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information on the evolution of sick fund revenues and expenses in the wake of the National Health
Insurance Law.



“Other” expenditures tend to account for approximately 6-7% of total sick fund spending. Per capita
spending on this item for the sector as a whole dropped by 12% between 1994 and 1995, with
declines of over 10% at both Clalit and Maccabi, and a decline of approximately 1% at Leumit.

The paper also explores differences among the sick funds in age-adjusted per capita spending for
both total expenditures and each of the major expenditure categories. In 1994, total age-adjusted per
capita spending was highest at Maccabi (NIS 2,689) and lowest at Clalit (NIS 2,295). By 1995, the
range had narrowed considerably due to the significant declines in the three smaller sick funds; but
the lowest spending level was still at Clalit (NIS 2,298), while the highest was at Leumit (NIS
2,476).

Significantly larger gaps remained for specific categories of expenditures. For example, in the case
of community-based services, per capita spending levels at Maccabi and Meuhedet were almost
double those at Clalit, while in the case of hospital-based services, Clalit’s spending level was more
than 60% higher than Maccabi’s and Meuhedet’s. In the case of pharmaceutical services, Clalit’s
level was approximately three-quarters of that prevailing at the three other sick funds.

Summary

The sick fund system in Israel faced several challenges in 1995, including a substantial increase in
the number of insured, a decline in government subsidies, and a major increase in the hospital per
diem rate. The system was able to absorb these setbacks via an increase in “NHI-related revenues,”
an increase in co-payment revenues and a decrease in per capita expenditures. The most significant
decreases in per capita expenditures were in administration and community-based services. Sick
fund managers identified several factors as being likely to have contributed to this decrease: savings
incurred by transferring responsibility for premium collection from the sick funds to the National
Insurance Institute; decreases in staff/member ratios; and salary reductions for certain sectors at
some of the sick funds. While hospital expenditures increased on a per capita basis, they increased
at less than the per diem rate, apparently due in part to the expenditure cap and in part to sick fund
efforts to reduce unnecessary hospital utilization.

Overall, the study suggests that the introduction of NHI (in particular the resulting changes in health
care premium collection methods and the introduction of the capitation formula) had a significant
effect. Other changes not under the control of sick fund managers (in particular the major increase
in the hospital per diem rate and the dramatic decline in government discretionary subsidies to
. Clalit) also had a significant effect on sick fund finances. At the same time, it is clear that sick fund
revenues and expenditures were also influenced by decisions and actions taken by the sick funds
themselves (e.g., efforts to expand membership and measures to enhance efficiency).

Key findings from this study were presented in various high-level forums starting in 1996. As such,
they have played an important role in helping senior professionals in the sick funds and the
government ministries understand the changes in sick fund finances and develop appropriate policy
responses. In 1997 and 1998, the project team continued to analyze and disseminate new



However, the level of discretionary subsidy fell at Clalit by NIS 1.2 billion, thereby offsetting its
gains from the introduction of the capitation formula. Total sick fund revenues at Clalit dropped by
2% in per capita terms.

The introduction of discretionary government subsidies for Maccabi and Meuhedet in 1995 offset
their losses, at least in part, from the introduction of the capitation formula. Total 1995 sick fund

revenues at Maccabi declined by 6% in per capita terms; they declined by 2% at Meuhedet, and by
1% at Leumit.

Note that the revenue figures presented in this section do not include 1995 revenue for “the missing
month,” which was the subject of a dispute between the government and the sick funds. We
estimate that if revenues for the missing month are included, then the increase in per capita
NHI-related revenue was 8% (and not the 5% figure noted above), total per capita revenue was
unchanged (and not down by the 2.5% figure noted above), and total per capita revenue, not
including subsidies, was 7.4% (and not the 4.5% figure noted above). The sick fund-specific data
cited above would also have to be modified accordingly.

Changes in Sick Fund Expenditures

Total 1995 sick fund expenditures increased by 5.4% in real terms, to NIS 13.4 billion from NIS
12.7 billion in 1994. As age-adjusted sick fund membership increased by 7.6%, per capita spending
declined by 2.1%, from NIS 2,395 to NIS 2,346. Three of the four sick funds experienced per capita
declines in expenditure, with the sharpest decline at Maccabi (9%). Per capita expenditures at Clalit
were virtually unchanged.

Expenditures were grouped into four categories: hospital services, community-based services,
pharmaceuticals and “other” (primarily administrative costs).

Hospital services tend to account for approximately 50% of total sick fund expenditures. Per capita
spending on hospital services (for the sick fund sector as a whole) increased in 1995 by 4%, to NIS

1,200 from NIS 1,153 in 1994. The rate of increase was greatest at Clalit (7%), and lowest at
Maccabi (1%).

