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Abstract

In recent years, dissatisfaction with aspects of the Israeli health care

system has grown. Labor conflict and unrest, long waits for elective

surgery, increases in outofpocket payments for health care, and

declining government investment have given rise to a new phenomenon:

the increasing use of private services. This has led consumers to seek

financing sources for their private care and created opportunities for

commercial insurers and sick funds to offer new insurance packages to

meet this demand. As a result, over the last five years more than twenty

commerical health policies and four mandatory supplemental policies

provided by the sick funds have been introduced in the market. The

market for these policies is small but growing, with consequences for the

cost and quality of care, access, the level and composition of national

expenditures, and the allocation of resources to both the public and

private health systems. As the balance between private and public

financing changes, so too do the tradeoffs between differing objectives.

Greater private pluralism and competition at the financing level have

many advantages but also make it more difficult for government to

manage the tradeoffs that occur. Thus a changed emphasis in

government regulation and policymaking is required.



Private Outlets for Public
Limitations: The Rise of Commercial

Health Insurance in Israel
Marc A. Cohen

JDCBrookdale Institute in Jerusalem

Tamara Barnea
JDCBrookdale Institute in Jerusalem

Abstract In recent years, dissatisfaction with aspects of the Israeli health caer syS
tenr has grown. Labor conlfict and unrest, long waits for elective surgery, increases
in outofpocket payments for health care, and declining government investment have
given rise to a new phenomenon: the incerasing use of private services. This has led
consumers to seek ifnancing sources for their private care and created opportunities for
commercial insurers and sick funds to offer new insurance packages to meet this de
mand. As a result, over the last ifve years more than twenty commercial health policies
and four mandatory supplemental policies provided by the sick funds aer currently on
the market. The market for these policies is small but growing, with consequences for
the cost and quality of care, access, the level and composition of national expendi
tures, and the allocation of resources to both the public and private health systems. As
the balance between private and public ifnancing changes, so too do the tradeoffs be
tween differing objectives. Greater private pluralism and competition at the ifnancing
level have many advantages but also make it more difficult for government to man
age the tradeoffs that occur. Thus, a changed emphasis in government regulation and
policymaking is required.

Recent world trends strongly suggest that, regardless of their starting
point, most countries develop a mix of private and public financing of
health care. Primarily public systems have moved toward greater pirva
tization (e.g., Britain, the Netherlands, Poland, and Hungary), whereas

This research was conducted within the framework of the Joint Program in Health Policy with
the government of Israel, the JDCBrookdale Institute, Jerusalem, and JDCIsrael. The views
expressed in this paper are those of the authors alone and do not erpresent the opinions of the
funding organizations. We aer indebted to David Chinitz and Bruce Rosenof the JDCBrookdale
Institute for their advice, comments, andcriticism on earlier versions of this manuscript. We a|s0
thank Gabi Bin Nun of the Israeli Ministry of Health and Doron Cohenof the Ministry ofFinance
for their comments on erlated research, which contributed to the preparation of this manuscript.

JournalofHealth Politics. Policy and Law, Vol. 17, No. 4, Winter 1992. Copyirght © 1992 by
Duke University.



784 Journal of Health Politics, Policy and Law

primarily private systems (e.g., the United States) have moved toward
greater public involvement in the ifnancing of health care (Harrison 1990;
Javor 1990; Van den Hjuevel 1990; Barnard 1990; Evans 1982). While
there may be disagreement on the primary reasons for this trend, one
fact stands out: the failures large or small of one sector are viewed
as opportunities by the other. The private sector sees business opportu
nities when the public sector fails, and the public sector sees political
opportunities when the private sector fails.

Private Insurance and the Case of Israel

In recent years, the public and voluntary health care system in Israel has
been plagued by a series of strikes, the most conspicuous of which were
two strikes by doctors (1983 and 1990) and one by nurses (1986). More
over, private outofpocket expenditures for health care have increased
substantially, government expenditures in the health care system have de
clined, and long waits for elective surgery have become common (CBS
1988a; State of Israel 1990). These problems have led to the establishment
of a number of government commissions to study possible directions for
reforming the health care system, the most recent of which was the Gov
ernmental Commission of Inquiry into the Functioning and Efficiency of
the Israeli Health Care System, which made its controversial majority and
minority recommendations to the government in 1990.

The crisis in public health care in Israel has contributed to greater
development of private services and greater involvement of commercial
insurers in financing a range of services. This is in spite of the fact that
95 percent of the Israeli population is voluntarily insured through one of
four nonproift sick funds (similar to health maintenance organizations).
Trends suggest that the private health insurance sector is likely to continue
to ifll in the gaps in coverage provided by the sick funds. Some view the
proliferation of commercial health policies as a favorable development,
whereas others view it as worrisome.
The rise of commercial and supplemental health insurance in a coun

try where 95 percent of the population is insured for basic health care
represents something of a conundrum. Yet other countries such as Britain,
Holland, and Australia, for example, also have private and public ifnanc
ing systems operating side by side. Our purpose in this paper is to under
stand better what is behind this phenomenon and to describe and analyze
the market for supplemental and commercial health insurance policies in
Israel. We also explore the possible implications of the continued growth
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of the market on the cost, quality, delivery, and management of health
care services in Israel and, by implication, on other publicly dominated
health care systems.
There are a number of reasons why issues related to the growth in van

ous health insurance coverages are of major concern to policymakers.
First, health insurance coverage is a determinant of access to health care.
Second, the lack of coverage can put individuals and families at risk for
signiifcant economic losses due to medical expenses. Finally, providers
and/or the government can end up paying for the care of underinsured or
uninsured individuals, as opposed to their insurance (Brown 1989).
Our basic hypothesis is that there is an everchanging dynamic between

the public and private sectors in health care financing and that as the
balance shifts, so do the tradeoffs between differing health system objec
tives. Put simply, health systems operate in a world of lessthanperfect
choices. Moreover, while movement toward greater private pluralism and
competition at the ifnancing level has many advantages, it is more dif
ifcult for government to manage the tradeoffs that occur in health sys
tenr objectives. Thus, different approaches to government regulation and
policymaking may be required.

