1992 and with the 
increasing penetration of managed care systems with capitation and other risk 
sharing arrangements. In 1992,27 percent of all physician revenue came from 
Medicare reimbursements?' Consequently, physicians, hospitals and other 
medical care providers have now lost much of their traditional autonomous 
control over fee schedules to insurers. Responding to cost containment 
pressures from both private and public insurers, physicians and hospitals are 
beginning to get together to offer employers vertically integrated packages of 
medical services. Hospital mergers, preferred provider organizations and joint 
ventures are just a few  example^.^ 

Traditional health care delivery systems are being replaced with alternative 
systems which now offer financial incentives for providers. A small number of 

3 AMA, 1992b. 

41 Of those physicians with HMO and/or Independent Practice Association (IPA) contracts, 22 percent of 
all physician revenue came from such contracts (AMA, 1992~). 

u These combinations among health care providers generally enhance efficiency. However, there is some 
concern that such combinations may result in a conspiracy among provides or monopoiy. Vigorous 
antitrust enforcement in health care must exist in any system that relies on market-oriented solutions. 
"[Alntitntrt enforcement has played an important role in facilitating reform in the health care sector 
and the hospital industry, in particular, by removing obstacles to the use of innovations such as 
managed care to tab advantage of competition to contain costs and overcome some of the inefficiencies 
of health care markets", (Egan, 1992). a 



f insurers have even entered the health care delivery market adding to the 
d amongst providers.* 

I) Medicines - 

pharmaceuticals and other nondurable medical goods accounted for nine 
percent (or $54.6 billion) of total national health care expenditures in 1990. 
Retail sales of prescription medicines amounted to $32.3 billion in 1990, five 
percent of total national health care expenditures. Approximately 80 percent of 
prescription medicines are sold through pharmacies. Consumer out-of-pocket 
spending accounts for almost onehalf of all prescription medicine purchases. 
Private health insurance covered 26 percent of all prescription drug purchases 
while public programs, mostly Medicaid, covered the remaining 19 percent. 
Managed care entities, consolidated networks of physicians and hospitals, and 
all levels of government now demand and receive price concessions on 
medicines. 

The US pharmaceutical industry consists of approximately 790 firms, about 100 
of which are research oriented. Almost half of the 97 new drugs marketed 
worldwide between 1975 and 1989 originated in the US, more than three times 
the number from any other country. In order to enhance their capacity to 
compete across several product lines both domestically and abroad, many 
pharmaceutical companies have merged .and entered into joint ventures since 
the late 1 9 8 0 ~ . ~  

Low-Term Care 

In 1990, there were 9,008 nursing homes in the US, 29 percent of these facilities 
were classified as not-for-profit facilities. 

Expenditures for the nursing homes in the US constituted eight percent ($53.1 
billion) of total national health care expenditures in 1990. The introduction of 
Medicare's prospective payment system has increased the number of patients 
sent to nursing homes and increased the severity-of-illness levels there because 
hospitals now have strong financial incentives to discharge Medicare patients 
early. There is very little private insurance coverage for long-term care in the 
US. Consumers directly pay for the majority of the cost of nursing home care 
themselves, accounting for 45 percent of al l  nursing home care costs in 1990. 

a 
h~ w e  the staff model HMO to become vertically integrated. The insurer may buy a 

h a p h l ,  hire physicians or contract with a *faundationa of salaxied physicians to provide viTtually the 
whole range of medial sersia. There are some HMOs which have their own hospital. while otherr 
"rent" emW beds in local hospitals (see rmbsection 1.3.3). 
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Medicaid paid 45 percent of the costs as well, Medicare paid five percent and 
private insurance paid for only one percent. 

Long-term care health insurance was not offered under employer-sponsored 
policies until 1987." P u h s e .  of this type of insurance,is strictly voluntary 
with roughly ten percent of al l  employees choosing to purchase long-term care 
coverage either for themselves, their immediate family, or their parents/parents- 
in-law.& Since long-term care premiums increase substantially with age, only 
10 to 50 percent of all current or future elderly will ever be able to afford 
private long-term care coverage if reforms are not made." 

As some states have faced inaeased shortages of Medicaid funds, Medicaid 
nursing home eligibility requirements have been made more stringent and 
reimbursement levels have been lowered. Nursing homes have strong 
incentives to admit the more lucrative, privatepaying patient regardless of need 
and the less ill Medicaid patient, creating an access problem for those Medicaid 
patients who are seriously ill. 

Dentists 

In 1989, there were 148,300 active dentists in the USCS Expenditures for dental 
services constituted five percent ($34 billion) of total national health care 
spending in 1990.'9 Even though more employers today offer some level of 
dental coverage, patient coinsurance rates have been on the rise. Employers and 
private insurers offering dental coverage are increasingly turning to managed 
care arrangements like the preferred provider organization to obtain discounted 
fees in exchange for larger volumes of patients. 

0 Other - 
Expenditures for home care services constituted one percent ($6.9 billion) and 
expenditures for vision care and all other medical goods constituted eight 
percent ($55 billion) of total national health care spending in 1990. 

47 Ibid. For instance, a 50-year old long-term care policy purchaser will typically pay a premium of $483 
(without inflation protection) for a four year, $80 per day nursing home care policy with a 2 M a y  
deductible. The same policy would cost a &year old $1,135 and a 79-year old $3,841 (&id.). 

4 AMA, 1992b. 

8 In 1990, the largest portion of dental semi- (53 perrent) was paid out of the consumer's own pocket 
while private insurance funds paid for 44 percent of the total. 
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1.2.4 Inputs and Outputs of the System 

The US spent over $666 billion on national health care in 1990 - or 122 percent of 
GNP. In comparison, health care expenditures constituted a little over nine percent of 
GNP in 1980, a little more than seven percent in 1970 and five percent in 1960. In the 
US, national expenditure consists of personal health care expenditures plus spending 
on research, construction, administration, and public health activities. Not only are 
national health care expenditures higher than those in any other country, they are 
continuing to rise faster than the GNP. The US is not alone. Countries such as 
Germany, the UK and Canada have all experienced large increases in health care 
spending between 1960 and 1990. The most significant difference in US health care 
expenditures compared to those in other industrialized countries appears to be derived 
from the high prices of medical care services in the US. Since 1980, US health care 
input prices have risen 25  percent per annum faster, on average, than inflation, while 
the comparable figure for European health care prices is around 0.5 percent per 
ann~rn.~" In addition, Poullier says that health care sector workers in the US earn 
more relative to the average wage. For instance, US physicians earn around 5 to 5.5 
times the average US wage. 

As in most industrialized countries, life expectancy rates continue to rise in the US for 
both men and women, but they still lag behind those in Japan, Canada, Italy and other 
~ountries.~' Infant mortality rates continue to decline in the US but are still amongst 
the highest of most industrialized countries.52 

International health status indicators are imperfect measures of the quality of health 
care. Some of the US life expectancy data may be driven by more urban violence than 
in other countries under study. Many observers believe that improved life expectancy 
and infant mortality health status indicators in the US are mainly applicable to the 
middle class, not the poor. Poor people often lack health insurance, which may cause 
them to wait until a problem is severe before seeking medical attention. Even those in 
the public Medicaid program have difficulty in receiving care.u As a result, poor 
people go to the hospital more often and stay longer. In various studies that examined 
the health outcomes of the poor in hospitals, the poor spent more than twice as many 

Y, NERA interview with Dr. Jean Pierre Poullier on November 6,1992. 

51 For instance, in 1990 the US life expectancy ate for males was 72.1 yeas and 79 yeaa for females 
(OECD, 1991). In Japan, the 1989 ate was 75.9 years for males and 81.8 years for females and in the 
United Kingdom it was 72.8 years for males and 78 years for females (Ibid.). 

sl The US infant mortality rate was 92  per 1,000 live births in 1990, well above the French rate of 72, the 
British a t e  of 7.9, and the 1989 Japanese a t e  of 4.6 per l,WO live births (Ibid). 

u Nationally, one out of four physicians will not accept any Medicaid patients at all, and two out of tluee 
physicians will only see Medicaid patients on a limited basis (Colburn, 1W). 
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days hospitalized as other more affluent p u p s  and had death mte  01 v e n t  to 124 
percent higher than privately-insured patients.% 

These health status indicators do not necessarily reflect the successful lower utilization 
rates of heakh care services found in the US compared to &a =-MS. Americans 
make fewer physician visits pn than, for example, the J a p e ,  ~ e r m w  and 
Canadian~.~ In 1990, a little over one half of all surge& in the US W ~ F  paformed 
in an out-patient setting, a growing trend over the last nine y-' (e Chart 1.4)" 
For those patients who are hospitalized, the 1989 average len@ of stay in the US was 
7.2 days compared to 51.4 days in Japan, 162 days in Germany and 13.0 days in 
C a ~ d a . ~ .  

Chart 1.4 
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However, there is some concern that diffusion of technology can be hindered in a 
number of ways: the regulatory process required for marketing approvals and the 
increased use of drug formularies by managed-care insurers and hospitals. 

- 
The increase in empty hospital beds, falling occupancy rates and the move toward out- 
patient surgery have left hospitals to compete for physicians and patients, in part, 
through the proliferation of medical technology. The excess capacity problem is 
magnified by the federal government determining prices for Medicare reimbursements 
- and not getting it right. For example, a recent US GAO report found that current 
Medicare reimbursement rates are too high for MRI exams and only support needless 
MRI proliferation in some areas by reimbursing providers for excess capacity?' 

Y Legislation was passed in 1992 that imposes user fees on firms seeking approvals of new 
i pharmaceuticals. Fees will allow the FDA to hire more staff to review applications and hopefully speed 
1 up the drug approval process. 
t- 
? 

