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Executive Summary 
 
Background 
The objective of this project was to investigate trends since 1995 in the health plans’ hospital 
utilization and expenditures, given government-initiated health care reform and efforts by the health 
plans to contain spending on hospital services. 
 
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 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. 
 
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). 
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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). 

 
This report focuses on the first two on these periods. 
 
Findings 
1. An Historical Overview of Revenue Caps 
The historical overview presented in this report was based on interviews with key government, 
hospital, and health plan officials. These interviews revealed that the idea for Israel’s hospital 
revenue cap grew primarily out of the 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 new financial rehabilitation agreement 
by Clalit Health Services implied that the nation’s largest health plan would not have the resources 
to fund rapid growth in hospital activity. Moreover, the adoption of the National Health Insurance 
Law in 1995 suggested that all of the health plans’ ability to increase their revenues 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 levels exceeded the cap); and b) indirect effects – that is, changing the hospitals’ 
incentives, and 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, the cap was applied to government hospitals only, and was set at a different percentage for 
each health plan (7.3% for Maccabi and Meuhedet, 5.5% for Leumit, and 2% for Clalit). In 1996, 
the cap was applied to all public hospitals (except Sha’are Zedek in Jerusalem), and a uniform rate 
of 2% was set for all health plans. At first it might appear that in 1995 the cap favored Clalit, which, 
after a mere 2% increase in activity level, would have been freed from paying for services. 
However, in effect, the cap favored the smaller health plans (in both 1995 and 1996), whose growth 
in membership far exceeded the cap, such that even if their per capita use rates remained stable or 
declined, they would be paying less to the hospitals. 
 
2. Analysis of the Potential for Reducing Spending on Hospital Services 
Data from the Central Bureau of Statistics (CBS) and the Ministry of Health for 1993 were used to 
compare hospital use rates by health plans prior to the introduction of national health insurance and 
the cap. Our analysis revealed that, relative to other health plans, Clalit had substantially higher 



vii 

hospital admission rates and rates of visit to specialists in hospital outpatient departments (although 
it should be noted that Clalit’s rate of visits to specialists overall was lower than that of the other 
plans). Controlling for differences in socio-demographic and health status variables (via logistic 
regression analysis) narrowed these differences, but did not eliminate them. Moreover, our analyses 
of health plan financial statements and data on hospital activity were consistent with the findings of 
the CBS and the Ministry: that is, that Clalit had substantially higher activity and expenditure on 
hospital services than did the other health plans. The consistency of these findings suggests that the 
changes introduced during the period under study offered Clalit a significant opportunity to reduce 
its use of hospital services. (Of course, it is possible that Clalit’s hospital use rates were higher 
because of member characteristics not factored into our analyses.) 
 
Data from the 1997 OECD data base and the Israel Ministry of Health’s 1996 publication Hospitals 
and Day Treatment Units were used to compare Israel’s 1995 hospital admissions rate and average 
length of stay with those of other industrialized countries. Analysis of the raw data revealed that the 
admission rate in Israel was close to the OECD median, whereas when the data were age-adjusted 
(as Israel has a relatively young population), Israel’s admission rate ranked among the highest of the 
OECD countries. Regarding length of stay, however, both the raw and the age-adjusted figures for 
Israel were lower than those for the other OECD countries. This suggests that Israeli health plans 
seeking to reduce hospital inpatient use may have had greater opportunities for reducing admission 
rates than for reducing length of stay. (Of course, as in all international comparisons, these findings 
must be interpreted cautiously, as they may be due to differences in how the individual health care 
systems define or structure care; these issues will be examined more thoroughly during the second 
phase of the project.) 
 