In order to characterize the change occurring in the Israeli commercial
and supplemental health insurance market, we interviewed twentyifve
executives representing major commercial insurance companies, repre
sentatives of the four sick funds, government regulators, and academic
experts of insurance industry structure and practice. Second, we analyzed
each of the major commercial and supplemental policies (marketed in
1990) so that key policy design parameters could be identified and com
pared. Third, a survey was conducted to enable estimationof the number
of commercial insurance purchasers and obtain their demographic pro
ifle. A number of questions relating to commercial health insurance were
added to a national public opinion poll, which was based on a sample size
of one thousand individuals age twenty and over living in urban settings.
Finally, we reviewed the relevant local and international health insurance
literature to explore the potential impact of growth in the market on key
health system objectives.

We begin by discussing alternative views of the role of government in
ifnancing health care services. Next, we focus on the political economy
of the Israeli health care system and its current problems. We end with a
detailed discussion of recent developments in the Israeli health insurance
market and the possible implications of change in the mix of public and
private ifnancing on the health care system.
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Views of the Government Role in
Financing Health Care

To better understand why some health care ifnancing systems start out
as public whereas others begin as private, it is worth reviewing the two
conceptionsof public and private roles in ifnancing health care. One view
holds that government must take the lead in ifnancing a basic basket of
health care services and leave the private sector to ifll in gaps. This con
viction is shaped by both value concerns and economic considerations.
As the dominant ifnance source for health care services, the government
can promote equity and assure that everyone has some minimal level of
insurance coverage. Moreover, there are economies of scale in adminis
tration when there is one large insurer, not many small private insurers
(Bodenheimer 1990; Freeh 1976; Vogel and Blair 1975). Finally, the risk
of health service use is spread across more individuals, so that premiums
are likely to be lower. These facts, taken in conjunction with the needs
of private insurers to select out highrisk individuals, engage in costly
marketing of their products to consumers, and charge risk premiums as
part of the insurance premium, make sole ifnancing by government (or a
single organization acting on behalf of the government) seem more eco
nomical and fair than a system based on many private insurers. To account
for the fact that no single program will meet the needs of all consumers,
private insurers will be needed to ifll in at the margins when there is
demand for additional services.
The alternative view on public and private roles is that the boundaries of

public intervention should be determined by the failure of the private sec
tor to meet social goals. Private financing is seen as the preferred ifnancing
mechanism, because private providers are viewed as able to respond more
quickly and creatively to the diverse choices of cohsumers, people are
able to express their preferences by making choices in the marketplace,
and, in a competitive private insurance market, there are incentives to
innovate and provide products for the least cost. A public ifnancing role is

needed to meet certain societal values and assist in the development of an
efficient market. This alternative view of public function focuses on the
manner in which the public sector can most effectively intervene in the
private market to restore eiffciency and/or equity. Here the presumption
is that public intervention is judged appropriate when the private market
fails to develop, is ineiffcient, or leads to an "eiffcient" outcome that is
judged inequitable or inappropriate, given society's underlying values.

Clearly, the Israeli experience suggests the former view of public func
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tion, namely, that the private sector be letf to fill in minor gaps in the
coverage provided by the four nonproift sick funds that cover basic health
care services (Barnea 1989). While this is likely to remain the dominant
viewpoint of existing realities, there is a marked shift toward greater pri
vate sector involvement in the delivery and financing of health care in
Israel (Cohen and Barnea 1991 ;Rosen 1988).

The Political Economy of the
Israeli Health Care System

Israel's health care system is dominated by two entities the Ministry
of Health and the General Workers' Sick Fund (Kupat Cholim Clalit, or
KHC), which is part of Israel's powerful labor federation, the Histadrut.
The Ministry of Health has responsibility for the development of national
health policy, operates the nation's public health services, finances some
longterm care and preventive services, and owns and operates approxi
mately onehalf of the nation's acute care hospital beds. It also plays a
major role in regulating and subsidizing other actors in the system.
KHC is Israel's dominant provider and insurer of basic health care

services. Approximately 70 percent of Israel's population of ifve million
are insured and receive services through KHC, which also owns approxi
mately onethird of the nation's acute care hospital beds. KHC's special
role in Israel's health care system is a product of its size and its strong
social welfare orientation. It is ideologically committed to the provision
of health services on the basis of need, not on the ability of its members
to pay for coverage. This is in keeping with the doctrine of social soli
darity and mutual assistance that has dominated social policy throughout
much of Israel's history. Three smaller sick funds insure the remaining
25 percent of the population, while4to 5 percent of the population are
uninsured.
Most Israelis view the sick funds as public organizations, in part be

cause they are nonproift and in part because at least twoof them have taken
upon themselves many social functions that go outside the boundsof their
own organizational interests serving small communities in the periph
ery of the country, accepting all population groups as insureds, providing
services on the basis of need and not the ability to pay.
The basic service basket of the sick funds gives wide coverage for

primary care, specialist care, hospitalization, and drugs. Historically, cov
erage has been deifned on an exclusionary basis. That is, all services that
were not explicitly excluded were for the most part included in the insur
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ance coverage. For example, dental care, longterm care, mental health,
and preventive care services have not typically been covered by the sick
funds. Moreover, some services provided in the community, l'ke rehabili
tation care, are not fully covered. Recently, the sick funds have begun
to deifne in a more inclusive manner what is and is not covered The
sick funds take a "social insurance approach" to ifnancing care for mem
bers; individuals pay incomerelated premiums and employers als0 make
incomerelated premium contributions on behalf of employees. Funds
may also require a small copayment for drugs and physician visits. By
law, only the four sick funds are eligible to receive incomerelated em
pioyer contributions for coverage of basic health services. This restriction
has effectively nulliifed the interest of commercial insurers to Provide in
SUrance coverage for a set of services similar to those provided by the
sick funds. Table 1 below contrasts a number of key ifnancing, expendi
ture, and insurance arrangements in the Israeli and American health care
systems. As is true with most international comparisons, data must be
viewed with caution: service deifnitions, national accounting techniques,
and data reliability often differ across countries.