59 US GAO, 1992 
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1.3 ' ANALYSIS OF INDIVIDUAL SECTORS 

13.1 Key Participants in the Health Care System - - 

The key participants in the US healthate system with the largest stakes (see Chart 1.5) 
are: 

the patients; 
the payers 
- the public (government) payers 
- the private insurers - traditional - managed care 
physicians; 
hospitals; 
the pharmaceutical industry; and 
others (nursing homes, home health care, etc.). 

Of course, there are a number of other participants with stakes in the health care 
system such as free-standing ambulatory surgical centers (ASCs) and manufacturers of 
medical devices. However, we will focus only on the above list of key participants in 
this section. 

1.3.2 Patients 

Dissatisfaction with the US health care system has been on the rise since the late 1980s 
and appears to be driven by very specific issues. These include unprecedented 
increases in health care costs and the fear of losing all or part of one's employment- 
based health insurance benefitsea In several comparative international surveys 
conducted with residents of the US, Canada, Great Britain and (West) Germany, 
Americans reported very low levels of support for their current health care system. 
While 89 percent of Americans surveyed in 1990 desired fundamental change in the 
current US health care system, 93 percent considered the care they received from 
doctors and hospitals to be of good qualityF1 

Blendon and others have studied the satisfaction levels of citizens of different countries 
and found that Americans are the least satisfied with their current health care system. 
In a ten nation survey" conducted in 1990,60 percent of the Americans surveyed said 
that the US health care system needed fundamental changes and 29 percent said that 

64 Blendon and Donelan, 1991. 

61 Blendon, rt d., 1990. 

u The survey included Canada, the Netherlands, Wet Germany, France, Australia, Sweden, Japan, the 
United Kingdom, Italy and the US. 
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the health care system needed a complete r ~ b ~ i l d i n g . ~ ~  Blendon, d PI. (1990) conclude 
that major dissatisfaction with the h e r i ~ a n  health care systw in hadequate 
handal protection provided by the cun-ent health insurance system and the concern 
with high out-of-pocket costs. Subsequently, they believe that these two features taken 
together lead 89 percent of Americans surveyed to report they desired a hrndamental 
change . . in the v e n t  health care ~ y s t e m . ~  Today, politicians am responding to this' 
apparent dissatisfaction by introducing health care refom measus at the ~ t i o n a l  and 
state government level in the US. 

13.2.1 The Uninsured 

Patients want good access to high quality, technologically sophisticated health care 
without an inordinate amount of financial risk - but only those with insurance are 
likely to receive such access. In 1990,86.4 percent of Americans (212.8 million) were 
protected by some form of public or private health insurance, but 14 percent (33.4 
million) were still without any form of coverage. The number of uninsured has been 
above 30 million since 1980 and has been growing slowly since. The US Congressional 
Budget Office (US C-0) estimates that the proportion of uninsured is currently 30 
percent higher than it was in the late seven tie^.^ Many of these uninsured are poor, 
but they still do not q u a y  for public assistance under Medicaid. People 65 years of 
age and over are the least likely to be without any health insurance coverage since all 
of them are eligible for coverage under Medicare. Equally important, many of the 
insured are substantially under-insured and face tremendous financial risk if they 
require long-term or catastrophic care. 

Young adults aged 18 to 24 are the group most likely to lack insurance; slightly more 
than 25 percent of this age group was without insurance in 1990.' The lack of 
insurance is not simply due to unemployment. ~pproximately 81 percent of the 
uninsured population has some connection to the work force as an employe or 
dependent of an employed worker.67 Slightly more than half of u n i ~ ~ ~ e d  workers 
are in firms with fewer than twenty-five employees." The costs of coverage are 
typically higher for small h s  than for larger ones due to higher premium costs and 

Blendon and Donelan, 1991. 

Blendon, et al., 1990. 

us CBO, 1991. 
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less favorable tax treatment.69 In addition, small firms face a higher incidence of 
preferred risk selection. 

Those people without insurance in the US face a barrier to adequate health care. This 
group tends to be poorer since insurance coverage strongly depends on income, which 
usually comes from ernpl~yment.~" The uninsured 'are also much less likely to receive 
state-of-the-art medical care." Once hospitalized, uninsured patients are more likely 
to die than privately iniured patients. There is growing evidence that uninsured 
persons have difficulty gaining access to the health care system, and, if and when they 
do, it is sometimes too late or often more costly to treat their health problem. Many 
poor people use hospital emergency rooms for preventive and other forms of primary 
care. This is an inefficient use of costly medical resources. Taxpayers and insurers 
indirectly pay these costs through cost-shifting mechanisms used by hospitals to cover 
all costs. Both Medicare and Medicaid payments to hospitals are substantially below 
costs while payments from private insurers are higher than costs to cover the shortfall 
created by the public insurers. "For proprietary hospitals, which have the highest 
average charge markup, private insurers' payments exceed costs by an average of 41 
percent."" Between 1980 and 1988, the amount of real uncompensated care provided 
by all hospitals in the US doubled from $5 billion to $9 billion (in 1987 dollarshn 

1 3.2.2 The Insured 

The current US tax system provides built-in incentives for patients to secure a lot of 
insurance. Current tax subsidies to employer-based health insurance contributions lead 
to the purchase of first-dollar coverage insurance, which can lead to low-benefit, high- 
cost care being demanded and provided. Evidence from various studies suggests that 
the amount of health care demanded would decline if consumers paid more out-of- 
pocket for health care. A US CBO study (1991) cites evidence that if the.average 
coinsurance rate in 1989 had been increased from 21 percent to 31 percent, a decrease 
in health care spending between one and two percent - or about $6 to $12 billion - 
would have occurred. 

Employer-based health insurance is not portable; therefore, employees with existing 
health problems (their own or dependents) have incentives to not change jobs for fear 

m While corporations can deduct 100 percent of health insurance premium costs as a business expense for 
all employees, the selfsmployed lost their 25 percent deduction last year when the law mandating the 
smaller deduction expired and was not extended. 

'10 While % percent of all Americans in families making more than $50,000 a year have private health 
insurance, only 35 percent of those in families making less than 614,000 year have private health 
insurance (Colburn, 1992). 

72 PROPAC, 1992. 

73 Blendon and Edwards, 1991. 
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of losing existing benefits that may not be offered elsewhere. Consequently, there is 
some lack of labor mobility. 

Americans with health insurance now pay a higher proportion of their health insurance 
premiums7' and are often responsible for higher copayments under their current 
health care plan. Some have fewer covered benefits, as well. Patients, faced with 
financial incentives, are now encouraged to shop more than ever before. Insurers and 
providers are competing by innovating and thereby providing consumers choices of 
alternative health care delivery systems such as HMOs, which consumers have become 
more willing to choose. HMO membership has quintupled in the past fifteen years, 
from six million people in 1976 to nearly 30 million in 1990.~ However, in exchange 
for lower premiums, people are willing to accept some restrictions on choice of a 
primary care physician, speciabts and hospitals. When seeking speciaIrzed care, many 
HMO subscribers may still prefer to "opt-out" of the traditional restrictive HMO system 
and pay a higher coinsurance rate for having open choice of specialist physicians. 
These strong consumer preferences have led to a substantial enrolment increase in 
"open-ended" HMOs?6 Open-ended HMOs provide the safety valve of choice 
required in an efficient competitive insurance and delivery market. 

With the proliferation of alternative delivery systems, Americans have even more 
choices within private insurance available to them now. In addition, consumers are 
becoming more sophisticated buyers of health care. For instance, there is evidence that 
a few consumers are starting to use the US Health Care Financing Administration's 
(HCFA's) mortality data in deciding where to get hospital treatment." Medical 
outcomes data has begun providing a few consumers and payers with a useful tool in 
choosing treatment alternatives." As further evidence of the greater sophistication of 
consumers, pharmaceutical firms are now advertising a small number of prescription 
medicines directly to consumers. For informed consumers with insurance, access to 
sophisticated, high quality care is widespread, producing signals for allocative 
efficiency. 

74 In 1983,67 percent of employers surveyed paid the total cost of health premiums for them employees. 
In 1990, only 51 perrent of those surveyed paid the total cost (Blendon and Donehn, 1991). 

n InterStudy, 1991 and 1992 

76 In an open-ended HMO, enrollees have the c h o i ~  to stay fully covexed within the HMO network of 
providers or to receive care from a non-HMO physician, which will usually require that they pay some 
combination of deductible, copaywnt, or coinnuance (Interstudy, 1991 and 1992). 

n Petitte, 1992 
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133 Payers 

Health care in the US is financed by a mix of both private and public soufies. 
Employment-based private health insurance is the predominant form of insurance, 
covering 151 million people (or 61 percent of the US population) in 1990. The federal 
government's Medicare program financed the health care for 32.2 million elderly people 
(13 percent). The federal and state run Medicaid programs financed care for 14.6 
million poor Americans (six percent). The remainder of health care financing in 1990 
came from consumers' private funds (six percent) and various other state and federal 
government programs. Providers and insurers also indirectly paid a large share of the 
health care costs of the 33.4 million uninsured Americans (14 percent - see Chart 1 .2)?9 

133.1 Private lnsurers 

1 A3.1 .I Traditional 

Traditional private health insurance plans are complex in structure and vary greatly in 
the types of benefits offered and various cost-sharing requirements. Individuals with 
private insurance face different prices for medical care, quite often at zero price which 
can lead to excessive health care consumption by the patient and inefficient provision 
of services by the provider. There is increasing use of copayments and coinsurance to 
make consumers more sensitive to prices of medical services. These plans often have 
a stop-loss provision that caps a patients' out-of-pocket payments over a specific 
period. 

