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HEALTH ECONOMICS 
 



Overview 
• Components of health financing systems 

• Performance goals of health financing 

systems 

• Main types of health financing sub-

systems 

• Dominant mechanisms of revenue-

raising and institutional forms of 

resource allocation in OECD and EU 

countries 

 

 



 

A model of the health financing system 

 

Health system goals 

• Health-gain and reducing inequalities 

• Equity in and sustainability of finance 

•  Responsiveness 

Instrumental goals 

• Efficiency 

• Quality 

• Equity in access to care 

Regulation  

Compulsory insurance/  

National health service 

Households Health care providers 

Out-of-pocket payment 

Health care 

Taxes and 

contributions 

Voluntary insurance 

Revenue-

raising 

Risks-pooling 

Purchasing 

Insurance fee 



The relationships between resources, 

expenditure and income 
 

• resources =  expenditure =  

income 

• T + C + R = P*Q = W*Z 

 

 

 

  

T = taxes 

R = insurance fees 

C = out-of-pocket payments 

Q = volume of health 

services 

P = prices of services 

Z = volume of inputs (human 

and physical resources) 

W = prices of inputs  



Requirements for health financing 

systems 

• Financial protection from effects of 

disease on individuals’ well-being 

• Equity/justice in revenue-raising 

(solidarity)  

• Efficient allocation of resources 

• Sustainability of the health financing 

system 



Macro-economic sustainability of 

health financing 
• In a macro-economic sense, health spending can be 

regarded sustainable so long as the value produced by 

health care exceeds its opportunity cost (so long as the 

benefit of spending more on health care is greater than 

the benefit to be gained from spending on something 

else (Thomson, 2009).  
– The ‘right’ level of spending would be the point at which the 

benefit of spending more on health care would be less than the 

benefit to be gained from spending on something else (that is 
the opportunity cost would exceed the benefit).   

• Opportunity cost of health spending can be interpreted 

at the level of the whole economy, the public spending 

and at the level of individual medical intervention. 



Fiscal sustainability of health financing 
• Fiscal sustainability can be interpreted as the 

presence of a balance/imbalance between the 

obligations that a health system has in respect 

of entitlements and instituted rights on the one 

hand, and its ability to meet those obligations 

on a continuing basis on the other (Thomson, 

2009). 

• A given level of public spending can be 

sustainable in macro-economic sense and not 

be sustainable in a fiscal sense in a country. 



Categories of health financing schemes 

• Governmental health financing schemes 

– operated by National Health Service  

– operated by local governments 

• Social health insurance 

• Compulsory private health insurance  

• Voluntary health insurance  

• Compulsory Medical Saving Accounts (CMSA) 

• Corporations and Non-profit Institutions  

financing schemes 

• Household out-of-pocket expenditure  

 

 



 
Characteristics of the main financing 

sub-systems (schemes)  
 

• The mode of participation  

– Compulsory/mandatory (for all of the population or 

for defined groups within the population) 

– Voluntary 

• The basis for benefit entitlement  

– Contributory: requires a contribution payment made 

by or on behalf of the covered individual  

– Non-contributory 

• Defining the benefit-basket 

– Coverage in terms of services and in terms of costs 

 

 



Characteristics of the main financing 
sub-systems (schemes)  

 
• The method for raising funds  

– Taxation and other sources of general 

government revenues 

– Compulsory prepayment  
• social health insurance  

• compulsory private insurance (and compulsory MSAs)  

– Voluntary insurance fee 

– Direct payment for services by corporations 

– Households out-of-pocket payment 

– Donations 

– External resources 
 



 

Characteristics of the main financing 

sub-systems (schemes)  

 
• The level and mechanisms of fund pooling  

• Institutional arrangements   

– Centralized vs. decentralized 

– Competing vs. non-competing insurance 

funds 

• Whether there is a state intervention (e.g., 

through tax-allowances) in the case of 

voluntary systems. 

