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Executive Summary

The objective of this project was to investigate recent trends in the health plans’ hospital utilization
and expenditures, in light of government-initiated health care reforms and the health plans’ efforts
to contain their spending on hospital services. The first year report focused on developments
through 1996, while this, the second-year report, focuses on changes since 1996.

Since 1996 there have been several structural and legal changes which, potentially, could have led
to an increase in utilization and expenditure, particularly by enhancing the incentive for hospitals to
increase the supply of services. Most prominent of these were an increase in the nation’s bed
complement, and the shift from a strict (100%) cap on hospital revenues to a “softer” (50%) cap.

On the other hand, several recent developments may have led to a decrease in utilization and
expenditure, particularly by diminishing the demand of patients and the health plans for hospital
services. Most prominent among these were the introduction of co-payments for visits to specialists,
the continued shift in market share from Clalit Health Services to the other health plans (which use
hospitals less intensively), enhanced pressure on the health plans from the Ministry of Finance to
reduce spending and avoid deficits, and an internal reorganization that gave Clalit’s regional
managers a greater incentive to reduce hospital use. The shift from a “hard” to a “soft” cap also
enhanced the incentive to health plans to constrain their hospital use.

Given these conflicting influences, theory could no means clarify whether hospital utilization and
expenditures would increase or decrease. Accordingly, this study synthesized data from several
sources in order to empirically track recent changes in hospital inpatient activity, hospital outpatient
activity, health plan spending on hospital services, and hospital revenues. In addition to considering
aggregate system-wide changes, the project team also sought to identify and explain differences
across periods, hospitals, and health plans, as these can also provide insight into the impact of the
legal and structural changes noted above.

1. Hospital Inpatient Activity

As indicated in the first year report, the 1993 Central Bureau of Statistics’(CBS)/Ministry of Health
survey found that the 1993 hospital admission rate of Clalit Health Services was markedly higher
than that of the other health plans. Member characteristics such as age and health status accounted
for less than half of the 1993 inter-plan differential.

During second year of the project, the 1997 CBS survey was used to explore whether inter-plan
differences shrank or expanded between the two surveys. The project team did not have a clear
prior hypothesis on this matter. On one hand, the relative deterioration in the financial situation of
the smaller health plans might have been expected to push them to take additional measures to
restrict hospital use, thereby widening the inter-health plan gap in admissions. On the other hand,
the institution of a purchaser-provider split in Clalit and its “catch-up” introduction of hospital



utilization controls (which had been instituted by the other plans prior to 1993) could have reduced
Clalit’s hospital use, thereby narrowing the gap.

This stage of the study found that between 1993 and 1997, hospital admission rates rose markedly
in all the health plans except for Clalit, where it remained stable. Multivariate analysis suggested
that the increase in admission rates was not due to changes in the socio-demographic composition
of the smaller health plans’ membership. At the same time, it should be noted that even according to
the 1997 CBS/Ministry of Health survey, a major gap between Clalit and the other health plans
remained. However, in 1997, the bulk of this difference did prove to be attributable to differences in
the age and health status of each health plan’s membership, although there was no statistically
significant, independent “health plan effect”.

In addition to examining differences across health plans, the project team explored differences
among hospitals. The Ministry of Health report Hospitals and Day Units in Israel revealed that, in
recent years, there has been substantial variation in admission growth rates across hospitals. The
project team used information from a 1995 JDC-Brookdale Institute hospital survey to identify the
regions served by individual hospitals, and then to explore whether the hospitals that grew most
rapidly did so because they served regions that had experienced the most rapid population growth.
Multivariate analysis revealed that differences in population growth across market areas accounted
for less than half of the variation in hospital admission growth. Differences across hospitals in the
extent of bed expansion proved to be another significant explanatory factor.

Data from Hospitals and Day Units in Israel also indicated that prior to the introduction of national
health insurance, there was a major increase in both absolute and per capita hospital admissions;
this growth began to decelerate in 1995, and decelerated further in 1997. It is tempting to attribute
these changes (particularly that of 1995) to the introduction of the hospital revenue cap and/or of
national health insurance. However, there is no conclusive proof that these were the cause of the
deceleration. (It should be noted that the most recent growth rates are similar to those that prevailed
in the 1980s, well before the introduction of the revenue caps.)

2. Hospital Outpatient Activity

According to the CBS health surveys, between 1993 and 1997 there was a major shift in the locus
of outpatient specialty services from hospitals to community settings. The greatest shift took place
in Clalit Health Services, and in the Jerusalem and southern regions.

The health surveys also indicated that visits to hospital-based specialists dropped dramatically
between 1993 and 1997, but that this decline could not be accounted for by changes in the socio-
demographic composition of the population. The 1993 and 1997 CBS health surveys also indicated
a major drop in visits to hospital-based specialists in Clalit and Meuhedet, but not in the other
health plans.
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Despite the major decline in Clalit between 1993 and 1997, even in 1997 the rate of visits to
hospital outpatient specialists was still far higher in Clalit than in the other health plans. A
multivariate analysis was conducted to elicit several possible causes of this variance. In contrast to
the situation regarding inpatient admissions, the variance among health plans in outpatient activity
could not be attributed to differences in the plans’ socio-demographic composition.

In contrast to the finding of the CBS that the rate of outpatient visits declined dramatically between
1993 and 1997, data from government hospitals present quite a different story. They indicate that
between 1994 and 1996 (when the full cap was in effect), visits to government hospital outpatient
departments grew by 6% per annum. While this source indicates that outpatient volume ceased to
grow rapidly between 1996 and 1999 (when the 50% cap was in effect), it does not provide any
evidence of the dramatic decline indicated by the CBS surveys. Rather, it shows that volume
continued to grow slowly — by 1% per annum.

Just as the CBS data indicated variance in the trends across health plans, the government hospital
data reveal substantial variation in the trends across hospitals. For example, the government hospital
data indicate that between 1996 and 1999, several hospitals experienced a decline in outpatient
visits, but one hospital experienced an increase of more than 10% per annum.

3. Health Plan Consumption of Hospital Services

In addition to examining trends in hospital utilization in terms of physical units, these trends can
also be examined in terms of “age-adjusted per capita consumption” — that is, the amount of money
a health plan would have paid a hospital for services consumed, were it not for cap-related
discounts. The first year report revealed that in 1995, the age-adjusted per capita consumption levels
of all four health plans declined. It also showed that, in 1996, the age-adjusted per capita
consumption level remained unchanged in two of the health plans, while there were moderate
increases in the other two health plans.

Following the shift from the full revenue cap to the 50% revenue cap in 1997, some analysts
became concerned that consumption would begin to increase markedly, as hospitals would have a
greater incentive to increase volume than they had prior to 1997. On the other hand, the shift to the
50% revenue cap had also increased the incentive to health plans to constrain their hospital
utilization, such that it was not at all clear whether the net effect of this change would increase or
decrease consumption levels.

The second year findings demonstrate that following the transition to the 50% cap, age-adjusted per
capita hospital consumption declined. A decline was noted in the use of both inpatient and
outpatient services, although the overall decline was greater in the outpatient sector. The patterns of
change between 1996 and 1999 varied somewhat across health plans; most significantly, the per
capita consumption of outpatient services increased markedly in Maccabi.
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4. The Location of Hospital Service Consumption

The first year report found that between 1994 and 1996, the mix of sources of hospital care was
very stable in Clalit and Leumit, while Meuhedet shifted toward government hospitals and Maccabi
shifted slightly away from government hospitals in favor of Clalit and private hospitals (particularly
those owned by Maccabi itself). The second year report reveals that between 1996 and 1999, the
government sector’s share of total (i.e. all four health plans’) hospital activity grew substantially,
while that of private and Clalit-owned hospitals declined. The decline in the use of Clalit-owned
hospitals focused on inpatient services, while the decline in the use of private hospitals focused on
outpatient services. At least among the smaller health plans, this decline was probably due in part to
opportunities for cap-related savings and/or to the volume-discount contracts signed with certain
hospitals.

5. The Direct Impact of the Cap on Health Plan Expenditure

The first year report revealed that in 1995, the cap yielded significant direct savings for Leumit and
Meuhedet, while in 1996 it yielded significant direct savings for all three smaller health plans. As
noted, it was not at all clear a priori whether the transition to a 50% cap would increase or decrease
direct savings. On one hand, the discount on cap over-runs was cut from 100% to 50%. On the other
hand, the size of these over-runs could be expected to grow, since the cap was not fully updated
annually to reflect growth in health plan membership.

The second year study found that the cap over-runs of the three smaller health plans increased
markedly between 1996 and 1999. However, their total saving on hospital expenditures was offset
somewhat by the reduction in the cap. Ultimately, while direct savings (as a percentage of
consumption) of Leumit and Maccabi increased due to the cap between 1996 and 1999, those of
Meuhedet declined slightly.

6. Health Plans’ Expenditures on Hospital Services

The first year report analyzed the health plans’ financial statements using the Witkowsky-Nevo
Report; it found that the age-adjusted per capita spending on hospital services of the health plans as
a group increased by 3% between 1994 and 1996. There was substantial variation across health
plans: an increase of 8% in Clalit, versus a decline of between 5% and 9% in the other health plans.
The increase in Clalit was due largely to a significant increase in government-determined hospital
per-diem rates. This was offset in the smaller health plans by substantial savings from the full
hospital revenue cap. With the transition to a 50% cap, concern was raised that health plan
expenditures on hospital services might increase markedly.

However, the second year report found that, to the contrary, the age-adjusted per capita
expenditures on hospital services of the health plans as a group declined by 5% between 1996 and
1998. One notable cause of this was that, unlike the situation in 1994-1996, the per-diem rate grew
at approximately the same rate as did the consumer price index. The greatest decline in expenditures
was felt by Leumit, whose cap-related savings grew markedly.
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7. Hospital Revenue from Health Plans

The first year report contained no financial information from the hospitals’ perspective. For the
second year report, the project team analyzed the financial data maintained by the Ministry of
Health’s budget division regarding government hospitals for 1996-1999, and for a larger
compendium of non-profit hospitals for 1999.

In 1999, the ratio between cap over-runs and total activity averaged 9% in government hospitals
including research accounts, 8% in government hospitals excluding research accounts, 7% in the
public hospitals, and 23% in Clalit-owned hospitals (in their dealings with the smaller health plans).
(The 8% cap over-runs in government hospitals excluding research accounts represented an increase
from 1996, when cap over-runs constituted 4% of activity.) These averages belie the substantial
variation among individual hospitals within each sector.

The findings from hospital financial data are consistent with the findings from health plan financial
data (see Section 5 above), and constitute a cross-validation check for both sources.

Research accounts are a large and growing component of the government hospital system, and
accounted for approximately 8% of the revenues of acute government hospitals in 1998. In some
government hospitals, the figure was as high as 14%. Unfortunately, due to a lack of data on
research accounts for 1996, the project team was unable to assess how these accounts grew between
1996 and 1998. It is possible that research accounts activity grew particularly rapidly in the smaller
health plans.

The project team also found that between 1996 and 1999, activity in the main accounts of
government hospitals increased by approximately 2%. Clalit’s utilization decreased by 5%,
compared to increases of between 12% and 24% in the other health plans. Differences in
membership growth rates accounted for almost all of the difference among the health plans’ activity
in main hospital accounts.

Conclusions

This paper focused on changes in hospital utilization and expenditure between 1996 and 1999,
when a 50% revenue cap was in effect. Its primary finding is that system-wide per-capita utilization
and expenditure appear to have declined during this period. Some of the measures examined
suggest that, during this period and that immediately preceding it, differences between Clalit
(historically the most intensive user of hospital services) and the other health plans narrowed, but
were not eliminated. This study also found that patterns of change over time have differed
substantially across hospitals and hospital sectors.

The findings suggest that government policy, health plan actions, and hospital actions have all had
an effect on recent changes in hospital utilization and expenditures in Israel. This contradicts the
view sometimes expressed in Israel that some (or all) of these three actors have little or no ability to
influence hospital use levels. Our conclusion, if correct, implies that future efforts to influence



hospital use can (and should) consider policy tools that are directed at both health plans and
hospitals.

In addition, our findings had implications for the recent policy debate over whether or not to
discontinue the hospital revenue cap. Almost all parties to the debate concurred that the current
capping rules have elements that are problematic for both efficiency and equity. The debate was
over whether to adjust the cap, or discard it. Consequently, our finding that one of the cap’s major
goals — constraint of hospital use rates — had been achieved, encouraged policymakers to reconsider
completely abandoning this tool. At the very least, we hope our findings will encourage
policymakers to evaluate the cap’s effect not only on “over-runs”, but also and more broadly on use
rates, health plan expenditures, and hospital revenues.
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1. Introduction

The objective of this project is to investigate recent trends in the hospital utilization and
expenditures of Israel’s health plans. These will be analyzed in light of government-initiated health
care reform and health plan efforts to contain their spending for hospital services.

This document reports the findings from the second year of the project, and is organized according
to the project’s specific aims. This is preceded by a brief review of the background to the study.

1.1 Background

In 1995, two major policy changes were introduced, which had significant implications for the
hospital-health plan relationship. The passage of the National Health Insurance Law redistributed
health care monies from Israel’s smaller health plans to its largest one, Clalit Health Services. As
such, it provided the smaller health plans with a strong budgetary incentive to reduce spending in all
areas, including on hospital services. The imperative to reduce spending was further supported by
the introduction of a revenue cap in government hospitals in 1995 (and in almost all public hospitals
in 1996), which curtailed the hospitals’ incentive to promote utilization (in excess of the cap).

This project sought to provide the government, health plans, and hospitals with up-to-date
information about the rapidly changing hospital-health plan relationship. To this end, it sought
information on changes in the hospital/health plan system and their impact on key actors in it. In
order to make informed decisions about policy levers such as modifications of the cap and in the
per-diem rate, government policymakers need information on how utilization and expenditure have
changed since 1995. This report may also help the managers of health plans (roughly 50% of whose
operating expenses may be ascribed to hospitals) and hospitals (roughly 80% of whose revenue
comes from health plans) improve operating efficiency and organizational effectiveness. The
project extended over three years; this document is a report of the information gleaned during the
first year.

1.2 Study Goals and Design
" The following were the specific aims of this project:

1. To review the history of capping, and determine how it changed incentives for the health plans and
the hospitals.

2. To assess whether, when national health insurance and the cap were introduced, there were
opportunities for reducing hospital utilization in Israel.

3. To document changes in the health plans’ hospital utilization patterns in the wake of national health
insurance, the capping initiative, the revised capping initiative, and health care reform.

4. To document and analyze changes in the pattern of health plan expenditures on hospital care in the
wake of health care reform.

5. To document the nature and scope of specific measures taken by the health plans to contain
hospital expenditures.



6. To place the Israeli experience in an international context regarding both trends in hospital
expenditure and utilization levels and efforts by managed care organizations and other purchasers
of care to control their hospital expenditures.

The study design distinguished among three key time periods:

1. The period immediately preceding national health insurance (1993-1994).

2. The period during which both national health insurance and strict hospital revenue caps were in
effect (1995-1996).

3. The period during which the National Health Insurance Law was in effect, but revenue caps were
modified so that health plans were charged marginal costs when exceeding the cap (1997-1998).

The first year report focused on the first two of these periods, while this report focuses on the third
period.

The subsequent sections of this report are as follows: The second section summarizes key structural
and legal changes that have taken place in the health system since 1996, which could affect the
hospital-health plan relationship; special attention is paid to changes in the hospital revenue cap.
The third section of this report summarizes the study’s findings regarding hospital inpatient activity.
The fourth section summarizes the study’s findings regarding hospital outpatient activity, and the
fifth section summarizes the study’s findings from health plan financial data. Section six
summarizes the study’s findings from hospital revenue data, and section seven reviews recent
developments in the hospital-health plan relationship in Jerusalem. Section eight presents
concluding remarks.

2. Structural and Legal Changes in the Health System since
1996 and Their Implications for the Hospital-Health Plan
Relationship

The following are the most important structural and legal changes that have taken place in the

health system since 1996, which are relevant to the topic under study:

¢ The market share of Clalit Health Services, Israel’s largest health plan, continued to decline: If
in 1996, Clalit’s market share was 61%, by 1999, its market share had dropped to 58%.

¢ The nation’s hospital bed capacity has expanded, particularly due to the addition of a significant
number of beds in some government hospitals.

¢ Co-payments for visits to specialists (about NIS 20 per visit in the hospital and NIS 15 per visit
in the community) were introduced in late 1998. This may have reduced the number of visits to
specialists after 1998, and it may also have had an impact on the locus of those visits.

* Clalit Health Services took initiative to constrain its hospital inpatient and outpatient use. This
included introducing a commercial-style relationship between its regions and hospitals, and
investing in monitoring and review.



The overall financial situation of the health plans changed. In brief, the introduction of national
health insurance in 1995 greatly improved the financial situation of Clalit, while it worsened that
of the smaller Maccabi Healthcare Services and Meuhedet Sick Fund. In the years that followed,
the per capita revenues of all of the health plans declined, while their per capita expenditures
increased (especially in Clalit); this led to increasingly large deficits. In 1998 — a watershed year
— significant new funds were allocated to the health system. At the same time, the health plans
endeavored to reduce their per capita members. Thanks to these two factors, by 1999, the annual
health system deficit had been considerably reduced.

The decline in expenditures and in the deficit was also due in part to increased revenue from the
“safety net” — that is, new/increased co-payments, and funding earmarked for new technologies
(especially pharmaceuticals) — and in to Ministry of Finance insistence (and financial incentives)
that the health plans reduce their deficits.’

A new process was introduced for determining which new technologies should be added to the
national health insurance benefits packages. A public commission composed in part of
representatives of the health plans plays a significant role in this process.

The prevalence of supplemental and commercial health insurance coverage has increased
markedly.

There has been much public debate over whether health plans are (or should be) allowed to
constrain their members’ choice of hospital. There has also been much debate over whether the
health plans should be able to determine where their members should receive care — in an
inpatient or an outpatient setting.

All of these changes have influenced the hospital-health plan relationship; many of them will
receive detailed consideration in this report. First, however, we will examine in depth the
development that may have been the most significant: changes in the system of hospital revenue
caps.

2.1 The Hospital Revenue Cap

Israel’s hospital revenue cap was first instituted in 1995, primarily due to concern that the health
plans would be caught in an impossible financial trap. In the early 1990s, hospital activity levels
and revenues from the health plans had increased rapidly. However, the 1994 signing of a financial
rehabilitation agreement by Clalit Health Services implied that the nation’s largest health plan

' There was an additional change in 2000, which we will not emphasize in the body of the paper, which
focuses on 1996-1999. Here, we note that during 2000, the Ministry of Finance created a safety net for
government hospitals, whereby:

If activity in 2000 fell below that in 1999, the hospital could be compensated by the Ministry of
Finance up to the difference between the years™ activity, up to a ceiling of 2.5% of 1999 activity.

If activity in 2000 fell between that in 1999 that in 1999 + 2.5%, the Ministry of Finance would not
intervene.

If activity in 2000 fell between that in 1999 + 2.5% and that in 1999 + 5.0%, the Ministry of Finance
would take all revenue above 1999 + 2.5%.

If activity in 2000 fell above that in 1999 + 5.0%, the Ministry of Finance would take 2.5%.

3



would not have the resources to fund rapid growth in hospital activity. Further, the adoption of the
National Health Insurance Law in 1995 suggested that the ability of all of the health plans to
increase their own revenue would be severely constrained, and that the per capita revenue of the
smaller health plans would decline with the introduction of capitation financing,

The primary objective of the revenue cap was to limit the rate of growth of health plan spending on
hospital services. It sought to do so through two mechanisms: a) direct effects — that is, reduction of
the amount of money the health plans would have to pay hospitals for a given level of utilization (if
their activity exceeded this level); and b) indirect effects — that is, changing the hospitals’
incentives, thereby reducing utilization rates.

During the initial years of the cap’s implementation, uncertainty prevailed regarding several key
issues, such as whether the cap was being applied to individual hospitals or to hospital systems,
whether the cap constituted a temporary measure only, whether research accounts were subject to
the cap, and whether spending in excess of the cap during a given year would be reflected in the
next year’s cap (and if so, how).

In 1995 and 1996, the health plans were totally exempt from paying for services beyond the cap.

The original cap produced the following incentives in the hospital services market:

1. If a health plan knew its use of hospital services would exceed the cap, it had an incentive to
exceed it by a lot, as all activity above the cap was “free”.

2. If a health plan knew its use of hospital services would be below the cap, it had an incentive to
reduce hospital use — at least when this could be done at less than the full hospital rate.

3. If a health plan was unsure whether it would exceed the cap, it would need to engage in complex
calculation to determine whether it would be profitable to increase or decrease its hospital use.

4. Hospitals had an incentive to increase volume up to — but not beyond — the cap.

It is important to note that the cap also affected the health plans’ attitude toward market share. A
100% cap significantly reduced the marginal cost of adding members (that is, the addition of
members who might use hospital services in excess of the cap no longer incurred additional costs
for their health plan). Since approximately 50% of health plan expenditure is on hospital care, and
the marginal cost of adding members had all but been eliminated (at least for rapidly-growing
health plans), an incentive was created to expand market share.

