Health Care Reform in Italy

         On. Rosy Bindi

(translation from original draft in Italian)

I am grateful for this invitation and simply observe at the outset, in additional to my apologies for not being able to deliver the seminar in English, that I am by original training a lawyer not an economist or political scientist, and I shall not pretend to have an expertise on these fields, like most of you. I shall talk about the work I did while Minister of Health from 1996 to 2000. I would like to address three issues: why it was necessary to reform health care; what changes were first introduced in 1992 and subsequently revised during my term in office and what remains today of my reform.  Analysis of these developments also makes for an interesting comparison between Italy and the UK.

‘More Market and less State’ was the slogan that from the mid-1980s has driven the reform of public administration.  The neo-liberal ideology takes a less explicit form in Italy than in the Anglo-Saxon context. The attack on the welfare state has been primarily an attack on the degeneration of key institutions as well as of the policy making process. Legitimate opposition to clientelism, bureaucracy and widespread corruption grew into indiscriminate hostility to the Welfare State, with the latter being held responsible for the growing public debt.  

At the beginning of the 1990’s the need to cut public debt and out bad management had become imperative and found a cultural and political backing in Thatcher’s reforms. Within the health sector Thatcher’s reform aimed at ‘modernising’ the NHS with the introduction of pro-competitive ideas and pivoted on the de-coupling of the planning and financing of provisions from their actual  production and delivery. This is the precondition for the introduction of the internal market. This policy crossed the Channel and was transferred into the Italian jurisdiction with the 1992 health Care Act no. 502, known as ‘Legge de Lorenzo’ from the name of the minister who signed it. 

The analogies between the Thatcher’s reforms and the 1992 reform are very strong indeed. In Italy, however, although the innovations being introduced were bound to have far reaching consequences, they were marred by confusions and contradictions especially with regard to the private-public relationship. Figure 1 lists the main changes:


First of all,  the 1992 reform transformed the social right to health, which is a constitutional right, into a financially determined right.  Health care expenditure became an independent variable, established annually by the government in accordance with economic and financial policies.  First, the central government decided the amount of the national health care fund, and only afterwards it identified the levels of care provided by the national health care system. And, of course,  ex ante capping of resources lead to cutting public funds year after year. Between 1992 and 1995 public expenditure decreased by 16,3% against an increase in private expenditure of 22,9%. 

Insert Tables 1 and 2 Here (see end)

Local Health Units were transformed into ‘enterprises’ run by general management, with the manager chosen by the regional government. The overriding concern of these ‘enterprises’ became ‘balancing budgets’. Also Hospitals were made financially and managerially independent from local Health Authorities, hence from the new local ‘enterprises’. The latter were expected to compete among themselves as well as with the hospitals and with private providers. It was estimated that in 1996 Hospitals and private providers accounted for 35% of all Health Care Facilities and 60% of all available beds, thus constituting a power centre able to drain most available resources and  to determine the composition and quality of overall health services.

The rules of competition were set by an accreditation process whereby private providers and Public Hospital that met the required standards were paid on a fee for services basis, the so called DRG (Disease Related  Groups) system. However, This model of competition is fictitious, since : it is always and only the national health care system that finances both public and private providers and no provider in this market is exposed to true economic risk. Instead of stimulating efficiency this type of competition promotes a race for the consumption or the provision of the most ‘profitable services. Also it favours hospitalisation over preventive medicine or territorial services.

An additional innovation was regionalisation of health care services. However, this soon lead to  conflicting intergovernmental relations, i.e. between municipalities and regions because mayors have lost their policy influence, and between the central and regional governments, perennially negotiating over the allocation of resources, with the central government unable to impose any discipline.  As a result the North-South gap in care provisions widened and the promise of financial restraint was not delivered. Regional budget deficits rose to 13 mil Euros in 1997. On the health are expenditure side, the results of the 1992 reform are not so virtuous: the regional budget deficits at the end of 1997 amounted to 13 mil euros. 

By 1996, it became clear that we needed to correct the ambiguities and contradictions that caused the worsening of the deficit without improving quality. Health care policy was at crossroad: abandoning the universalistic system, replacing it with private insurances, or strengthening the planning and policy role of the political system.

After technical governments, characterised by the macroeconomic objective of stability, in 1996 health care policy returns under the control of a political government. The electoral campaign had seen the centre-left coalition of Ulivo (olive tree) confronting the centre right coalition mainly around the Welfare State issue. Berlusconi’s recipe for the centre-right coalition is resumed by the refrain –less taxes, less social expenditure, made sweeter by the illusion of free choice. In this view the Welfare State is a provider of last result mainly targeting the poor and the disadvantaged, while the middle class is tempted with the prospects of freedom to organise own health insurance or other services. The Olive Tree coalition shared a universalistic vision of the welfare state.  We believed that modernising the system did not imply dismantling it. It is possible to reconcile equity, universality, globality and efficiency of health care services.  

