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For many years, Dutch health insurance for bagie sarvices consisted of a two-pillar system.
One pillar consisted of the social health insurasystem for people in the lower income
brackets, and the other pillar was the voluntaiygte health insurance system for people with
higher incomes. In 2006, the Dutch government imglisted radical market reforms and the two
pillars fused into one mandatory national healdumance system executed by private insurers.
The key idea of the market reforms is to incredBeiency by promoting more competition on
the health insurance market as well as on thelheale provider market.

The first ideas of a single national health insaeasystem with elements of managed
competition were already proposed in 1987 by thkkbeCommission (Dekker Commission,
1987). According to this report central governmglainning should be replaced by a system in
which competing health insurers act as prudent tsugkecare on behalf of their members.
Although it took almost twenty years before theuatteforms were implemented, many
incremental changes already took place before @& 2eforms. Examples of these changes are
the introduction of nominal premiums and a riska@qation system in the social health
insurance.

The Dutch health carereform

Introducing competition into the health care maiketot without risks, as it may threaten
solidarity and quality. Also, if providers and imsts have significant market power then costs
may rise. To preserve solidarity the governmenbuhiced a basic benefit package that is
mandatory for all Dutch citizens. All citizens haveedom of choice in choosing their health
insurer, who is obliged to accept all applicantsrpannual open enrolment periods. Moreover
health insurers are obliged to charge each applib@same nominal premium (community
rating). These restrictions on the premium createliptable losses for health insurers on enrolees
with predictably high medical expenditures. Therefthe Dutch government implemented a risk
eqgualization system that compensates health irsstoepredictable differences in their medical
expenditures. The development of the risk equatinagystem started in 1991 in the social
insurance system and has subsequently been furipesved.

Figure 1 illustrates the scheme for the Dutch lhegdire financing system. All citizens, except
children under 18, must pay an income dependeritibation, levied by the tax collector, to the
Health Insurance Fund (HIF). The HIF also recen@#ributions from the government (for
example for expenditure on children under eighteknihe right part of the figure the health
insurance fund reimburses this money, after apglyisk equalization, to the health insurers. In
the lower part of the figure all consumers pay aswminal premium directly to their health
insurer. The idea being that consumers discipleath insurers by voting with their feet if they
are not satisfied with the performance of theirltiemsurer. While the financing system in figure
1 was also present in the social health insuraystems before the reforms, the size of the
nominal premium was much smaller than the sizédefitcome dependent contribution. Under
the new health care system the law requires th#t &0all expenditures must be paid by income
dependent contributions and 50% by nominal premidrhs implied a significant rise of the



nominal premium for people in the lower income liets from about 350 euros in 2005 to about
1050 euros in 2006. A high nominal premium shoulikenpeople more aware or cost-conscious
of the high health care costs. The increase in nahgremiums resulted in a loss of spending
power of the lower income groups and thereforegiiMernment now compensates more than 5
million citizens with monthly income-dependent sdies.

Raising efficiency in the health care market isaotasy task. Health insurers need not only
incentives but also tools to produce more effidiento create as many incentives as possible the
Dutch government opted for a privately organisealthensurance system that falls within the
scope of the Third Non-Life Insurance Directivetloé European Commission’s competition law.
Competing health insurers obtained various tookltti@ct consumers. With respect to the basic
benefit package they compete on price, and arevetldo offer premium discounts for group
contracts (the discount is capped at 10% of a ammdividual contract) and for people who opt
for a voluntary deductible that may vary betweefl 48d 500 euro per year. These deductibles
are on top of a mandatory no-claim rebate of 256 par year for the entire population. Health
insurers can also compete with different suppleargrihsurance packages, service levels and
different types of preferred provider networks. &siglly this latter tool should encourage health
insurers to bargain favourable contracts with Heedtre providers. The idea is that this will
stimulate efficiency in the provision of health €aervices since health insurers will steer their
enrolees only to efficient health care providei ghroduce decent quality. Of course this can
only work if information about quality of care isadily available. At the moment reliable quality
information is lacking but the government, as vesllprivate organizations, are currently
undertaking large efforts to speed up this infoiorat

Though liberalisation of the provider market laghimd the insurance market, many changes
already took place to promote competition. Legatibes for new entry have been lowered and in
the past few years many independent clinics entiidharket. The introduction of a new
hospital administration system, based on costrpatrhent, facilitates health insurers and
hospitals to negotiate about hospital serviceshdame accustomed with this negotiation
process hospitals and insurers may since 2005 tiaégon volume, price and quality of about
10% of hospital services. The other 90% of hosiavices is still regulated, but the government
intends to liberalise hospital services furthed anthe future hospitals and insurers should
negotiate on 70% of hospital services.