In 1997, two important changes were made in the cap. First, services used in excess of the cap were
no longer free: The health plans were required to pay 50% of the cost of services used in excess of
the cap. Second, there was a change in how the cap itself was set: In 1995-1996, it was a uniform
2% for all of the health plans. In 1997, the cap was set to reflect each health plan’s growth in
membership, and the extent to which it had exceeded the cap the previous year. However, this was
calculated (using national data) such that the national average cap would continue to be 2%. For
example, in 1997, the caps were set as follows: Clalit — 0.8%; Leumit — 6.1%; Maccabi — 5.2%:
Meuhedet — 9.0% (for an explanation of how the cap was set or each health plan, see Appendix I).



While this moderated the extent to which the cap “punished” Clalit for its slow membership growth,
Clalit has remained at a slight disadvantage.

It should be noted that the cap calculated for each health plan was then applied to each hospital
individually (and not as a group or system).?

The differential cap for each health plan, reflecting changes in membership and use of services in
excess of the cap, was preserved through 2000, although the national average cap was reduced from
2% to 1%.

These changes had the following impact on the incentives noted above:

1. The benefits to the health plans of exceeding the cap were substantially reduced, for two
reasons. First, services above the cap were no longer free. Second, cap over-runs one year would
result in a larger cap the following year (albeit not on a one-to-one basis). This would increase
the amount of services for which a health plan would have to pay the full rate during the
subsequent year.

2. The benefits to hospitals of exceeding the cap were substantially increased. While hospitals may
not have increased volume “across the board”, they did increase the volume of those services for
which 50% of the official rate exceeded the marginal costs.’

These changes also introduced a situation whereby each health plan’s cap (and therefore its outlays
for hospital services) would henceforth be influenced not only by its own actions, but also those of
the competing health plans. The more all of the health plans exceeded the cap, the less the cap for
any one of them would increase in the coming year. The smaller the health plan, the more it would
be affected by utilization in excess of or below the cap by the other plans. The larger the health
plan, the more its utilization, whether in excess of or below the cap, would affect the other health
plans.

It should be noted that these changes also had implications for health plan members. The incentive
to expand market share was reduced by the shift from a 100% discount to a 50% discount on
services used in excess of the cap, and by the incorporation of membership growth into the
calculation of the cap for each health plan,

*In 1996, the cap was set differentially across hospitals (for each health plan). Hospitals that experienced
greater cap over-runs in 1995 had their cap increased by a relatively greater percentage in 1996. However,
this practice was not continued thereafter; beginning in 1997, a cap overrun one year did not affect the
extent to which the cap was increased the next year.

* Whether or not a particular service fell into this category depended on two factors: a) the extent to which

the cost of the service were variable; b) the relationship between the full cost of the service and its official
rate.



2.2 Summary

Since 1996, there have been several structural and legal changes — particularly those that enhanced
incentives to hospitals to increase the supply of services — which could have led to increased
utilization and expenditure. Most prominent among these were the increase in the nation’s bed
complement, and the shift from a strict (100%) to a reduced (50%) cap on hospital revenues.

On the other hand, there have also been developments — particularly steps to diminish the demand
for hospital services — that could have decreased utilization and expenditure. Most prominent
among these were the introduction of co-payments for visits to specialists, the continued shift in
market share from Clalit to the other health plans (which use hospitals less intensively), increased
pressure on the health plans by the Ministry of Finance to reduce spending and avoid deficits, and
the reorganization within Clalit, which gave Clalit’s regional managers a greater incentive to reduce
hospital use. The shift from a strict to a reduced cap also increased the incentive for health plans to
constrain hospital use.

Given these conflicting influences, theory alone could not clearly predict whether hospital
utilization and expenditures would increase or decrease following changes in the cap. Accordingly,
this study synthesized data from several sources to empirically track recent changes in each of the
following: hospital inpatient activity; hospital outpatient activity; health plan spending for hospital
services; and hospital revenues. In addition to considering aggregate system-wide changes, the
research team also sought to identify and explain differences over time and among hospitals and
health plans, all of which might also provide insight into the impact of the legal and structural
changes noted above.

3. Hospital Inpatient Activity

This chapter summarizes the year findings from the second year of the study regarding

developments in hospital inpatient activity. It is divided into four sections:

1. Section 3.1 provides an overview of trends in inpatient activity since 1980 (based on the
Ministry of Health’s report, Hospitals and Day Units in Israel).

2. Section 3.2 uses the National Hospitalization Data Base to explore changes in hospital activity
since 1994, by health plan and age group.

3. Section 3.3 uses micro-level data to examine the determinants of hospital admissions in 1997,
and to explore the reasons behind the increase in admission rates between 1993 and 1997 among
the smaller health plans.

4. Section 3.4 examines whether the variation in hospital growth rates can be attributed to the
variation in the growth rates of the health plans and changes in the national bed complement.

3.1 An Overview of Trends in Inpatient Activity
Table 1 presents an overview of the major trends in key dimensions of hospital inpatient activity.
The figures relate to total inpatient activity in general hospitals, and were taken from the Ministry of



Health report Hospitals and Day Units in Israel. The figures indicate annual percentage changes so
as to facilitate the comparison of periods of unequal duration. The Table presents information for
one ten-year period — the decade of the 1980s — and four two-year periods — 1990-1992; 1992-
1994:1994-1996; and 1996-1998. We took special interest in the latter two periods: During 1994-
1996 the full cap prevailed, while during 1996-1998 the 50% cap prevailed.

Note that the Table also presents changes in activity levels from two perspectives: “the hospitals’
perspective” (information on total activity), and “the population’s perspective” (information on

activity per thousand population).

Table 1: An Overview of Trends in Hospital Activity

Annual Percentage Changes
Activity 1980-1990 1990-1992 1992-1994 1994-1996 1996-1998
Discharges 2.9 5 6.5 4.0 3.1
Length of stay -2.5 -2.9 -3.5 3.0 -1.3
Days 0.3 2.5 3.3 0.7 1.8
Beds 0.5 22 1.2 0.9 1557
Occupancy -0.5 1.0 2.1 0.0 0.4
Population 2:1 39 2l 24 24
Rates per Thousand Population
Discharges 0.8 1.2 3.7 1.6 0.7
Length of stay NA NA NA NA NA
Days -1.7 -1.3 0.6 -1.7 -0.6
Beds -1.5 -1.6 -1.4 -1.5 -0.9

We can break down the information provided in the Table as follows:

+ Discharges: Discharges increased by approximately 3% per year during the 1980s. This trend
accelerated in the early 1990s, apparently due in part to mass immigration from the former
Soviet Union. It should be noted that discharges increased particularly dramatically in 1992-
1994, with per-capita discharges increasing by almost 4% annually. (Clearly, this cannot be
ascribed to immigration alone.) In part, this may have been due to expectations that government
hospitals would soon become independent legal entities, responsible for generating their own
revenue. Interestingly, the rate of per-capita discharge declined thereafter, and by 1996-1998
had decelerated to the rate that had prevailed during the 1980s.

* Length of stay: Annual declines in length of stay ranged from 2.5% to 3.5% throughout the
period in question, with the exception of 1996-1998, when there was an annual decline of 1.3%.
It is unclear whether this trend is a response to a particular policy intervention, or simply reflects
the fact that, after decades of rapidly declining lengths of stay, we are approaching a natural
asymptote.

* Days: Per capita, patient days have declined at annual rate of between 0.6% and 1.7% during
most of the periods in question. Here, too, 1994-1996 was anomalous: During that period, days
per capita increased by 0.6% per year.



¢ Beds: Beds per capita declined steadily at a rate of roughly one percent to two percent per year
during all of the periods in question.

¢ Occupancy rates: Occupancy rates changed by one percent or less each year, aside from 1992-
1994 period, when they grew by 2.1% per year.

In short, the years preceding national health insurance were characterized by significant growth in
discharges, due in part to immigration and in part to other factors. Since then, growth has slowed,
but has certainly not dipped below the levels that prevailed in the 1980s. Since national health
insurance, the decline in average length of stay has decelerated, and this has somewhat offset the
impact on patient days of the deceleration in admissions.

Table 2 presents data on the percentage of total admissions accounted for by each major hospital
division. It reveals that, at the division level, there has been remarkable stability in the mix of
hospital admissions. It should be noted, however, that this belies substantial changes within
divisions at the departmental level. A thorough presentation of departmental-level changes can be
found in 1999 edition of Hospitals and Day Units in Israel (Ministry of Health, 2000).

Table 2: Distribution of Admissions across Hospital Divisions (in %)

Division 1994 1996 1998
General internal medicine 25 26 26
Complex internal medicine 7 7 8
General surgery 15 15 15
Complex surgery 17 17 17
General pediatric medicine 8 8 8
Complex pediatric medicine 4 4 4
Maternity and gynecology 22 22 21
Recovery 1 1 1
Total 100 100 100

Table 3 examines changes in the mix of admissions across hospitals, by region. The picture it
presents is also one of stability, with only minor changes in distribution by region over a four-year
period.

Table 3: Distribution of Admissions, by Region (in %)

Region 1994 1996 1998
Jerusalem 13 13 14
North 13 12 12
Haifa 17 17 16
Center 24 27 26
Tel Aviv 21 21 22
South 10 10 10
Total 100 100 100




3.2 The National Hospitalization Data Base: Changes by Health Plan and Age
The National Hospitalization Data Base (NHDB) was developed and maintained by the Ministry of
Health’s Information Division. It contains detailed patient-level demographic and clinical information
on hospital admissions. The analysis presented here for 1994-1998 is based on data from 18 hospitals,
which together account for 87% of hospital admissions. All government and Clalit hospitals and most
large public hospitals are included; data for these years were unavailable for private hospitals and some
of the smaller public hospitals.

The NHDB enables us to track hospital use by health plan and certain demographic characteristics,
such as age, on a yearly basis. Our key objectives in using this data base were to identify how
utilization patterns changed between 1994-1996 (when the full cap prevailed) and 1996-1998 (when
the partial cap prevailed). Our analyses address utilization first by health plan, and then by age.

It should be noted that the NHDB indicates a slight decline in the total admission rate, and that this
is at variance with other sources.

Table 4: Admissions per Thousand Age-adjusted Health Plan Members, by Health Plan and

Year
Health Plan
Year Clalit Leumit Maccabi Meuhedet Total
1994 123 85 75 2 110
1995 125 87 76 72 110
1996 125 88 77 74 109
1997 123 84 74 73 107
1998 124 86 73 73 107
Percentage change 1 2 -3 1 -3

As can be seen in Table 4. in all four health plans, admission rates per thousand age-adjusted
members increased slightly in 1994-1996, and declined slightly thereafter (with the rates for Clalit
remaining well above those of the other three health plans). Table 5 documents the steady decline in
length of stay during both periods among all of the health plans. As a result, hospitalization days per
thousand age-adjusted members declined in all the plans.

Table 5: Age-adjusted Average Lengths of Stay, by Health Plan and Year
Length of Stay in Days by Health Plan

Year Clalit Leumit Maccabi Meuhedet Total
1994 5.1 5.4 50 53 Sl
1995 5.0 5.2 Sl 5.1 5.0
1996 49 551 49 5.1 49
1997 4.7 5.0 4.7 49 4.8
1998 4.7 49 4.7 49 4.7
Percentage change -8 -9 -10 -8 -8




Analysis by age group revealed more variance. As can be seen in Table 6, between 1994 and 1998,
the youngest age group experienced the greatest decline in admission rates (this was predominantly
the result of the decline during 1996-1998), while the oldest age group experienced the greatest
increase in admission rates (again, predominantly as a result of changes during 1996-1998). At this
stage, we do not have a clear understanding of why admission rates grew differentially by age group
or in the two time periods.

Table 6: Hospital Admissions, by Age Group, 1994-1998 (in %)

Age Group 1994-1998 1994-1996 1996-1998
0-4 -12 -3 -9
5-14 -3 3 -6
15-24 2 7 -4
25-34 -6 2 -8
35-44 -6 -2 -5
45-54 -7 -3 -4
55-64 -6 -5 -2
65-74 1 0 1
75 and over 4 0 4
Total -2 0 -3

The analysis of changes in length of stay by age group is even more puzzling (Table 7). Most of the
age groups showed declines in ALOS during both periods, with the decline somewhat more rapid
during the first (1994-96) period. In contrast, for the 0-4 age group there was a major increase in
length of stay for 1994-96 and a major drop in length of stay for 1996-98.

Table 7: Percentage Change in Average Lengths of Stay, by Age Group

Age Group 1994-1998 1994-1996 1996-1998
0-4 35 17 -19
5-14 -6 -3 -3
15-24 -11 8 23
25-34 -6 -6 0
35-44 -8 =5 -3
45-54 -6 -4 2
55-64 =11 -5 -6
65-74 -10 -6 -3
75 and over -9 6 2
Total -8 -4 -4

3.3 The Use of Health Services Survey: Modeling 1997 Admissions

This section is based on data from the Use of Health Services Survey (UHSS) carried out by the
Central Bureau of Statistics in conjunction with the Ministry of Health. The survey is based on a
national representative sample, and encompassed approximately 20,000 individuals in 1993 and
approximately 30,000 individuals in 1997. The resulting data base contains data on health plan
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affiliation, number of hospital admissions, number of visits to hospital-based specialists, number of
visits to various community-based providers, and selected demographic parameters (Central Bureau
of Statistics, 1995b).

In our study, our use of UHSS data had two key objectives:

1. Understanding the determinants of the use of hospital services in 1997, with special attention to
assessing whether the differences among health plans could be attributed to differences in
member characteristics. (For this analysis, we used the full year’s data for 1997.)

2. Assessing whether there were changes in the use of hospital services between 1993 and 1997,
and understanding the reasons for those changes that were found. (For this analysis, we limited
ourselves to data from the first quarter of both 1993 and 1997, as the 1993 data set included data
for that quarter only.)

The following section focuses on the first of these two objectives. We first examine admissions, and
then visits to hospital-based specialists.

3.3.1 Modeling 1997 Admissions

As can be seen in Table 8, in 1997 the admission rate for the population as a whole was 145 per
thousand population. There were statistically significant differences among health plans: the
admission rate was highest in Clalit (163), and lowest in Meuhedet (112).

The variable “admissions” was far from normally distributed. Consequently, ordinary least squares
was not an appropriate tool for modeling the factors that influence admissions. In keeping with the
professional literature, we focused our analysis on a related dichotomous variable, which indicated
whether a respondent was admitted at least once during the six-month study period.*

Table 8: Inpatient Hospital Use, by Health Plan, 1997

Admission Percentage Ever ~ Admissions per Person
Health Plan Rate Admitted Ever Admitted
Clalit 163 6.1 2.0
Leumit 120 4.9 2.4
Maccabi 113 4.6 2.3
Meuhedet 112 4.7 2.4
Total 145 5.6 2.6

* We would note that the admission rate is essentially the product of that percentage of the sample that was
admitted at least once during the study period, times the average number of admissions among those
people who were admitted at least once. As can be seen in Table 1, almost all of the variation in admission
rates among health plans can be attributed to variance in the variable “ever admitted”; variance in the
variable “admissions per person admitted” played a lesser role. We would also note that, as with the
admission rate, the variable “ever admitted” was highest in Clalit and fairly similar in the other three health
plans.
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This variable lent itself to logistic regression analysis, which we conducted to explore the extent to
which differences among the health plans could be attributed to differences in the socio-
demographic mix of their members. An overview of these socio-demographic differences is
presented in Table 8a.

Table 8a: Inpatient Hospital Use, by Health Plan and Selected Socio-demographic
Characteristics, 1997 (in %)

Health Plan
Variable Clalit Leumit Maccabi Meuhedet Total
Age group
0-4 9 11 g 12 10
5-14 20 24 19 22 21
15-24 14 14 14 18 15
25-34 12 15 21 16 15
35-44 13 15 14 14 13
45-54 191 9 10 10 11
55-64 8 6 6 5 7
65-74 8 5 3 3 6
75 and over 5 3 2 2 4
Chronic illness
Hypertension 9 7 5 5 8
Heart disease 3 2 1 1 3
Diabetes 4 2 2 2 3
Asthma 3 3 3 3 3
Stroke 1 0 0 1 1
Back pain 4 3 2 4 3
Cataract 4 2 2 4 3
Glaucoma 1 1 0 1 1
Cancer 1 1 1 1 1
Region
Jerusalem 9 15 4 30 10
North 23 19 7 10 18
Haifa 15 9 13 10 14
Center 21 18 23 25 22
Tel Aviv 16 22 39 13 21
South 14 13 13 10 13
Judea and Samaria 2 y 2 4 2
New immigrants 7 17 16 13 10
Jews 76 82 94 85 81

The logistic regression analysis was carried out in stages; the results are presented in Table 9. The
first model included only the health plan dummy variables among the independent variables. Clalit
was used as the reference group, the odds ratios for all three of the other plans were less than 1.0,
and all of these differences were statistically significant at a level of .05.
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A set of age group dummy variables (using the age group 25-34 as the reference group) were
included in the second model. The coefficients for most of these age dummy variables were
significant, and the odds ratios were in the expected directions (e.g., less than one for youth, and
greater than one for the elderly).

Table 9: A Logistic Regression of Inpatient Hospital Use, by Selected Socio-demographic
Characteristics (Dependent Variable: “Ever Admitted to the Hospital”)’

Variable Model 1 Model2 Model3 Model 4 Model 5 Model 5a  Model 6
Health plan ¥

Meuhedet 0.76"" 0.91 0.93 0.95 0.98 1,04 1.04
Leumit 0.79 0.88 0.89 0.89 0.93 0.90 0.90
Maccabi 0.75 0.83 0.87 0.92 0.96 1.03 1.03
Age group

0-4 0.79 0.79 0.78 0.75 0.78 0.78
5-14 0.29 0.29 0.29 0.28 0.31 0.31
15-24 0.41 0.42 0.42 0.42 0.52 0.52
35-44 0.68 0.65 0.65 0.66 0.79 0.79
45-54 0.68 0.59 0.59 0.60 0.61 0.61
55-64 1.17 0.79 0.81 0.84 1.05 1.06
65-74 2.01 103 1.18 .22 1.54 1.05
75 and over 3.32 1.54 1.61 1.67 2.13 2.13
Chronic illness

Hypertension 4.01 3.98 3.99 4.02 3.98
Diabetes 1.69 1.68 1.67 1.39 1.39
Asthma 1.93 1.94 1.93 1.91 1.90
Stroke 2.26 2.25 2.22 2.41 2.42
Back pain 1.09 1.08 1.06 0.90 0.90
Cataract 1.64 1.63 1.63 1.61 1.61
Glaucoma 0.86 0.86 0.87 0.85 0.85
Cancer 3.73 3.82 3.82 3.43 3.44
Region

Jerusalem 1.11 ] i 1.16 1.01
North 1.36 1.37 2.18 2.05
Haifa 097 0.98 1.04 1.04
Center 1.03 1.04 1.01 1.00
South 0,97 1.02 19, 1.18
Judea and Samaria 1.21 1.22

New immigrants 0.73 0.73 0.73
Jews 0.98 1.08 1.09
Distance to a hospital

Any hospital 0.88
Clalit-owned hospital 1.07

“Source: Central Bureau of Statistics’ Use of Hospital Services Survey, 1997.
Odds ratios are bold if significant at .05.
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Note that as a result of the addition of age variables, the odds ratios for the health plan dummy
variables remain less than one, but — with the exception of Maccabi — do not become significant.
For example, the odds ratio for Meuhedet increased from .76 (significant) to .91 (not significant).
This can be interpreted to mean that this data set cannot be used to support the hypothesis that there
were differences in hospital use rates among Clalit, Leumit, and Meuhedet in 1997, beyond those
that may be attributed to differences in age mix. (Note that the 1993 data set did reveal inter-health
plan differences beyond those attributable to age.)

In subsequent runs we added, in stepwise fashion, chronic illness variables (model 3), region
variables (model 4), and variables indicating religion and immigration status (model 5).

The odds ratios for all of the health plans became closer to one with each step in the regression. A
particularly large step in that direction was noted in the move from model 4 to model 5, during
which the variables regarding immigration status and religion were added. Note that with the
addition of variables in models 3 through 5, the odds ratios for Meuhedet and Leumit continue to be
not significant. The coefficient for Maccabi becomes not significant in the move from model 3 to
model 4 — that is, with the addition of region variables.

In model 5, several of the age variables, most of the chronic illness variables, the “northern region”
dummy variable (OR 2.0), and the “new immigrant” dummy variable (OR = .7) proved to be
statistically significant.

Model 6 explored the effect of the distance to the nearest hospital (irrespective of ownership) and
the distance to the nearest Clalit-owned hospital on the likelihood of being admitted to a hospital.
Distances were computed using the geographic coordinates of the locality in which the respondent
resided and the geographic coordinates of the hospital(s). “Distance to the nearest hospital” was
dichotomous, taking on the value 0 if a hospital existed in the same locality as a respondent’s place
of residence, and a value 1 if it did not. “Distance to the nearest Clalit-owned hospital” had three
values: 1 if the distance from the respondent’s place of residence was less than 10 kilometers, 2 if
the distance was 10-20 kilometers, and 3 if the distance was over 20 kilometers.

Note that the distance variables had missing values in half of the observations, as the data set
included the settlement’s name only if it had a population of over 50,000. (The figures in Table 3
should therefore be considered with some skepticism.)

