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Executive summary

Healthis wealth

As countries are developing and become wealthier,
healthcare systems tend to develop and mature in
parallel. Investing in a health system is critical to the
wealth of a nation: good quality, affordable healthcare
generates value. Not just by increasing human capital,
but also by increasing productivity and decreasing the

long-term cost burden on society.

Healthcare reform in developed countries has typically
evolved in three waves. The first wave focused on
increasing access to care for everyone (equality in
access). This resulted in increasing costs, which led
to the second wave: regulation in order to contain
cost. This was effective to a certain extent, but

resulted in increasing waiting lists and pressures on
quality, which led to the third wave: the introduction
of incentives and competition to increase value (to
optimize the balance between quality and efficiency).
While most high-income countries are in the middle
of the third wave, emerging economies — for instance
in the Middle East, Asia, South America — are riding
a combination of the three waves often at the same
time: a tremendous technical and political challenge.
Many countries are working on increasing access to
care for everyone and facing challenges with quality,
managing cost and trying to make their health care
system more efficient by improving incentives at the
same time.

Payer functionreform- 5 building blocks

There is no silver bullet when it comes to healthcare
system reform. A healthcare system comprises various
functions of all different players: patient, provider,
payer and the regulator. Each of these functions can be
organized in various ways and are also inter-dependent,
such that the optimal organization of one function is
directly dependent on the way other functions are

organized.
Consider the

Understand the
broad context - market dynamics

heaith system
archetypes
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This article focuses on how to optimize the payer
function, describing its five key building blocks, with case
studies of real-world reforms and other examples of best
practices throughout:

Settheregulations
fortheinsurance

Manage quality and
efficiency

package

Lo
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Building block #1

Healthcare systemarchetypes

Reforming the payer function starts with understanding the broader context of the healthcare system.
Historically, there have been four archetypes of healthcare systems.

e Healthcare coverage | e ‘Social insurance e Three-way e Uses competition to

is a right to everyone

Government (or

party on behalf of
government) acts as
the single payer
Funded mainly
through tax payments

Predominantly
public providers,
often owned by the
government

Private providers

play a small role,
access to them often
involves out-of-pocket
payment or private
insurance

Often an implicit
benefit package

model’

Healthcare coverage
linked to employment;
with (in some cases)
government paying
the premiums of
uncovered population
groups

Funded mainly
through employer
and employee
contributions

Administered through
one or more private

insurer(s) — either for-
profit or not-for-profit

Mix of public and
private providers
More freedom of
choice for patients
Often an explicit
benefit package

marketplace model

Citizens mandated
to buy insurance at
insurer of choice

Insurers contract
providers on behalf of
their beneficiaries to
provide care

Insurers obliged to
accept everyone,
with the same
premium regardless
of health status. In
some countries: risk
equalization fund to
compensate insurers
for higher risk

Mainly private
providers who
compete over
beneficiaries and
contracts with
insurers

Funded through a mix

of tax and premium
contributions

optimize quality and
efficiency

e Citizens are insured
via their employer, or
buy their own private
insurance

e |ittle regulation or
consistency of what
payers cover or how
they contract with
providers

e Mainly private
providers who
compete with each
other for patients

e With coverage linked
to employment and
the possibility for
one to buy private
insurance, universal
coverage is often a
challenge

It is difficult to showcase a pure example of one of these archetypes, as most healthcare systems have
evolved and have adapted elements of more than one of the archetypes. The Bismarck model was first
introduced in Germany, but since its introduction it has taken up Beveridge-like elements by delinking
healthcare coverage from employment status and introducing government-subsidized insurance for the
unemployed. The Beveridge model originated in the UK with the government as the single payer. But since
then it has adopted Bismarck-like elements with introducing a strong purchasing-provider split and by
moving more towards an explicit benefit package with the support of the National Institute of Health and
Care Excellence (NICE).
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Building block #2

Market dynamics

The second key element to consider with payer function reform is the market dynamics in the healthcare
system and especially the relative market power of the respective players. First of all, it is to be noted that
payers and providers compete in different markets; payers compete over beneficiaries, providers compete
over patients.

Payer-provider dynamics

The following dynamics are to be taken into account:

In a single-payer Even in single-payer systems, In health systems where prices are

system the payer some providers tend to have freely negotiable, providers with more

has more power, substantial market power and market power tend to charge higher

as providers do not exercise it over the payer. Mostly prices. In health systems where

have an alternative to larger, specialized providers (e.g., prices are fixed, providers with more

contract with other academic hospital or specialized market power may skim on quality of

parties. hospital) are able to do so, as care and/or might not operate at full
patients do not have the option to capacity or efficiency (thus creating
seek care elsewhere. waiting lists).

bursement models to increase
r providers to keep activity within

s targets upfront with providers to
essary waiting lists

Iti-payer systems, centralization of
could be considered

ers 'in house’ to create a so-called
I'in which the payer also operates
e provider system (a payer

grated system)

Competition between payers

The level and the nature of competition between payers are dependent on the type of system in place.
In a managed competition system with a risk equalization fund, the playing field for private insurers is
created, as they all compete for providing a standardized package for the best price; they are not allowed
to differ prices per customer. Providers are stimulated to provide cost-effective care, as insurers try to
secure the best deal on purchasing for their customers. In a system with a single dominant payer like
the EHIF in Estonia, the only choice available to beneficiaries is whether to purchase additional insurance
from private insurers, who may compete on price, customer service and the range of benefits available.

Whilst competition between payers can yield beneficial outcomes in terms of the lowest price for
consumers, it is critical that benefits are standardized and regulated by the government to ensure access
to care. More competition between payers is not always better, as too many health insurance policies
can create too much options for consumers and fragment the ability of any one insurer to drive change in
the health system.

en payers, the government can:

basic benefit package).
r behavior. For consumers to be
alth insurance options.
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The third building block is the payment model: the way the payer(s) pay(s) or reimburse(s) for the services
of the care providers. There are four archetypes of payment models. Each has its pros and cons; it depends
on the type of care, (e.g., primary care, inpatient care etc.) and the particular issues a payer wishes to solve
which of these payment archetypes is the most effective. Increasingly, most healthcare systems use a
blend of these payment models.

000
Q<O
000

Fee for Service

Capitation

Block / Budget

" Y3
<>

Bundles

Explanation

e Pay for each unit
or service

e Payments
are based on
a fixed price
schedule and
on intervention
regardless
of patient
characteristics

e Fixed price

per capita for
provision of
group of services
for a defined
period of time,
regardless of
activity

E.g., alump
sum based

on the care of
a predefined
population

e Lump sum for
provision of
group of services
for a defined
period of time,
regardless of
the number of
patients treated
or the activity

e Fixed price to
manage care of a
particular patient
or pathway of
care

e E.g..one
payment for all
activities related
to hip surgery:
diagnostics,
surgery and
rehabilitation

Pros (summary)

e Stimulates
productivity

e Transparency
around cost

Caps costs

Predictability of
costs

e Simplicity, low
transaction costs

e Caps costs

e Predictability of

e Stimulates
productivity

e Stimulates
efficiency within

most risk?

allocation and costs a bundle
activity
Cons e Risk of May promote e Does not e Risk of
(summary) overtreatment inefficiency or promote overtreatment
e Escalating costs an incentive to efficiency e Higher
e Fragmentation under-treat * Risk of transaction costs
between Risk of ‘rationalizing’ (can be difficult
providers (no “rationalizing” care (waiting to implement)
incentive to care (waiting lists; avoid
collaborate) lists) high-complex
patients)
e Lacks
transparency
Who bears the | Payer Provider Provider Shared

Common uses
in practice

e Preventive
screenings

e Certain
laboratory tests

Payment of GP
practices based
on number of
registered

e Hospital block
budget

e Chronic disease
bundles

e DRGs
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As each of the payment models have their advantages and disadvantages, a mix of these models — often
changing over time depending on local circumstances - is to be used to set the right incentive for providers.

On top of that, value-based payment models offer a way to further optimize the payment model. Value-
based payment models link payments to outcome parameters. Outcome parameters can include quality
parameters, efficiency parameters and/or appropriateness parameters and can focus on more than one
provider. Examples might include extra payments for having low rates of readmission or high rates of patient

satisfaction.

When designing the payment model, the following four guidelines lead the way to more effective ones:

e Contract care at an integrated level (over the full cycle of care, rather than a single provider)

e |ncentivize both cost and quality of care

e Distribute risk and savings between payer and provider

Building block #4

Regulation of insurance packages

Allow time for transition as it can years before benefits of payment reform become evident

Regulation evolves around many facets, with three key considerations regarding regulation for effective

payer reform:

Definition of the basic benefit package, cost controls (co payments) and provider

network

The definition of the basic benefit package is one
of the first steps towards universal healthcare
coverage, but also to a well-functioning payer. This
not only means defining what services are part

of the basic benefit packages and defining the
eligible population, but also includes determining if
and to what extent cost controls are to be applied
at an individual beneficiary level. Controls can be
co payments for the patient, limits on what their
care can cost (caps), and other requirements

(e.g., getting a GP referral for specialist consults).
These can differ for each of the services. They are
effective tools for cost containment and efficiency
within the basic benefit package. Next to controls,
defining minimum standards for quality and
comfort is to be considered, as well as allowing for

optional upgrade packages (e.g., letting patients
pay more for a private hospital room). Finally, the
provider network has to be defined. The provider
network consists of the providers that are allowed
to offer the services of the basic benefit package.
One of the considerations is if and to what extent
private providers are included in the provider
network. By regulating and standardizing these
items, regulators avoid that payers (in multi-payer
systems) enter a ‘race to the bottom’ by competing
on what they offer towards citizens / patients,
instead of optimizing the value (cost and quality)
of the defined benefit package. In most markets
it is otherwise all too easy to create a plethora of
policies that makes it difficult for consumers to
choose the right insurance.

o Standardization of the optional benefit package

As stated earlier, standardization of the optional
benefit package can be beneficial in improving
the market dynamics between the payers. In
systems with relatively limited basic packages, a
wide variety of optional packages may emerge,

© KPMG Advisory N.V.

such that customers are not able to see the forest
for the trees. In such a situation, some form

of standardization of the optional package may
positively influence the market dynamics.
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o Preventing adverse selection

Adverse selection refers to the phenomenon in
which the proportion of healthy and unhealthy
patients in an insurer’s customer base is
unbalanced. This can happen when insurers
practice ‘cream skimming': selecting (or excluding)
patients. This results in insurers having a more
advantageous patient risk pool (at lower cost)
than other insurers. This imbalance in the system
creates problems for coverage of the less healthy
individuals in the population, who end up facing
ever-increasing premiums to cover the costs of

their care.

Building block #5

government.

Quality and efficiency management

Regulation in the marketplace helps to avoid

this adverse selection risk. One option is the
implementation of a risk equalization fund that
compensates insurers for the high(er) risk profile
of their pool and enforces the same prices per
policy for all citizens, regardless of health status.
Another option is to draft regulation that requires
acceptance of all citizens and/or prohibitions to
market to specific (sub)populations and/or arrange
the basic package through tax payment by the

Payers and policymakers aim to innovate payment mechanisms to reward value: high-quality and efficient
care. This requires more than a combination of different payment models and regulation. To further optimize

the quality and efficiency provided, payers can use the following methods:

Contracting quality

Directly linking payment to
achieving quality or value
targets allows payers to
overcome some obstacles that
exist with traditional payment
models. Many examples of
innovative payment models
using quality measures have
emerged over the last decade.
For example in the US, some
providers receive bonus
payments for achieving certain
quality performance targets.

In the Netherlands a bundle of
care for Parkinson's patients
has been developed across

all involved care providers and
payment linked to performance
on a set of indicators.

© KPMG Advisory N.V.

Transparency of outcomes

Improving transparency of
value offered by providers can
be an effective tool to further
incentivize quality and efficiency
improvement. \WWhen done

right, it provides patients with
the information to make an
informed-based choice for a
provider. It provides payers with
information on the performance
of providers, which can be used
for awarding high performers or
even selective contracting. And
it offers providers an incentive
to improve and a clear direction
for their efforts in doing so.

Population health
management

Population health management
aims to optimize the clinical and
financial outcomes for specific
population groups. It puts the
focus on preventing patients
from needing treatment or
additional treatment rather than
treating patients: from sick
care to health care. Payers can
incentivize population health
management by designing
payment models that reward
providers for preventative
activities rather than treatment
activities. They can also offer
advice and support directly to
their beneficiaries to improve
their health, and in some
systems may also be in a
position to make additional
investments in public health.
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Dubai Nationals
are covered
through the
government-
funded insurance.
Non-nationals
(expats) are
covered through
their employers.
Unemployed
and low-income
employees can
avail for a low-
cost insurance
plan which is
regulated by the
government.

it comes to
technology. It

has a nation-
wide platform
connecting
patient data,
providing access
to the relevant
parties. This not
only facilitates
providers in cost-
efficient care,

it also provides
EHIF with the
information for
care planning and
budgeting, quality
monitoring and
price setting.

public and private
providers. Cost
containment is a
topic of debate
and co pays, limits
and deductibles
for the benefit
package have
been introduced
over the years to
prevent budget
overruns.

to compensate
insurers for a
higher-risk pool.
The Dutch model
is renowned for
the accessibility,
equality and
affordability of its
system.

