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ABSTRACT

Decisions made by physicians, and their subsequent behaviors, are among the
primary determinants of the cost and quality of health services. These decisions
and behaviors are believed to be significantly influenced by the manner in which
physicians are reimbursed (i.e. paid). Accordingly, the international healthcare
community invests a great deal of energy in the design and evaluation of physician
reimbursement systems. ,

Several proposals to reform physician reimbursement in Israel have recently
been articulated. The primary objective of the paper is to review the likely advan
tages and disadvantages of two proposed reforms.

The paper begins with a conceptual framework for analyzing the relationship
between various physician reimbursement arrangements and a wide range of out
come measures including cost, quality, consumer equity, and provider equity. The
framework distinguishes between salary systems (where reimbursement is tied to
the amount of time worked), capitation systems (where reimbursement depends on
the number of patients for whom the physician assumes responsibility) and feefor
service systems (where remuneration depends on the number of procedures per
formed). The conceptual section also addresses the political viability and admin
istrative feasibilty of these alternatives.

One proposal currently on the national policy agenda is the institution of fee
forservice payments to physicians for surgical procedures performed during the
afternoon shift in the nation's public hospitals. The proposal has two objectives: to
increase surgical volume and to increase physician incomes. Our analysis suggests
that while an increase in surgical throughput is clearly called for in the short run
(due to the long queues which currently exist), the longterm desirability of such an
increase is questionable. With regard to the desirability of increasing physician in
come levels in Israel, the analysis underscores how data and value judgements
must be synthesized to make these decisions. Various studies suggest that current
levels are probably sufficiently high to attract young people to medicine, but the
levels may not be high enough to retain senior physicians in the public sector. The
ratio of average physician income to average employee income is apparently lower
in Israel than in most other industrialized countries, but reliable Israeli data on
physician incomes are lacking.
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The second proposed reform considered in the paper is Kupat Holim Klalit's
plan to expand the role of capitation payments in its primary care network. Studies
which compare Kupat Holim Klalit with the smaller sick funds support the belief
that capitation systems are associated with higher levels of satisfaction without
impairing quality, increasing costs or sacrificing equity. At the same time it must
be emphasized that these associations are not conclusive due to the large number
of confounding variables which obtain in intersick fund comparisons.

The analyses of these two proposals suggest that neither reform is likely to be a
panacea and that a good deal of uncertainty prevails regarding the actual effects of
the proposed reforms. The momentum for change must be channeled responsibly.
Consideration should be given to introducing reforms on a pilot basis and carefully
evaluating their impact.
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I. INTRODUCTION

The healthcare system in Israel faces many problems. Proposals of many dif
ferent types have been put forward as solutions or partial solutions to these prob
lems. In addition to reimbursement reforms, changes have been proposed with re
gard to such issues as how the health system should be financed, how ambulatory
care should be organized, and what role the Ministry of Health should play in the
provision of health services.

While all these issues are important, reimbursement issues have a unique ap
peal to policymakers. It is often easier for them to make changes in payment ar
rangements than to undertake major organizational or educational changes. In ad
dition, reimbursement policy can often serve as a wedge for encouraging more
coinprehensive organizational changes. Physician reimbursement is of particular
interest because physicians are the key frontline decisionmakers in the health
care system.

There are currently two major policy issues related to physician reimburse
ment on the nation's agenda. The first is whether feeforservice payments should
be introduced for surgical procedures performed during afternoon shifts in the na
tion's public hospitals. The second is whether capitation systems (along with
greater competition among physicians) should be introduced into the KHK's pri
mary care network.

This paper begins with a brief conceptual introduction to physician reimburse
ment. The conceptual framework is then used, along with relevant data from Israel
and abroad, to analyze the two policy issues listed above. The focus throughout is
on raising issues for deliberation and indicating the types of analyses needed to
make informed policy choices.
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M. CONCEPTUAL FRAMEWORK

In the healthcare sector, consumers are generally unable to assess their need
for services and therefore rely heavily on healthcare providers to advise them
about the appropriateness of alternative treatment strategies. As a result, providers
have a great deal of influence not only upon the supply of healthcare services, but
also upon the demand for such services.1

This is especially true in the case of physicians. It has been estimated that,
through the decisions they make on behalf of patients, physicians exercise direct
control over approximately threequarters of all healthcare expenditures. In most
countries, direct payments to physicians constitute only a small proportion of total
healthcare expenditures. It is the influence of physicians upon nonphysician costs
which accounts for the critical role of physician decisionmaking in healthresource
allocation. Accordingly, reimbursement analysis focuses on the incentives created
by how the incomes of physicians are calculated, and how these incentives are
likely to influence behavior, as well as the comparatively straightforward issue of
how much physicians are paid.

Of course, physician behavior is influenced by a variety of other factors, includ
ing professional training, organizational framework and directives, the general
work environment, and personality traits. While our focus is reimbursement in
centives, allusions to these other factors will be made repeatedly throughout the
paper. Other considerations will intrude into the analysis because it is difficult for
researchers to isolate the impact of reimbursement from these organizational and
personal factors. In addition, there are important interactions between these factors
and various reimbursement arrangements.

Ideally, a system for reimbursing physicians should be used to advance several
policy objectives. It should promote high quality medical care without generating
unnecessary expenses. The system should be equitable to both physicians and pa
tients. Finally, the payment system must be workable, both in terms of its political
acceptability and in terms of the administrative effort required to implement the
system.

In developing payment systems which advance these objectives policymakers
can select from among three major options. In a salaried system payment is based
on the amount of time the physician works. In a capitation system payment is based
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Conceptual Framework

on the number of patients for whom the physician has assumed responsibility to
provide care. In feeforservice (FFS) systems remuneration is based on the physi
cian's activity level, usually measured in terms of the number of visits and/or the
number of procedures performed.

To the extent that physicians respond to financial incentives, it is their ultimate
takehome pay which is of interest to them. Accordingly, the extent to which physi
cians are held accountable for costs they generate can have an important effect on
the relationship between reimbursement and physician behavior.

This is especially significant in the family of arrangements referred to as
"capitation". In the United States, the term is often used with regard to HMOs
(Health Maintenance Organizations), rather than physicians, and the organization
usually assumes responsibility for all inpatient and outpatient healthcare costs.
The extent to which risk is shared with the individual physician varies across man
aged care systems. The trend within the newer Independent Practice Associations
(IPAs) in the U.S. is to hold physicians accountable, in part, even for hospitalization
costs. In many other IPAs the individual physicians are at risk only for their own
practice expenses, while in many staff model (clinic) HMOs the organization as
sumes the risk for practice expenses as well.2 In the United Kingdom the general
practitioner is not responsible for hospitalizations and referrals to specialists, and
is partially at risk for his own practice expenses.

1 . Advantages and Disadvantages of Salary Arrangements
Salary systems are administratively simple, accord the physician freedom to

pursue professional and organizational norms of good care, and contain few incen
tives for deliberate costgenerating behavior. However, they can promote an insen
sitivity to consumer wants, produce only limited amounts of information about the
content of care, and can lead to morale problems  especially among the most en
ergetic and enterprising physicians who may feel that they are not rewarded for
their hard work. Salaried physicians have no incentive to work at an efficient pace
and lack incentives to limit health costs more generally. Nonetheless, in many
countries they tend to be favored by those who pay for health services, who seek
administrative simplicity and want to avoid strong incentives for overutilization.
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Physician Reimbursement in Israel: An Analysis of Selected Policy Proposals

2. Advantages and Disadvantages of FeeForService
Arrangements
Feeforservice (FFS) arrangements may contain incentives to expand utiliza

tion and may expose patients to unecessary, and potentially dangerous, treatments.
In the attempt to maximize billings per hour, FFS physicians may process patients
too quickly  at the expense of high quality care. FFS physicians have an incentive
to administer all necessary treatments by themselves rather than referring pa
tients to specialists who might be more adept at the particular procedure required.
Unless control mechanisms are in place, it is quite simple for a physician to bill for
procedures not carried out and, as happens far more often, to assign procedures
which could be categorized in several different ways to the more lucrative billing
codes. FFS arrangements are expensive to administer in terms of billing costs,
though this depends in part on the degree of disaggregation of the fee schedule.