Private health insurance policies with commercial insurers can contain any combination 
of the following major types of health insurance: 

Major medical insurance provides broad and substantial protection for large, 
unpredictable medical expenses. Insurance of this type is offered in one of two 
ways: comprehensive basic and extended coverage or supplemental basic 
hospital-physician-surgeon expense insurance. Most major medical poliaes 
require some form of deductible and coinsurance payments by the insured 
person. 

Hospital/Medical insurance provides specific benefits for hospital services, 
supplies and room and board during hospital confinement. 

Prescription drug coverage reimburses for the costs of medicines prescribed by 
physicians. Although 75 percent of those under age 65 have some type of 

79 Some providers charge rates that incorporate a portion of their cost for uncompensated care. For 
example, hospitals in Maryland are allowed to include an adjustment in rates for indigent care. 
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prescription drug coverage, only 31 percent of their expenses for medicines are 
paid for by private insurers." 

Disability income protection (loss of inc~rne)~insurance replaces part of an 
employee's income lost as a result of an accident, illness or pregnancy. Policies 
are generally divided into those that provide benefits for up to two years (short- 
term) and those that provide benefits for longer periods of time (long-term). 
Depending upon the policy, long-term disability insurance usually provides 
benefits for at least five years, to the age of 65, or for a lifetime. When disability 
coverage is provided through the employer, benefits are usually integrated with 
public programs such as Social Security so that total benefits from these sources 
generally do not exceed 60 percent of the employee's earnings. 

Dental expense insurance reimburses for the costs associated with dental 
services and supplies and encourages preventive care. Dental plans normally 
require substantial patient copayments, excluding expenses for preventive care 
such as cleaning and x-rays. 

Long-term care insurance provides broad-ranged maintenance and health 
services to the chronically ill, disabled, or mentally retarded on either an in- 
patient or out-patient basis or entirely at home. By the end of 1990, more than 
1.9 million people had purchased long-term insurance, less than one percent of 
the total p~pulation.~' This is a very small percentage of the US population 
and presents a major risk for the rapidly rising number of elderly and a 
significant risk for people of all ages. 

The scope of health insurance coverage differs from industry to industry. Coverage is 
less likely to be offered by firms employing large proportions of low-wage workers, 
part-time workers, or those that experience high employee turnover. In addition, 
specifics of health insurance coverage differ from one geographical market to the next. 

Commercial insurers have moved away from basing premiums upon community- 
ratingm and have switched to using experiencerating. Experience-rating bases the 
premium for a given group on the average expected costs of insuring that group alone, 
while community ratings are based upon the expected costs per person of providing 
insurance in a geographical area .averaged over the entire insured population. 
Compared to community-rated premiums, experiencerated premiums are lower for 
healthier groups and higher for those that are expected to have more health problems. 

a Business & Health, January 1993, p. 35. 

81 HIAA, 1991. 

n Community-rating is the practice of setting health insurance premiums based on the average cost of 
providing medical services to all people in a geographical area, without adjusting for each individual's 
medical history, occupation or likelihood of using medical services. 
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Biased selections occur as insurers are encouraged to seek and sign healthy consumers 
who will have less costly ~ l a i m s . ~  

While in most markets it is efficient for commercial imagers to charge premiums related 
to the risk presented by each group, risk selection problems in the health insurance 
market can produce signxficant equity problems. The practices of underwritin$' and 
experience-rating for small groups often drive up the insurance premiums to such 
unreasonable levels for individuals and small groups with poor experience that millions 
of employed workers are not offered or can not afford any coverage for themselves or 
their dependents. Additionally, premiums are higher, in part due to significantly 
higher administrative costs for small g r o ~ p s . ~  

Commercial insurance companies are organized as profit-seeking firms or as mutual 
companies, which are legally owned by their policyholders. There is some evidence 
that the profit-seeking firms are more effi~ient.~~ The commercial insurers are able to 
compete by offering very good service and less complete coverage, which controls cost 
and utilization. Many consumers prefer less expensive, less complete coverage. 
Commercial insurance makes much more use of patient copayments than do Blue 
Cross-Blue Shield and is more conducive to effective competition and appropriate 
utilization. Even though the emerging trend is to reduce health insurance coverage and 
raise the financial responsibility of the consumer, there is still some commercial 
coverage that covers approximately 100 percent of hospitalization costs. 

Blue Cross hospital and Blue Shield physician service plans, or "the Blues" are the largest 
and oldest insurance companies in the US, composing approximately 30 percent of the 
private insurance market with 72 plans nationally? They are private, non-profit 
organizations that are locally governed. The market share of the Blues often varies 
greatly from one state to an~ther.'~ In some states they have enough market power 
to extract special discounts from hospitals and physicians. The market power has been 
eroding, but the institutional environment established by the Blues remains. 

83 Greaney, 1988. 

M Medical underwriting is the process of d-g a potential client's medical risk It is most 
commonly found in the individual and small group insurance market, which only accounts for roughly 
25 percent of all privately insured individuak (Damn, 1992a). 

15 " F i  with fewer than 50 workers incur administrative costs of about 25 to 40 percent of total claim, 
versus oniy 5.5 percent for firms with 10,000 or more employees" (Eoonomic Rrport of thc Pmidcnt, 1991). 

n Frech's 1980 study on efficiency found that profit-seeking insums were most efficient, Blue Cross-Blue 
Shield insurers least efficient and the mutual commercial insurers in the middle (Frech, 1990). 

a Their market share is over 70 percent in states such as Massachusetts and Rhode Island and under 10 
percent in states such as Nevada. 
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The Blues often provide much more complete insurance coverage than commercial 
insurance companies. A great deal of Blues insurance, especially for in-patient hospital 
coverage, is effectively 100 percent full coverage. The Blues historically used their 
market power to encourage and promote relatively complete insurance. There is some 
use of patient cost-sharing where the consumer pays a deductible and has some type 
of coinsurance requirements. 

The "Blues" are subjectto different state regulation than commercial insurers. Blue 
Cross/Blue Shield insurance plans are quite often assessed lower premium taxes by the 
states, or exempted from them altogether. But, at the same time, the Blues are often 
required by state law to have open enr~lment!~ periods and to offer individual and 
group policies, which give advantages to competitors and allow the Blues insurers to 
be adversely selected. 

Self-insurance is another costcontrol strategy used by many employers. By self- 
insuring, the employer bears the financial risk of health insurance coverage for its 
employees. As the costs of health care continue to increase, most American companies, 
including small firms, have opted to self-insure. Between 1986 and 1991, the number 
of employers who chose to self-insure rose from 46 percent to 65 pment, according to 
a recent study by A. Foster Higgins. Self-insured businesses do not have to pay health 
insurance premium taxes and avoid the costs of state-mandated benefits, high-risk 
pools, freechoice laws and other regulatory constraints. Under a self-insured plan, 
employers or labor unions provide medical coverage typically as a self-insured plan or 
a Minimum Premium Plan (MPP). In the former, the employer assumes all the risk for 
paying claims. In a MPF', the employer pays up to a specified amount, then a 
traditional insurer either pays or shares in the payment of any additional claims. The 
employer retains control over those funds until employees make medical claims. Most 
self-insured plans are major medical plans subject to a deductible and coinswince 
requirements. Blue Cross-Blue Shield plans have been forced to use experience-rating 
to determine premiums for the types of groups that have the option of self-insuring.* 

FAS No. 106: Medicare is the primary payer of health benefits for retirees age 65 and 
over, while employer-sponsored benefits are secondary. Employees retiring from US 
corporations in the future may see a decline in the retiree medical benefits once offered 
to their predecessors. The rising cost of providing benefits to retirees (and dependents) 
coupled with a new standard from the Financial Accounting Standards Board - FAS 
No. 106 - requires employers to account for the cost of future retiree medical benefits 
during their employeesf years of service. The full impact that FAS No. 106 will have 
on retirees' medical plans is still unknown. One survey based on 2,409 employers 
nation-wide reported that two-thirds are raising retiree premium contributions, 

w Open enrolment refem to the time period when private insurers allow subscriben to change their current 
insurance and sign up with another insurer. Typically, open enrolment is only once a year. 

90 HIAA, 1991. 
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increasing cost-sharing and tightening eligibility requirements primarily to reduce their 
liability under FAS No. 106 and to contain retiree benefit costs?' Recently, General 
Motors Corporation announced plans to take a $20.8 billion charge against 1992 
earnings to account for retiree health care costs as a result of this new rule. 

1.3.3.1.2 Managed Care 

As the cost of health care for employers began rising faster than profits, employers 
began pressuring insurers to help reduce their employee's health care costs. A new 
type of alternative delivery system - managed care - evolved as insurers began to 
compete to control the excessive use of highcost medical care. In an effort to limit 
patients from over-consuming and providers from over-supplying, private businesses, 
insurance companies and governments have turned to managed caresPz As a direct 
consequence, consumers of both public and private sectors now face a wide variety of 
insurance arrangements. 

The term "managed care" encompasses a variety of innovations in both the delivery and 
financing of health care that are intended to eliminate unnecessary and inappropriate 
health care and reduce costs. Managed care can take on any or all of the following 
mechanisms: utilization review and control of decisions about health services provided, 
either prospectively or retrospectively, limiting or influencing patients' choice of 
providers, and negotiating different payment terms or levels with certain providers (i.e. 
discounts, capitation).* 

Utilization controls can involve second surgical opinions, prior authorization for 
hospital admission, surgery or specialist services, the use of primary care physician 
"gatekeepers" who must be seen first to obtain referrals to specialist physicians, 
concurrent review of hospital use, discharge planning, and proffig of physician 
practices. These utilization management strategies may be used singly or in 
combination. Utilization control may lead to a refusal to pay for a particular service, 
establishment of guidelines for anticipated utilization (e.g. authorization for a specific 
number of hospital days for a particular diagnosis), or efforts to educate physicians 
whose practice patterns are assessed to vary substantially from accepted norms. 