Instead of revising parts of the 1992 reforms, we preferred to entirely change the legislative framework and redesign the national health care system.  It was a complex work with many actors involved: the Parliament, Regions, Municipalities and Provinces, Trade unions, and interest groups.

The government received from the Parliament a precise mission: reform the organisation of the national health care system but not its finance system, which was to be based on general taxation.  The reform is a reversal of the 1992 reform because it emphasises the concomitance of the definition of the essential levels of care (what regions have to provide) with the financial requirements. First we need to identify the health care needs and then allocate resources to respond to these needs. 

My reform intervenes at an institutional and organisational level. The main points of the reform I have introduced are again summarised below.  



With regards to the institutional level, the national health care system maintains its national character by defining uniform and essential levels of care. Essential, not minimal, because they have to reflect the appropriateness of treatments.  

These levels are established by the national health care plan. The planning process is circular, with regions contributing to the formulation of the national Plan and the Health Ministry at the Central Level verifying the compatibility between National and Regional Plans. Also, the power of the region is counterbalanced by the new role of municipalities and provinces. I have given mayors a central role because they represent the closest point of contact between the citizens and the national health care system.  

With regards to the organisational level, our choice was not to trust market mechanisms, neither for the financing of the system, nor for the provision of services. While the principle of ‘aziendalizzazione’ was retained, we strengthened the public goals for public and private providers of health services by reshaping the accreditation system, hence the rules for competition.

We first redesigned the division of labour and responsibilities between the regions and the local health enterprises. Also the latter were further privatised whereas hospitals have been allowed to set themselves up with as autonomous units only in certain cases, e.g. for major hospitals or specialised hospitals. 

Furthermore, a much closer co-operation between local hospitals and other territorial units was introduced with the creation of Districts. In particular districts are responsible for co-ordinating health treatment and provision of long care and assistance, especially for the sections of the population at risk: children.elderly, handicapped, drug addicts. 

Thus the logic of partnership replaces that of competition between the public and the private sector. This does not amount to handling health care back into state hands, as the right wing opposition claimed. Indeed, this would have been difficult to achieve in view of the fact that the private sector accounts for about one third of the health industry.  

Competition remains but it disciplined by the new system of accreditation. Any private or public units acting as a provider on behalf of the NHS is selected through a four steps procedure involving in sequence: authorisation to build premises, authorisation to run services, accreditation, entering into a contractual relations with regional and local health authorities. 

All providers thus credited form a list of potential providers, regional and local health authorities choose from this list on the basis of costs and quality consideration.    

One radical innovation of our reform concerns the employment contracts of doctors employed by the national health care service.  We have introduced the principle of ‘exclusive relationship’ for all the new intake of doctors.  We have asked doctors to choose between working in the public sector or in the private market.  Those who opt for the public sector are well remunerated and have greater chance to be promoted and reach managerial positions. In 1999, 85% of hospital doctors opted for the exclusive relationship with the national health care system.   This provision was meant to reverse a long standing implicit contract between the state and the health professionals in Italy, whereby wages were kept low but doctors and other professionals could top them up in publicly subsidised but publicly run segments of the market.

Our reform effort was buttressed by parallel efforts to increase resources. Between 1996 and 2001 public expenditure on health grew by 22%, while private expenditure grew only by 3%.  The additional resources were devoted in particular to research and development activities, investment in new facilities, care of the terminally ill, reskilling and so on.  At the same time large scale restructuring of hospital facilities was undertaken and the network of transplant units was created. We also promoted care for the weakest sections of the population and provided better co-ordination between health treatment and long care. Unfortunately, the reform was only partially implemented and only in few regions.  The last year of the Centre-left government has frozen our effort.

As we come to the current state of affairs of the Berlusconi government, the 2003 DPEF suggests the intention to introduce private insurances. However, this policy objective has been halted during the parliamentary examination of the bill, which has resulted in the Financial Law 2003. 

This government is showing reluctance to invest more public resources in the health care system.   

The agreement between regions and the State signed in 2001 has not been respected. That agreement had indicated that health care expenditure as % of GDP should rise to 6%.

More importantly, the current government has announced its intention to backtrack on key essential innovations introduced by my reforms. This is summarised below. 