A first evaluation after oneyear of experience

The first remarkable result of the reform is thaalh insurers started a premium war. The threat
that many customers would change from health imhad a profound impact on their premium
setting. In particular, premiums of group contragtse offered below the break-even price. It is
estimated that health insurers lost between 37®&0dillion euros on the provision of the

basic benefit package (Douven en Schut, 2006).€Tlusses can still be managed by most health
insurers since they (especially the larger onesg saibstantial financial reserves.

A second unexpected result was that about 20%edDtitch population switched from health
insurer. Such a high degree of switching was nesgen before. Through the reforms, combined
with massive media coverage of premium differenttes population seemed to have become
much more aware about their possibilities to switehlth plans. Many people switched from an
individual contract in 2005 to a group contrac2D06. There was a wide choice of group



contracts and most health plans offered large prendiscounts for group contracts (on average
about 6,5% lower than individual contracts). Thgs®ip contracts were not only employment-
based but were offered also to other groups, sorestwith a large number of potential insured
such as the major labour unions, national spoeritbns and a large cooperative bank. Group
contracts were even offered to interest associationthe elderly and several groups of chronic
patients (e.g. diabetes and rheumatoid arthrifisse contracts are feasible because health
insurers are compensated for predictable expemditoy the risk equalization scheme.

The reforms provoked a lot of reactions at the thealsurance market. One health insurer
announced losses for providing health insurancesganted to cut down on employees and
administration costs. Another activity to cut castssk-selection. Some insurers may have
exploited the deficiencies in the risk adjustmesstem by obtaining favourable group contracts.
Another potential tool for risk-selection is supplentary insurance. However, health insurers
announced that in 2006, and also in 2007, they dvaatept all applicants for supplementary
insurance. Health insurers announced mergers teahwhile have been approved by the Dutch
competition authority. After these mergers, abd#ef the population will be insured by six
large insurance concerns, while the other 10%lvélinsured by seven small regionally oriented
health insurers (Schut, 2006).

Thereal test of thereformsisstill to come

The real test of the reforms will be in the effidigrovision of health services. This could come
about if health insurers use their newly acquirpdarstunities for selective contracting. However,
until now they hardly seemed to have used thesertypties. A first explanation is that the
incentives to negotiate with hospitals are not \&rgng. First of all, only 10% of hospital
services is freely negotiable and, secondly, habkpipenditure differences between health
insurers cannot become larger than about 50 ewogrpmium payer. This latter policy rule is
introduced to prevent insurers from running riskshigh or low hospital expenditures that may
arise because of temporary deficiencies in the mespital administration system. A second
more fundamental problem is that there is still@abugh quality information available, and a
cheap bargain may indicate low (real or expectedity. A third reason may be that health
insurers do not have enough bargaining power taioliavourable contracts with hospitals.
Hospitals not only have more information about s@std quality of their services but they also
may exert market power, especially in those regiwese the number of hospitals is small. A
fourth explanation may be that health insurers firdifficult to steer enrolees to preferred health
care providers, since enrolees that contract apexf provider network are still allowed, albeit at
the cost of extra expenses, to choose a healtlpeaveler outside the network.

However, at the moment it is much too early to deaay firm conclusions about efficiency. The
reforms are just under way and better informatibawa the quality of health care still has to be
collected. Health insurers and providers also rigee to adjust to the new situation, and
furthermore not all policies to increase the inogrg for selective contracting and managing care
are yet implemented.

Rising expenditures

At the start of the new millennium the global budgehich produced growing waiting lists, was

suspended. This policy led to declining waitingsliand growing health care expenditures. The

rising expenditures puts more pressure on the Dugtidlims. If the Dutch reforms are successful



then increases in efficiency will lower the upwareéssure on health care prices. Indeed, in 2006
some efficiency may have occurred in the hospdat@ where liberalised hospital prices
increased by one percentage point less than the pfiGDP. Successful reforms and rising
health care expenditures can go hand in hand giweeombination may indicate more

efficiency, production and quality of health caesvsces. However, the government will need to
explain rising expenditures credibly to the popolatsince they may interpret rising expenditures
as a sign of failing reforms and a lack of effiagn
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