Dubai Estonia Taiwan Netherlands South Africa
Health system | ¢ Multi-payer e Single-payer e Single-payer e Managed e Multi-payer
characteristics system system system competition system
e Both public e Both public e Both public model e Private
and private and private and non-for- e Private and public
providers providers profit private providers providers
providers
Payment Dubai aims to Estonia has Taiwan has The Netherlands South Africa is
reform achieve universal | moved to a single- | achieved universal | has moved to at the start of a
healthcare payer system healthcare a managed major system
coverage with EHIF acting | coverage (99,9%) | competition reform with the
through a mix as the payer and | with a system model and aim of achieving
of government- achieved almost with Beveridge achieved almost universal
funded and full universal and Bismarck-like | full universal healthcare
administered healthcare characteristics. healthcare coverage.
insurance coverage (95%). The government | coverage (99,8%). | The vision is to
and private Estonia has acts as the The Dutch model | establish a single-
insurance through | a frontrunner single-payer and includes a risk payer system
employers. position when contracts both equalization fund | contracting

both public and
private providers.
Details are still to
be fleshed out.
Questions related
to the current
insurance market,
the funding of
the envisioned
system and the
strong position of
private providers
have been raised.

value of investments

power are paramount

vernments design a

reform, payers and

delivering cost-
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1. Introduction

Health is wealth

A state-of-the-art health system is critical for the wealth
of a nation. Health gains can have a direct impact on a
country’s GDP, with estimates showing that an increase

in life expectancy by one year can lead to a 4% increase
in GDP'. Health gains realize value not just by increasing
human capital, but also by increasing productivity and
decreasing the cost burden. Productivity climbs as healthy
citizens work more effectively and have fewer absences.
Education levels improve: school attendance rates rise
and the population as a whole is upskilled. The mindset of
a healthy population is different; with a long healthy life to
look forward to, individuals are more likely to plan long-
term and make more investments. Fair and equal access
to healthcare also support social solidarity and stability.

It is essential to address productivity, particularly

among healthcare workers, by building a health system
that supports a healthier nation. The World Health
Organization projects a shortage in healthcare workers of
over 20% by 20302. Maintaining the health and improving
the productivity of existing workers partially balances out
the threat of future shortages. Strong health systems
support a healthy, productive workforce and provide a
foundation for the health gains that will strengthen the
country’s economy.

The COVID-19 pandemic highlighted the importance

of robust and adaptable health systems. Many high-
income countries made use of existing structures

and standardization within health systems to provide
undisrupted care, but in some cases these high levels of
structure became a barrier to adaptability. Some emerging
economy countries were able to respond to the demands
of COVID-19 quickly and effectively and pivoted the
system focus to acute care at high volumes. While facing
many challenges, less mature health systems have one
advantage in being less ‘path dependent’ as a result of
less fixed infrastructure or rigid public expectations — all of
which provide flexibility when implementing change’.

A key step in establishing a strong health system is to
improve the payer function. There is a long way yet before
the ideal health system is achieved in any country, and
even mature systems have scope to improve. ldentifying
which reforms are necessary in a given health system
first calls for understanding the performance of the

© KPMG Advisory N.V.

existing system. This assessment may be supported by
peer comparisons and performance benchmarks which
help to identify the areas requiring most attention. These
attention points may include access to care (in terms

of timeliness, availability), equity of services provided
(such as variations between different income groups),
effectiveness (whether care is well-utilized as well as
quality of care delivered) and efficiency (maximizing the
value from the available resources)®*.

Care effectiveness cannot be realized through financial
investment alone. While these investments are a
necessary part of the payer function and system reform,
increased health spending does not always lead to better
outcomes. A recent Commonwealth Fund study, for
example, found that even though the US has the highest
spending in terms of share of GDP, ten other high-income
countries significantly outperformed the US health system
on a number of measures. The US was outperformed in
terms of access to care, administrative efficiency, equity
and outcomes of health care (Figure 1)°.

While high-income countries frequently outshine
emerging economy countries in performance
benchmarks, maturing systems have certain advantages
over their more matured counterparts. Emerging
economy countries can use lessons learned from
established systems to deliver cost-effective care while
still maintaining quality, using the system'’s flexibility

to implement new measures. Barriers to innovation

are lower and this can deliver results unimaginable in a
developed system.

Maximizing the benefits from economies of scale,

the hospital network Narayana Health in India, for
example, strived to improve quality and reduce costs by
establishing a 5000-bed facility for cardiac and cancer
care, managing teleradiology out of a single hub in
Bangalore and employing graduate students to supply
surgical gowns at a fraction of their previous cost. A
primary care initiative in Brazil sees small teams with

a doctor, nurse and community workers supporting
assigned families, targeting poorer communities in favelas
and the outskirts of larger cities and making great strides
towards reducing infant mortality and increasing life
expectancy. These examples demonstrate how emerging

The building blocks for effective payer reform | 12



Figure 1

Comparative Health Care System Performance Scores, reproduced from the Commonwealth Fund®

Higher
performing
ONOR

Top-3 average
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10-country average
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Note: To normalize performance scores across countries, each score is the calculated standard deviation from a 10-country average that

excludes the US. See How We Conducted This Study for more detail.

economies make use of their strengths to maximize the
cost-effectiveness, quality and access of care. Designing
the payer function of a state-of-the-art health system
demands employing the existing system'’s strengths and
tailoring reforms to the local population and local system
characteristics'.

This article focuses on the payer function. The building
blocks outlined in this paper are especially relevant to
payers and governments looking to reform a health
system with a passive or nonexistent payer function. This
includes health systems where providers were previously
entirely state-subsidized or owned, or health systems
where the performance of providers was not actively
managed with an (activist) payer function.

Section 2 delves into these key building blocks that

form the foundations of an effective payer function and
outlines how improvements can be made to the payer
function. The key building blocks are the basic health
system archetypes, market dynamics, various payment
model options, regulation in a payer function reform and
how to manage provider quality and efficiency. A carefully
designed payer function should be tailored to meet the
health system's needs, using variations on the building
blocks to improve effectiveness. In addition to examples
throughout the report highlighting how the building blocks
take shape in practice, Section 3 provides an in-depth
analysis of a few case studies showing how these pieces
fit together in practice. Section 4 discusses the key
success factors for establishing a payer function reform
and how to get started with the transformation journey.

© KPMG Advisory N.V.

Together, these building blocks, case studies and
key success factors will help to set up payers and
governments looking to start or enhance their payer
function reform.
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2. Building blocks

Key strategic questions for setting up or reforming

a payer function

Health systems across the globe run on many moving
parts: the financing mechanisms, the highly skilled
workforce, reliable tools, advancing technologies, shifting
policies and flexible logistics. To really thrive, a health
system also needs an activist payer function. Establishing
an effective financing mechanism and efficient
organization of the payer function are fundamental
elements to delivering high-quality care. This chapter
outlines the key building blocks and strategic questions
that need to be addressed when setting up a payer
function or undergoing a payer function reform.

The payer function is set in a backdrop of one of four

basic archetypes of health systems: Beveridge, Bismarck,

market-based and managed competition, described in
Section 2.1. . A key element for consideration when
reforming the payer function is the relative market power
of the main stakeholders. Section 2.2 walks through
these market dynamics. Regardless of the health system
archetype in place, payers should use appropriate
payment models to create the right incentivizes.

2

Understand the
broad context -

22

Consider the
market dynamics
healthsystem
archetypes
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The prevailing payment models are described in Section
2.3. Implementing regulation facilitates an effective

payer function. Regulation evolves around many facets.
The three key considerations regarding regulation for
effective payer reform are outlined in Section 2.4. Another
way to mitigate financial risk and save costs on the

payer side is to improve the quality — and efficiency — of
providers. Section 2.5 discusses this (sometimes) inverse
relationship between quality and cost, and the measures
that can be taken to improve quality, including population
health management.

Section 2.6 considers why the perfect health system
does not exist: no single health system and combination
of payment models and regulation is ideally suited to all
countries. The success of a health system and any payer
function are dependent on the country dynamics at play,
and a newly designed approach must be tailored to the
country’s characteristics.

24

Settheregulations
fortheinsurance

25,

Manage quality and
efficiency

package

Lo

L
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%} 21 globalhealth systemarchetypes

Four global basic archetypes form the backbone of a
health system by defining the sources of funding and
payer structure, the dynamics of public and private
providers and the contributions made by either individuals
or organizations. While this section characterizes the
essential features of each of these four archetypes of
health systems, the reality is that many countries’ health
systems are a blend of models, containing elements from
more than one of these concepts. All of these models are
designed to optimize access to care, cost efficiency and
quality.

2.1 Beveridge model

In the Beveridge model, the government is the single
payer and it funds healthcare through tax payments.

With the government as the only payer in this system,
payer negotiating power is high, helping to keep the

costs in check. Health systems with a public national
health service tend to have lower healthcare expenditure
in relation to GDP®”. The single payer is able to wield its
power in price negotiations and contracting arrangements.

Healthcare in this system is considered a fundamental
right and is accessible to all citizens, making this an
exemplar of how to achieve universal health coverage.
These systems are based on equity and solidarity. It

is essential that all residents and citizens are able to
access care when they need to. However, the high

levels of access may come at the cost of efficiency, and
widespread use of the available healthcare services will
lengthen waiting times. This may result in reduced patient
satisfaction and a less optimal customer experience.

entralized even with
centralized publicly
high quality.

ere are more than
rganize care for
responsibility for

of revenue (65%),
and out-of-pocket

Within a Beveridge-style health system, public providers
dominate the scene. Care providers are largely owned or
controlled by central and regional governments®. For-profit
private providers do not play a key role; they are typically
seen as supplemental. Private providers stimulate
additional market dynamics (see Section 2.2) and can help

© KPMG Advisory N.V.

to alleviate the pressure on public providers and improve
waiting times or access to care for patients. Patients
often have to pay out of pocket to access these benefits
of private care.

21.2 Bismarck model

The Bismarck model is also known as the social health
insurance model. Healthcare is financed and managed
with risk pooling through private insurers. Citizens pay
into a centralized fund, sometimes known as sickness
funds, via mandatory insurance contributions. The fund is
co-financed by employers and employees through payroll
taxes. These (often regional) funds tend to operate on a
not-for-profit basis. Universal coverage can be a challenge
in this system when access is linked to employment
status; it is important to consider how the various
population subgroups can still be covered.

funded by
es pay through
ployee Health

maximum health
t.

nment and the
o not make a

A Bismarckian system usually has a mix of public and
private providers, and the private providers therefore

have a more pronounced role compared to the Beveridge
system. Optional packages are typically offered alongside
the mandatory basic package, giving patients the
opportunity to purchase additional access or coverage.
Patients have more freedom in choosing where to go for
their care needs compared to the Beveridge model, as the
insurance will typically cover a range of public and private
providers. This freedom of choice stimulates competition
between providers and encourages them to deliver more
efficient and higher quality care. Doctors and hospitals are
often privatized in this model™®. The government maintains
control and monitoring of the fund collections, but non-
government insurers handle the administration.
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21.3 Convergence of and differences hetween
the Beveridge and Bismarck models

Most health systems use a combination of approaches,
and even the originators of the Beveridge or Bismarck
models now have health systems that have converged
to a blend of these two models. The Beveridge model
originated in the UK, where the National Health Service
(NHS) was established to provide health coverage for
all citizens as a basic right. With funding raised by the
government via taxes, spending is controlled by publicly
owned payers or health agencies and the benefit
packages are often implicit.

The Bismarck model was first introduced in Germany

and in its initial form linked coverage to labor status. The
employed were covered and the government subsidized
groups that they deemed should have access to care but
could not afford it. In this model, the benefit package

is explicit and is administered by one (or often more)
regional social health insurance funds. Healthcare is
primarily financed through legal contribution requirements
for both employers and employees.

The UK's NHS has since adopted characteristics of the
Bismarck model, using more explicit benefit packages
with support of the National Institute of Health and Care

In a Beveridge system...

Excellence (NICE). Health Technology Assessment (HTA)
is used to determine which services should be covered
in the basic package, which now requires a financial
contribution from non-nationals living in the country for
more than six months™. A strong purchaser-provider
split was introduced so that third-party payers are
organizationally separated from providers and contracts
were established between these groups.

Germany has adopted a more Beveridge-style approach
to access, with coverage no longer linked to employment
and state-subsidized insurance covering almost all non-
employed groups — bringing coverage up to 90%. The
activity of sickness funds in Germany is now strictly
regulated and directed by the government, and the
government is the key decision maker for topics such as
access, premiums, price setting, contracting partners and
coverage.