Until 1977, KHC's view of itself as a "national health service" was
encouraged by sympathetic Labor governments (Bin Nun and Chinitz
1991). After the Likud took power in 1977, however,KHCbecause 't
is afifliated with the labor federation, Histadrut, which in turn is strongly
afifliated with the Israeli Laborpartycould no longer assume that the 

government would provide supplemental budgets to cover debt or to Pay
for additional expansions in its basic service basket. In part, this strained
KHC's ability to deliver services in a manner expected by its members.
Moreover, it became reluctant to add new coverages to its service bas
ket without additional revenues. As rising expectations accompanied 1n

creases in the standard of living, and as new medical technologies became
available, coverage gaps ensued. The demands of physicians for higher
salaries also constrained the sick funds' ability to increase coverages.
(Even with the return to power of the Labor party in June 1992, it >s un
clear whether KHC will receive preferential treatment by the government;
several of the younger generation of Labor leaders favor a separation be
tween the KHC sick fund and the labor federation and are opposed to
government subsidizationof the sick fund.)
At the same time that government ifnancial support of KHC declined,

overall government health careifnancingincluding taxbased employer
contributionsfell from 60 percent in 1980 to about 50 percent in 1989
(Bin Nun and Chinitz 1991). This put pressure on all sick funds to ifnd
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Table 1 Comparison of Key Financing, Expenditure, and Insurance
Patterns in the Israeli and American Health Care Systems, 1989

Characteristic Israel U.S.

Financing (percent)
Government 21 42
Employer Contributions" 30 24
Health Insurance Premiums |8 9

OutofPocket Payments 31 21
Other Private 4

Expenditures
Percentageof GNP Spent on Health Care 7.7 12

Total Expenditures on Health Care ($ billion) 3 604
Per Capita Personal Health Care Expenditures (dollars) 850 2,068
Percentage Spent on Personal Health Care 94 88
Distribution of Expenditures among Key Services (percent)
Hospital Care 39 44
Physicians'" 22
Primary and Preventive Care 31

Other Personal Health' 24 25
Nursing Homes 7 9

Insurance Arrangements (percent)
Sick Funds (HMOs) 95 13

Staff Model 70 2
Independent Physicians, Group, or Network 25 ||

ThirdParty Indemnity Insurance < 1 58
Preferred Provider Organizations 12

Uninsured 5 17

a. In Israel, employer contributions represent (axes levied on employers by the government and
paid to the National Insurance Institute to be distributed back to the sick funds. Some analysts
view this as government spending.

b. In Israel, physicians working in hospitals are included under hospital expenditures, and
physicians working in the community are for the most part included in the primary and preventive
care category.
c. Other personal health care includes dental, other professional services, home health care,

drugs, nondurable medical products, vision products.
Sources. CBS 1990, 1992; Lazenby and Letsch 1990; Congressional Research Service 1988;

Health Insurance Association of America 1990;Gabelet al. I 990; Interstudy 1991;DiCarlo and
Gabel 1989.
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additional revenue sources. However, afraid to increase premiums to cover
deficits, KHC substituted bank loans for what it previously had received
in government aid; this contributed to large deficits, which even today
threaten the financial viabilityof the fund (Gadish 1986).
As a result of these trends, a number of problems and concerns have

arisen in the health care system for consumers, providers, and the gov
ernment. KHC has historically behaved both as a monopolist, controlling
most of the market for the production and insurance of primary care ser
vices, and as a monopsonist, controlling the employment of most primary
care physicians. Because of its concentrationofpower, there has been little
incentive to innovate. As a result, consumer dissatisfaction has been re
ported to be high (Ben Sira 1987). Principal complaints center around long
waits for certain surgical procedures, an inability to choose one's physi
cian, uncertainty about coverage, and a lack of sensitivity to patients'
privacy, time, and right to freedom of choice (State of Israel 1990).
As salaried employees, KHC physicians have grown more dissatisfied

because they perceive their salary levels to be low and their autonomy
limited. In addition, most KHC physicians are restricted in their ability
to treat clients on a private basis. By contrast. most physicians working
in the smaller sick funds are independent contractors, receive compensa
tion on a feeforservice or capitation basis, and can treat patients outside
the framework of the sick fund on a private basis (Rosen and Ellencz
weig 1988).

In both the KHC and government hospital system, there are a some
what similar set of problems facing consumers and providers. For con
sumers, waits for elective surgery can be as long as three years. Part of
the cause for this is that many of the operating theaters of hospitals have
been closed in the afternoons because hospitals do not pay adequately to
support second shifts. To supplement their salaries, many hospitalbased
physicians leave the hospital in the afternoon to see private clients. Others
illegally make use of hospital facilities for private gain. Between 1980 and
1989 alone, private institutions' share of health operations expenditures
increased from 19 percent to 24 percent (CBS 1991).
Regarding the government's role in health care, there is a widespread

perceptionof conflictof interest, because the Ministry of Health is respon
sible for both financing and regulating hospital care. There is also con
cern about overcentralization, inlfexible civil service procedures, political
interference in hospital management, ineffective regulation, and a pur
chasing process that limits hospital lfexibility and autonomy (State of
Israel 1990). Finally, the daytoday operation of the system is viewed
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as siphoning off resources that are needed for national health planning,
policy development, and effective regulation.
The political and economic dynamics of the Israeli health care system

provide a context for understanding the reasons behind consumers' search
for new ifnancing sources for services and for understanding how the sick
funds chose to cope with changes in the health environment. Consumers
are searching for ways to pay for care provided in private settings, care
provided by a physician of choice, or care not covered (or not covered
adequately) by the sick funds. The sick funds have reacted to someof this
consumer dissatisfaction by providing supplemental health insurance cov
erage on a mandatory basis. By "marketing" supplemental coverage in
addition to the basic service basket, it has been politically more palatable
for the sick funds to raise premiums; the sick funds can address chang
ing consumer needs without altering the basic service basket. In fact, in
March 1992, KHC greatly increased the premium on its supplemental
coverage in order to compete with other sick funds over coverage, to help
cover its debt, and to help ifnance second shiftsof physicians. (In reality,
because "supplemental" coverage is mandatory, from the point of view
of members, it is part of the basic service basket; however, most of the
sick funds maintain a separate fund to ifnance the services covered by the
supplemental insurance, and this fund is often reinsured by a commercial
insurer.)

The sick funds were not the ifrst to respond to the change in con
sumer demands and the health system environment. Commercial insurers
began marketing health policies at least two years before the sick funds
offered supplemental coverages. In the section that follows, we describe
the growth in both the supplemental and commercial health insurance
markets in Israel. We do this to illustrate how the dynamic between the
public and private markets plays out in the speciifc caseof the Israeli health
insurance market. We pay particularly close attention to the policy designs
offered and their strengths and weaknesses.