At the same time, FFS billing systems generate a great deal of information
about the content of medical care, its distribution and the efficiency of its provision.
FFS systems tend to reward those physicians who are efficient, hardworking, and
attractive to patients. They tend to be popular with physicians and much less popu
lar with those paying the bill. However, the evidence that they promote costs and
are barriers to equity is less than airtight. Moreover, several recent studies in
Canada have suggested that the costpromoting effects of FFS can be mitigated
when a global budget for hospital services acccompanies the feeforservice system
for physicians.3 Finally, while there is a consensus among healthpolicy analysts
that FFS arrangements contribute to cost escalation, hard evidence to this effect is
lacking.

3. Advantages and Disadvantages of Capitation Arrangements
Capitation systems have relatively low billing costs, encourage physicians to

develop longterm relationships with their patients, and do not include any direct
inducements for overtreatment. On the negative side, they are prone to fraud 
especially if physicians are not clinicbased. Capitation schemes in which the pri
mary care physician is not at risk for the cost of more specialized services, and need
only economize with respect to his own time, encourage physicians to pass on time
consuming patients to more specialized colleagues. In such schemes, the need to
compete for patients can also lead to attempts to increase patient satisfaction via
unnecessary referrals to hospitals. When there is no risk sharing, the payment sys
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tem per se generates very little utilization and clinical data which can be used for
planning and managerial activities (though many organizations in the US with
capitation arrangements do invest in internal cost accounting and referral
monitoring systems). Conversely, in those arrangements where physicians assume
a large part of the risk for the costs they generate the payment systems do generate
much data on referrals and hospitalizations. But in such systems there is a danger
of underreferral and undertreatment.

4. Summary of Physician Reimbursement Arrangements
Table 1 summarizes how each of the major reimbursement methods  feefor

service, capitation and salary  are believed to fall short of meeting the policy ob
jectives listed above. The table is based primarily on theoretical arguments; rele
vant empirical studies are few in number.4

Clearly, there are no perfect reimbursement systems. Each healthcare provider
and each health system must choose those reimbursement methods which promote
the desired policy objectives, taking into account such givens as culture and the
way in which health services are organized.

In particular, such factors as patient costsharing, the extent of physician inde
pendence, and physician reimbursement must all be considered simultaneously, if
health policy is to be developed in a coordinated fashion. For example, movement
away from clinicbased practices (where physicians tend to work as employees) to
officebased practices (where physicians tend to be independent) are likely to be ac
companied by shifts from salary arrangments to capitation and FFS arrangements.
This will happen, in part, because administratively it is harder to monitor employ
ees' hours when they do not work in a central location.

Whatever reimbursement approach is chosen, Table 1 can be of use in suggest
ing those negative side effects which must be addressed via administrative and
other controls. Salary systems, both in Israel and abroad, are often supplemented by
productivity norms. In capitation arrangements without risk sharing, referral rates
must be monitored administratively. Finally, the greater the prevalence of physi
cian reimbursment arrangments which encourage excess utilization (such as fee
forservice), the greater the need for patient costsharing to discourage excess uti
lization.

With these linkages in mind, we turn to two major issues in physician reim
bursement facing Israel at present.
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TABLE1A
DEFICIENCIES OFALTERNATIVE ARRANGEMENTS

FOR REIMBURSEMENT OFPHYSICIANS

SALARY FEEFORSERVICE

COST NO INCENTIVE TO INCENTIVES TO
PROCESS PATIENTS INCREASE UNITS OF
QUICKLY SERVICE

QUALITY INSULATEMD INCENTIVE TO
FROM CONSUMER OVERTREAT
PREFERENCES; . ANDTO LIMIT TIME
MDMORALE PER VISIT AND
PROBLEMS PER PROCEDURE

CONSUMER PHYSICIANS CLUSTER INCENTIVE TO AVOID
EQUITY IN URBAN CENTERS NONBILLABLE TASKS

EVEN IF DEMAND/SUPPLY
RATIO IS HIGHER
IN THE PERIPHERY

PROVIDER NO REWARD FOR NO IMMEDIATE FINANCIAL
EQUITY PROVIDING TREATMENTS COMPENSATION FOR

OR WORKING HARDER TAKING TIME TO TALK
WITH PATIENTS

ADMINISTRATIVE GENERATE LITTLE HIGH BILLING COSTS
FEASIBILITY INFORMATION FOR

PLANNING AND FRAUDULENT CODING
ADMINISTRATION

POLITICAL OPPOSITION FROM OPPOSITION FROM
VIABILITY PHYSICIANS PAYERS 

TENDSTO TIE MD . LOSSOF CONTROL
INCOMES TO INCOMES OVER COSTS AND
OFOTHER SALARIED BELIEFTHAT COSTS
GROUPS WILL BE HIGHER
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TABLE IB
DEFICIENCIES OF ALTERNATIVE ARRANGEMENTS FOR

REIMBURSEMENT OF PHYSICIANS (Cont.)

CAPITATION CAPITATION
(WITHOUT RISK SHARING) (WITH RISK SHARING)

COST INCENTIVE TO INCENTIVE TO
REFER PATIENTS REFER PATIENTS
TOOTHERMDS ONLYFOR TYPES OF
AND HOSPITALS CARENOT COVERED

IN THE CAPITATION

QUALITY INCENTIVE TO RISK OF
EXPAND PRACTICE UNDERTREATMENT;
SIZE AND LIMIT JEOPARDIZES PHYSICIANS'
TIME/PATIENT ROLE AS GUARDIAN OF

THE PATIENTS' INTERESTS

CONSUMER INCENTIVE TO STRONG INCENTIVE TO
EQUITY AVOID ILLNESSPRONE AVOID ILLNESSPRONE

PATIENTS PATIENTS

PROVIDER NO REWARD FOR PUNISHES MDS
EQUITY PRIMARY CARE MDS FOR PROVIDING

WHO LIMIT HOSPITAL USE TREATMENTS
BY SPENDING ADDITIONAL
TIME WITH PATIENTS

ADMINISTRATIVE POTENTIAL FRAUD  POTENTIAL FRAUD;
FEASIBILITY MORE THANONE MD SOLO PRACTITIONER LACKS

BILLS FOR SAME PATIENT VOLUME FOR RISK POOLING;
OR MDS BILL FOR OCCASIONAL BANKRUPTCIES;
DECEASED PERSONS NEED INFORMATION

SYSTEM TO RELATE
SPECIALTY USE TO THE
PRIMARY CARE PHYSICIAN

POLITICAL POSSIBILITY OF MD PHYSICIANSMAY BE

VIABILITY OPPOSITION  IF UNWILLING TO ASSUME RISK
ALTERNATIVE IS FFS
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III. FEEFORSERVICE PAYMENTS FOR
HOSPITAL PHYSICIANS?

Currently, physicians in all of the nation's government and nonprofit hospitals
are paid on a salary basis. A single collective bargaining agreement covers physi
cians employed in Kupat Holim Klalit (KHK  the nation's largest sick fund),
Hadassah and government hospitals.

Some of the potential advantages of a salary arrangement have not material
ized. For example, in salary systems it is administratively quite simple to provide
differentials for physicians working in underserved areas. Nonetheless, despite the
severe shortage of physicians in development towns5 and hospitals in outlying ar
eas (such as Beersheva), the relevant incentives have not been built into Israel's
salary scales. Similarly, the salary scale does not differentiate among specialties.
The health system thereby loses an important opportunity to encourage young
physicians to select specialties characterized by undersupply (internal medicine,
anesthesiology, radiology, pathology, etc.) instead of those characterized by over
supply, such as gynecology, opthalmology and plastic surgery.6

Despite the problems with the salary system as currently administered, none of
the providers are interested in moving away from salary as the primary mode of
compensation for hospital physicians. Feeforservice is seen as a relatively expen
sive tool, which needs to be reserved for those specific procedures targeted for in
creased supply.

Accordingly, the agreement signed between Kupat Holim Klalit and its physi
cian's union in late 1987 came as something of a surprise. The agreement provided
for supplementing surgeons' salaries with additional feeforservice payments in
return for surgical operations performed during the afternoon shift, and additional
"per session" payments for nonsurgeons. Provisions were also made for ensuring
some additional compensation even for those physicians who did not actually oper
ate or work additional sessions in the afternoon. The cost of the agreement  as it
relates to KHK physicians alone  is estimated at $50100 million. Obviously, to
the extent that the agreement is extended to government physicians and other hos
pital employees, the cost would be greater.

Apparently, the agreement sought to advance two objectives: an increase in
surgical volume and higher total compensation for physicians. Unconfirmed re
ports indicate that KHK was primarily interested in reducing the long waits for
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elective surgery (both as a quality measure and to limit member dissatisfaction
and alienation), while the physicians' union was primarily interested in the impact
on total compensation. However, the fact that an agreement was reached indicates
that both factors were acceptable to the Israel Medical Association (IMA) and the
KHK.