The overall direction is towards gradual take over of the private sector and in particular of private insurance companies, although this has is not being immediately pursued. Consistent with this long term strategies are the intention to only guarantee minimum levels of care rather than agreed essential levels of care and to promote a far less disciplined regional devolution, with each region being allowed to fashion its own model of care provisions. Hospitals may be separated from local health enterprises, thus reverting to the pre-1996 situation and the most profitable of them could be all together privatised. And the system of accreditation could be dropped in favour of unbridled competition. Finally doctors may no longer be asked to choose between self-employment and  exclusive relationship with the public service.

Although none of these intentions have been fully or consistently implemented, some are already showing their impact. In particular, while regions administered by the centre-left coalition show modest deficits, some of those administered by the centre-right coalition, e.g. Lazio, record substantive and sometimes alarming deficits, or cut provisions. Underlying these regional differences is the obstinacy with which the right is pursuing the economic interests of the private sector, totally giving up any management and control of the demand side.

To conclude health care policy us not a bipartisan arena of confrontation but is a decisive issue upon which to assess the cultural and political alternatives of the centre-left and centre-right coalitions. 

Furthermore, the current government is facing alarming regional deficits, especially in the regions led by a centre-right government, i.e. Lazio.  The economic and organisational deregulation is also reflected in the institutional process of devolution.  The government legislative initiative is to grant total fiscal and organisational autonomy to regions without the constraints of the essential levels of care.  

To conclude: devolution, cutback of public resources, expanding the private sectors, the marginal role of professionals, these are all factors which are slowly dismantling the welfare state.  Health care policy is not a bipartisan arena of confrontation, but it is a decisive issue upon which to assess the cultural and political alternatives of the centre-left and centre-right coalitions
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	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000

	Australia
	5.4
	5.4
	5.4
	5.4
	5.5
	5.5
	5.7
	5.9
	6
	6

	Austria
	5.2
	5.5
	5.9
	5.9
	6.1
	6.1
	5.6
	5.7
	5.6
	5.6

	Belgium
	
	
	
	
	6
	6.4
	6
	6
	6.2
	6.2

	Canada
	7.2
	7.4
	7.2
	6.8
	6.5
	6.3
	6.2
	6.5
	6.5
	6.5

	Czech Republic
	5.1
	5.2
	6.8
	6.9
	6.8
	6.5
	6.5
	6.5
	6.5
	6.6

	Denmark
	7
	7
	7.2
	7
	6.8
	6.8
	6.8
	6.9
	7
	6.8

	Finland
	7.3
	7.3
	6.3
	5.9
	5.7
	5.8
	5.6
	5.3
	5.2
	5

	France
	6.7
	7
	7.3
	7.2
	7.3
	7.3
	7.2
	7.1
	7.1
	7.2

	Germany
	
	7.7
	7.6
	7.8
	8.1
	8.4
	8.1
	7.9
	8
	8

	Greece
	4.7
	4.2
	4.7
	4.7
	4.8
	4.9
	4.8
	4.7
	4.7
	4.6

	Hungary
	6.4
	6.8
	6.7
	7.2
	6.3
	5.9
	5.6
	5.5
	5.3
	5.1

	Iceland
	7
	6.9
	6.9
	6.8
	6.9
	6.8
	6.7
	7
	7.4
	7.5

	Ireland
	5.2
	5.5
	5.5
	5.5
	5.3
	5.1
	5.3
	5.2
	5.2
	5.1

	Italy
	6.6
	6.5
	6.2
	5.9
	5.3
	5.4
	5.6
	5.6
	5.7
	5.9

	Japan
	4.7
	4.8
	5.1
	5.3
	5.5
	5.6
	5.7
	5.5
	5.8
	5.9

	Korea
	1.5
	1.6
	1.6
	1.6
	1.7
	1.9
	2.1
	2.4
	2.4
	2.6

	Luxembourg
	5.6
	5.8
	5.9
	5.6
	5.9
	5.9
	5.4
	5.4
	5.6
	

	Mexico
	2.2
	2.6
	2.5
	2.6
	2.3
	2.2
	2.3
	2.6
	2.6
	2.5

	Netherlands
	5.7
	6.1
	6.3
	6.1
	6
	5.5
	5.5
	5.5
	5.4
	5.5

	New Zealand
	6.1
	5.9
	5.5
	5.6
	5.6
	5.5
	5.8
	6.1
	6.1
	6.2

	Norway
	6.9
	7
	6.8
	6.7
	6.7
	6.7
	6.7
	7.3
	7.5
	6.7

	Poland
	5
	5.1
	4.7
	4.3
	4.4
	4.7
	4.4
	4.2
	4.4
	4.2

	Portugal
	4.3
	4.2
	4.6
	4.6
	5.1
	5.5
	5.5
	5.6
	5.9
	5.8

	Slovak Republic
	
	
	