An indepth analysis of policies is important for three reasons. First, a
market or industry is best understood in terms of the products that it offers .
Second, one can directly ascertain whether the proposed private sector
response is addressing the perceived needsof the population. Finally, an
analysis of policy designs provides insight into the possible directions for
future government regulation and policymaking.
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Market Organization and Size

The Israeli commercial health insurance industry is a microcosm of the
general insurance industry. Today there are about fortythree Israeli in
surance companies and another twentythree foreign companies serving 3

populationof ifve million (CBS 1988b).About 75 percentof the market is
in the handsof six different Israeli insurance groups, which provide more
than twenty different health insurance products to the public. Relative to
Israel's small population, the number of ifrms currently in the health in
surance market is quite large. However, experience in the U.S. has shown
that once companies garner experience and begin to secure larger market
shares, the number of ifrms active in the market for a particular product
line will decline (Freeh 1976; Hay and Leahy 1984).
The Israeli commercial health insurance market can be characterized

as "emerging," that is, many new companies are entering the market
and providing a variety of products to consumers. Most companies have
entered the health insurance market within the last five years, except for
one company which has been marketing health policies since 1933.
The market is currently small. In 1986, less than 5 percent of all insur

ance premium revenue derived from commercial health insurance (CBS
1988b). Moreover, the commercial health insurance sector funds a rela
tively small proportion of health care expenditures. A rough estimate is
that the commercial health insurance sector accounts for less than $40
million, which represents slightly less than 2 percent of total health care
expenditures (Cohen and Barnea 1991). Many observers believe that the
total value of health insurance dollars allocated to the health care system
will rise substantially over the next decade, especially if private medical
services are expanded in public hospitals (Shani 1990). (It bears repeating,
however, that commercial insurers are excluded from receiving employer
based contributions on behalf of employees; this effectively closes them
out of the market for insuring a basic basket of health care services.)
As shown in Table 2, less than 15 percent of the population has chosen

to purchase a dental , commercial health , or voluntary supplemental health
insurance policy. We distinguish between a "sponsor" and an "insurer"
of insurance. An organization sponsoring insurance is one that provides
insurance to its members but does not necessarily assume the risk of in
suring them. For example, for the basic beneift package, the sick funds
are both sponsors and insurers. However, for their supplemental insurance
program, most use a commercial company as the insuring organization
that assumes the actuarial risk. From the point of view of consumers, the
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Table 2 Health Insurers in Israel, 1990

Percentage of
Population

Sponsor ytpeof Coverage Insurer Covered

All Sick Funds Voluntary basic health Sick funds 95.0

All Sick Funds Mandatory Insurance 95,0
supplemental companies'

One Sick Fund Voluntary Kupat Cholim 3.0
supplemental b Maccabi

Commercial Insurers Voluntary basic health Shiloach 0.5

Voluntary additional Reinsurance 10.013.0
health coverage companies

a. One sick fund does not use a erinsurance company for its mandatory supplemental program.
b. In addition to its mandatory supplemental coverage, one sick fund offers to its members a

voluntary supplemental package.
Source. Cohen and Bamea 1991.

sick funds are the insurers, while from the pointof viewof the commercial
insurer, the sick funds are program sponsors.
How does the 10 to 13 percent estimate compare to the United King

dom, for example, where basic coverage is also provided primarily
through the noncommercial sector? In 1987, roughly 10 percent of the
population of the U.K. was covered by private insurance (Propper and
Maynard 1989). Many of these coverages were designed to enable indi
viduals to bypass waiting lists in the public system and receive care in
private settings. This is also the case for roughly 3 percent of the popula
tion in Israel (see Figure 1).

Commercial and Supplemental
Health Insurance Packages

Supplemental health insurance is provided by the four sick funds and
commercial health insurance is provided by private insurance companies.
Both policy types are designed to cover

1 . Services not included in the sick fund service basket
2. Services that are perceived by the public to be provided on an inade

quate or inlfexible basis
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Types of Coverage

General
Health 05 I I 1 1 .
Care . ., 195

Care
out of J I I 1 1 ,
Israel . I95

Choice of U 25
Physician I p5

Special 1 25
Procedures /75

■■I 10
Dental Care | [ 3

Private m 25
Surgery M5

LongTerm I qj
Care |0

I I I I I I I I I I
0 20 40 60 80 100

PERCENT INSURED

H Commercial Companies I I Sick Funds

Figure 1 Health Insurance in Israel, by Type of Coverage and Percentage
of Population Insured

Source. Cohen and Barnca 1991 .

Figure I shows the proportion of the population covered for speciifc ser
vices. These include care out of the country for surgery and transplants;
reimbursement for the cost of using a surgeon of choice; reimbursement
for surgery provided in private hospitals; dental care; longterm care (nurs
ing and personal care), primarily for the elderly; and other specialized
procedures performed on a private basis or in a private setting, such as

medical consultations, advanced fertility treatments, and specialized heart
procedures.
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Table 3 Relationship between Risk and Insurance Benefit Design

Compensatory*Indemnity *> Service'
Beneift Design Beneift Design Beneift Design

Incidence Risk Covered Coveerd Covered
Utilization Risk Not covered Covered Covered
Access Risk Not covered Not covered Covered

a. Commercial health insurance policies.
b. Mandatory supplemental health policies.
c. Sick fund basic health package.
Note. In the U.S., compensatory policies are not very common. A compensatory policy design

for longterm care policies,forexample, is one that makes a cash payment (0 an elderly individual
who reaches a certain levelof disability, say, the inability 10 perform threeof the basic activities
ofdaily living, like bathing, dressing, toileting, etc.