This combination of objectives is reflected in the specifics of the agreement.
The need to rapidly reduce surgical waiting times led to consideration of afee for
service arrangement. The desire to increase compensation for all physicians meant
that payments could not be limited to those actually performing the operations. At
the same time KHK had no interest in offering FFS payments to all physicians,
thereby creating costly incentives for increasing utilization of all services. Finally,
the need to "honor" economywide wage agreements and avoid objections that the
agreement would rekindle inflation by generating demands for salary increases
from other employee groups, meant that what were essentially wage increases ior
some categories of physicians, had to be couched as payments for "additional work",

If the combination of the two objectives accounts for some of the agreement's
peculiarities, it is clear that the tension between the objectives accounts for much
of the agreement's subsequent history.

The agreement left implementation decisions to the individual hospitals, which
were expected to take into account their own levels of need and availability of
funds in deciding how many additional operations would be carried out in the ai
ternoons. As a result of this, and due to the absence of a parallel agreement with
other hospital employee groups, implementation was delayed. Physicians in gov
ernment hospitals demanded that they be paid for operations performed after
hours, along the lines of the agreement with the KHK physicians. Once an agree
ment was signed between KHK and its physicians, the Treasury announced its op
position to the proposal on the grounds that it constituted a wage agreement and
hence was in violation of the economywide employerHistadrut compact. The
Treasury threatened to withhold National Insurance Institute monies due to KHK
until the issue was resolved to its satisfaction. It also arranged for passage of the
Weinstein Ammendment to the Budget Law  1988 which requires that voluntary
organizations receiving government subsidies must get the approval of the Finance
Minister prior to any financial agreement with employee unions. KHK and the
Histadrut eventually capitulated and at the time of this writing it appears that the
agreement with the physicians will be renegotiated in a manner which limits
payments to surgeons actually operating in the afternoon, reduces the fee per oper
ation, and nonetheless does increase substantially the incomes of at least some
physicians.

9
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The Treasury's main concern throughout has been the macroeconomic issue of
preventing an inlfationary spiral. In addition, it has been guided by the principle
that payment systems should be used to encourage additional "productivity". At
this point in time, when the Treasury's proposals appear to be prevailing, it is im
portant to once again consider the appropriateness of the two objectives of the oirg
inal agreement  an increase in surgical volume and an increase in physicians'
earnings.

1 . Should Surgical Volume be Increased?
The market for surgical services does not appear to be clearing. Among the in

dicators of an excess of demand over supply are the long waiting lists, the public
outcry about the long waits, and the tremendous growth in private hospitalizations
and the use of private ambulatory surgical facilities.

According to data supplied by the Ministry of Health to the Controller General's
Office, in November 1987, 37,131 patients were awaiting operations in government
and nonprofit acute care hospitals. Waiting times ranged from six months to two
years, depending on the procedure involved. Waits were so great that many pa
tients did not even bother to add their names to the waiting lists.7

Also relevant is the fact that during the 1978 to 1986 period, admissions to pri
vate hospitals grew at a rate of 9.470 per year, while admissions to all acute hospi
tals in the country grew at a rate of only 3.770 per year. Moreover, the growth rate
differential has widened considerably over time. For the 198286 period alone, the
annual rate of growth was18. 1'^ in the private hospitals, compared with 2.590
overall.8 This coincides with the period of the major healthcare strikes and major
budgetary cuts at both the Ministry of Health and KHK. Much of the care provided
by the private hospitals is surgical. In a recent newspaper interview, Dr. Aubrey
Yoffe, the Director of the Herzliya Medical Center, stated that his hospital had car
ried out over 20,000 operations in the past five years, provided many state of the art
diagnostic and surgical services, and was investing heavily in new medical equip
ment.9 The expectation was clearly that demand for his services would continue to
grow. If the government is interested in controlling national healthcare costs and
not just governmental health expenditures, then impact of the growth of the pri
vate sector on total costs must be considered.

There appears to be a strong consensus that waiting times in the public sector
are unacceptably long at present and that something must be done to eliminate the
backlog. The issue yet to be addressed by policymakers is whether the number of
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surgical operations carried out per year should be increased on a permanent or a
timelimited basis. If the current backlog is a new phenomenon  a temporary
aberration created by the recent work stoppages or some other specific historical
occurrence  then a permanent increase in surgical throughput is clearly unnec
essary. In that case, institutionalizing higher surgical rates would be wasteful of
public funds and it would then make great sense to purchase afterhours operations
on a oneshot basis via a corporation set up specifically for the purpose. However, if
backlogs have existed for a long time or have grown gradually due to such factors
as technological change and population aging, we should not delude ourselves that
a oneshot remedy will suffice. Once the health system reverted to its habit of op
erating during morning hours only, the backlog would gradually rematerialize 
unless other remedial measures were taken. Thus, as a longterm strategy, the
health system would have to choose between expanding operating hours on a per
manent basis and making better use of the current level of operating room time.

The latter strategy has much to recommend it; there is reason to be skeptical
about the wisdom of allocating scarce resources to an expansion of surgical volume
on more than a oneshot basis. This is especially true when a financial incentive is
created to encourage physicians to operate more often. But even assuming that
physicians will not deliberately inflate demand, unnecessary surgery is quite likely
simply because there exists a great deal of uncertainty within the medical commu
nity regarding the appropriateness of surgical, as opposed to medical treatment of
various conditions. Wenneberg10 has found substantial variation in surgical rates
among areas which are otherwise similar in terms of patient populations, physi
cian supply, and reimbursement arrangements. He attributes the variation to dif
ferences in "practice styles" and suggests that the prevalence of unnecessary
surgery could be reduced by introducing clinical protocols which incorporate the
latest scientific knowledge. Another approach is second opinion surgical programs.
While the scientific debate about the costeffectiveness of such programs contin
ues11, they have become the most common healthcare cost control device used by
American corporations.12 To date, Israel has little in the way of clinical protocols or
second opinion programs.

Israel is not immune to the problem of overutilization of high cost health ser
vices. Using a protocol developed in the United States, which is generous in assum
ing that all medical procedures are justified, Epstein13 examined the appropriate
ness of hospital stays in internal medicine, surgery and gynecology wards in two
Haifa hospitals. There was substantial variation across hospitals and specialties,
with44X of days judged inappropriate in one of the surgical wards and less than T.%

inappropriate in the other hospital's gynecology ward. Using a slightly modified

11



Physician Reimbursement in Israel: An Analysis of Selected Policy Proposals

protocol, Mozes14 found that in two of Tel Hashomer's medical wards approximately
half of patient days were unnecessary. A subsequent intervention using clinical
protocols led to major savings. Unpublished studies by Mozes have found much
unneeded care in such diverse services as blood transfusions, angiograms and labo
ratory tests.

Unfortunately, no Israeli study has yet been published which specifically ad
dresses the need for surgical services. However, Dena Pilpel and Aviva Ron, with
funding from the Binational Science Foundation, do have a study underway which
will examine variations in surgical rates across regions in Israel.15 In addition, they
are working with surgical leaders to develop explicit criteria for the need for
surgery. These criteria will provide a benchmark for evaluating the prevalence of
inappropriate surgery in Israel. It is hoped that these criteria will prove useful in
interventions to decrease the level of inappropriate operating room usage.

The development of the necessary information systems and the changes in
practice patterns take time. While promising in the long run, they would do little
to address the immediate problem of long waits for elective surgery. In the short
term, an increase in surgical throughput in Israel appears to be unavoidable. Yet, it
is clear that making FFS payments to physicians for work during the second shift is
not the only way to secure such an increase. Other possibilities include shifting
more elective operations to the private sector, or increasing the number of opera
tions carried out during the morning shifts.16 It does not appear that these options
have been given the consideration they deserve, perhaps in part because they
would not advance the agreement's second objective  an increase in physician
income.

2. Should Physician Incomes be Increased?
The objective of this section is to raise some of the issues which need to be con

sidered by policymakers in thinking about whether to engineer an increase in
physician incomes in Israel. It does not purport to be a full analysis of the subject
and does not make any specific policy recommendations.

Aside from the political complexity inherent in decisions which affect people's
livelihoods, decisionmaking in this area must grapple with two additional chal
lenges. The first is the choice of a criterion to guide wage determination for the fu
ture. The second is the difficulty in using existing data sources to even document
the current situation.