Traditional feeforservice insurance has included various elements of managed care for 
some time now. Even before the introduction of DRGs by Medicare in 1983, insurers 
have used utilization review in the form of pre-certification and second opinions before 
surgery. In 1990, over 80 percent of conventional group insurance incorporated case 
management of high-cost illnesses and approximately 45 percent required pre- 

91 Aaron, 1991. 

93 Unless otherwise noted, all descriptions of managed care in this section were taken from US CBO, 1990. 



Profile of the Health a r e  system n/e/r/a 

admission certification and concurrent hospital review. There is a growing trend in the 
use of physician pmfdes as one component of utilization review, which was used by 
nearly ten percent of group insurers by 1990. - 

a. HMOs 

The first HMOs were developed in the US during the 1930s and '40s. More recently, 
managed health care systems have exploded in size and population enrolment. The 
number of HMOs grew from 236 in 1980 to 550 in 1991.% At the end of 1991, 
approximately 15 percent of the US population (38.6 million people) was enrolled in 
HMOs* (see Chart 1.6). HMO membership has quintupled in the past fifteen years, 
from six million people in 1976 to nearly 30 million in 1990.% HMO membership is 
not evenly distributed geographically in the US and has not developed uniformly 
across the country." 

In 1973, the US Congress enacted legislation to promote HMO growth in The Health 
Maintenance Organization Act of 1973. Federal funds were authorized to establish and 
develop HMOs over a period of five years. Most employers were required to offer 
their employees an HMO option where federally qualified HMOs were available. Y 

Although quite varied in form, all HMOs provide a predefined, comprehensive set of 
health services to a voluntarily enrolled population within a specified geographical 
area. HMOs are considerably more likely to cover preventive services in their benefit 
packages than are traditional indemnity plans. In an HMO, the focus is on the primary 
care physician who is the "gatekeeper" for the patient's access to specialist care, 
hospitalization and out-patient care. 

Providers are typically reimbursed on a capitated basis or through some othei "risk 
arrangement?' These arrangements differ from traditional fee-for-service because the 
physician is put "at risk for the utiiization of health services by the patients. For 
instance, under a capitation arrangement, the primary care physician is given a fixed 

95 Ibid. 

96 InterStudy, (1991 and 1992). In 1991, HMOs accounted for 27 percent of the 9 million person federal 
employee market, up from 18 percent in 1987 (US CBO, 1990). Only 3 p-t of all Medicare enrollees 
and 10 percent of Medicaid recipiene participate in HMOs (Bid.). A mapr push is currently under way 
to persuade more people covered by public pxrograms to choose managed care arrangements. To 
encourage provider participation, HCFA hopes to raise Medicare's m a x i m 1 ~  HMO average annual per 
wta cost payment from the current 95 percent ceiling to 100 percent of the cost for handling the 
average enrollee under the traditional Medicare plan. 

w HMOs are most likely found in ams with at least one million people and a large number of employed 
individuals in a few large 6rms. 

PI Over 75 percent of all HMOs pay their physicians on either a captation or a salary basis (US (30,1990). 
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dollar amount per member on his list per month. If the patient requires specialty care 
or hospitalization, the payment is made out of the capitated amounts (up to some stop 
loss limit) or out of a set-aside "risk pool" of money. Thus, the physician must consider 
both the costs and the benefits of providing care to 'the patients. 

There are a variety of HMO models that have evolved in response to the changing 
needs and desires of consumers, public and private payers, and providers. These 
include the group model, the network model, the staff model, the IPA model and the 
mixed or open-ended plan. 

Group Model HMO: Under a group model, the HMO insurer contracts 
exclusively with a single multi-specialty medical group. The medical group 
sometimes owns its own hospital. The group's providers are paid on a 
capitation basis. This type of HMO accounted for about ten percent of all 
HMOs but 27 percent of all HMO enrollees as of mid-1991.99 

Network Model HMO: In the network HMO, the HMO insurer contracts with 
two or more independent medical groups. The patient chooses a primary care 
physician from this network of contracted physicians. The primary care 
physician again acts as gatekeeper to obtaining access to medical specialists by 
controlling referrals. Providers are normally paid on a capitated basis, which 

w Intedtudy, 1991 and 1992. 
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puts them at risk for their utilization decisions. As of mid-1991, network HMOs 
accounted for about 12 percent of HMOs and 12 percent of HMO enrollees.100 

Staff Model HMO: A staff model HMO integrates financing and delivery. The 
HMO insurer hires a staff of physicians to provide care under the insurers direct 
control. Sometimes, the staff HMO will vertically integrate by owning a 
hospital. The staff model accounts for about eight percent of HMOs and ten 
percent of HMO enr01lees.'~' 

P A  Model HMO: The Independent Physician Association (IPA) HMO contracts 
directly with independent physicians or with loosely organized associations of 
independent physician practices. These practices can include solo practitioners 
or group practices. IPAs are the most popular form of HMO model accounting 
for 62 percent of HMOs and 40 percent of HMO enrollees in mid 1991.'~ This 
form of HMO is common for solo physicians who are in private practice but 
want to recruit HMO patients to their offices. 

Mixed HMO: Any HMO which is a combination of the above types of HMO. 

The most recent innovation in managed care is the so-called "point-of-service", "hybrid" 
or "open-ended option which has been appended to many HMO plans. Under this 
arrangement, the HMO allows patients to choose providers who are not authorized 
members of the physician or hospital panel for the HMO but requires the patient to pay 
an additional deductible, copayment or coinsurance if they choose non-panel providers. 
Open-ended HMOs provide greater freedom of choice to consumers yet still allow the 
HMO to control its costs of providing care. This type of plan is now the fastest 
growing form of HMO. Enrolment in open-ended HMOs has grown dramatically since 
1986. In December 1956 there were 251,969 people enrolled in four open-ended plans. 
As of January 1991, over one million people were signed up with 116 HMOs offering 
open-ended plans.lo3 

PPOs are another managed care entity. Developed in the early 1980s, they are also 
growing rapidly in terms of both the number of organizations and total employees 
covered. In 1990, there were between 38 and 48 million employees who had access to 
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some 820 PPOs.lM PPO plans combine features of standard feefor-service indemnity 
phns and HMOs. PPOs negotiate contracts with networks or panels of providers who 
agree to provide medical services and to be paid according to a discounted fee 
schedule. The provider gives a discount in return-for the inaeased likelihood of 
patients being channelled to them through financial incentives; that is, if the patient 
uses a preferred provider, his coinsurance will be lower than if a non-PPO provider is 
used. Typically, insurers organize these arrangements, but sometimes providers or 
third-party brokers do. Ideally, providers are chosen to participate in the plan because 
their practice patterns satisfy pre-spetSed utilization criteria, assuring that care is 
efficiently provided and reasonably priced. 

PPOs are more flexible than HMOs and provide patients with greater freedom in 
choosing a provider, but still try to achieve cost savings by directing patients to 
providers who are committed to cost-effective health care delivery. People who are 
enrolled in a PPO have the option to obtain health care from a non-affiliated provider, 
but they then must pay a higher share of the cost. 

Like HMOs, there are various types of PPO arrangements which sometimes make the 
distinction between HMO and PPO difficult to discern. The extreme PPO is the 
exclusive provider organization (EPO) where services rendered in a non-emergency 
situation by a non-affiliated provider are not reimbursed at all. This form closely 
approximates the HMO form of managed care except for one important difference: 
providers are not put "at risk" for their utilization decisions through a capitation 
payment. In the EPO, providers are typically reimbursed on a fee-for-service basis 
according to a discounted fee schedule. 

1.3.3.1 -3 Administrative Costs 

a. Difficulty in Definition 

The role of administrative costs in health care financing looms as a major issue. From 
the point of view of economic efficiency, a desirable feature of a health care financing 
system is that it minimizes administrative costs. 

A cross-country comparison of administrative costs involves calculating administrative 
costs as a share of total health benefits for each country. One could then conclude that 
the system with the lowest percentage is the most efficient provider of health care, (i-e. 
provides the highest benefit per unit of administrative cost). However, "[a] number of 
critical assumptions are implicit in comparisons of administrative spending among 
health plans or between countries. The most critical assumption is that each health 

lM HIAA, 1991. Varying definitions of the PPO plan used in surveys account for the differences in the 
number of PPOs and covered employees. 
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plan engages in the same administrative activities and pursues the same goals."18 
These underlying assumptions lead to significant problems in appropriately defining 
and measuring both the numerator and the denominator in the ratio of administrative 
costs to total health benefits. 

A precise definition of administrative costs used in the numerator is difficult. Total 
administrative costs represent .the sum of the deadweight losses associated with the 
provision of health insurance. Administrative costs include all costs incurred in the 
provision of health insurance coverage that are not directly attributable to the provision 
of hospital or medical care. Examples of administrative costs clearly include: filing 
claims, utilization review, marketing, general accounting and data processing. In 
general, estimates of these types of costs are obtained from accounting data. However, 
difficulties arise with regard to allocating costs between administration and other 
categories of expense. For example, a nurse may spend time on patient-billing 
activities, (administrative duties) as well as patient care activities. T i e  records often 
do not exist to determine the exact proportion of time spent wen on these two broad 
categories of activities. 

In addition, "[tlhe true 'overhead' of a health insurance system also includes all of the 
hidden costs associated with financing and operating the insurance and with insurance- 
induced distortions in the production and consumption of medical care."lo6 These 
hidden costs include social costs such as patient time costs, productivity losses and 
well-being. Such hidden costs are not captured by accounting data and are very 
difficult to measure accurately. 