Aside from the estimate that 95 percent of the population has manda
tory supplemental insurance coverage as part of their membership rights
in their sick fund, other ifgures must be viewed with caution. First, there
is a great dealofconfusion among consumers regarding the type of health
insurance policy they hold and the company providing the policy. Second,
there is a great deal of variation around point estimates because of the
small number of purchasers identiifedinthe sample. Thus, the conifdence
interval around point estimates is likely to be quite large.
Mandatory and commercial health insurance policies can be structured

to pay benefits in a variety of ways. In Israel, commercial policies pay
benefits either on an indemnity basis or on a compensatory basis. In
demnity policies reimburse expenses for health care services used by the
insured. In contrast, compensatory policies pay benefits for the discovery
of an illness that may result in major medical expenses; these beneifts
are not based on actual health care expenses. In contrast to both of these
coverages, the sick funds provide a service beneift, that is, the insured is

promised a service and not necessarily the monies necessary to pay for
that service.
Each of the three forms of insurance covers varying degrees of risk that

the individual confronts. The ifrst risk is the risk of becoming ill the
incidence risk. The second risk is that once ill, an individual will consume
a certain level of services the utilization risk. The third risk is that the
level of services needed will be available the access risk. Table 3 sum
marizes the relationship between each of these three irsks and insurance
beneift designs.
Through the mandatory supplemental health insurance policies spon
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sored by sick funds, the population is covered for services that can only
be performed abroad, such as heart, lung, kidney, and other transplants,
unique lifesaving surgeries, and specialized procedures services typi
cally excluded from the basic coverage. Premiums for individuals are
between $1.00 and $2.50 per month and all policies reimburse expenses
up to a maximum of around $100,000. In order to assure timely delivery
of services, the mandatory supplemental packages of the sick funds also
pay for services in Israel, such as care provided in private settings with
choice of surgeon or specialist. Table 4 summarizes the characteristics of
sickfundprovided health insurance coverage and mandatory supplemen
tal health coverage and commercial insurance coverage.
The vast majority of commercial health insurance policies in Israel

are compensatory. The benefits of compensatory policies are assumed to
pay for the care associated with a particular illness. For the most part,
policyholders use the beneifts of compensatory policies to purchase pri
vate surgeries or special procedures not covered by the sick funds. Thus,
in Figure 1, the compensatory policies are shown as covering surgery
in private settings, special procedures, and choiceof physician. The ill
nesses commonly covered by compensatory policies include heart disease,
cancer, stroke, and kidney problems.
These policies are well targeted to cover illnesses that typically put indi

viduals at greatest risk for catastrophic expense. Also, those few compa
nies offering indemnity policies have negotiated agreements with service
providers to assure that policyholders have an easy time accessing the ser
vice system and to exert some control over charges. In addition, policies
are guaranteed renewable: once an individual purchases a policy, the in
surance company cannot terminate that individual's coverage as long as
premiums continue to be paid.
Commercial policies do, however, have shortcomings. For example,

individuals must be under age sixty to purchase them, yet for most poli
cies, coverage ends at age sixtyifve. Thus, just when the risk of con
trading certain catastrophic illnesses greatly increases and the ability to
pay for services out of pocket decreases, private insurance ceases to be
an available ifnancing option. A second problem relates to policies' listed
exclusions, that is, to the circumstances under which beneifts will not be
paid, even if the insuredfor event has occurred. Some of the listed exclu
sions could cause large numbers of individuals to believe they are covered
for certain services when, in fact, they are not.
Given the lack of comprehensive longterm care (LTC) coverage by

public programs, the emergenceof LTC policies (e.g., coverage for pro
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Table 4 Characteristics of Sick Fund Health Insurance, Mandatory
Supplemental Health Insurance Policies, and Commercial Health
Insurance in Israel, 1992

Policy Mandatory Commercial
Characteirstic Basic Health Supplemental Health

Payment Service beneift Indemnity coverage Mostly compensaMethodtory coverage

Coverage Basic health services Speciifc services Care in private
like transplants settings and other
and outofcountry speciifc services
surgeires; care in
private settings

Premium Progressive with Single premium Premiums based
income and based for individual and on age, sex, and
on family size single premium for the amount of

families coverage chosen

Calculation Budgetary calcula Actuairal calcula Actuarial calcula
of Premium '"on tions and budgetary tions

principles

Participation Through age 60 Open to all membersAge limitsof 20
full coverage; after of the particular sick 55; also depends
age 60 only partial fund on the health status
coverage; Kupat of individuals
Cholim Clalit re wishing to buy
quires membership policies
in the General
Federation of Labor

Continuing Lifetime Lifetime Through age 65 for
Eligibility compensatory; for

indemnity lifetime

Location Public and private Pirvate health care Private health care
of Services health care system system in Israel and system in Israel
Covered in Israel and out of outofthe country and outof the

the country country

Legal Status Bylawsofthe sick 1981 insurance laws 1981 insurance
fund laws
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fessional and paraprofessional nursing and personal care services provided
in the home and in institutions) potentially represents an important con
tribution of commercial insurance to the health and welfare sector. Most
policies cover professional services in institutions and at home and para
professional (personal care and home help) services. All policies provide
coverage for at least up to ifve years and two also offer beneifts with an
unlimited duration. Thus far, purchase of these policies has been limited.

A positive feature of LTC policies is that they cover care provided in
the home as well as in institutions. Also, Israeli policies allow an indi
vidual who stops paying insurance premiums to qualify for a lower level of
beneifts if nursing home or personal care is needed. (This does, however,
signiifcantly increase the costof the policy.) However, one problem is the
lack of a guarantee that nursing home beneifts, which are expressed in
ifxed dollar terms, will maintain their purchasing power over time. Mecha
nisms for upgrading beneifts are inadequate. "Coordination of beneifts"
clauses present another problem.For example, if an individual purchases
a policy that pays $ 1 ,500 per month in beneifts, and then receives govern
ment or other insurance benefits equalling $500 per month, the policy will
pay only $ 1 ,000 per month. It is unclear whether policyholders are aware
of or understand the implicationsof such clauses, and whether the savings
to the insurance company of coordinating beneifts with other public and/
or private coverages is relfected in a lower premium to the consumer. A
third problem is that in order to receive the full value of beneifts, an indi
vidual must be very severely disabled. Most people will not reach a level
of disability that will enable them to enjoy the full value of the beneifts
that they purchased.
Dental policies represent a real contribution of private insurance to the

health care ifnancing system. In 1992, there were three principle commer
cial policies on the market. All are indemnity policies and are marketed
only on a group basis, typically to employees and their families. These
policies offer policyholders a choice regarding the types of dental ser
vices to be covered preventive work, cavities and ifllings, periodontal
work, or prosthetics. Cited shortcomings of these policies are that their
reimbursement is too low, many of the dentists who accept insurance
payment have lessthanaverage experience, and in some cases, insurers
interfere with the clinical decisionsof dentists (Mann 1990).
Commercial health insurance purchasers are likely to be middleaged

between ages twentyifve and iffty and highly educated; 21 percent of
those with college educations have purchased a policy, compared to less
than 10 percent of those with only a high school education. Purchasers /4"V""{\
aer also somewhat more likely to have aboveaverage incomes: 16 percent f<r j, ' ^A
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of individuals who deifne their incomes to be far above average purchase
policies, compared to 8 percent of individuals who deifne their income to
be far below average.