While both of these systems were established with the
goal of achieving universal coverage and providing high-
quality care for all, these systems have taken considerably
different approaches to reaching these goals. The
following table summarizes the key differentiating
characteristics between these two models, in terms of
government involvement, basis of entitlement, and the
labor market dynamics.

Whereas in a Bismarck system...

e Government directly controls both the quantity and
allocation of health spending

e High transparency and efficiency in budgeting compared
to a system with multiple private actors

e National health services address access gaps seen in
emerging markets with social insurance programs for
those not covered by formal employers or government
subsidie

e |mpact on health of crises such as a recession can be
exacerbated by austerity measures: health spending is
typically cut harder and faster

e Government does not rely on mandatory contributions
for employers per employee, which can also benefit
employers

e Government tends to play a less active role

e Government less strongly linked to future reforms, easier
to distance itself from necessary but unpopular reforms

e Most high-income Bismarck systems can achieve
universal health coverage Universal health coverage
harder to achieve in countries with high numbers
of informal workers, migrants, refugees and other
undocumented persons

e Insurance revenues may decline in times of crisis as
unemployment increases and employers are making
fewer contributions'

© KPMG Advisory N.V.

The building blocks for effective payer reform | 17



Another key difference between these models are the This, combined with the insurance-based payment and

transaction and administration costs involved. As shown budgeting model complexities, is what can lead to these
in Figure 2, administration costs tend to be lower in increased administration costs. Combining elements of
systems with a single dominant payer (government these two models can help to mitigate the downside risks

schemes) than in multi-payer systems (compulsory health of each.
insurance schemes and some voluntary prepayment

schemes). In multi-payer systems, there is an increased

volume of transactions between the multiple payers.

Figure 2
Administration costs as a share of total health expenditure by financing scheme, 2014 (or nearest year)™

B Government schemes [l Compulsory health insurance schemes [l Voluntary prepayment schemes
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21.4 Managed competitionmodel

The managed competition model is structured as

a three-way marketplace in the healthcare system,
visualized in Figure 3 below. The health insurer negotiates
contracts with healthcare providers, acting on behalf

of the beneficiaries of their plans, and competes for
beneficiaries via the premiums that are set™. Selective
contracting is sometimes used to stimulate providers to
keep prices low: providers that agree to the low prices
are included in the insurer’s contracting network and
beneficiaries can choose those providers to receive care
from. This generates competition between providers,
prompting them to offer high-quality care at lower prices
so that patients will choose their services.

In this model, funding is partially premium-based and
partially from the government via taxes: typically in a
roughly equal split™. In some examples of this system,
such as in the Netherlands, these sources of funding are
combined into a fund, which helps to level the playing
field between payers by compensating those of them
with a higher-risk pool of beneficiaries'. The equalization
system is based on health risk profiles per insured person
and helps to mitigate adverse selection (see Section
2.4.3).

Individuals have freedom of choice in selecting their
healthcare provider among the mix of private and public
providers. The level of coverage at a given provider
depends on the contracts negotiated between the insurer

and healthcare providers in the system; these costs may
be fully or partially reimbursed™. The insurers in this
system are typically private and, again, individuals have

a free choice in selecting an insurer. To achieve equity in
managed competition, all insurers are required to set the
same premium for every consumer, regardless of health
status. The key principles underpinning the managed
competition model are the same for other healthcare
systems: increasing access, raising quality and improving
cost-effectiveness.
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Figure 3

Visualization of the three-way marketplace structure in the managed competition health system model

Consumer
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21.5 Market-based model

In a market-based system private insurers and private
providers dominate, and there is far fewer directives
from government mandating access, coverage or pricing.
Individuals are largely left to source their own coverage,
typically through employer-funded health insurance —
creating gaps for groups such as the unemployed, low
income, or dependents (for whom there may be some
social or donor-funded programs). Individuals can also
choose to pay for private insurance directly, but not all are
able to afford private insurance. Out-of-pocket payments
are typically higher than in other models, further
increasing the financial burden on individuals, as are so
called ‘catastrophic’ payments whereby un(der)-insured
individuals pay a large amount of their annual income on
care, and may go into poverty as a result.

The market-based model uses competition to drive
delivery of quality healthcare and optimizing access to
and affordability of care. Because of the high levels of

competition and the freedom individuals have to choose
their providers, these providers are incentivized to deliver
the highest level of care in order to win customers. This
model assumes that the consumers (i.e., the patients) are
well-informed and are able to make decisions based on

accurate information about providers and insurers.

Pubic Financing

Private Financing

Federal
government

State
government

Local
government
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2.2 Market dynamics

A key element for consideration when reforming the
payer function is the relative market power of the main
stakeholders. Payers and providers compete in different
markets. Payers are competing for customers (purchasers
of insurance packages), while healthcare providers

are competing for patients. Relative market power is
dependent on a number of factors, largely related to
the possibility of using a different provider or payer for
the same services. At a basic level, a high number of
providers or payers results in a wide range of choices
for the consumer, whereas a low number of providers
or payers can lead to a monopolistic, monopsonistic or
oligarchic market.

2.2.1 Competitionbetween provider and payer

The matrix in Figure 4 below outlines the four negotiating
situations that typically arise between payers and
providers. The relative market power of the payer

or provider influences the negotiating power that
stakeholder will have in contracting agreements. In a
single-payer system, the payer has a high market power,
as the healthcare providers are unable to seek out an
alternative payer for a better deal. Similarly, a large
academic hospital is able to exert more power and has
a stronger negotiating position than an individual doctor
running a private practice.

A high negotiating power allows that party to realize more
favorable terms when contracting; this may take the form

of lower prices for care when the payer is in possession
of this power, or higher prices when it lies with the
providers?'. Market power can significantly influence the
terms of care provision.

Even in public, single-payer health systems such as the
NHS in the UK, healthcare providers exercise their market
power over payers??. Secondary care providers such as
large hospitals often have the most market power, as
patients typically have few alternatives when seeking care
in both the short and long term. Services may be unique
to that provider, for example if there is a specific tertiary
care service the hospital provides that is not available
elsewhere. Larger hospitals are furthermore typically
highly regarded in the community, and this reduces the
likelihood that other stakeholders will start a dispute with
these players. Providers with high market power as in
these examples, are less incentivized to improve quality
or innovate care services, as the patients will use their
services regardless?.

It is important to understand that even in a multi-payer
system it is possible to have a single price setter for
care — for example, Japan has more than 3,000 payers
in its system, but prices for care are negotiated and set
centrally.

If prices are freely negotiable, providers with a higher

market power will tend to drive these prices up. In the
case of fixed prices, providers with higher power may

be less willing to invest efforts in improving quality,

Figure 4

Payer - provider market power matrix, indicative - actual market power will differ per health system and region

Academic hospital

Hospital

Academic hospital

Hospital

Market power provider

Single GP practice

Single GP practice

Multiple payers
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capacity or efficiency, and this may lead to waiting lists.
Nevertheless, price negotiations are complex and depend
on the location, product and insurers involved; smaller
payers may even be able to negotiate more favorable
prices than larger insurers in certain cases?. Selective
contracting is one such way to negotiate lower prices in a
market where providers have high relative power?.

Market dynamics can play a key role in negotiations and
should be taken into account when establishing a contract
cycle. A matrix such as the one in Figure 4 helps to map
out the relative market power in a given health system
and this information can be useful in negotiations. It is
important for payers to identify where they sit in this
matrix.

Furthermore, there are several mitigating measures which
may help to reduce the impact of any negative effects

to the payer of the specific market dynamics in a given
health system, namely:

e |Implement stringent competition policies (e.g., policy
on mergers)

e |nvite in new (specialized) providers to manage waiting
lists for low-price contracts

e Pursue transparency of outcomes of care and foster
provider competition

e Utilize budget ceilings as well as existing payment
models to avoid overruns

e Agree access targets upfront

e |n some multi-payer system, centralization price setting
for healthcare (price setting on behalf of all payers)
could be considered

e Bring providers ‘in house' to create a so-called Health
Maintenance Organization (HMO) model in which the
payer also operates part of the provider system (e.g.
has its own clinics in order to more effectively divert
demand away from hospitals).

2.2.2 Competition between payers

Section 2.2.1 demonstrated how competition among
providers can help to stimulate quality care at reasonable
prices. Among payers, competition stimulates insurers to
provide the best deal for the consumers so that patients
receive improved care without excessive cost. Lower
levels of competition among payers give the payer a
strong negotiating position and can lead to lower prices.
However, the price savings achieved by powerful insurers
are not always reflected in the premium pricing and
passed on to the patients — especially if they are allowed
to operate for profit?'. Health insurance laws and pricing
regulation can help to balance these pros and cons of
competition between payers.
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The level and nature of competition between payers are
dependent on the type of system in place. The varying
numbers of payers in different systems influence the
market dynamics and relative market power, which in
turn influences the level of competition. In a system
with a single dominant payer, private insurers are only
providing top-up benefits for those willing and able to
afford it and competition is limited or nonexistent. In
managed competition systems with a risk equalization
fund the playing field for private insurers is levelled, as
they all compete for providing a standardized package
for the best price; they are not allowed to differ prices
per customer. Providers are stimulated to provide cost-
effective care as insurers try to secure the best deal on
purchasing. Assessing the local health architecture and
system limitations is key to identifying both the current
and desired competition levels to stimulate high-quality
and affordable care.

Governments are also able to influence the level of
competition among payers in the health system. A
government can reduce the barriers to entry for new
entrants on the market with favorable tax advantages and
thus increase the supply of insurance companies into the
market?®. Governments can also implement policies that
allow consumers to use healthcare services outside the
country, increasing their freedom of choice.

Another way to influence competition between payers in
the health system lies in the definition of the basic and
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optional health insurance packages. Interest in optional
packages is driven by the coverage of the mandatory
package: optional packages can offer additional
coverage, quicker access and better service. In systems
with a relatively limited basic benefit package, many
variations of optional packages can emerge. This can
come with the risk that consumers can no longer see
the forest for the trees. In order for consumers to be
effective shoppers, they need to be able to easily sort
through health insurance options. Partly standardizing
the optional package can help rationalize consumer
behavior and hence further improve the marketplace.
Moreover, customer experience is increasingly important
to consumers in selecting their health insurer, as
consumers are likely to choose an insurer with an easy
enrolment system, a straightforward process to settling
claims and the access the insurer offers to health advice
for preventative care?. Freedom of choice is another
important factor. In the Netherlands, consumers do not
keep the same general practitioner for long periods and
as such, freedom of choice in secondary care becomes
increasingly important?”.

14

When transforming a fully state run system with state hospitals and payments by
the state into a more modern system of a public payer and independent providers,

it is critical to get the definition of the benefit package and pricing right to make it a
success for all parties involved.”

David lkkersheim
Partner KPMG Health
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:O 2.3 Payment models: fee for service, capitation,
block payments and bundles

The third building block is the choice of the payment
model; the way the payer pays for care. Typically, a
combination of payment models is required to ensure the
right balance of incentives for the provider. The four most
common payment models are fee for service, capitation,
bundles and block budgets. Each of these models has

Figure 5
Overview of the core payment models

its pros and cons, and while a payment model may be
effective for one care pathway, it may create perverse
incentives when applied in a different pathway. For this
reason, it is important to match and blend each of these
payment models to care pathways carefully. An overview
of these pathways is included in Figure 5 below.
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In the fee-for-service payment model, providers are paid
for each unit of service provided, based on a fixed price
per type of intervention by the provider. Specific patient
characteristics are not relevant. In this model, the payer
bears the risk, as the provider is paid or reimbursed

for the number of services provided or the number of
procedures conducted. Examples of the fee-for-service
model include separate payments for specific lab tests
and ultrasound, or a per diem charge such as inpatient
days. Providers use a medical code to report procedures,
which means that line-item budgeting can be used when
applying this model.

There are a number of advantages to using this simple
reimbursement model. Patients have full access to a wide
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array of services and the model provides full transparency
around the activity of providers and their cost allocations.
It incentivizes treatment, thus stimulating productivity at a
micro level, and can be beneficial in situations in areas of
potential under-treatment, such as preventative screening
measures. It is a relatively flexible payment model and
can be used regardless of the size of the organizational
structure. It also encourages innovation in the expansion
or change in use of treatments that are reimbursable or
can be reimbursed quickly.

On the other hand, expenditure control is weak in a fee-
for-service model, and it creates a sizeable administrative
burden: delivered services need to be assessed for
appropriateness to avoid overtreatment. Because
reimbursement is based on quantity rather than quality,
providers are incentivized to perform unnecessary
procedures and there is a risk of overtreatment. The care
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delivered may not be in the most effective care setting

and may even be unnecessary. There are often multiple
providers involved in treatment processes and a fee-for-
service model can result in poorly coordinated care and
duplicated services.