We also explored the effect of adding these variables to the final model (model 5) by running
regressions twice: once for the full sample, and a second time for respondents who were members
of Clalit. We did this as we hypothesized that “distance to the nearest Clalit-owned hospital” might
have more of an impact on members of Clalit than on members of other health plans. As can be
seen, in both runs the distance variables did not emerge as statistically significant, nor did their
addition have any marked impact on the odds ratios for the other variables.
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To further explore the relationship between the likelihood of admission to a hospital and the
distance variables, we also ran a series of stepwise models where the first set of variables to be
entered were the distance variables. Here we found that when the distance variables were the only
independent variables, the “distance to the nearest hospital” variable was significant in the
hypothesized direction (i.e. the further a person lives from a hospital, the smaller his likelihood of
being hospitalized). However, the addition of region variables rendered the distance variables not
significant (still in the hypothesized direction).

3.3.2 Modeling the 1993-1997 Change in Admissions

The UHSS data were also used to explore whether there were changes in the use of hospital services
between 1993 and 1997, and to gain insight into the reasons for any such changes. As noted, we
limited ourselves to analyzing data from the first quarter of these two years, as the 1993 data set
includes data for that quarter only.

Table 10 indicates that the annual rate of admissions per thousand population increased only
slightly from 1993 to 1997 — from 140 to 147. As can be seen in the Table, the admission rate
increased markedly in the smaller health plans, but remained stable in Clalit. In 1993 and 1997
Clalit had the highest rate of admissions, but the increase in admission rates in the other health plans
significantly narrowed the gap between them and Clalit. Differences in admission rates by health
plan were statistically significant in 1993, but not in 1997. It should also be noted that the change
between these two years was statistically significant within Meuhedet, but not within Leumit and
Meuhedet (perhaps due to sample size limitations).

Table 10: Rates of Admission to the Hospital, by Health Plan

Year Total Clalit Leumit Maccabi Meuhedet
1993 0.14 0.16 0.12 0.09 0.07
1997 0.15 0.16 0.16 0.13 012
Percentage change 0.01 0.00 0.04 0.04 0.05

"Source: Central Burcau of Statistics” Use of Hospital Services Surveys, 1993 and 1997.

We next sought to explore whether the changes that occurred in the smaller health plans were
attributable to changes in member demographics. To try to overcome sample size limitations, we
grouped the three smaller health plans together. Also, as indicated in the previous section, our
multivariate analysis could not use “admissions” as the dependent variable, as this variable is far
from normally distributed. Instead, we ran a series of logistic models using “ever admitted to the
hospital” as the dependent variable. The values taken by this variable in the two quarters under
consideration are presented in Table 11. Note that, as in the case of admission rates, this variable
also increased significantly between 1993 and 1997 in each of the smaller health plans.
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Table 11: Percentage of People Ever Admitted to the Hospital, by Health Plan

Year Total Clalit Leumit Maccabi Meuhedet
1993 47 3.0 54 3.7 33
1997 6.0 52 6.2 7.1 5.9
Percentage change 1.3 2.2 0.8 3.4 22

“Source: Central Bureau of Statistics” Use of Hospital Services Surveys, 1993 and 1997.

We used logistic regression analysis to explore whether the change between 1993 and 1997 in the
rate of admission to hospitals in the smaller health plans was due to changes in the socio-
demographic mix of respondents and/or the to the distribution of respondents across health plans.
Data from both years were pooled, and a dummy variable was created to indicate the year 1997.
Using a stepwise procedure, we explored the effect of adding additional variables to the model on
the coefficient for that dummy variable (and its level of significance).

Table 12: A Logistic Regression Explaining the Dummy Variable, “Ever Admitted to the

Hospital
Variable Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Data for 1997 1.31 1.36 1.33 1.39 1.38 1.39
Health plan
Meuhedet 0.65 0.79 0.80 0.79 0.81
Leumit 0.80 0.88 0.90 0.90 0.93
Maccabi 0.73 0.83 0.86 0.90 0.92
Age group
0-4 1.33 1.32 1.30 1.27
5-14 0.37 0.37 0.37 0.36
15-24 0.42 0.42 0.42 0.42
35-44 1.01 0.98 0.99 0.99
45-54 1413 0.98 0.98 0.99
55-64 2.16 1.52 1.54 1.58
65-74 2.99 1.76 1.80 1.85
75 and over 4.33 2.61 2.68 2.76
Chronic illness
Heart disease 3.78 3.79 3.80
Diabetes 1.91 1.91 1.89
Asthma 2.46 2.45 2.42
Region
Jerusalem 125 1.25
North 1.19 1.16
Haifa 0.97 0.97
Center 112 115 2]
South 1.18 1122
Judea and Samaria 0.93 0.94
New immigrants 0.80
Jews 0.92

"Odds ratios are bold if significant at .05.
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As can be seen in model 5 in Table 12, several of the variables representing immigration status, age,
and chronic illness had an independent, statistically significant impact on the dependent variable.
However, the coefficient of the dummy variable representing the year of the survey was hardly
affected by the addition of these other variables to the model.

We also explored whether the change between 1993 and 1997 was significantly different across
health plans by introducing year-health plan dummy variables. None of these proved to be
statistically significant. This implies that the changes between 1993 and 1997, which were noted
above, affected all of the health plans to roughly the same extent.

3.4 Admission Growth and Feeder Populations

There was significant variance among hospitals in the percentage increase in admissions between
1993 and 1997. Of the 26 general hospitals with over 150 beds, six experienced an increase in
admissions of over 30%, while five experienced an increase in admissions of less than 10%.

We conducted a small exercise to explore the extent to which this variance could be attributed to
differences in population growth rates across regions — which varied markedly during this period
(see Figure 1). In other words, we wondered whether some hospitals grew more than others simply
because they served regions that experienced above-average population growth. For example, the
age-adjusted’ population in the south grew by over 20%, while that in the Tel Aviv region grew by
less than 3%.

Figure 1: The Growth in the Age-adjusted Population, by Region, 1994-1998

Judea & Samaria
South

Tel Aviv

Center [

Haifa

North

0% 10% 20% 30% 40% 50%

* Note that we used age-adjusted rather than simple population figures, as shifts in age composition can have
a significant effect on resource consumption.
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In order to conduct this exercise, we needed the distribution of places of residence of the patients in
every hospital. We originally hoped to use the NHDB, which contains such information for almost
all of the hospitals in Israel. Unfortunately, the NHDB did not authorize the use of patient residence
information on a hospital-specific basis.

Our second choice was to utilize residence information from a 1995 JDC-Brookdale Institute multi-
hospital patient survey, which involved over 200 patients in each of 18 general hospitals in Israel.®
As can be seen in Figure 2. we found substantial variability — between 5% and 37% — in the
percentage increase in admissions between 1994 and 1998 even within this subset of Israeli
hospitals.

Figure 2: Trends in Activity: Annual Percentage Change for an Aggregate of Nine
Government Hospitals
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Table 13 displays the actual observed percentage increase in admissions (from the Ministry of
Health’s Hospital and Day Units in Israel), along with the increase that would have been predicted
based on population growth and aging alone. It shows that while there is some relationship between
the two variables, it is not a simple one. In some hospitals, the rate of admission increased by less
than 70% of the increase in their feeder populations, while in other hospitals the rate of admission
increased by more than 170% of the increase in their feeder populations.

This picture was confirmed by a regression analysis in which the percentage increase in admissions
served as the dependent variable, and the percentage increase in feeder population served as the
independent variable. The coefficient for “feeder population growth” was positive, but not

® This data source is inferior to the NHDB in two respects: it does not include all hospitals, and the analysis
is based on only a sample of patients.
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statistically significant, and the model explained only 16% of the variance in admission growth.
Interestingly, the addition of the variable “growth in beds” increased the R-squared from 16% to
30%, although neither of the coefficients was significant at the .10 level. The subsequent addition of
a dummy variable representing hospital ownership further increased the R-squared to 41%;
nevertheless, none of the coefficients was significant at the .10 level.

Table 13: The Growth in Rates of Admission and Feeder Populations, by Hospital, 1994-1998
Percentage Increase

Hospital in Admissions Feeder Population Ratio
A 5 14 03
B 8 12 0.7
C 9 9 1.0
D 13 21 0.6
E 13 14 1.0
F 14 13 | 1301
G 16 i 1.0
H 18 17 1.1
I 18 12 1.6
J 21 19 1.1
K 22 12 1.9
L 24 14 157
M 34 14 24
N 37 21 1.8

3.5 Summary

As indicated in the first year report, the surveys conducted in 1993 by the Central Bureau of
Statistics (CBS) and the Ministry of Health found that Clalit’s admission rate was markedly higher
than that of any other health plan. Member characteristics such as age and health status accounted
for less than half of the 1993 inter-plan differential.

During the second year of this project, the CBS’s UHHS for 1997 was used to explore whether
inter-plan differences had shrunk or expanded since 1993. No clear prior hypothesis had been
formulated regarding this. On one hand, the relative deterioration in the smaller health plans’
financial situation might have been expected to cause them to take measures (independent of the
cap) to restrict hospital use, further widening the inter-health plan gap in admissions. On the other
hand, Clalit’s institution of a purchaser-provider split and its “catch-up” introduction of hospital
utilization controls (which had been instituted by the other health plans prior to 1993) could have
led to reduced hospital use in Clalit, thereby narrowing the gap.
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This study found that between 1993 and 1997, rate of admission rose markedly in all of the health
plans except for Clalit, where it remained stable.” Multivariate analysis suggests that the increase in
admission rates cannot be attributed to changes in the socio-demographic composition of the
memberships of the smaller health plans. At the same time, it should be noted that also according to
the 1997 survey, a large gap remained in the rate of admission in Clalit and the other health plsms.8
However, this gap was largely due to differences in the age and health status mixes in each health
plans.

The Ministry of Health’s Hospitals and Day Units in Israel revealed substantial variation in
admission growth rates across hospitals in recent years. The project team used information from a
JDC-Brookdale Institute survey of hospital use to identify the service areas of individual hospitals,
and then explore whether the hospitals that grew most rapidly did so because they served those
regions that experienced the most rapid growth in population. The team found that differences in
population growth across market areas accounted for less than half of the variation in hospital
admission growth. Other significant explanatory factors included differences across hospitals in the
extent of bed expansion.

Data from Hospitals and Day Units in Israel also revealed a major increase in both absolute and per
capita hospital admissions prior to the introduction of national health insurance; this growth began
to decelerate in 1995, and decelerated further in 1997. It is tempting to attribute these changes
(particularly the former) to the introduction of the hospital revenue cap and/or of national health
insurance. However, there is no conclusive proof that these policy changes were the cause of the
deceleration. In particular, it should be noted that the most recent growth rates are similar to those
that prevailed in the 1980s, well before the introduction of the revenue cap.

4. Hospital Outpatient Activity

This chapter reports the second year’s findings regarding hospital-based outpatient care. It is

divided into three sections:

1. Section 4.1 employs a variety of data sources to explore the extent and nature of changes in
the locus of outpatient specialty care in Israel.

2. Section 4.2 provides a summary of changes in the locus of outpatient care in selected
countries (see also Appendix III).

3. Section 4.3 uses micro-level data to examine the determinants of visits to hospital-based
outpatient specialists in 1999, and to explore the reasons behind the rapid decline in the
frequency of those visits in the smaller health plans between 1996 and 1999.

’ This finding is somewhat at variance with data from the NHDB, which indicates that between 1994 and
1998 the health plans hardly differed in patterns of change in both average lengths of stay and admissions
per member. However, it should be noted that this finding is limited by incomplete coverage in 1994.

¥ Health plan financial data for 1996-1999 also indicate far higher spending on inpatient care by Clalit than
by the other health plans.
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4.1 The Changing Locus of Outpatient Specialty Care

4.1.1 Background

In recent years, the prevailing perception in Israel has been of a significant shift in outpatient
specialty services from hospitals to the community. This purported shift has been attributed
primarily to a desire on the part of health plans to reduce their expenditures for specialty services
and, to a lesser extent, to health plans’ desire to increase their competitiveness by improving the
level of specialty care services.

Many health plan managers believe that community-based specialty care is less expensive than
hospital-based care. In part, this is because reimbursement rates for hospital-based care are
determined by a government-mandated fee schedule, which is universally acknowledged as being
“overpriced”. That is to say, the official rates for hospital outpatient visits and procedures are
believed to be in excess of the full resource costs to hospitals, and well in excess of the marginal
costs to hospitals. Moreover, not only are the rates considered to be in excess of true costs across
the board, they are considered to be particularly excessive for certain procedures. It is therefore not
surprising that health plans have sought less expensive, community-based alternatives, either
providing the services on their own or purchasing them from community-based vendors.

The hospitals realize that excessive outpatient rates are detrimental to their interests. Accordingly,
they have asked the government to lower outpatient rates, while contemporaneously increasing the
rates for intensive care units (which the hospitals have argued are well below true costs). These
changes have been blocked by the Ministry of Finance, which opposes increasing the rates for
intensive care units — an area in which hospitals face no competition from the community.

Health plan managers also prefer community-based provision of services, because this gives them
more control over the health services delivered to their patients. According to the current rules of
the game, once a health plan has given a member a referral to a hospital outpatient department, the
hospital has carfe blanche to conduct whatever consultations and procedures it deems necessary,
and to bill the health plan accordingly.

In an effort to stem the feared exodus of outpatients from hospitals, the government and the
hospitals undertook a number of measures. Most significantly, in 1995, the government imposed a
hospital revenue cap. This cap stipulated that health plans would not have to pay — at all — for
increases in activity levels above a pre-determined ceiling. This arrangement was modified in 1997:
Instead of receiving all services above the cap for free, the health plans would now get a 50%
discount on services above the cap. Clearly, the original cap gave health plans a significant
incentive to shift services from the community back to the hospital or, at the very least, to stop
shifting services from the hospital to the community.” Although not eliminated in 1997, these
incentives were weakened by the shift to a 50% cap. The effect of the altered cap would appear to

? At the least, this was true of health plans that expected their activity levels to exceed the cap. It was not true
of Clalit, whose cap was high relative to expected changes in its membership size (Rosen et al., 1999).
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depend in part on the extent to which community-based providers could offer an alternative to
hospital outpatient services at rates at or below half of the official hospital outpatient rates.

Hospitals did not rely on the cap alone to stem the flight of patients from their outpatient
departments. Rather, they developed and marketed new outpatient services that did not have
substitutes in the community. In addition, they attempted to make contractual agreements with the
health plans to provide certain outpatient services at a discount, in return for the health plans’
commitment to purchase a set volume of services from the hospital. Most of these agreements dealt
with specific services (e.g., CT scans), but some agreements were broader (e.g., Hadassah
Hospital’s agreement with the Jerusalem region of Maccabi Healthcare Services).

Additional developments in Israel’s health system may also have had implications for the hospital-

community split in specialty services. These included the following:

¢ The introduction of a buyer-seller relationship (to some extent) between regions and hospitals
within Clalit Health Services. While such arrangements existed even when Clalit purchased
services from government hospitals, it did not exist with regard to Clalit’s use of care in its own
hospitals. This change may have increased the incentive to and ability of Clalit’s regional
managers to shift specialty care from the hospital to the community.

¢ The introduction of a new reimbursement scheme for ambulatory specialty care between
Clalit-owned hospitals and Clalit’s regions.'’ This scheme increased the incentive to hospitals
to take costs into account when prescribing treatments and making referrals for Clalit’s
(out)patients. Consequently, it probably reduced the incentive for Clalit’s regional managers to
shift care from to the community. As such, the new reimbursement scheme may have offset
somewhat the effects of buyer-seller relationship within this health plan.

¢ The overall financial situation of the health plans. In brief, the introduction of national health
insurance in 1995 greatly improved the financial situation at Clalit, and worsened the situation
of Maccabi and Meuhedet. In the years that followed, per capita revenues to the health plans
declined, while per capita expenditures increased (particularly in Clalit), leading to large and
growing deficits. The year 1998 was a watershed year, as major new funds were allocated to the
health system while the health plans used a variety of measures to reduce their per capita
membership. Through these means, by 1999 the annual deficit had been considerably reduced.

¢ The introduction of co-payments for visits to specialists in 1998. The co-payment was typically
NIS 15 for a visit to a community-based specialist, and NIS 20 for a visit to a hospital-based
specialist. This may have induced some patients to visit primary care practitioners rather than
specialists and, to a lesser extent, induced those who did seek a specialist to prefer one in the
community.

' At the time, only Jerusalem's voluntary hospitals operated private medical services (“SHARAP”), whose
legality was not in dispute. Some government hospitals offered similar arrangements, whose legality was
hotly contested.
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¢ The growth of supplemental and commercial health insurance coverage. This may have
increased the visits to “private” specialists, both in the community and in hospitals (e.g., the
SHARAP arrangements).

¢ The growing preference of specialists to work in the community. This appears to be due in part
to the greater number of jobs offered by the health plans and their improved compensation
packages.

Despite the widespread perception of an exodus of specialty services from the hospitals to the
community and the significant efforts of both government and hospitals to stem it, little has been
done at the national level to document and study the current locus of outpatient specialty care."’
This study constitutes the first attempt to summarize the magnitude and nature of the shift from
hospital to community settings, using a variety of sources. 2

Specifically, we wished to answer the following questions:

1. How has the rate of visits to specialists in general, and hospital-based specialists in particular,
changed over time?

2. What changes have taken place in the extent to which specialists are visited in hospitals? Have
these changes been uniform across age groups, regions, and health plans?

3. Have hospitals experienced drastic changes in the number of visits to their specialty clinics?

4. What changes have taken place in the health plans’ expenditures for hospital-based specialty
care?

5. Has there been a change in how health plans divide their spending for hospital versus
community services?

We were particularly interested in whether there were important differences between 1995-1996
(when the full cap was instituted) and the period after 1996 (when the partial cap was instituted).

4.1.2 Overview of the Data Sources

Our analysis draws on three data sources:

a. The health surveys of the Central Bureau of Statistics.

b. The activity reports of government hospitals.

c. The health plans’ financial records and audited financial statements.

Technical information on these data sources will be presented below. This section presents an
overview of how each data source was used to answer the above questions, and describes how these
data sources relate to one another.

" In their excellent article, Shalmon et al., (1997) conduct a conceptual discussion of probable advantages
and disadvantages of hospital versus community settings for outpatient specialty services.

“ In a related study, Nirel and Shirom (forthcoming) explore the implications of the shift in the locus of
delivery of specialty services for the work life and organizational loyalties of specialists.
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The health surveys of the Central Bureau of Statistics (CBS) provides a population-based
perspective, including information about changes in visitation rates per thousand population. It was
also our best source of direct information on changes in the hospitals’ share of ambulatory specialty
care (questions 1 and 2 above).

The activity reports of government hospitals address the issue from an entirely different perspective.
As they are not population-based, they cannot yield information on visitation rates, but rather report
only on what transpires in the hospitals. Consequently, they also cannot provide definitive
information on the balance between hospital and community provision of outpatient specialty care.
However, they are an excellent source of information on whether outpatient department volume has
declined, at least as in government hospitals (question 3 above).

The picture was rounded out by data from a “third party” — the health plans, Health plan financial
data were used to explore changes in health plan expenditures for hospital-based specialty care
(question 4 above), as well as in the division of health plan spending for specialty services between
hospitals and the community (question 5 above).

a. The Central Bureau of Statistics’ health surveys: physician visits per thousand population

The most recent Central Bureau of Statistics (CBS) health survey for which data are available was
carried out in 1997. It involved a national representative sample of approximately 30,000 persons,
with interviews spread evenly throughout the calendar year. The previous survey was carried out in
1993, involved a sample of approximately 20,000, and was restricted to the first quarter of that
calendar year. In this analysis, we were primarily interested in identifying the changes that had
taken place between 1993 and 1997; consequently, our analysis of 1997 data focused on the first
quarter of that year. This improved the comparability of the data, but significantly reduced the
effective sample size for 1997 — from roughly 30,000 to roughly 7,500. To ensure comparability,
the analysis for both years excludes residents of kibbutzim and East Jerusalem, who were not
included in the 1993 survey.

As can be seen in Table 14, between 1993 and 1997, the rate of visits to hospital-based specialists
declined dramatically — by 69%. Apparently, this was due in part to a 39% decline in the rate of
visits to all specialists, and in part to a decline — from 23% to 12% — in the proportion of specialty
visits that took place in hospitals. It should be noted that the rate of visits to community-based
specialists also declined during this period, by 29%.

We shared these findings with health plan managers. It was their impression that there had been a
significant downward trend in visits to hospital-based specialists, but suggested that this decline had
been less dramatic than implied by the CBS data. Interestingly, one manager suggested that when a
patient visits a hospital-operated clinic in the community, the health plan and the hospital view it as
a visit to the hospital, but the patient may view it as a visit to a community-based provider.

24



Table 14: Quarterly Specialist Visits per Thousand Population

1993 1997
Standard Standard Percentage
Visits Error Visits Error Change
All specialists 580 19 352 25 -39
Community-based specialists 435 16 310 23 -29
Hospital-based specialists 134 11 41 10 -69
Specialist visits in hospitals (in %) 23 12

A multivariate analysis was conducted to explore whether the decline in the likelihood of visiting a
hospital-based specialist between 1993 and 1997 could be attributed to changes in the distribution
of respondents across health plans, regions, and age categories. It was found that only a very small
proportion of the decline could be attributed to these changes in the composition of the population.