Similarly, quantlfyrng the denominator presents a problem. Useful comparisons of 
administrative costs assume that the denominator, total health benefits, is equivalent 
across systems. This is not necessarily true. Since total health benefits cannot be 
quantified, a proxy must be used; for example, total health spending. However, this 
ignores potential differences in the quality of benefits provided. 

b. Measurement and Comparisons 

Much of the empirical work on measuring administrative costs to date has centered 
around the US health care system. The Economic Report of the President (1993) reports 
that in other countries with multiple insurers, such as Germany, administrative costs 
as a share of total health care expenditures are comparable to those in the US. In 1988, 
the Congressional Research Service undertook a comparison of administrative costs of 
private insurers wittiin the US for customers of various sizes. Their results showed that 
administrative expenses as a percent of incurred claims decreased as the size of the firm 
increased. For firms with one to four employees, administrative costs were 40 percent 

'" Danzon, 1992a, p. 40. Danzon is in the process of revising this article. 
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of incurred claims. The corresponding figure for firms with greater than 10,000 
employees was 5.5 percent.I0l Even for the largest firms, administrative costs are 
higher than for the larger public insurance programs. Estimates of administrative costs 
as a percent of incurred claims for US public programs, Medicare and Medicaid, are 21 
percent and 5.1 percent, respectively.la These results suggest administrative 
functions, as measured by accounting data, are subject to economies of scale. This has 
prompted efforts by private insurers to join together and realize these scale economies 
by using electronic information networks to reduce the administrative costs associated 
with processing medical claims. For example, in 1992 the Workgroup for Electronic 
Data Interchange (WEDI) a "group of insurance-company executives and health care 
representatives presented the Bush administration with a plan to bring the transactions 
of all health insurers under one computerized data network.'"* The group estimates 
that such a network wo@d save at least $4 billion in administrative costs related to 
processing bills and ~1airns.l~~ In addition, HCFA has begun implementation of a 
standard data format for electronic processing of Medicare claims. The standard format 
provides financial incentives to health care providers to switch to automatic processing, 
enabling Medicare claims to be processed more cost effectively."' 

c. Canada's "Hidden" Costs 

Danzon asserts that existing comparisons of administrative costs in the US and 
Canadian health care systems are grossly mi~leading."~ She identifies hidden 
overhead costs in the Canadian public insurance system that are difficult to quantify 
and omitted from any of the comparative analyses done to date. Further, she concludes 
that' when these hidden costs are correctly measured and adjusted for, overhead costs 
are actually higher in Canada than under private insurance in the US. 

Hidden costs are derived from two major distortions in the Canadian single-payer 
system: 

rationing of care by other than price- or information-based methods; and 

107 Congressional Research Service, 1988, as cited in Danzon, 1992a. 

'" Thorpe, 1992 

103 Wd Strict Jownnl, July 22,1992,&1,6. 

110 In addition to a proposed national network, there are statewide efforts to reduce administrative costs 
through electronic ciaims processing. For example, a group of Kentucky insurers has hunched a project 
designed to encourage medical provid- to file health a r e  claims electronically. Also, 14 Minnesota 
employers have formed a coalition in an effort to cut the costs associated with claims administration 
(National Undmmitcr Lifi 6 HcalthJFimcial Sewices Edition, 1992a, p. 10 and 1992b, p. 20). 

112 Danzon, 1992a. 
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tax-based financing. 

In the Canadian system, non-price forms of rationing generate hidden overhead costs 
in the physician and hospital sectors. Canadian physicians are paid on a fee-forservice 
basis with strict regulation of allowed fees. This form of physician reimbursement 
leads to a spreading of physician -care over multiple, short visits." The resulting 
increase in patient time costs, ie. travel to and from appointments, time off from work, 
etc. are not measured in the accounting data as administrative costs but certainly 
should be included in any estimate of true overhead costs. 

Canadian government's regulation of capital expenditures by hospitals reflects the 
government's commitment to control the rate of diffusion of medical technology. Thus, 
patients in Canada have less access to certain medical technologies than do patients in 
the US."' This contributes to the existence of waiting lists in Canada for various 
surgical procedures. Lack of immediate access to certain procedures generates costs to 
patients in the form of time costs, loss of productivity and reduction in quality of life 
due to discomfort, pain and /or suffering. Properly measured administrative costs 
should include these overhead costs. 

Yet another hidden cost of public monopoly systems, such as Canada, is that they free 
ride on R&D expenditures in the US.l15 Danzon (1992) states that this is most obvious 
in the case of pharmaceuticals but also applies to other medical technologies and 
information systems. And, "to the extent that US R&D spending benefits other 
countries that do not pay a 'fair' share of the joint costs, these hidden benefits should 
be credited against health care costs in the US in any comparison of real costs and 
 benefit^.""^ 

The tax-based financing of the Canadian health care system aeates additional hidden 
costs in the form of production and consumption losses. These losses occur because 
taxpayers alter their work, saving and consumption patterns to avoid activities subject 
to taxation. 

Danzon attempts to quantify these hidden costs and concludes that "the costs associated 
with tax-based financing and rationing by other than price- or information-based 

113 This proiiferation of physician visits is evidenced by the more rapid increase in ut-tion rates after 
the elimination of extra-big. In the two yean following Ontario's ban on extra-brlling, services per 
physician increased by nearly 25 percent per year, contrasted with the aveage annual increase of 1.2 
percent in the previous seven years (Lomas, et d., 1989). Also, "Victor Fuck and J a m  Hahn report 
that in 1985 real resources used per physician visit were 34-46 percent lower in Canada than in the 
United States and that Canadians made more visits per capita" from Fuchs and Hahn, 1990, as cited in 
Danzon, 1992a. 

114 Rublee, 1989. 

115 Danzon, 1992a. 

116 Zbid. 
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methods may be at least as great as the parallel costs of premium collection and claims 
administration incurred by priyate insurers.""' 

d. Competition vs. Monopoly - 

Measurement problems aside, economic theory provides insight into the relative costs 
of administering the following two types of health care financing systems: competitive 
private insurance and a monopoly public insurer. In a competitive market, all of the 
relevant costs of administering the system are internalized to the insurer. Therefore, 
the cost-minimizing competitive insurer has an incentive to minimize a l l  relevant 
administrative costs for a given level of benefits provided. In contrast, in a monopoly 
public insurance system, many of the relevant administrative costs are outside of the 
insurer's cost minimization decisions. They become part of the general costs of 
operating government. 

In a competitive market, buyers assess premium costs relative to total medical benefits. 
Therefore, competitive insurers will spend additional dollars on administration - 
utilization review, data collecting - only if this spending will result in a greater than 
proportional decrease in premiums or increase in benefits. With a monopoly public 
insurer, buyers have no choice of different premium/benefit combinations. Therefore, 
the insurer has no incentive to eliminate inefficient spending on administration. Since 
patients have no choice over their level of medical benefits, a monopoly public insurer 
has no incentive to consider fully all social costs in its administrative spending 
decisions, especially costs imposed on patients and providers. Due to these differences 
in incentives between a monopoly public insurer and competitive private insurers, 
properly-measured total administrative costs, for a given level of health benefits, will 
be lower in a competitive private insurance system. 

1.3.3.2 Public Payers 

1.3.3.2.1 Government 

Local, state and national governments participate in the funding of health care services 
for the population primarily not covered by private insurance: the elderly, disabled, 
and poor. In 1990, all three levels of government combined spent $283 billion to fund 
medical and health care services, research, and medical facility construction. The 
governments' share represented more than 42 percent of total health care expenditures 
in the US in 1990. 

117 Danzon, 1992a, p. 39. For a criticism of Danzon's work, see Barer and Evans, 1992. The substance of 
their criticisms is that many of Danzon's conclusions lack sufficient empirical support. Danzon responds 
by reiterating the usefulness of economic theory in establishing a famework in which to compare the 
"overhead costs of a public monopoly versus a welldesigned competitive private health care system", 
Danzon, 19!& 
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In 1990, federal health spending totalled $195 billion, or a little over 29 percent of total 
health care expenditures. The majority of federal health spending is provided under 
six major programs: Medicare, Medicaid, FEHBP, CHAMPUS, - VA and Indian Health 
SMCS. 

a. Medicare 

Since its inception in 1966, Medicare has evolved from a passive payer into an 
aggressive price setter willing to use its monopsony power to contain health care costs 
and federal budget deficits. Medicare is operated today as a single-payer health care 
system with administrative caps to control costs and utilization. The move to 
prospective payment of hospitals by DRGs has induced greater efficiency by hospitals 
but has also created revenue shortfalls in treating Medicare patients. As of 1992, 
physicians are also prospectively paid based on a federally set fee schedule which 
includes a global expenditure cap. These reimbursement changes reflect the US version 
of coping with the same public finance issue faced by other countries: accountability 
for public budgets forces governments to use their monopsony power no matter what 
the efficiency implications for the health care sector. Medicare now reflects the same 
administrative approach to Gnancing health care as do the centralized systems of 
Canada, the UK, Japan and Germany. 

b. Medicaid 

Medicaid is a federal- and state-funded program administered by the individual states 
in the form of public assistance programs for low-income groups, families with 
dependent children, the elderly poor, and the disabled. Medicaid eligibility and 
benefits vary widely from state to state (see Table 1.1). Because the beneficiaries are 
predominately poor, the federal government prohibits balance billing and h i t s  
copayrnents to $1 per visit."' 