Implications of the Growth in the Commercial and
Supplemental Health Insurance Markets

The market for commercial health insurance policies is likely to grow.
Given massive immigration, which will increase pressure on the public
health system, and the uncertain budgetary status of some of the sick
funds (along with their general reluctance to assume new risks), the basic
service basket is not likely to expand signiifcantly, nor is it certain that
timely access to covered services will signiifcantly improve. Thus, the de
mand for private coverages is likely to continue, and insurers may move
in where sick funds are unlikely to tread.
Will the growth in sales of commercial policies ameliorate or exacer

bate current problems in the health care system? Because many of these
coverages have only recently been offered to the public and relatively few
people have purchased policies, an empirical analysis of impacts is not
yet feasible. However, we hypothesize about possible impacts by draw
ing on the experience of other countries as reported in the international
literature.
Table 5 highlights the relationship between a number of selected key

system objectives and the potential impacts of growth in this market.
There is not always a clear consensus regarding the expected direction
positive or negative of impacts. Moreover, even where there is a con
sensus in the literature, differing pointsof reference may blur the meaning
of certain concepts.

An overall evaluative assessment of the growth in this market requires
balancing the positive and negative impacts identiifed in Table 5. The im
portance that one attaches to each of these objectives depends on one's
value orientation. A thorough discussion of all possible impacts high
lighted in this table is beyond the scope of this paper; instead, we focus
on a selected number of key issues likely to face consumers, providers,
and the government as the balance between public and private ifnancing
changes.

Consumer Perspective

There is a clear consensus in the literature that growth in the private insur
ance market will enhance ifnancial access to services for some people
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Table 5 Relationship between Selected Key Health System Objectives
and Growth of Commercial Market

Potential Impacts
of Growth

System Objective Positive Negative

Consumer Objectives

Ensure Greater Access to Care X

Ensure Equal Access to Insurance and Care X

Increase Financial Protection for Consumers X

Reduce Consumer OutofPocket Service Costs X

Enhance Consumer Choice and Sovereignty X

Responsiveness to Consumer Needs X

Provider Objectives

Equitable Sharing of Risks X

Adequate Funds for Physician Payment and
Infrastructure Development X

Government Objectives

Minimize Administrative Costs of Health Insurance
System X

Broaden Sharing of Costs (Risk Sharing) X

Maintain Stable Prices of Medical Services X

Enhance National Control over Health Caer Costs X

Reduce or Stabilize Public Financing of Health Care X

Prevent Overutilization of Services X

insurance holders but lead to less equality in access to services for
others those who are not insurance holders (Day and Klein 1991; Con
gressional Research Service 1988;Freeman etal. 1987;Butler etal. 1985).
A systemof private ifnancing may in fact have antiegalitarian effects. Yet,
in Israel, there are individuals who currently beneift from private services
because of their "ability to pay" (Schecter 1990). Insurance, by virtue
of its riskspreading principles, makes available to more individuals the
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ifnancial capacity to access services. Greater access to insurance coverage
could also serve to enhance equity in two senses. For example, assume
that today, 10 percent of individuals who pay privately for care are able
to receive higher quality care on a more timely basis compared to those
without insurance. If in an insured market that number increases to 30
percent, one could view this as a move toward greater equity.
Second, even though results from the consumer survey reveal that the

probability of purchasing a policy increases with income, about 40 per
cent of purchasers indicated that they had "average incomes." If these
people consumed too few services in the absence of insurance and con
sume a more adequate level of services now, then this may also represent
a more equitable distribution of resources.
In the short run, those who can afford policies will be likely to have

better access to highquality care; recent studies from the U.S. conifrm
that not only is access enhanced but access is enhanced to a particular type
of care, usually assumed to be of a higher quality. These studies show
that wellinsured patients get access to the full panoply of technology,
whereas those with no or less insurance get strikingly less (Weissman and
Epstein 1989). There is also a growing bodyof evidence that the ability of
patients to pay for care makes a crucial difference in the kind of care they
receive (Young and Cohen 1991; Hadley et al. 1991 ; Kasper 1986; Davis
and Rowland 1983; Wilensky and Berk 1982).
Evidence from England suggests that many individuals with private in

surance only access the private system when they are unhappy with the
National Health Service (NHS); that is, most patients with private insur
ance who chose to remain in the public system did so because they were
happy with NHS care, being inlfuenced in particular by a short waiting
list (Fairbank et al. 1990). Thus, private insurance may be seen by policy
holders as a guarantor of last resort for public system failures. The use
of private insurance beneifts may peak precisely when the public system
is at its low point in its ability to supply services in a timely manner to
the public. A current example is the massive immigration to Israel from
the former Soviet Union, which will put new strains on the public health
system.

Most of the commercial health insurance policies are compensatory
and require that the individual arrange and purchase his or her own health
care. It is worth noting that there is conlficting evidence on the issue of
whether consumers are better off, at least in terms of ultimate health out
comes, when making their own choices in the health care area; services
which a consumer agrees to buy are not necessarily those that will make
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him or her better off or justify the cost (Evans 1982). Even so, private
ifnancing should make the system more responsive to the consumer and
to the amenity side of care (physical plant, modern equipment, etc.),
which may be related to the quality of care (Robinson 1988; Farley 1985).
Finally, growth in the market should lead to shorter waits for certain pro
cedures, so long as the private service system infrastructure can adjust to
increases in the demand for services.
Clearly, private health insurance socializes the financial risk associated

with the services covered by policies. For policyholders, this leads to an
overall reduction in outofpocket expenditures. However, the relationship
between insurance coverage and outofpocket expenses is not so straight
forward, especially if one analyzes changes over time. In the U.S., for
example, a lack of insurance coverage has led to the problem of uncom
pensated care (bad debts and charity care). The costs of uncompensated
care are in some sense socialized, as providers increase charges to indi
viduals with private insurance (Altman 1991; Feder et al. 1984). As a
result, the costsof premiums to insurance holders increase, as do the costs
of copayments and deductibles. Thus, the expected reduction in outof
pocket costs may, in fact, be far less than what was expected at the time
of the purchase decision.