Table 15 places the findings on specialist visits in the broader context of all physician visits (i.e. to
both primary care physicians and specialists). Total visits to physicians per thousand population
declined by 24% — less than the 39% decline in specialist visits. Visits to primary care physicians
dropped by 19%. The share of visits to specialists among visits to all physicians decreased from
23% to 18%.

In other words:

* There was a large drop in total visits to physicians between 1993 and 1997.

+ The share of specialist visits in total physician visits decreased only slightly.

¢ The share of visits to hospital-based specialists among visits to all specialists declined
significantly.

Table 15: Quarterly Physician Visits per Thousand Population

1993 1997
Standard Standard Percentage
Visits  Error Visits Error Change
All physician visits 2,510 45 1,910 53 -24
All primary care physician visits 1,934 37 1,576 46 -19
All specialist visits 580 19 352 25 -39
Specialist visits as a percentage of
all physician visits 23 18

As can be seen in Table 16, we found some interesting differences among health plans in their
reliance on specialists as a source of medical care. Clalit relied least on specialists in 1993. Between
1993 and 1997, the reliance on specialists decreased in all of the health plans.
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Table 16: The Share of Specialists in All Physician Visits in 1993 and 1997, by Health Plan

Health Plan 1993 1997 N
Clalit ol 17 16,163
Leumit 25 19 2,102
Maccabi 28 22 4,481
Meuhedet 29 20 2,033
Total 23 18 24,778

We also found the following key differences among population sub-groups in 1997:

¢ (Gender: Women relied more heavily on specialists than did men (27% versus 19%).

* Religion: Jews relied more heavily on specialists than did non-Jews (26% versus 13%).

¢ Immugration status: Recent immigrants relied more heavily on specialists than did non-
immigrant Israelis and less recent immigrants (29% versus 23%).

* Age group: People ages 25-34 age group had the highest percentage of specialist visits (42%),
while those ages 0-4 had the lowest percentage of specialist visits (6%).

* Region: Tel Aviv had the highest percentage of specialist visits (28%), followed by Haifa
(26%), while the northern region had the lowest percentage of specialist visits (18%).

¢ Educafion: People with higher education (that is, post-secondary) had a higher percentage of
specialist visits (28%) than did people with less education (20%).

Changes in the locus of specialty care by age group, region, and health plan

Table 17 presents health plan-specific data from the CBS health surveys regarding the percentage of
visits to specialists that took place in hospitals. The figures for 1993 are consistent with our finding
that Clalit relied most on hospital-based specialty care at that time, and Maccabi the least. The
figures for 1997 indicate a decline in three of the health plans’ reliance on hospitals for specialty
services, the exception being Maccabi, whose reliance on hospital-based specialty care remained
unchanged.

When we shared these findings with health plan managers, they in turn shared important
observations. Maccabi managers indicated that they, too, had shifted their reliance from the hospital
to the community, but prior to 1993. Clalit managers noted that they had the highest rate of visits to
hospital-based specialist, primarily because they have the lowest rate of visits to community
specialists. They conceded that their ownership of hospitals may have contributed to this, as well.

Table 17: The Share of Visits to Hospital-based Specialists among All Visits to Specialists in
1993 and 1997, by Health Plan

Health Plan 1993 1997 N
Clalit 30 14 16,151
Leumit 17 14 2,102
Maccabi 8 8 4,479
Meuhedet 15 6 2,037
Total 23 12 24,769
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We also found the following key differences among population sub-groups in 1997:

*

Gender: The percentage of visits to hospital-based specialists was higher among men than
among women (17% versus 14%).

Religion: Non-Jews were more likely than Jews (25% versus 14%) to receive specialty care in a
hospital (perhaps due to a shortage of community-based specialists in the Arab sector).
Immigration status: The percentage of visits to hospital-based specialists was almost identical
for recent immigrants and less recent immigrants and Israelis (14% versus 15%).

Age: People age 75 and over relied most heavily on hospitals for specialty care (30%), while
children newborn to age four relied least on hospitals for specialty care (9%). It has been
suggested that the shift to community-based specialists has been least marked among the elderly
in part because their general medical condition often requires hospital-based care, and in part
because they are less willing to disrupt long-standing relationships with hospital-based
physicians who are familiar with them and their chronic illnesses.

Region: Reliance on hospital-based specialists was greatest in the northern region (20%),
followed by Jerusalem (19%), while Haifa (13%), Tel Aviv (12%), and Judea and Samaria
(11%) had lower reliance on hospital-based specialists. The southern region experienced the
largest drop in hospital-based specialist visits, which may be attributed to the opening of
specialty clinics in the Bedouin sector, as well as the shift of many residents of the south from
membership in Clalit to membership in Maccabi. Jerusalem’s reliance on hospital-based
specialists, though relatively high, was less than it had been in the past — primarily due to
Clalit’s efforts to develop community-based alternatives to hospital services.

Education: People with less education (up to elementary school) were more likely to rely on
hospitals for specialty care (17%) than were people with higher education (14%).

Tables 18 and 19 illustrate the reliance on hospital-based specialists by age group and region.

Table 18: The Share of Visits to Hospital-based Specialists of All Visits to Specialists in 1993

and 1997, by Age Group

Age Group 199381997 Percentage Change N
0-4 20 0 -20 2,199
5-14 18 8 -10 5,298
15-24 26 8 -18 4224
25-34 23 16 -7 3,671
35-44 21 0 21 3,460
45-54 24 12 -12 2,490
55-64 25 11 -14 1,866
65-74 22 18 -4 1,564
75+ 3 25 -6 962
Total 23 12 -9 25,734
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Table 19: The Share of Visits to Hospital-based Specialists of All Visits to Specialists in 1993
and 1997, by Region

Region 1993 1997 Percentage Change N
Jerusalem 32 16 -16 2,108
Tel Aviv 21 14 -7 5,901
Center 21 9 -12 6,014
North 27 17 -10 4,447
South 42 14 -28 2,887
Haifa 16 15 51 3,660
Judea and Samaria 18 21 3 707
Total 23 12 -11 26,124

Note that the shift to community-based specialists was particularly pronounced among people ages
35-54, and in the Jerusalem and southern regions.

b. Government hospital activity reports: outpatient department visits

The second data source we examined was government hospital activity reports. Unlike the CBS
data, these data only cover what happened in government hospitals; information about community-
based services is lacking, as is information about the activity in hospitals not owned by the
government. While government hospitals account for roughly half of the nation’s hospital capacity,
they do not constitute a representative sample. On the other hand, the government hospital’s activity
reports are not based on samples or estimates. Furthermore, unlike the CBS surveys, which do not
distinguish among hospitals, these activity reports reflect the variability among hospitals.

Figure 3 summarizes the annual percentage change in volume in key areas of activity during two
periods 1995-1996 (when the full cap was in effect), and 1997-1999 (when a partial cap was in
effect).

By presenting data on the annual percentage change, the data for these two periods become
comparable, even though that the former is a two-year period and the latter a three-year period. It
should also be noted that annual rate of population growth — roughly 2.5% — was very similar
during both periods.

As can be seen in Figure 3, during the latter period, activity levels for admissions, emergency room
visits, and outpatient department visits increased much more slowly than they had during the first
period. Only in the case of surgery did the rate of increase in activity levels remain the same during
both periods.

As we were especially interested in the annual change in the number of outpatient department visits,
we explored the variation in this parameter across hospitals. Figure 3 presents the findings for 1994-
1996, and indicates that while all of the hospitals experienced an increase in outpatient visits, the
annualized rate of increase ranged from 1% to 10%. Figure 4, which covers 1996-1999, depicts an
even more interesting picture: While one hospital experienced annual increases of over 12%, all of
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the other hospitals ranged from a decline of 4% to an increase of 3%. As yet, we have no
explanation for the unusually large increase in the one hospital.

The government hospital activity reports reveal significant variation in outpatient department
growth rates among hospitals during both periods (1995-1996, and 1007-1999). Moreover, they
indicate that there has not been a wholesale abandonment of hospital outpatient departments, at
least in the government hospital sector.

Figure 3: The Annual Percentage Change in Visits to Outpatient Departments, by
(Unidentified) Hospital, 1994-1996
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Figure 4: The Annual Percentage Change in Visits to Outpatient Departments, by
(Unidentified) Hospital, 1996-1999
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What is the relationship between these data and the CBS data cited above? As noted, the CBS data
indicated a 69% drop in the number of visits to hospital-based specialists per thousand population
between 1993 and 1997. During this period, Israel’s population grew by approximately 10%, such
that the implication of the CBS data is a 63% decline in total visits to hospital specialists for the
overall population.

In contrast, the government hospital data indicate annual increases of 6% between 1994 and 1996 —
that is, an increase of just over 12% during that two-year period — and annual increases of 1%
between 1997 and 1999 — that is, an increase of just over 3% during that three-year period.
Unfortunately, we do not have comparable data for 1993. Nevertheless, unless there was a very
significant decline in visits between 1993 and 1994, the picture revealed by the CBS data (of a
major decline in visits) is quite different from that revealed by the government hospital activity
reports (of an increase in visits, particularly up to 1996).

One possible explanation for this is that the government hospital data relate to all visits to hospital
outpatient departments (that is, both visits to physicians and diagnostic tests), while the CBS data
relate only to visits to physicians. It is possible, then, that a substantial decline in outpatient
department physician visits was offset by a significant increase in outpatient diagnostic tests."

Another possible explanation is that the CBS data incorporate visits to all hospitals, and not just
government hospitals; perhaps the increase in outpatient activity at government hospitals was offset
by a decline in outpatient activity at Clalit- and independently-owned hospitals.

c¢. Health plan financial data: outpatient department “consumption”

Our third data source was the Witkowsky-Nevo Report,"* which is based on the health plans’
audited financial statements. The report includes information on health plan expenditure by type of
service. These data (particularly for Clalit) have certain limitations (For a detailed discussion of the
report and its limitations, see Section 5 and Appendix I'V.) Table 20 presents the health plan billings
for outpatient services (including emergency room services, outpatient clinics, and day
hospitalizations) per capita for 1996 and 1999. The data are in 1999 prices, and have been adjusted
for changes in official hospital prices. It should be noted that spending for hospital outpatient clinics
accounts for the bulk, if not all, of spending for total outpatient services.

As can be seen in Table 20, per-capita billings for outpatient services for the health plans as a group
declined by 6%. Taken individually, three of the four health plans experienced a decline in billings,
ranging from 6% to 10%. Only Maccabi Healthcare Services experienced an increase in billings —

" It is probable that there was also an increase in day treatments (which do not always involve a physician);
however, we asked the government hospitals ot to include these in the data they forwarded to us, as
definitions varied across hospitals.

** The reference is to the Report on the Activities of the Health Plans, generated annually at the request of the
Ministry of Health and published (in Hebrew) by Witkowsky, Abramson, Cnaany and Company, Tel
Aviv. For the purposes of this study, we used the report for 1998-1999. For the sake of brevity, we refer to
the report by the names of its principal authors.
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of 12%. This may have been due to a deliberate shift in the locus of specialty care from the
community to hospitals in some areas of the country, such as Jerusalem.

Table 20: Per Capita Billings for Outpatient Services in 1996 and 1999, by Health Plan

Health Plan 1996 1999 Percentage Change
Clalit 454 419 -8
Leumit 405 366 -10
Maccabi 266 301 13
Meuhedet 339 318 -6
Total 409 383 -6

4.1.3 Synthesis and Policy Implications

In this section we have explored the changes in the locus of specialty outpatient care using three
different data sources. Data from CBS surveys indicate that between 1993 and 1997, visits to
hospital-based specialists declined by approximately 70% per capita, or approximately 60% overall.
In contrast, data from government hospitals indicate that visits to outpatient departments increased
by approximately 10% between 1994 and 1996 and by approximately 3% between 1996 and 1999,
Health plan financial data indicate that pre-cap billings for hospital outpatient services declined by
approximately 6% between 1996 and 1999 — a finding intermediate between the previous two
sources, but much closer numerically to the findings from government hospitals. At this stage,
however, we simply do not know whether one or more of these data sources are faulty, or if they are
all correct but measure different things.

The apparent inconsistencies among the data sources again raises the question, “Why is it important

to know how the volume of outpatient specialty visits has changed in recent years?” In short, this

information is relevant to at least two policy decisions currently facing the Israel health system:

¢ Whether to allow the health plans to continue determining when their members will receive
specialty care in a community setting rather than in a hospital setting. If there had been a
rapid emptying of hospital outpatient departments, this would have raised concern that the
health plans had improperly channeled patients, lending credence to the argument that their
ability to do so should be constrained

¢ Whether an immediate effort should be made to lower prices in hospital outpatient
departments — either by lowering official prices or by giving individual hospitals (especially
government hospitals) more leeway in offering discounts on official prices. The more rapid the
decline in hospital outpatient volume, the more urgent the need to reduce these prices.

In contrast, it would seem that data on how hospital outpatient volume has changed in recent years
is less relevant to whether, in the future, the government should promote either the community or
the hospital as the principal locus of specialty care. If government is to make such a decision, it will
need sound empirical data comparing these two settings, following the parameters identified by
Salmon, Zafroni and Shirom (1998): cost, duplication of services, impact on supply and demand;
availability; accessibility; experience, and physician level, follow-up; continuity of care;
coordination; development of power centers; medical education; and research.
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On the other hand, the government may not need to take a stand on the substantive merits of these
alternatives. Instead, it may be sufficient for it to set the rules of the game, the most important of
which are determining whether patients or health plans should decide the locus of care; and
eliminating the current distortion in prices (either by correcting official prices or by doing away
with them altogether). Once reasonable ground rules have been determined, the government could
“get out of the way” and leave the competition between hospital and outpatient settings to the
marketplace.

4.2 The Situation in Other Countries

This section (prepared primarily by Robert Schoenberg) provides an overview of recent trends in
the locus of outpatient specialty services in four countries: the United States, the United Kingdom,
Sweden, and Canada. All four countries have reported a shift of services from hospitals to the
community. The reasons for this, and the nature of the shift, vary from country to country.

In the United States, the growth of managed care has resulted in the transfer of specialty care from
hospitals and independent private practices to multi-physician, community-based practices. This has
raised questions about its implications for redundant purchasing of expensive technologies.

In the United Kingdom, fundholding and the purchaser-provider split have led to the movement of
specialists out of district general hospitals to community-based clinics in the offices of general
practitioners, and to smaller and less expensive community hospitals. The community-based
specialists are also playing an increasing role as gatekeepers for tertiary services.

In Sweden the movement of specialty care from the hospital to the community has been prompted
by changes in the financing of country councils (from a contact-based to a capitation-based system).
It has also been aided by the development of home and social services for the elderly.

In Canada, general practitioners control referral to specialists and hospital admissions. During the
past two decades, Canada has undertaken a multi-pronged effort to move care, particularly care for
the elderly, from hospitals to the community.

Unfortunately, we were unable to locate hard data on the split between visits to a hospital versus a
community-based service specifically for specialty care. For all ambulatory physician contacts
(including primary, emergency, and specialty care), the latest figures we found on the percentage of
contacts taking place in the hospital were as follows:

Country Percentage
United States (1998) 18

Sweden (1990) 38

Israel (1993) 8

Israel (1997) 5

Canada NA

United Kingdom NA
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Israel’s low percentage relative to the US and Sweden is probably due in part to the high rate of
primary care visits in Israel, the overwhelming share of which take place in the community (in other
countries, as well). In addition, in contrast to the situation in the US, where hospitals constitute a
major source of primary and secondary care for the over 15% of the population that is uninsured, in
Israel every resident is insured and has free access to a community-based primary care physician.
Sweden’s high figure is probably due to its long-standing orientation toward hospital care, its
reliance on hospital emergency rooms to provide much of primary care, and its relatively low rate
of visits to primary care clinics, by international standards (for more information, see Appendix I1I).

4.3 Modeling Hospital Outpatient Visits

In this section, the framework developed in Section 3 for the study of inpatient admissions is
applied to the study of hospital outpatient specialty visits. We begin with an analysis of the
determinants of visits to hospital-based specialists in 1997, and in particular try to determine
whether differences among health plans can be attributed to differences in member characteristics.
For this analysis we used the full year’s data for 1997. We then assess whether the decline in visits
to hospital-based specialists between 1993 and 1997 can be attributed to changes in social and
demographic characteristics, For that analysis we limited ourselves to data from the first quarter of
both 1993 and 1997, as only data for that quarter were available for 1993.

4.3.1 Modeling 1997 Visits to Hospital-based Specialists

As can be seen in Table 21, in 1997, the visitation rate for the population as a whole was 62 per
thousand population. There were statistically significant differences among health plans, with the
visitation rate highest in Clalit (88) and lowest in Meuhedet (12).

The variable “visits to hospital-based specialists” was far from normally distributed; consequently,
ordinary least squares was not an appropriate tool for modeling the factors that influence it. In
keeping with the professional literature, we focused our analysis on a related dichotomous variable,
which indicated whether a respondent had visited a hospital-based specialist at least once during the
two-week study period. This variable lent itself to logistic regression analysis.

The visitation rate was essentially the product of the percentage of the sample that visited a
hospital-based specialist at least once during the study period, multiplied by the average number of
visits among people who were admitted to the hospital at least once. As can be seen in Table 21,
almost all of the variation in visitation rates among health plans can be attributed to the variation in
the variable “ever visited a hospital-based specialist”, with the variation in “visits to hospital-based
specialists per visitor” playing a lesser role. Like the visitation rate, the variable “ever visited a
hospital-based specialist” was highest in Clalit, but fairly similar in the other three plans.
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Table 21: Visits to Hospital-based Specialists in 1997, by Health Plan (in %)

Quarterly Two-week Ever Visited during Visits per
Health Plan Visitation Rate Visitation Rate Study Period Visitor (N)
Clalit 88 14 0.81 i
Leumit 19 3 0.15 2.0
Maccabi 25 4 0.21 1.8
Meuhedet 12 2 0.15 12
Total 62 10 0.57 157,

The logistic regression analysis was carried out in stages, and the results are presented in Table 22.
The first model included only the health plan dummy variables among the independent variables.
Clalit was used as the reference group, and the odds ratios for all three of the other plans were far
less than 1.0; all of these differences were statistically significant at the .05 level.

A set of age group dummy variables (using the age group 25-34 as the reference group) were
included in model 2. The coefficients for most of these age dummy variables were significant, and
the odds ratios were in the expected directions (e.g., less than 1 for youths, and greater than 1 for
the elderly).

Note that as a result of the addition of these age variables, the odds ratios for the health plan dummy
variables increased slightly, although they remained both well below 1.0 and statistically
significant. For example, the odds ratio for Meuhedet increased from .18 to .22. This can be
interpreted to mean that this data set may be used to support the hypothesis that, in 1997, there were
major differences among health plans in hospital-based specialist visit rates, beyond those
attributable to differences in age mix.

In subsequent runs of the model, we added, in turn, chronic disease variables (model 3); regional
variables (model 4); and variables indicating religion and immigration status (model 5). Note that
despite the addition of all of these variables (models 3-5), the health plan variables continued to be
significant and well below 1.0. Interestingly, the coefficients for the elderly age group variables
ceased to be significant once the chronic disease variables had been added to the model.

In model 5, the variables that were statistically significant were the health plan variables, several of
the age variables, and several of the chronic disease variables. Note that the list of chronic diseases
that were significant for hospital-outpatient visits was quite different from the comparable list for
admissions. For example, back pain and glaucoma were seen to have a significant impact on the
likelihood of visiting a hospital-based specialist, but not on the likelihood of being admitted to a
hospital.

We also explored the effect of both the distance to the nearest Clalit-owned hospital and the
distance to the nearest hospital (irrespective of ownership) on the likelihood of visiting a hospital-
based specialist. These distances were computed using the geographic coordinates of the
respondent’s place of residence and of the various hospitals. “Distance to the nearest hospital” was
dichotomous, equaling 0 if a hospital existed in the respondent’s place of residents, and 1 in every
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other situation. “Distance to the nearest Clalit-owned hospital” had three values: 1 if the distance
from the respondent’s place of residence was less than 10 kilometers; 2 if the distance was 10-20
kilometers; and 3 if the distance was over 20 kilometers. It should be noted that the distance
variables had missing values in half of the observations, as the CBS data only include the names of
towns with a population of over 50,000. Consequently, the figures presented in Table 24 should be
considered with some skepticism.