3. Analysis of Changes in Health Plan Utilization Patterns  
Data were collected from the health plans about their activity at each of four types of hospital 
(government, Clalit-owned, owned by a non-government public association, and private) for 1994-
1996. Activity was denominated in NIS, and reflected the amount of money the health plans would 
have been required to pay the hospitals in the absence of volume discounts and direct savings 
derived from exceeding the cap. The data were also adjusted to remove the effect of change in 
hospital prices (i.e. the per-diem rate). In addition, the data on total activity were translated into age-
adjusted per capita data, based on the age distribution of each health plan’s membership (as noted 
by the National Insurance Institute) and the age weights for hospital use that the Ministry of Health 
inputs into the calculation of the weights for the national health insurance capitation formula. 
Our analysis reveals that in 1995, the activity at government hospitals of Leumit and Meuhedet far 
exceeded the cap; clearly, then, the cap generated significant direct savings for these two health 
plans. The activity at government hospitals of Clalit and Maccabi exceeded the cap only slightly; as 
such, their direct savings were marginal. However, it is possible that these two health plans may 
have had additional, indirect savings, due to the removal of the incentive to hospitals to increase 
activity levels. 
 
In 1996, the cap yielded significant direct savings for three of the health plans. The smaller health 
plans’ activity at government hospitals exceeded the cap (this was particularly true of Meuhedet, 
whose activity increased by 31%!), but that of Clalit exceeded the cap by less than 1%. In Clalit-
owned hospitals, the total activity of Maccabi and Leumit grew by over 10% (i.e., well above the 
cap), but that of Meuhedet grew by just over 2%. 
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In addition to examining whether activity exceeded the cap, the project team also examined changes 
in age-adjusted per capita activity over time, by health plan. That analysis revealed that the age-
adjusted per capita activity of the four health plans as a group declined by 3% in 1995, and 
remained stable in 1996. In 1995, all four health plans experienced a decline in age-adjusted per 
capita activity, whereas in 1996 this activity remained stable in two of the plans, and increased 
moderately in the two others. 
 
At first, these findings appear to be at variance with the widespread perception, confirmed in the 
data cited above, that Meuhedet’s hospital utilization substantially exceeded the cap. In fact, 
between 1994 and 1996, Meuhedet’s total hospital activity increased by 28% (in contrast to the 
9.3% envisioned by the cap), primarily due to the growth in that health plan’s age-adjusted 
membership: 31%. Moreover, there was a major increase (50% overall, and 15% per age-adjusted 
member) in Meuhedet’s use of government hospitals between 1994 and 1996, due in part to its 
having shifted activity away from other types of hospital: Whereas government hospitals accounted 
for 33% of Meuhedet’s activity in 1994, their share had risen to 38% by 1996. 
 
In this context, it is important to note that one way for the health plans to benefit from the cap was 
for them to concentrate their activity in selected hospitals systems. Interestingly, the distribution of 
activity among hospital systems remained virtually unchanged for Leumit and Clalit, while 
Meuhedet shifted its activity to government hospitals and Maccabi shifted its activity – slightly -- 
from government hospitals to Clalit-owned and private hospitals (particularly those owned by 
Maccabi itself). These shifts began in 1995, and continued in 1996. 
 
Data from the Ministry of Health’s National Hospitalization Data Base were consistent with these 
findings. They revealed that, between 1994 and 1996, age-adjusted hospital days per thousand 
population declined in all of the health plans. This was primarily a result of declining lengths of 
stay, rather declining admission rates. 
 
4. Trends in the Health Plans’ Patterns of Spending on Hospital Services  
Trends in health plan spending on hospital services are influenced not only by changes in activity, 
but also by changes in official per-diem rates, the size and prevalence of volume discounts, and 
savings from utilization in excess of the cap. Accordingly, it is important to analyze changes in 
expenditure as well as in activity. 
 
Our analysis of expenditure was based on audited health plan financial statements for the 1994-
1996. Certain adjustments were made to ensure comparability among health plans and over time 
(see the full report). Data were analyzed in terms of real per capita expenditures, using the 
Consumer Price Index as the price deflator. 
 
The analysis revealed that in 1995, the age-adjusted per capita spending on hospital services of the 
health plan as a group rose by 4% despite the following: a) age-adjusted per capita activity 
decreased by 3%; b) the smaller health plans were granted a 4% volume discount at government 
hospitals (which had been the sole province of Clalit in 1994); and c) both Leumit and, to a greater 
extent, Meuhedet realized significant direct savings from the cap at government hospitals. Savings 
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from these three factors were more than offset by the major increase in the hospital per-diem rate – 
10% beyond the rate of increase of the Consumer Price Index. 
 