In evaluating whether physician incomes should be increased several different
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criteria could be used. One of the key issues is whether market criteria or equity
criteria should be the principal guide.

One marketoriented approach is to examine returns to investment in educa
tion for physicians as compared to other professional groups in Israel. While no
published studies do exactly that, Klinov17 has studied the present values of earning
for graduates of various educational programs. Using crosssectional data from
1972 she estimated that the present value of incomes for persons who completed a
second degree in medicine was roughly the same as for persons with a second de
gree in business or public administration, slightly higher than for persons who
completed a second degree law, education, dentistry, and most engineering profes
sions. Physicians fared more than20^ better than persons with a second degree in
economics. On the other hand, income variance was substantially greater for
physicians than for the other groups studied. Unfortunately, the study has not been
replicated using more recent data, and much may have happened to relative wages
over the past 16 years.18

A second marketoriented approach is to examine whether wage levels appear
to be high enough to attract and retain talented persons to the profession of
medicine. Klinov found that in 1977 there were 4.5 applicants for every acceptance
at Israeli medical schools (comparable figures for law, engineering and social sci
ences were 4.0, 1.8 and 2.0, respectively). No shortage of applicants to medical
schools appears to have emerged in the intervening years. At the same time there
are rumors of high rates of emigration among senior physicians. This is a matter
which requires a more indepth analysis.

Of course, in a competitive environment healthsystem managers can not think
solely in terms of ensuring an adequate societal supply of physicians; they also
need to ensure that their organizations can attract the necessary medical man
power. Thus, if opportunities for more lucrative private medical practice continue
to grow, public providers will be under pressure to increase salaries in order to
compete. Similarly, in deciding wage levels for government hospital physicians,
policymakers cannot think solely in terms of equity issues; the need to compete
with Kupat Holim hospitals for physicians must also feed into the calculus.

A third, more equityoriented, approach to evaluating the appropriateness of
physician incomes is to compare relative incomes in Israel with relative incomes
in other countries. There exists substantial variation across countries with regard
to the relative position of physicians. Reinhardt19 found that in 1979, the ratio of
average pretax net income of general practitioners to average employee compensa
tion was 2.6 in France, 3.0 in the United Kingdom, 4.1 in the United States and 4.7
in West Germany. Using data from the early to mid1980s, Weiner20 reports that
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the ratio of general practitioner income to average per capita income was 5.8 in the
United States, 4.8 in the United Kingdom, 3.6 in Denmark and Finland, and 2.7 in
Sweden. On the other hand, OECD reports indicate that there are several countries
where physicians earn little more than the average employee: Belgium (1.8), Fin
land (1.8), Norway (1.7), Ireland (1.2) and Italy (1.4). Another interesting finding
cited by Weiner is that the ratio of general practitioner to surgeons' salaries was
0.5 in the U.S., 1.1 in the UK, 1.0 in Denmark, 1.1 in Finland and 0.9 in Sweden.

Such crossnational comparisons are complex, and open to a variety of interpre
tations and misinterpretations. For example, they are complicated by differences in
marginal tax rates and malpractice insurance premiums across countries. In addi
tion, costs of medical education and the extent to which physicians work as en
trepreneurs and assume financial risk vary widely.

Most important of all, data from other countries cannot in itself serve as a
definitive guide for wage policy in Israel, or any other country. Are the high rela
tive wage levels of physicians in the United States an appropriate model? Perhaps
the relatively modest differentials of France and Sweden are more appropriate?
And perhaps the egalitarian ethic in Israel is such that policymakers do not wish to
be bound by the wage differentials prevalent in any other country. While crossna
tional comparisons alone cannot be used to determine wage policy, it would appear
that the current policy debate could be enlightened by reliable information on rela
tive incomes in Israel. We ought to know where we stand now.

Unfortunately, the necessary first step in adding Israel to this analysis is to as
semble good, uptodate information on physician incomes in Israel  a commod
ity which is sorely lacking. The Income Survey, fielded by the Central Bureau of
Statistics, is carried out almost every year, but it relies on a total sample of approx
imately 5,000. The National Insurance Institute generates income data from its
administrative records, but for industries rather than occupations. Reports from the
1983 Census of Population contain information on incomes for most threedigit oc
cupational groups such as physicians.21 However, while the Census data are a useful
source of information regarding the incomes of most occupational groups, they are
misleading in the case of physicians. Respondents were asked about their incomes
for the period February to April, 1983 and during a fourmonthlong physicians'
strike which began on March 3 of that year.22 There simply do not exist good survey
data on physician incomes in Israel.

Accordingly, if it is deemed useful to make crossnational comparisons of
physician relative incomes, the calculations for Israel will have to be based on data
provided by the major employers of physicians. At the same time, data on physi
cian salaries from Kupat Holim Klalit or government hospitals must be interpreted
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cautiously. For example, such data would not include income which the physicians
received from other sources, such as private practice or the medical school, and it is
unclear whether and how such income should be factored into the analysis.

Similarly, there is an important issue related to the number of hours physicians
work  a critical variable if comparisons are to be made with other occupational
groups. The official workweek for hospital physicians is 45 hours, but this does not
include night and oncall duty. According to data collected by Shuval, et. al.,23, the
average hospitalbased physician in Israel reports working 65.8 hours per week;
residents average 73.5 hours while senior physicians average 54.3 hours. However,
these figures may reflect work done outside the hospital; further analysis is needed
to determine reliable figures.

Closely related to the issue of whether physician incomes should be increased is
the question of where the money would come from to finance any proposed in
crease. One possible longterm policy strategy for Israel might be to decrease the
number of physicians and simultaneously increase average physician income. In
1982, Israel had 292 physicians per 100,000 population, a rate among the highest in
the world.24 Because of the high priority set on immigrant absorption in the forma
tive years of the state, the Israel Medical Association as well as the government
and Kupat Holim Klalit placed a very high priority on ensuring that all physicians
had work. Given limited resources, this necessarily meant relatively short work
days, some underemployment, and, as a consequence, lower wages than might
have prevailed otherwise. A package deal in which the health system was made
more efficient, physicians assumed greater risk and responsibility for the costs they
generate, and the average physician income increased, might serve the interests of
physicians, their employers, and their patients.
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**. MOVEMENT TOWARD CAPITATION FOR
PRIMARY CARE PHYSICIANS?

Primary care in Israel faces many challenges in terms of both cost and quality.
Israel has the highest rate of physicianpatient contacts in the world.25 Many pri
mary care physicians (PCPs) feel overburdened with unnecessary visits and unap
preciated by their hospitalbased colleagues. Until recently, few graduates of Israeli
medical schools chose careers in primary care, leaving the clinics to be staffed al
most exclusively by immigrant physicians. Patients are similarly dissatisfied with
the current system, questioning the clinical competence of their primary care
physicians and expressing dissatisfaction with the quality of their relationships
with their physicians.26

While many different factors, ranging from the political to the cultural, are un
doubtedly at work here, the question arises as to whether current reimbursement
arrangements are contributing to the problems. Accordingly, a brief description of
current arrangements for paying primary care physicians in Israel is in order.27

Most primary care physicians are employed by Kupat Holim Klalit (KHK), the
nation's largest sick fund, which is affiliated with the powerful labor federation, the
Histadrut. A small number of KHK primary care physicians work as
"independents" out of their own homes and are paid on a capitation basis. The vast
majority work in KHK operated clinics. They receive a salary which is dependent
on such factors as tenure, the number of hours worked per week, and the extent of
their administrative responsibilities. Clinicbased physicians with large practices
can also receive a bonus, capitationlike, payment for each additional patient above
a specified "norm". In practice, however, these capitation payments constitute a
significant portion of total income for only a small number of physicians.

Maccabi, the second largest sick fund, pays its primary care physicians, most of
whom work as contractors out of their private offices, on a hybrid feeforser
vice/capitation basis. The primary care physician can bill for a small number of
special procedures which have been singled out because they are timeconsuming,
or require special equipment and/or expertise. However, these FFS payments con
stitute only a small part of the total income of most Maccabi PCPs. The bulk of in
come comes from the other component of their reimbursment arrangement which
is best referred to as "active capitation". The term is used to highlight the contrast
with the "simple capitation" system governing the pay of independent KHK pri
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mary care physicians. In "simple capitation" the physician receives a quarterly
capitation payment for each patient on his roster irrespective of whether the pa
tient was seen during that period. In "active capitation" the physician receives the
capitation fee only for those patients who were seen at least once in the course of
the threemonth period.