Table 22: A Logistic Regression of Visits to Hospital-based Specialists, by Selected Socio-
demographic Characteristics (Dependent Variable: “Ever Visited a Hospital-based

Specialist”)
Variable Model 1 Model2 Model3 Model4 Model 5 Model 5a  Model 6
Health plan
Meuhedet 0.18"  0.22 0.22 0.20 0.20 0.12 0.12
Leumit 0.18 0.21 0.21 0.20 0.20 0.25 0.25
Maccabi 0.26 0.30 0.31 0.31 0.30 0.24 0.24
Age group
0-4 0.22 0.23 0.23 0.23 0.17 0.17
5-14 0.39 0.40 0.41 0.40 0.76 0.76
15-24 0.50 0.52 0.52 0.53 0,69 0.70
35-44 0.73 0.68 0.69 0.68 0.81 0.81
45-54 1.11 0.93 0/93 0/90 1.41 1.41
55-64 1.68 1212 1.12 1.08 1.21 2]
65-74 1.78 0.97 0.97 0.92 152 1:52
75 and over 2.54 1.08 1.08 1.02
Chronic illness
Hypertension 2.40 2.47 2.51 2.59 2.59
Diabetes 1.63 1.64 1.65 1.57 1.56
Asthma 0.94 0.94 0.94 0.76 0.76
Stroke 0.82 0.80 0.79 0.34 0.34
Back pain 2.02 1.99 2.01 2.14 2.14
Cataract 1.38 1237 1.36 0.85 0.85
Glaucoma 2.98 2.90 2.91 5.04 5.03
Cancer 4.84 4.95 4.84 6.23 6.24
Region
Jerusalem 1.34 1.45 1.43 1.32
North 0.85 0.99 1.66 1.62
Haifa 0.61 0.65 0.80 0.82
Center 0.84 0.86 0.96 0.97
South 0.92 1.01 1.16 1.17
New immigrants 0.85 0.60 0.60
Jews 1.49 1.35 1.35
Distance to a hospital
Any hospital 0.97
Clalit-owned hospital 1.05

:Source: Central Bureau of Statistics” Use of Hospital Services Survey, 1997 (full year).
"Odds ratios are bold if significant at .05.
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We explored the effect of adding these variables to the final model (model 6), running the
regressions once for the full sample, and a second time for those respondents who were members of
Clalit. We did this because we hypothesized that the “distance to a Clalit-owned hospital” might
have more of an impact on the members of Clalit than on the members of the other health plans. As
can be seen, in neither case were the distance variables statistically significant, and neither did their
addition have any marked impact on the odds ratios of the other variables.

To further explore the relationship between the likelihood of visiting a hospital-based specialist and
distance from a hospital, we ran a series of step-wise models, the first of which involved the
addition of the distance variables. When these were the only independent variable, the “distance to
the hospital” was significant, in the hypothesized direction: that is, the farther a person lives from a
hospital, the less likely it is that he will visit a hospital-based specialist. However, when we added
the region variables, the distance variables were rendered not significant (in the hypothesized
direction).

4.3.2 Modeling the 1993-1997 Change in Visits to Hospital Outpatient Specialists

The UHSS data were also used to explore whether there were changes in the use of hospital services
between 1993 and 1997, and to gain insights into the reasons for any such changes. As noted above,
for this analysis we limited ourselves to data on the first quarter of these two years, as the 1993
dataset includes data for that quarter only.

As indicated in Table 23, the rate of visits to a hospital-based specialist declined dramatically in the
system as a whole — from 23 visits per thousand population per quarter in 1993, to 12 visits per
thousand populations per quarter in 1997. Declines took place in all of the health plans, with the
largest absolute decline noted in Clalit and the smallest absolute decline noted in Maccabi.

Table 23: Rates of Visit to Hospital-based Specialists, by Health Plan (in %)

Health Plan 1993 1997 Percentage Change
Clalit 0.31 0.15 -0.16
Leumit 0.15 0.11 -0.04
Maccabi 0.07 0.09 0.02
Meuhedet 0.15 0.07 -0.08
Total 0.23 0.12 -0.11

Source: Central Bureau of Statistics’ Use of Hospital Services Survey, 1993 and 1997.
As indicated in Table 24, the percentage of respondents reporting at least one visit to a hospital-

based specialist during the two weeks prior to the interview declined from 1.5% in 1993 to 0.4% in
1997. Moreover, there were marked declines in all the health plans.

36



Table 24: Percentage of Persons Who Visited a Hospital-based Specialist at Least Once
during the Two Weeks Preceding the Survey

Health Plan
Clalit Leumit  Maccabi Meuhedet Total
1993 1.7 1.4 0.7 L 1.5
1997 0.5 0.2 0.3 0.2 0.4
Percentage Change -1.2" -1.2 -0.4 -0.9 -1.1

Sourcc Central Bureau of Statistics™ Use of Hospital Services Survey, 1993 and 1997.
"0dds ratios are bold if significant at .03.

We used logistic regression analysis to explore the extent to which the decline was due to changes
in the socio-demographic mix of respondents, and/or to the distribution of respondents across health
plans. As can be seen in model 5 in Table 25, the variables representing religion, age, chronic
illness, and health plan had an independent, statistically significant impact on the dependent
variable. However, the coefficient of the dummy variable representing the year of the survey was
hardly affected by the addition of these other variables to the model.

Table 25: A Logistic Regression of Visits to Hospital-based Specialists, by Selected Socio-
demographic Characteristics (Dummy Variable: “Ever Visited a Hospital-based

Specialist”)’
Variable Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
1997 survey 0.27" 0.29 0.28 0.28 0.28 0.29
Health plan
Meuhedet 0.65 0.78 0.80 0.70 0.70
Leumit 0.80 0.90 0.20 0.84 0.86
Maccabi 0.46 0.52 0.54 0.52 0.51
Age group
0-4 0.56 0.56 0.55 0.53
5-14 0.35 0.35 0.35 0.33
15-24 0.49 0.49 0.50 0.50
35-44 0.89 0.87 0.86 0.83
45-54 1.33 1.20 1.19 1.15
55-64 2.15 1.68 1.66 1.60
65-74 2.09 1.41 1.41 1.34
75 and over 2.77 1.88 1.89 1.78
Chronic illness
Heart disease 2.54 2.58 2.57
Diabetes 1.57 1.57 1.58
Asthma 1.89 1.93 1.99
Region
Jerusalem 1.34 1.36
North 0.75 1.03
Haifa 0.52 0.58
Center 0.89 0.92
South 1.28 1.33
Judea and Samaria 1.36 1.35
New immigrants 0.70
Jews 2.21

"Source: Central Bureau of Statistics’ Use of Hospital Services Survey, 1993 and 1997 (first quarters only).
*'0dds ratios are bold if significant at .05.
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4.4 Summary

According to the CBS and Ministry of Health Surveys, between 1993 and 1997 there was a major
shift in the locus of outpatient specialty services from hospitals to community settings. The greatest
shifts took place in Clalit Health Services, and in the Jerusalem and Negev regions.

The CBS surveys also indicate that visits to hospital-based specialists dropped dramatically between
1993 and 1997 period, and that this decline cannot be accounted for by changes in the socio-
demographic composition of the population. These surveys also indicate a major drop in visits to
hospital-based specialists in Clalit Health Services and Meuhedet Health Services, but not in the
other health plans.

Despite this decline, even in 1997, the rate of visits to hospital-based specialists was far higher in
Clalit than in the other health plans.15 Unlike inpatient admissions, the variation among health plans
in the rates of use of hospital-based specialists cannot be ascribed to differences in the health plans’
socio-demographic composition.

In contrast to the CBS finding that the rate of visits to hospital outpatient services declined
dramatically between 1993 and 1997, data from government hospitals present a quite different
story. They indicate that between 1994 and 1996 (when the 100% cap prevailed), government
hospital outpatient departments experienced rapid growth. This same data source does indicate that
outpatient volume ceased to grow rapidly between 1996 and 1999 (when the 50% cap prevailed),
yet even during that period there is no evidence of the dramatic decline indicated by the CBS
surveys. Rather, there is an indication that volume continued to grow slowly.'®

Just as the CBS data indicated variation in the trend across health plans, the government hospital
data reveal substantial variation in the trend across hospitals. For example, government hospital
activity data indicate that between 1996 and 1999, several hospitals experienced declines in
outpatient visits, while one hospital experienced an increase of more than 10% per year.

The study team also explored trends in the locus of outpatient care in four countries that generate
much interest in Israel: the United States, the United Kingdom, Sweden, and Canada. The team
found that all of these countries had seen a shift in outpatient specialty care from hospitals to
community settings, but that the reasons for this shift varied by country (see Appendix III).

" Health plan financial data for 1996-1999 also indicate far higher spending on hospital ambulatory care by
Clalit than by the other health plans.

' This finding is supported by data from health plan financial statements, which indicate a small increase in
hospital-based outpatient activity overall, and a larger increase in such activity in government hospitals.
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5. Analysis of Health Plan Financial Data

Health plan financial data were used to address several major issues:

A. How has the health plans’ consumption of hospital services changed since 19967 Have the
patterns of change since 1996 been similar for inpatient and outpatient hospital services?

B. Have health plans shifted their activity across hospital types (e.g., from government hospitals to
Clalit-owned hospitals) since 19967 Have the patterns of change since 1996 been similar for
inpatient and outpatient hospital services?

C. What was the impact of the cap on health plan payments for hospital services between 1996 and
19997

D. How have age-adjusted expenditures for both hospital services and total operating expenditures
changed since 1996?

We consider each of these issues in turn.

5.1 Changes in the Consumption of Hospital Services, 1996-1999

In addition to examining the trends in hospital utilization in physical units, it is possible to examine
these trends in of “age-adjusted per capita consumption” — that is, the amount of money a health
plan would have paid a hospital for services consumed, were it not for cap-related discounts. The
first year report revealed that in 1995, age-adjusted per capita activity levels declined in all four
health plans. It also showed that in 1996, the age-adjusted per capita activity did not change in two
of the health plans, but increased moderately in the other two health plans.

The shift in 1997 from a 100% revenue cap to a 50% revenue cap raised concern that consumption
would begin to increase markedly. This grew out of the concern that the 50% cap would give
hospitals a greater incentive to increase volume than they had had prior to 1997. On the other hand,
the move to the 50% revenue cap would also give the health plans a greater incentive to constrain
hospital utilization. Consequently, it was not at all clear whether the net effect of the changes in
health plan and hospital incentives would cause an increase or a decrease in consumption levels.

The first year analysis of health plan consumption of hospital services was based on data collected
by the project team directly from the health plans. The analysis presented in this year’s report has
benefited from the publication of the series of so-called Witkowsky-Nevo reports, which began in
1997. These reports are based on the health plans’ audited financial statements. Table V7 of the
Witkowsky-Nevo reports provides detail on consumption of hospital services by health plan and
type of service, and it always includes information on the prior year as well. Accordingly, there are
currently publicly available data for all years in the 1996-1999 period. (See Appendix IV further
detail on Table V7 and its limitations.)

Although the data presented in this section were culled “prior to cap discounts”, they nevertheless
do incorporate the effect of the 4% volume discount given by the government hospitals to all of the
health plans, as well as other official and unofficial volume discounts not related to the cap. Table
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V7 of the Witkowsky-Nevo report also includes “adjustments for the cap, set-asides, and other
adjustments”, but does not indicate how different services contributed to these adjustments (these
data are presented and discussed below).

Table 26 presents data on total consumption of hospital services by age-adjusted member, for the
years 1996 and 1999, with the figures for both years presented in terms of 1999 prices. For the
system as a whole, consumption was down by 8%, There was a decline in all health plans except
Maccabi, where consumption increased by 1%. Note that part of the decline in the figure for the
system as a whole can be attributed to the shift of members from Clalit (where consumption was

highest) to the other health plans.

Table 26: Per Capita Consumption of Hospital Services, by Health Plan, 1996 and 1999

Health Plan 1996 1999 Percentage Change
Clalit 1,710 1,574 -8
Leumit 1,360 1,289 -5
Maccabi 1,073 1,086 1
Meuhedet 1,184 184151 -6
Total 1,530 1,412 -8

Table V7 of the Witkowsky-Nevo report distinguishes among numerous hospital services. We
grouped these services into three categories: inpatient, outpatient, and other.'” Inpatient services
accounted for approximately two-thirds of the consumption of hospital services of all of the health
plans, while ambulatory services accounted for approximately 25%-35% of consumption, and
“other” services accounted for between 0% and 7% of consumption.

Tables 27 and 28 present information on the per capita consumption of ambulatory and inpatient
services, respectively. Overall, the 6% decline in the consumption of ambulatory services is similar
to the 8% figure cited above for all services. Note, however, that in the case of ambulatory services,
Maccabi’s age-adjusted consumption increased by 13% — far greater than its 1% increase for all
services. Note also the wide gap in growth rates between Maccabi and the other health plans.

Table 27: Per Capita Consumption of Ambulatory Hospital Services, by Health Plan, 1996

and 1999
Health Plan 1996 1999 Percentage Change
Clalit 454 419 -8
Leumit 405 366 -10
Maccabi 266 301 13
Meuhedet 339 318 -6
Total 409 383 -6

' A major component of the category “other” is spending on hospital care of chronic illnesses.
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The system-wide decline in the consumption of inpatient services was lower than that for
ambulatory services — 3%, compared to 6%. While Maccabi’s per capita consumption did increase
fgr inpatient services, the increase was far smaller than it was for outpatient services. Moreover, in
the case of inpatient services, the differences in growth rates between Maccabi and the other health
plans was relatively small.

Table 28: Per Capita Consumption of Inpatient Hospital Services, by Health Plan, 1996 and

1999
Health Plan 1996 1999  Percentage Change
Clalit 1,065 1,039 -2
Leumit 909 908
Maccabi 726 730 1
Meuhedet 793 761 -4
Total 972 942 -3

Table 29 summarizes the data on age-adjusted per capita consumption by health plan for 1999, the
most recent year for which data were available. Note that in the second half of the Table, we
standardized the data so that Clalit would equal 100 for each expenditure category. This revealed
that Clalit was the biggest spender in each category, with similar gaps among plans for inpatient and
ambulatory services. The gaps were particularly large for “other” services, but this may be an
artifact related to differences across health plans in how certain types of consumption are
categorized.

Table 29: Age-adjusted Per Capita Consumption of Hospital Services, by Health Plan, 1999

Inpatient Outpatient Other  Total
Clalit 1,039 419 LG ST
Leumit 908 366 15 1,289
Maccabi 730 301 56 1,086
Meuhedet 761 318 a1 LI
Total 942 383 87 1,412

Standardized for Clalit = 100

Clalit 100 100 100 100
Leumit 87 87 13 82
Maccabi 70 72 48 69
Meuhedet 73 76 27 71
Total 91 91 76 90

5.1.1 Summary

The findings presented in this section demonstrate that after the transition from a 100% to a 50%
cap, per capita consumption of hospital services declined. The consumption of both inpatient and
the ambulatory services was characterized by a per capita decline, with a greater overall decline in
the use of ambulatory services. The patterns of change between 1996 and 1999 varied somewhat
across health plans; most significantly, per capita consumption of outpatient services increased
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markedly in Maccabi. Nonetheless, Clalit remained by far the most intensive consumer of both
inpatient and ambulatory hospital services on an age-adjusted per capita basis.

5.2 Shifts in Activity in Different Types of Hospital

In the first year report, we presented data on the extent to which each health plan relied on each of
the different types of hospital (government, Clalit-owned, public, and private) between 1994 and
1996. We found, for example, that Meuhedet was particularly reliant on public hospitals, while
Clalit drew far more heavily than the other health plans on its own hospitals. We also found that
during that period, the mix of sources of hospital care was very stable in Clalit and Leumit, but that
Meuhedet shifted its utilization to government hospitals, and Maccabi slightly shifted its shift away
from government hospitals in favor of Clalit-owned and private hospitals (particularly those owned
by Maccabi itself).

Below we examine the changes between 1996 and 1999 in consumption of hospital services, by
type of hospital ownership. We begin with data per capita, aggregated across health plans, looking
first at the total consumption of hospital services, and then at inpatient and ambulatory services,
individually. We then consider how the mix of sources of hospital care has changed for each health
plan.

Table 30 presents data on per capita consumption by hospital ownership in 1996 and 1999. It
reveals that while there was a drop in utilization of only 8% overall, there was a drop in the
utilization of services at Clalit-owned hospitals of 14%, and a drop in the in the utilization of
services at private hospitals of 27%! Specific data from the health plans, not shown here, reveal that
while the consumption of private hospital services declined in all of the health plans, this decline
was greatest in Clalit and Leumit.

Table 30: Per Capita Consumption of Total Hospital Services, by Type of Ownership, 1996

and 1999
Type of Ownership 1996 1999 Percentage Change
Government 647 646 0
Clalit 535 453 -15
Public 219 218 . 0
Private 130 95 -27
Total 1,530 1,412 -8

The decline in utilization of services at Clalit-owned hospitals may in part reflect changes in that
health plan’s internal pricing scheme. Indeed, a more detailed analysis reveals that it was only Clalit
Health Services that significantly decreased its consumption of services at Clalit-owned hospitals.
From the data available to us, it is impossible to discern to what extent this was due to a decline in
volume, as opposed to pricing changes. Whatever the cause, the major drop in revenue was no
doubt a significant change for these hospitals.




Tables 31 and 32, which examine the consumption of inpatient and of ambulatory services,
respectively, reveal that the decline in the purchase of services from private hospitals was due to a
massive drop in the use of inpatient services, as the consumption of ambulatory services at those
hospitals actually increased. However, these Tables reveal a general, and sharp, decline in the use of
ambulatory services overall. More detailed data, also not shown here, indicate that this decline can
be attributed primarily to a decline in consumption by Clalit Health Services. As noted, it is not
clear to what extent this decline was due to changes in Clalit’s internal pricing system, or to a real
decline in the use of hospital ambulatory services by that health plan.

Table 31: The Health Plans’ Consumption of Inpatient Hospital Services Per Age-adjusted
Member, by Type of Hospital Ownership

Type of Hospital Ownership 1996 1999 Percentage Change
Government 469 473 1
Clalit 317 297 -6
Public 148 150 2
Private 58 40 -31
Total 992 961 -3

Table 32: The Health Plans’ Consumption of Ambulatory Hospital Services Per Age-adjusted
Member, by Type of Hospital Ownership

Type of Hospital Ownership 1996 1999 Percentage Change
Government 143 161 12
Clalit 169 130 -23
Public 65 59 -10
Private 29 33 14
Total 407 382 -6

Another way to examine these data is by asking how reliant each health was plan on each type of
hospital for its consumption of hospital services. Table 33 displays the situation in 1999, based on
Table V7 of the Witkowsky-Nevo report. It reveals that, in that year, for the aggregate of the four
health plans, government hospitals accounted for 42% of consumption, Clalit-owned hospitals
accounted for 35% of consumption, public hospitals accounted for 14% of consumption, and the
remaining 8% of consumption was accounted for by private hospitals. There were significant
differences among health plans, with Clalit particularly dependent on its own hospitals, and
Meuhedet particularly dependent on public hospitals. Clalit made strikingly little use of private
hospitals — less than 3% of the total consumption of services at those hospitals.

Table 33: Where Did the Health Plans Purchase Hospital Services in 1999? (in %)
Type of Hospital Ownership

Government Clalit Public Private Total
Clalit 44 39 14 3 100
Leumit 51 15 21 12 100
Maccabi 54 16 12 18 ‘100
Meuhedet 38 16 29 17 100
Total 46 32 15 7 100
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As Table 33 indicates, by 1999, reliance on the government system had increased somewhat, while
reliance on Clalit-owned hospitals had decreased somewhat. Interestingly, an increase in the
government hospitals’ share of the market took place in all four health plans. In contrast, the health
plans varied in the degree to which their use of the different types of hospital declined.

Table 34 is devoted to the use of ambulatory hospital services, in particular, and considers where
the health plans purchased them in 1999. The picture is fairly similar to that presented in Table 33,
with the exception that Clalit was somewhat more reliant on its own hospitals for ambulatory
services, that it was for all services.

Table 34: Where Did the Health Plans Purchase Ambulatory Services in 1999? (in %)
Type of Hospital Ownership

Government Clalit Public Private Total
Clalit 39 43 13 5 100
Leumit 46 IS5 22 17 100
Maccabi 55 15 13 17 100
Meuhedet 40 11 34 15 100
Total 42 34 15 9 100

5.2.1 Summary

The first year report found that between 1994 and 1996, the mix of sources of hospital care was
very stable in Clalit and Leumit, while Meuhedet shifted its consumption to government hospitals
and Maccabi slightly shifted its consumption away from government hospitals and toward Clalit-
owned and private hospitals (particularly those owned by Maccabi itself). This report found that
between 1996 and 1999, government hospitals’ share of total (i.e., all four health plans’) activity
grew substantially, while the shares of private and Clalit-owned hospitals declined. The decline in
the use of Clalit-owned hospitals was felt mostly in inpatient services, while the decline in the use
of private hospitals was felt mostly in ambulatory services. The government hospitals’ share of the
hospital market was increased by all four health plans. At least among the smaller health plans, this
was probably due, in part, to the opportunities for cap-related savings in the government sector

5.3 The Impact of the Cap on Health Plan Spending

In the first year report, we indicated that in 1995 and particularly in 1996, the smaller health plans
realized substantial direct savings from the cap. (By “direct savings” we mean discounts provided
for a given level of consumption; these are to be distinguished from “indirect savings”, by which we
mean the impact of the cap on the level of consumption, following changes in the behavior of both
the hospitals and the health plans.) It was not at all clear a priori whether direct savings would
increase or decrease following the transition to the 50% cap. On one hand, the discount on cap over-
runs was cut from 100% to 50%. On the other hand, the size of the over-runs could be expected to
grow, as the cap was not fully updated annually to reflect the growth in health plan membership.
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Table 35 presents information on direct savings from the cap as a percentage of each health plan’s
consumption of hospital services; it is based on Table V7 of the Witkowsky-Nevo reports. As can
be seen, for the system as a whole, savings increased from approximately 2% to 4%. In particular,
Maccabi and Leumit benefited from large increases in direct savings.