In contrast, in 1996, the per-diem rate rose at only slightly above the rate of inflation, and no major 
new volume discounts were introduced. In addition, some of the smaller health plans realized non-
negligible direct savings from the cap in 1996. As a result of the combined effect of these factors, 
age-adjusted per capita expenditures and age-adjusted per capita activity declined at the same rate: 
1%. 
 
5. Health Plan and Hospital Efforts to Influence Activity and Expenditure  
Over 30 in-depth interviews were conducted with hospital directors and health plan executives to 
“tease out” the managerial story behind the numbers cited above. 
 
The key finding of these interviews was that the health plans, particularly the smaller ones, viewed 
the cap as likely to be temporary. As a result, they made only marginal departures from their longer-
term strategy of reducing hospital utilization. The two key measures employed by the health plans 
to reduce utilization were the development of community-based alternatives to hospital-based 
specialty services, and the reinforcement of utilization review within the hospitals. Strikingly, the 
interviews also revealed that while Clalit had sought to monitor and review utilization in 
government and other public hospitals for several years, it had only recently applied these 
techniques in its own hospitals.  
 
The interviews also revealed that most hospital directors tried to ensure that activity would reach – 
but not exceed – the cap. In only a few cases, typically in peripheral regions, did hospital directors 
report trying to expand volume significantly beyond the revenue cap. 
 
Interestingly, both hospital directors from around the country and health plan managers reported 
that quite a few hospitals offered the health plans various package deals. Typically, these proposals 
involved the provision of certain services in volume for a discounted rate (with short waiting times 
and a high level of service), in return for payment outside the cap. With few exceptions, the health 
plans rejected these proposals, as they preferred to receive services under the cap. 
 
Discussion and Conclusions 
The key finding of this project, to date, is that between 1994 and 1996 age-adjusted per capita 
hospital activity remained stable or declined in all four of the health plans, despite the introduction 
of the hospital revenue cap, which eliminated, or at least reduced, the short-term financial incentive 
to the health plans to reduce age-adjusted per capita activity. Several factors probably contributed to 
this:  

 The health plans adhered to their long-term strategy of reducing their reliance on hospitals. 
 Many hospitals attempted to restrain the growth of activity beyond the cap.  
 There were capacity constraints and high occupancy rates in key inpatient departments.  
 Apparently, the 4% of the population who “suddenly” became insured under national health 

insurance tended to use hospital services at below-average rates. 
 
Interestingly, the greatest decline in age-adjusted per capita activity was found in Maccabi, which 
already had a low hospital use rate. It is possible that the introduction of the capitation formula 
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under national health insurance gave Maccabi a financial incentive – in the form of decreased 
revenue – to reduce costs. 
 
Conversely, the smallest decline in age-adjusted per capita activity was noted in Clalit, which 
already had the highest hospital use rate. It is likely that Clalit’s owning hospitals contributed to its 
ambivalence regarding utilization review and the development of community-based alternatives to 
hospital care. Furthermore, unlike Maccabi, Clalit experienced an increase in operating revenues 
immediately following the introduction of capitation, which may have “distracted” it from reducing 
hospital use. More recently, however, growing financial pressure on Clalit seems to be increasing 
its determination to reduce hospital use and expenditures.  
 
Clearly, the cap did its part in reducing overall health plan expenditure on hospitalization. Exclusive 
of any indirect savings, the health plans enjoyed significant direct savings because their hospital 
activity grew more quickly than did the cap. To a large extent, these “cap over-runs” were due to 
growth in health plan membership, rather than to inappropriate behavior by either the hospitals or 
the health plans (although one of the health plans may have deliberately concentrated its activity in 
government hospitals). In determining the extent to which each health plan realized savings from 
the cap, policymakers should note the key role played by membership growth; in the future, it may 
be appropriate to set the cap relative to utilization per age-adjusted per capita membership, rather 
than relative to total utilization. 
 
For the health plans as a group and the health system as a whole, it is likely to become increasingly 
difficult to reduce lengths of stay as a means of reducing hospital activity overall. It will therefore 
be important to monitor whether the health plans begin trying to avoid unnecessary hospital 
admissions – an effort that will require them to replace their administrative approach with a 
medical-administrative approach. 
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