Meuhedet, the next largest fund, pays its clinic physicians on a straight salary
basis, its Jerusalembased independent physicians on an active capitation basis, and
independent PCPs in other areas on a simple capitation basis. Leumit, the smallest
of the funds, similarly employs a mix of salary and capitation arrangements.

A strong conceptual case can be made for the contention that the salary system
has led to a proletarianization of KHK's medical workforce, downplayed the direct
links between the physician and the patient, and failed to provide incentives for
physicians to provide "good service" to patients. However, if the decision is made
to move away from salary arrangements, the next question is what should come in
their place.

Even many who look favorably upon the FFS approach as a means for paying
specialists might question its appropriateness for PCPs. The PCP fulfills his task not
so much by performing particular procedures, but by coordinating the total care of
the patient. Careful history taking, patient education, and empathy are not easy to
reward in FFS systems. The rate of patientphysician contacts in Israel is already
the highest in the world and FFS would probably push it even higher.

At the same time, just as in the case of hospital services, feeforservice reim
bursement can be a very appropriate tool when one wishes to target particular
communitybased services for expansion. For example, the British have been very
successful in promoting immunizations and Pap smears by FFS payments for these
services to their otherwise capitated general practitioners.28 Introduction of a spe
cial feeforservice payment for night visits, as a supplement to the basic capitation
fee, led to a twofold increase in the rate of nighttime house calls.29

Such an approach is not alien to Israel, either. In 1980, KHK decided to promote
the use of indepth prescheduled visits of a preventive nature (mi'ood), particu
larly for elderly and chronically ill patients. The idea encountered resistance until
a special FFS payment for such visits was negotiated, but from that point imple
mentation proceded rapidly. At present, it is only an administratively imposed
ceiling of two mi'ood visits per day which constrains many physicians from in
creasing the number of such visits yet further. However, the experience with the
use of financial incentives has been a qualified success, at best. While FFS brought
about volume increases, many physicians failed to use the visits for comprehen
sive, indepth examinations and reorganization of charts, as had been planned.30
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The situation should be contrasted with the attempt to rely on moral suasion
rather than financial incentives in encouraging physicians to implement schedul
ing systems for their entire day's work. The idea has been around for a long time,
but until recently actual practice changed little. It is only through the industrious
efforts of the kupah's current director of ambulatory services and several of his col
leagues  who chose to make scheduling systems one of their highest priorities 
that substantial progress has been made in recent years. However, while the spread
has been slower than in the case of mi'ood, the reliance on planning, thorough or
ganization and training appears to have led to a more satisfactory product. The
mi'ood system is being phased out, as the appointment system is phased in, and the
payments previously made for mi'ood will now be made as global payments for
physicians adopting the appointment system.

KHK currently also makes FFS payments to its clinicbased physicians for home
visits. However, since the level of these payments is considered too low to elicit the
desired services, thought should be given to increasing the rates. Consideration
could also be given to adopting the United Kingdom's practice of making FFS pay
ments for preventive procedures (such as Pap smears).

As the major thrust of primary care reimbursement, however, FFS is unlikely
to be adopted due to the cost and quality concerns alluded to above. In the Israeli
context, capitation arrangements have much to recommend them. A capitation
system forces physicians to compete with one another for patients, and thereby ere
ates an incentive for physicians to respond to the patients' desires for highquality,
courteous service. Physicians, similarly, are given an incentive to serve as advo
cates for their patients in dealings with clinic administrators and other medical and
social service agencies. A capitation arrangement reinforces for physicians the
critical role of their direct relationships with their own patients in healthservice
provision .

Accordingly, it is not surprising that within KHK two quite different proposals
are circulating which would lead to a higher prevalence of capitation arrange
ments. One proposal is to gradually increase the role of capitation payments in the
compensation of clinicbased physicians. (Currently, physicians in urban clinics re
ceive only a very small percentage of their compensation from capitation fees.) Ac
cording to the proposal, some amount of base salary, untied to practice size, would
be preserved, in order to be fair to those physicians without the experience and ori
entation needed to succeed in a more marketoriented system.

The other policy change being considered in KHK is to increase the availability
of the independent physician option. As of 1986, approximatly 59cf of patients in the
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fund were cared for by independent MDs.31 In the light of competitive pressures, the
kupah is considering expanding this modality. Such an expansion is already under
way on a pilot basis in the Sharon area. While there is great interest in the option
on the part of many patients and physicians, there are concerns within the sick fund
regarding cost and quality of care.32

The capitation systems being considered in KHK would be less administratively
complex than a feeforservice system, but would incorporate several different pa
rameters. The temptation among some physicians to amass unmanagably large
practices in pure capitation systems would be countered by having the capitation
rate decline above a certain size practice. And different capitation rates would be
established for different categories of patients in order to avoid a situation where
physicians avoid the sick, the elderly and the very young.

To date, there have been no published Israeli studies which isolate the impact
of the reimbursement variable and contrast the behavior of salaried physicians
with those of physicians reimbursed on a capitation and feeforservice bases. In
the absence of such studies, the analysis that follows relies heavily on the findings
of studies which have examined differences across sick funds in provider behavior,
provider attitudes and patient satisfaction. Differences in the way primary care
physicians are reimbursed constitute one of the important differences among the
sick funds.

At the same time, the sick funds differ in many other important ways as well.
These differences include, but are not limited to, organizational size, the age, in
come and educational characteristics of members, the extent to which patients
have free access to specialists, requirements for copayments, the site of primary
care services, and the skills and backgrounds of the physicians themselves. In the
discussion that follows it will not prove possible to conclusively isolate the contri
bution of the reimbursement factor to specific differences in performance across
sick funds, and it is not our intention to do so.

The interkupah comparisons are presented with two other objectives in mind.
The first objective is to raise questions; the data indicate differences in patient sat
isfaction, quality of care and cost, and future research needs to explore the extent to
which these differences derive from reimbursement differences. The second objec
tive is to suggest types of analyses and performance indicators which could be in
corporated into future studies of policy changes and which will make it easier to
isolate the reimbursement factor. We will return to this issue in Section V.

19



Physician Reimbursement in Israel: An Analysis of Selected Policy Proposals

1 . Patient Satisfaction
In a patient satisfaction survey carried out in 1986 among Jewish residents of

Haifa, Jerusalem and TelAviv, BenSira found that Maccabi and Meuhedet were
rated far higher than KHK with regard to both professional competence and hu
mane concern; the ratings for Leumit were intermediate (Table 2). This finding is
not suprising as it accords well with previous interkupah satisfaction studies33 as
well as with current reports of movement of members from KHK to the smaller
sick funds, particularly Maccabi.34

TABLE 2

INSTITUTIONAL IMAGE OF SICK FUNDS
(Vo in the two highest of 9 ranks)

Labor National United Maccabee Other

Professional competence 26 40 54 57 55
(729) (67) (57) (100) (20)

Humane concern 41 50 69 62 50
(750) (70) (58) (100) (20)

Source: BenSira (1987), p. 74.26

Patients also indicate dissatisfaction by making use of supplemental sources of
care. Table 3, also taken from BenSira, indicates that in comparison with members
of the smaller sick funds, KHK members make far greater use of private physi
cians, and somewhat greater use of hospital outpatient clinics and hospital emer
gency rooms. This is particularly striking in light of the fact that the smaller sick
funds tend to have wealthier members. Of particular interest here are the columns
which relate to private GPs and hospital emergency wards (in Israel, much of the
work of emergency rooms consists of primary care35). We will return to the data on
hospital outpatient clinics in the section below on costs.
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TABLE 3

UTILIZATION OF ALTERNATIVE TREATMENT AGENTS
(70 who turned at least twice in recent 12 months by own initiative)

Private Hospital Hospital
Sick Fund General Outpatient Emergency
Membership Practitioner Clinic Ward

Klalit (N=755) 15 7 8

Leumit (N=71)6 5 7

Meuchedet (N=59) 105 3

Maccabi (N=106)8 5 4

Other (N=29)7 4 3

TOTAL (N=1020) 136 7

SOURCE: BenSira (1987), Page 77.26

Both patient surveys and observable behavior suggest that, at the sick fund
level, salary arrangements are negatively correlated with patient satisfaction in Is
rael. However, as noted above, there are many potentially confounding variables
here; one cannot infer a causal relationship between reimbursement and patient
satisfaction from these data.