Table 35: The Health Plans’ Direct Savings from the Cap as a Percentage of Consumption of
Services in All Hospitals, 1996 and 1999

Health Plan 1996 1999
Clalit -1 2
Maccabi -4 -8
Leumit 0 -7
Meuhedet -9 iy
Total -2 -4

Table 36 presents analogous information for government hospitals only. There, the overall direct
savings increased from 3% to 6%, with Maccabi and Leumit again realizing a major increase in
direct savings. However, Meuhedet’s direct savings in the government sector declined markedly,
and at a much greater magnitude than its decline in direct savings in the hospital system as a whole.

Table 36: The Health Plans’ Direct Savings from the Cap as a Percentage of Consumption of
Services in Government Hospitals, 1996 and 1999

Health Plan 1996 1999
Clalit -2 -4
Maccabi =5 -10
Leumit 0 -7
Meuhedet -18 -10
Total =3 -6

5.3.1 Summary

It is apparent that in all of health plans other than Clalit, cap over-runs increased markedly between
1996 and 1999. However, the implications of that change for the smaller health plans’ savings on
hospital expenditures was offset somewhat by the transition from a 100% cap to a 50% cap.

5.4 Health Plan Expenditures

In our previous report, we indicated that between 1994 and 1996 period, age-adjusted expenditures
for hospital care (for all four health plans) increased slightly more rapidly than did total operating
expenditures (3%, versus 1%).

Table 37 updates this analysis, using information from the 1997-1999 Witkowsky-Nevo reports. It
should be noted that, unlike data presented in previous sections of this chapter, the data presented in
Table 37 are drawn from official statements of revenue and expenditure, and not from Table V7.
These two sources are linked, but not hermetically. Changes in expenditure are definitely influenced
by changes in consumption, as well as by changes in the extent of cap-related savings. However,
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retroactive financial adjustments are treated differently by each source, such that it is not always
possible to fully reconcile them.

Table 37: The Percentage Change in Real Per Capita Expenditure, by Health Plan, 1994-1999

Percentage Change

Health Plan Expenditures 1996 v. 1994 1999y, 1996 1999 v. 1994
A. Total Operating Expenditure

Clalit 5 -1 -4
Leumit -9 -5 -13
Maccabi -8 -4 -12
Meuhedet -5 -8 -13
Total - -2 -1
B. Hospital Expenditure

Clalit 8 -2 6
Leumit -9 -9 -17
Maccabi -5 -2 -7
Meuhedet -5 -3 -8
Total 3 -5 -2

Table 37 indicates that, over time, both age-adjusted hospital expenditures and age-adjusted total
expenditures dropped, though the drop in hospital expenditures was particularly marked (from -5%
to -2%). Interestingly, however, the net percentage change between 1994 and 1999 in both
parameters of expenditure was less than 2%.

Behind these aggregate figures lie some important differences among the health plans. As noted,
between 1994 and 1996, age-adjusted expenditures for hospital care increased dramatically in
Clalit, but declined markedly in the three other health plans. Between 1996 and 1999, Leumit
experienced a major decrease in age-adjusted hospital expenditures, while the other three plans
experienced moderate declines.'® The large decrease in Leumit is due in large part to its having
realized substantial cap-related discounts in 1999, compared to almost none in 1996.

With regard to total age-adjusted operating expenditures, all four health plans realized savings
between 1996 and 1999, although Clalit’s savings were smaller than those of the other plans. This
contrasts with the marked increase in Clalit’s age-adjusted operating expenditures between 1994
and 1996, during which time the other three health plans posted marked declines in age-adjusted
operating expenditures.

" The 2% decline in Clalit is somewhat surprising, as per capita consumption did not decline between 1996
and 1999, and in neither year did Clalit realize cap-related savings. We believe this discrepancy is due to
the difference in how retroactive adjustments are treated by the two sources.
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As can be seen in Table 38, the share of total health plan operating expenditures devoted to
expenditures for hospital services remained remarkably stable during the period in question.
Although minor changes were noted annually, no definite trends can be delineated over time.

Table 38: The Ratio of Expenditures for Hospital Services to Total Expenditures, 1994-1999

Health Plan 1994 1995 1996 1997 1998 1999
Clalit 55 58 56 58 56 56
Leumit 42 44 41 42 41 40
Maccabi 31 34 32 35 33 33
Meuhedet 34 35 34 37 36 36
Total 48 51 49 51 48 48

Table 39 presents data on per capita spending in 1998, by health plan. It reveals that while the total
per capita operating expenditures of the health plans were very similar, their expenditures for
hospital services continued to vary.

Table 39: The Health Plans’ Hospital and Total Per Capita Expenditures, 1999
Actual Expenditures (in NIS)

Percent of Total Expenditures
Hospital Total Operating Devoted to Hospital Services

Clalit 1,730 3,124 56
Leumit 1,189 3,001 40
Maccabi 1,012 3,091 33
Meuhedet 1,054 2,921 36
Total 1,482 3,089 48
5.4.1 Summary

In the first year report, we analyzed health plan financial data, and found that between 1994 and
1996, age-adjusted per capita spending on hospital services for the health plans as a group increased
by 3%, with substantial variation among the health plans.

The second year report found that, for the health plans as a group, age-adjusted per capita
expenditure on hospital services declined by 4% between 1996 and 1999. The greatest decline was
noted in Leumit, and can be attributed to that health plan’s substantial increase in cap-related
savings. A major difference between 1994-1996 and 1996-1998,]was that during the first period, the
per diem rate increased by approximately 10% more than the consumer price index, while during
the latter period, the per diem rate increased at approximately the same rate as the consumer price
index.
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5.5 Summary
In this chapter, we analyzed the trends in age-adjusted per capita consumption, the sources of
hospital services, direct savings from the revenue cap, and expenditures. The key findings are
reviewed below.

5.5.1 Consumption

The first year report revealed that in 1995, age-adjusted per capita consumption declined in all four
health plans. It also revealed that in 1996, age-adjusted per capita consumption remained unchanged
in two of the health plans, but showed a moderate increase in the other two health plans.

The shift from a 100% to a 50% revenue cap in 1997 aroused concern among some analysts that
consumption would begin to increase markedly, due to the greater incentive this would give
hospitals to increase volume. On the other hand, it was hoped this would be balanced by the
incentive it would give health plans to constrain hospital utilization. Consequently, it was not at all
clear a priori if the net effect of the changes in health plan and hospital incentives would be an
increase or a decrease in consumption.

The second year findings demonstrate that after the transition to the 50% cap, per capita hospital
consumption declined. Both inpatient and ambulatory services were characterized by per capita
declines, with a greater overall decline in the consumption of ambulatory services. The patterns of
change between 1996 and 1999 varied somewhat among the health plans; most significantly, per
capita consumption of outpatient services increased markedly in Maccabi.

5.5.2 Sources of Care

The first year report found that between 1994 and 1996, the mix of sources of hospital care was
very stable in Clalit and Leumit, but Meuhedet shifted its consumption toward government
hospitals and Maccabi slightly shifted its consumption away from government hospitals, in favor of
Clalit-owned and private hospitals (particularly those owned by Maccabi itself). The second year
report found that between 1996 and 1999, government hospitals’ share of total (i.e. all four health
plans’) activity grew substantially, while the shares of private and Clalit-owned hospitals declined.
The increase in the government hospitals’ share among the smaller health plans was probably due,
at least in part, to the opportunities for cap-related savings in government hospitals. The decline in
Clalit-owned hospitals’ market share focused on inpatient services, while the decline in private
hospitals’ market share focused on ambulatory services.

5.5.3 Direct Savings from the Cap

The first year report revealed that in 1995, the cap yielded significant direct savings for Leumit and
Meuhedet, and in 1996, it yielded significant direct savings for all three smaller health plans. As
noted, it was not at all clear a priori whether the transition to a 50% cap would produce an increase
or a decrease in direct savings. Although this transition reduced the discount on cap over-runs (from
100% to 50%), it could have been expected that the size of the over-runs would grow, as the cap
was not updated annually to reflect the growth in health plan membership.
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The second year study found that the cap over-runs of the three smaller health plans increased
markedly between 1996 and 1999. However, the implications of this for savings on hospital
expenditures in these plans was offset somewhat by the transition to a 50% cap.

5.5.4 Expenditures

The first year report analyzed health plan financial data, and found that between 1994 and 1996, the
age-adjusted per capita spending on hospital services of the health plans as a group increased by
3%. There was substantial variation among the health plans: Clalit experienced an increased of 8%,
while the other health plans experienced a decline of between 5% and 9%. The increase in Clalit
was due largely to a major increase in the government-determined hospital per diem rate. This was
offset for the smaller health plans by substantial savings from the 100% hospital revenue cap. With
the transition to a 50% cap, concern arose that health plan expenditures for hospital services might
increase markedly.

However, the second year report found that, to the contrary, age-adjusted per capita expenditures
for hospital services declined by 4% for the health plans as a group between 1996 and 1999. The
greatest decline in expenditures took place in Leumit, whose cap-related savings grew markedly. A
significant factor in the decline in per capita hospital expenditures overall was the increase during
this period in the per diem rate, at approximately the same rate as the increase in the consumer price
index.

6. Analysis of Hospital Revenue Data

This chapter summarizes the findings from the second year of the study regarding hospital
revenues, based primarily on a database maintained by the Ministry of Health’s budget division. It
is divided into three sections:

1. Section 6.1 analyzes trends in government hospital revenues between 1996 and 1999, and
explores how activity levels and cap over-runs increased during that period.

2. Section 6.2 analyzes available 1999 revenue data for government, Clalit-owned, and public
hospitals. It is both an important cross-check of the accuracy of the health plan activity data
presented in Chapter 5, and a source of useful information on the extent of cap over-runs in non-
government hospitals.

3. Section 6.3 provides information on the role of “research accounts” as a source of government
hospital revenue.

6.1 Changes in Government Hospital Revenue, 1996-1999

Since 1996, the budget division of the Ministry of Health has been compiling information regarding
the activity levels and cap over-runs in each of the government hospitals. Since 1997, these data
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have included the activity in both the main hospital account and the so-called “research accounts”'”

(the 1996 data refer to the main hospital account only).

The project team used this database to analyze changes in main hospital activity levels and activity
levels per age-adjusted member, by health plan, between 1996 and 1999. The key findings are
summarized in Tables 40 and 41; all data are in 1999 prices. Table 40 indicates that in 1996, total
hospital activity stood at NIS 3.63 billion, and that by 1999 it had increased to NIS 3.70 billion —
that is, an increase of 2%. As can be seen in Table 40, the activity level decreased in Clalit, but rose
substantially in each of the smaller health plans. The range across general hospitals® (not shown in
the Table) was -1% to +28%.

Table 40: The Activity Levels of Government Hospitals in 1996 and 1999, by Health Plan (in
Millions of NIS, in 1999 Prices)*

Health Plan

Clalit Leumit Maccabi Meuhedet Total
1996 2,659 301 512 157 3,628
1999 2,519 338 635 194 3,697
Percentage change -5 12 24 24 2

"Not including research accounts.

Table 41 presents analogous findings for the age-adjusted population."‘1 Overall, government
hospital activity decreased by 7% per age-adjusted person. Here, too, we found significant
differences among the health plans.

Table 41: Percentage Changes in Government Hospital Activity between 1996 and 1999: Total
Activity versus Activity Per Age-adjusted Person’

Health Plan
Clalit Leumit Maccabi Meuhedet Total
Total activity -5 12 24 24 2
Age-adjusted persons 3 16 24 25 9
Activity per age-adjusted person -8 -3 0 -1 -7

"Not including research accounts.

Table 42 summarizes the data on the cap over-runs in the main hospital accounts of government
hospitals in 1996, the main hospital accounts of government hospitals in 1999, and both the main

** While originally established for the management of funds from research grants and contracts, over the past
decade these accounts have become vehicles for managing revenues and expenses related to services
provided after regular hours of operation.

? Geriatric hospitals experienced an 18% decline in activity.

*' We acknowledge the limitation of this analysis as, strictly speaking, government hospitals as a group do

not have a specific “service population”. Nevertheless, it is interesting to try and understand how
government hospital activity has changed, relative to changes in the overall population.
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hospital and research accounts of government hospitals in 1999.%* 1t presents data on both the “total
over-run” and the “effective over-run”. The total over-run is the difference between the sum of
activity in all four health plans and the sum of the cap in all four health plans. It indicates the extent
to which a hospital’s total volume increased beyond what was considered normative when the cap
was set. The effective over-run first calculates the difference between activity in and the cap for
each health plan, and then adds only those differences that are greater than zero. The logic behind
this is that a hospital is penalized whenever an individual health plan’s activity exceeds the cap, but
receives no compensatory bonuses when an individual health plan’s activity falls below the cap.

Table 42: Cap Over-runs in Government Hospitals in 1996 and 1999 (in Millions of NIS, in
1999 Prices)

Year Cap Total Over-run  Percent Effective Over-run  Percent
1996 3,231 135 42 155 4.8
1999 3,466 221 6.4 266 i
1999 3,732 317 8.5 352 9.4

¥ -
Main account only.
L1 .

Main and research accounts.

As can be seen in the Table, the total over-run increased from NIS 135 million (4.2% above the cap)
in 1996 to NIS 221 million (6.4% above the cap) in the main hospital account and NIS 317 million
(8.5% above the cap) in the main hospital and research accounts together in 1999. The effective
over-runs were higher, of course; they increased from NIS 155 million (4.8% above the cap) in
1996 to NIS 266 million (7.7% above the cap) in the main hospital account and NIS 352 million
(9.4% above the cap) in the main hospital and research accounts together in 1999.

Note that, given the alpha 50% rule (i.e. the rule that services beyond the cap will be paid with a
50% discount), the figure for 1999, based on data from the hospitals, translates into a direct savings
of 4.7% from the cap; this is somewhat higher than the 6% derived from health plan data (see Table
36). The project team is currently exploring the reason for this discrepancy.

As noted, Table 42 presents average figures. However, it is important to note that there were
substantial differences among the hospitals in the ratio between over-runs and activity. For
example, in 1996, the effective over-run was less than 5% in six government general hospitals,
between 5% and 10% in four general hospitals, and 17% in one general hospital. In 1999 the range
was even greater: In one hospital, the ratio between the effective over-run and activity was 30%!

We were also interested in learning whether cap over-runs caused deficits either in an individual
hospital, or a hospital system. We discovered that did not necessarily cause them. Between 1996
and 1999, the health plans paid 50% of the charges for utilization that exceeded the cap. In those
situations when marginal costs were less than 50% of average costs, the hospitals improved their

* In 1996, the cap applied only to the main hospital account, but as of 1999, it applied to research accounts,
as well.
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“bottom line” through the cap over-runs. In those situations when marginal costs were greater than
50% of average costs, the hospitals’ bottom line suffered because of cap over-runs. Several
observers noted that the extent to which costs are marginal probably varies among hospitals and
services. For example, if a volume increase can be concentrated in internal medicine departments,
whose marginal costs are relatively low, then cap over-runs will be profitable.

On the other hand, it should be kept in mind that some of the health plans exceeded the cap
substantially in some of the hospitals, even while overall volume was declining in those hospitals.
This means that cap-related discounts were realized by some of the health plans, even though the
hospital was suffering from the /oss of economies of scale at the same time!

6.2 Hospital Revenue in 1999

Since 1999, the budget division of the Ministry of Health has been collecting partial information
regarding activity levels and cap over-runs from both Clalit-owned and public hospitals, while
continuing to collect such data from government hospitals. A major limitation of this database is
that it does not include information on services provided by Clalit-owned hospitals to Clalit
members.

The aggregate data are summarized in Table 43. Note that in this Table (and all subsequent Tables
in this section), the data from government hospitals do include information on research accounts.
Table 43 indicates that in 1999, government hospitals generated NIS 4.2 billion in activity, while
public hospitals generated NIS 1.2 billion in activity. Clalit-owned hospitals generated NIS 0.4
billion in activity in the three smaller health plans; we know from other sources that this constituted
approximately 15% of their total activity. Consequently, the total activity of Clalit-owned hospitals
was approximately NIS 2.5 billion.

Table 43 also indicates how the activity in each type of hospital was distributed among the health
plans, according to the Ministry of Health database, which in turn is based on financial data from
the hospitals. The distribution that emerges is remarkably similar to that indicated by health plan
financial data (see Chapter 5, and Table 44 below). This corroboration increased our confidence in
the figures in both data sets.

Table 43: Distribution of Hospital Activity among Health Plans, Based on Hospital Data’

Type of Hospital Ownership

Government Public Clalit Total

Millions % Millions % Millions % Millions %

of NIS™ of NIS"™ of NIS"™ of NIS™
Clalit 2,793 67 754 62 NA NA NA 100
Leumit 399 10 136 11 118 27 653 100
Maccabi 758 18 129 18] 215 50 1,102 100
Meuhedet 240 6 189 16 96 22 525 100
Total 4,191 100 1,209 100 428 100 5,828 100

:Im:ludes research accounts,
In 1999 prices.
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Table 44: Distribution of Hospital Activity among Health Plans, Based on Health Plan Data

(in %)°
Type of Hospital Ownership

Clalit w/o Clalit
Health Plan Government Public  Clalit Private  Total Health Services
Clalit 67 64 85 28 70 NA
Leumit 9 12 4 15 8 97
Maccabi 18 12 7 40 15 50
Meuhedet 6 13 3 17 7 23
Total 100 100 100 100 100 100

L3
Includes research accounts.

Table 45: Revenue Cap Over-runs in Individual Hospitals and Hospital Systems (as a
Percentage of Hospital Activity)

Over-runs
Hospital With Offsets Without Offsets
Government hospitals
A 30 30
B 29 29
C 10 10
D 8 8
E 8 8
F 8 8
G 7 7
H 6 11
| 5 5
J 2 4
K -1 7
Total 8 9
Clalit-owned hospitals
A 20 9
B 20 20
& -5 6
D -19 0
Total -3 0
Public hospitals
A 41 41
B 29 29
C 22 22
D 21 21
E 18 18
F 17 17
G 17 17
H 2 8
Total 22 23
Grand total 6 10
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Table 45 summarizes the findings on the extent of cap over-runs, by individual hospital, as well as
for the type of hospital system. In the government system, the over-runs (without offsets —i.e. cases
in which utilization of some health plans was below the cap) ranged from 4% to 30%, and had a
(weighted) average of 9%. The over-runs among Clalit-owned hospitals (in their dealings with the
smaller health plans) ranged from 8% to 41%, with an average of 23%. The over-runs in public
hospitals ranged from 0% to 20%, with an average of 7%. The relatively high figures for Clalit-
owned hospitals reflect their being based on the activity of the smaller health plans only, which
tended to have much greater over-runs than did the larger Clalit Health Services.

Table 46 presents information on the cap over-runs by health plan and type of hospital ownership. It
indicates, for example, that in the government hospital system, the cap over-runs were 2% for
Clalit, 17% for Leumit, 22% for Maccabi, and 27% for Meuhedet. These figures, too, corroborate
the data from the health plans reported in Chapter 5.

Table 46: Revenue Cap Over-runs, by Health Plan and Type of Hospital Ownership, 1999

Health Plan

Clalit  Leumit Maccabi Meuhedet Total
Govemment hospitals
Revenue cap 2732 342 623 189 3,886
Consumption 2,793 399 758 239 4,189
Over-run 61 57 135 50 303
Percentage over-run 2 17 22 26 8
Effective percentage 9
Public hospitals
Revenue cap 856 115 104 167 1,242
Consumption 754 136 129 189 1,208
Over-run -102 21 25 22 -34
Percentage over-run -12 18 24 13 -3
Effective percentage 7
Clalit-owned hospitals
Revenue cap 102 165 85 352
Consumption 118 215 96 429
Over-run 16 50 11 77
Percentage over-run 16 30 13 22
Effective percentage 23
Total
Revenue cap 3,588 559 892 441 5,480
Consumption 3,547 653 1,102 524 5,826
Over-run -41 94 210 83 346
Percentage over-run -1 17 24 19 6
Effective percentage 10
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6.3 Further Details on the Role of Research Accounts in Government
Hospital Revenue in 1999

This section seeks to provide further details on the role of research accounts in government general

hospital revenues from the health plans in 1999. As can be seen in Table 47, total operating

revenues for government general hospitals from the sale of services to the health plans was NIS 4.6

billion in 1999. Of this, approximately 8% could be ascribed to research accounts.

Table 47: Government Hospital Revenues, 1999: Main versus Research Accounts

Type of Account Millions of NIS Percentage of Total
Main 4,191 92
Research 362 8
Total 4,553 100

As indicated in Table 48, Clalit accounted for 68% of main account revenues from the health plans,
but only 42% of research account revenues from the health plans. In other words, Clalit’s
contribution to main account revenues was much greater than its contribution to research account
revenues. In contrast, Maccabi accounted for only 17% of main account revenues from the health
plans, but for as much as 32% of research account revenues from the health plans.