Since the early 1980s, states have obtained waivers from the federal government to 
implement alternative reimbursement and cost control programs. Various states have 
set up "demonstration projects" that include capitation, case management by a primary 
care "gatekeeper" and limits on provider ch~ice."~ 

The federal government's concern for the lack of prenatal care and resulting high 
infant mortality rates among the poor has opened up the states' Medicaid programs to 
more poor women and children. Beginning in 1992, state governments were mandated 
by the Federal Government to accept higher levels of poor pregnant women and 
children under six of age into their Medicaid programs. As a result, the states 

"' hid. Some states, notably Glifomia, have realized substantial savings by switching to competitive 
bidding for hospital reimbursements, 
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Table 1.1 
MEDICAID ELlGlBlLlM STANDARDS FOR A FAMllY 

OF FOUR AND STANDARD AS A PERCENTAGE OF POVERTY 
LINE FOR A SELECTED GROUP OF STATES 

1980,1984 and I986 
-- - 

sme Y o u  Eligibility Eligibility 8s 8 % of 
St.nd.rd (S)' Federal Poverty Lev4 

Texu 

Average of All 50 Sbtw 

Federal Povnty Level, Family of Four 1980 8,414 100 

1 Eligible low-income paor must be in one of the categories of people covered under welfare cash payment 
programs - the aged, blind, disabled, and members of famiiies with dependent children where one parent is 
absenf unemployed or incapacitated. Eligibilii varies greatly among states. 

Source: Davis. K.. et al.. (1990). Health Care Cost Containment, The Johns Hopkins Univenity Press. Table 4.1. 

have to bear an inaeasingly disproportionate share of Medicaid's payments, which 
grew by 20.7 percent from 1989 through 1990, the highest growth since the mid-1970s. 

c. FEHBP 

The largest employer-sponsored health care program in the US is the federal 
government's FEHBR providing voluntary health insurance coverage for approximately 
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nine million federal government employees and their dependents in 1990.'" The 
program is financed jointly by the federal government and increasingly by the 
participants, with the government paying approximately 74 percent of the average of 
all plan premiums." FEHBP is available to all enroll& through a variety of private 
plans offering both varying levels of benefits and premiums. During the annual open 
enrolment period, FEHBP offers three major types of plans (1) govemment-wide plans, 
which now only include a service benefit plan administered by the National Blue Cross 
and Blue Shield Association; (2) employee/union organization plans which are only 
open to member employees or annuitants; and (3) comprehensive medical plans, or 
HMOs, that offer health care by contracted physicians, hospitals and other providers 
in designated geographical locations. 

d. CHAMPUS 

CHAMPUS provides medical care to all active military personnel, retired personnel and 
their dependents, plus the dependents of deceased personnel, if they are not eligible 
for Medicare. CHAMPUS has conducted limited demonstration projects using managed 
care as the method of health care delivery. CHAMPUS recently announced that they 
will begin paying reimbursement rates based on Medicare's RBRVS in response to 
provisions received from Congress that require that CHAMPUS limit the inaeases in 
the maximum allowable rate paid to private physicians and reduce payment levels for 
some services. 

Medical care for those who served honorably in the armed forces is provided at 162 
medical centers run by the VA. Patients with injuries and ailments related to military 
service receive priority. VA hospitals are generally funded on a global budget basis 
using govenunent funds. 

f. Native Americans 

Lastly, there is a federal program designed to provide medical care and health services 
for more than one million native American Indian and Alaskan natives, called the 
Native American Services program. 

g. State and Local Spending 

The federal government has been attempting to control escalating federal health care 
spending and reduce its support for providing health care. As a result, the individual 
states are being left to cany more of the public health care bill. In 1990, expenditures 

1m HIAA, 1991. 

m Ibid. 
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from state and local spending - excluding Medicaid expenditures - totalled $33.9 
billion, up from $5.5 billion (nominal) in 1970. State and local programs vary in the 
scope of services provided and the amount of financing available for these services, but 
can be generally divided into four primary program areas: personal health, 
environmental health, health resources and laboratory services. All levels of 
government are facing budgetary problems as 'fewer resources will be available to 
provide for the growing health needs of an aging population. 

1.3.4 The Physician Health Care Sector 

Physicians indirectly control over 70 percent of all health expenditures through their 
decisions on behalf of patients regarding hospitalization, testing and treatment with 
medicines.lP 

There has been an increase in the number of physicians relative to the US population 
over the past two decades - from 1.6 per 1,000 population in 1970 to 2 4  per 1,000 in 
1990.1P Today, there are more than 600,000 active physicians in the US, a 30 percent 
increase since 1980.'" The number of doctors is growing three times faster than the 
general population. 

Average real physician incomes for self-employed physicians grew by 24 percent from 
$125,500 in 1982 (1989 dollars) to $155,800 in 1989.12' Pope and Schneider (1992) 
report that most of physician income gains in the 1980s were due to higher average 
hourly earnings, and relatively less due to greater work effort. US physicians earn a 
higher personal income than their colleagues in other countries. In 1987, the average 
real income of physicians in the US was $132,000 compared to $83,000 in Canada, 
$82,000 in Germany, $45,000 in Japan and $41,000 in the UKlZ6 Some of the 
difference is probably due to differences in who bears the cost of training and some is 
explained by the added costs of malpractice insurance for US physicians. 

I P  Davis, et al., 1990. 

124 Taylor, ct d,  1991. 

Pope and Schneider, 1992. Between 1983 and 1990, US physicians' average annual income increased by 
60 peFcent while the national average income only increased by one percent (Taylor tt d., 1991 and 
AMA, 1992b). 

US CBO, 1990. OECD data adjusted according to purchasing power parity. 
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Over the past two decades the physician population has become increasingly 
dominated by specialists.'" The proportion of s d t s  to generalists in Canada, 
the United Kingdom and New Zealand varies from 25 to 50 percent while this 
proportion in the US is upward of 70 percent.128 Specialists in the US earn higher 
incomes and can therefore repay high levels of medical school debt'29 faster, work 
fewer hours, and have the potential to earn a great deal of prestige (see Chart 1.7). 
These represent the major reasons why many new doctors choose to specialize.'" 
Strong evidence is emerging that suggests the US has a plentiful supply of specialists. 
General and family practice physicians increased 9.9 percent from 1983 to 1990, whereas 
medical specialists increased 23.1 percent during this period.n1 

Chart 1.7 
Sal.ekd U.S. Phy8lclan Incomar* 1QW-1390 

127 Between 1980 and 1988, there was a 30 percent growth rate in the number of medical specialists and a 
17 percent increase in general medicine and family practitioners (Taylor, ef d., 1991). 

'" Unlike Canada and other industrialized countries where medical education is highly subsidized by the 
government, upon graduation the American medical school student faces an average medical school debt 
of $46,000 (LA Timrs, July 16,1992). 

la Only 14.2 perrent of all 1992 medical school graduates are planning careers in primary care (Pallarito, 
1992b). 

In AMA, 1992b. 
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Malpractice premiums are a component of providers' costs. Danzon reported that 
"[m]edical malpractice insurance premiums of physicians and hospitals totalled 1.1 
percent of total health care expenditures in 1975 and 0.74 percent in 1982."lZ In 1990, 
mean professional liability insurance premiums for self-employed physicians totalled 
8.8 percent of mean physician net income.'j3 The mean liability premium level paid 
by physicians varies greatly among practice areas - in 1990, obstetricians / 
gynaecologists paid $34,300 per year while psychiatrists paid only $4,500 per year.'" 

Malpractice premiums have risen dramatically over the years. The AMA reports that 
malpractice premiums for self-employed physicians rose at an average annual rate of 
18.3 percent between 1982 and 1988.'~ Increased malpractice premiums make up a 
higher proportion of physician revenues, from 3.1 percent of practice revenues in 1982 
to 5.6 pexent in 1988.'j6 

ilk threat that patients will sue physicians for malpractice leads physicians to provide 
marginal, unnecessary or inappropriate care.ln The ten most frequent physician 
malpractice allegations in 1990 included: 

surgery/post-operative complications; 

failure to diagnose/cancer; 

rn improper treatment/birth related; 

improper treatment/insufficient therapy; 

surgery/inadvertent act; 

improper treatment /infection; 

improper treatment/during examination; 

I f l  As quoted in Aaron, 1991, p. 45. 

133 Mean net income is after expenses and before taxes. 

1% AMA, 1992b. 

1% US CBO, 1991. 

In An AMA publication reported that as Inany as 75 percent of all doctom feel threatened and provide this 
type of defensive care (Taylor, et d., 1991). 
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improper treatment/drug side effect; 

failure to diagnose/circulatory problem/thrombosis; and 

failure to diagnose/ fracture or dislo~ation.~~ 

Thuty-eight percent of physicians have incurred at least one liability claim in their 
career.'39 The AMA (1992b) reports that there is a levelling off in the frequency of 
professional liability claims - from 10.2 per 100 physicians in 1985 to 7.7 per 100 
physicians in 1990. 

13.43 Practice Variations 

The practice of medicine and the use of most medical procedures varies dramatically 
from region to region. Wennberg's "small area variation*' studies have shown that in 
geographical areas with the greatest supply of physicians and hospital beds to fill more 
of these services were utilized. Phelps (1992) attributes these "variations" to the 
problem of incomplete diffusion of medical information found in the "difficulties in 
collecting information about the success of medical procedures; difficulties in 
establishing property rights to such information; and liability considerations that hinder 
adoption of any information that is collected." A great deal of variation also exists in 
the fees physicians charge. For example, in 1990 the median physician fee charged for 
the first office visit to a family practitioner in the west was $111, while the charge for 
the same visit was $75 in the south (see Table 1.2):" 

1 3.4.4 Physician Satisfaction and Autonomy 

In a recent survey, US doctors were found to be much less satisfied with the US health 
care system than Canadian and Western German doctors were with their health care 
systems.14' US doctors were particularly concerned about treating people without 
health insurance or other means of paying for care. Over .half of the US doctors 
surveyed said that these patients came to them too late to administer appropriate care. 