	
	
	
	5.6
	5.4
	5.2
	5.3

	Spain
	5.3
	5.6
	5.8
	5.6
	5.5
	5.5
	5.4
	5.4
	5.4
	5.4

	Sweden
	7.4
	7.5
	7.4
	7
	6.9
	7.1
	6.8
	6.6
	
	

	Switzerland
	6.1
	6.5
	6.7
	6.8
	5.4
	5.7
	5.7
	5.8
	5.9
	6

	Turkey
	2.4
	2.5
	2.5
	2.5
	2.4
	2.7
	3
	3.5
	
	

	United Kingdom
	5.4
	5.8
	5.9
	5.9
	5.8
	5.8
	5.4
	5.5
	5.7
	5.9

	United States
	5.2
	5.5
	5.7
	5.9
	6
	6
	5.9
	5.8
	5.7
	5.8

	Source: OECD HEALTH DATA 2002 4th ed
	
	
	
	

	Total expenditure on health - % GDP
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	 
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000

	Australia
	8
	8.1
	8.1
	8.1
	8.2
	8.3
	8.4
	8.5
	8.4
	8.3

	Austria
	7.1
	7.5
	7.9
	7.9
	8.6
	8.7
	8
	8
	8.1
	8

	Belgium
	7.7
	7.9
	8.1
	7.9
	8.7
	8.8
	8.5
	8.5
	8.7
	8.7

	Canada
	9.7
	10
	9.8
	9.5
	9.1
	8.9
	8.9
	9.1
	9.2
	9.1

	Czech Republic
	5.2
	5.4
	7.2
	7.3
	7.3
	7.1
	7.1
	7.1
	7.2
	7.2

	Denmark
	8.4
	8.5
	8.8
	8.5
	8.2
	8.3
	8.2
	8.4
	8.5
	8.3

	Finland
	9
	9.1
	8.3
	7.8
	7.5
	7.7
	7.3
	6.9
	6.9
	6.6

	France
	8.9
	9.1
	9.5
	9.4
	9.6
	9.6
	9.4
	9.3
	9.4
	9.5

	Germany
	
	9.9
	9.9
	10.2
	10.6
	10.9
	10.7
	10.6
	10.7
	10.6

	Greece
	7.8
	7.2
	8.1
	8.9
	8.9
	8.9
	8.7
	8.7
	8.7
	8.3

	Hungary
	7.1
	7.7
	7.7
	8.3
	7.5
	7.2
	7
	6.9
	6.8
	6.8

	Iceland
	8.1
	8.1
	8.3
	8
	8.2
	8.2
	8
	8.3
	8.7
	8.9

	Ireland
	7
	7.6
	7.5
	7.5
	7.2
	7
	6.9
	6.8
	6.8
	6.7

	Italy
	8.3
	8.4
	8.1
	7.8
	7.4
	7.5
	7.7
	7.7
	7.8
	8.1

	Japan
	5.9
	6.2
	6.4
	6.7
	7
	7
	7.2
	7.1
	7.4
	7.8

	Korea
	4.5
	4.7
	4.7
	4.7
	4.7
	4.9
	5
	5.1
	5.6
	5.9

	Luxembourg
	6
	6.2
	6.4
	6.1
	6.4
	6.4
	5.9
	5.8
	6
	

	Mexico
	4.9
	5.6
	6.2
	6.7
	5.6
	5.3
	5.3
	5.3
	5.4
	5.4

	Netherlands
	8.2
	8.4
	8.5
	8.4
	8.4
	8.3
	8.2
	8.1
	8.2
	8.1

	New Zealand
	7.4
	7.5
	7.2
	7.2
	7.2
	7.2
	7.5
	7.9
	7.9
	8

	Norway
	8.1
	8.2
	8.1
	8
	8
	8
	7.9
	8.6
	8.8
	7.8

	Poland
	6.6
	6.6
	6.4
	6
	6
	6.4
	6.1
	6.4
	6.2
	

	Portugal
	6.8
	7
	7.3
	7.3
	8.3
	8.5
	8.6
	8.3
	8.4
	8.2

	Slovak Republic
	
	
	
	
	
	
	6.1
	5.9
	5.8
	5.9

	Spain
	6.8
	7.2
	7.5
	7.4
	7.7
	7.7
	7.6
	7.6
	7.7
	7.7

	Sweden
	8.4
	8.6
	8.6
	8.2
	8.1
	8.4
	8.1
	7.9
	
	

	Switzerland
	9.2
	9.6
	9.6
	9.8
	10
	10.4
	10.4
	10.6
	10.7
	10.7

	Turkey
	3.8
	3.8
	3.7
	3.6
	3.4
	3.9
	4.2
	4.8
	
	

	United Kingdom
	6.5
	6.9
	6.9
	7
	7
	7
	6.8
	6.8
	7.1
	7.3

	United States
	12.6
	13
	13.3
	13.2
	13.3
	13.2
	13
	12.9
	13
	13

	Source: OECD HEALTH DATA 2002 4th ed.
	
