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WHAT IS THE JDC-BROOKDALE INSTITUTE?

A national center for research on aging, human development,
and social welfare in Israel, established in 1974.

An independent not-for-profit organization, operating in
partnership with the American Jewish Joint Distribution
Committee (AJJDC) and the Government of Israel.

A team of professionals dedicated to applied research on
high-priority social issues relevant to the national agenda.

A knowledge resource committed to assisting policymakers
and service providers in the planning and implementation of
effective social services.

A center for professional exchanges, collaborative research
and special forums in the international arena.
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+ Health Policy
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Introduction

This paper examines differences in the expenditure levels of Israel’s four competing sick funds,
and relates them to differences in patterns of health service utilization. It also analyzes the extent
to which the differences in health service utilization rates may be accounted for by differences
in sick fund members’ sociodemographic characteristics. The relationship between sick fund
expenditures and revenues from various sources is also explored.

The comparative analysis of sick fund expenditures presented in this paper was carried out at the
request of the special Knesset committee that developed Israel’s new National Health Insurance
Law. This analysis was based primarily on the sick funds’ financial statements for 1992 -- the
most current source of data on expenditures available a the time. The findings of the analysis
contributed to the committee’s discussion of the necessity and affordability of national health
insurance, and the level at which it should be funded.

However, our understanding of differences in the sick funds’ expenditures was limited due to a
lack of comparative data on health service utilization at that time. Subsequent release of the
Central Bureau of Statistics’s 1993 Use of Health Services Survey (UHSS) facilitated analysis of
utilization data, which are presented in this paper. Integration of data from the various sources
also makes it possible to analyze the relationship between expenditures, utilization patterns and
member characteristics.’

Even before the recent introduction of national health insurance, almost all residents of Israel
were insured in one of four competing sick funds. In 1992, the largest sick fund, Kupat Holim
Clalit (KHC), had a 72% market share while the next largest fund, Maccabi had a 14% share.
The two smallest funds, Meuhedet and Leumit, each had under 10% of the market. KHC had
a disproportionately large share of the sick, the poor and the elderly among its members.

This paper will first examine the sick funds’ expenditures, and then their revenues.

Expenditures

Analyses based on the sick funds’ financial statements revealed that, in 1992, average per capita
operating expenditures for the four sick funds were NIS 1,389% (approximately $450 at that

1 Atpresent, we are analyzing data from the sick funds’ 1995 financial statements, and will analyze
data from the 1996 UHSS when it becomes available. Comparisons of the new data with the
earlier data will help us discern how the implementation of national health insurance has affected
sick funds. Our conclusions will be published at a later date.

2 All data are in shekels are in 1992 figures.



time). Hospital services (including both inpatient and hospital-based outpatient services)
accounted for 48 % of aggregate sick fund operating expenditures (NIS 672 per capita). The sick
funds spent 15% of total operating expenses on pharmaceuticals (NIS 215 per capita), and 36%
on community-based services and administration (NIS 502 per capita).

There were modest differences in total per capita spending levels among the funds with Maccabi
spending 13% more per person than KHC (see Table 1). More striking were the differences in
spending levels for specific components of care. KHC spent more per capita than the other
funds on hospital services, and significantly less on pharmaceuticals and community-based
services and administration. In the case of hospital services, KHC spent approximately 40%
more per capita than did Maccabi, the fund with the lowest spending level in this area. With
regard to pharmaceuticals, the sick funds with the highest spending levels, Maccabi and
Meuhedet, spent approximately 50% more than did KHC, while in the area of community
services and administration Maccabi spent almost 90% more per capita than did KHC. Indeed,
Maccabi’s high level of total spending was primarily the result of its high level of spending on
community-based services and administration.