While the fee-for-service model can be beneficial when
used for preventative screening treatments and in other
areas of potential under-supply, this payment model can
disincentivize a population health management approach
when applied to all services. Providers are incentivized
to generate revenue by providing as many treatments
and services as possible. Inefficient providers can still
be successful in this model despite their high costs and

poor outcomes, and funds are thus ineffectively allocated.

The escalating costs are largely steered by supplier-led
demand and specific treatment decisions. Providers
encourage patients to use more care, and this increases
the payer costs. This model may delay innovation or

the adaptation of new technologies when these are not
on the reimbursement list or even because improved
efficiency reduces revenue.

As highlighted in this section, the fee-for-service model
certainly has its uses, but it should be used with care and
in conjunction with other models to incentivize the right
care at the right place at the right time.

@ 2.2 Capitation

Under the capitation model, a lump sum is paid to

the provider based on a fixed per capita amount and

a predefined population — for example, a primary care
doctor might receive a set amount for each person
registered at their practice for a year, depending on their
age or other factors.

The main components of a capitation system are that
first, the population must be identified, then the services
to be provided to them listed, then the lump sum
calculated and paid. The actual activity and treatment
performed does not affect the provider's reimbursement.
In this model, the providers bear the risk, as they are
reimbursed the same amount, regardless of the number
of services that they provide.

The capitation model is beneficial because the budget is
predictable and the costs are capped: this can simplify
financial control. The budget is usually risk-adjusted,
herewith considering the social and health inequities in
the target population and pay more money to providers
with patients who are likely to need more care. Because
the money follows the patients, providers are stimulated
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to take on more patients and thereby provide greater
access to care. This model also incentivizes prevention
as providers are driven to reduce the volume of care and
prevent the need for later treatment. The transaction

(i.e. administrative) costs to payer and provider are also
relatively low, although these are even lower still in block
contracts.

However, the capitation model is not without its
downsides. This model may promote inefficiency, as
providers will receive the same revenue, regardless of
the quality and efficiency of care delivered. As demand
increases, providers may feel the need to ration care
and waiting times may increase as a result. This is
especially true for environments with low competition
for patients, although the impact is likely to be less than
in block contracting. Providers are further disincentivized
to be responsive to patients, while the patients have
less choice in providers since they are registered at a
single provider. Another potential drawback lies in the
contracting: capitation agreements between providers
and payers are typically short (e.g., 1-2 years), and this
can result in short-termism at the provider side. The
providers are less likely to see the benefits of investing
in prevention because these benefits are not realizable
in the short term. By the time the benefits have been
achieved, the terms of the contract may have changed
and the investment may no longer be as beneficial or
cost-effective.

As with the fee-for-service model, the capitation model
is not ideal as a singular payment model in a given health
system, and the most benefit can be realized from
capitation when it is combined with one or more of the
other payment models.

«(<¥ 233 Globalbudget or block contracting

In the global budget model, a lump sum is paid to a
provider for a group of services over a defined period. This
sum is independent of the number of patients treated or
registered or the activities performed, which means that
the provider bears the risk in this setup. This model is
often used for hospitals, which receive an annual one-
line budget to cover all services delivered and patients
treated.

It is easy to see the appeal of a global budget: it has
administrative simplicity and low transaction costs.
Provider costs are capped, which means it is effective in
controlling total costs. Global budgets can also empower
providers, because they have the flexibility to innovate
and shift care internally where beneficial. It incentivizes
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providers to stay within the predefined budget restriction
and thereby supports cost containment. Providers are
disincentivized to supply unnecessary or low-value care,
and are stimulated to reduce their total number of cases
and improve operating efficiency to meet budgets.

Nevertheless, a global budget lacks transparency and
accountability. Once the budget has been used up,
providers may refer patients unnecessarily to transfer the
cost concerns to another provider. Providers may end up
rationing services and extending waiting times when the
care demand is high and does not fit within their budget.
Good performance is not specifically rewarded: making
efficiencies may even signal that a providers’ block
budget was too high and may lead to a decreased budget
in the future. High-cost breakthrough innovations are also
disincentivized, despite the potential cost savings in the
long term. Competition between providers is limited and
there is no stimulus to grow market share or increase
care volumes. For the patients that they do see, providers
are motivated to limit spending per patient and reduce the
amount of activity and number of visits. Block contracting
can also create barriers to access, as providers may try to
avoid complex patients due to their high expected cost.
Furthermore, the money does not follow the patient:
patients are left with less choice and provider competition
is limited.

While the block contracting approach offers
empowerment and flexibility to providers, the pressure of
budgeting may reduce the access and quality of care, and
this payment model is best used in conjunction with other
models.

3€ 2.3.4 Bundles and case-hased payments

In a bundle or case-based payment model, a single
payment is made for a predefined episode of care, which
covers all costs within that episode, potentially across
multiple providers in the care continuum.

An example of a bundle of care would be for a maternity
episode: the bundle includes all prenatal counseling

by the midwives, the delivery itself, neonatologist
interventions and the NICU if applicable, and postdelivery
care and prescriptions for both the mother and the baby.
With a maternity episode, the period of care is discrete
by nature and it is relatively clear where the boundaries
should be drawn. With chronic care, the time period is
determined as part of the bundle so that care is covered
for a specified period, for example for a single year.
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The most common type of bundled payment is a
Diagnosis Related Group (DRG) — one of the most
common ways to pay for inpatient care globally. DRGs
are also known as a “case-based payment” — meaning
a bundled payment with the money only going to one
provider.

In this model, the risk is shared: the payer bears the risk
for the volume of bundles, while the provider bears the
risk within the bundle. It is a prospective payment method
based on grouping payments with a similar diagnosis and
resource use.

Bundles have the advantage of stimulating efficiency
within the bundle as providers are incentivized to reduce
the cost per bundle. It can also incentivize collaboration
between providers if bundles are defined across a
pathway with multiple providers. Providers are also
motivated to improve operational efficiency, not only to
improve cost-efficiency within the care pathway, but also
because of the increased transparency. The collection of
data on costs and clinical activity enables comparisons
between providers and countries.

However, the required additional layers of complexity

in the billing system do lead to a higher administrative
burden and higher transaction costs. Implementing DRGs
requires a strong technological infrastructure to group
services together and have data readily available, as well
as the skills to correctly code patients into one of often
thousands of DRG codes. A methodology also needs to
be in place for grouping these services, which can take
time to develop and refine.

Moreover, if there are no external controls, providers are
still incentivized to increase volumes of care, because
the revenue grows with the number of patients.
Overtreatment may also be a risk, as providers are
incentivized to unnecessarily code patients as sicker
than they are to increase the amount of reimbursement
(‘'upcoding’). This ‘DRG creep’ can lead to escalating
costs, especially where supply-induced demand is
highly prevalent. If providers are at risk of exceeding

the predefined reimbursement level, for example if

they realize that the patient's medical situation is highly
complex (before treatment starts), they may even refer
high-cost patients to other providers rather than complete
the care pathway.
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2.3.5 Towards more effective payment models

Payment models should be designed such that providers
are stimulated to deliver high quality care and avoid
waiting lists and, at the same time incentivized to

avoid overtreatment and to only provide the care that is
appropriate. As highlighted in the previous sections, none
of these payment models are perfect and their suitability
depends on the specific care setting and pathway (e.g.,
primary care, secondary care). For example, while fee
for service can run the risk of overtreatment if applied to
certain services, it can be advantageous when applied in
other care settings, such as for preventative screening
procedures.

In order to optimize the payment model, a mix of the
payment models is typically needed. When designing
this mix, it is also increasingly common to include
performance-based or ‘value-based’ adjustments or
bonusses into the payment model. Value-based payment
models link a proportion of a provider's payments to
specific outcome indicators (i.e. KPIs). These might
include quality indicators, efficiency indicators, timeliness
or patient satisfaction indicators. An example is, linking
the level of payment of a provider to achieving certain
targets for waiting times, or even linking the payment

of both the GP and the mental health provider to their
collective ability to keep their patients from going to the
emergency room.

There are four guiding principles to further improve the
effectiveness of payment models:
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Common Performance Based Payments

Many countries are experimenting and implementing
Performance Based Payments. Examples of common
seen performance based payments are related to the
following performance goals:

Reducing unplanned readmission rates for specific
conditions

Lower rates of 30 day mortality after stroke

Achieving a certain percentage of patients meeting
waiting time targets

Achieving reductions in average length of stay

High rates of patient satisfaction

Reducing demand for emergency rooms
Controlling key population health indicators, such as
blood pressure or cholesterol

Achieving high rates of child immunization or flu
vaccination

. Contract care at an integrated level. Instead of

paying each provider for their specific services
rendered, provide a total budget or bundle for
providers to share across the pathway of care. This
stimulates collaboration between providers, as the
providers across the care spectrum deliver the bundle
together.

. Both costs and quality should be incentivized. It

is essential to establish the clinical baseline first, to
know where to invest and where to reroute resources.
There are many ways to measure quality and costs;

an example of how to evaluate/assess both, are
Potentially Avoidable Complications (PACs).

. Distribute risk and savings between payer and

provider. Fee-for-service and block budget payment
models have one-sided risks. It can be beneficial to
shift more of the risk to the provider or the payer, or
more evenly between the two. It is therefore important
to consider the appropriate level of risk distribution
prior to payment reform.

. Allow time for transition. Benefits of payment

reform may only become evident in the long term. This
is especially true for payment models that incentivize a
population health management approach (e.g., general
population capitation); it may take a few years to see
the benefits of investing in primary and preventative
care. It is therefore important to factor in a transition
period, and to consider long-term contracts and
financial risk mitigation (e.g., incremental risk-sharing
agreements).
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In addition, payers also may use other mechanisms to
adjust their payment mix so as to mitigate the potential
downsides of the models used:

e Stop loss and exclusions. These can be applied to
individual cases or in aggregate and can be applied
either between the provider and the payer or the
payer and the consumer. If a provider sets up a stop-
loss arrangement with its payer, the provider will only
cover the costs of care up to a certain amount. Payers
can also use stop losses with beneficiaries, whereby
services are only reimbursed up to a certain threshold
after which the patient must pay some or all of the
additional cost. Another way to mitigate the risk of
excess costs in extremely complex cases is to exclude
specific services or cases in the value-based payment
structure (exclusions).

e Cap and collar. A similar approach that can protect
providers from financial risk associated with expensive
care services is to set up a cap-and-collar structure.
The payer takes on the downside risk if costs escalate
more than expected, but if the services are cheaper
than expected and savings are achieved, the payer
receives (most of) this benefit, rather than the provider.
This measure is useful for providers, as defined
margins can insulate providers from incurring losses
when the potential for achieving further efficiencies is
low.

¢ Tapered payments linked to volume. Some payers
agree expected volumes of activity for each provider
per year. If the provider exceeds this amount (e.g. they
treat more than their allocated volume of patients) then
the price they are paid for additional activity gradually
begins to decrease. This is often used as a control
mechanism to contain hospital costs when using
predominantly DRG or fee for service payments.

© KPMG Advisory N.V.

Whatever payment model is used, the price that is
applied to it must also be carefully devised and agreed.
Even the best-designed payment model will have failed

if providers are unable to cover their costs or make
outsized profits. Price setting often begins in countries
using historical data (e.g. block contracts or past

income) and redistributing it into the new model. This is
reasonable as a temporary measure. But it should ideally
be replaced with price setting using time-driven activity
based costing approach as soon as possible. This is
typically arranged via a system of either all or a sample

of providers submitting reference cost data about the
real-world cost of a standardized list of inputs. This allows
prices to more accurately reflect real world costs, and
especially to take account of real-world inflation within the
healthcare sector, which is often different from inflation
in the rest of the economy. Alternatively, providers can be
asked to submit bids for their prices for certain services,
but typically this only works in systems with significant
amounts of excess supply, or for very specific, specialized
or new services.
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a 2.4 Regulationinpayer functionreformwith

Insurance packages

The next building block focusses on regulation.

Regulation evolves around many facets, with three

key considerations for effective payer reform. The first
considers the definition of the basic benefit package,
including the definition of controls like co payments and
the provider network. The second considers the options
for partly standardizing optional benefit packages. The
third considers ways to address adverse selection.. At last
considerations regarding managing the cost-effectiveness
of the benefit packages are provided.

While previously health ministries were typically the
primary stakeholders in healthcare decision making, other
regulatory bodies and regional and local governments

are increasingly playing a role. The Centers for Medicare
and Medicaid Services in the US, for example, direct the
implementation of the regulation in the healthcare system
in the US. The Insurance Regulatory and Development
Authority in India, the Prudential Regulatory in the UK

and the Brazilian Health Surveillance Agency (ANVISA)
are all examples of regulatory bodies that are now key
stakeholders in healthcare decision making. Patients and
providers are also stakeholders in these decisions, and
their interests must also be considered when setting
policies.