In Israel , much of the commercial health coverage is designed to en
hance choice as well as give timely access to services. Given the broad
coverage provided by the sick funds, the problemofuninsured and uncom
pensated care is not likely to arise. At worst, individuals without policies
may not be able to exercise full consumer sovereignty in the marketplace
or may not be able to access services in as timely a manner, as resources
shift from the public sector to the private sector.

The Provider Perspective

The growth of the commercial insurance market should reduce pressure
on the public health care system as individuals access the private system.
However, if individuals have not chosen adequate beneift levels to cover
the costsof dififcult surgeries, then the private system may leave the most
complicated and dififcult cases to the public sector. This could lead to a
twotier system of care. Evidence from the U.S. on the issue of dump
ing or skimming indicates that unprofitable patients are more likely to be
found in hospitals of last resort public ones than are proiftable patients
(Newhouse 1989).
Aside from new equipment and services, private insurance can also
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ifnance physicians' salaries. This could cause specialists to spend more
time in the private system at the expense of the public systems' ability to
deliver timely care. Whether this will cause manpower shortages for the
public sector depends on the supply of specialty physicians to the system.
Competition between hospitals for patients as well as for specialists is

increasing in Israel (Chinitz and Rosen 1991). As public resources be
come scarcer and hospitals begin to allow physicians to see patients or
perform surgeries on asemiprivate basis, hospitals may seek to attract
insured patients at the expense of noninsured patientsan increasingly
common practice in the U.S., for example (Feder et al. 1984).
Insurance coverage may provide the ifnances for establishing new and

perhaps expensive standards for care. As hospital competition for patients
increases, there may be a movement toward investing in the amenity side
of care, e.g., one patient per room, phones in all rooms, etc., which may
or may not influence patient care outcomes. This may lead public hospi
tals to invest in items that are not costeffective, from the point of view of
patient outcomes (Held and Pauly 1983; Feeny et al. 1986).

In sum, the primary implications of the growth of these policies for
providersof care include

1 . Additional sources of ifnance for development of services and pay
ment of physician salaries

2. A refocusof competition on insured patients
3. The likelihood that the public sector may be forced to look more

; carefully at what is being provided in the private sector and pay more
\ attention to amenities.

The Government Perspective

One of the major concerns related to the increased involvement of com
mercial insurers in the health marketplace is the resulting increase in over
all system administrative costs. Consumer sovereignty and choice cost
money. In the U.S., for example, for every dollar the commercial insur
ance industry pays in claims, about 10 cents was spent on administration,
marketing, and other overhead expenses; this was three to four times more
per dollar of claims paid than what was paid by the public Medicare sys
tenr (Himmelstein and Woolhandler 1989). Thus, it is likely that as these
policies proliferate, the actual amount allocated to health care beneifts will
only be some fraction of the amount spent on health insurance itself.
Ofcritical importance is the impactof additional insurance coverage on

the use and cost of health services in Israel. Experience from other coun
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tries has shown that growth in the private insurance market will lead to
increases in the demand for insured health services and increases in their
costs (McCall et al. 1991; Manning et al. 1987; Feldstein 1983). If poli
cies do not contain adequate costsharing or utilization review provisions,
then private insurance can lead to both increases in service use and service
costs. The cost of health care in most countries (including Israel) has in
creased faster than general price increases (Pfaff 1990; CBS 1989). Many
observersof health care systems attribute the rapid increase in health care
costs to the widespread availability and design of health insurance (New
house 1988; Feldstein 1983). Because insurance shields individuals from
the marginal costs of care and typically reimburses providers on the basis
of the costs generated to provide care, price increases result.
Also, because insurance increases access to health care, consumers tend

to use more and producers tend to provide more, because they earn income
from doing so. The growing consensus in the literature is that insurance
will have its largest effect on whether a beneficiary uses services and a
smaller impact on the amount of services used (McCallet al. 1991; Taylor
etal. 1988;Christensenet al. 1987; Linket al. 1980). What distinguishes
health insurance from many other forms of insurance is that providers
have a direct influence on the demand for services. Because of the lack
of information and general complexity of health care, consumers rely on
physicians to tell them what services they ought to be consuming. Insur
ance for health services strengthens the ability of providers to influence
demand (which increases revenues to the provider) because consumers
do not directly bear the full marginal costs of consuming additional ser
vices; also, many people believe that more service means better care, a
proposition which has yet to be fully proven (Ham 1988; PaulShaheen
etal. 1987).

An important governmental objective is to maintain stable prices of
medical services and enhance national control over health care costs.
Here the evidence is fairly convincing that greater private financing leads
to less governmental control over costs and expenditures; systems with
centralized financing systems have traditionally been more successful in
containing costs than decentralized private financing systems (Van de Ven
1990; Evans 1990; Pfaff 1990).
In Israel, government exerts control over health care spending by set

ting hospital reimbursement rates, establishing the level of the employer
tax to the sick funds, and establishing the levelof direct public health care
spending. Sick funds exert control over health care spending through their
negotiated wage agreements with physicians. The growth of commercial
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health policies may exert pressure on sick funds and on hospitals to accept
higher physician fees as more physicians allocate their time to the growing
private market.

A fragmented multiple source system is less able to cope with the broad
organizational power of physicians (Evans 1990). If the private market
continues to develop, the public system, i.e., the four sick funds, is more
likely to succeed in confronting the demandsof physicians for higher fees
than are individual insurers.

Conclusions

The growth in private health insurance coverage is directly related to
the perceived deterioration in services provided by the four sick funds
viewed by the Israeli public as primarily public institutions. A similar
trend is occurring in Britain, where one analyst has predicted that half of
the U.K. population would have some form of private medical insurance
by the end of the century, given the continuing decline of the National
Health Service (Lyall 1990). Clearly, significant segmentsof the popula
tion in publicly dominated health systems view private health insurance
as a way to address the insuiffciencies of a publicly oriented and financed
health care system.