Table 1: Per Capita Operating Expenditure in 1992, by Type of Expenditure (in NIS)*

KHC Leumit Maccabi Meuhedet Total
Total 1,364 1,358 1,536 1,387 1,389
(100) (100) (113) (102) (102)
Hospital care 748 565 443 465 672
(100) (76) (59 (62) (90)
Medications 190 240 292 292 215
(100) (126) (154) (154) (113)
Community-based 426 553 800 630 502
services/administration  (100) (130) (188) (148) (102)

* The figures in brackets represent the expenditure as a percentage of the expenditure of KHC.
Sources: Sick fund financial statements; National Insurance Institute Master File.

Data from the National Insurance Institute’s (The Social Security System) master file on sick fund
affiliation indicate that the sick funds vary significantly with regard to their age-mix, with KHC
having a significantly older membership. Adjusting for differences in age increased the
difference between Maccabi’s and KHC’s total per capita spending from 13% to 27%. After age-
adjustment, Meuhedet’s total spending levels were slightly lower than those of Maccabi, while
Leumit’s were intermediate between the two. Age-adjustment reduces the extent to which KHC
spends more than other sick funds for hospital services, but does not eliminate the difference.




Age-adjustment increases the extent to which the smaller sick funds spend more than KHC for
pharmaceuticals and community-based services and administration.

The findings regarding expenditure differences raised two important analytic questions:

1. To what extent were the expenditure differences for specific components of care due to
differences in utilization rates across sick funds, as opposed to differences in the prices paid
by the sick funds for various inputs (hospital services, pharmaceuticals, physician services,
etc.)?

2. Where there were differences in utilization rates across sick funds, to what extent were they
the result of differences in member characteristics, as opposed to differences in how the sick
funds organized themselves to provide care?

The release of data from the Central Bureau of Statistics’ 1993 Use of Health Services Survey
(UHSS) has made it possible to begin to relate the expenditure findings to comparative data on
health service utilization rates, and to relate utilization rate differences, in turn, to member
characteristics such as age, sex, region, ethnicity and health status. The analysis presented in this
paper makes use of the UHSS data to begin to provide answers to the two questions listed above,
and highlights the additional data needed to provide more definitive answers.

1. Expenditure Differences: The Result of Utilization Differences or Price Differences?
To fully answer this question, one would need a full set of comparative data on expenditure,
utilization and price for each category of service under consideration: hospital services,
pharmaceuticals and community-based services. Unfortunately, no systematic comparative price
data exist. This would not have been a serious limitation if the utilization data were complete;
with complete utilization data, any differences in expenditure not explained by differences in
utilization could be attributed to differences in prices. However, the utilization data themselves
are limited. For example, we have comparative data on hospital admissions but not on length
of hospital stay, and we have no data on pharmaceutical utilization.

What we can do is compare inter-sick fund expenditure differences with the available data on
inter-sick fund utilization differences. While for the reasons listed above the analysis cannot
definitively parcel out expenditure differences between utilization differences and price
differences, it can provide useful insights into these issues.

Hospital Services

As noted above, the data on expenditure for hospital services reflect spending on both inpatient
and outpatient care. While there are no published data which break down the spending between
these two components, it is generally believed that inpatient services account for approximately
two-thirds to four-fifths of hospital costs.



The data in Table 2 compare per capita expenditures and utilization rates across sick funds, using
KHC as the base case (KHC=100). Meuhedet’s hospital expenditure index was 62 (i.e., on a
per-capita basis it spent 62 % of what KHC did), while its utilization indices were lower -- 45 for
admissions and 57 for hospital-based specialist visits. Similarly, Maccabi’s hospital expenditure
index was 59 (i.e., 59% of KHC’s rate) while its utilization indices were 55 for admissions and
35 for hospital-based specialist visits. This suggests that both Meuhedet and Maccabi may be
paying slightly more than KHC either for admissions, outpatient visits to specialists, or both.