Based on national values and
well-defined criteria

Linked to robust financial
mechanisms
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2.4 Definition of the basic benefit package, co
payments and provider network

One of the primary goals of health system reform is to
achieve universal health coverage: providing the essential
care at a high quality to all, while also keeping costs low.
Many emerging economies still need to accomplish this
goal. One of the most challenging tasks or steps in the
process towards universal health coverage, is defining the
basic package.

The basic package is the no-frills option for healthcare
coverage, providing essential (but still comprehensive)
services to consumers. Individuals should be confident in
making their choices that they will still get the care they
need in a timely and high quality manner if relying on a
basic package, and it should be clear for all citizens what
options they have. The World Health Organization (WHO)
identifies eight aspects that are essential to a basic
package®. Payers should use these guiding aspects when
building the basic package.

Democratic (inclusive with public
involvement)

Effective service delivery
mechanisms

Open and transparent
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Defining the basic benefit package requires a phased and
transparent process, not only addressing what is covered
but also whether or not co payments or other restrictions
are used for certain services. When defining the basic
benefit package, the following should be considered®':

e Services
The services included in the basic benefit package
and the population eligible for the basic benefit
package. Packages can be defined as positive (an
inclusion list) or negative (an exclusion list). Many basic
packages implemented in health systems today use a
combination of a positive and negative list of benefits,
due to the challenges of an exhaustive listing of
services that should or should not be covered.

e Access controls
The use of services can be restricted with controls like
co payments, limitations (caps) or gatekeeping (e.g., GP
referral required for specialist consults). The decision
whether to use controls and, if so, which controls,
is part of defining the benefit package. Controls can
be effective in containing costs of the basic benefit
package.

e Service level
The level of quality or efficiency can be further
regulated by introducing minimum standards.
Only services of providers meeting the minimum
standards are included in the basic benefit package.
Most countries demand a minimum level of quality.
Moreover, related to this, is the decision on whether
or not to allow for comfort upgrade options. Think of
allowing patients to pay extra for a private hospital
room over a standard non-private room.

¢ Provider network
Provider network relates to defining the network of
providers that are allowed to offer the services of the
basic benefit package. A key consideration is if private
providers are to be included in this network and, if so,
for which services.

As for most things, there is no ‘ideal’ basic benefit
package. The basic benefit package depends on the
country’s vision, local context and financial means. Ideally
though, it should be as comprehensive as possible.
Moreover, defining the basic benefit package is not a one-
time exercise, but an ongoing process during which the
package is constantly reevaluated and optimized.

Transparency is an essential element in setting up the
basic health insurance package. Patients should easily

be able to identify the benefits that they can expect and
make decisions about additional coverage based on these
expectations. A lack of transparency opens the door to
unethical practices by payers or providers. There is a risk

© KPMG Advisory N.V.

that funds will be misused and that either the payers,
providers or both would hold excessive power. This could
lead to payers or providers asking patients for additional
payments that should be covered by their insurance.

2.4.2 Standardization of the optional benefit
package

In addition to designing the basic benefit package, many
systems also choose to standardize and regulate what
additional, optional packages healthcare payers can
operate.
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In countries with relatively limited basic benefit packages,
a wide variety of optional packages can emerge.
Standardization helps potential beneficiaries wade
through the differences between optional packages and
better understand their options. It supports consumers
in their decision making. Uniformity in the benefits of
optional packages offered can significantly influence

the choice that consumers make, and consumers can
make much more effective decisions when they can
easily assess and compare the health insurance options
available to them?®2. An example of this are the guidelines
established by IRDAI in 2013%).

2.4.3 Addressing adverse selection

Adverse selection refers to the phenomenon in which

the proportion of healthy and unhealthy patients in

an insurer's customer base is unbalanced. From the
patient’s perspective, this can happen when less healthy
individuals opt for more extensive coverage, while healthy
individuals opt for minimum coverage. From the payer
perspective, this can happen when insurers practice
‘cream skimming”: selecting (or excluding) patients on
the basis of characteristics unrelated to care needs®. This
practice results in an insurer having a more advantageous
patient risk pool, as the insurer can cover a wide range

of patients while incurring a lower cost per patient. This
imbalance in the system creates problems for coverage
of the less healthy individuals in the population, who end
up facing ever-increasing premiums to cover the costs of
their care.
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Rather than increasing premiums, governments and
payers can take other measures to help mitigate
adverse selection. One such measure is to use medical
underwriting, when payers study a consumer'’s medical
history, past illnesses and prior insurance policies, to
assess the consumer's risk profile. Another option is

to exclude specified pre-existing conditions from the
insurance policy cover. In some health systems — such
as in the Netherlands — risk equalization measures are in
place to help mitigate the risks of adverse selection.

e basic package
insurers can set
rentiate their
charge the same
of background.
ums subsidized.

re of older or
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compensate

law and falls
Care that falls
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2.4.4 Managing cost-effectiveness of the henefit
packages

Once the key elements of the basic package have been
defined, it is important to monitor and manage the
cost-effectiveness of the package. There are a number
of measures that can be taken before and during
implementation, to manage the costs and mitigate the
risks of overruns.

Health Technology Assessment (HTA) is a scientific
method that can assess the cost-benefit of covering
certain healthcare services. Beneficiaries may ask for new
and potentially expensive services and drugs, as new
technologies are released on the market — and there will
often be pressure from providers as well. Consumers
may automatically be entitled to coverage if the benefit
coverage in the package is not updated. A HTA can
support content updates for packages and reduce the
risk that new services are either automatically added to
an inclusion list or that the service is not added to an
exclusion list.

Other measures may include setting controls for certain
services or providers (on top of what is defined as the
basic benefit package). Controls can include co payments,
deductibles, referrals or limits. While co payments and
deductibles can be beneficial for payers by mitigating
their financial risk, it may increase the threshold for
consumers to seek out care. This can reduce costs in the
short term, as consumers may use less care, but in the
long term it can have a negative impact if patients delay
or avoid necessary care and outcomes decline. High co
payments or deductibles may lead to dissatisfaction and
subsequently stimulate consumers to look elsewhere for
their health insurance or to opt for lower coverage.
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| 2.0 Managing quality and efficiency at provider level

The final building block evolves around further improving
or optimizing the quality and efficiency of providers. The
safety, patient-centeredness and effectiveness of care
varies across different health systems. Too often the
desired results are not achieved, with delivered care
being too little, too much or entirely inappropriate. From
the patient’s perspective, this can make care provision
seem fragmented or poorly coordinated.

Figure 7
Inverse relationship between costs and quality

Costs

Quality

KPMG analysis of Dutch claims data

Quality and cost exhibit a complex relationship: up

until a point, an increase in quality leads to a decrease

in costs, as improvements especially in safety reduce
complications and avoidable care. However, once a
certain tipping point is reached, further investment no
longer reduces the costs and increases in quality can only
be achieved with significant increases in cost through
additional staff, processes and technology.

For most health systems, the risk that this tipping point
will be reached is limited. There is still substantial scope
to reduce costs by improving the quality of healthcare.
Where healthcare infrastructure is underdeveloped, a high
investment cost is required initially for improvements in
quality to be realized, but even in these markets quality
improvements can be highly beneficial.

Faced with these insights, policymakers and payers
globally are rethinking payment mechanisms to instead
reward value: whereby high-quality and efficient care are
considered together.
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2.5.1 Contracting toimprove value

Payers and policymakers aim to innovate payment
mechanisms to reward value: high-quality and efficient
care. This requires a combination of different payment
mechanisms, and, as described in Section 2.3, they each
bring different results to the table. To move towards a
more 'value-centered’ model, many experiments and
payment innovations have taken place that aim to link
payment to quality and efficiency measurements. Four
guiding principles to further improve payment models

have been provided in 2.3.5. An example is shown below.
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2.6.2 Transparency in value of care

Transparency in value of care is an effective tool in
managing the quality and efficiency of care at the provider
level.

High levels of transparency give stakeholders insights
into the quality, patient experience, and finances within
a healthcare system. For payers it helps in identifying
risks within the market, provides insights into variation in
performance of providers, and can provide, among other
insights, information on patient health status. Providers
are incentivized to increase their performance — even
when this is not linked to payment. Moreover, patients are
supported in making an informed decision in choosing a
provider. Transparency improves trust among the payers,
providers and patients. There are six key dimensions of
health system transparency®, as detailed in Figure 8 on
the next page.

There are multiple elements to consider when building

a transparency framework in a health system. Firstly,

a consistent strategy should be identified, right from
system design to delivery and implementation. The
transparency strategy should be based on the population
need, which means collecting data to measure patient
needs. Collected data must be meaningful and up to date
in order to allow for valuable insights into the system
and reduce superfluous data collection. Care should be
exercised in safeguarding patient data, as data breaches
can lead to a loss of trust from patients as well as a lag
in the data pool itself. Providers can make use of the
learnings from other companies and follow the lead of
innovative healthcare providers. Providers and payers
should be transparent in their prices, allowing patients
freedom of choice with respect to services offered. This
is especially important in a marketplace where the choice
is limited. Additionally, the transparency framework
should promote an independent narrative, minimizing
discrepancies and improving the communication and
understanding of data.

“Much more needs to he done to enable consumers
or purchasers of care to understand their own
healthcare experience, or to make choicesin

healthcare.1would say we're very muchat the
beginning of atransparency process here.”

Dr. David Blumenthal
President, Commonwealth Fund New York3®
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Figure 8
Six dimensions for health system transparency

Governance:

Openness in decision making between
the providers and the patients, clarity in
the roles and responsibilities, appropriately
listed patients’ rights and a sense of
accountability in the organizations.

(2]

—
000

Personal healthcare data:
Protecting the personal information of the patients
in case the payers or the providers have access to
the patients’ healthcare information in the form of
electronic health records or clinical documents.

Communication of healthcare data:
Accessibility and sharing of the healthcare
information should be reliable and useful
for all related stakeholders.

Increases in transparency can also present some
challenges, but it has the potential to bring substantial
change to a health system. An overload of data can shift
the focus away from delivering quality, as providers,
payers and patients are unable to see the bigger picture.
The complexity of the algorithms and artificial intelligence
technologies that are used in healthcare decision making
can end up reducing transparency within the system.
Nevertheless, risk-adjusted and validated data can
improve the transparency of a health system, not only in
terms of clinical outcomes, but also from the healthcare
management perspective. Improving transparency in
healthcare systems can eventually improve the reporting
and communication of data.

The KPMG transparency index*

KPMG created global healthcare systems
transparency index to compare countries in order of
their performance with respect to implementation

of transparency in their respective health systems.
The framework emphasizes the role in transparency

of relevant data such as mortality rates, cost, error
percentage and other areas in improving efficiency and
quality of healthcare delivery.

KPMG International. “Through the looking glass:

A practical path to improving healthcare through transparency.”
KPMG Healthcare. 2017.
https://assets.kpmag/content/dam/kpma/nz/pdf/April/through-

the-looking-glass-healthcare-transparency-kpmg-nz.pdf
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Quality of healthcare:

Clear information around various aspects, such as
mortality/survival rate, causes, hospital re-admission rate,
waiting time to receive care, reporting of adverse event,
and rate of hospital-acquired infections.

Patient experience:

Patients’ overall experience of receiving
healthcare services and their satisfaction
with the outcomes.

Finance:

Transparency of costs and expenses of healthcare
services, including disclosure of prices charged to patients
and payers and financial performance of the organizations
involved in the health infrastructure system.

Data infrastructure can be used to gain insights into the
costs and quality of care, and this data can come from

a number of different sources. Administrative data such
as billing data can be linked to national or community
statistics on socioeconomic status. This data often
yields diagnostic and therapeutic information that can

be combined to estimated medium- and long-term
outcomes. Clinical registries can measure outcomes of
specific care pathways, such as within the Intensive Care
Unit, cardiothoracic surgery, or cancer care. This detailed
data is registered by healthcare professionals. Another
potential source of data are provider questionnaires.
However, when the data is not consistently registered
by providers, the reliability may be poor and the effort
required to aggregate the data can create a significant
administrative burden. Patient questionnaires are
another source, to understand patient’s satisfaction and
experience with the care process. Historically, patient
questionnaires have been focused on service delivery
rather than on actual outcomes, but these can also

be used to assess how well delivered care addressed
symptoms. For example, asking patients after an
elective surgery how symptoms are experienced or how
symptoms have changed in the case of chronic diseases
can provide valuable data about provider quality.

As reimbursement models shift to value-based
payments, it is important to update reporting and
performance management systems to identify an
individual provider's contribution in the context of the
wider pathway. This ensures that providers are still
held accountable for the quality of care delivered at an
individual level.
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Ongoing transformation projects globally are looking to
structure frameworks, innovation and policy reforms, to
maximize the use of transparency in quality outcomes of
healthcare. The potential of transparency in healthcare

is as yet largely untapped. As organizations start to
implement transparency policies in their organizational
structures and healthcare systems, certain trends are
expected to emerge®.