	
	
	

	
	
	
	
	
	
	
	
	

	Regional expenditure on heath, state funds and end of the year balance

	(billion liras, 2001)

	
	
	
	

	REGIONS
	EXPENDITURE
	CENTRAL FUNDS
	BALANCE

	
	
	
	

	PIEMONTE
	11,068
	10,666
	-402

	VALLE D' AOSTA
	323
	278
	-44

	LOMBARDIA
	21,947
	21,407
	-540

	PROV. BOLZANO
	1,007
	992
	-15

	PROV. TRENTO
	1,046
	1,046
	-0

	VENETO
	11,130
	10,624
	-506

	FRIULI V.G.
	2,944
	2,836
	-108

	LIGURIA
	4,684
	4,682
	-2

	E. ROMAGNA
	10,138
	10,036
	-101

	TOSCANA
	8,899
	8,899
	-0

	UMBRIA
	2,091
	2,091
	-0

	MARCHE
	3,807
	3,554
	-253

	LAZIO
	13,821
	12,119
	-1,701

	ABRUZZO
	3,084
	3,084
	-0

	MOLISE
	891
	811
	-80

	CAMPANIA
	13,409
	13,060
	-348

	PUGLIA (1)
	9,576
	9,225
	-351

	BASILICATA
	1,419
	1,419
	-0

	CALABRIA
	5,025
	4,729
	-296

	SICILIA
	12,029
	11,462
	-567

	SARDEGNA
	4,052
	3,730
	-322

	
	
	
	

	Total
	142,389
	136,751
	-5,638


Source: Corte dei Conti

Fig 1  DE LORENZO DECREE (Legislative decree N. 502 – 1992)





DECENTRALIZATION -REGIONALIZATION


The regions take over responsibility for administration of services


Role of the muncipalities abolished





“AZIENDALIZZAZIONE” (ENTERPRISE FORMULA) 


The local health units (Usl - unità sanitarie locali) become self-governing delivery health-care units, under a general manager/director (Direttore generale) appointed by the Regional authority. Each unit must operate a balanced budget





RESOURCES


National public health fund


Allocated on a per capita basis


Budgets are capped centrally, in advance of allocation





HOSPITALS


Seperate and autonomous enterprises, area by area


Financed by DRG tariff





PUBLIC-PRIVATE RELATIONSHIP


Competition in the purchase of services and related resources





MEDICAL STAFF


Work both in public and private sectors of health care system








Fig 3 BERLUSCONI GOVERNMENT








DECENTRALIZATION - DEVOLUTION


Regional autonomy for the system (regions can aopt what structures they choose)


Minimum standards of care defined








“AZIENDALIZZAZIONE” (ENTERPRISE FORMULA) 


Separation of hospitals from the local health entrepreses


Competition without ‘accreditation’


Privatisation of services supply and high level of social-health service integration





RESOURCES


Fiscal federalism without a compensatory equalisation formula


Private insurance





HOSPITALS


Privatisation of the ‘structures of excellence’








MEDICAL STAFF


Abolition of exclusive contract








Fig 2 BINDI REFORM Legislative decree N. 229 – 1999











DECENTRALIZATION- FEDERALISM


Integration of the responsibilities of regions and municipalities


Planning according to agreed defined and uniform standards of care


National and regional health Plans


Organisational autonomy granted to regions








“AZIENDALIZZAZIONE” (ENTERPRISE FORMULA)


Local public health enterprises (Aziende Sanitarie Locali) given defined performance/output goals


Integration of hospital and area


Districts


Social-health service intergration


Financed through tariffs and given “budget di funzioni”








RESOURCES


Public finance set in context of defined and uniform standards of care


National health fund allocated through regional authorities


Weighted capitation formula (age strucure, health indicators etc.)


Fiscal federalism with a compensatory equalisation formula








PUBLIC-PRIVATE RELATIONSHIP


Integration and cooperation


Quality accreditation








MEDICAL STAFF


Excluive contracts of service


Responsibility lies with clinical management of the unit


Permanent relationship
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