Physicians are beginning to lose much of their autonomy previously enjoyed under a ' 

predominantly fee-for-service reimbursement system. The cost containment measures 
practised by existing managed care plans make use of medical review companies to 
evaluate medical treatment decisions and now require second opinions on surgery and 

1 1  AMA, 1992b. 

139 Taylor, ct aL, 1991. 

143 HIAA, 1991. 

141 Reported in a recent poll of American, Canadian and West German physicians conducted by Louis 
Harris and Associates between February and May 1991 ,a  Wall Stwet lournnl, June 6,1992, p. 84. 
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Table 1.2 
MEDIAN US PHYSlClAN FEES FOR OFFICE 

vlsrrs BY REGION AND SPEC~ALITY 
1990 

. . 

Spdality F int  Office Viait8 ($) Offica Rovirib (S) 

W u t  MMwut  South East W u t  MMwut  South E m  

Family 111 76 75 NIA 45 33 34 NIA 
Practice 

General 100 61 61 61 40 31 32 33 
Practice 

Internal 137 91 98 101 48 40 40 48 
Medicine 

Obstetrics I 95 61 64 76 50 40 41 51 
Gy naecology 

Paediatrics 81 46 49 55 42 33 33 40 

N1A.- indicates not available. 

Source: HlAA Source Book of Haalth Insurance Dam. 1991, Table 4.13 

other medical procedures. Physicians are also losing their control over the pricing of 
medical services. Changes in Medicare billing rules, which are also being adopted by 
many large private insurers, restrain the rate of growth in the fees charged by 
specialists. These measures have decreased the provider's medical prerogatives and 
have made him more responsible to both patient and payer. 

Physicians and hospitals are responding to governmental and private insurer cost- 
containment policies by seeking strength in numbers. Between 1980 and 1988, the 
number of physician group practices grew by 54 pe~ent ,  or 10,762 to 16,579.'~ This 
trend, in part, refiects the greater control of physician schedule and the greater ease 
that group physicians have in negotiating contracts with managed care contractors. 

1.3.4.5 Reimbursement 

Physicians in the US are reimbursed through a variety of methods that produce 
different incentives in the physician's delivery of health care. The physician 
reimbursement system has changed dramatically over the last two decades. With 
private insurance coverage, traditional fee-for-service provides an incentive to perform 
almost any service which will be of any benefit to the patient, including high-cost 
services with low expected benefit to the patient. Managed care programs make use 
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of capitation payments and discounted fixed fees and expose physicians to varying 
levels of fmancial risk. Medicare's RBRVS has replaced the physicianset fee-for-service 
reimbursement with a uniform national fee schedule-structure. The RBRVS system has 
also shifted reimbursements toward favoring time-intensive diagnostic and primary 
care procedures rather than specialty care and high-technology diagnostic and 
therapeutic services. 

Managed care insurers negotiate with providers for lower prices or different payment 
arrangements in various ways. For example, physicians may enter into a capitated 
arrangement by which they receive a fixed payment per patient covering a specified set 
of services for a specified time period. When providers are capitated, managed care 
insurers can budget more easily for the costs of these services. In addition, since 
providers are at risk for costs that exceed the capitation payment, providers receive 
incentives to offer fewer services than under a fee-for-service reimbursement system. 
Other managed care organizations seek discounts from standard fee-for-service charges 
from providers in exchange for an increased volume of patients. Providers may also 
be offered a bonus related to profits or surplus revenues which result when utilization 
is kept low. Alternatively, they may pay a penalty in terms of a portion of the 
providers payment which is withheld if they exceed a prespecified target for use rates 
or expenditures. Capitation combined with a risk-sharing arrangement covering 
hospital and specialist care creates the strongest incentives for providers to limit 
unnecessary and inappropriate care. Discounts from standard fee-for-service charges 
reduce per unit costs, but do not necessarily change providers' practice patterns.lu 

Physician incentives have changed as a result of the managed care approach to health 
care in the US. As managed health care systems grow, it is the primary care physician 
who is in demand. In a typical HMO setting, primary care physicians act as 
"gatekeepers" with financial incentives to reduce utilization of specialized se rv ih  and 
hospitalization. The increasing power of the primary care physician is also evidenced 
by the new RBRVS fee schedule which generally favors primary care over specialty 
care. 

Managed care has also changed physician prescribing practices for pharmaceuticals. 
HMO plans in the US are increasingly relying on the use of mandatory drug utilisation 
review, formularies, generic substitution, therapeutic interchange and step therapy. 
Recent surveys show that the steady growth of prescription drug cost-corltainment 
programs is directly attributable to increases in both drug prices and the cost of drug 
therapy. According to Group Health Association of America (GHAA), 70 percent of 
all HMOs that offer pharmaceutical benefits rely on some kind of restrictive formulary 
and generic substitution is widespread.14 

I43 US CBO, 1991. 

144 GHAA, 1992. 
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Under the initial Medicare physician reimbursement system in place until the beginning 
of 1992, physicians were generally reimbursed for their "usual and customary" fees.l6 
This form of reimbursement soon became the norm for other third-party payers as well. 
Physicians were paid to provide more care, conduct more tests and prescribe more 
medicines." The health care system that resulted has an imbalance in procedural 
services over primary care. 

To gain better control over escalating health care costs for physician services provided 
under Medicare, the government radically changed its method of reimbursing 
physicians in 1992 By adopting the RBRVS fee schedule system, reimbursements are 
now based on the resources used in each type of physician service, adjusted 
geographically only for cost differences.'" The new fee schedule is intended to 
narrow the income gap between generalists and specialists by raising the Medicare 
reimbursement for procedures normally performed by primary-care physicians and 
slowing the growth in fees for specialist-oriented  procedure^.'^ The new RBRVS fee 
schedule is the first attempt to control aggregate Medicare spending for physician 
services by reducing payment rates for particular services if overall spending rises too 
fast. Due to the structure of RBRVS reimbursements, the incomes of primary care 
physicians are likely to increase and the incomes of specialists are likely not to increase 
as fast or decrease over time. Changes in physician incomes will undoubtedly be more 
profound if other payers adopt similar reimbursement systems for physicians. 

Only in 1973 were physician fee increases limited by the government by the rate of infiation in an 
attempt to contain health care costs. 

Provider-induced demand is a controversial issue in the US medical system It is difficult to determine 
whether more services are provided to patients because these services have a positive benefit to 
consumers or simply because patients can be duped to earn more income for physicians. However, 
recent issues involving self-refeml suggest the continuing need for utilization review. Many physicians 
have a financial interest in many of these laboratories, diagnostic and therapeutic centers, and dinics 
and refer patients for treatment to these facilities. A study by professors at Florida State University 
found that at least 40 percent of physicians in Florida had financial investments in such facilities. The 
physician-owned laboratories performed twice as many tests per patient than independent labs. In 
another study performed with private health insurance claims, Univenity of Arizona researchers found 
that physicians who had diagnostic imaging equipment in their offices ordered four times more imaging 
exam than doctors who referred patients elsewhere for the tests. In addition, there are also several 
allegations where self-refem1 has tumed into fraud. More and more states are beginning to set limits 
on the levels of financial intexest physicians are allowed to hold and the percentage of pnxedures 
authorized to be performed. In defense of such practices, some equipment might not be available in 
relatively isolated areas without physician investment. 

Each physician service has a pre-determined relative value b a d  on the following three components: 
physician time and intensity in providing the service, practice expense reflecting overhead costs (other 
than malpractice awts and physician compensation), and malpractice expense associated with the 
service. Physician fee schedules include the services of dentists, podiatrists, optometrists, and 
chimpracton, to the extent that their services are covered by Medicare. Alx, included are out-patient 
physical and occupational therapy, diagnostic tests and radiation therapy. 

HCFA estimates that over the initial five-year phase-in pexiod of the new lee schedule, reimbursement 
will increase 125 percent for family practice physicians, compared with 59 percent for cardiologists 
(Weissenstein, 1992). 
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Emphasis in managed care on general practitioners and RBRVS will produce fewer 
financial incentives to specblue. 

- 
1.3.5 Hospital Sector 

Hospitals in the US are organized as government (federal, state and local), not-for-profit 
or for-profit providers. There are those that serve the general population and others 
that serve specihc such as veterans or native Americans. There is also a 
distinction among hospitals in terms of length of stay. Short-term hospitals generally 
treat patients for acute conditions defined as stays of 30 days or less. Long-term 
hospitals treat patients for chronic problems .requiring less intensive care. Hospitals can 
also be classified as general acute care (often the role of comnunity hospitals) or 
specialized according to the type of medical treatment they provide. Hospitals 
providing care to the general population a& organized as either for-profit or not-for- 
profit h. The majority of the acute care hospitals' are not-for-profit institutions run 
by a board of directors. Cost containment pressure make all hospitals behave as profit 
maximizing firms regardless of status (for-profit or not-f~r-profit).~'~ 

1 35.1 Changing Stnicture 

During the 1980s, the hospital industry changed dramatically. Today, US hospitals 
produce relatively short but medically intense hospital stays and perform a little over 
half of all surgeries on an out-patient basis because they are less expensive and not 
subject to DRGs.lS0 Since 1980, in-patient admissions have declined by 13.1 percent 
and out-patient visits have increased by 40 per~ent.'~' In 1990, the nation-wide 
occupancy rate for community hospitals was 66.8 percent, down from 76 percent in 
1980.'~~ The change to negotiated rates and prospective payments, which helped to 
produce these lower occupancy rates, has also resulted in an unprecedented 'number 
of hospital closures. Between 1980 and 1991, 603 acute-care hospitals closed, an 
average of 50 per year.lS3 As an alternative to closing, many hospitals have chosen 
to broaden their focus to include the delivery of out-patient services such as drug and 
alcohol treatment, rehabilitation services, urgent care centers and home health care.'" 
Other hospitals have merged to avoid closure. 