Key trendsinthe use of transparency as
atooltodrivevalue

1. Reduction in use of the ‘name-and-shame’
approach

While there are many successful examples of
publishing performance data about providers leading
to improvements in their care, this approach can
also backfire. ‘Naming and shaming’ can create

the perverse incentive for providers to hide quality
problems rather than address them — in the long run
this actually reduces transparency. Various providers
have found ways of sharing information about
comparative performance or providers without this
threat of 'name and shame’, for example, sharing
data where only each individual provider can see their
name on the distribution. Published data might also
carry 'health warnings' alerting any potential users of
how this data should and should not be interpreted.

Furthermore, strategies are being developed to
improve learning processes and decision making
across healthcare pathways.
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2. Real-time data sharing available in various

formats

Previously, quality improvement and transparency
initiatives could be undermined by a lack of timeliness
in the data available. Yet with increasing digitalization
of health systems, it is increasingly possible to publish
data on health system performance closer and closer
to real-time.
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. Increased consumer access and use of

healthcare data

In the past, populations had limited access to
healthcare data and were unable to view the
performance of specific providers. Consumers now
have better access to data and are more likely to
use this data to compare providers and research the
expected cost and quality of services before making
healthcare decisions.

Improved access to data stimulates quality
improvements at providers, as patients increasingly
choose providers based on their outcomes. Electronic
health records are another example of this type of
increased transparency: patients can see their own
medical history and make decisions about it, especially
in the European Union.

. Increased data access for third parties

The increasing digitalization of health systems is
creating huge volumes of data — but payers and
policymakers are often unsure of how best to use this.
Many organizations are interested in conducting their
own analyses on healthcare data, and as more data

is publicly available there are increasing examples of
third-party organizations making innovative use of this
to create new applications.

Since independent third parties are supervised by the
government and regulatory bodies whenever critical
or sensitive data is used, there is scope for healthcare
data to be more widely available so that analysts can
provide valuable insights on data trends.
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5. Price transparency for consumers

Price transparency has the potential to reduce health
spending. By providing consumers (patients) with

information on the price of health services, consumers

are able to take more informed decisions. Currently,
the lack of information on quality, personalized
information, and information on out-of-pockets costs
prevent pricing transparency tools to be used to its
potential.

. An open approach to adverse events

An open and honest approach to adverse events
encourages others to use these events as learning
opportunities. It is important to reduce the fear of
penalties in a regulated way to motivate providers to
be open.
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2.5.3 Population health management

Quality and efficiency of providers can be further
improved with population health management strategies.
Population health management aims to optimize the
clinical and financial outcomes for specific population
groups through proactive health promotion and prevention
activities — often targeted at those assessed as at
greatest risk of long-term and/or high care costs.

Population health management can be a key instrument
to contain healthcare costs without compromising quality.
It can be steered by various stakeholders: insurers have
an influence via health programs, while providers and
healthcare professionals influence the population via
clinical decision support. The key success factors for
effective population health management are good quality
data and algorithms with which to identify high risk
groups, a clear risk stratification architecture, a cohesive
delivery system, a well-managed partnership network,
effective behavioral health interventions, and robust
reporting and performance management.

Population health management uses insights from
advanced data analytics to stratify patients and identify
populations at risk of developing certain diseases and
help payers and providers to identify an appropriate
(personalized; tailored) health program for their
beneficiaries and patients.

Investments into data analytics and insights are required
for effective population management®®. Clinical and
financial information can be synthesized from various
sources and business intelligence tools can convert data
into actionable insights. It is important to consider and
gather data on the social context as well as patient health
information. Implementing an effective data analytics
approach to manage the population with data insights is
a multi-year process and may require implementation of
new technologies.

Healthcare professionals must have the tools in place

to link patient data across various providers, such as
prescriptions, primary care visits and hospital visits

to manage their patients and make effective clinical
decisions. This allows healthcare professionals to identify
their target population and stratify patients for different
risks based on their conditions, but also makes it easier
to see the complete patient picture. It helps providers to
ensure that the location and type of care are appropriate
for a given patient. In some cases, it may be beneficial to
shift care into patient homes to manage the care system
resources more effectively.
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Population health management is not just about the
activities of payers and providers, it is also essential that
patients take on a role in this process. Patients should
be enabled to manage their own health. Condition-

specific technology such as apps and proactive visits by ative called
clinical staff can help to stay on top of preventative care. d lifestyle
Frequent communication between patient and provider risks.

also helps with care planning and supports providers in sessed for

clinical decision making. As is evidenced by the Discovery twork of
Vitality case in South Africa, payers can have a key
influential role in patient engagement. Payers can support
patients in managing their own health by the information
they send to their patients, the reward programs that

are put in place and support customers in choosing a
provider. Payers can also engage in care coordination

and management, especially when it comes to long-term
conditions.
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Reimbursement policies dictated by the payers can addition
further drive population health management. Payment ealthcare
models may need to be adapted to award and incentivize uctivity at
population health management initiatives. Often the ts with

obstacle for population health management is the ade it to
payment model in place. For example a group of providers
might provide integrated care, but is awarded on an
individual basis, resulting in certain providers investing in
preventive strategies not reaping the benefits from those
strategies. Capitation models and value based models are
often seen in population health management initiatives as
these provide an financial incentive (benefit) for investing
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The technological developments will help to improve

the accessibility of patient data and provide the n prevents

required insights from the data to make population Iso a 34%

health management easier. The shift from silo-based s purchased

to integrated or pathway-based payment systems m visits by

encourages coordination and communication across jod?.
providers and further drives integrated care.
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2.6 The perfect health system does not exist

Reflecting on his work across more than seventy national
health systems over the past decade, former KPMG
Global Chairman for Health Mark Britnell concluded in his
book of the same name, that the 'Perfect Health System’
does not exist’. Not only does every country have its own
strengths and flaws, health systems are inextricably tied
to their history, culture, politics and resources — meaning
that what works in one place is unlikely to have the

same effect if it is ‘cut and pasted’ elsewhere. Britnell
identified twelve key principles that underpin an effective
and efficient system: universal healthcare, strong primary
care, community services, mental health programs,
health promotion, patient empowerment, research and
development, innovation, information, communications
and technology, freedom of choice, strategic funding and
effective aged care®.

Each of these principles is applied to varying extents
across the world, and some countries act as exemplars
of how they can be implemented’. In the UK, the right to
healthcare is fiercely defended and the well-established
National Health Service is globally applauded for its
universal coverage. In Israel, access to primary care is
world-class, with effective use of telehealth and mobile
consultations, easily accessible out-of-hours services
and strong integration and information exchange across
the care spectrum. Brazil has implemented a highly
innovative approach to preventative care and reaching
rural communities, utilizing small community health
teams that visit households monthly to provide support.
Community services in Australia are also formidable, with
a specific focus on mental health, supplying crisis and
home treatments as well as early interventions.

Nordic countries have achieved an impressive balance
between individual responsibility and collective state-led
actions when it comes to preventative care, outshining
most of their Western peers in scores on behavioral

risk factors. With a high disease burden, several African
countries, including Nigeria, Uganda and Kenya, have
engaged their patients and communities to improve
health outcomes and system sustainability. The US is the
clear leader when it comes to research and development,
funding biomedical research, diagnostics and
therapeutics, resulting in many innovative drugs, devices
and therapies that are used across the world. With real-
time information systems, standardized care pathways
and strong referral networks, India has innovated its care
with a hub-and-spoke model to achieve cost-effectiveness
rather than just cost cutting.
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The world doesn't have aperfect heaith system,
butif it did it might look like this':

Values and universal healthcare of the UK
Primary care of Israel

Community services of Brazil

Health promotion of the Nordic countries

1
2
3
4 Mental health and well-being of Australia
]
6

Patient and community empowerment in parts of
Africa

Research and development of the US
Innovation, flair and speed of India

Information, communications and technology of
Singapore

Choice of France
Funding of Switzerland

Aged care of Japan

Singapore has an unparalleled information,
communications and technology infrastructure for its
health systems, which allows for ease of access to the
patient electronic health records, facilitates the use of
technology for requesting and accessing care services,
and promotes the use of telehealth to educate and
support its patient base. Patient satisfaction in France

is bolstered by the extensive freedom of choice that
patients have; not only over which provider to go to for
care, but also when to see a specialist or primary care
physician. With a strong economy and high healthcare
spending per person, Switzerland demonstrates how a
strong economy and plentiful investment can improve
health outcomes, having excellent infrastructure, stable
institutions, a robust labor market, an outstanding
education system and innovative drive. To tackle an
ageing population, Japan has developed an insurance
scheme specific to long-term care, which provides home
help, community services and residential and nursing care
to individuals over sixty-five, based on need.

A common theme across these examples is the response
to the individual country’s needs and making use of the
country’s existing strengths. Transformations must be
tailored to each individual country’s situation, and many of
these reforms may not even work if another country tried
to apply them without modifications, due to cultural or
system differences.
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For governments and payers implementing payer function
reform in a health system, an activist payer and well-
governed system better enables the pursuit of increased
quality, access and value for money. Effective payers see
themselves as activists for patient and public interests
and act as a social enterprise rather than as a profit-driven
organization. Nevertheless, reform can only be effective if
the community values and culture are taken into account.

Policy makers and payers can and should use these
building blocks to identify potential areas of reform in the
health systems, and use the lessons learned from other
countries to implement new processes that work. Policy
makers set the scene of the reformed health system

by defining the regulatory landscape and influencing
the market dynamics in the system. The payer can play
a key role in influencing the cost-effectiveness, access
and quality of the system: by establishing value-based
reimbursement models that stimulate quality, taking
measures to ensure the insurance packages are beneficial
for all patients as well as the insurers, or influencing
quality at the provider level with data, contracting and
population management. The perfect health system
may not exist, but policy makers and payers can shape
the health system to deliver the quality and care the
population needs.

© KPMG Advisory N.V.
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3. How do systems actually doit?

A variety of health system models are applied across the
world, each implementing the building blocks described
in Section 2 in different ways. Each country’s model is
inevitably the result of its history, local context, and more
recent (and ongoing) reforms. Some have government
playing a role, while in others it is more distant. Some
have many payers and few providers, and some the
opposite. Some are highly regulated and others much
less so. These differences offer a valuable insight for
healthcare decision makers looking address particular
challenges by learning from what works elsewhere and
blending these elements into their future reforms.

© KPMG Advisory N.V.

This chapter considers how various health system
models have been applied in different countries. Put into
context of the macroeconomic state of the health system
today, these case studies show what the health system
concepts look like in practice, how the market dynamics
play out between the various parties, the primary
payment models for reimbursing care, the regulation,

and how quality and efficiency at the provider level are
managed.

The Netherlands

SouthAfrica
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= 31Dubai

Fact&figures

Population (2021)

$

1.2%

GDP, USD
(2020)

Life expectancy, years
(2020)

US$104.1bn &7 813years

GDP per capita, USD

Crude birth rate, per 1000
(2020)

PN
& 93

US$ 30,521

References’®39.4041.42

% GDP spent on health

(2020)
B Under 14 [ ]
M 15-64 years -
W Over 65
(2019)
—

4.1%

Reformmeasuresimplemented

In 2014, the government of Dubai implemented a health
insurance mandate for all residents of the Emirate.

This requires that employers must provide healthcare
insurance for their employees (and their dependents)
who are Dubai residents. The mandate stipulates further
that employers are obliged to pay the health insurance
premiums of their employees and are prohibited from
passing this cost on to the beneficiaries*®44.

Before this law came into force, health insurance
coverage was limited to certain population subgroups.
United Arab Emirates (UAE) nationals received
government-sponsored care. Non-nationals (making up
90-95% of the Dubai population) in some cases were
covered through their employer but many were expected
to buy their own private health insurance. A large group
of mostly low-income non-nationals was therefore left
without healthcare coverage. As a result, public-funded
hospitals were suffering from a relatively high influx of
emergency care patients with no healthcare insurance, as
uncovered patients tend to wait longer to seek car®®.

Now there are several health insurance programs

in Dubai. Dubai nationals and their dependents and
employees of the government of Dubai are covered by
the Enaya program. The Enaya program has different
packages, with the most basic Enaya program offering a
comprehensive range of essential services and enhanced
plans offering a wider list of non-essential services,
access to more private providers and higher limits and

© KPMG Advisory N.V.

lower co pays. The Enaya program is paid for by the
government of Dubai and managed through a third-party
administrator (TPA).

Non-nationals are covered through insurance programs
chosen by their employers. Residents with a low income
(less than AED 4000/month) can avail for the Essential
Benefits Plan (EBP), which is a low-cost insurance plan
offering basic services within a restricted network of
providers. Other employers offer their employees private
insurance plans with varying premiums and benefits.

The Dubai Health Authority (DHA) regulates the insurance
market for the EBPs. Only a limited number of insurers
are allowed to provide EBPs (currently 15). This regulation
is aimed at keeping the premium low and at an affordable
rate for the low-income segment. This contrasts with the
number of insurers offering enhanced private insurance
plans, which accounts for approximately 60 insurers.