Table 2: Comparison of Sick Fund Expenditures and Utilization Rates by Type of Service
(KHC=100)

KHC Leumit Maccabi Meuhedet

Hospital Services

Expenditures 100 76 59 62
Admissions 100 76 55 45
Specialist visits 100 80 35 57
Community Services

Expenditures 100 130 188 148
Specialist visits 100 173 161 142
Primary care physician visits 100 120 88 79

Sources: Sick funds’ financial statements; Central Bureau of Statistics’ 1993 Use of Health Services Survey.

Community-Based Services

Community-based services were characterized by the large differences in sick fund expenditures,
with the smaller sick funds spending 30%-88 % more per capita than KHC. KHC’s members also
had a relatively low rate of visits to community-based specialists and a moderate rate of visits to
primary care physicians. It appears that expenditure differences are a result of both utilization
differences and differences across sick funds in input prices (e.g., physician compensation levels).
For example, Leumit’s very high utilization rates of primary care and specialty community-based
services is not reflected in the expenditure data, suggesting that relatively low rates of pay for
various inputs may be offsetting the cost of high utilization rates. Conversely, while Maccabi’s
members make substantial use of specialty services, they are not heavy users of primary care
services, raising questions about whether Maccabi’s high level of community-based expenditures
can be entirely attributed to high levels of utilization. It appears more likely that relatively high
rates of physician compensation are also responsible for the high level of expenditures in this
category.



Figure 1: Visits to Specialists

per 1,000 Population per Quarter,
by Sick Fund - 1993
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Pharmaceuticals

As noted, no data are available on pharmaceutical utilization patterns by sick fund. That KHC
spends less on pharmaceuticals than the other funds is believed to be due, primarily, to its ability
to secure volume discounts in pharmaceutical purchasing.

The findings regarding hospital and community-based services and pharmaceuticals suggest that
some of the differences in expenditures for specific service categories are due to utilization
differences. However, some of the expenditure difference cannot be attributed to differences in
the utilization parameters for which data are available, suggesting that price differences may be
playing a role.

Summary

KHC hospitalizes more than other sick funds and also makes greater use of hospital-based
specialists, but, in comparison with the other sick funds, makes much less use of community-
based specialists. If we look at total use of specialists, we see that KHC’s utilization rate is the
lowest of all the sick funds (See Chart 1). With regard to primary care, KHC’s utilization rate
is higher than Maccabi’s and Meuhedet’s, but lower than Leumit’s. Note, however, that the




analysis presented in this section did not make adjustments for differences in demographic and
other member characteristics between sick funds.

2. Utilization Differences: The Result of Demographic Differences or Organizational
Differences?

Multivariate analysis was used to evaluate the extent to which utilization differences across sick
funds could be explained in terms of differences in member characteristics which are related to
the need for services or to the tendency to use services. The analysis employed logistic
regressions, with a separate set of regressions for each of four different services: hospital
admissions, hospital-based specialist visits, community-based specialist visits, and primary care
physician visits. In addition, the full set of regressions was run for total specialist visits,
incorporating both visits in the community and outpatient visits in the hospital. In each case, the
dependent variable was a dummy variable indicating whether the service in question had been
used at least once during the study period. In the case of each service, three models were run.
In Model I the only independent variables included were dummy variables representing the sick
funds; no adjustments were made for potential confounders. Model II included the sick fund
dummy variables plus a series of variables representing age. Model III included all of the above,
plus variables related to place of residence, gender, health status (i.e., the presence of various
chronic diseases), ethnicity and whether the person is a new immigrant.

The findings are summarized in Table 3. The figures in the tables are odds-ratios’ indices,
standardized so that KHC=100. For low-frequency phenomena such as those considered here
(e.g., hospitalization during the past six months), odds-ratios can be considered good
approximations of the ratios of incidence rates across sick funds.

The "odds" of utilizing hospital services are greater for KHC than for other funds (Model I).
These differences are reduced somewhat by controlling for age (Model II), and are reduced still
further by the addition of dummy variables indicating the presence of specific chronic diseases
and additional member characteristics (Model III). KHC’s tendency to use inpatient hospital
services more frequently than the other sick funds appears to be due in part to differences in the
health care needs of its members, who are older than the members of the other (smaller) funds
and who are more likely to be undergoing treatment for chronic diseases, even after controlling
for age.