- 

149 Not-for-profit does not mean a lack of profits. This status mainly reflects that the firm has a constraint 
on the distribution of its ex- =venues over costs. 

1Y) AHA, 1992b. 

151 AHA, 1991,1992b. 

1% AHA, 1992b. 

IS Burda, 1992. 

IY Blendon, and Edwards, 1991. 
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135.2  Hospital Managers and the Roles of Physicians 

Hospital managers are generally responsible for hospital revenues and costs. They 
have some influence over the types and amounts of services provided within the 
hospitals. they manage through their control of purchasing and staffing decisions. 
However, physicians, both general practitioners and specialists, are independent 
suppliers of health care both within and outside of the hospital. Specific decisions on 
services for patients are .not under the control of the hospital manager except as he 
must assure quality (avoid lawsuits). The hospital manager's incentives are to attract 
physicians by keeping the patients and admitting physicians happy. The role of the 
hospital manager is constantly challenged by fewer hospital admissions and shorter 
length of stays. The hospital industry is by and large very competitive; those hospitals 
that cannot meet their costs either.merge or close. 

In the US, physicians apply for privileges to admit and treat patients at the hospitals 
of their choice. The general practitioner or the specialist may admit the patient. Once 
in the hospital, most decisions are made by the specialist. There are two types of 
specialists. Hospital-based specialists provide services such as emergency room care, 
radiology, anaesthesiology and pathology to the admitting physician's patients. These 
hospital-based physicians are often paid under a contract with the hospital, which 
allows the hospital manager to assure the smooth provision of these services. Other 
specialists are independent practitioners who are often paid on a fee-for-service or 
discounted fee-forservice basis. Most managed care plans do not negotiate capitation 
contracts with specialists, with the exception of some capitated contracts for outside 
laboratory services. 

Most physicians maintain their practices as legally independent entities from hospitals. 
The hospital-based physician is paid in a variety of ways. In 1990, 51 percent of all 
hospital-based physicians were paid on a salary basis and 30 percent on a fee-for- 
service basis.lS The hospital-based physician has administrative duties within the 
hospital as well as medical duties. The number of hospital-based physicians has been 
declining over the last decade. In 1981, 26 percent of physicians had some form of 
hospital contract, while only 19 percent had such a contract in 1990.lS6 The decline 
reflects changing Medicare reimbursements, the growth in alternative practice settings, 
and the flat income growth derived from such contra~ts. '~ 

153 AMA, 1991. 

ln Ibid. Incomes derived from hospital-based contracts was approximately the same in 1981 (S9,OOO) and 
1990 ($59,400), while average total revenues per physician increased over 50 percent during this same 
period (Ibid.1. 
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1353 Reimbursement 

The last decade has witnessed signtficant changes in the methods utilized to reimburse 
hospitals. The retrospective, cost-based payments, which encouraged rapid expansion 
and resulted in excess capacity, have generally been replaced with various prospective 
payment arrangements. Hospital funds come from Medicare's fixed payment per 
diagnosis (DRG) or per diem rates and cost-per-case rates negotiated with various 
governmental agencies and managed care entities. List prices set by the hospital now 
represent a shrinking proportion of hospital reimbursements, especially in those states 
with substantial managed care penetration. Large buyers of hospital services (HMOs) 
now negotiate substantial discounts from list prices. A small number of government 
hospitals are paid on a global budget basis. 

Hospital expenditures grew rapidly in response to the cost-based reimbursements. 
Hospitals were able to expand their services by adding new technology. This resulted 
in progressively more expensive medical equipment being used by physicians to 
perfom more tests and procedures on a greater number of patients. 

In 1983, Medicare introduced a new method ,for paying hospitals to replace 
reimbursement of actual costs with a system of prospective rates based on the patient's 
diagnosis. The system establishes two separate sets of prospective rates (one each for 
urban and rural hospitals) for 467 diagnosis-related groups - that is, groups of patients 
with similar medical conditions. The payment is based on a mixture of the regional 
rates, the national rates for whether the hospital is rural or urban, and whether the 
hospital is a teaching hospital. If a hospital's cost are less than the fixed rates paid by 
the government, then the hospital keeps the profit. If they are more, then the hospital 
absorbs the loss. The federal government's goal in establishing DRGs was to slow the 
growth in Medicare's expenditures for hospital care, which had expanded from $5 
billion in 1970 to $37 billion in 1982158 Hospitals were expected to become more 
efficient and provide greater use of alternative kinds of care given the change in 
reimbursement. 

The federal government exempted a few states with their own ratesetting programs 
from the DRG legislation and allowed them to continue operating these reimbursement 
systems.159 The states of New jersey, Maryland, New York and Massachusetts created 
all-payer systems to prevent cost shifting among payers. All-payer systems expanded 
the rate-setting to include Medicare and privately-insured patients as well. There is 
evidence suggesting that state mandatory ratesetting programs slowed the rate of 
increase in hospital costs by an estimated three percent, at least in the short-r~n.'~~ 

' Gibson, et nl., 1984, compiled US HCFA data for 1983, 

1% Russell, 1989. 

I u l  Davis. et d., 1990. 
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Several other states did not have Medicare DRG waivers, but did implement partial- 
payer systems to regulate the rates paid to hospitals by one or more payers other than 
Medicare. Rate regulation may have some short-term effect on controlling costs of 
individual services, but it also reduces quality of hospital care and may actually 
increase the quantity of care consumed, especially in an out-patient setting.I6' 

In an effort to recoup relatively low payments received for treating certain publicly 
insured populations, hospitals have been forced to "shift costs" to traditional 
commercial insurers. The federal government reimburses hospitals for only about 90 
percent of the cost of caring for a Medicare patient, while Medicaid reimburses about 
80 percent of the costs for a Medicaid patient, leaving patients with private insurance 
charged 128 percent of the costs of a hospital stay.lg As insurers compete to control 
moral hazard and keep premiums low, innovations in managed care have made it more 
and more difficult to "shift costs" to these insurers. That is, there is a growing 
realization by insurers that their ability to guarantee health care providers a flow of 
patients gives them a powerful position in negotiating rates with providers. Large 
insurers are now exerting whatever buyer-power they possess in a local hospital market 
generally suffering excess capacity. 

1.35.4 Certificate-of-Need Programs 

In the 1970s, capital spending controls were undertaken, which created planning 
agencies to review and approve al l  hospital plans for expanding or otherwise altering 
the physical structure of the hospital based on need. All states receiving federal health 
resources were required to enact Certificateof-Need (CON) laws. By 1980, all states 
except Louisiana had enacted such laws. CON programs did little to restrict hospital 
growth because there was no expenditure limit put on total spending. In addition, 
"CON programs in most states were applied in an erratic and politically motivated way 
that was not consistent with cost-consciousness and the orderly adoption of new 
te~hnologies."'~ CON programs appear to increase total hospital costs relative to 
hospitals without such laws and function as a barrier to entry into hospital markets, 
inhibiting competition. Prices for hospital services are likely to be higher as a result 
of CON  program^.'^ In 1986, CON requirements for states to receive federal funds 
were dropped. By 1991, eleven states had eliminated their CON programs. 

Currently, the states of Vermont and Rhode Island use the CON process to help enforce 
a system of global budgets. CON laws are used as a vehicle to make allocation 
decisions while staying under a spending cap. Rhode Island has seen a 50 percent 

16l Sloan, 198q. 

1 0  PROPAC, 1992. 

lo US CBO, 1991, p. xvii. 

1u Sherman, 1988. 
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decline in the rate of approved capital expenditures since CON laws have been used 
with global budgets bepnmg in 1984.'" 

The existence of excess capaaty in the hospital sector has provided incentives for 
hospitals to negotiate discounts to managed care plans in exchange for incremental 
increases in patient volume. Hospitals compete on the .basis of price, as well as quality, 
for selective contracts with certain managed care plans and self-insured employer 
groups.166 The rapid growth of managed care organizations in large communities 
who selectively contract with hospitals to negotiate lower prices has enhanced price 
competition.'* Melnick, et al. (1992) emphasizes that the effectiveness of selective 
contracting as a cost and price control mechanism js highly dependent on the existence 
of a sufficient level of competition in the market. Competition in the hospital sector 
can lead to lower prices for major purchasers.168 

135.6 Patients 

The US system provides a great deal of patient choice in the selection of a hospital. 
Choice of hospital is primarily based on location and rep~tation.'~~ Under a fee-for- 
service reimbursement arrangement, the patient is completely free to choose a hospital 
he desires subject to his physician's admitting privileges. Of course, a patient could 
choose a hospital and, then, find a physician with privileges at that hospital. Most 
hospitals provide referral services to physicians affiliated with their hospital. The 
patient merely calls the hospital for a referral. 

in a managed care system, there is usually a pre-existing contract with a hospital where 
the managed care patient will be admitted if the prima'y care physician decides it is 
necessary. Many patients who participate in a particular managed care arrangement 
base their decision to do so, in part, upon the designated hospital in the managed care 
contract. 

Hospitals set their own prices but are increasingly forced to negotiate discounted prices 
with individual payers. Many state governments negotiate prices for hospital services 

IU Medicine 6 Health, February 22,1993. 

I66 AHA, 1992~. 

1 4  A recent report by the US CBO notes that, unless managed care is the dominant form of hospital 
financing in a given market, the "price competition" derived from managed care discounting will 
intensify cost shifting to other private purchasers (US CBO, 1992a). 

IP Melnick, ct d., 1992. 

'* Reputation is very difficult to measure. A patient may rely on the suggestion made by his physician, 
the credentialling effect of managed care contracts, what he has read, or, merdy by soliciting advice 
from friends or relatives. 
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