 



Main characteristics of financing sub-systems 

Mode of participation Benefit entitlement Basic method for fund-

raising 

Governmental 

schemes 

Automatic: for all 

citizens/residents; or a 

specific group of the 

population (e.g., the poor) 

defined by 

law/government regulation  

Non-contributory, typically 

universal or available for 

a specific population 

group or disease category 

defined by law (e.g. TB, 

HIV, oncology) 

Compulsory: budget 

revenues (primarily taxes) 

Social health 

insurance 

Mandatory: for all 

citizens/residents; or a 

specific group of the 

population defined by 

law/government regulation. 

In some cases, however, 

the enrolment requires 

actions to be made by the 

eligible persons. 

Contributory: based on 

payment by or on behalf 

of the insured person 

Compulsory: Non-risk related 

health insurance contribution. 

Insurance contributions may 

be paid by the government 

(from the state budget) on 

behalf of some non-

contributing groups of the 

population, and the 

government may also provide 

general subsidies to the 

scheme. 

Compulsory private 

insurance  

Mandatory: for all 

citizens/residents; or a 

specific group of the 

population defined by 

law/government regulation. 

Contributory: based upon 

a purchase of an 

insurance policy from a 

selected health insurance 

company (or other 

agency involved) 

Compulsory health insurance 

premiums. Tax credits may 

also be involved 



Main characteristics of financing sub-systems  

 

Compulsory 

Medical Saving 

Accounts (CMSA) 

•Mandatory: for all 

citizens/residents; or a 

specific group of the 

population defined by 

law/government 

regulation. 

Contributory: Based 

upon the purchase of  

MSAs; Persons having 

MSAs can, however, 

only use the money 

saved, regardless of 

whether the saving 

covers the costs of the 

care necessary 

Compulsory, defined by law 

(e.g., as percent share of 

income) 

Voluntary health 

insurance schemes 

•Voluntary Contributory: based 

upon the purchase of  

voluntary health 

insurance policy 

(usually on the basis of a 

contract) 

usually non-income related 

premium (often directly or 

indirectly risk-related).  

Government may directly or 

indirectly (e.g. tax credits) 

subsidize. 

Household out-of-

pocket 

expenditure  

Voluntary: willingness 

to pay of the 

household  

Contributory: service 

provided if individual 

pays  

Voluntary: Households 

disposable income and 

saving  

Source: (OECD, Eurostat, WHO, 2011) 



Market roles of private health insurance 

Source: (Thomson et. al., 2009) 

 



Distinguishing social health insurance  

and compulsory private health insurance 
• The social health insurance scheme is established by a 

specific public law, defining, among others, the 

eligibility, benefit package and rules for contribution 

payment.  

 

• Compulsory private insurance: all residents (or a large 

group of the population) are obliged to take out health 

insurance with a health insurance company or health 

insurance fund: that is the purchase of private coverage 

is mandatory. The insurance is established by 

(entitlement for services is based on) an insurance 

contract/agreement between the individual and the 

insurer.  

  



 Possible relationships between insurance schemes and insurer organisations 

Types of 

insurance 

schemes 

Types of insurer organisations 

National 

Health 

Insurance 

Agency 

Sickness 

funds 

Insurance 

companies 

Non-profit 

organization* 

Employer-

based 

organisation 

Compulsory 

social insurance 

x x x 

Compulsory 

private insurance 

x x 

Voluntary 

insurance 

x x x x x 

*/other than sickness funds and insurance companies, e.g., managing community-based health insurance 



Components of private expenditure on 

health 
• Voluntary health insurance  

• Household out-of-pocket payment  

– Out-of-pocket excluding cost sharing  

– Cost sharing with governmental schemes 

and compulsory insurance 

– Cost sharing with voluntary insurance 

– Informal payments (under-the-table 

payments) 

• Direct payment by nonprofit organisations 

• Corporations’ health programmes (other than 

insurance) 

 



Forms of cost-sharing 

 

•  deductible 

•  co-payment 

•  co-insurance 



Cost-sharing: differences in practice 

• Cost-sharing between social insurance and the 

patient  

– In all OECD countries: pharmaceuticals, dental 

care 

– Primary care (GPs): in 19 OECD countries / 

EU(15): in 8 countries  

– Specialist out-patient care: in 21 OECD countries 

/ EU(15): in 10 countries  

– Inpatient care: in 16 OECD countries / EU(15): 9 
countries  

(Data refer to mid-2000s) 

 

 