3 The "odds" for any event of interest (e.g., being hospitalized at least once during a six- month period)
is the probability of an event occurring divided by the probability of it not occurring. Thus, if one
out of four members of Meuhedet were hospitalized and three out of four were not hospitalized, the
"odds" for Meuhedet members being hospitalized would be (1/4)/(3/4)=1/3. In our analysis, the
odds-ratio for each sick fund is the "odds" of an event occurring for a member of that sick fund,
divided by the "odds" of that event occurring for a member of KHC.

6




However, while adjusting for member characteristics narrows the differences among sick funds’
inpatient hospital utilization, it does not eliminate them. For example, the odds of having been
hospitalized at least once during the past six months were approximately 20% less for Maccabi’s
members than for KHC’s members, adjusting for member characteristics. This suggests that the
utilization differences may also be the result of differences in how the sick funds organize their
services and manage the care of their members. For example, as the owner of a chain of
hospitals, KHC has had less of an incentive than other funds to develop community-based
alternatives to hospitalization or to find ways to economize on hospital utilization. When
increasing utilization at its own hospitals, KHC does not increase its expenditures proportionately,
as a large proportion of hospital costs are fixed.*

KHC'’s total use of specialists (hospital-based and community-based) is lower than that of other
funds, and controlling for various member characteristics serves to make these differences even
greater. For example, in Model I, the odds ratio for Meuhedet was 22% higher than for KHC,
while in Model III the difference between them rose to 50%. There may be member
characteristics which account for this difference, and which were not in our data set. Barring
this, it is likely that the relatively high rate of utilization of specialists by members of Maccabi
and Meuhedet is due primarily to the manner in which these sick funds organize the provision
of care for their members, rather than to differences in member characteristics. For example,
in 1993 KHC was the only sick fund to insist that members receive a referral from their family
physician before seeing a specialist.

Nonetheless, members of the smaller sick funds are less likely than are members of KHC to visit
hospital-based specialists. As in the case of hospital admissions, controlling for confounding
variables reduces, but does not eliminate, differences among sick funds. Compared to the other
sick funds, KHC provides a much greater proportion of specialty care in hospitals than in
community settings, perhaps because it owns hospitals and, consequently, increased visits to
outpatient clinics do not increase marginal costs significantly. Another possible explanation is
that KHC members are less satisfied with the services of community-based specialists and, in
comparison with members of other sick funds, put greater pressure on their sick fund to authorize
visits to hospital-based specialists.

In the case of community-based specialists, the "odds" of visiting one at least once during a two-
week period are higher in the smaller funds than in KHC. Controlling for age and other
sociodemographic characteristics exaggerates these differences. The low utilization of
community-based specialists in KHC may be due in part to the policy of using primary care
physicians as "gatekeepers" for specialty care, in part to KHC’s employing fewer community-
based specialists per member, and in part to its tendency to provide specialty care in the hospital

4  Of course, in the long-term, even KHC can save money by reducing the use of hospital-based
specialists by its members.



rather than in the community. It may be that the high rate of utilization of community-based
specialists in the smaller sick funds substitutes, in part, for treatments in hospitals.