This means that while the Government of Dubai plays

a significant role in the health system, the health
insurance market in Dubai is a multi-payer system with a
relatively high number of insurers. Around 60% of health
expenditure relates to private insurance*.

Healthcare providers in the UAE are reimbursed through

a mix of different models. Outpatient visits, for example,
are reimbursed with a fee-for-service model and same-day
hospital procedures are on the basis of per diem charges.
Initially, reimbursement through the Enaya program was
largely based on a fee-for-service model leading to an
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incentive to over-treat, increasing the system’s cost. The
DHA initiated the implementation of the DRG system

in April 2020, paving the way to more value-based care
payment models — a journey which is ongoing*64’.

The Dubai Government implemented several additional
measures to control costs. First of all, the strategic
partnership with a TPA to manage the Enaya program.
The TPA performs the day-to-day tasks of managing the
health insurance program, including claims management
and customer support. This use of a dedicated,
experienced administrator helps to realize efficiencies.
Second, price control by DHA. Third, by introducing
gatekeeping mechanisms (controls) whereby specialist
encounters are only covered if a general practitioner is
first consulted. Lastly, still in the early stages, the use
of a health technology assessment to determine which
healthcare services should be included in the benefit
package.

The insurance mandate in Dubai has resulted in a

great improvement of the quality of the health system

in Dubai. It has resulted in higher access to care for
Dubai residents, nationals and non-nationals. It has also
reduced the burden on the public healthcare providers
(and therefore the government) from uninsured patients:
insurance provides a mechanism to direct patient flows.

© KPMG Advisory N.V.

And it has resulted in controlled healthcare spending.
Moreover, as the Enaya program includes coverage of
private providers, private sector investment has risen.

On the other hand, with the lack of certain (more
specialized) services provided by public providers,
patients are forced to go to the private sector, which is
covered through the insurance. This puts a cost burden
on the government. Moreover, with Dubai being one of
the seven Emirates of the UAE, there are challenges
with — for example — residents of Dubai having limited
coverage of healthcare services in other Emirates. Abu
Dhabi emirate has a similar model with mandatory health
insurance, but the other Emirates do not.
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&= 3.2Estonia

Fact&figures

Population (2021)

GDP, USD
(2021)

S uss36.260n

Life expectancy, years
(2020)

&2 18years

GDP per capita, USD

US$27,.280

Crude birth rate, per 1000
(2020)

/AN

Reference®®

% GDP spent on health

(2021)
B Under 14 [ ]
M 15-64 years -
W Over 65
(2019)
—

6.73%

Reformmeasures implemented

The Estonian Health Insurance Fund (EHIF) is an
independent organization acting as the main source of
financing for healthcare in the country. This social health
insurance fund was established by the Health Insurance
Fund Act in 2000 and collects the majority of its financing
from a social tax applied to all employed individuals*.
While the social insurance program reaches 95% of the
population, around half of these beneficiaries do not
contribute to the system and are covered via subsidies®°.
Estonia implements a solidarity-based system; health
insurance payments and contributions are independent of
age, income or health risks and the contributions of the
employed help to cover care of non-contributors®'.

EHIF acts as a single payer for the system and as such
has a very strong negotiating position when contracting
with healthcare providers. Mandatory contracts are in
place between EHIF and all the hospitals and outpatient
care facilities and GPs®2. Hospitals are either public or
private. Most outpatient clinics and GPs are private.

In Estonia, a number of payment models are applied

for reimbursement of providers, depending on the care
setting®. Primary care providers are reimbursed through a
weighted capitation sum, dependent on the age structure
of the underlying patient population. More recently,
incentives have been added to the payment mechanisms
to encourage primary care providers to offer better quality
care, such as a quality bonus system alongside fee for

© KPMG Advisory N.V.

service, basic allowances and the existing capitation
setup”.

Additional financial incentives are also in place for the use
of e-consultations, which prevents unnecessary in-person
visits to specialists*. This helps to manage the cost-
effectiveness of care. For outpatient specialist care, there
is a price list for various services and this reimbursement
is comparable to a fee-for-service setup. Inpatient care is
reimbursed with a mixture of per diem and case-based
payments and prices are set by diagnosis types®. While
some of these payment models and initiatives incentivize
quality, fee for service and fixed prices are still used for
several healthcare services.

EHIF's purchasing policy is based on actual health needs
of the population, rather than building the policy on the
basis of historical purchases*. This ensures that budgets
and purchasing take account of the actual expected
number of appointments and the average price per
appointment to determine a policy that is appropriate for
future needs.

The e-Health landscape in Estonia is fairly well developed,
with patient data collected via the citizen identity card,
using a secure data exchange platform (X-Road) at a
national level*. Patient data is accessible to the relevant
parties — those with permission and a need to access
patient data — while patients have power over their own
data and how it is used. The quality of electronic patient
records is strengthened by this platform, which also
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allows medical documents to be digitally signed and
uploaded to the database. This patient platform is also
useful for EHIF itself, for its budgeting and planning,
setting reference prices and monitoring and controlling
the quality of service providers.

Estonia has made great strides in achieving universal
health coverage with approximately 95% of the
population covered®. As most coverage is related to
employment, citizens with unstable employment, part-
time employment or informal employment are more
likely to be uninsured. Payment mechanisms across the
system are tailored to specific care settings and help

to incentivize higher quality care, but greater emphasis
needs to be laid on payment models that stimulate
quality. With a single payer acting as the centralized
regulator, costs in the system are low and EHIF is able
to negotiate highly favorable contracts. Other countries
can learn from Estonia’s use of technology and how its
patient data has been applied to improve the quality and
experience of care delivered.
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B 3.3Taiwan

Fact&figures

Population (2020)

GDP, USD
(2020)

S usse6174mn

Life expectancy, years
(2019)

& Siyears

GDP per capita, USD

US$ 28,061

Crude birth rate, per 1000
(2020)

A
& 701

References®*®®

% GDP spent on health

A 12,6%
(2020)
B Under 14 [ ]
M 15-64 years -
W Over 65
(2020)
~—

6.69%

Reformmeasures implemented

Taiwan implemented a National Health Insurance (NHI)
program in 1995, introducing universal coverage with a
government-funded scheme®®. This program is funded
and run by a governmental body: the National Health
Insurance Administration (NHIA). Almost complete
universal coverage has successfully been achieved in
Taiwan, with 99.9% of the population covered by the
public health insurance program. Even non-nationals
residing in Taiwan for at least six months are covered by
the insurance®. This was a significant increase compared
to the less than 50% that were covered only a few years
priorse,

After the initial implementation of the program provided
universal access, expenditures rose as the entire
population was covered for care and the government
started to implement budget programs to contain the
costs — starting with dental care in 1998 and followed

by hospital care in 2002%. In 2003, the focus shifted to
improving quality with the launch of the Family Doctor
Integrated Care Program to incentivize provision of care to
remote patients and improve community and preventative
care®’.

While the single-payer structure seems most similar to
the Beveridge health system model, funding is primarily
collected through employee premiums, with a formula
calculating the premium amount based on patient
demographics. There are measures in place to ensure

© KPMG Advisory N.V.

the unemployed and those who cannot afford coverage
have sufficient financial protection, with a cap of four
premiums per household and subsidies to support those
in low-income households. There are also interest-free
loans and installment plans available for various population
subgroups that may struggle with payment. Funding is
also partially sourced from general tax revenue (including
tobacco tax and a tax on lottery gains) and some
government subsidies®”.

Providers are largely private non-profit organizations,
although some of the hospitals are owned and operated
by the government. The NHIA makes contracts with the
private providers and, similar to the EHIF in Estonia, has
a high negotiating power with its position as the single
payer. While there are private health insurers, this optional
coverage is for disease-specific financial protection and
does not change the speed of access or increase patient
choice of provider. These optional packages thus help to
reduce the financial burden of certain patients, but do
not give higher-paying beneficiaries higher priority (which
could undermine the social solidarity of the system)®”.

A mix of payment models is used in Taiwan, with
certain disease categories being reimbursed on a fee-
for-service scheme while others (including surgical
procedures) are reimbursed using DRGs®. However,
the implementation of DRG is still a work in progress,
with only 22% of hospital payments reimbursed via the
DRG structure in 2016 due to some resistance to switch
models on the provider side. Physicians are paid on a
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fee-for-service basis and patients make co payments at
the point of service. Pay-for-performance schemes are
limited, with these reimbursements representing less
than 1% of physician income®”. While the shift to value-
based reimbursement is underway, progress is slow and
expansion of this could help to further stimulate high-
quality care.

Co payments for certain services help to manage the
cost-effectiveness of the universal health insurance; these
are used for prescription drugs as well as outpatient care.
Out-of-pocket spending for insured individuals relates
mostly to office visits and inpatient care via co payments
and coinsurance®. The Taiwanese insurance packages
also make use of exclusions to manage the cost-
effectiveness, for example by limitations on certain non-
essential healthcare services. While patients can visit any
provider of their choosing at any time without needing a
referral, patients are incentivized to use local care facilities
through reduced out-of-pocket payments when they have
been referred®”.

Overall, the healthcare budget is controlled by central
government, which determines how much the NHI global
budget should increase from year to year, and puts an
annual cap on overall health spending.

A Health Technology Assessment tool is used to support
the NHIA in determining which services should be
covered in its insurance packages. This tool helps to
manage the costs of reimbursement for drugs and to
reduce waste, with a working group established in 2007
to perform policy analyses and maximize the cost-
effectiveness of the health insurance program?®. The
quality of healthcare is supported by transparency in the
system. Since 2005, the NHIA has publicly reported on
provider quality and costs based on specific measures
such as registration fees, services provided and hospital-
acquired infection rates®”.

Taiwan has made great strides in its provision of
healthcare to its population, with the national health
insurance program ensuring that the entire population

is covered. Premiums calculated on population
characteristics and funding from both taxes and premiums
helps to manage the financial downside risk. While

there are measures in place to manage the quality of the
system, an increase in the value-based reimbursement
models could help to incentivize higher quality and reduce
overuse of the system. Nevertheless, the NHIA does
protect itself from some of the financial risk of its wide
coverage through exclusions, co payments, coinsurance
and the implementation of HTA — all of which help to
balance out the lack of gatekeeping in the system.

© KPMG Advisory N.V.
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= 3.4 TheNetherlands

Fact&figures

Population (2021)

GDP, USD
(2021)

S Uss1.018.00n

Life expectancy, years
(2020)

& Siyears

GDP per capita, USD

US$ 58,061

Crude birth rate, per 1000
(2020)

/AN

Reference®'

% GDP spent on health

(2021)

B Under 14 [ ]

M 15-64 years -
W Over 65

(2019)

—

10.13%

Reformmeasures implemented

The health system in the Netherlands shifted from a
Bismarck-style social insurance system run by Sickness
Funds to the managed competition model in 2006 with
the introduction of mandatory health insurance under the
new Health Insurance Act (Zvw)®2. Individuals are required
to purchase insurance from private insurers and can
access care from both public and private providers. Similar
to Taiwan, the Netherlands has almost complete universal
coverage through its mandatory health insurance, with
less than 0.2% of the population uninsured in 2016. There
are limited exemptions and new arrivals are required

to purchase insurance within four months of moving to
the Netherlands®?. Optional packages are available and
provide top-ups for the services that are covered, such as
additional visits for physiotherapy. These optional extras
do not increase the speed of access to care. Long-term
care is financed outside of the standard health insurance
package through taxes, and a separate fund exists to pay
providers for these treatments®. Funding comes from

a variety of sources: payroll taxes paid by employers
(46%), general taxes (22%), insurance premiums paid by
individuals (21%) and out-of-pocket co payments (11%)82.

The managed competition model in the Netherlands is a
multi-payer system. While there are a number of private
insurers on the market, the market is dominated by
four private health insurers covering around 90% of the
population®?. Private insurers are heavily regulated and
as a result have limited scope to differentiate their basic

© KPMG Advisory N.V.

insurance product. As the number of dominant payers is
small, these insurers have relatively high market power
and thereby high negotiating power.

Dutch health insurers are not allowed to change the
premium based on the health risk profile of their
beneficiaries to ensure equity and solidarity across

the system. To compensate payers with a higher risk
population and mitigate the risks of adverse selection, the
Netherlands uses a risk equalization model. Essentially,
this means that payers put money into a fund each year
and then those with a disproportionate share of higher
risk beneficiaries receive more money back than they paid
(while others receive less). This model has undergone
many developments in the Netherlands since its
introduction in 199354, The model is complex and makes
adjustments based on a large number of factors, including
age, region, source of income, pharmacy-based cost
groups, diagnoses-based cost groups, socioeconomic
status and multiple-year high costs®*.