The next biggest category of sick fund expenditure, community-based services, tends to account for
roughly 30% of total spending. Per capita spending on this item (for the sick fund sector as a whole)
dropped dramatically in 1995, to NIS 660 from NIS 738 in 1994, a decline of 11%. The rate of
decline was sharpest at Leumit (16%), while even at Meuhedet, where the decline was least
pronounced, per capita spending on community-based services dropped by 6%. |

Pharmaceutical expenditures tend to account for almost 15% of total sick fund expenditures. Per
capita spending on this item for the sick fund sector as a whole remained stable between 1994 and
1995, at approximately NIS 345. Major declines in per capita spending at Maccabi and Meuhedet
(12% and 18%, respectively) were offset by a 7% increase at Clalit.



6. The official hospital per diem rate was increased by 10% in real terms (i.e., over and above the
increase in the Consumer Price Index). At the same time, the 4% volume discount on
hospitalization, which in 1994 had been the sole province of Kupat Holim Clalit, was extended
to the three other sick funds. Thus, while the per diem rate was increased by 10% in real terms
for Clalit, it rose by 6% for the other sick funds.

7. A revenue cap was established for government hospitals. According to the cap, no sick fund
would be required to pay a government hospital more than the sum of its 1994 payment level,
plus a price adjustment (10% for Clalit; 6% for the ‘others) and a maximum volume adjustment
(2%). '

Methodology

The findings presented here are based on data from the 1995 audited financial statements of the four
sick funds. All figures are in December, 1995, shekels, using the Consumer Price Index as the
deflator. A series of adjustments was made to the raw data to ensure comparability between 1994
and 1995 (e.g., revenues and expenditures related to maternity hospitalizations were excluded) and
among sick funds. To the extent possible, revenues and expenditures related to activities outside the
NHI-mandated basket of services were excluded from the analysis. After the financial data were
analyzed, interviews were carried out with senior sick fund managers regarding the factors which
they believed to have influenced changes in revenues and expenditures.

Changes in Sick Fund Revenues

Total 1995 sick fund revenues increased by 5.0%, to NIS 13.4 billion from NIS 12.7 billion in 1994.
As the total number of age-adjusted members grew by 7.6%, per capita revenues declined by 2.5%
(from NIS 2,409 to NIS 2,349). However, it is important to note that there was a major decline in
discretionary government subsidies to the sick funds, from NIS 250 per capita to NIS 92 per capita.
Thus, if attention is restricted to total revenue aside from discretionary subsidies, there was a per
capita increase of 4.5% (from NIS 2,159 to NIS 2,257).

The single largest component of sick fund revenues comes from the NII via the capitation formula
and is termed “revenues per the NHI law”; in 1995, this component also rose by 5% in per capita
terms. Revenues from co-payments rose by 9% per capita, and “other” revenues declined by 6% per
capita.

The changes in sick fund revenues were not uniform for all sick funds. “Revenues per the NHI law”
increased, in per capita terms, by 11% at Clalit and 7% at Leumit, while declining by 15% at
Maccabi and 7% at Meuhedet. These changes were apparently due in large measure to the
introduction of the capitation formula, which, in comparison with the previous setup, favors sick
funds having concentrations of elderly and low-income members (primarily Clalit and, to a lesser
extent, Leumit).



Abstract

In Israel, residents receive their health care services by way of a system of four competing sick
funds. The largest sick fund, Kupat Holim Clalit, has a 60% market share and a relatively high
concentration of older and low-income members. The second largest sick fund is Kupat Holim
Maccabi, with a 20% market share; Kupat Holim Meuhedet and Kupat Holim Leumit each have
approximately a 10% market share.

Israel’s new National Health Insurance (NHI) Law went into effect on January 1, 1995. The law
introduced many changes into the Israeli heaith care system, including the way in which the system
is financed and the way that resources are divided among the sick funds. This report examines how
sick fund revenues and expenditures changed between 1994, the year preceding NHI, and 1995.

Of course, not all the differences in sick fund finances between 1994 and 1995 are attributable to the
introduction of NHI; during this same period several other relevant changes took place — some
specific to the health system and some of a broader social or economic nature. Indeed, one of the
key questions addressed in the paper is the extent to which the observed changes in revenues and
expenditures can be attributed to NHI.

Key Changes in the Sick Fund Environment
Nineteen-ninety-five was a good year for the Israeli economy, with employment levels increasing by
5%, and per capita GNP increasing by 4.5%.

The year was also characterized by several major changes in the health care system:

1. NHI established universal insurance coverage, thereby expanding the insured population by
approximately 4.5%. Natural increase and immigration contributed an additional 2.5% to sick
fund membership, for a total growth of 7%.

2. NHI transferred responsibility for the collection of membership premiums from the sick funds to
the National Insurance Institute (NII), effectively reconstituting the premiums as a health tax.

3. NHI determined that if the funds collected by the NII fell below “the cost of the basket of
services,” as determined by the ministers of Health and Finance, the difference would be made
up from general revenues.

‘4. NHI determined that the monies collected by the NII would be distributed among the sick funds
in accord with a capitation formula which takes into account the number of members in each sick -
fund and their age-mix. '

5. Responsibility for paying hospitals for maternity admissions was transferred from NII to the sick
funds (only to be transferred back to NII in 1997).
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