Cost-sharing between social 

insurance and the patient 

• Considerable exclusions in all 

countries according to the following 

factors : 

• the medical condition 

• income of the patients  

• age of the patients 

• type of pharmaceuticals 

 

 

 



Limited knowledge of the effects of 

an increase in cost-sharing 
 

• Lack of data 

• Scarce empirical research 

• Difficult to disentangle the effects from 

that of other measures 



European Union (15) United States  

National Health Service or local 

government run universal systems 

(tax-revenues) + complementary 

voluntary insurance + out-of-pocket 

payment  (9 countries) 

Substitutive voluntary health 

insurance 

No mandatory insurance. 

Insurance purchased by 

employers or the individuals 

mostly from commercial 

insurance companies. 

+ 

Out-of-pocket payment 

+ 

State health programmes: 

Medicare (for the elderly), 

Medicaid (for the unemployed 

poor). Before the Obama-

reform: about 45 million people 

did not have any health 

insurance (in 2008). 

Social health insurance  

+ complementary voluntary insurance + 

out-of-pocket payment (5 countries) 

Compulsory health insurance 

(operated by insurance companies)+  

complementary voluntary insurance + 

out-of-pocket payment (The 

Netherlands and 10% of the population 

in Germany) 

 

 
European Union and the US: different models of 

the health system (at the end of 2000s) 



Dominant mechanisms of revenue-

raising and the institutional forms of 

resource allocation 

OECD countries 

National Health Service or local 

government run universal systems (14 

countries) Tax revenues (complemented 

with  social insurance contribution in 

some countries) 

 

Denmark, Finland, Iceland, 

Norway, Sweden, UK,  

Ireland, Greece, Italy, Portugal, 

Spain, Australia, Canada, New-

Zealand 

Social health insurance  

Operated by non-profit funds with 

territorial or industrial branch basis (no 

choice/competition between the funds) 

Social insurance contributions and tax 

revenues (8 countries) 

Austria, France, Luxembourg,  

Japan, Korea 

Hungary, Poland, Slovenia 

Social health insurance, allowing 

individual choice between the funds   

Social insurance contributions and tax 

revenues : 

Non-profit insurance funds  (4 countries) 

Belgium, Germany** 

Czech Republic 

Slovakia 



Compulsory private insurance 

Insurance fee  

Netherlands: Insurance fee + 

contribution. For-profit insurance 

companies (substantial state 

regulation) (2 countries) 

The Netherlands, Switzerland 

 

Germany: about 10% of the 

population 

 

Voluntary health insurance 

Insurance fee (employers or 

individuals) 

(USA: state programmes are 

financed from tax revenues 

(Medicare for the elderly) and 

(Medicaid for the poor) Dominant 

institutional form: commercial 

insurance companies 

USA  (the dominant form: 

group insurance bought by 

the employers)  

*/ Complementary voluntary health insurance exist in all countries. These are not 

included in the table. 

**/ In Germany, people with earning above a threshold were not covered by the 

social insurance. Since 2009 they are obliged to buy private health insurance.  



Traditional characteristics of social insurance in 

Europe 

• Basic values  

• Solidarity principle ≠ insurance principle 

• Corporative model of the relationship between 

insurance funds and the providers 

• Insurance funds: non-profit organizations  

• A variety of concrete institutional forms and 

other concrete characteristics  

 



Changes in the institutional arrangements 

in the past decades 

• Decreasing number of institutional funds 

in decentralized systems (due to 

mergers) 

• Increasing role of state regulation 

• At the beginning of 1990s: introducing 

competition between insurance funds in 

the Netherland, Germany, Belgium 

(allowing choice between the funds)  

 



Financing systems: key challenges 
Developed countries 

• Cost-increasing due to new 

technologies  

• New ”pandemic” (obesity)  

• Aging population 

• Increasing social inequalities 

• Increasing social / consumer 

expectations  

• Increasing public health risks 

and their globalization 

Hungary 

International trends + 

• Disadvantageous health status   

• Low level of public spending on 

health; low salaries  of health 

personnel; increasing shortage 

of physicians and nurses 

• Under-the-table payment  

 

 

Narrow latitude for increasing 

public resources for health 
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