Consider, for example, the finding that patients in the private sick funds may
make relatively little use of private GPs. This may be due to reimbursement fac
tors, i.e., capitation arrangements encourage PCPs to provide satisfying care
whereas salary arrangements do not. However, it might also be due to the fact that
PCPs in the smaller funds operate out of their own homes. This may produce a
"semiprivate" feel even before the patientphysician encounter begins.
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2. Quality Indicators

With regard to quality of care, it is important to recognize that quality has sev
eral different dimensions, and alternative reimbursement arrangements may
promote different aspects of quality. Professional norms may be quite different
from consumer wants; a treatment which is technically correct in terms of
optimizing chances for prevention or cure may be administered in a manner which
is deficient in terms of the human relations/affective dimension of care.

Salaried arrangements insulate physicians somewhat from consumer demands,
allowing them to respond to their own internalized professional norms and to those
aspects of quality emphasized by their employers.

In capitation systems, the need to attract and keep clients means that the affec
tive component of care cannot be neglected as easily. When PCPs are involved in
risksharing programs or are assigned gatekeeper roles, capitation systems can
promote coordination and continuity of care. Capitation arrangements can also
promote quality by encouraging physicians to refer cases which require special ex
pertise to the appropriate caregiver. However, the pressure to expand roster size
may also encourage physicians to skimp on followup visits and on the amount of
time allocated to each visit. At the same time, of course, the need to keep the Cus
tomers happy acts as a constraint on practice growth and overly rapid processing of
patients.

While reimbursement arrangements probably play only a limited role in ex.
plaining the differences in satisfaction level cited, they are probably more directly
related to some of BenSira's findings with regard to quality of care. In comparison
with patients at the other sick funds, patients at KHK were far less likely to report
that their most recent visit to a physician resulted in a complete solution of their
medical problem (2770 v. 40X).36 In a related finding, physicians at KHK reported
higher average rates of redundant visits than did physicians at the other sick funds
(3170 v. 18'70(.37 Capitation systems provide stronger incentives for eliminating un
necessary visits than do salary systems.

Shuval38, in a study whose primary objective was to study physician attitudes
toward self care, reports a number of findings of relevence to our topic. Sixtyseven
percent of primary care physicians in KHK reported that their workloads were "too
great", as compared with only \7J0 in the smaller sick funds. Again, this is not sur
prising, as in the smaller funds more patients translates into more income. The
average physician in KHK worked slightly more hours (40.5 v. 37.8), as might be
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expected when reimbursement is tied to the amount of time worked. Corroborating
BenSira's finding, Shuval also found that physicians reported higher rates of un
necessary visits in KHK (3170 v. 1170).

As noted above, in capitation arrangements physicians feel conflicting pulls
with regard to how much time they should allocate to each patient. On the one
hand, there is a desire to please patients; on the other hand less time per patient
means more revenue per hour. How these two forces balance out can be addressed
only through empirical research.

Shuval found that physicians in KHK reported processing an average of 6.6 Pa
tients per hour, while in the smaller sick funds only 4.5 patients were seen per
hour. The fact that physicians in the smaller funds could spend almost50 70 more
time in each visit is especially intriguing, given the fact that patients in KHK are
generally perceived to be older, less well educated and sicker. It is no doubt related
to BenSira's finding that patients in the smaller funds were more likely to receive
complete solutions to their problems in a single visit.

The quality of care provided in capitation systems is probably determined in
part by list size. A British study39 found that physicians whose list sizes were in ex
cess of 3,000 patients spent on average approximately 20 minutes per year with
each patient, while physicians whose lists included fewer than 1,750 patients aver
aged approximately 27 minutes per patient. In comparison with colleagues with
small practices, physicians with larger practices tended to see each patient far less
often and to spend slightly less time in each consultation.

If list size is indeed a key determinant of quality, it is important to explore how
changes in the level of capitation affect list size. Once again, competing forces are
brought into play and empirical research is needed. If physicians organize their
lives around a target income, then a higher capitation rate will lead to smaller
lists. If physicians are income maximizers, then a higher rate increases the oppor
tunity cost of leisure and will induce physicians to expand their practices.

In summarizing this section, it seems fair to say that most of the available
quality indicators do seem to reflect positively on capitation arrangements. How
ever, in addition to the usual caveat about confounding variables, it should be
noted that no interkupah comparisons are available regarding the techni
cal/clinical component of the quality of care  that aspect of quality which one
would expect to be emphasized in salary systems.
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3. Cost Indicators

In analyzing the relative merits of the reimbursement and organizational ap
proaches employed by the various sick funds, one needs of course to consider vari
ous indicators of cost as well as indicators of satisfaction and quality of care.

It is sometimes assumed that it is only feeforservice reimbursement which
contains costpromoting elements. The conceptual argument is that under a FFS
system the physician has a financial incentive to increase utilization. The more
hospitalizations, the more lab tests and the more visits in which he is involved, the
more money he will receive. In salary systems and capitation without risk sharing,
reimbursement is not tied to utilization levels.

However, salary and capitation arrangements also contain costenhancing com
ponents, some of which are absent in FFS systems. While physicians working in FFS
systems have an incentive to process patients quickly and efficiently (more patients
means more money), salaried physicians have no such financial incentive and may
therefore work at an inefficiently slow pace. Moreover, if a salaried physician can
earn overtime pay, she may seek to extend visit times and encourage repeat visits
in an effort to convince her employer to increase the hours of her employment.
Conversely, a physician working on a capitation basis has an incentive to minimize
the amount of her own time taken up by each patient on her roster. One strategy for
doing so is to refer patients to other, more specialized physicians or to hospitals.
While this does not lead to additional billings by the referring physician, it can in
crease total healthsystem costs. And, as noted in the conceptual section of this pa
per, in analyzing the cost issue, consideration must be given not only to the monies
paid the physicians themselves, but also to the hospitalization and ancillary costs
which they generate. Physician decisionmaking and hence physician reimburse
ment can have a major impact on other categories of healthsystem expenditures.

Data from the Netherlands reinforce concerns about the cost enhancing incen
tives of capitation arrangements. The structure of the healthcare system in the
Netherlands provides opportunities for comparing FFS and capitation arrange
ments. In the Netherlands only persons whose incomes are below a specified level
may enroll in one of the nation's official sick funds; persons with higher incomes
may buy private insurance or pay for their healthcare outofpocket. When a pri
mary care physician treats a publicly insured patient, she is reimbursed by the pa ;

tient's sick fund on a capitation basis. Private patients generally use the same [

physicians, but they pay them on an FFS basis.
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The study found that public sector patients were referred to specialists substan
tially more frequently than were private sector patients. The difference in referral
rates between the two groups remained significant even after corrections were
made for differences in patient demographic characteristics. However, it is unclear
from the study whether the higher referral rate generated higher total costs. More
over, the findings may not be generalizable to situations where each individual
physician works in only one payment mode.40

In contrast to the Dutch data, data from Israel do not support the hypothesis that
capitation arrangements lead to high rates of ancillary use  perhaps because w
our case the comparison is with salary rather than feeforservice arrangements.
As Table 3 indicated, use of hospital outpatient departments was slightly lower in
the smaller sick funds, in comparison with KHK.

It is possible that the incentive to refer patients which is present in capitation
systems has been offset by a variety of confounding factors. For example, in Mac
cabi and Meuhedet patients need not get a referral from their PCP in order to visit a
sick fund affiliated specialist free of charge. In addition, the quality and accessabil
ity of communitybased specialists may be perceived to be higher in the smaller
funds. A complete analysis of the use of specialty services would have to include
data on the use of communitybased specialists by sick fund; unfortunately, such
data were not available.

Inpatient hospital care constitutes an even larger component of healthcare
costs. Note that in Israel the decision to hospitalize a patient is ultimately made by
hospitalbased physicians, not primary care physicians or communitybased
specialists. A referral or authorization from the primary care physician is usually
required before a sick fund will agree to reimburse the hospital. However, often
patients will selfrefer and then obtain authorization after being admitted to the
hospital by hospital physicians. In short, primary care physicians can influence
rates of hospitalization both by their rate of referrals to hospitals and by their indi
rect impact on selfreferral rates.