Table 3: Odds Ratios from Logistic Regressions for Hospital Admissions and Physician Visits

KHC Leumit Maccabi Meuhedet

Hospital Admissions

Model 1 100 68 60 51
Model 11 100 77 73 63
Model III 100 79 79 67

Total Specialist Visits

Model I 100 134 121 122
Model II 100 154 138 143
Model III 100 161 127 150

Hospital-Based Specialist Visits

Model 1 100 80 39 63
Model 11 100 91 46 76
Model III 100 88 45 71

Community-Based Specialist Visits

Model I 100 157 151 141
Model 11 100 176 171 166
Model III 100 183 150 174

Primary Care Physician Visits

Model 1 100 111 99 80
Model 11 100 121 116 90
Model 11 100 127 115 101

Model I = No confounding variables

Model I = Independent variable: age

Model IIT = Multiple independent variables (UHSS)

Source: Central Bureau of Statistics’ 1993 Use of Health Services Survey



high odds for members of Leumit and the relatively low odds for members of Meuhedet.
However, as Model III indicates, after controlling for member characteristics, it turns out that
the "odds" of visiting a primary care physician for KHC are lower than for all the other funds
(although the difference between KHC and Leumit is negligible).

Summary

Utilization of hospital services is greater in KHC than in other sick funds. Controlling for
differences in member characteristics reduces the gap, but does not eliminate it. In contrast, use
of community-based specialists is lower in KHC. Here, controlling for member characteristics
serves to increase the gap between sick funds.

Revenues

While operating expenditures are clearly influenced by health care utilization, it could be that
total sick fund expenditures are also influenced by sick fund revenues. Simply put, sick funds
that take in more money are in a better position to spend money, both by providing more services
and by paying more per unit of service. Prior to the 1995 implementation of national health
insurance, membership premiums were paid directly to the sick funds, and, as premiums were
income-linked, the system effectively rewarded sick funds for securing a high concentration of
higher-income members. As a result, Maccabi received 76% more per member from
membership premiums than did KHC, and Meuhedet received 58% more than did KHC. This
was offset only slightly by payments from the National Insurance Institute to finance the care of
low-income members which went primarily to KHC and Leumit.

The other major source of sick fund income -- an employer tax -- was distributed among the
funds in a way which reflected age-mix, rather than income. However, this did not totally offset
the regressive effect of membership premiums, which accounted for roughly 40% of total sick
fund revenue. As a result, in 1993 Maccabi took in 21 % more operating revenue and Meuhedet
5% more operating revenue than did KHC, while Leumit took in about the same operating
revenue as did KHC (see Table 4). Moreover, after adjusting for age (to account for differences
in age-related health care utilization), Maccabi took in 39% more operating revenue, Meuhedet
26% more revenue, and Leumit 14% more revenue than did KHC.



Table 4: Per Capita Sick Fund Revenues in 1992 (Not Adjusted for Age Mix)

KHC Leumit Maccabi Meuhedet Total
NIS per capita
Parallel tax 628 540 589 536 610
Member
premiums 485 559 852 766 560
Social
assistance 147 159 68 52 131
Workmen’s
compensation 33 24 18 16 29
Co-payments 55 78 89 52 62
Other 5 11 20 3 7
Total 1,354 1,371 1,627 1,425 1,399

Sources: Sick fund financial statements; National insurance Institute Master File

Israel’s National Health Insurance Law has brought about a dramatic change in this situation.
At present, sick fund revenues are almost entirely a function of age-mix rather than income. This
has increased KHC’s relative income and reduced that of Maccabi and Meuhedet. It remains to
be seen how these changes will influence sick fund expenditure patterns and utilization rates.

Conclusion

The study found significant differences in the expenditures and utilization levels of Israel’s four
sick funds, even controlling for differences in their members’ characteristics. Apparently,
differences in the organization of care account for part of the differences in utilization, implying
that the sick funds may be able to learn from one another about how to manage resources more
efficiently and effectively. The large differences found in the area of specialty care may reflect
provision of unnecessary services by some of the sick funds. However, before drawing such a
conclusion, additional work is needed, as high utilization rates might also reflect a more complete
response to members’ true needs.

This study also underscores the need for continued efforts to monitor the differences in sick fund
revenues, expenditures and utilization patterns following national health insurance. It will be
important to identify what has changed since the implementation of national health insurance, to
understand how these changes have come about, and to explore the implications of change for
quality, the cost of health care, equity and efficiency.
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