In contrast, heard increasingly are calls for a greater public role in the
health care ifnancing systemof the U.S. a country whose health system
is characterized most prominently by its pluralistic and competitive pri
vate insurance industry. Centralized public ifnancing is viewed as a way
to address the ineiffciencies and inequities of a privately ifnanced health
care system. These somewhat opposing trends occurring in a variety of
countries underscore the truism that all health systems operate in a world
of lessthanperfect choices.
The balance between public and private ifnance in large part is deter

mined by public perceptions of how each system addresses issues of key
concern, including cost, access, waiting time, and consumer sovereignty.
Undoubtedly, one of the great advantages of a private system is that it
allows consumers greater choice in coverage. Yet, choice costs money
and markets are not perfectly segmented: choices made in one sector af
feet the resource levels and options available to the other.If the sick funds
in Israel (or publicly funded systems elsewhere) are willing to supply a
basket of services at an acceptable level of quality, thenj/ everything
else is held constant permitting individuals to supplement the basket
with commercial health insurance will improve the situation of those with
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commercial insurance, without worsening the situation of those without
it. The result may well be an increase both in health spending and in the
share of health care received by those most willing to pay. As shown,
however, the assumption that "everything else can be held constant" is

erroneous. Thus, one of the challenges to policymakers is to minimize
the extent to which market growth reduces access to highquality care for
those who are unable or unwilling to purchase private insurance.
One consequence of the growth in private health insurance in Israel

is that greater pressure has been exerted on the public system to be
come more responsive. The competitive pressure from private insurers
and the increased competition between the sick funds themselves have in
part contributed to systemwide improvements even for noninsurance pur
chasers. For example, the major sick fund (KHC) now allows individuals
to schedule appointments, choose physicians within its clinic system,
and, in some cases, see physicians outside of the clinic setting. Thus, the
threat posed by competition from the private insurance sector to some
degree helps push the public system forward something that numerous
commissions and internal reform efforts have not succeeded in doing. This
is yet another reason why a dynamic mix of public and private ifnancing
canbe beneficial.
A transformation is also occurring in the way that citizens relate to

both the public and private health care systems in Israel. There is a philo
sophical shift away from being a "member" of a sick fund toward being
a "consumer" of health care services. This is due in part to the increased
competition between sick funds and in part to the entranceof commercial
insurers. Either way, a more consumerist orientation among citizens in
creases pressure on both the public and private sectors to be responsive to
consumer needs.
More importantly, to be a consumer requires informalion. Insurance

policies are complicated and difficult to understand. Often, consumers
do not know what level of beneifts are appropriate, how to access or
qualify for benefits, what the rights of appeal are, and whether the com
pany they are purchasing the policy from is ifnancially sound. The lack of
information hinders the effective functioningof the market.
Currently, the government does not play an active role in consumer pro

tection or information diffusion (State Controller's Report 1988: 22127).
The government does, however, have a large role to play. It could, for ex
ample, (1) provide information to consumers on what to look for in a
policy and information on the degree of risk they face, (2) give consumers
the opportunity to return policies within a onemonth period without
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forfeiting any premium, (3) review marketing materials for accuracy to
ensure that the insurance policy contract orthe coverage available from
public programs is not misrepresented, and (4) review contracts to ensure
that consumers are deriving real beneifts from the premiums that they are
paying.
Because almost all Israeli citizens are insured for basic health care ser

vices, the magnitude of the problems inherent in a privately dominated
health care ifnancing system is likely to be small; many of these problems
may not even develop. Nevertheless, growth in the private insurance sec
tor poses formidable challenges to policymakers. As illustrated, private
insurance policies do have a numberof shortcomings, some of them quite
serious. Information asymmetries between insurer and insured can also
result in policy designs that minimize insurer risk by shifting it back to the
insured. Creative government regulationof the industry and its products
can help ameliorate such shortcomings.
Greater private pluralism and competition at the ifnancing level makes

it more dififcult for government to "manage" the health system tradeoffs
that occur when the ifnancing mix changes. Yet, greater privatization in
financing should not be taken to imply less government involvement in
the marketplace. Quite to the contrary: the emergence of private health
insurance necessitates moving from one formof regulation managing or
regulating largeprovider/ insurer organizationsto another helping to
set the rules and provide incentives for insurers and providers to compete
and offer highvalue products to consumers.
The conditions responsible for the growth in supplemental and com

mercial health insurance policies are likely to persist, at least in the short
term. Even if growth in this market injects only a small amount of money
into the system, its impact on the overall health care system can be signiif
cant. When most people are already insured for basic health care services,
the development of a small dynamic private health insurance sector, even
in a publicly dominated system, can be viewed as a positive development.
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תסציר

מערכת של שונים מהיבטים אישביעותהרצון גברה האחרות בשנים
ארוכות המתנות העבודה, בשוק ועימותים שקט אי בישראל. הבריאות
רפואי, טיפול עבור הישירים בתשלומים הגידול אלקטיביים, לניתוחים
השימוש חדשה: תופעה של לעלייתה גרמו מצטמצמות ממשלתיות והשקעות
לחפש החלו שהצרכנים לכך הביא הדבר פרטיים. בשירותים והולך הגדל
לחברות הזדמנויות נוצרו זאת ובעקבות הפרטי לטיפול מימון מקורות
על שיענו חדשות ביטוח חבילות להציע ולקופותהחולים מסחריות ביטוח
יותר האחרונות, השנים חמש במשך לשוק, הוכנסו מכך, כתוצאה זו. דרישה
משלימים ביטוחים ארבעה וכן מסחריות, בריאות ביטוח פוליסות מעשרים
אך קטן, אמנם הוא אלה לביטוחים השוק קופותהחולים. של מנדטוריים
על הנגישות, על וכן ואיכותו, הטיפול עלות על ומשפיע והולך, גדל הוא
למערכת הן המשאבים הקצאת ועל והרכבה, הכללארצית ההוצאה רמת
ופרטי ציבורי מימון בין שהאיזון ככל הפרטית. לזו והן הציבורית הבריאות
הפלורליזם להגברת השונים. היעדים בין היחס משתנה גם כך משתנה,
זאת עם יחד אך רבים, יתרונות יש המימון ברמת הפרטי במגזר והתחרות
בהדגשים בשינוי צורך יש לכן איזון. על לשמור הממשלה על מקשה הדבר

הממשלתית. והתקינה המדיניות קביעת של