We were able to collect data on rates of hospitalization from two of the sick
funds  Klalit and Meuhedet. Ideally, it would be useful to adjust these hospital
ization rates for a large number of demographic factors, but much of this informa
tion was not available to us. We did, however, collect information on the age mix
of the sick funds and Table 4 presents both raw and expected (based on age composi
tion) hospitalization days per member for Klalit and Meuhedet.
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TABLE 4

OBSERVED AND EXPECTED HOSPITALIZATION RATES  1986
KUPAT HOLIM KLALIT AND KUPATHOLIM MEUHEDET

Observed Expected

Klalit 0.70 0.70
Meuhedet 0.53 0.57

As the table shows, raw hospitalization rates are substantially lower in
Meuhedet than in KHK (.53 days per thousand population versus .70). This is the
source of pride among some Meuhedet executives, who attribute the difference to
the quality of their ambulatory care services. The achievement seems all the more
remarkable, as Meuhedet's membership is concentrated in the Jerusalem area, and
Jerusalem is in general characterized by high hospitalization rates. However, in
large measure the differential in use rates may be due to the fact that Meuhedet
serves a younger population; KHK's agespecific hospitalization rates applied to
Meuhedet's age mix produces an expected rate of .57 hospital days per thousand.41

These data make two important contributions to our analysis. First, they indi
cate that capitation systems need not be associated with higher rates of hospitaliza
tion than salary systems  even when age differences are taken into account. At
the same time, they underscore the fact that age can be a very important confound
ing variable in analyses which seek to establish relationships between reimburse
ment and various performance measures. Indeed, it raises the question whether
some of the positive associations between capitation systems on the one hand, and
patient satisfaction, quality of care and cost control on the other, might not simply
be reflections of age differences among the funds.

4. Equity Issues

One of the criticisms voiced regarding capitation arrangements is that, if ad
justments are not made for risk factors such as age, physicians will seek out pa
tients who are relatively well. This is not an insurmountable obstacle, as the age

26



Movement Toward Capitation for Primary Care Physicians?

gradient for visits is relatively simple to compute and agespecific capitation rates
are not hard to administer. For example, in the case of clinicbased physicians in
KHK, the rates for elderly patients are 7570 above the base rate and are 5070 higher
for children under the age of 4.

Ironically, no adjustments are made for age mix in the capitation payments to
independents  despite the fact that they are far more needed outside the clinics
since (at least till now) the independent physician had far more control over patient
selection than did the clinic physician. Moreover, the capitation fees constitute
payment in full for the independent physicians, while they are just a small part of
compensation for clinic physicians.

In assessing the need for such payments in order to ensure access for the old
and the very young, it would be useful to assemble national data comparing the age
composition of clinic and independent patients. Table 5 presents such data for
Jerusalem, where elderly patients actually accounted for a larger share of the pa
tient load among independent physicians than among clinic physicians, whereas
the opposite was true with children under the age of 3. The data suggest that either
there exists a deliberate policy in Jerusalem to try to provide pediatric care via the
clinics, or that ageadjustments need to be introduced into the payment system for
independent pediatricians.

However, the Jerusalem data may not be representative. Reportedly, children
comprise a large share of the patient loads of independent physicians in the Sharon
area. In some regions, independent physicians are thought to shy away from elderly
patients. An analysis of the nationallevel data should serve to clarify the situation.

TABLE 5

AGE DISTRIBUTION OF PATIENTS
KHK Jerusalem Region

(February 1987)

Under Ages 3 Ages 65 Total
Age 3 to 64 and over All ages

Clinics 5.870 86.470 7.870 100.070

Independents 0.770 . 89.870 9.570 1 00.070

TOTAL 5.470 86.770 8.070 100.070

Source: KHK Internal Report
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An additional concern with capitation systems is that older physicians will lose
out in a shift to capitation. However, this may be due in part to inappropriate age
and ethnic stereotyping. As Table 6 shows, at present approximately 2470 of physi
cians over the age of 60 in the Jerusalem region have practice sizes of less than
1200 patients (as compared with 3270 overall). This is quite remarkable in light of
the fact that there is a tendency in the region for increased age to be associated with
a shorter workday, while parttimers tend to have smaller practices. Overall, with
increasing age there is a tendency to midsize practices, with a decline in the fre
quency of both very large and very small practices. At least in the current envi
ronment, there is little evidence that older physicians are unwilling to manage
large practices or unable to attract patients.

TABLE 6

DISTRIBUTION OFPRACTICE SIZES BY PHYSICIANAGE GROUP
KHK Jerusalem Region

(February 1987)

30 and Under 31 to 40 41 to 50 51 to 60 Over 60 TOTAL

PRACTICE SIZE

Under 800 7570 1970 770 470 9J0 127C

801 to 1200 2570 1570 1670 3170 157020 70

1201 to 1600 0$ 2270 2870 3370 5870 3270

1601 to 2000 07c 2770 2870 2470 1270 237O

Over 2000 OX 1670 2170 970 670 13^0

TOTAL 100 70 9970 100 70 101 70 10070 100 70

N 4 62 43 55 33 197

Source: KHK Internal Report

There are, undoubtedly, some physicians (in all age groups) whose current de
meanor towards patients is not very attractive. However, it is quite possible that
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the introduction of competition and financial incentives will encourage at least
some of these physicians to raise their level of customer service. While long
established habits are not completely changeable over the short run, the extent to
which Israel's PCPs can become more marketoriented if they wish, and need, to do
so remains an open question. There may exist a small number of physicians who
are particularly incorrigible, and who have been dependent, to date, on administra
tive coercion to maintain their rosters. Clearly, the public will benefit greatly from
the removal of these physicians from direct patient care and their rededication to
alternate sources of employment.

Competition can be a positive force, but it can also be destructive. Jealousy can
be a major problem when some physicians earn significantly more than their
peers. Clinic managers will have to ensure that competition among physicians
within the same clinic does not destroy the much needed cooperation between
them. The dangers of competition are far more salient in Israel, with its clinic
based system, than in the United Kingdom and the Netherlands, where capitation
is used to pay independent physicians working out of their own offices. This may
explain why staff model HMOs in the U.S. rarely pay their physicians on a capita
tion basis.

5. To Capitate or Not to Capitate?:
Some Tentative Conclusions

The data presented in the preceding sections suggest that  in comparison with
their counterparts at KHK  members of the smaller sick funds are more satisfied
with, and get more personal attention from, their primary care physicians. At the
same time, there is no evidence that they make greater use of expensive modes of
medical care, such as hospitals.

We know that the smaller funds rely primarily on capitation arrangements to
pay their PCPs, while salary arrangements predominate in KHK. These differences
in reimbursement may account, in part, for the good performance of the smaller
sick funds; however, on the basis of existing data it is not possible to conclude that
the pivotal issue is reimbursement, rather than such other factors as practice set
ting or physicians' personal characteristics.

Well before this analysis was undertaken, policymakers were already moving
toward strengthening the capitation component of physician reimbursement in
KHK. While the available data may not prove that this will be a fruitful course of
action, they surely provide no reasons to hold back the initiative.
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At the same time, the political barriers inherent in any modification of this
magnitude should not be minimized. Those PCPs who would be unable to attract
substantial followings constitute the group with the most to lose. Indeed, a similar
attempt to introduce a capitation scheme in the 1950s failed because of opposition
from physician groups.42

However, times have changed, and there are significant reasons to believe that
such a modification could be implemented in the coming years, especially if it is
phased in gradually.43 Physicians are calling for a liberalization of the health syS
tenr, but their leaders, at least, recognize that those who pay the bills will not ac.
cept an untempered FFS arrangment. At the same time, KHK, the Ministry of
Health and the Treasury all believe that perpetuation of the current salary system
may well entail demoralization of the medical workforce and continued loss of pa.
tient confidence in the public medical services. Capitation makes possible a liberal
ization of the medical system without irsking the loss of budgetary and administra
tive control which the introduction of FFS might entail.

To date, existing and proposed capitation systems in Israel have not included
significant risksharing arrangements for the physicians. In the smaller sick funds,
the lack of computerized information systems has been a major obstacle. KHK,
which has a good information infrastructure, should consider holding their primary
care physicians financially accountable for the hospitalization and referrals they
generate. Such a change should be introduced gradually and on an experimental
basis, as risksharing can have many undesirable consequences, and how the costs
and benefits would balance out in the Israeli context is largely unknown.
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*. PRIORITIES FOR FUTURE RESEARCH

Policy decisions can rarely wait for "further research". At the same time, given
the substantial uncertainty which exists at present about the eventual impact of
proposed reimbursement changes, opportunities to monitor and learn from these
changes must be seized.