Both the quality and cost-effectiveness of care are
supported by the application of selective contracting

in the Netherlands. Insurers choose which healthcare
providers to contract for their care and beneficiaries are
limited to the providers that will be fully reimbursed®.
This measure stimulates providers to agree on lower
prices and encourages competition among them to
deliver the best care. Another measure to manage the
cost-effectiveness of the basic package is the use of a
mandatory annual excess; beneficiaries are required to
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pay a certain amount out of pocket before the insurer
will cover the bill®3. The minimum amount is set by the
government and individuals can choose to increase the
annual excess to reduce their monthly premium.

Value-based care has been a key focus in the Netherlands,
with Diagnosis Related Groups (in Dutch: DBCs) having
been applied in Dutch hospitals since 2005. In the
application of this reimbursement model, multimorbidity
is handled by applying multiple DRGs to the same patient.
In some cases, add-ons are applied to the DRG costing,
to mitigate the costs of unexpected intensive care or
expensive pharmaceuticals®®. DRG reimbursement
incentivizes collaboration across the care spectrum.
General practitioners are paid a registration fee per patient
as part of the capitation model, which helps to incentivize
prevention in primary care.

The Netherlands has been using Health Technology
Assessment (HTA) for some time. While this was initially
focused only on pharmaceuticals, its application has been
broadened to other areas of care®. HTA helps to identify
the most cost-beneficial services that should be provided,
and it is used to advise the government when setting the
parameters of the mandatory basic package. This helps
to avoid that expensive new technologies or drugs are
automatically included in the basic package and helps to
maintain its cost-effectiveness.

Quality and safety are monitored at the provider level by
an external body, the Dutch Health Care Inspectorate®.
Quality of individual professionals is managed and
measured by peer assessments, professional guidelines,
and national certification registries. The bundled approach
for reimbursement supports collaboration and integration
across the care spectrum. Electronic health records are

in place but there is limited national standardization, and
integration across provider systems remains a challenge®.

The Netherlands switched to a mandatory insurance and
managed competition model in 2006 to improve equity

in the system and access to care. Even though some of
the goals have not been reached, the model has led to

a system which is often praised for its equal access and
affordability, and overall quality of care®. Implementation
of a mandatory basic package and achieving universal
coverage does not come without its financial risks,
however, and the Netherlands took on this challenge by
implementing a risk equalization fund. With a low number
of private payers in the system, the health insurers

have a relatively high market power and are essential

for stimulating cost-effective and quality care. However,
the position of providers, especially the larger hospitals,
remains strong, even in a marketplace with four dominant
insurers. Volume cap contracts are still required to contain
costs of the healthcare system.

© KPMG Advisory N.V.
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Fact&figures

Population (2021)

GDP, USD
(2021)

S uss419.95mn

Life expectancy, years
(2020)

&2 tayears

GDP per capita, USD

US$6,994.2

6%
(2021)
B Under 14 [ ]
M 15-64 years -
W Over 65

Crude birth rate, per 1000
(2020)

a
a0

—

Reference®’

% GDP spent on health
(2019)

9.11%

Reformmeasures implemented

South Africa is at the beginning of a large health system
transformation. From its current system of voluntary
private insurance (for a minority) with public providers as a
safety net, South Africa has the ambition to move towards
National Health Insurance (NHI) that would bring all its
citizens under a single system of coverage. Over the last
decade South Africa has been working on preparations

on the insurance bill that would allow a first step towards
NHI.

The envisioned health system transformation can be
best described and evaluated with an understanding

of the broader context. South Africa, a country with
approximately 60 million people, has one of the largest
income and wealth inequality rates worldwide, and

it has been facing economic issues with significant
unemployment rates (30-43%) and high poverty rates for
years. The pandemic has worsened the situation. The
political situation is described as a young, relatively stable
democracy that is struggling with corruption®,

The current healthcare landscape is mainly dominated by
the private sector and market forces. Access to quality
care is more of a privilege to the elite few rather than a
public good®. Only a small proportion of the population
can afford private insurance that provides access to
quality care. Public providers have been suffering from a
lack of general resources, insufficient funding and human
resource shortages for decades, putting them far behind
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in terms of quality and range of offerings in comparison to
the private providers.

The private insurance market is complex and fragmented,
and unique with its offering of two "types’ of insurance.
Medical schemes (or medical aid schemes) offer
beneficiaries insurance that covers expenses associated
with required medical treatment. This can be described as
the more ‘traditional’ health insurance in other countries
like the Netherlands and Germany. Medical schemes are
regulated by the Medical Schemes Act and governed by
the Council for Medical Schemes. Health insurance, on
the other hand, provides a fixed lump sum amount in case
a beneficiary needs funds for medical purposes. The size
of the amount is independent of the medical purpose
(required treatments, type of care professional, etcetera).
Health insurance is regulated by the long-term insurance
act and governed by the Financial Services Board. Medical
schemes are obligated to provide Prescribed Minimum
Benefits as part of their offering, whereas health
insurance is not. Premiums for medical schemes are
relatively high and with rapid cost inflation in recent years,
leaving them affordable only for a small proportion of the
population; approximately 16% has a medical scheme.
Health insurance provides less coverage, but at a lower
premium. The health insurance market has flourished
since its introduction.

Since the announcement of the ambition of a move to

NHI, South Africa has been working on the design of the
transformation program to implement a National Health
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Insurance (NHI) scheme. The 14-year transformation
program started in 20127°. And the NHI has been slowly
taking shape, but the economic and political situation and
the pandemic has slowed down the process significantly.
The insurance bill is aimed to pass in 2023, but the details
are yet to be fleshed out and are subjected to change
until the moment it passes.

The NHI program aims to achieve universal coverage
while bridging the gap between private and public
providers, cover certain services that are currently paid
out of pocket, and reform the payment structure to
improve the efficiency of fund collection, pooling and
service purchasing’’. The new system would be based on
the Beveridge model, with funds raised through taxes and
the government acting as a single payer’2.

With the envisioned NHI fund, the governance and
funding will be organized nationwide, as compared to

the current situation in which these are the responsibility
of individual provinces (regional districts). The NHI Fund
will purchase care from both public and private providers,
improving equity of delivered care across the different
socioeconomic groups in the country. As a single payer in
the system providing universal coverage, the NHI Fund is
expected to have more bargaining power and benefit from
economies of scale. The new NHI scheme also intends to
shift the forms of reimbursement towards more value-
based care models, however, the details of such are still
to be outlined”.

As stated before, the pillars have been established, but
the exact details have not. One of the major questions

is the position of the medical schemes in the future.
Potentially, medical schemes will continue to exist, to
offer complementary benefits. But the benefit package of
the NHI is still unknown, leaving the future of the medical
scheme unclear. Another question that has been raised

is the feasibility of the funding of the system, which is

heavily dependent on the largest taxpayers, who already
enjoy coverage through their medical schemes —and so
do not stand to benefit as much, yet will foot the majority
of the reform’s significant bill. Another question is the
feasibility of successfully contracting private providers.
Private providers have been used to fee-for-service
models with relatively high prices. These providers are
accustomed to higher fees, and the high bargaining power
of a single payer carries little weight as long as these
providers can still access revenue from other sources.

Despite these challenges, South Africa can serve as an
example when it comes to some of the innovations that
its private payers have introduced — especially regarding
population health. As highlighted in Section 2.5.3, South
Africa’s Discovery Health program was a successful
initiative by one of the health insurers in the country,

to stimulate behavioral and lifestyle changes. In this
program, beneficiaries were incentivized to undertake
health-improving activities, such as healthier eating and
increased physical activity. This focus on preventative care
is essential to achieving better cost-effectiveness in the
health system: an undeniable way to lower healthcare
expenditure is to reduce the need for healthcare in the
first place and decrease the volumes.

Moreover, parallel to the developments regarding the NHI
scheme, the private sector has invested significantly in
increasing quality and efficiency. Successful programs
have resulted in decreasing fraud, waste, abuse in the
system, a move towards integrated care models and
digital health, and further strengthening of the primary
care system.

The path towards NHI is still long for South Africa, but it
will be interesting to follow how the transformation will
unfold over the next years. The next major milestone will
be the passing of the insurance bill after which a new
phase of the transformation will start.

© KPMG Advisory N.V.
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4. Key success factors for effective
payer rerorm

There are three key success factors for realizing an
effective payer function reform: clear strategy, adequate
stakeholder engagement and good system governance.
Each of these elements plays an important role in
applying the building blocks described in Section 2. These
success factors act as safeguards and help to mitigate the
risk of failure of the transformation project.

Payer function reform is complex: there are multiple
parties, often with conflicting interests, despite having
the same goal of realizing an effective, high-quality
health system. The success of the transformation lies
within effective stakeholder management. Identifying

all relevant stakeholders and defining a tailored strategy
for each helps in continuing momentum. Ensuring that
all stakeholders understand the need for the reform is
essential. It must be clear what the goals and purpose of
the reform are and there needs to be a clear plan for how
that goal can be achieved.

Another key success factor is establishing a clear
strategy: the mission, vision and roadmap used to inform
and steer the direction of the implemented initiatives. The
mission, identifying the focal point for the health system
as it stands today, will often need to be updated to be in
line with the reformed system. The vision outlines the
ultimate end state; the features of the ideal health system
for that context. The roadmap pinpoints the steps to

take to attain the vision. It identifies the key milestones
that the reform aims to reach on the path towards that
ideal. Establishing the mission, vision and roadmap is a

process that must involve key stakeholders. Setting the
strategy is not a one-off process: each of these elements
must be sharply defined but should also be periodically
updated. The reform process must leave room for
innovation and allow for changes as the transformation
evolves. Decision makers should also think carefully about
potential unintended consequences that might result

and prepare for these in advance, as health systems

are highly dynamic and can respond to major reform in
unpredictable ways.

Good system governance establishes the roles,
responsibilities and interactions among stakeholders in
the payer function reform. It identifies the role each party
will play and how parties will interact with each other
during the transformation process. A clear governance
structure and approach gives the parties involved

the mandate required to make changes, and thereby
improves the efficiency of decision making. Relevant
agreements and contracting between parties are outlined
as part of establishing system governance and serve

to delineate accountabilities. Structures established in
mature health systems can serve as an example of how
governance is applied in practice.

Health economist David Cutler described how in many
developed countries healthcare reform evolved in three
waves: increase in access, then regulation and then
incentives’® (see Figure 9). As populations started to
recognize the value of healthcare after World War I,
governments strove to provide universal coverage and

Figure 9

Three waves of healthcare reform of most developed countries

Secondwave

Increase equality via access

Cost-containment policy

Efficiency: incentives and

(universal coverage)

competition

Rapid increase in
healthcare costs

e Demand
exceeding supply

e |nefficiency

e Rise of long term
costs

Efficiency: incentives
and competition

© KPMG Advisory N.V.

The building blocks for effective payer reform | 53



improve rates of access to care services. During this
first wave, the primary focus was on increasing equality
within the health system and providing access for all.
This is demonstrated in examples such as Medicare and
Medicaid in the US, or the Sickness Funds that were
introduced in Germany and the Netherlands. The focal
point in this wave was equity, with little emphasis on
efficiency. However, increased access led to increased
costs, not only because of the increase in volume of care
delivered, but also because of the advancing technology
in medicine over time, and the resulting rises in costs of
care per individual.

As demand for care soared and governments sought to
decrease costs, rationing, controls and expenditure caps
were introduced to temper the rising costs. Regulation
was employed to limit the use of services and control
spending. Yet cost cutting is not synonymous with cost-
effectiveness. Shrinking budgets do not always stimulate
the desired efficiency gains, and this is what led to the
emergence of the third wave of reform: the introduction
of incentives and competition. This final wave aimed to
maximize results and deliver the highest quality, without
sacrificing the access and cost-effectiveness gains
realized in the first two waves. Managed care in the US is
a prime example of this™ and it is also demonstrated by
both the management of competition between sickness
funds implemented in Germany’® and the gatekeeping
role of certain providers to avoid overtreatment
established in the UK. This wave also saw quality
measures and performance management come into play
to monitor the performance of providers and determine
whether targets are being reached.

Healthcare reform is driven by an increasingly active role
for the payers, as they tackle the challenge of funding
the increased access and quality of care. Typically, a
mixture of policies is applied to attain this balance, such
as increasing competition while also setting expenditure
caps. While most developed countries already sit in

this third wave, maturing health systems often battle
challenges of the first and second wave combined.

Identifying and involving stakeholders, setting a clear
strategy and establishing good system governance

are fundamental activities when reforming the payer
function in a given health system. The historical waves
seen in healthcare reform can act as a guide for payers
and governments looking to reform their own system,
and lessons learned from countries that have already
reformed (elements of) the payer function provide
valuable insights into what does and does not work.
Nevertheless, reform is a lengthy process and it requires
consistency and diligence to successfully pull off such

a substantial health system transformation. With these
building blocks, examples and key success factors, payers
and governments can start designing a payer function
reform for their respective health systems that is tailored
to their specific context and best suits their needs.
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