Table 48: Government Hospital Revenue Sources in Main versus Research Accounts, 1999

Main Account Research Account Total Revenue

In  Percent In Percent of In

Millions of Total Millions Total Millions
of NIS Revyenue of NIS Revenue of NIS In %
Clalit 2,519 68 153 42 2.672 66
Leumit 338 9 54 15 392 10
Maccabi 635 17 114 32 749 18
Meuhedet 195 5 4] 11 236 6
All health plans 3,687 100 362 100 4.049 100

In interpreting these numbers, it should be borne in mind that, in comparison with the main account,
the research account also sells a much larger share of its services to buyers other than the health
plans. Unofficial data from nine out of the 11 government-owned general hospitals indicate that in
1998, buyers other than health plans accounted for approximately 10% of main account revenues
and approximately 20% of research account revenues.

6.4 Summary

The first year report contained no financial information from the hospitals’ perspective. During the
second year of study, the project team analyzed financial data maintained by the Ministry of
Health’s budget division regarding government hospitals for 1996-1999, and for a broader set of
non-profit hospitals for 1999, '
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In 1999, the ratio between the effective cap over-run and total activity averaged 9% in government
hospitals including research accounts, 8% in government hospitals excluding research accounts (up
from 4% in 1996), 7% in public hospitals, and 23% in Clalit-owned hospitals (in their dealings with
the smaller health plans).” These averages belie the substantial variation that we found among
individual hospitals in each sector. The findings from hospital financial data are reasonably
consistent with the findings from the health plans’ financial data, and thereby validate both sources.

Research accounts are a large and growing component of the government hospital system,
accounting for approximately 8% of revenues in government-owned general hospitals in 1999; in
some hospitals, the figure was as high as 14%. As noted, in the government hospital system as a
whole, Clalit accounted for 68% of main account revenues from the health plans, but only 42% of
research account revenues from the health plans.

The project team found that between 1996 and 1999, the health plans’ activity increased by
approximately 2% in the main accounts of government hospitals. This average is the result of a 5%
decrease in Clalit’s activity, coupled with an increase of between 12% and 24% in the activity of the
other health plans. Differences in membership growth rates accounted for almost all of differences
in the health plans’ growth in activity in main hospital accounts, Unfortunately, due to a lack of data
on research accounts for 1996, the project team was unable to assess how research accounts had
grown between 1996 and 1999; it is possible that research account activity grew particularly rapidly
in the smaller health plans.

7. The Jerusalem Market

This section reviews recent developments in the hospital — health plan relationship in the Jerusalem
region. We chose to examine this region in depth, because we sensed that it had undergone
important changes, which were not fully documented in the first year report. This chapter begins
with an overview of the changes in health plan membership and market shares in Jerusalem, then
reviews changes in hospital inpatient volume in Jerusalem and, finally, summarizes the key points
that arose in interviews with hospital and regional health plan managers.

7.1 Statistical Overview

As Table 49 indicates, between 1996 and 1999, the population of Jerusalem grew from 616,000 to
653,000 (a 6% increase). All of the health plans grew in membership, with Leumit experiencing the
largest percentage of growth (13%), and Clalit experiencing the smallest percentage of growth
(2%). Accordingly, Clalit’s market share declined by two percentage points — from 50.5% in 1996
to 48.4% in 1999. At the same time, the market shares of the other health plans grew by between
0.5% and 1.0%.

* Bear in mind that, for example, a cap over-run of 9% translated into a 4.5% discount under the 50% cap
regime,
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Table 49: Health Plans’ Membership and Market Share in Jerusalem, 1996 and 1999

1996 1999 Percentage Change
Membership
Clalit 311,054 316,190 2
Leumit 80,689 90,807 13
Maccabi 54,203 60,102 11
Meuhedet 170,002 186,840 10
Total 615,948 653,285 6
Market share
Clalit 50.5 48.4
Leumit 13.1 13.9
Maccabi 8.8 9.2
Meuhedet 276 28.6
Total 100.0 100.1

Table 50 displays information on discharges from Jerusalem hospitals between 1994 and 1998, with
a focus on the major hospitals, which are located in West Jerusalem. As indicated, total discharges
increased by 11% during this period, with the greatest percentage increases taking place at the
Hadassah Hospitals (32%) and “other hospitals in West Jerusalem” (35%). It is interesting to note
that admissions to hospitals in East Jerusalem declined by 26%.

Table 50: Discharges from Hospitals in Jerusalem, 1994-1998

Hospital Discharges

Percentage

Change,

Hospital 1994 1996 1998 1994-1998
Hadassah 53,068 62,034 70,146 32
Shaare Zedek 26,252 28,652 29,878 14
Bikur Holim 15,552 15,979 16,535 6
Misgav Ladach 6,259 7,081 7,103 13
Other hospitals in West Jerusalem 3,029 3,468 4,094 35
Hospitals in East Jerusalem 33,376 24,505 24,630 -26
Total 137,536 141,719 152,386 11

Accordingly, there was a major shift in market shares, with East Jerusalem hospitals dropping from
a 24% to a 16% share of the hospital market in Jerusalem, and the Hadassah Hospitals increasing
their share of the market from 39% to 46% (see Table 51).
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Table 51: Hospitals’ Market Shares in Jerusalem, 1994-1998

Market Share

Hospital 1994 1996 1998
Hadassah 39 44 46
Shaare Zedek 19 20 20
Bikur Holim 11 11 I
Misgav Ladach 5 5 5
Other hospitals in West Jerusalem 2 2 3
Hospitals in East Jerusalem 24 17 16
Total 100 100 100

It should also be noted (Table 52) that the average length of hospital stay declined markedly in the
Jerusalem: by 15% during the same four-year period! The largest percentage decline was in
Hadassah (21%) and in the East Jerusalem hospitals (16%).

Table 52: The Average Length of Hospital Stay in Jerusalem, 1994-1998

Average Length of Stay
Percentage Change

Hospital 1994 1996 1998 1994-1998
Hadassah 5.3 4.7 42 -21

Shaare Zedek 5.6 54 2 -7

Bikur Holim 4.2 4.1 39 -8

Misgav Ladach 33 33 34 2

Other hospitals in West Jerusalem 2.8 2.6 2.6 -9

Hospitals in East Jerusalem 52 4.6 4.4 -16

Total S5l 4.6 43 -15

For the Jerusalem hospitals as a group, the decline in average length of stay (15%) was greater than
the increase in admissions (11%), such that hospital days decreased (6%). The hospitals in East
Jerusalem experienced a very significant decline in hospital days: 38% (see Table 53).

Table S3: Hospital Days in Jerusalem, 1994-1998

Hospital Days

Percentage Change,
Hospital 1994 1996 1998 1994-1998
Hadassah 283118 289,927 296,737 5
Shaare Zedek 147,422 154,833 155,334 5
Bikur Holim 65,774 65,749 64,375 -2
Misgav Ladach 20,653 23,650 23,850 15
Other hospitals in West Jerusalem 8,552 9,014 10,549 23
Hospitals in East Jerusalem 172,314 112,657 107,385 -38
Total 697,833 655,830 658,230 -6
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Unfortunately, at present we do not have administrative data regarding changes in the volume of use
of outpatient services at Jerusalem hospitals. As noted in Chapter 4, the CBS survey data indicated a
major drop in visits to hospital-based specialists among residents of the Jerusalem region.

7.2 Interviews with Hospital and Health Plan Managers

In an effort to understand the data presented above, interviews were carried out with the senior
managers of several hospitals in Jerusalem, as well as with the regional managers of the health
plans. We posed the following main questions:

e
2.

How have hospital-health plan interactions in Jerusalem changed since 1995?
At present, what are the major differences in how each health plan interacts with the hospitals in
Jerusalem?

. To what extent have there been contractual agreements between the hospitals and the health

plans, and what has been their impact?

The following were the key findings from these interviews:

*

Clalit has significantly reduced its consumption of services in Jerusalem hospitals, through a
variety of measures. First, Clalit has developed its own network of community-based services in
Jerusalem, including both specialists and diagnostic centers. Some of these services are provided
by Clalit itself, while others are purchased from independent providers.

Clalit has made it much more difficult than it was in the past for its members living outside the
Jerusalem region (primarily in the central and southern parts of the country) to receive care at
Jerusalem’s hospitals. While this has affected the volume of activity at all Jerusalem hospitals, it
has affected the Hadassah Hospitals most acutely, as historically they have been the greatest
“draw” for patients from outside the region. Clalit has adopted this tactic, because it wishes to
make better use of under-utilized facilities in other regions, before purchasing the more
expensive care offered by the Hadassah Hospitals.

An important exception to this general effort is the special agreement — the so-called “Modi’in
initiative” — that Clalit Health Services’ central region has reached with the Hadassah Medical
Organization regarding its members living in and around the new city of Modi’in (roughly
midway between Jerusalem and Tel Aviv). Clalit has contracted with the Hadassah Hospitals
(on a per capita basis) to provide all medical services for its members living in that area. In
February 1998, Clalit and Hadassah signed a three-year contract covering primary care staff,
some of whom previously worked for Clalit, and others of whom previously worked for
Hadassah. All are now paid by Hadassah, but those who previously worked for Clalit have
retained their job tenure and employee rights in that organization. Hadassah, with Clalit’s
concurrence, is attempting to restrict the collaboration to board-certified primary care providers.
Specialty care is provided primarily at a consultant clinic in Modi’in, which is staffed mostly by
Hadassah physicians. Patients whose needs cannot be met there are sent either to one of the
Hadassah Hospitals in Jerusalem, or to a Clalit-owned hospital in the center of the country.
Those patients requiring (inpatient or outpatient) hospital care are usually referred to one of the
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Hadassah Hospitals. Some patients, who previously lived on Israel’s coast, resist this tendency,
preferring to receive care at hospitals with which they are familiar, and in proximity to relatives
who still live on the coast.

Apparently, Clalit sought this arrangement primarily to increase its marketability in this rapidly
developing area (which is populated by many young families — a market segment in which Clalit
is still relatively weak). In addition, it represents an effort to overcome the limitations on its
financial exposure imposed by the capitation system, and to offer its members an integrated,
high-quality system of care.

The other partner in this initiative — the Hadassah Hospitals — also had an interest in developing
an efficient, well-integrated system of care. Hadassah also wished to broaden its population base
to the center of the country, so as to offset the transfer of activity from its hospitals to
community settings in Jerusalem. Moreover, Hadassah was reportedly concerned that the
development of health facilities in the Palestinian Authority would reduce the demand for
services at its Mt. Scopus facility by residents of East Jerusalem — particularly if all or part of
East Jerusalem is placed under the jurisdiction of the Palestinian Authority, and its residents
cease to be covered by Israel’s National Health Insurance system.

The Modi’in initiative notwithstanding, Clalit has generally pursued a strategy of reducing its
reliance on Jerusalem hospitals, particularly for specialty outpatient care. It is interesting to note
that Maccabi has pursued a very different strategy: It has signed a contract with Hadassah
enabling all of its members to receive specialty care at Hadassah Hospitals, without a referral
from its administration or physicians. Under this contract, it appears that Maccabi reimburses
the Hadassah Hospitals using a mixture of “active capitation” and discounted fees-for-service;
however, the details of the contract have not been made public. Maccabi benefits from the
arrangement in two ways: a) its association with the prestigious Hadassah Hospitals improves its
competitiveness in the health plan market; and b) the contract enables Maccabi to expand
without having to invest in developing a network of community-based specialists or diagnostic
centers. For Hadassah, the principal benefit is guaranteed patient volume.

At least officially, this contract does not guarantee exclusivity in either direction. That is,
Hadassah is free to develop similar agreements with other health plans, and Maccabi is free to
sign similar contracts with other Jerusalem hospitals. As of this date, no other agreements of this
sort have been signed in Jerusalem. Shaare Zedek Hospital sought such an arrangement with
Maccabi, but reportedly this was blocked by Maccabi’s independent physicians, who feared
further competition, particularly as Shaare Zedek is centrally located.

All of Jerusalem’s hospitals are under serious financial pressure. This is due in part to Clalit’s

having successfully and significantly decreased its consumption of services at all of the city’s
hospitals. In addition, even though the other health plans have significantly increased their
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consumption of services at Shaare Zedek and the Hadassah Hospitals, the revenues of these
hospitals have not increased due to the health plans’ major cap over-runs.

¢ The figures presented above reveal only part of the picture of consumption of inpatient hospital
services in Jerusalem. For example, while admissions at Shaare Zedek Hospital increased by
14% between 1994-1998, outpatient visits declined significantly (by approximately 10%)
between 1996 and 1999. Recognizing that the health plans would be moving outpatient activity
to the community, the management of Shaare Zedek made the strategic decision that, “if you
can’t beat them, join them”. Accordingly, it permitted its senior physicians to work for the
health plans in the community. In this way, it sought to develop its community feeder network
in order to secure as large a portion as possible of inpatient business.

7.3 Summary

We based our analysis of recent developments in the Jerusalem hospital market primarily on
interviews with health plan and hospital managers. The interviews revealed that between 1996 and
1999, Clalit made a major effort to shift its use of ambulatory services from the hospital to the
community; this was consistent with the quantitative findings of the CBS’ Use of Health Services
Surveys and other sources. The interviews also revealed a trend toward hospital-health plan
contracting in Jerusalem, and provided insights into the motivations behind it, the substance of the
contracts, and their perceived outcomes to date.

8. Concluding Remarks

This stage of the study focused on changes in hospital utilization and expenditure between 1996 and
1999, during which the 50% cap prevailed. Its primary finding was that per capita utilization and
expenditure had declined throughout the system during the period. In addition, some of the
measures examined revealed that certain differences between Clalit (historically the most intensive
user of hospital services) and the other health plans have narrowed, although they have not been
eliminated. The study also found that patterns of change over time have differed substantially
among hospitals and hospital sectors.

Our findings suggest that government policy and the actions of both health plans and hospitals have
influenced recent changes in hospital utilization and expenditures in Israel. This challenges views
sometimes head in Israel that some (or all) of these actors have little or no ability to influence
hospital use levels. Our conclusion, if correct, implies that future efforts to influence hospital use
can (and should) consider policy tools directed at both the health plans and at hospitals.

In addition, our findings have implications for the current policy debate over whether or not to
discontinue the hospital revenue cap. Almost all parties to the debate concur that the current
capping rules have elements that are problematic for efficiency and equity. Nevertheless, they
continue to debate whether to try and “fix” the cap, or to discard it. Our finding that one of the cap’s
major goals — constraint of hospital use rates — has been achieved, may encourage policymakers to
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think twice before completely abandoning this tool. At the very least, we hope our findings will
encourage policymakers to evaluate the cap’s effect not only on the narrow parameter of “over-
runs”, but also on broader parameters such as use rates, health plan expenditures, and hospital
revenues.
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Appendix |: How the Cap Was Set for Each Health Plan in 1997

Let xi = the percentage growth in membership for health plan I during the preceding year.
Let yi = the percentage cap overrun for health plan I during the preceding year.

Then compute Pi, an intermediate parameter for each health plan, as follows:
Pi=[(xt+y) /2] +.5

(In other words, compute the average of? the health plan’s growth in membership and its? cap
over-run, and then add a constant (.5%) to reduce the variation among health plans.)

The cap Ci for that health plan is then set at:
Ci=Pi * (2 / ZPi*Mi)

This standardizes the parameters, so that the overall national (weighted average) cap remains
2%.

A similar procedure was used between 1998 and 2000, with one exception:
Pi = [(x+y) / 2] (the constant was eliminated)

Ci=Pi * (1 / ZPi*Mi) (the overall national cap was reduced from 2% to 1%)
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Appendix ll: Recent Trends in the Relationship between HMOs
and Hospitals in the United States*

Following the growth of health maintenance organization (HMO) enrollment in the United States in
the 1990s, the relationship between HMOs and hospitals has received increasing attention from both
legislators and health care policy researchers. As increasingly powerful HMOs have engaged in cost
containment efforts — including selective contracting, capitation, and utilization management
techniques such as pre-admission approvals — numerous studies have focused on the effects that
these strategies have had on hospital utilization, hospital costs, the quality of hospital care, and the
financial viability of hospitals. The following section will provide an overview of a few marked
trends, which reflect the dynamic effect that the growth of HMOs has had on the changing
landscape of American hospitals.

Competition, Cost, and Managed Care

Prior to the proliferation of managed health care organizations in the U.S., it was generally believed
that the health sector constituted an exception to the general rule that competition lowers costs.
Indeed, competition among hospitals was believed to increase costs. Insurance coverage protected
both patients and physicians from cost considerations when choosing a hospital, so that the key
considerations in their choice of hospital could be amenities and technological sophistication.

This situation changed dramatically with the advent of managed care. Managed care organizations
had an incentive to seek out lower prices, the administrative wherewithal to collect and compare
price information, and the market power to push for discounts. Numerous studies have shown that,
in the managed care era, greater competition among hospitals has led to both lower costs and lower
prices.,

Cost Containment by HMOs and the Trend toward Consolidation of Health Care Services
Several studies have indicated that HMOs are effective at containing hospital costs. Gaskin and
Hadley (1997), for example, bring evidence that between 1985 and 1993, hospitals in areas with
high HMO penetration had a 25.9% lower rate of growth than hospitals in areas with low HMO
penetration. Other studies, however, have called into question how extensive and continuous this
effect was during the latter part of the decade. Tu, Kemper, and Wong (2000), for example, found
no statistically significant difference in hospital usage between persons enrolled in HMOs and other
insured persons.

The HMOs’ practice of negotiating price and other terms with providers in return for market access
has engendered several trends, which may have reduced the HMOs’ competitive advantage in
cutting costs during the late 1990s. One factor that may have hindered the HMOs’ continued ability
to contain costs is the trend toward consolidation among hospitals, which may strengthen the

*' This Appendix was prepared primarily by Robert Schoenberg.
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hospitals’ bargaining position in negotiating reimbursement levels with HMOs. A study by Escarce,
Shea, and Chen (1997), for example, found that HMO price pressures did not help to reduce
operating costs among hospitals that were in strategic alliances with one another. Both HMOs and
strategic hospital alliances have been associated with lower hospital revenues, but only strategic
hospital alliances (and not HMOs) have been associated with lower expenses. Escarce, Shea, and
Chen (1997) conclude that HMO price pressures have not helped reduce operating costs among
strategic hospital alliances, but that well-managed strategic hospital alliances have been successful
in reducing expenses. However, this finding has been questioned by other studies and observers.

Another factor that may have reduced the HMOs’ competitive advantage during the late 1990s was
the horizontal ripple effect that HMOs had among other, local insurers, which have had to respond
to HMOs in order to remain competitive. One study points out that in 1987, managed care plan
enrollees had a significantly lower probability of hospital admission and a significantly lower
average length-of-stay than did enrollees in other insurance plans. By 1996, however, neither of
these differences were significant. This change was primarily attributed to a reduction in hospital
utilization among non-managed care enrollees, which suggests that non-managed care providers had
joined the HMO cost-containment revolution. The marginal advantage of HMOs over other insurers
in effectively containing costs was therefore reduced by the success and consequent spread of the
techniques that the HMOs were the first to employ.

The broad transformation that the HMOs have caused in the provision of medical services is
affecting the consolidation of health care services far more extensively than in local markets with a
high HMO penetration. The effect of HMOs beyond local markets can be seen in the increased
prevalence of integrated delivery systems — organizations that paralleled the proliferation of HMOs
in the 1990s. Integrated delivery systems, which may involve either horizontal consolidation of
hospitals (like strategic hospital alliances) or vertical arrangements between hospitals and other
providers, have proliferated in health care markets, largely independent of HMO penetration in
those markets. That integrated delivery systems have expanded irrespective of HMO penetration in
a given market contributes to the impression that managed care’s efforts at cost containment have
had a consolidating effect on the health care market in America, which is national in scope.
However, some observers are skeptical of the ability of integrated delivery systems to control costs.

The Trend toward For-profit HMOs, and Suspicions about Quality of Care

As the managed care market in America has matured, there has been a marked increase in for-profit
HMOs. In 1981, 82% of HMOs were non-profit, compared with only 29% in 1995. This trend has
been particularly strong among HMOs that have grown into national organizations. The growth
trend in HMOs has been accompanied by growing public concern about consumer protection under
managed care. Some of the negative public perception of HMOs can be understood independent of
specific concerns about quality of care, and seen instead as simply a natural reaction to the HMOs’
unpopular cost-containment strategies. For example, one cost-containment strategy used by HMOs
has been the institution of co-payments for some medical services. While these co-payments have in
some cases discouraged the use of emergency department health services and have most likely
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increased public dissatisfaction with HMOs, it is not clear whether they have had a detrimental
effect on the health of patients. Instead, they may have encouraged patients to be more circumspect
about where they seek care. Nevertheless, whatever the actual differences in quality of care may be,
patient assessments of HMOs are significantly less favorable than their assessments of other types
of insurance.

Although measurements of quality of care are hard to quantify, studies have suggested that public
concerns about the quality of care under managed care, and particularly under HMOs, may be
justified. Volpp and Bundorf (1999) found that pregnant HMO patients who underwent normal
vaginal deliveries were 72% more likely to stay in the hospital for only one day, than were patients
insured by other commercial plans. Similarly, Escarce, Shea, and Chen (1997) found that HMOs
disproportionately sent patients to hospitals with lower average lengths of stay. When these data are
understood in the context of the HMOs’ decreasing ability to cut costs, concern arises that the
HMOs may no longer be able to contain costs without more intensively managing or rationing
health care, to the possible detriment of their members’ health and their own public image.