For example, the introduction of FFS payments for afterhours surgery should be
accompanied by a serious evaluation effort. The evaluation should address such is
sues as the program's effect on operatingroom productivity during the morning
shift, waiting lists for elective procedures and demand for surgical services at pri
vate hospitals. A separate study should examine whether the provision of addi
tional pay via the "additional work" route succeeded in avoiding the creation of
ripple effects in other sectors.

Each of the contemplated changes in PCP reimbursement in KHK will create
important new opportunities to learn about the effects of capitation via research
which will not be hampered by many of the problems which beset the interkupah
comparisons presented above. In those comparisons, it was not possible to disen
tangle the effects of three important variables: practice setting, reimbursement
mode, and policy on direct access to specialists.

The proposal to shift the salarycapitation mix within the clinics, discussed ex
tensively above, will create an opportunity for isolating the reimbursement vari
able via before and after comparisons. In such an experimental design, practice set
ting and referral policy would be held constant.

An intraKHK study comparing clinicbased physicians (reimbursed on a salary
or possibly salarycapitation basis) with independent physicians (reimbursed on a
capitation basis) would not be able to disentangle the reimbursement and practice
setting influences, but would abstract out the referral policy differences which be
set the intersick fund comparisons. Note, however, that nonrandom assignment
of physicians and patients remains a problem.

Finally, the expansion of the independent physician option in KHK creates op
portunities for some interesting intersick fund research. A study comparing inde
pendent MDs in KHK with independent MDs in other sick funds, will provide an
important opportunity to isolate the effect of sick fund characteristics other than
setting and reimbursement mode.
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**. CONCLUSIONS

Physician reimbursement lies at the interface between wage policy and health
policy. Accordingly, it is vital that in making decisions about physician payment
systems both macroeconomic concerns and health systemspecific concerns be
brought to bear. The best way to ensure that all the relevant information is brought
to bear is to make sure that neither those groups and institutions responsible for
economic policy, nor those groups and institutions involved in providing health
services and making health policy, are left out of the deliberations.

At present, much remains unknown about the impact of reimbursement
changes upon the performance of the health system. Economic theory and the re
imbursement experience of other countries do not enable us to predict with any de
gree of certainty how a particular reimbursement policy would play out in the
organizational and cultural context specific to Israel.

At the same time, studies from abroad as well as the available data from Israel
do suggest certain promising avenues for change and also provide some guidance
regarding the possible shortcomings of such changes. There exists a large degree of
consensus about the need to make changes in reimbursement systems in Israel.
The question before us is whether we will change responsibly. Will we relate to the
policies we wish to implement as panaceas, or will we acknowledge that each has
its shortcomings and build in the necessary administrative controls? Will we take
advantage of opportunities for experimentation, ensure that changes are evaluated,
and introduce changes on a pilot basis where appropriate? Given the magnitude of
the problems facing the healthcare system in Israel and the limitations in the ex
isting state of knowledge, one can only hope that  as a policy community  we
will answer these questions in the affirmative.
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תקציר

בקביעת במעלה ראשונה חשיבות נודעת זאת, בעקבות ולמעשיהם הרופאים, להחלטות
במידה מושפעים האלה והמעשים שההחלטות כיוון הבריאות. שירותי של והאיכות העלות
מאמצים בעולם הבריאות מדיניות קובעי השקיעו הרופאים, של התיגמול מצורת רבה

ובהערכתן. הרופאים של התיגמול מערכות בתכנון רבים
המטרה הרופאים. של התיגמול שיטות לשינוי הצעות כמה בישראל הותוו לאחרונה
שתיים מהפעלת הצפויים החסרונות ואת היתרונות את לסקור היא מחקרנו של המרכזית
הסדרים בין הקשרים את לנתח כדי מושגית, במסגרת פותח המחקר לשינוי. מההצעות
בין הוגנות איכות, עלות, כגון: תפוקה מדדי של רחב מיגוון ובין רופאים לתיגמול שונים
משכורת באמצעות תיגמול בין המסגרת מבחינה כן הרופאים. בין והוגנות הלקוחות
על (המבוסס נפשות מספר לפי תיגמול לבין בעבודתו), הרופא שמשקיע הזמן על (המבוסס
מספר על (המבוסס שירות לפי תיגמול ובין עליהם) אחריות לרופא שיש הלקוחות מספר
הפוליטיים לסיכויים גם מתייחסת המושגית המסגרת שנעשו). הרפואיות הפעילויות

המוצעות. התכניות של והמינהליים
להנהיג היא בארץ, המדיניות קובעי של היום סדר על כיום הנמצאת ההצעות, אחת
החולים בבתי הצהריים אחר בשעות שיבוצעו ניתוחים עבור לרופאים שירות לפי תשלום
של הכנסתם את ולהגדיל הניתוחים היקף את להרחיב מטרות שתי להצעה הציבוריים.
ברורים יתרונות אמנם יש ליום הניתוחים קצב שלהגברת עולה, מהמחקר הרופאים.
מוטלת הארוך בטווח תועלתם אך הארוכות, הממתינים רשימות לנוכח הקצר, בטווח
על לענות ניתן שבעזרתם וערכים, נתונים לשילוב האפשרויות את מפרט המחקר בספק.
כיום כי מראים, שונים מחקרים הרופאים של הכנסות רמת את להעלות יש האם השאלה,
לא אולם רפואה, ללמוד צעירים אנשים לעודד כדי דיין גבוהות רופאים של השכר רמות
הרופאים הכנסת בין היחס הציבורי. בשירות להתמיד בכירים לרופאים לגרום כדי בהן די
בישראל יותר נמוכה כנראה, הינה, במשק השכירים כלל של הממוצעת ההכנסה ובין
הכנסות על מהימנים נתונים בידינו אין אך האחרות, המפותחות המדינות ברוב מאשר

בישראל. הרופאים
להגדיל כללית חולים קופת של תכניתה היא במחקר הנדונה לשינוי השנייה ההצעה
הראשוניים. הרופאים של בתיגמולס נפשות מספר לפי התשלום שיטת של חלקה את
ששיטות בדעה, תומכים הקטנות לקופות הכללית החולים קופת את המשווים מחקרים
הטיפול, באיכות לפגוע בלי יותר, רבה רצון לשביעות זוכות נפשות מספר לפי התשלום
חדמשמעיות, אינן אלה שקביעות להדגיש, יש זאת עם התיגמול. בהוגנות או בתקציב



בהשוואות הקיימים (Confounding variables ) מבלבלים משתנים של הרב המספר בגלל
ביןקופתיות.

מידה יש וכי פלא, תרופת איננה מהן אחת שאף עולה, האלה ההצעות שתי מניתוח
 בהתאם השינוי תנופת את לתעל כן, על יש, למעשה. לתוצאותיהן באשר ספק של רבה
השפעתם. את ובזהירות בקפדנות ולהעריך נסיוני בסיס על תחילה השינויים את לתכנן

תודות

כלכלית מדיניות על ספיר פנחס מרכז שערך הראשון השנתי לכנס הוכן זה מחקר
טובה הכנס, ולמארגנת גרונאו, וראובן רזין אסף המרכז, למנהלי להודות ברצוני בישראל.

תמיכתם. על מידן,
בסמינר פעילים משתתפים היו העברית מהאונברסיטה קלינוב ואפרים קלינוב רוק
רופאים להיגמול מהוועדה גינזברג ופול תלאביב מאוניברסיטת ברגלס ואיתן לכנס, מכין

והמועילות. המאירות הערותיהם על לכולם תודה  עצמו בכנס במחקר דנו בארה"ב
לכנס מקבילים מחקרים ערכו העברית מהאוניברסיטה אלנצוויג יקר ואבי אופר גור
מועילים היו בינינו הגומלין יחסי בהתאמה. חולים, קופת ומימון חולים בתי תעמול על 

ביותר.

חביב, ג'ק הערותיהם: על המחקר של הראשונות הטיוטות את שקראו אלה לכל תודה
גליק ושמעון גבאי אורי רון, אביבה ברוקדייל; ממכון חיניץ ודוד ברנע תמרה יובל, דני
קליפורניה מאוניברסיטת בק וג'ון הבריאות ממשרד בןנון גבי כללית; חולים מקופת
וחגית נבון ולאפרת מחקר כעוזרת הרב סיועה על לוסקוב, לפיליס תודה וכן בלוסאנג'לס.

התכנות. עבודת על סמט
על אלון ולבלהה המחקר בעריכת הסיוע על סייקס לישראל גם להודות ברצוני

הדפסתו.
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