Regarding the issue of whether managed care organizations channel members to hospitals of low or

high quality, Mukamel® notes:
One way in which managed care organizations influence the quality of care that their
enrollees receive is through the choice of providers to be included in their panels. Studies to
date have primarily investigated the role of hospital quality in managed care organizations’
contracting and referral patterns. They have found no evidence of systematic bias toward
contracting with poor quality hospitals. Some have found evidence of a bias toward higher-
than-average quality, and some have found no association with quality at all, suggesting
that the role of quality in managed care organizations’ contracting decisions may vary.

Regarding these and related matters, Morrisey (1999) notes:
Travel distances to hospitals of admission have not increased as a result of managed care.
Evidence of the diffusion of technology in hospitals, and the extent to which hospitals have
specialized as a result of managed care, is mixed. Little research has been performed on the
effects on quality, but preliminary evidence suggests that hospital quality has not declined
and may have improved.

The Nature of Contracting between Hospitals and Managed Care Organizations in the U.S.
The project team was unable to find published information on the nature of health plan-hospital
contracting in the U.S., so it sought relevant information via Health-Israel, an e-mail discussion
group involving leading health experts from Israel, the U.S., and other countries. The following
picture emerged from the responses to our query by Professors Martin Gaynor, Dana Mukamel,
Jack Zwanziger, and by Mr. Jed Linfield and Ms. Rona Bach.

» Mukamel, D 1.11.00 Personal communication.
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In the U.S., most managed care organizations engage in selective contracting, i.e. they sign
contracts with some, but not all, of the hospitals in their service area(s). In general, the government
does not regulate contracting between hospitals and managed care organizations. Typically, the
contracts do not include volume guarantees. The dominant payment mechanism is discounted fees-
for-service, although other models, such as capitation arrangements, also exist. The focus of a
typical contract is price, rather than quality; however, quality is getting increased attention. Many
managed care organizations will contract only with hospitals that have quality approval from the
Joint Committee on the Accreditation of Hospitals and Other Healthcare Organizations (JCAHO).
For more sophisticated services, they often seek recognized centers of excellence. Some contracts
stipulate the administrative mechanisms to be employed to both control utilization and ensure
quality.

A Point of Comparison: The Nature of Contracting between Hospitals and Regions in the

United Kingdom

As part of reform of the health care system in the United Kingdom carried out in 1991, a purchaser-

provider split was instituted. Regions began to sign one of three types of contract with hospitals:

1. Block agreements, which assigned global budgets for the unlimited access of a defined
population to all hospital services.

2. Cost-and-volume agreements, according to which the provider supplies a specified number of
treatments at an agreed price.

3. Cost-per-case agreements, according to which contracts are negotiated for each individual
patient.

Initially, the majority of contracts were block agreements, in part because of a lack of the cost
information needed to develop the other types of agreement. It was expected that, over time, cost-
and-volume and cost-per-case agreements would be preferred. Instead, a new type of contract
emerged — the “sophisticated block” contract — and it now dominates the market, accounting for
approximately two-thirds of all contracts (with cost-and-volume agreements accounting for 25% of
all contracts, and cost-per-case agreements accounting for 5% of all contracts). A “sophisticated
block agreement” is similar to the original block contract in that it provides for a global payment to
be made in return for access to a defined range of services or facilities. However, it also sets
“floors” and “ceilings” for activity levels; if either of these thresholds are reached, the contract must
be renegotiated, or more detailed data collected.

The British government has voiced concern that too much administrative time and energy are being
invested in the current contracting process. Interest has been expressed in making longer-term
contracts (i.e. three- rather than one-year contracts), and paying greater attention to quality issues in
the contracts.
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Issues Relevant to Israel
The following issues, raised by this review, are relevant to the situation in Israel:

1

The situation in the U.S. indicates that the ability of health plans to selectively channel patients
to certain hospitals can have a significant impact on cost, without incurring inconvenience, such
as longer travel distances, or (apparently) reducing quality. This is relevant to the current policy
debate in Israel over whether to allow health plans to contract selectively with particular
hospitals.

The situation in the U.S. demonstrates that, given time, hospitals can respond strategically to the
cost and volume pressures arising from selective contracting. [nfer alia, they can develop their
own vertically-integrated systems, as well as hospital alliances and even mergers.

In the U.S. the move to for-profit managed care organizations has increased concern about
quality of care. Even if Israel continues to restrict its health plans to operating not for profit,
concern about quality could intensify if the health plans feel increasing cost pressures or become
increasingly corporate and financially focused in their organizational cultures.

The U.S. and the UK. have evolved very different models of hospital-purchaser contracting.
One key difference is whether the purchaser guarantees volume (either the number of
admissions or a defined service population). Israel has yet to choose between these two
approaches.
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Appendix lll: Recent Changes in the Provision of Outpatient
Specialty Care in Four Countries?®

This Appendix provides an overview of recent trends in the locus of outpatient specialty services in
four countries: the United States, the United Kingdom, Sweden, and Canada. All four countries
report a shift of service provision from hospitals to the community. The reasons for the shift and the
nature of the shift vary from country to country.

The United States

With the growth of managed care in the US, the provision of specialty care has shifted away from a
fee-for-service system toward managed care arrangements, which put a high priority on efficiency
and cost control. One result of this shift has been an increased effort to transfer care from hospitals
to community settings. Under the fee-for-service system, individuals could receive specialty care
directly, at either a hospital or a community-based clinic. Specialists such as radiologists,
anesthesiologists, and pathologists usually practiced in hospitals under contracts that often
combined salaries with fee-for-service billing arrangements. Other specialists often worked in
independent, community-based private practices. Now that managed care systems have become the
norm, referrals to a specialist are generally controlled by primary care “gatekeepers”. This has
required specialists to make a variety of arrangements with networks of other physicians, hospitals,
and managed care organizations, according to which they agree to reduce costs in return for market
access. Two ways in which physicians have been encouraged to reduce costs are to move visits
from expensive hospitals to community-based clinics, and to combine formerly independent
practices into larger, multi-physician care groups. Specialty care in the U.S. has therefore
undergone processes of decentralization and centralization at one and the same time.

Another result of the shift to community settings has been a decrease in the provision of hospital-
based outpatient care as a percentage of total outpatient care.

Appendix Table 1: Changes in Rates of Hospital- and Community-based Outpatient Care,

1995-1998 ;
Year 1995 1997 1998
Average, age-adjusted outpatient physician visits per person 3.34 3.65 3.78
Average number of outpatient physician visits occurring in
physician offices 271 3 = 122
Average number of such visits in hospitals 0.63 0.65 0.66
Percentage of outpatient visits in hospitals 18.9 17.8 17.5

Despite the successful transition to community-based care, debate continues over whether this
transition has really brought about desired cost containment. While there is little doubt that use of
community-based primary and preventive services saves more money than does use of hospital

* This Appendix was prepared by Rob Schoenberg.
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emergency room services, skeptics often focus on community-based specialty care when arguing
that efforts to reduce hospital-based care will not bring about the desired savings in cost. These
skeptics point out that one expensive consequence of fostering community-based specialty care can
be seen in increased high-technology expenditure. The purchase of high-technology equipment,
formerly the province of hospitals, has increasingly spread to community-based physician groups.
Some policy analysts have argued that the growing need of community-based specialists to
purchase expensive equipment has led to the rapid spread of current technologies, leading to an
increased demand for and utilization of high-technology and further exacerbating health cost
inflation. Whether such technology expenditures have increased the quality of care or simply led to
redundant purchasing of expensive equipment is a matter of ongoing debate.

Some analysts have argued that the controversy about access to specialty care, concerning how and
where it should be available as well as who should pay for it, is one of the most central to health
care reform debate in the U.S.. Some have suggested that concern about the provision of specialty
care has reduced the possibility of meaningful health care reform in the U.S. in the foreseeable
future. They note that America’s multi-tiered health system includes a sizable tier of wealthy (and
sometimes politically influential) people who are not covered by a managed care organization and
who purchase their care either directly from specialists or from an insurance policy that allows
direct access to specialists. They express concern that these people may resist any change that
affects their direct access to care. Efforts to maintain the status quo within this group could further
reduce trust in and support and financing for a public system of health care in the U.S.. If resistance
to reform persists, the American health care system will be characterized by a lack of systemization,
with physicians continuing to balance market forces and individual preferences for hospital- or
community-based care, independence and consolidation. Patients will face a similar economic and
personal calculus when deciding which, if any, health insurance to acquire.

The United Kingdom

The National Health Service (NHS), which provides universal health coverage to residents of the
U.K., underwent major reform in the 1990s, which involved the creation of an internal health care
market that introduced competition as an impetus to improve service. This reform has had a
powerful effect on specialists in the health care system. One of the reform’s primary mechanisms
for reaching its objective of encouraging competition was to separate the roles of purchaser and
provider. The reform reduced the power of providers by creating purchasing organizations, which
induced competition for funding among providers. Providers were rewarded providers for
effectiveness and efficiency by having their services purchased by health authorities.

In addition, the reform introduced competition among purchasers by creating general practitioner
fundholding, alongside traditional health authorities. Fundholders are groups of general
practitioners who are given a budget with which to purchase a specified range of services for their
patients. As a result of this initiative, each type of purchaser organization seeks to maximize health
care services through effective negotiation with providers. This has in turn generated competition
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among health authorities and fundholders, each of which try to maximize the benefits they offer
their patients.

The effect of the reform has been significant, particularly for specialists and other providers in acute
care hospitals. Beginning in the 1960s, district general hospitals were the primary providers of
comprehensive specialty care in the U.K.. Providers at these acute care centers, who formerly were
in a position of great strength, have found their power challenged by an alliance of purchasers and
fundholders, which is an outgrowth of the recent reform. Although district general hospitals remain
the primary providers of hospital care in the UK., the formerly stark division between primary and
secondary care has increasingly been challenged. Due to competition and the consequent drive
toward cost control and better service, specialists have increasingly opened outpatient clinics within
the offices of general practitioners. In addition, general practitioners are playing an increasingly
important role in providing hospital emergency services.

In addition, some fundholders have expanded the services offered at small, community hospitals to
include advanced specialty care. This further blurs the lines among primary, secondary, and tertiary
care, while also generating more economical alternatives to expensive acute hospital care.
Specialists are therefore increasingly working out of outpatient clinics and smaller, less expensive
hospitals, such that specialty care that in these hospitals may be said to have moved into the
community. Moreover, when a patient requires a specialized procedure that proves too complex for
a local hospital, the local specialist may act as gatekeeper, referring the patient to a specialist at a
more advanced regional or supra-regional acute care hospital. As a consequence, community-based
specialists are playing an increasingly large role in the provision of specialty care in the UK..

In conclusion, although the consequences of the recent reform remain to be seen, its effects already
have been felt both in the locus of specialty care and the relationship of specialists to the health
system. Although specialists in district general hospitals are still the primary providers of specialty
care, there has been a significant shift toward community-based care at both small community
hospitals and outpatient clinics located within the offices of some general practitioners. That
specialty care which is provided solely at centralized acute-care hospitals increasingly requires a
referral from a community-based specialist.

Sweden

In order to understand how and where specialty care is provided place in Sweden, it is first helpful
to summarize the structure of the Swedish health care system. Universal coverage has long been a
value for the Swedish polity. Within the Swedish national health system, responsibility for
provision of health services rests with 23 county councils and three large municipalities. In addition,
a small, though sizable and growing, private sector exists. For example, in 1994, 8% of physicians
were in full-time private practice.

Outpatient, community-based care is organized in health care districts within the 23 counties. These
districts offer care through general practitioners and “common” specialists such as pediatricians,
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gynecologists, and psychiatrists. Other, more esoteric specialty care is usually provided at county or
regional hospitals. County hospitals are subdivided into central and district county hospitals.
Central county hospitals may provide care in from 15 to 20 specialty departments, while smaller
district county hospitals may have as few as four specialty departments (usually internal medicine,
surgery, radiology, and anesthesiology). Regional hospitals provide a range of advanced and highly
specialized care, and are often affiliated with medical schools.

Over the past 20 years, several cost-containment initiatives have attempted to encourage more
efficient patient care. One focus of these has been to remove specialty care from hospitals. For
example, the Dagmar Reform of the 1980s changed the model of reimbursement to county councils
for outpatient care from a system based on the number of patient contacts with health personnel to a
modified capitation arrangement. This pressured the health care system to reduce its utilization of
hospitals in favor of less expensive, community-based care. Providers were thus encouraged both to
limit total visits to specialists, and to move many of the remaining visits to specialists out of
hospitals.

Data indicate that the move away from hospital care has been significant. In 1990, the annual
average total number of outpatient visits to a physician was 3.2 per person. This represents an
increase of 14.3% from the national average of 2.8 visits per person in 1973. In contrast to the
significant growth in total physician outpatient visits per person, outpatient visits in hospitals had
fallen from an average of 1.33 per person in 1980 to 1.2 per person in 1990.

This reduction in per capita hospital use has been realized despite the aging of Sweden’s population
and an increase in overall use of physician services. This may have been accomplished in part by
the increased provision of home and social services to elderly patients by municipalities. This is
reflected in the number of staff hours in such services: Between 1973 and 1990, the number of staff
hours in home and social services for the elderly provided by municipalities increased by an
average of 66% per elderly person. It thus appears that Sweden has successfully reduced its hospital
outpatient utilization by increasing its funding of preventive and continuing care, particularly for the
elderly, in the community and the home. However, this change may also account for Sweden’s
limited success in reducing its public expenditure on health care — from 8.7% of GDP in 1980 to
7.8% in 1990.

Given limited success containing health costs and the aging of the population, public debate in
Sweden continues to concern the need further to reduce public expenditures. It seems this concern is
warranted, as Sweden’s public health care expenditure as a percent of GDP remains well above the
OECD average (5.8% of GDP in 1990). It has been suggested that primary care gatekeeping be
increased, in order to restrict access to specialists, thereby reducing health care expenditures.

In another effort to increase cost containment, the Stockholm county council attempted to create an

internal market for hospital services in 1992. Part of this reform included the introduction of
payments based on diagnostic-related groups. This ongoing experiment has led to debate over the
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effect that it and other cost containment efforts may have on the quality of hospital and specialty
care.

Canada

Canada’s public health system funds universal coverage for its citizens through a combination of
taxes and health care premiums, with the latter never having accounted for more than one-third of
health care revenue. In most cases, this publicly-funded system uses general practitioners as
gatekeepers. General practitioners usually constitute a patient’s initial contact within the health care
system, and control both referrals to specialists and hospital admissions. While the Canadian system
used to focus on institutions and disease treatment, since the 1970s it has focused on health
promotion, preventive care, and community-based care. Accordingly, hospital expenditures, which
peaked in the 1970s at about 55% of total health care expenditures, decreased in the 1990s to 50%.

The focus on community-based care has led to initiatives in individual provinces and at federally to
move care out of the hospital. Across the nation, increased public funding has been allocated for at-
home nursing and other home-based, low-level care. In addition, in 1981, New Brunswick
attempted to provide advanced services in the home, which were previously accessible only to
hospital inpatients. Created by the Public Hospitals Act of 1981, the “Extra-Mural Hospital” of New
Brunswick provides participating patients with medical, nursing, and rehabilitation services in their
own homes. The program has reduced costs by eliminating the infrastructure expenditures
associated with traditional hospitals. New Brunswick’s model was emulated by Quebec and Ontario
later in the 1980s.

Another provincial initiative was attempted on the island of Victoria in British Columbia. The
Victoria Health Project has created a community-based system for care of the elderly, which
operates by means of quick response teams. These teams offer limited basic health services in the
homes of elderly patients; they have succeeded in averting the costly admission to the hospital of
some patients.

Other efforts toward community-based care have included the controversial de-institutionalization
of the mentally ill, as well as the expansion of privately-owned medical clinics that provide a
variety of general and specialty care. The latter have precipitated calls in some provinces for
additional statutes regulating the care provided in private clinics.

It thus appears that Canada has been the site of numerous, innovative attempts at cost-effective
delivery of community-based care, thanks in part to the support of Canada’s National Health
Research and Development Program. This federal program, along with several provincial funds,
have earmarked monies for the development of programs and pilot projects that attempt the cost-
effective delivery of health care services.

Such innovations will be increasingly needed in the future, as Canada struggles to limit health care
costs: As early as 1987, Canada had the highest per capita health expenditure of any country with a
national health system. This fact, combined with the fact that Canada’s population is aging,
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suggests that Canada may need to introduce competition or other substantial reforms into its health
system in the near future. This will require a change in Canada’s long-standing attitude of mistrust
toward allowing competition and other market forces to shape health care.
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Appendix IV: Table V7 of the Witkowsky-Nevo Report, and Its
Limitations

In the first year report, we were limited by a lack of data distinguishing between inpatient and
outpatient activity. Thanks to the so-called Witkowsky-Nevo reports,”” which began to be published
in 1997, we are now in a position to analyze hospital consumption by health plans, by type of
service (in this paper, our analysis covers the period of 1996-1999). By “type of service” we refer to
the distinction between inpatient care and hospital-based ambulatory care (primarily outpatient
clinics, diagnostic centers, laboratories, emergency departments, and day hospitalizations). Our
analysis is based on information published as “Table V7” in the annual Witkowsky-Nevo reports.
These data contain significant limitations, particularly as far as Clalit Health Services is concerned.
Nevertheless, we have chosen to present key findings from these data, as they are the only officially
available national data on hospital charges by health plan and type of service. Despite their
limitations, the data are informative on a number of key questions. We will highlight where the data
are lacking, in the hope that efforts will be made to improve them in the future.

We first present the questions which, ideally, we would have liked to answer with the help of this
dataset. We then discuss the key limitations of the data, and their implications for our analysis.
Lastly we present the data and review their implications, addressing each question in turn.

The Questions
Ideally, we would have liked to use the Witkowsky-Nevo data to address the following questions:
A. Questions related to 1999 (the year for which data were most recently available at the time of
writing):
1. What share of hospital consumption was accounted for by the different services: inpatient
care, ambulatory care, and “other services”?
2. How did the consumption of hospital services, in NIS per age-adjusted person, differ among
the health plans? Did the pattern differ by type of service?
3. How reliant were the health plans on each of the various types of hospital (by ownership)?

B. Questions related to changes between 1996 and 1999 (the period for which service-specific data
were available):
4. How did the consumption of hospital services, overall, change between 1996 and 1999 in
each of the four health plans?
5. How did the consumption of hospital services, by type of service, change between 1996 and
1999 in each of the four health plans?
6. Have the health plans undergone shifts in the source of hospital services by ownership type?
Has this varied by type of service?

*" The Witkowsky-Nevo reports integrate audited financial data from all of the health plans.
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Description of the Data Set and Overview of Key Limitations
The service-specific data in Table V7 of the Witkowsky-Nevo reports relate to hospital charges
prior to the inauguration of cap-related discounts.

The key limitations of the dataset were as follows:

i

The categorization of consumption into different types of service was not uniform across health
plans. For example, Meuhedet uses the categories: “regular admissions”, “procedures” (i.e.
admissions paid for on a diagnostic-related group basis), “outpatient clinics”, “emergency
departments”, “services outside Israel”, and “refunds to members”. Clalit, in contrast, uses the

3
EE 1Y

categories “regular admissions”, “births”, “procedures”, “outpatient clinics”, “diagnostic centers
and labs”, “emergency departments and day hospitalizations”, “research funds”, and “chronic
diseases/other”. Accordingly, together with the financial staff of the health plans, we re-grouped
the data into three major categories: “inpatient”, “ambulatory”, and “other”. To the extent that
there were problems with this regrouping, they did not impair our ability to monitor changes
over time within health plans. However, they may have created minor problems for comparing
the health plans.

When Clalit Health Services purchases ambulatory services from its own hospitals, it faces a
different set of prices (and indeed a different reimbursement regime) than that which prevails in
the rest of the health system. Specifically, instead of paying for services on a straight fee-for-
service basis, Clalit-owned hospitals charge Clalit’s regions a one-time annual fee for each
member who visits a specific outpatient clinic — irrespective of how many times the member
visits that clinic during the course of a year. To make matters even more complicated, this
internal Clalit “subscription system” has itself undergone several changes since the period

studied.

As a result, in analyzing changes in the data on Clalit over time, we needed to keep in mind that
“changes in consumption” may indeed have captured changes in the amount of money paid by the
regions to the hospitals, but may not have accurately reflected changes in the use of services, per se.

Another result is that in comparing the health plans — particularly with regard to ambulatory
services — the data on Clalit understate actual resource use. Clalit’s financial managers estimated
this understatement as small.

3. The data in Table V7 reflect non-cap volume discounts. The primary discount is the 4%

discount afforded all health plans by government hospitals. If this were the only discount
reflected in the raw data, we would simply have made an adjustment to the data to offset its
effect. However, apparently there are additional discounts embedded in the data which we were
unable to identify. Accordingly, we present the data in their raw form and, as such, must keep in
mind that they slightly understate (by about 4%) the role of government hospitals in total
resource provision.
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